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American Partisans 


Sir—Your ‘cover ‘caricature of Al 
» Gore (New. America, same old 
politics”, March uth) as a speci- 
men of Democratis ridiculis—a 
man unable to enter the zist cen- 
tury and locked in the “Demo- 
veratic orthodoxy” of protection- 
ism, big government and a 
corrupting system of campaign fi- 
nance—is so far off the mark as to 
“merit. for you the name Econo- 
mist ridiculis. 

“You. conveniently overlook 
that Mr Gore is a pragmatic, cen- 
trist Democrat who has used his 
influence as the most involved 
and effective vice-president in 
history to. work for an interna- 
tionalist foreign policy, a reduc- 
tion of trade barriers, a smaller 
and more efficient federal gov- 
ernment, and the elimination of 
-ithe huge budget deficit inherited 
from the Republicans. 

You also overlook Mr Gore’s 
commitment to revolutionary 
changes in education by making 
full use of computers and the In- 
ternet, his long-standing support 
for campaign-finance reform, and 
his offer (not accepted by George 
W. Bush) to forgo “soft money” 
and the use of costly television 
advertising between now and 
election day. 

Uniquely qualified on cutting- 
edge issues of science and tech- 
nology, Mr Gore chose to write a 
courageous book on the dangers 
of catastrophic climate change 
and other threats to the habitabil- 
ity of our planet. That you con- 
sider this book to be a “huge and 
troubling question mark” is most 
revealing on the issue of whether 


G ERS The Economist, 


it is Mr Gore or The Economist 
that has a problem in coming to 
terms. with the 2ist century. 
RICHARD GARDNER 
Foreign policy advisor 
Gore 2000 campaign 


Sir—-You say that George W. Bush 
failed to respond adequately to 
John McCain’s. central message; 
the need to purge the political 
system of the corrupting influ- 
ence of money. Actually, he re- 
sponded in a- straightforward, 
courageous ‘and principled way 
by stating that he wants to abol- 
ish soft-money contributions 
from corporations and trade un- 
ions. Individuals would be al- 
lowed to contribute unlimited 
sums to candidates accompanied 
by full disclosure on the Internet. 
Just because you do not agree 
with Mr Bush’s position does not 
make it an inadequate response. 
Bethel, 

Connecticut WILLIAM KINGSTON 


Sir—The road to the American 
presidency is long and hard. 
Someone embarking on it is well 
advised to run as himself and not 
to invent a new personality for 
the purpose. When an abrasive, 
right wing Republican chairman 
of a powerful Senate committee 
tries to run as a genial, moderate 
outsider his failure is pre-or- 
dained. After his good showing in 
New Hampshire, the more the 
voters saw of John McCain, the 
less they liked him, in spite of an 
ever-adulatory press (unfortu- 
nately including The Economist). 

In the end he was soundly 
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beaten, but his campaign discred- 
ited even his own contention: 
politics has become so expensive 
that it is impossible to raise the re- 
quired cash without special-inter- 
est money. Raising money was 
not Mr McCain’s problem. Amer- 
ica is left with two very strong 
candidates for president. Weep 
not for the political system. It is 
alive and well. 
Richmond Hill, 
Georgia 


Davin Kaye 


Sir—While it may feel as if more 
years have passed, it was actually 
in 1996 that Bob Dole lost his bid 
for the presidency, not 1992 (“Su- 
per Tuesday, Ash Wednesday”, 
March uth). The 1992 Republican 
nominee was a man named 


George Bush. 

Torrance, 

California . DAVID JOHANNSEN 
EEE IAE ENE ENEA ET AAA AE T EEN ~M 
Lay off Landesbanks 


Sır—Your leader on the proposed 
merger of Deutsche and Dresdner 
Banks (“Europe's banking blues”, 
March nth) rightly concludes that 
Europe needs more flexible la- 
bour-market laws and more 
cross-border banking mergers. 
However, you are wrong that 
Germany's government, should 
stop subsidising Landesbanks. 
Regional Landesbanks provide 
vital financing and support to 
small and medium-sized enter- 
prises which would otherwise not 
have access to funding from na- 
tional banks. The weakness of en- 
terprises of this size in Britain is 
largely because the four or so 
dominant banks do not possess 
regional knowledge or the interest 
to engage in long-term financing 
projects of small businesses. 
Also Landesbanks do not have 
to fear demanding shareholders 
who constantly expect double- 
digit returns on capital, making 
longer-term investment possible 
Vienna. NIKOLAUS BETHLEN 
pai IARE EILDE E AEN etn EEE me | 


BNFL’s meltdown 


Sır—Your article on British Nu- 
clear Fuels (“Horrid stuff’, March 
4th) is right to question the econ- 
omic madness of nuclear re- 
processing. But a few facts need 
correcting. First, snri’s faked 
safety data were not redundant, 
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nor simply due to a few bored 
workers. There are more funda- 
mental problems with snrt’s 
fuel-production plant. snet’s cus- 
tomer in Japan, Kansai Electric; 
admitted that it knew BNFL’s abil- 
ity to make fuel pellets to speci- 
fication was “insufficient”. The 
Nuclear Installation Inspectorate 
has now also seized badly manu- 
factured nuclear fuel destined for 
British reactors, at BNFL’s Spring- 
fields site. i 

Second, the problem of return- 
ing foreign nuclear waste will be 
much worse if nuclear reprocess- 
ing continues in snet’s Thorp. 
plant. Government policy re- 
quires the return of some:3,600°, 
containers of nuclear waste, origi- 
nally destined for the failed Nirex ` 
dump, from Thorp’s first ten years ` 
of contracts. Changing policy. to 
keep. this waste in Britain would | 
be highly controversial, but so 
would returning it to Germany 
and Japan. 

The answer to this mess is to 
renegotiate the contracts so that 
spent nuclear fuel already at Sel- 
lafield is stored for a fixed time 
agreed between the parties. Turm- 
ing off Thorp now could still 
avoid most of the problems of; 
pollution, plutonium and nuclear ‘ 
waste that otherwise will become 
inevitable. It would also save 
around £1 billion ($1.58 billion). 

If Tony Blair acts now to stop 
reprocessing, dozens of countries 
would welcome this decision. 
BnFL would then be free to de- 
velop its worldwide clean-up and 
waste-management business, 
whether privatised or not. 

HeLen WALLACE 
Greenpeace UK 
Ee NS E TE ee ee A E nll 


The third way 


Sir—Let me see if I understand 
this correctly. The British people 
elect a left-leaning party with an 
energetic and photogenic leader 
after years of blunders by the old 
establishment. The government’ 
then proceeds to concentrate 
power at its highest levels, sys- 
tematically eliminating checks on 
its power. It disarms the people, 
reinvents the upper house of Par- 
liament into a rubber stamp of its 
will, and then sets about curtail- 
ing long-enjoyed personal liber- 
ties such as trial by jury (“A 
downright liberty’, March uth), 
All the while, the detached indif- 
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garage, an entrepreneur is overt S 
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ference of the British people helps . 


it to shift steadily the source of the 
country’s political’ power from 
the people to the party leadership. 

F- suppose this shows that 
those who do not learn from his- 
tory are doomed to repeat it. 
What next for Britain? A state se- 


 eret-police? Youth-indoctrination 


"programmes? A propaganda min- 
“ister? Perhaps an attack on Po- 
‘land? Good luck, Britons. It looks 
- like you may need it. 

~Colomdo CRAIG CAMPBELL 
E ‘ onl 





Sir—You fail to explain a core 
part of the strategic alliance be- 
‘tween Fiat and General Motors 
o (Face value, March 18th). As 
“stated, Ga will take a 20% stake in 
Fiat. Auto. In exchange, Fiat spa 
will receive 5.1% in Gm common 
“stock. As part of the agreement, at 
a future time, Fiat spa wil! have 
the right, if it so chooses, to sell its 
remaining 80% equity interest in 
Fiat Auto to Gm at fair market 
price, and Gm will have a “rightof 
first offer” if Fiat spa decides to 
sell its interest. The agreement 
does not provide Gm with a call 
right as your article might have 
been taken to mean. 
SANDRO CASAZZA 
Director 
Media relations 
Fiat spa 
SEAR 


Turin 


Wireless Europe 


Sır--You suggest that the Euro- 
pean wireless industry is 18 
months behind its Japanese 
counterpart (“i-modest success”, 
March uth). 1 would suggest that 
it is not for two basic reasons. 
First is the concept of an indus- 
try standard. Manufacturers such 
as Nokia have for a long time pro- 
duced devices with data-access 
capabilities using proprietary 
technologies. These players rap- 
idly realised that no single oper- 
ator or manufacturer's standard 
could be successful in a frag- 
mented market such as Europe or 
indeed the world. The impor- 
tance of a single standard was 
embraced by bruised competitors 
such as Ericsson, Nokia and Mo- 
torola when they jointly de- 
veloped the war (Wireless Appli- 
cation Protocol) specification. It is 
possible, even plausible, that a 
dominant actor could provide a 
better standard than war for a 
closed market. DoCoMo has 





proved this, but T would be very 
surprised if: the world outside Ja- 


pan suddenly decided to give Do- 
CoMo a‘ technological monopoly 
on wireless Internet access. 

Second is the aspect of accessi- 
bility. For the foreseeable future 
any website will be impossible to 
read on a wireless device without 
prior adaptation. wap is more 
suited to this form of adaptation 
than HTML, suggesting that the 
potential for accessing the In- 
ternet is roughly the same in Eu- 
rope as it is in Japan. 

Now, via open gateways, Euro- 
pean consumers can access any 
formatted content on the Internet 
just as well as the Japanese. Al- 
though we are still not producing 
phones at a sufficient rate, we 
have already passed the single- 
provider approach and moved on 
to creating industry standards. 
Unless fundamental changes oc- 
cur in the mentality of the wire- 
less industry worldwide i-mode 
will remain an isolated incident. 
Stockholm Per LINDSTRÖM 


Australia's tax wedge 


Sin—In your comparison of the 
“tax wedge” between workers’ 
take-home pay and the cost of 
employing them (Economic indi- 
cators, February 19th) you say that 
there is no payroll tax in Australia. 
While this is the case at the fed- 
eral level, all Australian state and 
territory governments levy pay- 
roll taxes on larger employers. 
Payroll taxes apply to the amount 
of an employer's wage bill above 
a certain threshold, at rates rang- 
ing from 3.65% to 6.85%, and av- 
eraging around 6% depending on 
the state or territory. 

While there may be a differ- 
ence between Australia’s payroll 
taxes and how the term is applied 
in a European context, Australia’s 
taxes are relevant in calculating 
the total tax wedge on wages in 
this country. It would then ap- 
pear that the tax wedge on Aus- 
tralian wages is closer to the o&cD 
average than you indicate. 

PETER REITH 

Minister for employment, 
workplace relations 

Canberra and small business 
PESEE nial Sita EN A O N a 


Diary item 


Sır- hope that not too many of 
my American friends read your 
review of “The Powers Behind the 
Prime Minister” (Review of 
books, March 18th) or, indeed, the 


book itself. If they find out that 
“Tony: Blairs diary “is a con- 


ventional desk diary with a sepa- 
rate page for each day”, I am in 
for much “sardonic comment, 
probably involving quill pens and 
high stools. Anyone who has a 
complex diary, important to him- 
self and to others round him, 
would testify that putting it on a 
computer is one of the simplest, 
most efficient and most cost- 
effective changes one can make. 
That the cream of the civil service 
does not seem to know this 
makes my claim that digital Brit- 
ain has come a long way sound 
implausible. 

Santa Barbara, 

California Ivan MOMTCHILOFF 
parnasse ft 





Lebanon and Syria 


Str—You say that the Syrian re- 
gime treats Lebanon as a “handy 
testing-ground” (“Helping Hiz- 
bullah”, March 4th). This problem 
deserves further attention. Syria 
seeks to dominate Lebanon into 
eternity. Lebanon’s loss of inde- 
pendence is especially bad news 
for Hizbullah, a conservative: i- 
lamic party that willingly shares 
power in Lebanon’s parliament. 
Once Israel has left Lebanon, 
the secularist Syrian president in- 
tends to silence Hizbullah. Yet as 
you have said in the past, conser- 
vative Islam does not disappear 
when silenced—it stews. Syria's 
hegemonic designs and the West's 
inattention to them will nurture 
more tragedy for Lebanon. 
Philadelphia Leonarp Woop 





Beck's legacy 


Sin—You may be perplexed by 
the inclusion of materials relating 
to the trial of “forgettable” Adolf 
Beck in a recent collection of his- 
torical papers (“Wasted chance”, 
March 4th), but this cautionary 
episode has not been forgotten in 
legal circles. Beck was convicted 
in 1896 of several frauds on the 
basis of confident identifications 
by u victims concerning some 22 
meetings, as well as the evidence 
of a handwriting expert. Beck 
spent five years in prison. The 
frauds began again when he was 
released and Beck was rearrested 
in 1904. The real culprit was 
found in the course of Beck’s sec- 
ond trial. 

The fiasco was partly due to 
blunders by the judge as well as 
the Home Office but the Beck af- 
fair is remembered as the most 





notorious case of mistaken iden- | 
tity in English history. The ensu> 
ing public outcry led to the cre- 

ation of theCourt of Criminal 

Appeal in 1907. This court was 

given unprecedented powers. to | 
review convictions for errors both < 
of law and of fact. Beck’s case 
thus provoked one of the most , 
important reforms of the English | 
criminal-justice system of the | 
2oth century. : 
Oxford STEVEN ELLIOTT ` 


Logging off. 


Sin—-In blaming thé environmen- | 
talists for the loggers: woes, you _, 
omit several key facts (“At warin | 
the northern woods”, March uth), | 
First, national forests in America | 
operate under a sustained-yield | 
multiple-use. mandate. Timber is ] 
merely one of many uses to | 
which forests.are put, which also 
include non-extractive, uses such 
as recreation, watershed manages 
ment and wildlife. : 

Second, . environmentalists ` 
have been effective at stopping 
timber sales because courts and 
agency officers have recognised 
consistently that the Forest Ser 
vice, in catering mainly to logging — 
over. the decades, has failed to | 
comply with scientifically sound 
resource-protection laws that 
govern forest management. In 
any case, appeals are only one of 
several factors that influence the 
volume of timber sold. 

Finally, the government has 
never “agreed to...allow the cut at 
the stipulated level.” Timber tar- 
gets are just that: targets. If the tar- ` 
gets cannot be met without vi- 
olating laws or within funding 
limits, they should not be met. œ 

GEORGE MILLER 

Ranking minority member 

House Resources Committee 
House of 
Representatives 
















Washington, DC 


Taxi avoidance 


Sm—~You ponder on the function 
of the front part of the taxi] 
drivers hippocampus, which. 
shrinks as the back part grows to." 
improve navigation skills (“Tax 4 
icology”, March 18th). As a former 
resident of South London, | be- 4 
lieve it to be the part of the brain | 
which controis the ability to take 4 
customers that side of the river at 
night. 7 
Newent, i 
Gloucestershire = Vitnis VesMA 
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decision-making team and is row recruiting to a number of key positions at 


The newly-elected Director-General has launched a process of change 
UNESCO Headquarters in Paris, France: 


within the Organization so that it may more effectively respond to the 
‘challenges of the twenty-first century. To this end, he is building his 





Qualifications and Experience 


Main responsibilities 


Under the authority of the Director-General, the Assistant 
Directors-General will provide leadership in the overall 
management of their respective Sector. The Director of 
the Bureau for Strategic Planning will be responsible for 
co-ordinating the formulation, planning and implementa- 
tion of UNESCO's programmes. The Director of interna- 
tional Standards and Legal Affairs will be responsible for 
all legal matters of the Organization, and the Director of 
Human Resources will provide leadership in the area of 
human resources management at Headquarters and in 
field offices 


- Each of the positions requires an advanced university degree in a relevant field; extensive 
relevant professional experience in senior executive positions including substantial assign- 
ments at regional and/or intetnational level. 

- Several years of exposure to the requirements of international cooperation 
- Demonstrated ability to direct processes of change at the substantive and management: 
levels within large institutions of national or international scope. 

He or she should also possess: 

- Proven managerial skills. 

- Excellent communication skills. 

- English and French language skills — 
excellent drafting ability in one of them. 


the twe working languages of UNESCO - with 






Applications from qualified women candidates are encouraged, as are applications from under-or non-represented Member States 
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United Nations Educational, Scientific and Cultural Organization 
decision-making team and wishes to recruit a suitably qualified person to a key 














The newly-elected Director-General has launched a process of change 
within the Organization so that it may more effectively respond to the 
challenges of the twenty-first century. To this end, he is building his 


position at UNESCO Headquarters in Paris, France. Applications are therfore” i 
invited for the post of. 





Main responsibilities 


Under the authority of the Director-General, the incumbent will provide tion and other cultural industries; and helping to create the conditions for 








leadership in the overall management of the Culture Sector. He or she will 
be responsible for the overall formulation, planning and coordination of 
UNESCO's strategy, programmes and plans of action in the field of culture. 
This will include: fostering international reflection and exchange of 
experience on cultural policies for development; strengthening endogenous 
capacities for safeguarding and enhancing the cultural and natural 
heritage, both tangible and intangible, as part of the development strate- 
gies; preserving cultural diversity and encouraging creativity, through art 
education and training, and the development of handicrafts, book produc- 


Qualifications and Experience 

- Advanced university degree, preferably at doctorate level, in fields relating 
to. culture or social sciences. 
- Extensive professional experience in senior executive positions in one or 
more fields covered by the UNESCO Culture Programme, including 
substantial assignments at regional and/or international level. 
- Several years of exposure to the requirements of international cooperation. 
- Demonstrated ability to direct processes of change at the substantive and 

management levels within lar institutions of national or international 












intercultural dialogue and understanding within and among nations. The 
incumbent will cooperate closely and at the highest level with Ministries, ; 
Permanent Delegations fo and National Commissions for UNESCO, 
cultural institutions and cther UN institutions, multilateral and bilateral 
agencies, NGOs, ete., with a view to furthering the purposes of UNESCO 
in these areas. He or she will also represent the Director-General. in 
specialized commissions of the governing bodies of UNESCO as well as 
intergovernmental and ministerial conferences. 


scope. 
- Proven managerial skiis n a multicultural setting and ability to set clear 
programme priorities and translate strategy into sustainable action 

- Excellent skills in interpersonal and institutional communication and high 
level negotiations. 

- English and French language skills — the two working languages of 
UNESCO ~- with excellent drafting ability in one of them. 


Applications from qualified women candidates are dncouraded:. as are applications from under-or non- n-represented Member States 
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? -The Planning Council Announces The 
< Following Vacancies For Highly 
Qualified And Experienced Candidates 
To Work As Experts At Its General 


Secretariat In Doha: 


Expert In 
Development 
Planning 


Expert In Econometrics 


Expert in 
Microeconomics 


Ph.D. In Economics From 
a Reputed University + 8 
Years as a minimum 
Relevant Experience 


Ph.D. In Econometrics 
From a Reputed 
University + 8 Years as 
minimum Relevant 
Experience 


Ph.D. In Public Admin 
From a Reputed University 
+ 8 Years as minimum 
Relevant Experience 


Candidates must be fluent in Arabic 


and English 


Salary and Benefits Will Depend On 
Qualifications and Work Experience 


Applications, CVs, And Experience 


Details Should Be Sent Within one month 


Of This Announcement to The Following 


Address. 


Administrative And Financial Affairs 
Dept. 
The General Secretariat - Planning 
Council. 
Doha: P.O. Box: 1855 
Fax: 0974 - 425555 


HEAD of the BUDGET AND FINANCE SERVICE 
(EXECUTIVE DIRECTORATE) 


The OECD is an international organisation based-in. Paris. We are looking for a senior 
manager to head our Budget and Finance Service. 


The Job involves... 

* Formulating financial and budgetary policy and ensuring its effective. implementation. 

* Assisting the Executive Director in the preparation of the Programme of Work and 
Budget, ; 

+ Playing a leading role in implementing ambitious reforms to thë financial management 
and internal control systems and managing their implications for staff, 

* Providing reliable, comparable and up-to-date financial and management information. 

+ Leading, motivating and developing a multi-cultural team of some:50 staff by providing 
effective performance management and staff development. 


The Person we are looking for has... 

+ Outstanding leadership qualities. 

* Substantial senior management experience in formulating and implementing budgets and 
work programmes in a national administration, multi-national company or an 
international organisation. 

* A track record of successful implementation of significant reform programmes, 

+ A good knowledge of programme budgeting and trends in budget policy and financial ` 
management in advanced public sector institutions and in other international’: 
organisations. 

* Excellent communication and negotiating skills, tact, diplomacy, flexibility and 
tolerance. 

+ Excellent knowledge of English or French and a good working knowledge of the other. 


We are offering... : 

* An attractive tax free package above 630K FrF + benefits depending on resident status 
and family situation. 

* An initial appointment for two or three years. : 

* The opportunity to work in Paris in a stimulating multi-cultural environment: 


Le 





Applications (from nationals of OECD: Member countries) ‘should: quote reference 
ECO{00)20 and be sent via our on-line application form on www.oeed.org/hrar or by 
mail (typed letter + CV) to OECD, HRM/MSPD, 2 rue André-Paseal, F-75775 Paris Cedex 
16, France, by 11 May 2600. 


Only candidates selected for inervieyowill be contacted. 








SENIOR PROGRAM OFFICER 


The Johns Hopkins University/Center for Communication Programs 
JHU/CCP) currently has openings for Senior Program Officers. Candidates 
taust have a solid public health and/or communication background to 
enable them to develop communication strategies, design project proposals, 
evaluate overseas project activities, and supervise junior program staff. 


REQUIREMENTS: 


Masters degree in public health and or communication related field. Five- 
year minimum work experience in the population/reproductive health 
communication field with overseas work experience in Asia and African 
countries. Demonstrated abilities in strategie planning, program/design 
management, č ultural, interpersonal and writing; applicant must be 
willing to travel internationally. 


JHU/CCP offers a competitive salary program and an outstanding 
employee benefits package including: medical and dental plans; paid 
vacation, holidays, and sick leave; personal accident insurance; 403(b) 
retirement plan; life and disability insurance; travel insurance; education 
assistance plan and more. 

Hf you believe your background, education, and experience meet our 
requirements, send us your resume or curriculum vitae as an gmail 
attachment in MSWord or WordPerfect to hremail@jhuccp.org. Please 
include in subject line “Senior Program Officer”. Or, mail to: 

Eric T. Rebbert 

Human Resources Manager 

Johns Hopkins University 

Center for Communication Programs 

Lil Market Place, Suite 310 

Baltimore, MD21202, USA 

Phone: (410).659 6300/Fax: (410) 659 6266/E-mail: hremail@jhucep.org 
EOE MED 

JHU/CCP is a smokefdrag free employer 
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The 
‘British 
ouncil 


The British Council is seeking to expand its pool of 


experienced consultants for long and = short-term 


‘assignments to support a growing portfolio of 


development contracts world-wide in the following sectors: 


Public Sector Management and Reform 
Civil Society 

Human Rights 

Vocational Education and Training 


Health Services and Sector Management 


“CVs (no more than 5 pages) and letter outlining suitability 
for specific sector and indicating specific country/region 
experience, should be submitted by email to 

| Donna.McGowan@britishcouncilorg by 21 April 2000. 
Further details on our work in above sectors and format in 
which CV must be submitted can be obtained by email 
}-(email enquiries only). Only CVs conforming to designated 
format will be accepted. Applications of interest will be 
“contacted by 31 May 2000. 


The triple E Challenge 


decon isa leading European consulting firm with activities 


focused on the energy sector. For our headquarters in Bad 
Homburg, Germany and for our projects in developing and 
transition countries we are looking for outstanding professionals 
on a freelance basis as well as for full-time employment. We 
are interested in the following technical specialisations: 


Power production, dispatching, transmission and 
distribution 


Renewable energy sources, in particular wind and solar 
energy 


Environmental performance 
: Economic/financial analysis and management 
"Restructuring and privatisation 


If you are looking for a challenging work environment with 
frequent travels and if you think that your track record will 
impress us, we would like to receive your resume under 


decon 


Deutsche Energie-Consult 
ingenieurgesellschaft mbH 


Norsk-Data-Str. 1 
D-61352 Bad Homburg 
Fax: +49-6172-946020 


www.decon.de E-mail: personal @decon.de 
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Olver Wyman & ‘ee any 
NEW YORK LONDON FRANKFURT MADRID TORONTO PARIS a 7 


smatey Oliver, Wyman & Company is the leading managem l 
consulting firm entirely dedicated to the financi 
CONSULTANTS orvices industry. Founded in 1984 in New York, we are 
iome oneof the largest specialised strategy consultancies an 
pre-eminent in the field of financial risk managemer 
p Due to our continued success, and the expanision:o! ur 
SERVICES in’ several exciting. new growth are 
including e-commerce st tegy, we are looking fo 
woustey exceptional people to join our London, New York 
Frankfurt and Madrid offices. 


We welcome applications from graduates with: 
* An outstanding academic record including a minimum 
of a 2:1 degree (or equivalent) from a leading universi 


* A minimum of one year’s related work experience i 
either consulting or financial services 


+ Imagination, motivation and good humour 
* Fluency in German, Spanish or Italian is an advantage 
« Positions available for an immediate start. 


To apply, please send a CV and covering letter to: 


Kathryn Seys 

Recruitment Co-ordinator Oliver, Wyman & Company 
1 Neal Street Covent Garden London WC2H 9PU 

Tel: 020.7333 8333 E-mail: kseys@owc.com 
www.oliverwyman.com 


The Inter-American Development Bank, 
seat regional multilateral development institution, based in Washington, 
is now reviewing candidates for the position of: 


INFRASTRUCTURE SPECIALIST - FINANCE AND 
REGULATION: 


PRINCIPAL FUNCTIONS: Provide advisory services and technical support. | 
to management and technical staff in various departments of the Bank on the” 
preparation of operations in infrastructure, focusing. particularly on‘legal and: 
regulatory frameworks:and on economic and financial analysis of various | 
initiatives. Perform and coordinate applied research activities:on key topics in. | 
infrastructure, in particular on private sector participation in the provision-of : 
infrastructure services and regulation, Coordinate the dissemination 
research products. through conferences, publications, seminars, ete. 


REQUIREMENTS: Education: Master: i in Economics, Finance or other 
relevant field (Ph.D: preferred). Experience: A minimum of four (4) years 
experience in infrastructure issues with particular emphasis on Latin Am 

and the Caribbean. At least three (3) years should be at the intertational lev 
Languages: Proficiency in English and Spanish, knowledge of Portugue 
preferred. Interested applicants should send cover letter and resume (in: 
duplicate), by April 13, 2000, including salary requirements and three | 
references, to: j 


Inter-American Development Bank, Stop E0507 
Code: NA-0029-TE 
1300 New York Avenue NW, Washington, DC 20577 USA 
E-Mail: JOBS@IADB.ORG 


As a reflection of its commitment to its borrowing member- countries, the 
Bank may require staff to accept assignments in both country: offices and 
headquarters. Only applications which best match the requirements of the 
position will be acknowledged. The IDB encourages gender equality in its 
hiring practices. 
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Competing in the Information Age 





30 June 2000 





Recent research conducted at INSEAD shows that most man Organisational Performance Improvements 

agers feel they should know more, and do more, Internet questions the traditional way of doing business and 

to benefit from rapidly eve ving information and communica- implies the redesign of core processes such as purchasing, mar- 
tions technologies. keting amc mgst others. The Executive Information System 


(EIS) computer simulation helps participants discover 
Professor Albert Angehrn has designed "Competing in the hands-on the challenge of breaking resistance change. 


Information Age" to show how the new technologies are key 


enabling factors for managers willing to rethink business pro As this programme approaches the subject from different 
cesses, to introduce important transformation and to recast angles (IT, Organisation and Strategy), participants with differ- 
external relationships with partners and customers. ent backgrounds would be interested in this unique opportuni- 


ty of contributing to a think-tank between IT specialists, 





During this programme he and his faculty team will deal with Human Resource Managers and General 
two major issues: the new e-commerce opportunities and Managers about business strategies for companies looking for 
threats, and organisational performance improvements. opportunities to leverage the latest e-commerce opportunities. 


E-Commerce Opportunities and Threats 


How new information and communication technologies can be 





successfully used to redefine a company's competitive position. 








Please fax or mail this coupon to Janet Burdillat, INSEAD, Boulevard de Constance, 77305 Fontainebleau Cedex, France, 
~ Tel 33 (0)1 60 72 42 90, Fax 33 (0)1 60 74 55 13, E-mail exec.info@insead.fr, http: //www.insead.fr 

Ci would like to reserve a place on Competing in the information Age 

[Please send me a brochure on Competing in the Information Age 

: Sa Yi rE Gcieaken gararar brochure 
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What next, President Putin? 


OW should the world judge Vladimir 
Putin, the man who in less than eight 
months has come from obscurity to having, 
after last weekend’s election, won the job of 
ruling the largest swathe of the globe under 
one flag? The limited information that can be 
fathomed from his murky past and ambigu- 
ous present gives rise to both hope and alarm. 
The causes for alarm are many, about 
Russia (see pages 21-23) as well as about its 
new president. If you take what Mr Putin says 
at face value, he has a warped sense of history 
and a moral framework in which the ends 
justify the means. He is proud of his 17 years 
in the KGB, one of the world’s nastiest intelli- 
gence services, and has failed to acknowledge its part in mak- 
ing Russia a living hell for most of the past century. Many of 
the people who seem to have his ear are old kG hands. Mr 
Putin also seems to have an affection for the old Soviet Union. 
He bemoans its break-up, wags his finger menacingly at small 
countries recently freed from its thrall, and has cynically used 
the chaos of Chechnya as a pretext for unleashing vastly dis- 
proportionate force against its people. He sounds dismissive 
of press freedoms and human rights. 


Rule of law, or of the few? 


As for the corruption that Mr Putin says he will erase, it seems 
all too likely to continue, at least for a while. Indeed, it is prob- 
able that Boris Yeltsin handed over the presidential mantle 
after Christmas on the understanding that his family and 
friends would be immune from justice on that score. Mr Putin 
has promised that the “oligarchs’—the small group of ty- 
coons who have prospered so conspicuously since the 
mid-1990s by suborning Russia’s politicians—will be “dis- 
tanced from power”, but during his brief prime ministership 
and acting presidency they stayed as close to it as ever. 

And yet not everything about Mr Putin is discouraging. 
Some signs look worrying but may not be: Mr Putin’s desire to 
“make Russia strong”, for instance, could in fact bring a 
change for the better if it meant imposing law and order 
where corruption and chaos have prevailed in the past. Other 
signs suggest that Mr Putin is at least a clever politician. He 
seems efficient, intelligent and, despite the nationalist flannel, 
more open to western economic ideas than any of his prede- 
cessors. He has recruited some genuine reformers. And there 
is no denying that he has shown an uncanny instinct for 
gauging the national mood, unedifying though that often is. 
The real question is whether he will behave as the creature of 
the discredited Yeltsin regime, and of the oligarchs behind it. 

Tentative answers may come from his appointments. Mr 
Putin cannot be expected to wipe the political slate clean at 
once. He will have to accommodate the Duma, the lower 
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house of parliament, and handle the regional 
governors deftly. The relative success of the 
Communist candidate, Gennady Zyuganov, 
who came second in the poll with 29% to Mr 
Putin’s 53%, means that the new president 
may let the Communists have more posts 
than he might have wished. 

But he should not be unduly awed by 
them: the voters have made it plain that, 
though they do not like the current state of af- 
fairs, most of them do not want to go back to 
the totalitarian past. Optimists should be sus- 
picious, too, if Mr Putin appoints Mikhail Ka- 
syanov, the current finance minister, to the 
prime ministership: he is too close to at least 
one oligarch. On the other hand, it will be good news if he 
fires the head of the Central Bank, Viktor Gerashchenko, un- 
less he replaces him with someone even more lethargic. 

Mr Putin was studiously vague about policy during what 
passed for an election campaign. As a result, he has done little 
to prepare public opinion, let alone to persuade it of the nec- 
essity of yet more short-term unpleasantness for the sake of 
longer-term gratification. If he is wise, he will make a quick 
start on reform: the high oil price since early 1999 has been a 
windfall for the economy, but prices are now falling. Two ar- 
eas crying out for reform are tax and land. An early pledge to 
enact a new and simpler tax code and to enable land to be 
easily bought, sold and thus developed is long overdue. And 
in a year or so, if the new man in the Kremlin is feeling secure, 
he would do well to let parliament trim the power of the 
mighty presidency in favour of that of the Duma. That would 
go far towards dispelling fears that he is at heart an autocrat. 

More urgently, Mr Putin should be more sensible and hu- 
mane over Chechnya. While the generals are still striving to 
subjugate the place by force, the president should be explor- 
ing political solutions. That will not be easy: there are few 
plausible Chechens left to negotiate with. Even so, he should 
try to find them. Otherwise he will have a lingering terrorist 
problem on his hands which will only strengthen the influ- 
ence of anti-democrats in the “power ministries” in Moscow. 

Mr Putin’s biggest and clearest test will be judicial. Several 
big cases are pending against oligarchs. Under Mr Yeltsin, they 
were safe from the courts, at home or abroad. It is crucial that 
under Mr Putin they should not be. If Mr Putin starts to bring 
them to book, it will be a sign that he is indeed his own man. 
It may even be a sign that he genuinely wants to start tuming 
Russia into what it has never been before—a state where the 
law prevails, and where judges do not have to defer to the 
president in administering justice. By the autumn the new 
president should be demystified. May he turn out to be more 
enlightened than some of the early omens suggest. 

a 
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America’s education choice 


Education promises to be one of the big issues in America’s 
presidential election. The choice: spend more, or reform first 


HIS election year may finally bring Americans face to face 

with the failure of their system of public education. The 
confrontation will be painful: 30 years of decline cannot be 
easily reversed. But, if the right lessons are drawn, they could 
make American schools models for the world once again. 

The presidential candidates know it. Al Gore spent March 
24th at a middle school in Michigan, earnestly discussing his 
“revolutionary improvements” with students and teachers. 
On the same day, George W. Bush was at a high school in Ar- 
kansas proclaiming his radical plans. Both sounded as if they 
were running for Superintendent of National Education. 

Suspend your disbelief. Even political campaigns can 
stumble on to something important. It is true that education 
in America is a matter largely for the states. The federal gov- 
ernment spends only seven cents in every education dollar, 
mostly in the poorest schools. The detail of what presidential 
candidates promise matters little. But the approach they ex- 
emplify and can go on to promote from the White House mat- 
ters a lot. And so, for sure, does education. 

America’s education system is in the sort of crisis that De- 
troit’s car industry faced in the 1970s, before Japanese imports 
almost destroyed it in the 1980s. Teachers and parents are un- 
easily aware that something is wrong but have little idea how 
bad matters really are. At fourth grade (ten years old), Ameri- 
can children score better in reading and science than most pu- 
pils in 20 other rich countries, and are about average in math- 
ematics. At eighth grade, they are still slightly better than 
average in maths and science but fall behind in reading. By 
12th grade, they are behind 95% of the children in other coun- 
tries. The longer children stay in American schools, the worse 
they seem to get. 

Even today most educational organisations—especially 
the teachers’ unions—are in denial about the extent of the fail- 
ure. Isn’t America’s economy the envy of the world? It is, but 
~ employers agonise about the quality of high-school graduates 
and spend millions correcting it. Almost three-quarters of ten- 
year-olds in the poorest public schools have not yet begun to 
read or write; the illiteracy rate among 17-year-olds is one in 
seven. Poor education lies behind the looming problem of in- 
equality, between the new economy’s winners and losers. 
Aren’t American universities the envy of the world? The best 
ones are. But too many have to spend too much time on “re- 
medial” work. There are problems even at the top. America is 
not keeping up with demand for computer graduates. Immi- 
grants account for a third of Silicon Valley’s high-tech work- 
force. As once with cars, so now in education: America finds 
itself having to import other countries’ successes. 

This does not have to be. Correcting educational failure— 
particularly at secondary schools—is the most important do- 
mestic task facing the nation. Mr Gore, ever aware that he has 
the firm support of the teachers’ unions (see page 32), wants to 
spend more money on schools as they are. He would increase 
spending by $15 billion over ten years, mostly on providing 
universal pre-school education and hiring 100,000 new teach- 
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ers. Mr Bush says little about money but wants to test all chil- 
dren every year and give the parents of children in failing 
schools money to spend in the school of their choice. 

Americans can vote either to spend more on schools, or to 
change the education system first, and then see whether more 
should be spent. They should start with the system. 


Confederacy of dunces 


Is America—rarely generous in the provision of public ser- 
vices—starving its public schools of money they need? It is 
not. It spends almost 6% of its national income on primary 
and secondary education, more than any orcp country ex- 
cept Denmark and Canada. And, surprising as it may seem, 
the growing educational disparity between rich and poor 
schools cannot be traced to differences in spending. Some in- 
ner-city schools get less money than suburban ones. Others 
get more. Washington, pc, one of the poorest parts of Amer- 
ica, spends roughly twice as much per pupil as suburban 
Texas. The schools have not failed for want of money. 

So, desirable though some of Mr Gore’s proposals may be 
(such as breaking up impersonally large public schools into 
smaller units), they are not enough. More drastic change. is 
needed. Reform has worked where it has been tried: see page 
31. The educational gap between whites and non-whites has 
narrowed dramatically in Texas since school testing began 
(which was before Mr Bush became governor). Another pro- 
rising option, though one that regularly falls foul of the 
courts, is “voucher schemes”, which allow parents to choose 
where to spend public money educating their children. In 
Milwaukee, pupils in voucher schools scored 11 percentage 
points more in mathematics than their hapless contemporar- 
ies in the city’s public schools. Connecticut has the highest 
educational standards in the country, thanks largely to strin- 
gent testing (and higher salaries) for teachers. 

The claim that changing the system will improve stan- 
dards is impossible to prove. The argument rests on anecdote, 
on the current failure, and on common sense, which says that 
a producer-driven system insulated from parents and chil- 
dren will fail. It cannot be accidental that the more successful 
university system is more open to competition. In the poorest 
areas, there is overwhelming support for vouchers; and mil- 
lions of Americans are opting out of the school system alto- 
gether, choosing to educate their children at home. That, in it- 
self, is enough to warrant a new approach. 

In a country as diverse as America, that approach will 
vary. Some places will choose vouchers, proposed by Milton 
Friedman 40 years ago. Some will encourage charter schools— 
privately managed public schools. Some will link financing to 
school performance. But first voters have to make the basic 
decision: to open up the system to competition. In the coming 
elections, national and local, let them back the candidates 
who will bring choice and accountability to a system too long 
stifled by the monopoly powers of teachers and their allies. 
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Something odd in France 


France’s politics is squawking. Its economy is humming. Think what 


the country would be like if the two purred together 


N FRANCE’ streets, and in the corridors of government, 

the country is at its most shambolic and confused since the 
arrival in power of Lionel Jospin’s Socialist-led government 
nearly three years ago. Hundreds of thousands of teachers 
and students are staging angry protests across the country. 
Noisy civil servants have forced the government to abandon 
planned reforms. On March 27th, Mr Jospin capitulated to 
mounting discontent with his government by sacking four of 
its members, including the finance minister, whom he re- 
placed with his old rival, Laurent Fabius (see page 45). The 
mood of paralysis seemed to be captured at the European 
Union’s summit in Lisbon last week, after which France was 
cast as Europe’s laggard: too stubborn to abandon its old stat- 
ist ways, too reluctant to pursue market reform, too proud to 
admit the merits of American liberal economics. 

Yet step into the boardrooms, factories and trading rooms 
of France, and quite a different country begins to unfold. This 
year the French economy will race ahead by a mighty 4.2%, 
according to a forecast to be published next week by one 
leading French think-tank—a figure that begins to hint at 
American-style rates of growth. Even the more sober fore- 
casters expect French Gpr to surge this year by at least 3.5%. 
Better still, this boom has been a job-creating expansion. Since 
the start of 1997, the French economy has created more jobs 
than those of either Britain or Germany. Unemployment re- 
mains the single biggest blot on the economic landscape: it 
still runs at 10.5%. But the rate has been sliding steadily down- 
wards: it is expected to fall below 10% this year, and perhaps 
to 8.4% by 2001. No wonder that French consumer confidence 
is at its highest for two years. 

What to make of this curious disjunction between 
France's politics and its economics? The first point to note is 
that, for all the political distractions, for nearly two decades 
macroeconomic management in France has been impressive. 
It has not been pain-free. For most of the 1990s, when the 
franc was handcuffed uncomfortably to the p-mark, growth 
was suppressed. Then the budget deficit was squeezed to get 
France into Europe’s single currency. But the effort has now 
paid off. Inflation has been tamed, and the euro is launched. 
Indeed, the recent economic lift-off can be explained in good 
part by the competitiveness of French exports, caused in tum 
by the weakness of the new currency. 

Microeconomic management has been much less helpful. 
Nevertheless, the second point to note is that French business 
is now prospering despite high taxes, thickets of red tape and 
shelf-loads of rulebooks. The French state still spends a hefty 
52% of Gpr, compared with just 30% in America. Yet world- 
class French firms, in industries such as water, telecoms, 
building materials, insurance and luxury goods, have been 
thriving. The Paris bourse has outperformed the Frse Eurotop 
300 by a fifth over the past 12 months. And many companies 
have been on the acquisitive prowl abroad, buying up busi- 
nesses in both Europe and America. Entrepreneurship is 
flourishing too. New Internet start-ups have helped to propel 
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France’s high-tech market, the Nouveau Marché, up by a grav- 
ity-defying 430% over the past 12 months. The chief explana- 
tion for all this is that French companies have learned 
through necessity the art of enforced creativity. The 35-hour 
week, for instance, introduced by Mr Jospin’s team, may be a 
hassle, but at least many employers have managed to extract 
valuable concessions from employees on more flexible work- 
ing practices in return. 

Which leads to the third, and most critical, point. If the 
French economy can power ahead despite the tight grip of the 
state, just imagine what it could do if the state would only let 
go. Nobody could realistically expect France to abandon its 
dirigiste tradition altogether: it touches the heart of the 
French identity, the raison d'être of the republican state. There 
is still too much suspicion of what is widely seen as heartless 
American capitalism for the French to feel comfortable about 
embracing wholesale, or overnight, a radically different way 
of running their economy. 

Yet the shape of the French state is already changing. Mr 
Jospin himself has sold more state enterprises than each of 
his six predecessors, whether on the left or the nght. The 
French like to take to the streets with their amateur dramatics 
to keep their government on its toes. But when a decision has 
been taken—witness the relative ease with which the French 
have accepted the euro—they tend to get on with it. Given 
bold enough leadership, it is not implausible that the French 
could be nudged gently along an ever-more deregulated path. 


Timidity or temerity? 


It is precisely because this is a genuine possibility, however, 
that the current political disarray is so disheartening. The 
most generous interpretation of Mr Jospin’s cabinet shuffle 
this week is that he has restored the rough balance between 
the moderates and the left-wingers that existed until the res- 
ignation of the market-minded Dominique Strauss-Kahn as 
finance minister last November. The incoming Mr Fabius, an 
old rival of Mr Jospin’s, has been agitating for cuts in taxation 
on income, companies and share options, and has thus pre- 
sented himself as a liberaliser (see page 50). He also has a se- 
cure base in the Socialist Party, with concomitant clout in the 
cabinet—unlike his predecessor, Christian Sautter. Should he 
find the delicacy to handle the negotiations needed to push 
through reform—a quality that does not always come natu- 
rally to France’s technocratic elite—Mr Fabius might just be 
the man to put France back on a reformist track. 

A more unsettling conclusion is that Mr Jospin has turned 
timid. It is no secret that he is plotting his path to the presi- 
dency, for which an election is not due till 2002. Nor is it un- 
usual for politicians to lose their nerve as election day draws 
near. But if Mr Jospin has any ambition to be remembered as 
the man who dusted off France’s image abroad and turned 
the country into a genuine economic motor of Europe, then 
this is a moment he cannot afford to miss. 

= nl 
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Mission impossible 


66 E ARE not in the business of fixing prices...we are in 

the business of stabilising prices.” So declared Ril- 
< wanu Lukman, opec’s secretary-general, after the oil cartel 
struck a deal this week to pump a bit more oil on to the vo- 
latile world market (see page 59). The Americans, who had 
been pressing opec to raise production, did not object to this 
~ curious distinction. Indeed, the White House gushed that the 
deal was “good news.” From the sidelines, other governments 
_and private analysts also cheered the cartel for a “responsi- 
ble” decision that helps both consumers and producers. 

At first blush, this aim of massaging the world oil market 
to bring stable prices seems as hard to criticise as motherhood 
and apple pie. After all, the volatility of the past two years, 
when the price of oil first collapsed to around $10.a barrel and 
then shot up to over $30, has been a curse for all. Yet, though it 
seems good tactics now, it may be a mistake for the Ameri- 
cans to encourage the market manipulators at opec. At best, it 
will be a Faustian bargain. At worst, America will needlessly 
boost the fortunes of a fickle cartel that has in the past, in the 
famous words of a former American president, Jimmy Carter, 
declared “the moral equivalent of war” on consumers. 


Too close for comfort 


This week’s opec summit in Vienna suggests three good rea- 
sons why the world should not pin too much hope on the 
cartel’s responsible behaviour. For a start, the cosy cabal may 
> fall apart. It has happened before. The temptation of easy 
money may become too great, and some opec members may 
cheat so egregiously on their quotas that the cartel’s discipline 
is undermined. Political infighting of one sort or another is 
sure to emerge. There were indeed signs of discord on display 
in Vienna: Iran, the second-biggest producer within opsc, re- 
fused to sign the final agreement, claiming that the market did 
not need so much extra oil. If prices fall in coming weeks in 
response to the cartel’s production increase, might not some 





Detroit rules, OK? 


ARS have always been different—and not only because 

of national pride. Such is the totem of shiny car factories 
employing thousands of (unionised) car workers that gov- 
ernmentts everywhere have scrambled to throw aid at them, 
either to lure new investment or to stop plants from closing. 
Partly because of this, the car industry has long been more 
fragmented than other consumer-goods manufacturing 
industries such as computers or television sets, where a few 
global manufacturers and their brands dominate. Until re- 
cently, it took a dozen or so of the biggest car companies to 
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l Cosying up to OPEC carries dangers that far outweigh any likely gains 


The world car industry is consolidating by alliances, as much as by takeovers 










other countries agree? 

Another reason for the world to keep its distance from this 
manipulative bunch is that the convergence of interests of 
consumers and producers is just a mirage. In the long run, the 
interests of consumers are not the same as those of producers. 
The United States, where sensitivity to petrol prices is most 
pronounced, should remember that its consumers would 
benefit most from the lower prices that would inevitably fol- 
low if the oil market were not rigged (see page 72). As for opEC 
countries, they know that they must talk a good game about 
“comfortable” prices for all. Ultimately, though, their first loy- 
alty will always be to the depleted exchequers of their often 
over-indebted and extravagant rulers. 

Worse still, it is extremely unlikely that the cartel can actu- 
ally deliver the stability that everybody seems to crave. Many 
have interpreted recent high oil prices as a sign of the group’s 
strength. Yet, if there is a lesson from the behaviour of oil 
prices over the past two years, it is precisely the opposite: 
even OPEC cannot manage the market with precision. Oil 
plunged to $10 a barrel because the cartel foolishly expanded 
output just as the Asian economic crisis was unfolding. Its re- 
cent apparent success disguises similar failure. When the 
group set out to boost oil prices last year, in collusion with 
Mexico and Norway, it was aiming for prices of around $18-20 
a barrel. Yet they recently rose past $30. 

And now, once again, the mutterings of oil ministers sug- 
gest that they are aiming to achieve “stable” prices of around 
$25 a barrel. If they hit this target, it will be by sheer luck—and 
luck can change. As the past two years’ rollercoaster has 
shown, market forces have a confounded habit of reasserting 
themselves. Not everybody agrees, however. Ali Rodriguez, 
Venezuela’s oil minister and the newly elected president of 
OPEC, says there is no chance of a free fall in prices. Alas, it is 
precisely such self-delusion that makes the giddy world of 
Opec go round and round. 
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account, between them, for 70% of the world market. 

But the industry is consolidating rapidly. When Daimler 
bought Chrysler two years ago, it broke the taboo on cross- 
border takeovers, and the deals have since come thick and 
fast. Although there has been no rush to the altar on the scale 
of that first transatlantic marriage, the American giants have 
bought plenty of specialist European producers that were too 
small to carry on alone—eg, the takeover of Volvo and, now, 
Land Rover by Ford, or of Saab by General. Motors (cm). 

When national pride has obstructed full takeovers, alli- 
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ances have become the norm. This week DaimlerChrysler 
bought a 34% stake in Japan’s Mitsubishi Motors. Last month, 
GM took 20% of Fiat Auto, in exchange for 5.1% of Gm for the 
Italian firm’s parent company. A year ago an even broader al- 
liance was formed when France’s Renault took a controlling 
stake in a troubled Japanese manufacturer, Nissan. 

One reaction to these dalliances is to deplore them as sec- 
ond-best solutions, fraught with greater risks than full-blown 
marriages. There is something in this. The history of alliances 
is one of culture clashes and poorly executed strategies. More- 
over, although the car market in Europe and America is en- 
joying one of its longest booms, the industry, at least in Eu- 
rope, is plagued by profit-destroying overcapacity of 25% or 
more. If car makers are too timid to accept full takeovers, are 
they at all likely to shut unwanted factories? 


All together now 


Yet there are reasons to applaud as well. For a start, car makers 
have to deal with political sensitivities. Sometimes, alliances 
are merely a first, face-saving step. And although not all of 
them work, nor do some takeovers. smw’s shareholders grew 
tired of profits from the German manufacturer’s Munich base 
disappearing at Britain’s Rover (see page 60). It was not so 
much slash and bum as crash and burn. This belies the argu- 
ment that takeovers give new managers more licence to re- 
structure an ailing business. When national sensitivities are at 
stake, this is impossible even if you own the company. Only 
now that Bmw is selling Rover will the Longbridge plant cease 
to be a high-volume producer, as it should have long ago. 
Most car companies are at last being forced to face up to 
their problems, with or without the stimulus of takeovers or 
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alliances. GM, which has missed its profit targets in Europe, 
has been quietly refurbishing its old factory at Russelsheim in 
Germany, shedding surplus labour and capacity along the 
way. Renault braved a huge political storm to close its Vil- 
voorde factory in Belgium three years ago. And Ford, with 
losses or tiny profits in recent years in the region, is squaring 
up for the probable end of car making at its Dagenham fac- 
tory in England. Barring a huge backlash, each tricky decision 
tends to make the next slightly easier to push through. 

Alliances can also produce some big savings. GM and Fiat 
will share engines, gearboxes and platforms for their models 
in Europe and South America. Over time, Nissan and Renault 
will build all their cars using the same innards. Sharing de- 
velopment costs saves hundreds of millions, and churning 
out parts in greater numbers affords economies of scale de- 
nied to a single company. 

Something else has happened thanks to the web of alli- 
ances that has been spun across the globe. The world car in- 
dustry has become dominated by three big groups, led by Gm, 
Ford and DaimlerChrysler. If you count its Japanese and 
European partners, GM now has well over 20% of the world 
car market. Ford is not far off that total. Just two more car 
makers, Volkswagen and Toyota, are needed to reach the mar- 
ket share of 70% that was once held by the top 12. 

And the industry’s composition is not what might have 
been expected ten years ago. The Japanese producers, who 
were then terrifying the world, are today mostly being folded 
into foreign groups. The biggest, Toyota, is slipping down the 
size league; little Honda survives only because it is nimble and 
makes products other than cars. Detroit, once tipped for the 


rustheap by doomsters, is back with a vengeance. 





Europe in cyberspace 


But it won’t be convincing if it can’t utter the word America 


FRENCH author, Georges Perec, once wrote a 300-page 

novel without using the letter e. To write a 5,000 word 
manifesto on the “new economy” without once using the 
word America, or even the words United States, cannot have 
been much easier, but the European Union’s leaders were 
equal to the task when they met in Lisbon last week. 

At the end of a summit devoted mainly to “employment, 
economic reform and social cohesion”, they produced an 18- 
page blueprint for “radical transformation of the European 
economy”, chock-a-block with digital literacy and the like. 
But admit that Europe is learning from A******? No, thanks. 
Europe will build its new economy “in a manner consistent 
with its values and concepts of society”, ie, slowly and late. 

One big reason European leaders do not mention America 
in their document may be that they hope to leave vague the 
embarrassing cause of their onrush of liberalism. As the 
American economy has gone on growing, as the American 
stockmarket has refused obstinately to crash, and as the dol- 
lar has humiliated the euro, so the Europeans have found 
their long-accumulating envy of the American boom turning 
into mild panic. They fear that the United States is pulling so 
far ahead of them in growth, and investment, and technol- 
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ogy, and power, and prosperity, as to deny Europe all hope of 
catching up for generations at least. Something must be done 
or, at least, said. 

And plenty of it, apparently. The policy recommendations 
from Lisbon cascade down through 41 numbered paragraphs. 
A purist might have found it reassuring if the words private 
sector had merited more than a single mention, in paragraph 
41. But there are plenty of steps, or at least promises to take 
steps, in the right direction. The governments have promised 
to deregulate their markets in telecoms, financial services, 
transport and energy; to spend more on adult education; to 
encourage scientific research; and to support new Internet in- 
frastructure. Even France, the main foot-dragger, claims it is 
arguing only about the timing, not the principle, of liberalisa- 
tion. There are brave attempts, by £u standards at least, to at- 
tach firm dates for carrying out some of the changes; and no- 
where does the document call for the setting-up of any new 
bureaucracy, a remarkable achievement—again, by £u stan- 
dards—in itself. Instead, heads of government will regroup for 
further summits each spring to check on progress. 

It is something. But it is not enough. Probably not enough, 
at any rate, to create 20m new jobs in Europe by 2010, another 
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summit goal, and still less to turn the Union into the most 
competitive economy in the world. That would mean knock- 
ing A****** off its pedestal. And there is not a word in the Lis- 
bon conclusions, for example, about slashing high marginal 
tax rates, so that people who take the big risks in this new 
economy can get to keep the big rewards. There is not a word 
about making it cheaper and easier for firms to fire workers, 
or about encouraging selective skilled immigration. 


New words, not quite new economy 

These are some of the big things that might help give Europe a 
“new economy” like America’s. And these are some of the big 
things that European leaders fear to promise, because they 
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think their voters will not stand for it—or, in the matter of Eu- 
rope’s prematurely tightening interest-rate policy, because 
their own failure to reform labour markets is keeping the 
euro-zone more inflation-prone than America. 

So small wonder if, for all the appreciative noises after the 
Lisbon summit, investors remain sceptical. The euro wobbled 
again early this week, dashing the hopes of the summiteers 
that they had produced a declaration persuasive enough to 
give the currency a boost. The reproach to them is that they 
have got it half right. They are right to encourage innovation; 
they are wrong to see it as a partial substitute for economic re- 
form, and for labour-market reform in particular. The world 
is changing, but not by that much. 





The next Balkan war 


It could still be avoided with a relatively small amount of money, so long 


as it is spent wisely and soon 


OST in their cyber-dreams in Lisbon, the European Union’s 
leaders must have felt pleasantly far from the mess in the 
Balkans. They did, it is true, offer some reassuring generalities 
about fast-track procedures for effective assistance and so on 
in their conclusions; and £u panjandrums and officials from a 
host of governments and international institutions were tak- 
ing stock of the Balkan imbroglio again in Brussels a few days 
later. But there is little evidence that the Union’s leaders are 
ready to devote the necessary attention to an issue that 
should be high on the agenda of any European political sum- 
mit right now: the avoidance of another war in the Balkans, 
which remains all too real a possibility. 

In case the summiteers have forgotten, the most dramatic 
event in Europe last year was not, alas, the launch of some 
bold economic experiment but the outbreak of the conti- 
nent’s most intensive war for half a century—and its conclu- 
sion on terms that offered no guarantee against a recurrence. 
Since the end of the war over Kosovo last June, the West’s ad- 
versary Slobodan Milosevic has tightened his grip on power, 
at least in his native Serbia, and raised the rhetorical tempera- 
ture. He is a man who thrives on wars, even though they in- 
variably leave him king of an ever-smaller castle, and several 
signs suggest that his next war could be fought over Montene- 
gro, the last remaining republic with which Serbia is linked in 
the shrunken Yugoslav federation. 


Heading for the last bust-up 


Montenegro is hardly a model democracy, neither is its presi- 
dent, Milo Djukanovic, a model citizen. But he is pro-western 
and no friend of Mr Milosevic. Indeed, he has been trying to 
put some distance between his small republic and Serbia, and 
the West would rightly like to see him succeed, so long as his 
efforts do not precipitate a bloody rupture. 

That, however, is just what Mr Milosevic might welcome. 
As an indicted war criminal, in charge of a country under 
sanctions, Mr Milosevic may well calculate that he has noth- 
ing to lose by testing transatlantic solidarity once again and 
drawing Russia’s new administration, as well as NATO, into an 
international crisis. As the experience of the past decade 
makes plain, European governments cannot keep the peace 
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in the Balkans without taking America into account. In the 
continent's potential killing fields, moreover, there is a natural 
division of labour whereby America’s might serves as a strate- 
gic deterrent, while artfully applied economic assistance from 
EU governments keeps local antagonisms from boiling over. 

In sensitive spots like Macedonia, Kosovo and, above all, 
Montenegro, the swift dispatch of relatively small sums of fin- 
ancial assistance could well make the difference between 
peace and war. Many European politicians understand this 
perfectly well, but their collective response to the need has 
shown up many of the Eu’s worst features: introversion, lack 
of urgency and an obsession with arcane technicalities. 

In the Balkans no less than in cyberspace, the £u is always 
capable of conjuring up lofty visions. At this week’s confer- 
ence in Brussels on economic development in south-eastern 
Europe, there was much talk—some of it sensible—about the 
need for bridges, roads, railway links and the like to create in- 
ter-dependence. There was also a realisation that Montene- 
gro’s pro-western government needs aid over the next few 
weeks if it is to fend off economic warfare from Serbia and 
maintain some credibility at home: Mr Djukanovic says Mr 
Milosevic is trying to promote a coup against him, using Yu- 
goslav troops garrisoned in Montenegro. There was a realisa- 
tion, too, that spending money wisely in the Balkans is not 
quite the same as spending it freely: if the aim is to keep Mr 
Djukanovic in power, it must go to pay the pensions of de- 
serving Montenegrins (including the Serb-minded) and so on, 
not to finance cigarette-smuggling by corrupt members of the 
regime. But did all that add up to action? 

In Lisbon, the heads of government urged the “competent 
institutions” —including, presumably, their own finance min- 
isters—to “make necessary decisions” to help Montenegro. 
But if those decisions continue to be held up by technicalities 
and buck-passing between different parts of the Eu’s deci- 
sion-making structure, they may come too late to bolster the 
Montenegrin government against a takeover bid by Mr Milos- 
evic—and hence too late to avert another war in the Balkans. 
If Europe’s minds are indeed genuinely concentrated on high, 
no time should be wasted in taking action lower down. 

m 
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PUTIN’S RUSSIA 


The chaos at the door 


moscow 


Russia’s new president is now confirmed in power. He will need both luck 
and judgment to turn his country round 


IRST impressions of Moscow's interna- 

tional airport provide a good gauge of the 
state of the country. In Soviet times, it was 
like a police station. Under Boris Yeltsin, it 
became a slum. Recently, it has smartened 
up a little: the duty-free shops offer more 
choice, parking is less anarchic, two-hour 
waits at passport control are much rarer.On 
the drive into town, a huge gleaming outlet 
for Ikea, a Swedish furniture shop that 
opened in Moscow last week, exemplifies 
the hopes of foreign investors in Russia. 

In relative terms, then, an improvement: 
the sort of thing optimists cite when arguing 
that Vladimir Putin, elected president last 
Sunday with a comfortable 53% of the vote, 
can restore his country’s fortunes. For all the 
jolts of the past ten years, the 
market is at work; standards are 
rising. Given the chance, Russia 
too will root itself in the capital- 
ist, democratic world. 

Pessimists notice other 
things at the airport. The waits 
are still long, confidence trick- 
sters rife; the taxi mafia are no 
less thuggish, still charging five 
times the proper rate for the ride 
into town. Ikea has struggled for 
nearly two years with obstruc- 
tive and corrupt bureaucrats to 
get the store open. In any normal 
country, foreign investment on 
this scale would be welcomed 
with flowers and champagne. 

Compared with other well- 
educated, industrialised coun- 
tries, Russia is dismally poor. Av- 
erage wages in the country of Sa- 
kharov and Rostropovich are 
around $65 a month—less than 
the cab ride from the airport to 
town. In neighbouring Estonia, 
occupied by the Soviet Union for 
half a century but independent 
again since 1991, they are now 
around $300. 

Russia’s economy has 
shrunk almost every year since 
the collapse of communism. 
Output has fallen by about 53% 
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in ten years, according to official (and notori- 
ously dodgy) statistics. Even allowing that 
much of what the Sovieteconomy produced 
was junk or useful only to the armed forces, 
living standards have fallen for the vast ma- 
jority of the population. The physical infra- 
structure is decaying: hospitals, roads, pri- 
sons, schools and railways, with the 
exception of a few prestige projects in Mos- 
cow and other better-off cities, are in a 
shamefully bad state. Russians are badly fed, 
badly dressed, badly housed, badly treated. 
Theclearestsign of decay is that Russians 
die young and have so few babies. The popu- 
lation is now smaller by 6m people than it 
was a decade ago. Murray Feshbach, an 
American demographer, believes that wors- 





ening health and continuing poverty may 
reduce Russia's population, currently 143m, 
toas little as 80m by 2050. 

Social misery is matched by political 
gloom. Corruption is blatant,crime endemic. 
The rich and powerful are above the law. The 
two main television channels are slavishly 
pro-government; most of the regional me- 
cia, both print and broadcast, are in the 
pockets of local political leaders. Indepen- 
cent-minded journalists and nosy pressure 
groups are likely to be harassed. 

Then there is Chechnya. Hopes that the 
previous war there, in 1994-96, had cauter- 
ised Russia’s imperialistic instincts have 
been dashed. This conflict is even bloodier 
than the last; and this time, despite interna- 
tional protests about acts of brutality, public 
opposition has been minimal. The govern- 
ment’s argument—that invasion was the 
only possible response to the bombings of 
apartment blocks and the invasion of Dage- 
stan last summer, all supposedly orches- 
trated from Chechnya—has so far failed to 
convince most outsiders. It has proved effec- 
tive athome not because o* logic orevidence, 
but because of the deeply-held feelings of 
victimhood that most Russians share. 

The war has also coincided 
with a marked remilitarisation 
of society. New decrees have re- 
introduced military training in 
schools, abolished in 1989, and 
restored mandatory training for 
reservists. The rules on conscrip- 
tion into the armed forces are 
tightening, as is the definition of 
official secrets. Senior military 
figures are more visible at public 
events. With the arrival of Mr Pu- 
tin, old KGB hands have become 
more influential. The govern- 
ment has announced a 50% rise 
in spending on military equip- 
ment—and this in a country that 
cannot pay its foreign debts or 
feed itself. 


Put out some flags 


Yet there are also cheerful signs. 
Chiefly, the economy is picking 
up: growth last year was, if you 
believe the official statistics, a re- 
cord 3.2%. Foreign-currency re- 
serves are rising by around $1 bil- 
lion a month. Inflation is under 
control, more taxes are being col- 
lected, the rouble is stable, and 
public finances are looking re- 
markably healthy, at least by 
Russian standards. 

Most important, there isnow 
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a clutch of well-managed Russian-run big 
companies. That would have seemed a 
contradiction in terms five years ago. In most 
industries, there are now one or two big firms 
that are gaining market share by making bet- 
ter, cheaper products. Most, such as Baltika, 
a Scandinavian-owned brewer in St Peters- 
burg, stick to the domestic market; but a few, 
such as Severstal, a steel producer in north- 
em Russia, or Kaskol, an engineering con- 
glomerate, are managing to produce high- 
quality goods for export. There are success- 
ful small companies too, for example in 
software or fashion, whose spark and inno- 
vation are a world away from the clunky 
monsters of the Soviet era. 

The people working in such enterprises 
are perhaps the single most hopeful sign of 
change to come. Well-educated, open- 
minded, well-travelled, they are a kind of 
Russian that has barely existed for three gen- 
erations. So far the country has mostly failed 
toexploit their talents: Russian organisations 
tend to be slow-moving, hierarchical places. 
Yet Mr Putin, whois 47, has several youngish 
people round him. And although the first 
wave of youngsters in senior positions has 
proved disappointing so far, a generation 
that barely remembers the Soviet Union can 
hardly fail to change Russia for the better. 

Anders Aslund, a Swedish economist, 
says that even before the first reforms he ex- 
pects from Mr Putin—of government, the tax 
system and land ownership—the economy 
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is already much stronger than current statis- 
tics suggest. The pain of the August 1998 fi- 
nancial crisis, when Russia defaulted on its 
debts and devalued the rouble, has forced 
managers to start running their companies 
properly and turn their attention from finan- 
cial fiddles to exports. “There is a massive 
qualitative improvement,” Mr Aslund says. 
Add good political leadership to Russia’s 
other advantages—a cheap and talented la- 
bour force, huge amounts of idle industrial 
capacity, generous natural resources—and 
there may be a vigorous economic revival. 

Or it may be a mirage. After a 75% deval- 
uation, it would be amazing if local produc- 
ers of goods such as fertiliser, steel and tex- 
tiles did not enjoy something of a revival. 
Roland Nash of Renaissance Capital, a Mos- 
cow-based investment bank, notes that al- 
though more cash is flowing into Russia, a 
large amount still flaws straight out again; in- 
vestment, despite a blip upwards at the end 
of last year, is still minimal. Even the Russian 
companies now touted as success stories do 
well mainly because of high tariff barriers 
and cheap energy, rather than because their 
management and products are world-class. 

The economy is also sustained by high 
prices since early 1999 for oil and other raw- 
material exports, which create a remarkable 
trade surplus (about 20% of Gop), As a result 
of devaluation and inflation, the $5.5 billion 
the government raises annually from the en- 
ergy sector are worth twice as much as 18 
months ago. “This has given them a window 
of opportunity and they are wasting it,” says 
a prominent investment banker specialising 
in Russia. 

The reasons for this are primarily politi- 
cal rather than economic, as management 
consultants at McKinsey pointed out in a 
comprehensive and highly pessimistic re- 
cent report on Russian productivity. There 
are good Russian managers and successful 
Russian companies. But whereas, in a nor- 
mal economy, good performance is re- 
warded, in Russia it may well be penalised. 
Size and success attract the attention of gang- 
sters and corrupt bureaucrats, especially lo- 
cal ones. If you try to put a competitor out of 
business, instead of enjoyinga bigger market 
share you risk a visit from his political or 
criminal cronies: at best a raid from the arbi- 
trary and rapacious tax police, at worst a car 
bomb or bullet. That makes the need for po- 
litical protection, with the costs and compro- 
mises it brings, all but irresistible even for the 
most able managers. 


Imprisoned by history? 

Explanations for this endemic lawlessness 
vary. Pessimists believe it is ingrained by his- 
tory. Modern Russia rests on the moral and 
intellectual foundations of feudalism and 
communism, which are antithetical both to 
democracy and to a properly functioning 
economy: “a thousand years of negative se- 
lection”, as one Moscow-based American fi- 





nancier puts it. Russia tends to punish, not 
promote, its brightest and best. 

Centuries of bad government have also 
instilled a deep mistrust of officialdom. The 
idea that a government agency might be a 
partner, rather than a foe, still strikes most 
Russians as odd. That breeds corruption. 
Rules and regulations are drafted on the as- 
sumption that everyone will cheat wherever 
possible. They are therefore absurdly tight 
(even minor documents must be stamped 
and notarised to have any legal force). As a 
result, obeying the rules fully is all but im- 
possible. Instead, the public ignore them, 
cheat all the same, and bribe. Officials, for 
their part, have no reason to be loyal to their 
ill-managed, corrupt institutions, and hap- 
pily settle for a backhander to make up for 
their miserable pay. 

As a result, the state is both too strong 
and too weak. It is too strong, in that it can 
crush with quite disproportionate force 
those who offend it. The prospect of a raid by 
machinegun-toting tax inspectors in bala- 
clavas, who can confiscate anything they 
like, intimidates all but the most powerful 
businesses. : 

But the state is also too weak. Enforcing a 
court judgment against a strong opponent is 
very hard. State watchdogs that are sup- 
posed to bind Leviathan—such as the Audit 
Chamber, whose leading light, Yuri Boldy- 
rev, is a popular anti-corruption cam- 
paigner—lack the needed muscle and teeth. 
And so politics and economics are all too 
easily perverted. 

Ten years ago, Poland’s chances were dis- 
missed with equal vigour. Poles were, sup- 
posedly, culturally unsuited to democracy 
and capitalism; they were disorganised, 
cliquish and stroppy. In German, Polnische 
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Wirtschaft (Polish practices) was a colloquial 
expression meaning a hopeless muddle. 
Now Poland has one of the strongest econo- 
mies in Eastern Europe. 

Wrong about Poland, wrong about Rus- 
sia, the optimists argue. The real cause of 
poor institutional and legal infrastructure 
has been bad political leadership, coupled 
with an awful starting position. The final 
years of communism signally failed to pre- 
pare Russia for capitalism. The country was 
exhausted by hyperinflation and shortages. 
The isolation of the Soviet era (and its dura- 
tion: it lasted for seven decades compared 
with Poland’s four and a half) meant that 
there was no living memory of market eco- 
nomics or democracy. The Soviet obsession 
with heavy industry and armaments hugely 
distorted the structure of the economy. 

Mr Yeltsin’s weak and chaotic presi- 
dency compounded these problems. Re- 
forms were hijacked by cronies bent on en- 
riching themselves rather than making the 
economy work. This discredited both mar- 
ket economics and the West, which is now 
seen as peddling advice at best impracti- 
cable, at worst maliciously wrong-headed. 


Reform and its obstacles 


It is possible that Russia is being held to un- 
reasonably high standards. The other 1 
countries that experienced 70 years of Soviet 
rule—Ukraine, Kazakhstan and the like— 
have all done even worse. A fair verdict on 
the economy is that there are at least some 
hopeful signs amid the gloom. The huge 
challenge for Mr Putin is to show that these 
are not temporary exceptions, but can be 
sustained and repeated. 

So far, his government, like its two prede- 
cessors, has managed to provide one essen- 
tial precondition for improvement: macro- 
economic stability. That is a good start, but it 
isnot enough. The pernicious, growth-killing 
behaviour of bureaucrats, criminals and cor- 
rupt managers has to change. And that will 
require a huge shake-up in the way the coun- 
try isrun. 

The two greatest obstacles to change are 
regional leaders and the tycoons, known as 
“oligarchs”. Between them, these two groups 
are much more powerful than the federal 
government. Taxes paid by the oligarchs’ 
companies keep the government afloat; 
their backhanders provide a comfortable life 
and a secure retirement for those with 
power and influence. In return, they expect 
the state and its servants to protect their in- 
terests—for example, by keeping foreigners 
out, loopholes open and competition down. 

Tackling an individual oligarch is not too 
hard. Some fell from power when the 1998 fi- 
nancial crisis bust their businesses. Others 
are already cringing before Mr Putin's icy 
frown. An early target may be Rem Vyakh- 
irev, the self-important boss of Gazprom, 
the national gas company. Mr Putin's admir- 
ers in the West hope that he will also go after 
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Boris Berezovsky, a clever and manipulative 
Kremlin insider with interests in oil, alumi- 
nium and the media. But removing the oli- 
garchs from government altogether looks 
unlikely, at least in the short run. After all, Mr 
Putin has, and indeed needs, his own fa- 
vourites. 

Atleast the oligarchs presenta clearly de- 
fined row of targets. Dealing with the 89 re- 
gions of Russia, almost without exception 
badly and corruptly governed, will be even 
harder. The local chieftains—governors, 
mayors, and presidents—run their patches 
as private fiefs. Most have every reason to 
want things to continue as they are. Like the 
local Communist Party secretaries in the So- 
viet era, they will willingly pay lip-service to 
the fashion in Moscow, so long as they can 
continue their powerful, comfortable lives 
without interference. 

In theory, the Kremlin has a juicy carrot 
and some formidable sticks. The carrot is 
money: all but a dozen regions receive fed- 
eral subsidies. The sticks are the “power min- 
istries’—the army, police and courts. But 
federal subsidies are hard to adjust quickly, 
and the loyalties of the local police and army 
are often divided. In Mr Yeltsin’s time, at- 
tempts to bring under control the far-eastern 
Maritime Territory foundered when the lo- 
cal armed forces turned out to be under the 
thumb of the fearsomely idiosyncratic pro- 
vincial governor. 

Mr Putin’s main weapon so far is proba- 
bly blackmail, something his former em- 
ployer, the KGB, was very good at. One well- 





PUTIN’S RUSSIA 


known governor has already been brought 
discreetly into line with a warning that his 
son’s role in running the region’s top bank is 
under investigation. Russia’s local elections 
are open enough for a weak incumbent to 
lose, especially if he is damaged goods and 
faces a well-financed opponent. 

Another idea floated publicly by some of 
Mr Putin’s supporters is to have governors 
appointed, not elected. Many governors 
would prefer to worry about pleasing one 
powerful man in Moscow rather than lots of 
cantankerous voters. Such a system mightes- 
tablish more firm-handed government, but 
would be another sorry step backwards for 
Russia’s already feeble democracy. 

Either way, the key for Mr Putin is to 
create some good examples. If even a few re- 
gions of Russia were prosperous and well- 
governed, they would show the rest of the 
country that things could get better. There 
will always be parts of Russia, especially in 
the Caucasus, that have been so ruined by 
rule from Moscow that they will remain 
poor and miserable for generations. Yet, as in 
Italy, the southern fringe can be ignored if 
other bits of the country are prospering. 

The best example, both for squeezing the 
oligarchs and for frightening the governors, 
would be to start in Mr Putin’s own office. 
Under Mr Yeltsin, the presidential property 
office embodied extravagance, secrecy and 
corruption. Its former head, Pavel Borodin, 
once valued its assets—perhaps fanci- 
fully—at $600 billion. At a time when Russia 
was all but bankrupt, he spent $400m on 
renovating some historic rooms in the Krem- 
lin, claiming that this was not taxpayers’ 
money but “ourown”.One of Mr Putin's first 
acts was to move Mr Borodin to a different 
job. To restore openness and accountability 
at the top could be his first priority. 

With enough luck, grit and vision, the 
new president and his team can perhaps 
start turning Russia into a law-abiding and 
prosperous country. But two dangers lurk. 
The first is that, if reforms go awry, the gov- 
ernment will look for specific culprits, 
whether “speculators”, “wreckers” or “pro- 
vocateurs”, and in the process trample on 
human rights without doing anything to fur- 
ther real reform. History provides many ex- 
amples of the punishments and sacrifices, 
usually pointless, that Russian rulers can or- 
der in the name of speedy modernisation. 

The other danger is the emergence of a 
pugnacious nationalism. The lesson of 
Chechnya is that a war, coupled with cloy- 
ingly loyal television, is one of the few things 
which can make Russians show warm sup- 
port for their government. If the promised 
economic revival, lawfulness and efficiency 
fail to materialise, Mr Putin may look for an- 
other distraction. In a country plagued by 
hastily conceived short cuts, the greatest test 
of Mr Putin’s presidency will be to avoid yet 
another one. 
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Russia’s new boss 





With 53% of the vote, Vladi- 
mir Putin, Russia’s acting 
president, beat ten others to 
clinch the job proper for four 
years. The Communist leader, 
Gennady Zyuganov, came sec- 
ond with 29%. 


Lionel Jospin, France's prime 
minister, brought in a former 
prime minister, Laurent Fa- 
bius, to take charge of finance 
and a former culture minister, 
Jack Lang, to take charge of 
education. 


The European Commis- 
sion urged member states to 
overcome their doubts about 
earmarking €2.3 billion ($2.2 
billion) for aid to a future 
democratic Serbia. 


Home-affairs and justice min- 
isters of the European Union 
agreed to monitor their va- 
rious asylum and immi- 
gration procedures with a 
view to harmonising them as 
much as possible. 


Ukraine said it would close 
the Chernobyl power sta- 
tion, which caused the world’s 
worst nuclear accident in 1986, 
by the end of the year. 


America’s inhalers 


A jury in San Francisco or- 
dered two cigarette compa- 
nies, Philip Morris and RJ. 
Reynolds, to pay a total of 
$20m in punitive damages to 
Leslie Whiteley, who has lung 
cancer. She had started smok- 
ing after the government had 
ordered that warnings should 


| Gonzalez, who is at the cen- | 
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appear on cigarette packets. 
The companies plan to appeal. 


Al Gore, the Democratic 
presidential candidate, pro- | 
posed that all “soft-money” 
contributions to campaigns 
should be eliminated and that 
a $7 billion endowment 
should be set up to finance all 
general-election congressional 
campaigns. He acknowledged 
(before others told him) that 
he was an “imperfect messen- 
ger” for such a cause. | 


A poll in New York showed 
that Hillary Clinton, the 
Democratic candidate for the 
Senate, had drawn ahead of 
her rival, Mayor Rudolph Giu- 
liani, for the first time. The 
mayor's popularity had been 
damaged by a series of trigger- 
happy killings by the New 
York police. 


The Miami family of Elian 


tre of an international custody 
dispute, refused to sign papers 
agreeing to turn him over to 
the immigration authorities if 
they lost their legal battle to 
keep him. 








Rioters in Haiti blocked traf- | 
fic, threw stones and burned 
street stalls after an electoral 
council’s decision to hold a 
general election earlier than 


| wished by the president, René 


Préval. 


The United States told Peru 
that it was “deeply concerned” | 
about the preparations for the 
Peruvian presidential election 
on April 9th, commenting that 
it fell “far short of what is re- 
quired to ensure a fully demo- | 
cratic process.” 
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A Jesuit-run university in El 
Salvador filed a court com- 
plaint against several Salvador- 
eans, including ex-President 
Alfredo Cristiani, accusing 


| them of the murder of eight 


people ten years ago. 


Another senior member of 
Congress in Colombia re- 
signed as a result of an inves- 
tigation into corruption. The 
resignations follow the arrests 
of six people in connection 
with the investigation. 


Trouble in Thailand 


| Thailand's interior minister, 


Sanan Kachornprasart, re- 
signed after being accused of 
making false statements of his 
personal assets by a commis- 
sion investigating corruption. 
He was a close ally of the 
prime minister. 


Ex-President Suharto of In- 
donesia was ordered to appear 
for questioning at the attor- 
ney-general’s office over alle- 
gations of corruption during 
his period in power. His law- 
yers said that he was too ill to 
attend. 


In an act of conciliation to- 
wards both China and the for- 
mer rulers of Taiwan, the Kuo- 
mintang, the new president of 
Taiwan chose a member of 


| the kmr as his prime minister. 
| President-elect Chen Shui-bian 


asked the current defence 
minister, Tang Fei, to lead his 
new government. 


Mugabe's cronies 


Zimbabwe's President Rob- 
ert Mugabe postponed a par- 
liamentary election due in 
April, until May or June. The 
answer to a parliamentary 
question, now made public, 
showed that 270 farms, ac- 
quired from whites since inde- 


| pendence for redistribution to 


landless poor, had been given 
to just 400 people, many of 
them the president's political 
supporters. 





Peace talks on Burundi 
chaired by Nelson Mandela, 
South Africa's former leader, 
opened in Tanzania. Mr Man- 
dela said that two rebel Hutu 
groups had now agreed to join 
the negotiations. 





An initial belief that members 
of a Ugandan cult had com- 
mitted mass suicide by fire be- 
came a mass-murder inquiry 

after several hundred corpses, 
including many children, were 
discovered buried in pits. Pres- 
ident Yoweri Museveni said a 

commission would investigate 


why intelligence warnings had | 


been ignored. 


Talks between Presidents Bill 
Clinton and Hafez Assad 
failed to bridge the gap be- 
tween Syria and Israel over 
the exact extent of Israel’s pro- 
posed withdrawal from the 
Golan Heights. Disagreement 
remains over the Sea of Gali- 
lee’s north-eastern shoreline. 


Uday, Saddam Hussein’s el- 
der son, was elected to Iraq’s 
parliament with 99.9% of the 
vote in a Baghdad constitu- 
ency. Ton Myat, from Myan- 
mar, took over the UN’s 
humanitarian job in Iraq after 
Hans von Sponeck, following 
the example set by his prede- 
cessor, resigned in protest at 
the effects of sanctions. 


The Israeli police recom- 
mended that criminal charges, 
including fraud, should be 
brought against Binyamin 
Netanyahu, a former prime 
minister, and his wife Sara. Mr 
Netanyahu declared the alle- 
gations to be baseless, 
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Oil-barrel politics 


OPEC reached agreement on 
an increase in. oil output quo- 
tas-of around'1.5m barrels a 
day. Given current over-pro- 
| duction, this should amount 
to less than ım b/d of extra 
“output. Oil prices promptly 
fell to below $25 a barrel. Iran 
refused to accept the agree- 
ment, criticising American 
x |opressure, but it will increase 
“output anyway. 


IG Metall, Germany’s biggest 
trade union, agreed to a mod- 
est 3% pay deal for the coming 
year with bosses in the state 
of North Rhine Westphalia. 
Other-unions are expected to 
follow suit, allaying inflation- 
ary fears and reducing pres- 
sure on the European Central 
Bank to raise interest rates. 





& 


The euro a against th the yen 
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The euro continued its long- 
term decline against the yen, 
hitting record lows as the Jap- 
anese economy continued to 
show signs of improvement 
and chances of the ecs raising 
interest rates receded. The 
euro was also at a three-week 
low against the dollar. 


The Bank of China, one of 
China’s “big four” state banks, 
announced plans to merge 12 
independent sister banks op- 
erating in Hong Kong and Ma- 
cau with the aim of a public 
listing later this year. The 
merged unit will have 400 
branches, and assets in the ter- 
ritory second only to HSBC. 


Tiger, a group of hedge funds 
run by Julian Robertson, is to 
close Jaguar, its flagship fund, 





after running up big losses 
over the past two years. 


War in the air 


Singapore Airlines’ attempt 
to buy a 17% stake in Air 
New Zealand faltered, as 
Qantas, Australia’s leading 
airline, entered the dogfight 
for a strategic interest in Air 
nz. Air Nz’s plans to buy An- 
sett, Australia’s second-largest 
airline, will fall through if 
Qantas succeeds. Singapore 
Airlines may then try to buy 
Ansett. Qantas is 25% owned 
by British Airways; Singapore 
Airlines owns 49% of Ba’s bit- 
ter rival, Virgin Atlantic, which 
plans to launch a cheap do- 
mestic airline in Australia. 


Philip Green, a British entre- 
preneur who gave up attempts 
to buy Marks and Spencer ear- 
lier this year, regained his ap- 
petite for troubled British re- 
tail chains by paying £200m 
($317m) for BhS to its parent 
company, Storehouse. 


DaimlerChrysler confirmed 
that it would take a 34% con- 
trolling stake in Mitsubishi 
Motors, Japan’s fourth-largest 
car maker, for $2 billion to 
create the world’s third-biggest 
car maker. Mitsubishi's lorry 
business will stay out of 
DaimlerChrysler’s hands, be- 
coming a separate unit in 2001 
to guard against any conflict 
of interest over an alliance 
with Volkswagen. 


Volkswagen widened its 
European commercial-vehicle 
interests by taking a 19% stake 
in Sweden’s Scania for 





“APRIL 1ST 2000 


BUSINESS THIS WEEK 








SKr13.8 billion ($1.60 billion). A 
full takeover remains a pos- 
sibility. Volvo, another Swed- 
ish truck maker which owns 
46% of Scania, had an at- 
tempted takeover blocked by 
Europe’s competition. watch- 
dogs forcing a sale of its stake. 


Flying online 





Big busine: 
Top 6 compan 
: March 27th 2000 market 


300 35 





| Cisco 
Microsoft 
General: 
“Electric 
| “intel 
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DoCoMo 
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Source: Primark Detastream. i ; 
America’s Cisco Systems, a 
data-networking company 
that makes much of the “nuts 
and bolts” equipment that 
runs the Internet, is edging out 
Microsoft as the world’s larg- 
est company by market cap- 
italisation. On March 27th, at 
the close of trading, it was a 
whisker ahead of the software 
giant. Cisco has been catching 
up over the past year, as Mi- 
crosoft fought the govern- 
ment’s antitrust case. 











The big aerospace companies, 
Boeing, Lockheed Martin, 
Raytheon and BAE Sys- 
tems, announced an online- 
trading exchange to buy and 
sell parts and supplies worth 
up to $71 billion a year. As 
well as cost savings the com- 
panies are likely to make a 
handsome return when the 
company is floated next year. 


Seagate, the world’s biggest 
disk-drive maker, is to go priv- 
ate in a $20 billion stock trans- 
fer with Veritas Software and 
other investors. 


QXL, a British Internet auc- 
tioneer, agreed to acquire Bid- 
let, a Nordic rival, in an all- 
share deal worth £313m 
($496m); OxL will now have 
670,000 registered users. Ri- 
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cardo; a European rival, ac- 
quired Auktionag, a small 


Power connections / 


Union Electrica Fenosa, a 
Spanish power company, bid 
€2.7 billion (%26 billion) for 
Hidroelectrica del Canta- 
brico, Spain’s smallest elec- 
tricity generator, topping an 
offer of €2.2 billion by TXU 
Corp, an American power 
company. Fenosa, which has 
pursued a successful diversifi- 
cation strategy, would gain act: |; 
further 7.3% of Spain's market. 











Veba and Viag, n two German 
power companies in the midst 
of a merger, are in merger 
talks with Suez Lyonnaise- 
des Eaux, a French utility. A 
tie-up would create Europe's 
second-largest power firm. 


Iberdrola, Spain’s second- 
largest power company, was 
reported to be in talks with 
FPL, parent company of Flor- | 
ida Power & Light, about a 
takeover valued at around $u 
billion. If successful, it would 
be the pricies: acquisition ins. 
America by a European power | 
company. 
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Property & casualty: 
Mapping the future 


Winning strategies to 2005 


Gaang premium prices and industry overcapacity have pre- 
cipitated a crash in shareholder value for many in the 
insurance industry. But beneath this trend lie two fundamen- 
tal strategic developments: convergence between insurance, 
banking and asset management, and the emergence of a 
more demanding customer base. This presents property 
& casualty (P&C) insurers with tough choices as they 
strive to compete in the deregulated global marketplace of 
the 21st century. 


The definitive briefing for senior 
insurance industry executives 


or a unique perspective on the strategies of the world’s 

leading insurance companies as they face these chal- 
lenges, order your copy of Property & casualty: Mapping 
the future. This authoritative report draws on a global 
survey of senior managers in the insurance industry. Their 
opinions and insights were sought on five core areas: 


1 The forces affecting P&C insurers 

2 New individual and corporate customer demands 

3 Strategic positioning to compete in this new environment 
4 Changing approaches to marketing 


5 Distribution—in particular, the effect of “virtual” channels 
on revenues and operations 


lo order, complete this form and send it to the Economist Intelligence Unit 
Please send me copies of Property & casualty; Mapping the 
future at US$325 each. 

















Name Job title 

Company Department ar 
Address — 5 

Gy ‘Country Postal code 

Telephone Facsimile E-mail address — 





Nature of business 


J iam paying by telegraphic transfer to; The Hongkong and Shanghai 
Banking Corporation Ltd, 1 Queen's Road Central, Hong Kong 


Account number: 500-050125 


Account name; The Economist Group (Asia/Pacific) Limited. (Mease 
enclose a copy of your telegraphic transfer instructions) 





rhe research and analysis for the report were conducted by 
the Economist Intelligence Unit in association with 
PricewaterhouseCoopers, one of the world’s leading 
professional services oganisations. 


How you will benefit from this report 


s P&C firms consider their strategic options—diversi- 

fication, specialisation, M&A or JV—Property & 
casualty: Mapping the future offers detailed analysis, 
unique statistical presentations and knowledgeable 
commentary that will help you to: 


m Protect and increase shareholder value against a backdrop 
of falling prices and uncertain demand 


m Determine how best to meet the challenges of marketing 
and distribution in the age of the Internet 

@ Focus on and maximise the potential of your most 
profitable customers 


@ Develop new and innovative products to satisfy the most 
demanding corporate or retail customer 


a l enclose a cheque for US$____ — (made payable to The 
Economist Group (Asia/Pacific) Limited) 


J Please charge US$ _— tomy 
=} MasterCard = American Express 


«J Visa 





Account No Expiry date 





Signature (required on all credit-card orders) 


= Please proforma invoice me (reports to be sent upon receipt of payment), 
I i ) 


I do not wish to receive promotional materials from: 
4 The Economist Intelligence Unit 
4 Other companies 


The Economist Intelligence Unit E-I-l 
25/F, Dah Sing Financial Centre 

The Economist 
108 Gloucester Road Intelligence Unit 
Wanchai, Hong Kong 
lel: (852) 2802 7288/2585 3888 
Fax: (852) 2802 7720/7638 PRICEWATeRHOUsE(CoPERS 
E-mail: hongkong@eiu.com 
htpp://www.eiu.com SKAFEA 


to Clinton? 


ISLAMABAD 





The visiting American president delivered a blunt message about Kashmir 
and democracy. Pakistan just might be listening 


T WAS awkward from the beginning. To 

outfox terrorists, Bill Clinton arrived in Is- 
lamabad on March 25th in an unmarked jet 
preceded by a decoy one. His motorcade 
sped through Islamabad’s normally sterile 
streets, swept utterly clean of civilian life. In- 
stead of crowds, huge white banners lined 
the president’s way, urging him to “Save 
Kashmir. Save Humanity” and to “Uphold 
the dignity of Kashmiri women”. Mr Clinton 
hopes to persuade Pakistanis to end their 
dangerous obsession with Kashmir, which is 
two-thirds controlled by India, and get on 
with rebuilding democracy and the econ- 
omy. He must have been dismayed. 

A week later, with Pakistan’s military 
ruler, Pervez Musharraf, on a tour of South- 
East Asia, there were mixed signals on Mr 
Clinton’s progress. General Musharraf re- 
peated his offer to open a dialogue with In- 
dia over Kashmir, but continued to hedge 
about the terms. Even Malaysia’s prime min- 
ister, Mahathir Mohamad, hardly a zealot 
for democracy, called on him to restore civil- 
ian rule. 

The Americans say they expected little 
progress. The main point was to “open our 
lines of communication”. In an extraordi- 
nary television address to the Pakistani peo- 
ple, Mr Clinton had a chance to batter what 
he takes to be Pakistan’s delusions. Under 
the nose of the dictator, he declared that 
“The answer to flawed democracy is not to 
end democracy, but to improve it.” That 
dashed General Musharraf’s hope that Mr 
Clinton’s visit would help legitimise his rule. 
“We cannot and will not mediate or resolve 
the dispute in Kashmir,” continued the pres- 
ident, wrecking another Pakistani hope. He 
virtually accused Pakistan of backing terro- 
rism, saying, “It is wrong to support attacks 
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against civilians across the line of control,” 
the temporary border in Kashmir. Mr Clin- 
ton professed friendship with Pakistan, but 
that friendship is highly conditional. 

It may take some time before it becomes 
clear whether Mr Clinton has sobered Pak- 
istan or enraged it. Pakistan’s English- 
language newspapers, which share many of 
his views about what direction Pakistan 
should take, almost welcomed his scolding. 
The vernacular press, which is closer to pop- 
ular opinion, accused him of coddling India. 


The line on Kashmir 
During Mr Clinton’s six-day visit to South 
Asia, most of it spent in India, the United 
States came closer than ever before to en- 
dorsing India’s view of the region’s main 
conflict. Mr Clinton said pretty clearly that 
India could not be expected to negotiate 
with Pakistan until violence in Kashmir sub- 
sided. He came close to recognising that, 
since India will never surrender its portion 
of Kashmir, the line of control ought to be- 
come the permanent border, a solution that 
most Indians but so far few Pakistanis would 
accept. Some pundits claimed that the 
American “shift” will embolden India to 
take revenge for last spring’s Pakistani intru- 
sion into Indian-controlled Kashmir. Amer- 
ica is betting on the reverse: that diplomatic 
approval will engender military restraint. 
For Pakistan, it is disapproval that is sup- 
posed todo the trick. The post-Clinton runes 
supply no more than hints that it might. 
General Musharraf has offered to “moder- 
ate” the Islamic jihad (holy war) in Kashmir, 
provided Kashmir’s “centrality” is acknowl- 
edged. But he also wants India to pay more 
heed to Kashmiris’ rights and says, perhaps 
merely to save face, that Pakistan will do 





nothing unilaterally. Pakistan’s interior min- 
ister says the government will talk to “reli- 
gious extremist groups”. 

Whether this can restart negotiations is 
uncertain. After last year’s near-war, India 
expects Pakistan to make the first move. 
Hawks within Pakistan’s armed forces and 
the religious right may block General Mush- 
arraf from doing so. Any Clinton-induced 
nod to India will feel uncomfortably like a 
reprise of the decision by Nawaz Sharif, the 
deposed prime minister, to pull out of Kash- 
mir last summer under American pressure. 

Upon Mr Clinton’s departure, the Amer- 
ican assistant secretary of state for South 
Asia, Karl Inderfurth, flew back to Delhi, os- 
tensibly to apprise the Indians of the results 
of the meeting. That prompted speculation 
about more give in the Pakistani position 
than met the eye. General Musharraf helped 
fuel the speculation by saying “the chances 
of war have reduced considerably.” Much 
will become clearer when the snow melts in 
the mountains, opening Indian Kashmir to 
infiltration by Pakistan-based militants. If 
they stay at home, dialogue could resume. 

It is General Musharraf's inclination, 
rather than domestic opposition, that stops 
him from restoring democracy quickly. Last 
week he said local elections would be fin- 
ished by July 2001, a drawn-out schedule 
that could delay the return of democracy at 
the national level. He has said thatit will take 
“some years” to restore civilian rule. 

The longer it takes, the smaller the gen- 
eral’s chances of remaining serenely in 
charge. Mr Clinton’s call for democracy gal- 
vanised all the political parties, which now 
have no role in government. There is talk of a 
joint democracy campaign by Mr Sharif’s 
party and the 17-party Grand Democratic Al- 
liance. General Musharraf may have to 
choose between being the liberal he claims 
to be, at the price of allowing more vocal op- 
position to his rule, and being the old-style 
dictator many suspect he really is. 

On April 6th, a verdict is expected in the 
trial of Mr Sharif, who is accused of “hijack- 
ing” General Musharraf’s aircraft on Octo- 
ber 12th by trying to prevent it from landing 
in Karachi. This will also raise the political 
temperature. If Mr Sharif is found innocent, 
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the general’s case for seizing power will 
weaken. If convicted, suspicion will deepen 
that the general favours pliant courts. Mr 
Sharif’s Muslim League may recover its 
voice; outsiders will oppose his execution. 

General Musharraf is also waiting for a 
verdict from the ımF, whose imprimatur is 
necessary if Pakistan is to avoid a financial 
crisis next year. News that an mr team will 
soon visit Pakistan has cheered the stock- 
market. This is because the Fund is likely to 
help eventually, in part because its western 
masters have no desire to destabilise an al- 
ready shaky Pakistan. Nonetheless, General 
Musharraf may have to swallow politically 
unpalatable reforms, such as bringing retail- 
ers into the tax net. 

Tanvir Ahmad Khan, head of Pakistan’s 
Institute of Strategic Studies, calls Mr Clin- 
ton’s visit to South Asia “the adventof the in- 
evitable”, a shift in American interests from 
Pakistan, its cold-war partner, to India, a 
much bigger and now more promising coun 
try. Pakistan’s behaviour, in invading Kash 
mir and supplanting democracy with dic- 
tatorship, has hastened that shift. 

Though this may look like isolation to 
some Pakistanis, it need not be. For one thing, 
the United States retains a strong interest in 
Pakistan’s stability, lest it fall prey to Islamic 
extremists like those in Afghanistan (see 
box). Another reason is that friendship with 
India does not preclude warmth for a peace- 
able Pakistan. But unless it learns to live 
within its political means, Pakistan risks 
squandering what goodwill America still 
has towards it. 





SMAIL KHAN, an opposition fighter 
known as the Lion of Herat, has been 
sprung from jail in Kandahar, in southern 
Afghanistan, the country’s Taliban rulers 
said this week. With the son of another op- 
position fighter, he apparently bribed a 
guard and is said to be making his way to 
Iran. His freedom should worry the Tali- 
ban, who had held him as a prize prisoner 
for three years. A fierce and charismatic 
fighter, he had resisted both Soviet and Ta- 
liban rule in Herat, a town he governed 
near the border with Iran. His escape, if the 
story is true, is a boost for the opposition. 
But the truth about Mr Khan is difficult 
to fathom. After the news of his escape, his 
family claimed he had been murdered by 
the Taliban. But the Taliban, who control 
most of the country, have announced a 
bounty for his recapture and even forced 
their way into the un’s offices in Kandahar 
to search for him. 
That incident, along with harassment 
by certain Taliban soldiers who appear not 











Taiwan 


Where Taiwan and China meet 


XIAMEN AND JINMEN 


New links with the mainland will help economic integration, even though 


the political gulf remains enormous 


HERE is a nostalgic charm about one of 

the world’s last cold-war boundaries, 
that between Communist China and the 
handful of tiny islands just off the coast 
which have been controlled by Taiwan since 
Nationalist troops fled the mainland in 1949. 
The two sides used to shell each other desul- 
torily—and, thoughtfully, on alternate days. 
Today there are fewer Taiwanese soldiers on 
the island of Jinmen (otherwise known as 
Quemoy) and they let you peer out of their 
bunkers at the coast of the mainland only 
some 2.3km (about a mile and a half) away. 
There, on a pleasant strand outside the main- 
land city of Xiamen, with its Henry Moore- 
style sculptures and tandems for hire, main- 
landers peer back: a young man rents out a 
giant pair of binoculars for 5 yuan (60 cents) 
a go. Competing slogans can be seen from 
afar: Sun Yat-sen’s “three principles of the 
people” on the Taiwanese beach, Deng Xiao- 
ping’s “one country, two systems” on the 
mainland one. 

This correspondent’s taxi driver on Jin- 
men had only once left the island. He took a 
flight to Taipei, Taiwan's capital, changed air- 
craft there for a flight to Hong Kong, and then 
changed again for a 600km flight north to 
Xiamen. He made his way to the strand tosee 


what his home island looked like from the 
other side, and then made his complicated 
way back. Such a journey will soon be un- 
necessary. Shortly after Chen Shui-bian won 
Taiwan's presidential election on March 18th, 
the Taiwanese legislature voted to establish 
the “three links” for the offshore islands. 
These will allow direct commerce, direct 
communications and direct transport be- 
tween Fujian province and the Taiwanese is- 
lands of Jinmen, Matsu and the Pescadores. 
Itisa gesture of goodwill to the mainland 
authorities by Mr Chen, a member of the 
pro-independence Democratic Progressive 
Party. Mr Chen’s victory ended five decades 
of rule by the Nationalists, who, though they 
were hated by China’s Communists, at least 
argued that Taiwan was a part of China. Be- 
fore Taiwan’s election, officials in Beijing told 
the voters to reject Mr Chen. The mainland 
has long warned the Taiwanese that, should 
they make any move towards indepen- 
dence, it would invade; it recently also 
threatened to invade if Taiwan continued to 
drag its feet on joining reunification talks. 
Since Mr Chen's election, officials in Beijing 
have said they will watch the new presi- 
dent’s words and deeds. In themselves, the 
links to the tiny islands are only small, but 





The lion flees, Afghanistan turns uglier 


to answer to the authorities in the capital, 
Kabul, prompted the UN to withdraw its 
international staff from Kandahar and 
southern Afghanistan on March 28th. 
Some people in Kabul think the Taliban’s 
ranks are fragmenting. 

The escape of such a well-known pris- 
oner will add to any tensions. In recent 
months an increasing number of traders in 
the capital have been robbed, an aircraft 
has been bombed at Kabul airport and Af- 
ghans and foreigners alike have faced 
mounting intimidation. This suggests yet 
more violence in the offing. “The warlord 
mentality continues after 20 years of war,” 
says one aid worker. “There is no trust even 
among the Taliban.” 

There are, however, signs of prepara- 
tion for the offensive that usually follows 
the melting of the winter's snow. Several 
thousand fighters from Pakistan are said to 
have passed through Kabul recently. A 
bumper crop of opium last year has pro- 
vided the money to pay fighters and to buy 





The Taliban’s most wanted man 


guns. The un talks of the likelihood of more 
battles between the Taliban and the oppo- 
sition in the north, led by Ahmad Shah Ma- 
soud. Mr Khan may well have escaped an 
increasingly dangerous country. 
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On patrol in the shadow of China 


they are symbolic. Mr Chen has suggested 
that such links could be extended to the rest 
of Taiwan by the end of the year. 

In Jinmen, the three links will merely for- 
malise growing cross-border relations. An 
energetic smuggling trade exists, ferrying 
anything from people and cattle to garlic and 
drugs across from the mainland. Many is- 
landers have mainland relations, and lovers 
separated by the short stretch of water use 
mobile phones to avoid long-distance 
charges. Jinmen’s fisherman no longer put 
out their nets: they buy cheap fish direct 
from mainland boats. 

Taiwan's outgoing president, Lee Teng- 
hui, opposed establishing the three links. He 
wanted Taiwan to keep its distance from a 
mainland thatclaimed Taiwan as a renegade 
province. This idea has outlived its useful- 
ness. Nowadays Taiwan is intimately bound 
to the Chinese economy. The government 
forbids Taiwanese from investing in suppos- 
edly “strategic” (ie, high-tech) industries on 
the mainland, or in projects worth more 
than $50m. Yet the bans are almost impossi- 
ble to enforce. Taiwan is the second-biggest 
outside investor in China, behind only Hong 
Kong (which also acts as the conduit for Tai- 
wanese money). Taiwanese businesses have 
over $20 billion, two-fifths of all Taiwan’s in- 
vestment overseas, invested on the main- 
land. The money has gone into more than 
40,000 projects. The biggest concentration is 
in Fujian province, where many Taiwanese 
have their ancestral roots. Blood remains 
thicker than water. 

Mr Lee may fear the leverage that Tai- 
wan’s economic dependence supposedly 
gives China, but the cross-strait ties benefit 
Taiwan greatly. As rising prosperity in Tai- 
wan has brought higher labour costs, the Tai- 
wanese have been able to shift a large part of 
their less-sophisticated manufacturing—in- 
volving products such as toys, sneakers and 
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even computers—to the mainland. At the 
same time, China is hungry for the high-tech 
machinery that Taiwan excels at making. 

Though it imported almost no Taiwan- 
ese goods 20 years ago, the mainland is now 
Taiwan’s third-largest export market. China 
is used to running surpluses with much of 
the world, but with Taiwan it runs a hefty 
deficit of $15 billion. Part of the reason is that 
a large quantity of supplies and components 
are shipped to Taiwanese firms on the main- 
land for further processing, while many Chi- 
nese exports remain banned in Taiwan. Nev- 
ertheless, the economic integration between 
the twois vast and growing. 

Many companies on both sides of the 
Taiwan Strait have prepared for years for the 
three links. For instance, China’s giant state 
shipping company, cosco, has long had 
good relations with Yangming, a Taiwanese 
shipping company with Nationalist roots. 
cosco recently established joint-ventures 
with Evergreen, another Taiwanese shipping 
giant, sharing South American and Austra- 
lian routes. The principal victims of the three 
links, especially when applied to all of Tai- 
wan, will be Hong Kong’s Cathay Pacific and 
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Taiwan’s China Airlines, the two main carri- 
ers that shuttle Taiwanese to and from Hong 
Kong on their roundabout route to the 
coastal provinces opposite Taiwan. Hong 
Kong's huge container port will also lose 
some cargo, but well under 10% of its total. 

Unfettered trade remains some way off, 
not least because of Taiwan’s restrictions on 
Chinese trade and investment in Taiwan. 
Apart from the ban on many mainland pro- 
ducts, companies that are more than 20% 
mainland-owned may net operate in Tai- 
van. Still, Taiwan is committed to joining the 
World Trade Organisation, and may do so at 
the same time as, or soon after, China joins. 
That could be later this year. As a wro mem- 
ter, it will be hard for Taiwan to maintain 
discriminatory measures against Chinese 
trade and investment. 

Some Taiwanese see only roses in the 
Geepening economic relations between 
China and Taiwan that may follow wto 
membership. Afterall, China, which consid- 
ers Taiwan to be a mere province, is unlikely 
to want to bring trade disputes with Taiwan 
to international arbitration. For its part, Tai- 
wan will want quietly to drop measures that 
have proven ineffective in preventing the 
rapid integration of the two countries’ econ- 
omies. That will leave the question: can 
economic integration render less dangerous 
the political gulf that appears to be widening 
across the Taiwan Strait? 
| 


Thailand 
A walk on the 
depraved side 


PATTAYA 


N A typical evening at the Royal Gar- 

den Plaza, a shopping mall in the sea- 
side town of Pattaya, foreign men lead Thai 
children around the arcades and buy them 
toy animals. The men’s motives can be sinis- 
ter. As the evening winds down, some end 
up at hotels where, according to the local po- 
lice, the men pay the children 500 baht ($13) 
or so for sex. This is the darkest side of Thai- 
land’s notorious sex business and one which 
many Thais want to see brought to an end. 
Outside one hotel, a sign reads “End Child 
Sex Tourism Now”. 

A Bangkok-based group, End Child Pros- 
titution and Trafficking, has campaigned re- 
lentlessly against child prostitution, but this 
has not stopped foreign paedophiles from 
visiting Thailand. Indeed, the Thai police be- 
lieve the number of foreigners travelling to 
the country to have sex with children is ris- 
ing. All across South-East Asia an increasing 
number of young children are thought to be 
atrisk. Ata conference in the Philippines this 
week, trafficking in people, often for the pur- 
poses of prostitution, was described as 
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“modern-day slavery”. It is estimated that 
about 250,000 Asians, mostly women and 
children, are bought and sold every year. 

In Thailand, several recent cases involv- 
ing sexual predators have made headlines. 
One involved an American musician, work- 
ing at a swanky Bangkok hotel, who was ac- 
cused of molesting girls. A Swedish tourist 
has also been convicted of committing sex- 
ual crimes against a child. 

For years, child-welfare organisations 
have criticised Thailand’s tourism industry 
for often helping to promote the image of 
Thai women and children as passive sex ob- 
jects. The symbols are almost everywhere: in 
Pattaya, one bar dresses its teenage strippers 
in school uniforms. But many aid workers 
blame the lingering effects of the regional 
financial slump for the surge in the sexual 
abuse of children. There has been little econ- 
omic recovery in slum areas, says Father Joe 
Maier, of the Human Development Founda- 
tion, a group working with poor children. 
“More kids are entering the illegal economy, 
which means more children available for 
paedophiles,” he says. There is evidence to 
support his claim in a recent study by Thai- 
land’s health ministry. 

However, officialdom must also share 
the blame. Policemen and judges can be 
bribed to release foreign sex criminals. In the 
past eight months, two alleged paedophiles, 
one Japanese and the other British, were 
caught by Pattaya police in hotel rooms with 
under-age boys. Neither was convicted. The 
Japanese man later alleged he had paid 
600,000 baht for an acquittal. In the other 
case, although the victim originally told the 
police he had been purchased for sex, in 
court he changed his evidence to say he had 
merely been let into the hotel room out of 
pity. Child-welfare advocates hope a new 
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law due in September will force Thai police 
to interview children more sensitively. It 
may go some way to discourage paedo- 
philes. In the past, brusque interrogators 
frightened children, making them less will- 
ing toconfront their abusers. 

Yet few people are optimistic that child- 
sex tourism can be stopped completely in 
Thailand. The Internet has become a means 
for sex tourists to share information about 
the best places to purchase the services of 
children. Although some websites promot- 
ing child sex in Thailand have recently been 
shut down, the police admit that patrolling 
the Internet is virtually impossible. 


North Korea 


Shell games 


SEOUL 


IM JONG IL, North Korea’s reclusive 

leader, appears to be trying to lead his 
country out of isolation. Although he seldom 
appears in public, Mr Kim recently surprised 
everyone by turning up at a function at the 
Chinese embassy in the North’s capital, 
Pyongyang, where he had a long chat with 
the Chinese ambassador. He then sent his 
foreign minister to China and Vietnam on a 
series of diplomatic missions. This week, 
Lamberto Dini, the Italian foreign minister, 
arrived in Pyongyang for an official visit; in 
January, Italy had become the first of the 
Group of Seven rich countries to establish di- 
plomatic relations with North Korea. On 
April 4th, a Japanese delegation will arrive to 
open discussions that could lead to a nor- 
malising of relations. America, Australia and 
the Philippines are now making similar 
overtures. Is the hermit kingdom really com- 
ing out of its shell? 

In some ways it may be. North Korea has 
even hinted that it might like to join the 
ASEAN Regional Forum (Arr), the region’s se- 
curity talking-shop, provided diplomatic re- 
lations with the Philippines are established. 
The members of the arr include the coun- 
tries of the Association of South-East Asian 
Nations, as well as America, China, Japan, 
South Korea and others. If North Korea joins 
the group, it will provide a rare opportunity 
for officials from the two Koreas to sit face-to- 
face and discuss security matters. 

All that may be premature. It is certainly 
too early to detect any strategic shift in North 
Korea’s thinking about the outside world, 
nor is there any real sign that the poverty- 
stricken country is preparing to adopt real re- 
forms at home. However, North Korea’s new 
diplomatic activity may be a sign that its do- 
mestic politics, and to some extent its econ- 
omy too, may have stabilised, thus restoring 
the Great Leader’s confidence. 

Or North Korea may again try to capital- 
ise on acts of friendship. In recent talks in 


New York, it demanded yet more conces- 
sions from America, complaining about the 
late delivery of fuel oil promised as part of a 
deal for freezing its nuclear programme. 

Offers from North Korea usually come 
with expensive strings attached. In mid- 
March, it promised to co-operate with Japan 
to investigate what had happened to several 
missing Japanese nationals suspected of 
having been kidnapped by North Korean 
agents. It even promised to allow the Japa- 
nese wives of North Koreans to visit their 
home country. Yet it has not dropped its de- 
mand for some $10 billion of reparations for 
atrocities committed by the Japanese during 
Japan’s colonial rule. 

Nonetheless, officials at South Korea’s 
foreign ministry appear to believe that 
North Korea may at last have started to un- 
derstand their “sunshine policy” of trying to 
unfreeze relations. South Korea’s president 
recently offered to build roads and ports in 
the North and urged the government in 
Pyongyang to resume official talks. North 
Korea has not responded, beyond an edito- 
rial in an official newspaper saying that one 
act is more important than 100 speeches. 

Yet economic co-operation between the 
two Koreas has already improved signifi- 
cantly and looks like continuing to do so. For 
the first time since the country was divided 
half a century ago, South Koreans can now 
smoke cigarettes made in North Korea. The 
South’s state-owned Tobacco and Ginseng 
Corporation ships tobacco leaves to a fac- 
tory in Pyongyang, where they are made into 
the Hanmaum (One Mind) brand of cigar- 
ettes. In June the North will stage an interna- 
tional golf tournament, to which even South 
Korean golfers will be invited. A symphony 
orchestra made up of members from the two 
Koreas is also scheduled to hold concerts in 
each capital. 

Though South Koreans will not mind 
forking out the exorbitant amounts of 
money the North demands to take part in 
such events, they do mind the North con- 
tinuing to threaten them. This happened 
again on March 23rd when North Korea’s na- 
val command announced that it would re- 
strict access to five disputed islands off the 
west coast in the Yellow Sea. Any deviation 
from a strict navigation zone would, said the 
North, be considered a violation of its territo- 
rial waters. 

The South Korean government does not 
appear to take the threat all that seriously; of- 
ficials think North Korean fishermen may 
simply be trying to catch more crabs. But if 
they are wrong, trouble could be brewing. A 
year ago there was a naval clash in the area 
and the South Koreans sunk a North Korean 
gunboat. With so many dignitaries on their 
way to Pyongyang, the North may not want 
to risk another such encounter. But then 
again, the regime’s surest character trait has 
long been its unpredictability. 
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UNITED STATES 


How Dubya did at school 


ODESSA AND AUSTIN, TEXAS 


Education will be a major battleground in the coming American election. The 
first of three pieces looks at what George W. Bush has done in Texas 


HE rise in the oil price last year brought a 

wry smile in Odessa. This windswept oil 
city in western Texas is still reeling from 1998, 
when oil prices plunged. Hundreds of fam- 
ilies have left town in search of work, shrink- 
ing Odessa’s tax base and the budget for 
things like schools. Yet there is little pessi- 
mism at Gail Pond Alamo Elementary 
School. Last year, 92% of Gail Pond Alamo’s 
students passed the state’s stan- 
dardised reading test, up from 70% 
three years earlier. Of the Latino 
pupils who make up over half of 
the total, 95% passed the math- 
ematics test and a stunning 100% 
the writing test. Those students at 
Gail Pond Alamo deemed “lim- 
ited English proficient” had a 90% 
pass rate on the reading test, up 
from 29% in 1996. 

The turnaround is not unique. 
Throughout the state, public 
schools have developed tougher 
academic standards and im- 
proved their performance in as- 
sessment tests. It is a subject that 
George W. Bush mentions con- 
stantly in stump speeches on the 
presidential campaign trail. Gov- 
ernor Bush uses the achievements 
of public schools in Texas as the 
cornerstone of his claim to bea “re- 
former with results”. 

That boast requires two ques- 
tions. Have Texan schools im- 
proved? And, if they have, how 
much of it has been Mr Bush's doing? He 
scores pretty well on both counts. 

No intellectual though he is on many is- 
sues, Mr Bush can out-wonk most people 
when it comes to public education. Since he 
became governor in 1995, Mr Bush has shep- 
herded proposals through Texas's legislature 
that have overhauled the state’s academic 
standards, placed new emphasis on reading 
proficiency, and ended the bizarre practice 
of “social promotion” —advancing to higher 
grades even students who fail standard tests. 

His two chief themes have been 
“accountability” and “local control”. Local 
school districts have been allowed to de- 
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velop their own curriculums, but they have 
been held accountable for the achievement 
(and failure) of their students. Test scores 
have improved dramatically, with the num- 
ber of public schools deemed “exemplary” 
by the Texas Education Agency rising to 1,110, 
up from a mere 67 in 1994. 

Minority students do particularly well; 
the gap between the test scores of whites and 





“and then the poor little prince became president” 


those of blacks and Latinos has started to 
close. In 1998, Texas’s Latinos ranked fourth 
in reading among Latinos nationwide, and 
the state’s black fourth-graders were the 
country’s best at mathematics in 1996. Kati 
Haycock of the Education Trust, a non-parti- 
san group, says that “minority students in 
Texas have shown substantial progress, 
which is not true of most states.” 

There are holes in this picture. The drop- 
out rate in Texan schools is still way above 
the national figure (though, given the vast 
numbers of poor immigrants, that is hardly 
surprising). Democrats, egged on by the 
teachers’ unions, claim that Mr Bush’s stan- 


dardised tests are biased against non-whites, 
and disrupt the learning process by forcing 
teachers to “teach to the test”. 

At Gail Pond Alamo, this complaint gets 
short shrift. “Of course we teach to the tests,” 
says Janet Baker, the principal. “There hap- 
pens to be some very valuable knowledge in 
them.” In her view, regular testing is the only 
way to measure student progress over time. 
“Without testing,” Mr Bush said in a speech 
last October, “reform is a journey without a 
compass.” Parents seem to like tests as much 
as the teachers’ unions dislike them. 

As for Mr Bush’s part in these changes, 
one group of critics says that education re- 
form in Texas really began in 1984, when a 
private-sector commission led by Ross Perot 
recommended more accountability for the 
state’s public schools. That was the basis of 
the first curriculum-overhaul under Mr 
Bush’s predecessor, Ann Richards. 
This is true. Still, by most tests, Mr 
Bush has gone a long way further. 

Another group of critics tries a 
slightly different tack: that gover- 
nors of Texas cannot really reform 
anything, because they do not 
control the legislature. It is the lat- 
ter that should thus get credit. 

The feud over authorship is 
something of a novelty. Given the 
bitterness of this year’s presiden- 
tial election campaign, no Demo- 
crat wants to sing Mr Bush's 
praises tooloudly. A few years ago, 
though, plenty of local Democrats 
were willing to acknowledge Mr 
Bush’s role in pushing through a 
bipartisan deal. There was some 
useful horse-trading: Paul Sadler, a 
Democrat who at the time chaired 
the Texan lower house’s Public 
Education Committee, empha- 
sised more money for education in 
general, and Mr Bush pushed for 
tougher penalties for bad schools. 

Even today, Mr Bush gets the 
occasional kind mention—at least in Texas. 
Mr Sadler admits that the governor's com- 
mitment to education reform is genuine and 
praises him for following through on his 
promises. Sandy Kress, a Democrat who was 
chairman of a state task-force on school 
accountability, tips his hat to Mr Bush for re- 
moving the education-reform process from 
partisan politics. “Education is not just a po- 
litical buzzword for him.” 

No doubt quibbling about how much 
credit Mr Bush should take for Texas's better 
schools is like asking whether another great 
self-publicist, Rudy Giuliani, deserves all the 
credit for New York city’s safer streets. Nei- 
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ther man did it alone; but they provided 
most of the shove behind the improve- 
ments. Mr Bush’s rival for the presidency, Al 
Gore, seems to have decided to ignore this 
side of things. He is just trying to cast doubt 
on the scale of the achievement, for instance 
by criticising the state’s drop-out rate. 

It will be hard for the Democrats to de- 
pict Mr Bush as just another right-winger 
who wants to save money by closing down 
schools. On March 28th, the governor pro- 
posed a $5 billion plan to make sure that ev- 
ery child in America can read by the age of 
nine. Four years ago Bob Dole called for the 
dissolution of the Department of Education, 
arguing that the federal government ought to 
have virtually no role in how public schools 
are managed. Mr Bush wants to leave it 
alone. “Tell me how shutting down the De- 
partment of Education will help educate one 
kid,” growls a Bushite. 

Indeed, for some reformers, Mr Bush is 
not radical enough. Advocates of school 
vouchers were disappointed that Mr Bush 
did not push harder for a pilot voucher pro- 





Behind-the-scenes politics 


Teacher's pet 


WASHINGTON, DC 


ject the Texas legislature killed last year. Dur- 
ing the Republican primaries, his proposal to 
make federal cash contingent on a school’s 
performance was attacked as a “big govern- 
ment” solution toa local issue. 

Such protests from the right are likely to 
die away. For Republicans, Mr Bush’s record 
represents the best chance to show not only 
that their candidate is a serious fellow but 
also that he can produce results for poorer 
Americans. He attacks liberals who make ex- 
cuses for poor and non-white students who 
get low marks: this, he says, is the “soft big- 
otry of low expectations”. 

To be sure, this is more a matter of talk 
than of direct action: the federal government 
accounts for only 7% of all education spend- 
ing. But, in this field, what presidential can- 
didates say can matter a lot. Asked to name 
Mr Bush’s main achievement, even his old 
sparring partner, Mr Sadler, admits that the 
governor has made ordinary people in Texas 
see the possibility of better education. “For 
that,” he generously says, “the governor de- 
serves all the credit in the world.” 





As ever, American politicians are the prey of “special interests”. The first in an 
occasional series looks at the teachers’ unions and the Democrats 


HERE is an old British joke about the 
Church of England being “the Tory party 
at prayer”. America’s two biggest teachers’ 
unions, the National Educational Associa- 
tion and the smaller American Federation of 
Teachers, are the Democratic Party at school. 
Teachers have long been amongst the 
biggest financial contributors to the Demo- 
crats. What sets them apart from other 
groups, like trial lawyers, is that they 
can also provide cohorts of the loyal 
foot-soldiers who distribute leaflets, 
man telephone banks and knock on 
doors. In 1996, 405 of the 4,320 dele- 
gates to the Democratic convention 
were members of the nea (compared 
with 34 at the Republican conven- 
tion), the second-largest block of de- 
legates there after the Californians. 
The teachers’ unions are becom- 
ing even more important to the 
Democratic Party as their member- 
ship goes on growing at a time when 
that of other unions is falling. The 
percentage of private-sector workers 
in trade unions has declined from 
36% in the early 1950s to about 10% to- 
day. But during that time the mem- 
bership of the NEA has increased 
from 766,000 to almost 2.5m, and the 
AFT’s numbers have grown from 
70,821 in 1961 to more than 1m now. 
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Apart from the country’s blacks, the 
teachers’ unions have been President Bill 
Clinton’s biggest supporters, providing 
everything from money to pop songs assail- 
ing his opponents. The nea celebrated Mr 
Clinton’s victory in 1992 with more than 
25,000 posters praising his “most excellent 
inaugural”. In 1996 the association gave him 
its Friend of Education award even before it 





Imagine letting your parents choose your school 


had formally endorsed him. 

There has, of course, been a reward. 
Members of both the Nea and the art have 
important roles in the Democratic machine. 
An internal NEA document in 1992-93 cele- 
brated the fact that the union “now partici- 
pates in all political and senior staff meet- 
ings held by the Democratic Party.” Its chief 
Washington lobbyist, Debra DeLee, became 
a vice-chairman of the Democratic National 
Committee and later masterminded the 1996 
Democratic convention. 

The close relationship continues to this 
day. Vice-President Al Gore gets frequent 
briefings by NEA members on educational 
issues not yet “on the radar”. Mr Gore lists 
the NEa’s boss, Bob Chase, as one of his main 
education advisers. In New York, in the 
party’s recent vote for a presidential candi- 
date, union members who disliked Bill Bra- 
dley because he had once flirted with a 
voucher scheme (which dared to help par- 
ents tochoose their children’s schools) distri- 
buted more than 1m leaflets for Mr Gore. 

The nea and the arr between them can 
muster not just 3.5m members but also reve- 
nues from union dues alone of more than $1 
billion a year. The revenues of their subsid- 
iary organisations, including their political 
action committees, amount to another 
$100m a year. Myron Lieberman, a former 
union campaigner who has been increas- 
ingly disillusioned with his old friends, esti- 
mates that they probably employ more full- 
time (or the equivalent) political operatives 
than the Republican and Democratic Parties 
combined. 

The teachers’ unions bring two other big 
assets to the political battlefield. The first 
arises from the fact that getting a candidate 
elected isnot all that different from doing the 
bread-and-butter business of union life. A 
union chapter can easily transform itself 
into an important cog in the Democratic 
Party machine, lending everything from its 
premises to its personnel. And, of 
course, the unions’ members on the 
whole enjoy relatively short work- 
days and long holidays. 

The second asset is that the un- 
ions operate on every level of politics, 
right down to local school-board 
races. They have spent a lot of money 
opposing ballot initiatives designed 
to promote voucher schemes—some- 
times unsuccessfully, as in Milwau- 
kee, more often successfully, as in 
California. They keep a close watch 
on the election of judges. They are 
also ruthless in using the courts to sti- 
fle innovation. The NEA retains one of 
Washington’s fanciest lawyers, Rob- 
ert Chanin, who has argued four 
cases against vouchers in the Su- 
preme Court as well as numerous 
cases in lower courts. 

Not everyone in the Democratic 
Party is happy with the influence the 
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“unions wield. Al From, the president of the 

“Democratic Leadership Council, has come 

out in favour of schaol choice (albeit modi- 

fied with the adjective “public”), merit pay 

for teachers, and an end to teacher tenure. 

» Jerry Brown, the mayor of Oakland, is an 

increasingly radical supporter of school 

choice. Floyd Flake, an influential black pas- 

tor in New York, is a passionate supporter of 
vouchers. 

In the most radical break with the party 
establishment so far, John Norquist, the 
mayor of Milwaukee, has thrown his weight 

"behind a scheme that allows poor parents to 
send their children to private schools (see 
box). David Reimer, the mayor's director of 
administration, likens the school-choice is- 
sue to slavery. In the 19th century, he argues, 
the Democratic Party lost its decades-old 
grip.on power because it refused to break its 
links to a handful of slave-holding families 
in the South; today, the party could suffer the 
same fate if it refuses to put the interests of 
poor parents above its links to the educa- 
tional establishment. 

There is little chance of so radical a con- 
version any time soon. Mr Gore is an ada- 
mant opponent of voucher schemes and a 


believer in hugely increasing public spend- 
ingon schools. 

Last October, when Mr Gore was lan- 
guishing in the opinion polls, the NEA’s top 
man, Mr Chase, gave an uncompromising 
address to the leadership of his political ac- 
tion committee. Mr Gore, he said, “has, in ev- 
ery instance, voted against voucher pilots 
and experiments...In the most hard-fought 
policy battles, Al Gore has always been there 
for us.” The teachers’ unions should stand by 
him in his low point in the polls, and in the 
future “he will remember our stand.” 





The census 


Damned lies 


WASHINGTON, DC 


OME 300m forms, 860,000 temporary 

staff, 520 local offices and a cost of $6.8 
billion. Administering the 2000 census is the 
federal government’s biggest peacetime lo- 
gistical task. It is also one of the most contro- 
versial. For in America the census is not just 
about being counted. It is about politics, 


` inhabitants of the 13 newly united states. on | 

















| UNITED STATES 
money and—especially—race. 
Since 1790, when marshals counted the oe 


horseback, America has had a census every 
ten years. The constitution requires a decen= 
nial census to divvy up congressional seats 
between the states. Since 1962 the census has. 
also been used for redrawing legislative dis- 
trict boundaries. It determines the allocation 
of the $185 billion that the federal govem- 
ment gives to the states every year. And itin- 
fluences countless decisions from where 
schools should be located 
lending practices are discri 

One source of controv 
count’. The 1990.census m 
the population. This yea 
likely to be around 
disproportionately 
cial minorities: in 1990. 
4.4% of blacks were not cour 
Bureau advocated adjusting 
statistical sampling. Rept 
this would help Dei 
year, the Supreme 
sus could not use sa 
congressional seats. Bu 
pling for other purposes. 
























MILWAUKEE 


ILWAUKEE is an unlikely laboratory 

for the country’s most radical ex- 
periment in “conservative” reform of edu- 
cation. The city gave birth to the Progressive 
movement and elected a succession of so- 
cialist mayors. Its Democratic mayor, John 
Norquist, is about to be re-elected for a 
fourth term. 

Yet there can be no doubt about the 
boldness of the city’s experiment with 
vouchers. The voucher programme was 
subject to all sorts of restrictions when it 
was started in 1990, with only 1% of school- 
children eligible and religious schools ex- 
cluded, But it gained momentum in 1998 
when Wisconsin’s Supreme Court ruled 
that vouchers could go to parochial 
schools, and gained more momentum still 
in 1999 when local voters swept voucher 
opponents off the school board. 

The most fervent support for vouchers 
has come from the city’s large black popu- 
lation. The blacks were tired of seeing their 
children having to travel on buses so that 
schools in white neighbourhoods could 
achieve the court-mandated goal of racial 
balance. The most public faces of the black 
voucher movement were Polly Williams, a 
state legislator and sometime Jesse Jackson 
supporter, and Howard Fuller, a former su- 
perintendent of schools who now runs the 
Institute for the Transformation of Learn- 
ing at Marquette University. But they eo 
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A city free to choose 


for people like Valerie Johnson,a mother of 
five who had seen her brothers destroyed 
by the Chicago school system (one was 
murdered for refusing to join a gang, one 
dropped out of school and is now home- 
less in California) and is determined that 
her own children should avoid the same 
fate. A recent poll found that 74% of blacks 
and 77% of Hispanics approve of vouchers. 

The Milwaukee experiment crosses all 
the usual barriers of race and party. The 
pro-choice coalition now includes the 
state’s Republican governor, Tommy 
Thompson, the city’s Chamber of Com- 
merce and, most important, Mayor Nor- 
quist, who is convinced that the only way 
to stop the middle classes abandoning the 
Cities is to improve city schools. 

There are already heartening signs that 
the choice programme is doingexactly that. 
Test scores are edging up. The city’s private 
schools are becoming more racially inte- 
grated. One school, Messmer High, has 
eliminated the gap in test scores between 
blacks and whites. 

The voucher programme is also stimu- 
lating an array of new choices. The Univer- 
sity of Wisconsin has teamed up with the 
Edison project, a private education com- 
pany, to create a scientifically flavoured 
charter school intended to increase the 
supply of qualified blacks for its medical 
school. A “cyber school” has opened its 
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doors ina housing project. Another newar- 
rival is the terrifyingly named New Order 
Neighbourhood School, which requires 
children to help smarten up the neighbour- 
hood as part of their curriculum. 

What about the rest of the school sys- 
tem? Opponents of vouchers worry that 
private and parochial schools can flourish 
only at the expense of public schools. But 
so far this is not the case in Milwaukee. The 
public schools are generally smartening up 
their act. The district has taken out radio 
advertisements promising that it will pro- 
vide an individual tutor te children who 
cannot read by second grade. 

Voucher opponents have long com- 
plained that vouchers area plot to privatise 
education. For the poor people of Milwau- | 
kee they are doing something different: « 
turning all schools into public schools. 
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U-turn of the week 
Admitting that he was an “imperfect mes- 
senger” Al Gore proposed a sweeping plan 
for reforming campaign finance that 
would ban soft money and direct con- 
tributions to particular candidates. George 
W. Bush immediately responded by dub- 
bing Mr Gore an “obstacle to reform”. 

kik 
The force is with him 
“Luke Skywalker was loosely based on 








annual Gridiron dinner, which he also 
claimed to have invented. 115 years ago. 





and unadjusted figures will be published. 

Unfortunately, there are already huge ar- 
guments about which numbers should be 
used for legislative redistricting. In fact, 
though, the impact of the undercount is rela- 
tively small. As Peter Skerry of Claremont 
McKenna College points out in a forthcom- 
ing book (‘Counting on the Census?”, Brook- 
ings Institution Press), under 1% of federal 
grant money to the states would have shifted 
if “adjusted” figures had been used in 1990; 
only one congressional seat would have 
moved—from Wisconsin to California; and 
itis not clear whether Demccrats or Republi- 
cans would gain from redistricting, 

The other area of controversy is racial 
identification. Ever since the original con- 
stitution suggested that slaves should be 
counted as three-fifths of a person, the cen- 
sus has jolted racial nerves. This year people 
can for the first time choose one or more ra- 
cial categories. Ironically, same black groups 
now think this will dilute their power. 

The government has announced that for 
civil rights purposes, people who check 
“white” and a minority racewill be allocated 
to the minority race. The most popular race 
combinations will be reported to federal 
agencies. And the full range of 63 possible 
race combinations will be published. As 
Gregory Rodriguez of the New- America 
Foundation points out, the census will both 
yield “a more complex and nuanced por- 
trayal of America’s racial profile” and create 
a “statistical mess”. 
fA AS a da ut petit mete a AAA A ae] 
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Endorsement of the week 

Steve Forbes gave his endorsement to Mr 
Bush, deciding that heis on the right side on 
tax cuts, social-security reform and na- 
tional defence. 


























wk 
Candidate of the week 
Richard Gebhardt filed for the Democratic 
nomination for the third congressional dis- 
trict in Missouri against Richard Gephardt. 
One is the minority leader of the House of 
Representatives, the other is a 65-year-old 
Republican activist who doesn’t live in the 
district. At the last minute, the incumbent 
changed his name on the ballot to“Richard 
A.(Dick) Gephardt”. 

kek 
Legal ruling of the week 
A federal judge ruled that Pat Choate, Ross 
Perot’s running mate in the 1996 election, is 
the legitimate chairman of the Reform 
Party. Mr Choate was elected last month to 
replace Jack Gargan, an ally of Jesse Ven- 
tura, at a meeting that Mr Gargan con- 
tended was held illegally. 


South Carolina 


Furl that banner, 


COLUMBIA, SOUTH CAROLINA 


HE Confederate flag flying on the dome 

of South Carolina's State House is not vis- 
ible from Francis Burns United Methodist 
Church, which sits in a black middle-class 
neighbourhood in north Columbia. But for 
the 250 blacks and a handful of whites who 
gathered there recently for one of a series of 
“unity rallies”, it is an omnipresent eyesore. 
“I dodged bullets in the us military for 22 
years,” says James Glover, a local preacher, 
“and then I come home to see a flag that op- 
presses me flying over the State House.” Pres- 
ident Bill Clinton recently advocated the 
flag’s removal, likening the controversy to 
ethnic hatred in Kosovo. 

The National Association for the Ad- 
vancement of Coloured People (waacp), by 
way of protest, has already organised a cam- 
paign against tourism to the state. Now it 
plans another round of economic sanctions, 
which might include exhortations to black 
consumers to boycott the products of some 
of the big global companies that have come 
to the state, including saw, Hitachi, 
Hoechst, Michelin and Fuji, forimplicitly en- 
dorsing the flag. Posters have gone up saying 
“Boycott Michelin tires and Bmw cars.” On 
April 2nd, a five-day protest march will be- 
gin, from Charleston to Columbia, complete 
with local celebrities and Democrat politi- 














Non-reconciliation of the week 
For the first time since he suspended his 
presidential campaign. John McCain 
spoke by telephone with Mr Bush. The five- 
minute talk between the Texan governor 
and the Arizonan senator was described 
by Mr McCain as cordial and a “good ini- 
tial conversation”. There are no plans for 
further conversations. | 
wae 
Strategic advice of the week 
“It won't work to link Gore to Clinton. It 
didn’t even work tolink Clintonto Clinton.” 
Gore adviser, New York Times March zogth. 








for ‘tis weary 


cians. A state which used to regard itself as a 
model of the new South (witness all those 
impressive investors) has once again been 
ensnared by the politics of the old South. 

South Carolina has had a rough press 
lately. In March, the legislature refused to ap- 
prove an official Martin Luther King holiday, 
leaving South Carolina asthe only state in 
the nation without one. In the 1990s there 
was a long, unsuccessful battle to keep 
women out of South Carolina's military col- 
lege. And, in case you missed it, there was the 
recent Republican primary, which got the 
state accused of conservative dirty tricks and 
Neanderthal views.on everything from in- 
terracial dating to religious tolerance. 

A state that once wanted to be compared 
to other entrepreneurial hubs like California 
now finds itself in less flattering company. 
Liberals mutter about their “pariah state” 
being just like Austria in the wake of the rise 
of that country’s far-right Freedom Party. 
Black ministers compare the “spiritual apart- 
heid” in South Carolina to that of the old 
South Africa. Worst of all; one Washington 
pundit has called South Carolina “the Mis- 
sissippi of the 21st century.” 

All this is embarrassing for a state that 
prided itself on the peaceful integration of its 
schools, universities and public places dur- 
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ing the civil rights era (unlike neighbouring 
North Carolina, Alabama, and Mississippi). 
South Carolina’s tourism industry has 
thrived by stressing the state’s friendly peo- 
ple, lovely beaches and elegant antebellum 
cities, rather than Fort Sumter (the first en- 
gagement of the Civil War). “It is distressing”, 
says John West, the moderate governor of 
South Carolina from 1971 to 1975, “that the 
reputation we built with a lot of blood, sweat 
and tears is being diminished if not de- 
stroyed. It makes you want tocry.” 

Some of the fruits of that reputation are 
now in danger of souring. The naace is dis- 
cussing whether black students should boy- 
cott the state’s universities. The upcoming 17- 
day annual Spoleto arts festival in Charles- 
ton, a talismanic event ever since the state 
first won the right to stage it back in 1977, has 
lost a main attraction, the Bill T. Jones Dance 
Company, in deference to the NAAcP boy- 
cott. The tourism industry has lost an esti- 
mated $30m. An unnamed big foreign inves- 
tor is said to have been scared away. 

Almost every business leader, and most 
of the state’s educational and civic ones, has 
either publicly or privately urged the politi- 
cians to get rid of the flag. Recent polls show 
that most South Carolinians want the flag re- 
moved. So why is it still fluttering? 

Psychological history takes part of the 
blame. Losing the Civil War, not to mention 
suffering dreadfully for decades afterwards, 
is still part of (white) folklore. Confederate 
monuments are sprinkled throughout Dixie 
like kudzu, and frequent re-enactments of 
Civil War battles are enormously popular. To 
many whites, the Confederacy was a ro- 
mantic lost cause and had nothing to do 
with slavery. 

A more prosaic reason is the redistricting 
of the state legislature. In a piece of crude ger- 
rymandering after the 1990 census, white Re- 
publicans and black Democrats struck a 
deal, increasing the number of seats with 
clear white or black majorities. So some 
white state politicians feel no pressure to re- 
flect statewide opinion; they simply have to 
please their constituents, many of whom are 
pro-flag. And some black ones feel pressure 
from their constituents not to compromise. 

Twenty-five years ago, when South Car- 
olina was run by more moderate whites who 
made a point of consulting black politicians 
on racially sensitive issues, a backroom deal 
would have been quickly done. The latest 
proposal, put forth by the Democratic gover- 
nor, Jim Hodges, involves taking the flag off 
the dome and putting a square version—like 
that carried by the Army of Northern Vir- 
ginia rather than South Carolina’s rectangu- 
lar version—in the State House grounds, be- 
side the statue of a Confederate general. It 
has been rejected by both sides. While the 
negotiations drag on, South Carolina risks 
becoming the place where the Civil War be- 
gan, and hasn't yet ended. 
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Shoeless Joe runs again 


WEST GREENVILLE, SOUTH CAROLINA 


REENVILLE is the sort of face South 

Carolina likes to show to the world. 
The heart of the town boasts a string of 
fancy hotels and bijou restaurants to cater 
for the visiting managers from Bmw, Mi- 
chelin and Fuji. Follow Main Street a mile 
or two farther, though, and you arrive in 
West Greenville. This is a place with a 
shuttered centre and rows of modest, 
clapboard houses arrayed around a textile 
factory: in short, just the sort of mill town 
that Greenville used to be before the for- 
eigners arrived. 

But now West Green- 
ville, too, has a potential 
saviour: Shoeless Joe Jack- 
son. Joseph Jefferson Jack- 
son moved to West Green- 
ville in 1893 when his father 
took a job with the Brandon 
Textile Mill. The next year, 
at the age of six, Joe himself 
took a job in the factory. He 
seldom went to school, but 
he did play baseball in the 
mill’s ballpark—and word 
of the youngster’s talent 
soon spread. By the end of 
his career, Jackson (who 
earned his nickname by 
playing one game without 
cleats because he was suf- 
fering from blisters) had 
compiled a .356 batting av- 
erage, still the third-highest 
of all time. 

Jackson (who returned 
to the town for the last two 
decades of his life before he 
died in 1951) has now be- 
come the centre of attempts 
to revitalise West Green- 
ville. “Shoeless Joe is a na- 
tive son,” explains Norm 
Gollub, a local urban plan- 
ner. The mill's ballpark 
where Jackson learned the 
game has been spruced up, named after 
him, and is now used for youth teams (a 
special interest of Jackson, who never had 
children of his own). The city now plans to 
post Shoeless Joe banners on the main 
drag, and also commission a wall-sized 
mural in his honour. And it wants to re- 
cruit baseball-themed businesses to set up 
shop in town. 

But there is a cloud: the Black Sox scan- 
dal. In 1920, Jackson and seven other Chi- 
cago White Sox were suspended for their 
alleged participation in a gamblers’ plot to 
throw the 1919 World Series against the 
Cincinnati Reds. 


It wasn’t 





The grounds for accusing Jackson 
were questionable. Jackson had batted a 
stellar .375 and posted a perfect fielding 
average, hardly evidence that he was play- 
ing less than his best in the series. Indeed, 
the judicial system acquitted Jackson. But 
the hard-line baseball commissioner, Ke- 
nesaw Mountain Landis, still banned 
Jackson, along with his seven team-mates, 
for life in 1921. 

The scandal prompted the memora- 
ble (if almost certainly apecryphal) query 
by a young boy as Jackson 
was emerging from the 
courthouse steps: “Say it 
ain't so, Joe.” People have 
angrily protested Jackson’s 
innocence in films, books 
and bars ever since, and 
some have argued that his 
more guilty team-mates 
were driven to their actions 
by the greed of the team’s 
owner, Charles Comiskey. 

Despite the weight of 
evidence on Jackson’s side, 
the matter will not be set- 
tled in West Greenville’s 
eyes until the ban is lifted 
and Jackson installed in the 
Baseball Hail of Fame. Both 
houses of Congress have 
passed non-binding resolu- 
tions urging this. 

Major League Baseball, 
the notoriously conserva- 
tive owners’ group that 
runs the sport, is reviewing 
the case. Overturning such 
a longstanding decision 
would be unprecedented. 
Worse, the Jackson case has 
got bound up with an 
equally vitriolic fight over 
Pete Rose, another baseball 
player (still very much 
alive) who was banned for 
allegedly betting on his own games— 
something he denies. 

The obstinacy of the baseball estab- 
lishment seems only to have added to the 
fondness for Jackson in West Greenville. 
Local children have written letters on be- 
half of their hero. Another project is to set 
upa museum devoted to mill-league base- 
ball teams. Reunions have been organised 
for mill-league players. Across town in the 
Woodlawn Memorial Park, Jackson’s 
characteristically modest grave is distin- 
guished from its neighbours by the pres- 
ence of several baseballs quietly left there 
by admirers. 
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The judges who rule Congress 


EXT month; on Mothers’ Day, Washington, nc, will see its 
largest public demonstration for years. Hundreds of thou- 
sands of women will descend on the Capitol to lobby Congress to 
pass tougher gun-control laws. Along with Senator John McCain's 
swashbuckling demands for campaign-finance reform, the 
planned “million mom march” is the clearest example of the frus- 
tration building up at the way Congress has been paralysed by 
vested interest groups (in this case, the National Rifle Association). 
But there is a more insidious—and so far more successful-—re- 
sponse to the gridlock. If the political process is snarled up, go to 
the courts. There, judges are willing to regulate by litigation what 
Congress will not influence by legislation. 

Over the past few months, a 
variety of groups--ranging from Ee 
private law firms and state attor- p 
neys-general to municipal govern- 
ments and the Department of Jus- 
tice~have been pursuing gun 
makers through the courts to re- 
coup some of the costs of shoot- 
ings. On March 17th, the threat of 
legal action persuaded America’s 
largest handgun maker, Smith & 
Wesson, to settle. It will abide by a 
variety of restrictions in exchange 
for immunity from prosecution. 

The tobacco companies are al- 
ready paying out $246 billion in a 
similar out-of-court settlement 
with the states. But that deal did 
not give them immunity from 
class-action suits or individual 
prosecutions. So this week, a San 
Francisco court ordered Philip 
Morris and RJ. Reynolds to pay 
$20m in punitive damages to just 
one smoker. A court in Miami is mulling over a class-action suit 
brought on behalf of all Florida’s smokers. 

These decisions do not merely go where politicians feared to 
tread: they actually contradict Congress. Last year, lawmakers 
voted down some of the restrictions that Smith & Wesson has 
agreed to. And in the case of tobacco, the plaintiffs justified the 
vast sum by saying that the companies could afford it by raising 
the price of cigarettes. In other words, the settlement required the 
equivalent of a new cigarette tax something Congress had explic- 
itly ruled out. 

Well so what? Many will say “that’s Congress's fault for failing 
to legislate.” Supporters of judicial activism point out that Ameri- 
can courts have always played a more active role than courts in 
other countries. The future of Microsoft is being debated in front of 
a judge. It wasa judge who broke up atat. And (ina different cate- 
gory) it was the Supreme Court that insisted on the application of 
civil-rights laws throughout the land in the 1960s. 

The supporters of court action are right when they say that the 
supposedly clear distinction between Congress, which makes the 
law, and the judiciary, which applies it, is not clear at all. The courts 
routinely decide whata law actually means because Congress rou- 
tinely fails to be explicit. Does the Americans with Disabilities Act 
cover people with arns? Congress did not say, so the courts had to 
determine that it did: Are companies liable for sexual discrimina- 
tion in the workplace even if they do not know it is happening? 
Again, Congress left it to the courts. Congressional ambiguity 
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breeds judicial activism. 

That said, it is clear that, however fuzzy the line, there is not 
only a difference between Congress and the courts, but the courts 
are intrinsically bad forums for deciding broad matters of national 
policy. Judges do not have teams of policy éxperts toadvise them, 
as congressmen do. They are not always subject to voters’ scrutiny. 
The courts are usually called upon to decide on clashes of private 
interests, not the balance of public ones. 

The coalitions involved in the tobacco.and gun cases, for in- 
stance, are plainly not adequate proxies for the interests involved 
in a national debate. On the one side are the companies them- 
selves,on the other, much of the initiative comes from private law- 
yers who stand to reap vast fees. 
The decision by two government 
departments to get involved in the 
suits—the Justice. Department 
against the tobacco companies, 
and Housing and Urban Develop- 
ment against the gun makers— 
makes matters worse: the adminis- 
tration is supposed to pursue its 
policy agenda through Congress. 

And if a court decision is not 
the best way to set.public policy, 
the out-of-court settlement is an 
even worse one. Stuart Taylor, a le- 
gal columnist with National Jour- 
nal in Washington, points out that 
the astronomical rise in legal costs 
has meant that the mere threat of 
court action can now be enough to 
arm-twist companies into accept- | 
ing new rulesor taxes-even if (as 

i 
| 


happened with tobacco) the com- 
panies have won mostof the initial 
court cases, 

It must be said that the tobacco and gunsettlementscommand | 
a good deal of public support. That is because tobacco companies 
and gun makers rank alongside pederasts and journalists in thein- | 
ventory of American dis-esteem. The trouble is that there can be | 
no guarantee that public backing will continue if thecourts were | 
asked to settle more controversial cases, such as whether pur- | 
veyors of fatty foods are liable for the public health costs of obe- | 
sity. The most controversial of all American domestic policy is- | 
sues, whether to permit abortion, was decided by the Supreme | 
Court, and has continued to split opinion ever since, A similar fate | 
may yet await the decision of the Vermont Supreme Court to give | 
legal backing to same-sex marriages. l | 

Some decisions may always be controversial. The constitution 
has a response to that. The often maddening division of powers 
between the administration and Congress was set up expressly to 
ensure that when laws are passed, they at least command broad 
public support. Courts are much less likely than Congress to pro- 
duce outcomes with that kind of backing. Their advantage (from 
the point of view of activists) is that they have to take decisions; 
Congress can postpone actions on divisive matters. 

That is why the recent increase in judicial activism may, in the 
long run, produce more controversy than the congressional foot- 
dragging that so encourages it. Many of the million moms may 
well be pleased that the gun makers are getting hounded in court. 
But there is a better way. And by gathering in their thousands to 
lobby politicians, they are pursuing it. 
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Carnival time again in 
Latin America? 


NEW ORLEANS 


Much of Latin America is poised for a good year ahead. But a familiar 


vulnerability hangs over the region 


HE economies of Latin America are on 

the mend. That was the message from 
bankers and finance officials this week at the 
annual meeting of the Inter-American De- 
velopment Bank (ips), held this year in New 
Orleans. Yet despite the spring sunshine, and 
forecasts that Latin America will see econ- 
omic growth of up to 4% this year, the mood 
was curiously flat. Perhaps it was the numb- 
ing sterility of the cavernous concrete shed 
that is the New Orleans convention centre, 
or the absence of any pulse-quickening fi- 
nancial crisis in the region. Or perhaps it was 
simply the knowledge that for Latin America 
any talk of boom is so often merely a prelude 
tosickening bust. 

After growing strongly in 1997, South 
America was hit hard in 1998-99 by the back- 
wash from the financial troubles of Asia and 
Russia: capital fled almost all emerging mar- 
kets, and prices for the region’s exports of 
raw materials plunged. Mexico came 
through relatively unscathed, thanks to the 
North American Free-Trade Agreement and 
its strong links with the booming American 
economy. Not only does Mexico look likely 
to survive its presidential election in July 
without economic turbulence, but Brazil, 
Latin America’s largest economy, is also 
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bouncing back strongly after its chaotic de- 
valuation of January 1999. 

This fairly swift recovery owes much to 
strong growth in rich countries and to higher 
prices for raw materials. The oil price has 
soared, helping big exporters such as Mexico 
and Venezuela. Prices of some other com- 
modities that the region exports are up this 
year too. Good management, not just good 
luck, has also played a part. By and large, 
Latin American governments have kept fis- 
cal policy tight, and stuck to pro-market poli- 
cies. They are now being rewarded by the fi- 
nancial markets. 











On the rebound 
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Yet the turmoil of the past two years casts 
a long shadow. It has certainly added to the 
region’s social problems. According to the 
World Bank, 36.4% of Latin Americans lived 
in poverty in 1998. That figure has since risen, 
as unemploymentin the region has soared to 
its highest level since the 1980s. 

Meanwhile, recovery is patchy. Argen- 
tina and Colombia are still struggling to 
emerge from deep recessions. Ecuador, 
though small, is a particular worry. Its econ- 
omy has all but collapsed. With desperate 
determination, its new government, in- 
stalled after a military coup in January, is 
pushing ahead with a plan to adopt the dol- 
lar. It has gained congressional approval for 
sweeping reforms of the kind adopted else- 
where in the region a decade ago. 

The mF is supposed te give its approval 
to Ecuador's dollarisation scheme ‘ter this 
month, releasing a $2 billion bundle or inter- 
national loans. But many international fi- 
nance officials admit privately that the 
scheme is a gamble: “one of the riskiest oper- 
ations we have been involved in,” saysone. It 
isnot clear that the government will manage 
to implement its tough fiscal programme 
and resist pressure to bail out local bankers 
and firms. Nor is it certain that much- 
needed private capital will return to the 
country before the government has per- 
suaded its creditors to write off some of its 
unpayable debts. That could take years. 

The biggest worry, however, is whether 
Latin America can now achieve sustained 
high growth, avoiding the boom-bust pat- 
tern of the 1990s. Despite years of often pain- 
ful liberal reforms, annual growth averaged 
a disappointing 3% for the decade. For that, 
blame chiefly Latin America’s dependence 
on volatile flows of foreign capital. 

For now, however, foreign investors are 
smiling on the region. Its main economies 
should attract some $92 billion in private 
capital this year, up from $65 billion in 1999, 
according to the Institute of International 
Finance, a bankers’ group. Yields on many 
Latin American sovereign bonds have fallen, 
meaning that external finance is becoming 
cheaper. Mexico is especially favoured: in 
March, its sovereign bonds were awarded 
the coveted status of “investment grade” by 
Moody’s, a credit-rating agency. This more 
benign view of Latin America should help 
the region ride out further rises in interest 
rates in the United States. 

Despite the recent turmoil, foreign direct 
investment in the region, in factories and 
firms rather than bonds and shares, has 
risen sharply, to $67 billion last year from $36 
billion in 1996. Much of this money has been 
attracted by privatisation,and is less likely to 
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flee in difficult times. It is also a sign of confi- 
dence in reformed economies, say officials 
and many economists. 

Others disagree. The fact that such direct 
investment accounted for 97% of net private 
capital inflows to Latin America last year 
showed that “markets are working poorly, 
that institutions are inadequate, and that 
risks are high,” argues Ricardo Hausmann, 
the rps’s chief economist. In richer econo- 
mies, he says, investors look for a range of fi- 
nancial products, and foreign firms may 
seek local partners instead of feeling com- 
pelled to invest in their own operation. 

Certainly, if Latin American countries 
are to avoid fresh financial panics, they need 
stronger banking systems, more developed 
local capital markets, and better corporate 
governance. Some governments have recog- 
nised this. Brazil proposes to set up a new 
financial-services agency to stiffen bank su- 
pervision, and its Congress is discussing new 
laws to protect minority shareholders and 
improve accounting standards. Mexico is 
also tightening bank regulation (see page 70) 
in an effort to develop a long-term debt mar- 
ket; this year, it has issued three-year peso 
bonds, and plans to issue a five-year bond. 
Mexican officials hope its Congress will soon 
pass a new bankruptcy law. 

These are encouraging signs. But in gen- 
eral, as Guillermo Perry, the World Bank’s 
chief economist for Latin America, points 
out, the pace of structural reform in the re- 
gion has slowed. To achieve faster growth 
and to reduce poverty there need to be fur- 
ther reforms, of everything from education 
to labour markets. As capital flows back into 
the region, perhaps the biggest danger is that 
this week’s torpid mood at the 1p meeting 
signifies complacency rather than calm. 





Mexico 


Farmed out 


SAN JULIAN 


S TEEN years ago there was maize 
growing everywhere except on the 
roads,” says Octaviano Ronzon, indicating 
the land in front of his father’s house in the 
village of San Julian in Mexico’s south-east. 
Back then, he would have been helping his 
father tend the crop. Now, with so little to be 
earned from the land, the front yard has 
been turned over to small business: half a 
dozen portable lavatories sent from the port 
of Veracruz, which Mr Ronzon is mending. 

Last month, the ministry for land reform 
won 150m pesos ($16m) for a pilot scheme to 
help farmers in remote places like San Julian. 
If it works, the programme could spread. But 
the challenge it faces is huge: to repair the 
damage wreaked by eight decades of farm 
policies based on political expedience rather 
than farmers’ needs. 
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San Julian is an ejido, one of nearly 
30,000 rural collectives bom of Mexico's 
greatest post-revolutionary project, land re- 
form. During 80 years, over 100m hectares 
(385,000 square miles) of land—more than 
half the entire country—were expropriated 
from the big landowners and shared out 
among the peasantry. Politically, the reform 
was a success, creating a wide base of sup- 
port for the long-ruling Institutional Revolu- 
tionary Party. Agriculturally, it was a disaster. 
Today, 3m ejidatarios farm an average of less 
than 10 hectares each. The remainder is com- 
mon land, used mostly for grazing. 

With such small holdings, farmers have 
not been able to invest in modem technol- 
ogy, and anyway much of their land is of 
poor quality. Ever since the 
1994 North American Free- 
Trade Agreement lowered 
import tariffs, maize farmers 
such as Mr Ronzon and his 
family have been steadily 
driven out of business by 
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ejido of Ursulo Galvan has 


turned to peanuts. The gov- 
ernment helped it to buy 


Gulf of 
Mexico 





rsulo Galvan 






their bigger, better equipped MEXICO seeds and machinery, and to 
and more heavily subsidised find buyers; the project has 
competitors over the border. now expanded to include a 

Back in 1992, the govern- dozen surrounding ejidos. 


ment did start to reverse its 
policy on collectives. It stopped distributing 
land and began “certifying” the rights to 
it—a task still only two-thirds finished. And, 
whereas ejidatarios once had the right only 
to reap the benefit from their patch of land, 
they were now to be given a sort of owner- 
ship. Optimists argued that this would help 
to open the floodgates to loans from banks 
and to investment from agribusiness. Pessi- 
mists said ejidatarios would simply sell up 
and head for the cities. 

Both were wrong. Only 0.3% of ejido 
land has so far been sold; farmers seem 
reluctant to leave the only secure thing they 
have. Yet most ejidos remain as unde- 
veloped as ever. For one thing, ever since 
Mexico’s 1994-95 economic crisis, banks 
have not been lending much, and are par- 
ticularly wary of farmers, who left them 
holding a lot of bad loans. For another, the 
government has ended its price guarantees 
for crops, yet few farmers have learned how 
to market their produce and find private 
buyers instead. 

Even for those who have, it is hard to 
compete with American farmers. Mexicans 
enjoy fewer subsidies and face higher inter- 
est rates, higher prices for fuel and imported 
fertilisers, and poor infrastructure. It costs 
twice as much to bring a tonne of wheat to 
Mexico city from Mexicali, near the coun- 
try’s north-west comer, as it does from Kan- 
sas, calculates Victor Celaya of the National 
Agricultural Council, a private-sector body. 

The government's new pilot projects are 
partly designed to find new niches for the 
ejidos. Some farmers are switching from 
maize or beans into more profitable crops. A 
few miles from San Julian, for instance, the 





Sometimes several ejidos 
band together to do contract farming for a 
big commercial customer, who invests in 
their equipment. But this requires co-opera- 
tion, which does not always come readily. In 
San Julian, several farmers have planted wa- 
termelons; but since their ejido is racked by 
land disputes, each is on his own, and at the 
mercy of the local market. 

In any event, finding such niches is hard. 
Some 11m hectares, or 60% of Mexico's culti- 
vated land, is currently devoted to maize 
and beans. Converting all this to fruit and 
vegetables, and finding a market for the pro- 
duce, would be impossible. Some ejidos 
close to the cities can let or sell their land for 
building factories or housing. One, west of 
Ursulo Galvan, lives off the money that day- 
trippers from Veracruz pay to boil them- 
selves in its hot, smelly mineral springs. For 
many, though, there is no obvious way out. 
And, as if the ejidos were not problem 
enough, Mexico also has around 1.5m small- 
holders, another legacy of past land reform, 
who face almost exactly the same problems. 
a 





Canada 


Intensive care 


OTTAWA 


HEIR universal health-care system is 

what many Canadians say most distin- 
guishes their country from their neighbour. 
Medicare, as it is known, is a symbol of fair- 
ness and compassion, virtues that Canadi- 
ans claim to cherish. But the financing and 
delivery of medicare has for years been a 
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a Announcement 


to all owners of 


Patek Philippe watches 





To mark the end of the twentieth century, Philippe Stern, ne 
President of Patek Philippe, has decided to reward all owners 
of Patek Philippe watches with a unique gift: the opportunity - 
to own one of the last ten complicated watches created by the 


company in the twentieth century, and engraved as such: 


All ten watches - ref. 5054 - will be presented personally by S 
Philippe Stern, to those selected, at a special reception to mark the 
opening of Patek Philippe’s Watchmaking Treasures Museum. This 


will take place in autumn 2001. 


All we ask is that you send us the reference. case and. 
movement numbers of the Patek Philippe watches that you 
own and purchased prior to January ist 2000, along with your ae 
name, address and the name of your preferred Patek Philippe 
retailer. You will have as many possibilities to be selected as 
the number of watches that you own. This information should 
preferably be registered on the Patek Philippe website, orsent— 
to us via fax or mail before December 31st 2000, using the 


relevant addresses listed below. 


Philippe Stern would like to take this opportunity to thank 
all those who, through their custom and loyalty, have helped to 
ensure that Patek Philippe will continue to practice its unique 


approach to the art of fine watchmaking for future generations. 


PATEK PHILIPPE a 
GENEVE 


Begin your own tradition. 


www.patek.com Patek Philippe S.A., P.O. Box 2654. 1211 Geneva 2, Switzerland. Fax: (41) 22 884 2060. 
Please see the Patek Philippe website for Terms and Conditions. 
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BOGOTA 


HE investigation started when con- 

tracts worth almost $3m were ap- 
proved by Colombia’s Congressin the last 
days of 1999. Since then, seven people 
have been arrested, including contractors 
and officials of the lower house of Con- 
gress. The president of the lower house, 
Armando Pomarico, has resigned; one of 
his vice-presidents has quit too. Yet inves- 
tigators admit they may have only begun 
to expose the full extent of corruption in 
Colombia’s two houses of Congress. 

The administrative director of the 
lower house, Saud Castro, 
was allegedly behind the 
contracts that sparked this 
latest investigation. His ar- 
rest, last week, was the first 
of seven; more arrests may 
follow. The offending con- 
tracts included three pay- 
ments, each for around 
$50,000, for the building of a 
new looin the Capitol build- 
ing, the purchase of loo pa- 
perand soap, and the sorting 
out of millennium bugs— 
just hours before new year. 

In response, President 
Andres Pastrana has vowed to root out 
corruption, and demanded the resigna- 
tions of the top politicians in the lower 
house. “I committed an error naming 
some officials who were inferior to the 
task at hand...But my management has 
always been clean and transparent,” 
claimed Mr Pomarico, a staunch Pastrana 
ally. The accounts of the two houses are 
now being scrutinised by the attorney- 
general, the secret police and auditors. 

Wherever they look, they are already 
finding more discrepancies. These include 
a series of contracts for work that was un- 
necessary, never carried out or paid for 
twice. Some contracts were awarded at 
hugely inflated costs: $50,000 to repair a 
handrail in the new Congress building; 





Something rotten in Colombia 





Pastrana deodorises 
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$40,000 paid to repaint the lines on the car 
park, a job completed one Saturday after- 
noon. Politicians have also run up huge 
telephone bills calling sex hotlines from 
their parliamentary offices. 

The attorney-general, Alfonso Gomez 
Mendez, says that evidence uncovered so 
far reveals an organised system to cream 
millions off maintenance contracts. “We 








have found that some 80% of the value of 
contracts was shared between the partici- 
pants of this merry-go-round and only 
20% was actually invested in the works,” 
he says. The public prosecu- 
tor’s office has also named 
four top officials of the up- 
per house who are under in- 
vestigation for irregularities 
involving sums totalling 
some $2m. 

The discovery of corrup- 
tion in Congress comes as no 
surprise to most Colombi- 
ans. But there has been a 
public outcry at the scale of 
the fraud, ata time when the 
country is having to put up 
with severe austerity mea- 
sures to deal with Colom- 
bia’s worst recession in over 70 years. Al- 
though Mr Pastrana has shrugged off 
personal responsibility and demanded 
that the investigators get quick results, the 
opposition has criticised his anti-corrup- 
tion drive as a sham. Even before the latest 
scandals, allegations of corruption had al- 
ready forced two of his ministers to resign. 

Itis no coincidence that most of the ir- 
regular contracts were for sums of around 
$50,000. Public contracts above that figure 
have to go to tender. Those below it are left 
to officials’ discretion. The government it- 
self reckons that public-sector corruption 
costs Colombia some $4.4 billion a year. 
“Corruption has done much more dam- 
age to the country than the guerrillas,” 
says Mr Gomez Mendez. 
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source of friction between the federal gov- 
ernment in Ottawa and the ten provinces. 
This week, at the end of a particularly fiery 
month, Allan Rock, the federal health minis- 
ter, called a meeting in Toronto with his pro- 
vincial counterparts to seek a truce. 

First introduced in 1962 by a socialist 
government in Saskatchewan, one of the 
poorer but more idealistic provinces, medi- 
care was soon spread across Canada by the 
Liberal government of Lester Pearson on the 
basis that costs were to be shared between 
the federal and provincial governments. 
What began as a 50-50 division, however, be- 
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came an increasing burden for the provinces 
after the federal government, looking for 
budget cuts, began in 1994 to reduce drasti- 
cally the block grant for social services. To- 
day, Alberta’s goverment claims that Ot- 
tawa is paying only 13% of its health-care 
costs, which have meanwhile soared with a 
growing and ageing population. 

Everybody admits reform is needed. 
Emergency wards are overflowing—often 
with people with minor ailments, because 
family doctors work limited hours. Many 
specialists have headed across the border in 
search of more money and modern equip- 
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ment. This, along with a shortage of hospital 
beds now that so many patients need long- 
term care, has lengthened waiting-lists for 
operations. The overload on the system has 
been further aggravated by the decision of 
several provincial governments to eliminate 
their budget deficits—and, in Ontario, to of- 
fer tax cuts—by squeezing health services, 
laying off nurses and closing hospitals. 

Now that most provincial budgets are 
back in surplus, how should health care be 
reformed? The provinces want Ottawa to re- 
store the money it cut, and have demanded 
an extra C$4.2 billion ($2.9 billion) a year for 
health. Last year, Paul Martin, the federal fi- 
nance minister, did put in an extra C$3.5 bil- 
lion to cover the next three years; and, in this 
year’s budget, he allotted another C$z.5 bil- 
lion for social services over four years. But 
this still falls short of the original losses. 

Mr Rock's ideas include looking after 
long-term patients at home, to release hospi- 
tal beds for surgical cases, and improving the 
primary care provided by family doctors, to 
relieve the burden on emergency wards. 
There will be enough money for all this, he 
promises, as soon as a reform plan is agreed 
on and under way. Yet the provinces want 
the money up front, and say they will cutser- 
vices further if they do not get it. 

The prickliest part of reform concerns 
privatisation. On March 2nd, Alberta’s Con- 
servative premier, Ralph Klein, introduced a 
bill to allow private clinics to do low-risk sur- 
gery which nonetheless involves an over- 
night stay. Twice before, he has had to with- 
draw similar bills after protests by 
pressure-groups which claimed that he was 
bringing in a two-tier system. Once again, he 
faces fierce resistance. One radio poll sug- 
gests that 58% of Albertans are against it.On 
March ioth, delegates representing the 6,000 
doctors belonging to the Alberta Medical 
Association voted to oppose the bill unless 
big changes were made. They say that such 
clinics—which already exist, mostly to per- 
form cataract operations—have no inten- 
sive-care facilities todeal with complications 
that might arise from more serious surgery. 
The doctors’ solution is to secure more 
money and staff for public hospitals. 

Mr Rock fears that the new bill would in- 
deed undermine the country’s single-tier 
health system. Both he and Jean Chrétien, 
the Liberal prime minister, have flown sepa- 
rately to Alberta’s capital, Calgary, to urge 
the locals to oppose it. After meeting Mr 
Klein, Mr Chrétien agreed not to challenge 
the bill—private hospitals are outlawed in 
Canada—in the hope that a compromise 
could be reached. Others have been less coy. 
The main union representing the country’s 
health-care workers claims that these “surgi- 
cal clinics” are private hospitals under an- 
other name, that the bill is illegal, and that it 
opens the door for large American firms to 
set up private hospitals across the country. 
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June 4th 1967 line 


1923 international frontier 


Israel, Syria and that sliver of 
the Galilee shore 


JERUSALEM 


A meeting between Bill Clinton and Hafez Assad has failed to bring about an 
agreement between Syria and Israel on where their new border should be 


EACE talks between Israel and Syria, 

which sputtered briefly to life at the turn 
of the year, now seem doomed to prolonged 
and potentially dangerous suspension, The 
meeting between Syria’s President Hafez As- 
sad and Bill Clinton in Geneva on March 
26th was a failure. Mr Clinton’s spokesman 
had to report that the gap between Israeli 
and Syrian positions was too wide for the 
talks between them usefully to resume. 

America’s Arab friends—including Jor- 
dan’s King Abdullah and Egypt's President 
Hosni Mubarak, who was talking to Mr Clin- 
ton in Washington this week—are offering 
anxious assurances that all is not yet lost. But 
the Americans and the Israelis seem resigned 
to the likelihood that Mr Assad means what 
he says. And what he said, during more than 
three hours with Mr Clinton, was that Syria 
insisted on recovering the north-eastern 
shore of the Sea of Galilee. 

Mr Assad’s unwavering demand, ever 
since he first agreed to hold talks with Israel 
at the Madrid peace conference in 1991, has 
been that Israel should withdraw to the line 
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that Syria held on June 4th 1967, the day be- 
fore the six-day war broke out and Israel oc- 
cupied the Golan Heights. Israel says that the 
nearby international frontier, demarcated 
by France and Britain in 1923, should be re- 
constituted as the new boundary. 

The international frontier formed the 
basis of the armistice agreement signed by Is- 
rael and Syria in 1949. On the north-eastern 
coast of the Sea of Galilee it ran ten metres 
(about 11 yards) from the water’s edge. But 
the line was soon overrun as both sides 
grabbed tracts of land in subsequent spo- 
radic fighting up and down the front. 

The Syrians claim that when Yitzhak Ra- 
bin was Israel's prime minister they got a 
firm commitment, through American inter- 
mediaries, that withdrawal from the Golan 
meant withdrawal to the June 4th line. Is- 
rael’s current prime minister, Ehud Barak, 
has signalled that he is in fact prepared to 
withdraw to the pre-war line along most of 
the front—but not on the shore of the Sea of 
Galilee. “No Syrian soldiers will splash their 
feet in the Kinneret,’ Mr Barak repeatedly 


pledged in his election campaign last year, 
using the Hebrew name for the small lake 
that provides some 40% of israel’s water. 

This week he confirmed that “control of 
the Kinneret” is the key sticking-point. In re- 
turn for a swathe of shore—for Mr Barak 
wants to build a road on a wider strip than 
the original ten metres—Israel is offering 
Syria the hot springs at Al-Hamma, south- 
east of the lake. These are inside Israel, as de- 
fined by the international border. But Syria 
sees no fair swap here, since it also held Al- 
Hamma on the eve of the six-day war. 

The disputed sliver of lakeside has huge 
symbolic resonance, but little strategic value. 
After all, Israel is prepared to cede the Golan 
escarpment itself, towering above the lake to 
the north and east. By the same token, Syria’s 
recovery of the Golan would dwarf, in terms 
cf Syria’s strategic interests, the return of the 
shoreline. But dispassionate logic is not the 
crder of the day, on either side. 

It might be thought that this kind of co- 
nundrum would be amenable to imagina- 
tive diplomacy, which presumably is what 
Mr Clinton hoped to apply at the meeting in 
Geneva. But that would be to presume a 
modicum of goodwill and trust between the 
parties, without which no resourceful re- 
arrangement of cartography can take place. 

Both are markedly absent. Mr Assad, 
known to dislike ambiguity, wants to know 
where a negotiation is going before he em- 
barks on one. He is determined not to repeat 
Yasser Arafat’s lamentable mistake of ac- 
cepting peace with Israel while taking on 
trust the amount of land to be given back. 

Israelis, for their part, feel no goodwill to- 
wards Syria: Mr Assad and his acid-tongued 
foreign minister, Farouk Sharaa, have seen to 
that. Moreover, Mr Barak has little flexibility. 
His mantra on foot-splashing reinforced 
many Israelis’ strong emotions about the 
lake. If he ceded the shoreline now, he would 
almost certainly lose the referendum which 
he has undertaken to hold in order to ratify 
any peace deal with Syria. 

With the central plank of his peace pol- 
icy in splinters, Mr Barak will find it harder 
than ever to hold his disparate coalition to- 
gether. The ultra-Orthodox Shas party and 
the ultra-secularist Meretz, at odds over 
practically everything else, were committed 
at least to a land-for-peace deal with Syria. 
On March 27th, the venomous relations be- 
tween them took a turn for the even worse 
when the attorney-general ordered a police 
investigation into a string of allegedly incita- 
tive curses hurled ten days earlier by Shas’s 
spiritual leader, Rabbi Ovadia Yosef, at Me- 
retz’s temporal leader, the education minis- 
ter, Yossi Sarid. Shas threatened to set the 
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-streets alight rather than allow the venerable 
= rabbito be interrogated. 

Against this troubled background, Mr 
~ Barak is still determined to withdraw from 
“south Lebanon. The deadline is July, but now 
' that the Syrians are apparently out of the 


reckoning, it could be brought forward. The 


prime minister reiterated: his warning “to 
anyone and everyone” that, once his troops 
are back behind the border, any attack will 
bring massive retaliation. If this happens, 
Lebanon would, once again, be the victim, 





© CAIRO 


S$ THE first country to have made peace 

with Israel, Egypt likes to be seen as the 
Middle East’s peace broker. President Hosni 
Mubarak spent this week in Washington; a 
Euro-Afro summit will be held next week in 
Cairo. But the domestic hieroglyphics emerg- 
ing from the Egyptian government these 
days are so contradictory that they baffle 
even seasoned pyramidologists. In short: are 
Egypt's society and its economy growing 
more open, in line with the rest of the 
world’s, or are they both closing up? 

Part of the puzzle is structural. Egypt pre- 
tends to be a democracy, yet has been 
ruled by the same narrow circle since 
the revolution of 1952. It is meant to be a 
republic, but its president enjoys powers 
any king would envy. The government 
claims to espouse free markets and to 
shun religion in politics, but Egypt’scon- 
stitution enshrines both state socialism 
and Islamic law. Officials boast of the 
country’s stability in a stormy re- 
gion, but Egypt has lived under an 
official state of emergency for all 
but eight of the past 61 years. 

The conundrums have thick- 
ened lately. Despite having deci- 
sively crushed an Islamist insurrec- 
tion that killed 1,300 people in the 
mid-1990s, the government has 
just extended emergency law for 
three more years. The law allows 
virtually unlimited detention of sus- 
pects, permits eavesdropping without a 
warrant and restricts the holding of 
meetings. This represents only the 
blunt edge of an arsenal of controls, 
including a state monopoly of 
broadcast media, restrictions on 
trade and student unions, and 
heavy supervision of non-gov- 
ernmental organisations. 

In spite of all this, Mr Mubarak 
has promised that the parliamen- 
tary election due in November will 
be cleaner than the last one. Not too 
ambitious a claim, perhaps, consid- 
ering that the voting in 1995 gave 
the ruling National Democratic 
Party a garish 94% of the seats, 
left 70 people dead and 
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: Reading the hieroglyphics 


: Mixed signals are drifting up from the Arab world’s most populous country 


prompted candidates in over half the con- 
stituencies to contest the results in court. Asa 
sign of kinder intent, Mr Mubarak recently 
appointed a few younger faces to the Npp’s 
ageing leadership, among them some Coptic 
Christians and his 37-year-old son Gamal. 

But nor stalwarts have shot down plans 
to introduce proportional representation 
and rejected calls for constitutional reforms 
that would reduce the odds against Egypt's 
15 flimsy legal opposition parties. The NDP- 
controlled committee that vets new parties 
has refused every application it has ever re- 

ceived since 1977—until this 
March when it said yes to a 
group of old-school socialists 
whose split from the increas- 
ingly Islamist-leaning Labour 
Party will narrow Labour’s slim 
electoral hopes. 
To add to the confusion, the all- 
powerful state is blowing hot 
and cold on human-rights is- 
sues. The Ministry of the Inte- 
rior released 840 long-term Is- 
lamist prisoners in time for a 
Muslim feast in March, reducing 
the number of political detain- 
ees it holds by a fifth. Yet the trial 
before a military court of some 
20 senior members of the far less radi- 
cal Muslim Brotherhood continues, 
Other members of the organisation 
faced a similar trial before the 
1995 election, in order, it 
seemed, to put them safely out 
of the running. 

Most Egyptians are too pre- 
occupied with other cares— 
such as failing health and edu- 

cation systems—to express sur- 

a prise over political flip-flops. 
AWA What has raised eyebrows 
lately is the contradictory na- 
ture of the government’s economic 
policies, It says it is committed to re- 
form, especially the privatisation of 
state firms, and much has indeed 
been achieved. The loosening of 
economic controls has helped 
to sustain growth of 
around 5% and has 










created a growing consumer lass. ; 

Yet Egypt's prime minister frightened i in- 
vestors recently by declaring a moratorium 
on sales of state-owned cement factories, on 
the ground that foreign firms were gaining 
too much. control of a “strategic” industry. 
Similarly, the minister of information said it 
was time to consider inviting private invest- 
ment in broadcast media, then made it clear 
that the offer was limited to satellite pro- 
gramming under firm state censorship. 

Such signs of resistance to economic lib- 
eralisation, compounded recently. by. con- 
cerns over tight liquidity anda rigid ex- 
change rate, have dampened both retail and 
stock markets, as well as the foreign invest- 
ment that Egypt badly needs. 

To some Cairo pundits, the govern- 
ment’s zigzag policies hint at a power strug- 
gle between liberals and conservatives. Opti- 
mists believe that the conservatives are 
fighting a losing battle. Others deny that the 
tight cabal of officials in charge. of informa- 
tion and discipline in the ruling party is in 
any danger of losing its grip. 

Yet the government's. indecisiveness 
does suggest a jockeying for power.among 
establishment heavyweights. This is hardly 
surprising. Mr Mubarak is now 71.and has 
“reigned” for 18 years. Although he went to 
Paris last autumn for extended treatment of 
what was described as an ear infection, he 
shows few open signs of frailty. Even so, the 
question of succession is beginning to in- 
trude on the public consciousness. 








South Africa 


From apartheid 
to welfare state 


EAST LONDON 





CORPSE in a post-office queue recently 

illustrated the lengths to which some 
poor people will go to obtain a little cash. 
Buthi Kinikini’s relations tried to disguise the 
fact that he was.dead in order to withdraw 
his meagre savings. Discovered, they fled. 

The South African government is trying 
to make life less desperate for families like 
the Kinikinis. There have been successes: 
more villages now enjoy piped water and 
electricity, and large sums are transferred 
each year from rich parts of the country to 
poor ones, such as the Eastern. Cape, where 
Mr Kinikini lived. State benefits have grown 
quite generous and are extremely popular. 
But there are snags. Handouts are expensive. 
They are also badly administered, and they 
create perverse incentives. 

South Africa intends to spend about 24 
billion rand ($3.7 billion).on grants to the 
poor this year, about 3% of Gpp. This is a lot 
for a developing country: The largest chunk 
goes on pensions, with disability. and hous- 
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Spent, but well spent? 
South Africa's provincial welfare spending* 
rand bn 


97 98 991 20001 O1* 02 
Financial year ending March 31st 


*Excluding housing grants ‘Estimate *Forecast 
Source: South African Department of Finance 











ing grants, and a new child-care benefit, 
making up most of the rest. The welfare min- 
ister, Zola Skweyiya, recently proposed 
spending an additional 6 billion rand a year 
on dole payments for the unemployed. But 
the Finance Ministry is unlikely to allow him 
this money, not least because his depart- 
ment has had trouble making use of the 
funds it currently receives. 

In March, the auditor-general revealed 
that 516m rand earmarked for social spend- 
ing over the past three years had not been 
spent. In addition, a 204m rand special pov- 
erty-relief fund was left 99% unspent last 
year, apparently because the bureaucrat in 
charge was allegedly running a private busi- 
ness during office hours instead of relieving 
poverty. A third of the posts in the welfare 
department are vacant, and many of the re- 
mainder are filled by people Mr Skweyiya 
said he wished he could sack for incompe- 
tence. But it is difficult to fire civil servants. 

Mr Skweyiya hopes to unblock the sys- 
tem by devolving more responsibility to the 
provinces. In theory, this is a good idea. Un- 
fortunately, the poorest provinces, where 
welfare payments are most appreciated, are 
even more chaotic than the national welfare 
department. The Eastern Cape, for instance, 
is a mess. The province was created in 1994 
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Waiting for the cash that may still be sitting in somebody’s drawer 


by merging previously “white” areas with 
two black “homelands”, Transkei and Ciskei. 
Homeland bureaucrats were notoriously 
slack and corrupt; the white ones saw their 
role as keeping blacks in their place. Merging 
them into a single provincial government 
has been fraught. 

There are too many civil servants, and 
they often do not like each other. Old 
crooked habits persist: some public servants 
claim multiple salaries and pensions; the 
honest remainder, and legitimate welfare 
claimants, are often not paid for months be- 
cause there is no money left. Huge sums are 
simply stolen. The national anti-corruption 
task-force has 27,000 cases outstanding in 
the Eastern Cape. Meanwhile, the roads are 
so bad, and buses so rare, that rural pension- 
ers find it hard to get to a post office to cash 
their pension cheques. Loan sharks follow 
the pension van from village to village, buy- 
ing up the cheques at a discount. 

Even if efficiently administered, South 
Africa’s current welfare policies would not 
be the best way of fighting poverty. Pensions 
are generous (540 rand a month), not be- 
cause someone calculated that this was the 
best use of scant resources, but because 
black pensions were doubled shortly before 
apartheid ended to bring them in line with 
white ones. For many poor families, pen- 
sions are now the main source of income. 
Each pensioner usually supports a large ex- 
tended family. Although grandmothers 
spend the money responsibly—they are un- 
likely to blow it on beer—they are also un- 
likely to start small businesses, so the cash 
tends to be consumed rather than invested. 

Housing subsidies, which finance about 
200,000 new homes a year, are popular but 
too rigid. Shack-dwellers can obtain grants of 
up to 16,000 rand to spend on bricks and 
mortar. But home ownership encourages 
people to put down permanent roots in ar- 
eas where there may be no jobs, and the 
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money cannot be spent on setting up a shop 
or learning a skill. 

A study of Duncan Village, the township 
outside East London where Mr Kinikini 
lived, by Leslie Bank of Rhodes University, 
calls the housing subsidy a “poverty trap”. 
Poor people who received the grant found 
they could not afford to pay the service 
charges in their new homes. Before, when 
they lived in squatter camps, they drew wa- 
ter from a communal tap and used paraffin 
lamps. Now, in a new government house, 
they have flush toilets, electric lights—and 
huge water and power bills. Worse, the new 
houses are usually built in sparsely popu- 
lated areas, where land is cheaper. But with 
fewer customers for their beer-selling or 
shoe-mending businesses. grant recipients 
often grow poorer.So much for progress. 





Rwanda 


In and out 


KIGAL! 


E LEFT office last week in high dud- 

geon, but President Pasteur Bizi- 
mungu’s colleagues somehow managed to 
congratulate themselves on his smooth, 
bloodless departure. “Where else in Africa 
would you geta president leaving of his own 
accord?” mused a senior official, “This just 
shows what a healthy democratic environ- 
ment we have in Rwanda.” 

This sanguine view is largely confined to 
the handful of power-brokers inside the rul- 
ing Rwandan Patriotic Front (RPF), a move- 
ment more famed for its tactical acumen and 
ruthless pursuit of enemies than its open- 
ness. Mr Bizimungu, who joined the rer in 
exile in 1990, was the highest-ranking Hutu in 
Rwanda. As president, he performed a rather 
incongruous double-act with Vice-President 
Paul Kagame, the top Tutsi in government, 
and the man who really runs Rwanda. 

As the Rwandan public saw things, Mr 
Bizimungu was the jolly, extrovert business- 
man-tumed-politician. Mr Kagame, six 
years his junior, was the austere, ascetic mili- 
tary supremo, a diffident public performer, 
though considerably more powerful. 

Mr Bizimungu, however, was found to 
be dispensable, helped on his way by careful 
briefings from opponents in the rer who 
made much of his autocratic management 
style, his old-fashioned ways, his alleged cor- 
ruption. The same was true of Pierre-Celestin 
Rwigema, the shadowy prime minister, who 
left at the end of February, saying his job had 
become untenable after a series of par- 
liamentary inquiries and press stories had 
cast doubts on his probity. 

The new prime minister is Bernard Ma- 
kuza, a former ambassador in Germany, 
who, like Mr Rwigema, is a Hutu. His admin- 
istration has a three-year brief, since the 
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RUGAZI, UGANDA 


T WASascene from hell. Barefoot prison- 

ers, digging in the house of a former Ro- 
man Catholic priest, unearth decompos- 
ing bodies. The corpses are dragged out of 
the pit by ropes, thrown on the ground out- 
side the house and then reburied in 
trenches. Local people look on in horror, 
holding sprigs of rosemary to ward off the 
stench of decaying flesh. What, a week ago, 
was thought to be mass suicide turns out to 
be mass murder, on a horrifying scale. 

At mid-week, more than 300 murdered 
corpses had been dug up, amid constant 
reports of many more grisly discoveries. All 
these are in addition to the unknown num- 
ber who last week were consumed by fire 
in the church at Kanungu in western 
Uganda: 330 people are known to have 
died but the true figure could be nearer 500. 

Followers of the Restoration of the Ten 
Commandments of God were at first 
thought to have set themselves alight in the 
belief that the Virgin Mary was coming to 
spirit them to heaven. Then the murdered 
bodies started turning up. First it was six 
thrown into a pit in the house of one of the 
cult leaders in Kanungu. Then it was 153 bo- 
dies, nearly half of them children, buried 
under the floor of the cult’s transit camp 
about 50km (30 miles) away from the 
church. Then 81 bodies, 48 of them chil- 
dren, were found under the floor of the 
house of one of the cult leaders, Father Do- 
minic Kataribaabo, an ex-Catholic priest 
with a degree in theology from a Califor- 
nian university. Another 74 bodies were 
found in the banana-fringed back garden. 
Police say there are three more sites used by 
the cult yet to be excavated. 





| Mass murder, rather than suicide 


Details about the cult are still sketchy 
as most of its active members appear to 
have been killed or to have vanished. What 
is emerging, however, looks increasingly 
sinister. The group was led by a former 
Catholic teacher, Joseph Kibwetere, who 
appears to have fallen under the spell of 
Credeonia Mwerinde, a woman who de- 
scribed herself as a former prostitute and 
claimed to have regular visions from the 
Virgin. She set up a strictly controlled com- 
munity on her land in Kanungu. Members 
had to hand over all their wealth to the 
sect, and sex was banned. The leaders en- 
forced a rule of silence, instructing their 
members to communicate by sign. They 
preached that the end of the world was 
nigh and only believers would be saved. 

But it is still not known why the group 
turned murderous. Most of the victims, 
many of whom had been strangled, ap- 
pear to have been killed several months 
ago. This has led to the belief that the lead- 
ers may have panicked when their predic- 
tion that the world would end on Decem- 
ber 31st 1999 proved false, and their 
followers began demanding back the 
property they had handed over. 

There is also speculation that some of 
the leaders, having enriched themselves 
and punished dissent, escaped the fire and 
are now on the run. A contrary theory sug- 
gests that they were in the grip of the insane 
belief that what they were doing was right, 
and that they murdered as part of some ter- 
rible ritual. 

What makes the whole, horrible affair 
even stranger is that the group managed to 
carry out its activities undetected in the 











Pulling the corpses out of their pit 
most densely populated part of Uganda. 
The leaders were careful to conform to 
regulations so that, although local security 
officials had some inkling that the sect’s ac- 
tivities were dangerous, they did not report 
them to higher authorities. Some officials 
were involved in the cult themselves. Presi- * 
dent Yoweri Museveni has said that there 
will be an inquiry into why knowledge 
about the cult was suppressed. 

The truth is that nobody really knows 
how or why hundreds of people, including 
at least 200 children, were slaughtered. 
Worse, the truth may never be known: 
Uganda's police force is under-equipped 
and under-paid and forensic examina- 
tions of the dead have so far been cursory. 








post-genocide transition period has been 
stretched to 2003. But the rpr could extend 
that if it chooses: the party has developed a 
useful strategy for remaining in power and 
Rwanda’s constitutional guidelines tend to 
be flexible. 


Uganda, after the horrors were over. 

Even more important than the presi- 
dent's resignation was the departure in Janu- 
ary of Joseph Kabuye Sebarenzi, the Tutsi 
speaker of parliament. Although he was 
away from the country in 





The sixth anniversary 
of the 1994 genocide finds 
Rwanda confronting a se- 
ries of problems, some inev- 
itable, others self-created. 
The political divisions go 
well beyond the often over- 
simplified Hutu-Tutsi di- 
vide. Some of the RprF’s 
strongest critics are among 
Tutsis who survived the 
genocide and now resent 
what they see as their mar- 
ginalisation by English- 
speaking former exiles who 
returned, mainly from 
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Kagame on his own 


1994, Mr Sebarenzi was 
viewed as a strong spokes- 
man for genocide survi- 
vors. So was Assiel Kabera, 
a presidential adviser, who 
was shot outside his house 
in the suburbs of the capi- 
tal, Kigali, in March, 
prompting local human- 
rights organisations to de- 
mand a full, open inquiry. 
They are unlikely to get one. 

Mr Sebarenzi fled to 
Uganda, talking of death 
threats, after being accused 
of conniving with royalists 


seeking to restore Rwanda’s exiled monarch, 
Kigeli V.His flight brought into the open alle- 
gations about a conspiracy to revive the 
monarchy, and about the existence of a 
“king's army”, reportedly composed of dis- 
affected soldiers from the Rwandan army. 
The army is still heavily involved in the 
Congo war next door. Mr Kagame, like other 
African leaders, pays lip-service to last July's 
Lusaka agreement that officially ended the 
conflict and endorsed.a un peacekeeping 
operation. But Rwanda’s first concern is to 
protect its borders from the Interahamwe 
militias who operate in the hills and forests 
of eastern Congo. Although Rwanda is frus- 
trated by the shambolic, poorly-led Congo- 
lese rebel movement it has allied itself with, 
an entente with Congo’s President Laurent 
Kabila is improbable. The conflict receives 
little coverage in the domestic press, and its 
costs and casualties are kept well hidden. 
a 
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EUROPE 


France shuffles its pack 


PARIS 


But Lionel Jospin, the prime minister, has not yet laid all his political cards on 


the table 


HEN slogan-shouting public-sector 

unions take to the streets and rosy 
prospects for the electoral future suddenly 
look a little faded, what should an astute 
French prime minister do? The first answer is 
to seek scapegoats: witness the government 
shuffle on March 27th, when Lionel Jospin 
summarily sacked his ministers for finance, 
education, the civil service and culture. The 
second answer is to inject new blood into the 
Socialist-led coalition. And the third answer, 
as Mr Jospin told parliament 
the next day, is to argue that 
nothing fundamental has 
changed, that the shuffle is 
“not a change of government 
but a change in the govern- 
ment, not a change of policy 
but a deepening of policy.” 

The scapegoats may have 
their doubts. Christian Sautter, 
finance minister for less than 
five months and a man of in- 
tegrity and diligence, carries 
the can for failing to persuade 
tax collectors and assessors 
that they belong under the 
same roof. Claude Allègre 
failed toconvince the trade un- 
ions that, with fewer students, 
France has no need for more 
teachers. Emile Zuccarelli 
failed to get his civil servants to 
offer greater flexibility in re- 
turn for a shorter working 
week of 35 hours. All three 
ousted ministers can reason- 
ably claim that, when the going 
got tough, the prime minister's 
backing went soft--even for 
Mr Allégre, a friend for 40 
years. As for the culture ministry, it seems 
that Catherine Trautmann, formerly a popu- 
lar mayor of Strasbourg, was simply a touch 
too provincial for the snobs of Paris. 

But this week's victims will quickly be 
airbrushed from the political picture. The 
fascination is in the newcomers, and two in 
particular. To general astonishment, Mr Jos- 
“pin has replaced Mr Sautter with Laurent Fa- 
~~ bius and Mr Allègre with Jack Lang. Since Mr 
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Fabius, picked by Francois Mitterrand in 
1984 to be France’s youngest prime minister 
of the century, has been Mr Jospin’s political 
rival for a generation, in the back-stabbing 
world of French politics this is an appoint- 
ment fraught with risk (see page 50). 

By contrast Mr Lang, a Mitterrand fa- 
vourite and at various times his minister of 
culture and of education, will pose no direct 
challenge; it is simply that many of the prime 
minister's loyalists loathe him as a headline- 





grabbing intellectual lightweight. Who else 
but Mr Lang, they sneer, would have given 
the culture ministry's highest award to Syl- 
vester Stallone? 

No wonder, then, that the French press 
has greeted the shuffle as the “revenge of the 
Mitterrandists”. After all, until this week Mr 


Jospin, with his Protestant instinct for 
cleaner politics, had studiously ostracised 
politicians from the manipulative Mitter- 
































rand era. Now he has not just Messrs Fabius 
and Lang on board, but Michel Sapin.and 
Catherine Tasca too. Mr Sapin, an ally of Mis: 
chel Rocard, another of Mitterrand’s. prime» 
ministers, becomes the civil-service minis- 
ter. Miss Tasca, who was Mr Rocard’s com- 
munications minister, takes over fi 

Trautmann. 

Yet there is plenty of method Mr Jos: 
pin's Se madness For all the risk that 
Mr Fabius will be too powerful to control 
the likelihood is that he will provide a bale 
ance to the government that it has lacked _ 
since Dominique Strauss-Kahn resigned as 
finance minister last November in order to 
defend himself against charges of fraud and 
corruption. 

Certainly Mr Fabius, with his Strauss- 
Kahn-like enthusiasm for lower taxes and 
freer markets, will be a counterweight: to 
Martine Aubry, the employment minister, 
who has saddled employers and unions. 
alike with the 35-hour week. 
And certainly the rebalancing 
comes at an opportune Mo 
ment. After all, m three 
months’ time France will take 
on the European Union's rot 
ing presidency. 

With Mr Lang, the method ; 
is cleverer still. Until the shuf- 
fle, Mr Lang was a self-declared 
candidate for mayor of Paris in 
next year’s elections, even 
though the Socialists’ favoured. 
candidate was the stolid Ber- 
trand Delanoe. As a minister, 
Mr Lang has immediately had”: 
to relinquish his Paris ambi- 
tions, so a. damaging battle: 
among. fellow. Socialists has. 
been avoided.. Moreover, as 
minister, Mr Lang has just the 
right mix of charm and cha- 
risrna to soothe an educational: 
establishment—teachers, par- 
ents and students alike—that 
“found Mr Allégre’s confronta: 

‘tional approach hard to take. 
Add to Mr Fabius, Mr Lang, Mr 
Sapin and Miss Tasca a quartet 
of lesser appointments, includ- 
ing one each for the Greens and the Commu- < 
nists, and Mr Jospin can fairly claim that his.” 
new team is both better balanced and pun- 
chier than its predecessor. 

The question is to what purpose. Oppo- 
sition politicians deride the “return to the 
Mitterrandist system” as a formula that will... 
continue what they call Mr Jospin’s immo: 
bilisme, and it will take more than rhetoric to 
change their minds. Indeed, Mr Fabius, 
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EUROPE 





|. Mamma mia! 
| 


OOKS and films about Italy tend to 
| concentrate on la famiglia, the hub 
around which Italian society is said to re- 
| volve. Luigi Barzini, who in 1964 wrote a 

classic called simply “The Italians”, de- 
| scribed the Italian family as catering like a 
| restaurant, offering shelter like a hotel, 
| healing like a hospital. Does his descrip- 
tion still ring true? 

Anew study by Istat, Italy’s main statis- 
tical body, shows that, although things 
have changed, the Italian family has grown 
no weaker. Indeed, in some respects it has 
expanded, as it picks up more tasks. 

The proportion of unmarried Italian 
men aged up to 30 who still live with their 





Staying in the nest 
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parents has reached a staggering 70%, up 
sharply even from five years ago. Many 
children who have left the nest to marry 
have not flown far: 43% of all married Ital- 
ians aged up to 65 live within a single kilo- 
metre (not much more than half a mile) of 
their mothers. Some 15% live in the same 
building. Of those who do not actually live 
with mamma, 77% see her at least once a 
week; 58% of married sons and 65% of 
married daughters see her every day. 

These figures reveal a lot about mod- 
ern Italy. The new, stay-at-home family is 
no longer just a restaurant, a hotel and a 
hospital but also a hospice, a nursery and 
much else besides. Since Italy is greying 
faster than any other European country, 
except Spain, having married children 
nearby lessens the problem of caring for 
the aged. And as more and more mothers 
go out to work, grandparents are there to 
look after the children. 

When the children grow up, grand- 
parents--whose pensions are among the 
highest in Europe—are able to come up 
with money for the coveted motorino, the 
moped every Italian teenager craves. And 
when those same children cannot find a 
job, the pension makes up for Italy’s ab- 
sence of unemployment benefits. 

The extended family also acts as a 
bank, when, as is the custom, parents help 
their married children to buy their first 
house: 69% of Italian families own one. It is 
an insurance company too, since family 





while arguing that economic growth will al- 
low for “a certain number of reforms”, has 
already conceded, in words that will be mu- 
sic to civil-service ears, that “you cannot 
have reform without dialogue.” Meanwhile, 
Claude Goasguen, spokesman for a 
Thatcherish party, Liberal Democracy, 
waspishly argues: “Sapin, Fabius and Lang 
are there to make people go to sleep. It’s a 
government designed to sedate, which has 
chosen elections, not reforms.” 

Perhaps. But which elections? There is no 
doubt that Mr Jospin keeps his eye fixed 
firmly on 2002, when a parliamentary elec- 
tion is due in March and a presidential elec- 
tion two months later. That is why the cynics 
doubt his willingness toconfront the unions; 
those doubts will remain, even if, as some 
would prefer, the presidential poll is put be- 
fore the parliamentary one. After all, it was 
union unrest that in 1997 led to the downfall 
of the previous conservative government 
and to Mr Jospin’s victory. 

But between now and then will come 
next year’s local elections, in which several 
people in Mr Jospin’s present government 
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members tend to help one another, finan- 
cially and otherwise. 

And, these days, the family has be- 
come a fairly sophisticated: communica- 
tions centre. Italy’s ubiquitous mobile 
phones (30m, more than any other country 
in Europe) can be explained by the web- 
like nature of the family, where everybody 
wants to talk to everybody else. Once 
again, Istat’s figures are revealing. Of those 
who do not live with their mothers, 70% 
ring her every day. 

Luigi Barzini called the ftalianfamily “a 
stronghold in a hostile land”. The land may 
not now be hostile, but la famiglia still 
makes up for the state's shortcomings, pro- 
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intend to compete in order to establish a 
power base for their future careers. Mrs Au- 
bry, for example, has her eye on Lille; the jus- 
tice minister, Elisabeth Guigou, has her 
sights on Avignon. The point to bear in mind 
is that Mr Jospin has said, toooften toretract, 


Germany 


Metall buckles 


BERLIN 


that a minister cannot also be a mayor. The 
political logic, therefore, is that this week’s 
shuffle cannot be Mr Jospin’s last. in which 
case, both the right and the left of the party— 
and particularly the ambitious Mr Fabius— 
havea lotto play for. 
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The wage agreement between Germany’s bosses and the country’s largest 
trade union bodes well for the economy 


Te week’s unexpected breakthrough in 
pay talks between Germany’s employers 
and the country’s biggest union, 1G Metall, 
has diminished fears of a strife-ridden bar- 
gaining round and a burst of higher wages 
that would have jolted Europe’s biggest 
economy and prompted a euro-threatening 
spurt in inflation. It should also win more 
plaudits for Germany's chancellor, Gerhard 


Schroder. After all, it was he who, in January, 
had helped broker a new deal between em- 
ployers and unions that was trumpeted by 
the governmentas a great stride towards cre- 
ating jobs. Its main thrust was to limit wage 
rises to productivity gains and to bring in 
contracts that would last several years rather 
than just one year atatime. 

Many pooh-poohed this as merely a 


THE ECONOMIST APRIL IST 2000 


public-relations exercise. Some indeed 
thought it might make this year’s wage bar- 
gaining session even trickier by raising false 
expectations on both sides. But Mr Schroder 
insisted it would change the face of indus- 
trial relations for years to come. Now, under 
a two-year deal reached by 1G Metall and 
employers in North Rhine-Westphalia, Ger- 
many’s most populous state, 750,000 metal, 
engineering and electrical workers will get a 
3% rise from May 1st, and another 2.1% from 
May next year until March 2002, the end of 
the union’s normal contract period. 

The agreed wage rise is not far from this 
year’s expected 2.6% boost in German pro- 
ductivity, and well below the union’s origi- 
nal claim for a 5.5% rise this year alone. It 
makes no reference to the union’s demand 
for a drop in the retirement age to 60 from a 
government-planned 65. And it keeps the 
working week at 35 hours instead of the 32 
hours at first demanded by the union. Yet 1G 
Metall, which has now called off a wave of 
planned “warning” strikes in support of its 
claims, has described the deal as a “good re- 
sult”. It has urged the 3.4m workers in its in- 
dustry across Germany to accept it. 

1G Metall traditionally starts off the talks 
in Germany’s annual pay round, setting the 
tone for deals by other unions. But this year 
its bargaining position was weakened by a 
prior settlement involving a new union 
representing some 600,000 chemical work- 
ers, which agreed last week to a 2.2% pay rise 
spread over one year from this summer and 
another 2% over the following nine months 
(2.7% annualised). The move marked a fur- 
ther decline in the influence of the once- 
mighty metalworkers’ union. Its member- 
ship has slumped by a third in the past de- 
cade to 2.7m and its status as Germany’s (and 
the western world’s) biggest union is being 
challenged by a new service-sector union ex- 
pected toembrace some 3.2m workers. 

As in other European countries, trade- 
union clout in Germany is generally weak- 





Elbow-room for Schréder 
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MADRID 


HE whole of Spain seemed to cheer 

when Pedro Almodovar won this 
year’s Oscar for the best foreign film, “All 
About My Mother”. Two ministers went 
with him to Hollywood. King Juan Carlos 
and Spain’s conservative prime minister, 
Jose Maria Aznar, both sent congratula- 
tory telegrams. Mr Almodovar, now 48, 
has moved, over the years, from being en- 

fant terrible to pillar of Spain’s artistic 

establishment. 

How Spanish times have changed. In 
the 1970s, the film-maker was a leading 
light in the movida (literally, “the action”), 
an underground movement in Madrid 
that sought to shatter the sexual and cul- 
tural mores underpinning General 
Franco's strictly Catholic, repressively 
moralistic, regime. By day, Mr Almodovar, 
whocomes froma poor village in La Man- 
cha, the dusty plain to the south of Ma- 
drid, held down a dreary job as a clerk in 
the state telephone company. At night he 
was starring in outrageously camp, wildly 
“alternative” cabarets that not only dared 
to bring homosexuality (including his 
own) into the open but even to revel in it. 
He also made racy short films with a 
hand-held camera. Their titles alone (“The 
Fall of Sodom” and “Sex Comes, Sex 
Goes”, among others), let alone their col- 
ourful irreverence, made his name. 

Yet, though Mr Almodovar sought to 
shock Spaniards out of what he saw as 





their straight-laced complacency, his 


Spain’s enfant not-so-terrible 











Almodovar bowled over 


films nonetheless celebrate the home, the 
family and the power of motherhood at 
the core of Spanish life. His white-haired 
mother, who stayed on in his native vil- 
lage, has appeared in several of his mov- 
ies. His brother runs his company. His ac- 
tors’ circle feels like a big, close family. 

In his 1995 film “The Flower of My Se- 
cret”, Mr Almodovar looks affectionately 
at La Mancha. This loyalty to his roots, de- 
spite his international success and past 
criticism of aspects of Spain, endears him 
to most of his countrymen. He made a 
point, in Hollywood, of dedicating his 
prize “to Spain and Spaniards”. Even some 
bishops have been cheering. 





ening. Total union membership has fallen by 
nearly a third since unification, to around 
8m. Barely one in four German workers now 
belongs to a union. The country’s famous 
system of collective wage-bargaining, virtu- 
ally unchanged for five decades, is itself be- 
ing challenged, as employers seek more flexi- 
ble settlements negotiated by individual 
companies and their workers. Recent sur- 
veys suggest that only half of all companies 
in western Germany and only a quarter of 
those in the east are now bound by industry- 
wide settlements. 

A delighted Mr Schroder has hailed the 
1G Metall deal as a boost for the govern- 
ment’s efforts to help create jobs while keep- 
ing the fiscal strings tight. Unemployment, 
which remained stubbornly above 4m dur- 
ing Mr Schroder’s first year in power, is atlast 
coming down. In February, 3.9m Germans 
(10% of the workforce) had no job. Inflation, 
though recently creeping back up, is still be- 
low 2%. The economy is growing faster than 
was predicted. This year it may expand by 
3%, though the official forecast is still a more 
stately 2.5%. Business confidence, bolstered 


by more exports, rising consumer spending, 
corporate tax reductions, and a friendlier 
government attitude to company mergers 
and acquisitions, is at its highest for five 
years. Though the public-sector unions have 
countered 1G Metall’s restraint with an open- 
ing bid for an extravagant 5% pay rise, Mr 
Schröder has reason to look pleased. 





Poland and Russia 
Fear of Putin 


WARSAW 


ý Polish diplomat reaches for the tele- 
phone and listens, eyebrows arched. 
“Sorry,” he says, cupping the receiver, “it’s 
our ambassador in Moscow. Another prot- 
est.” Angry Russians, it turns out, are assail- 
ing the Polish embassy with unsavoury 
chants. Such as? “Oh, the usual. Poland is the 
whoreof narto, that kind of thing.” 
Russo-Polish relations these days are 
pretty chilly. In January, the Polish govern- 
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ment kicked out nine Russian diplomats for 
spying on its armed forces. Russia re- 
sponded by expelling nine Poles. In Febru- 
ary, anti-Chechen war protesters, most of 
them young Polish anarchists, broke into the 
Russian consulate in the Polish town of Poz- 
nan, tore up a Russian flag and daubed the 
walls with swastikas. Serve the Russians 
right, thought many Poles, apparently in- 
cluding the police chiefs in Poznan, who 
then had to be sacked for dereliction of duty. 
Russia, blustering in response and using lan- 
guage that suggested Poland was still an er- 
rant Soviet satellite rather than an indepen- 
dent nation moving towards entry into the 
European Union, recalled its ambassador 
and declared Poland a “nest” for pro-Che- 
chen interests. 

Publicly, the Poles are hopeful that Vlad- 
imir Putin, Russia’s new president, will help 
to improve relations. Privately, several lead- 
ing Poles in the government say they fear 
that Mr Putin isa “Chekist [old secret-service] 
neo-imperialist”, strong on state control and 
weak on democracy. Exactly the sort of Rus- 
sian, in other words, to remind Poles that 
Russian troops were on their soil for most of 
the past three centuries. Coddled since last 
year within Nato, Poles no longer fear a di- 
rect Russian invasion. A senior Polish de- 
fence official says that Russia’s Baltic mili- 
tary enclave of Kaliningrad, which abuts 
Poland, poses “no threat at all”. 

The prospect that Mr Putin could over- 
see a more thorough-going union between 
Russia and Belarus, on Poland’s eastern bor- 
der, sends a few Polish pulses racing, though 
a lot of Poles also think it would be good if 
Russia’s new president were to cut Belarus’s 
eccentric leader, Alexander Lukashenka, 
whom most Poles despise, down to size. 

In any event, Mr Putin’s ascendancy 
brings Poland’s (and soon the £u’s) eastern 
border into sharper focus. As part of Po- 
land's negotiations for getting into the £u, the 
Polish government and the European Com- 
mission in Brussels have already been dis- 
cussing how to handle the border issue. 
Some Poles talk of a new “Belgian curtain” 
replacing the old iron one. 

Poland’s biggest fear is that Mr Putin will 
drag Ukraine, which Poles consider a “strate- 
gic partner”, back into the Russian fold. Hav- 
ing Ukraine on the wrong side of the Belgian 
curtain would be a disaster for Poland, says 
Bronislaw Geremek, Poland’s foreign minis- 
ter. “A westward-looking Ukraine,” he says, 
“is the best guarantee of regional stability.” 

But Ukraine has been a worry. Poland 
has invested as much as it can in Ukraine. 
However, apart from fine words and a joint 
peacekeeping battalion, there is little toshow 
for it. Polish businessmen say that doing 
business there, as in Mr Putin’s Russia, is too 
dangerous. Leszek Balcerowicz, the Polish 
finance minister who has overseen Poland’s 
economic reforms, was in Kiev, Ukraine's 
capital, last week, once more urging Ukrai- 
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Poles keep their heads, these days 


nians to reform. Many in Warsaw fear that, if 
Ukraine continues to fail to do so, it will be- 
come dangerously vulnerable to another 
Russian takeover. 

Still, relations between Poland and Rus- 
sia may improve. The two countries do share 
some economic interests. Gazprom, Russia’s 
gas giant, is Poland's fifth-largest foreign in- 
vestor. And some Poles hope that Mr Putin 
will prove enough of a realist to start dealing 
with Poland, a member of naro and liable to 
join the eu in the next six years or so, on a 
more equal footing. 
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Greece 


No shoo-in 


ATHENS 


FEW weeks ago, when Costas Simitis, 
Greece's usually cautious prime minis- 
ter, decided to hold a general election six 
months before he strictly needed to, it 
looked as if his Socialists would easily win 
an unprecedented third term. Now that 
polling day on April 9th is only a week away, 
his decision has begun to look more risky. 
Although the Socialists are still a nose ahead 
in the opinion polls, the opposition right-of- 
centre New Democracy is closing the gap. 
On television, the normally calm Mr 
Simitis is occasionally letting irritability 
show. His opponent, Costas Karamanlis, 
fighting his first general election as New De- 
mocracy’s leader, is visibly gaining in confi- 
dence. The polls suggest that most Greeks 
still prefer Mr Simitis, and find Mr Karaman- 
lis’s style—part brash lawyer, part bumbling 
newcomer—less than wholly appealing. But 
the prime minister’s advantage has palpably 
narrowed, and it is noteasy to say why. 
Under Mr Simitis, who took over his 


party from the less predictable Andreas Pa- 
pandreou, Greece has become more like the 
other Mediterranean members of the Euro- 
pean Union. Mr Simitis has managed, unlike 
his predecessor, to hold Serbia’s Slobodan 
Milosevic at arm’s length, while working 
hard to befriend other Balkan leaders. About 
1,000 Greek troops are serving with NATO's 
peacekeeping force in Kosovo. Mr Simitis is a 
firm supporter of Turkey's aspiration to join 
the £u, and relations with Greece's old ene- 
my have improved so much that, if he is re- 
elected, he can count on a truly warm wel- 
come in the Turkish capital, Ankara. 

The Greek economy has grown steadily, 
at just over 3% a year during Mr Simitis’s four 
years in office. Inflation, 2.9% in the year to 
February, is at its lowest for 30 years. Greece 
is still the Eu’s poorest member, but income 
per person has increased from 62% to 70% of 
the Union’s average. Best of all, Mr Simitis 
has almost achieved his aim of steering 
Greece’s drachma into the euro zone. Its 
application looks set for approval at the next 
EU Summit, opening the way for the euro to 
replace the drachma on January 1st. 

So why are the Greeks not unreservedly 
cheering Mr Simitis back into office? Perhaps 
because he has ignored some important so- 
cial issues in his single-minded pursuit of 
euro membership. A lot of Greeks worry that 
crime rates are rising (the fault, some snarl, of 
too many illegal immigrants), that standards 
are falling in state hospitals, and that the 
country’s schools are not as good as they 
ought to be. It is especially embarrassing for 
Mr Simitis, an academic before he went into 
politics, that many Greek students are mov- 
ing abroad. They, and their parents, are 
increasingly worried that the country’s old- 
fashioned state universities (private ones are 
banned under Greece’s creaking constitu- 
tion) cannot prepare them for jobs in the In- 
ternet age. New Democracy’s television pro- 
paganda makes the most of all this. 

To be sure, the opposition’s leader avoids 
talking figures. A back-bencher elected to the 
leadership by grassroot right-wingers, Mr 
Karamanlis, whose late uncle with the same 
name was president, has never held even a 
deputy minister’s job. He has the makings of 
a competent economic team, thanks to an 
election alliance with the small Liberal party, 
led by Stefanos Manos, a former economy 
minister. He says he would quickly liberalise 
telecoms and energy, where Greece lags far 
behind its eu partners. He promises to open 
up the public administration, and thus to 
end the corruption he says has become en- 
demic under the Socialists, in power for all 
but three of the past 20 years. 

Mr Simitis makes almost identical prom- 
ises. He has shown, in office, that he is by and 
large a man who does what he says. But it is 
no longer as clear as it seemed to be a couple 
of months ago that he will be allowed to put 
those promises to the test of another term. 
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Laurent Fabius, France’s man of delayed destiny 


PPEARANCES are, of course, deceptive. Sensible observers of 
British politics do not read too much into Tony Blair’s per- 
petually goofy grin or into the gloomy scowl so often fixed to the 
face of Gordon Brown, his finance minister. After all, Mr Blair is 
known to be serious, and Mr Brown has been seen to laugh. But 
what of Laurent Fabius, appointed this week by the French prime 
minister, Lionel Jospin, to be his third finance minister in less than 
five months? Mr Fabius’s natural expression is a self-satisfied 
smirk. Perhaps it, too, is misleading. 

Or perhaps not, given that the elegant Mr Fabius has long had 
alotto smirk about. There are the usual badges of France’s best and 
brightest: a spell at the Ecole Nationale d'Administration (ena), 
membership of the omniscient Council of State, a fast track into 
parliament (as a Socialist) and then into government. But most of 
all, there is the unique honour handed 
to him in 1984 by President Francois 
Mitterrand: appointment, at the age of 
37, aS France’s youngest prime minister 
of the 2oth century. No wonder Mr Fa- 
bius seemed destined, one day, to be- 
come France’s first Jewish president. 

That is still entirely possible. But 
Mr Fabius has learned from bitter ex- 
perience that the gods delight in hum- 
bling the precocious. During his two- 
year tenure as prime minister he was 
competent enough at stopping the na- 
tionalising excesses of the early Mitter- 
rand years. Yet outside France his term 
is more often remembered for the 
Rainbow Warrior affair, when French 
secret-service agents blew up a Green- 
peace ship berthed in New Zea- 
land—and by accident killed a crew- 
man. Inside France, it is remembered 
for the “blood affair’, when the na- 
tional transfusion service, by refusing 
to use an American-invented screen- 
ing process (while waiting for a French 
one) knowingly supplied arps-con- 
taminated blood to haemophiliacs, of 
whom around a thousand have so far 
died as a result. Mr Fabius, charged in 
1994 with ultimate responsibility for 
the affair, was cleared by a special court only last year. 

Even with that acquittal, the sceptics doubted that Mr Fabius 
would again seize the political spotlight. He was no longer first 
secretary of the Socialist Party, a post he had held twice before; his 
only role in national politics was largely honorific, as speaker of 
the National Assembly; and, worst of all, power in the Socialist 
camp had passed to Lionel Jospin, his rival ever since they were 
competing courtiers in the kingdom of Mitterrand. Politically, Mr 
Fabius was yesterday's man, despite a sympathy-grabbing auto- 
biography (“The Wounds of Truth”) and the boost to his energies 
that followed the court acquittal. So why have the gods, or at least 
Mr Jospin, suddenly smiled on him again? 

One reason was Mr Fabius’s availability. His boredom with the 
National Assembly was such that last December, when Ger- 
many’s first mooted candidate to head the imr was being met with 
universal dismay, he floated his own willingness to succeed Mi- 
chel Camdessus in the job, Sheer arrogance? One would expect 
nothing less from an énarque,.as ENA’s graduates are known; and 








try minister as well as a prime minister, had good qualifications. 

A second reason is that Mr Jospin knows that Mr Fabius will 
bringa balance to the government that it has lacked ever since Do- 
minique Strauss-Kahn resigned last November to fight charges of 
corruption, Like “nsx”, but unlike the hapless Christian Sautter, 
who has been summarily turfed out to make room for Mr Fabius, 
the new finance minister talks the unSocialist (and unJospinist) 
language of deregulation, share options for managers, even—hor- 
rors!—the virtues of private pension funds. As long ago as 1985, ina 
book addressed to his sons, Thomas and Victor, the young prime 
minister had declared that “socialism can be modern, faithful 
without being dogmatic, open without being opportunistic, a way 
identified with efficiency and freedoms”, and that he himself was 
“a socialist of the possible”. No wonder 
the French press adrniringly compares 
him to Tony Blair. And no wonder the 
French stockmarket rose on the news 
of his appointment. 

But it is tempting to offer a third 
reason for Mr Fabius’s summons: that 
Mr Jospin thinks he will be less of a 
threat inside his cabinet than outside. 
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his colleagues; a party heavyweight 
with no government address is not. 
Last August Mr Fabius witheringly in- 
formed Le Monde that “the left runs 
few risks of being beaten by the right, 
but could manage it with taxes and so- 
cial charges”. Meanwhile, as the gov- 
ernment's nest-eg¢ of surplus tax reve- 
nues has become embarrassingly large, 
so Mr Fabius has emphasised the need 
for lower tax rates for all-classes, in- 
cluding the rich. With political friends 
like Mr Fabius, the prime minister may 
have wondered, who needs enemies? 


to use the power of patronage to muz- 
zle an eloquent critic. But, apart from 
ministerial trappings and the bright 
light of television, whatdoes Mr Fabius 
get in return for biting his tongue? The 
obvious answer is that two years from now, when Mr Jospin, de- 
termined to deny the conservative Jacques Chirac a second term, 
runs for the presidency, Mr Fabius will once again become prime 
minister. Certainly, the prospect is plausible, both because the 
economy is growing fast and because Mr Jospin, despite his 
rhetorical insistence (repeated this week) that his is a reforming 
government, has clearly decided not to incite the public-sector 
unions, the Socialists’ bedrock, by pushing too: hard for the 
changes so badly needed in health care, taxes and education. 

But there is a less obvious answer, inherently appealing to any 
courtier of the Machiavellian Mitterrand. What happens if things 
go less well for the economy, if the right eventually gets its act to- 
gether, and if Mr Jospin’s coalition then loses the parliamentary 
election due (assuming the calendar remains unchanged) to be 
called just a couple of months before the presidential contest? Ina 
trice Mr Jospin would no longer be his party’s hero, but its scape- 
goat. And who would replace him as the party’s presidential can- 
didate? Destiny would surely then beckon Mr Fabius. 
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leading to results™ 


As you step into the new millennium, you'll need it 
all. You'll need financial advisers with 360° vision 
and serious resources, who respond instantly to 
change, cope elegantly with chacs and have a 
proven track record in every corner of the globe 
Any less and you risk it all 


Selected recent awards and poll results:* 


e Most impressive Investment Bank for Overall 
Capital Raising in 1999 

e World's No. 1 Investment Bank for Raising Capital 

e Bond House of the Year 

e Euro Bond House of the Year 

e Best Bank for Securitization 

e Advisor of the Year — Asia Pacitic 

e Best Bank in Euroland 

e Project Finance House 1999 

ə Credit Derivatives House of the Year 

e interest Rate Derivatives House of the Year 

e Europ2an Loan House of the Year 


M&A Advisory of the Decade 


Euromoney Poll of Polls: 
“A new pecking order emerges...” 


era Ranking Trading wderwriting Advising 
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Can his ; 
company's valuation } 
possibly be right? l 


Tom Copeland on 


VALUATION 


June 22-23, 2000 - Cambridge, Massachusetts 


There is still a discipline of rigorous valuation. Learn it in this two-day 
seminar led by Tom Copeland and Jack Murrin, the people who literally 
co-wrote the most widely read book on valuation, Valuation: Measuring and 
Managing the Value of Companies. 


Created by Tom Copeland, Director of Monitor Corporate Finance, for senior 
executives interested in cutting-edge theory and practice, Valuation will equip 
you with the latest tools for making sense of value in both the old and new 
economies, including: 
- fundamentals of valuation 
harnessing the value of real options 
“mergers and acquisitions 


- making sense of multiples 
- valuing e-commerce companies 
- making investments 


To register or for more information: 
call 1.888.777.7311 fax 617.252.2100 
email execed@monitor.com 


MONITOR 


MONITOR COMPETITIVE ADVANTAGE SERIES 


We make Glaser Travel 
Goods, and sell directly to 
you. Talk with us about 
your luggage and briefcase 
needs, Any purchase may 
be returned unused in ten 
days for a full refund. 


Smaller laptop? Smaller flaptop. 


` Our Flexible Unwreckable™ 


frame protects your laptop. 
Hand finished cowhide: 
choose-natural; walnut or 
black, Letter-size; fat letter- 
size, A4, or legal-size. 

$650 to $695. 


Insiders™ dividers: 
customize the way you 
organize your documents 
and gear. 


Please call for our free catalog. Toll free 800.234.1075. 


SER DESIGNS 


TraveLt Goops MAKERS 
32 OTIS ST. SAN FRANCISCO, CA 94103 


PHONE 415-552-3188 FAX 415-431-3999 
TOLL FREE 800-234-1075 ECON@GLASERDESIGNS.COM 


1S 





EHEALTH BUSINESSES 


EUROPEAN 
DEVELOPMENT 
OPPORTUNITIES 


First Consulting Group (FCG) is the specialist inter- 
national management and technology consultancy and 
management services provider to the healthcare, 
pharmaceutical and life sciences industries. As a firm 
our growth and development have been impressive. 
We now employ more than 2000 staff worldwide with 
a turnover in excess of $225m. Our work is acknow- 
ledged as leading edge and our level of client 
satisfaction is at world class levels. 


In Europe we have a well established and thriving 
business. We have strong practices in the UK, Ireland 
and Germany and our intention is to be at the forefront 
of the industry in all the major economies of Europe. 


Technology is driving significant change in every area 
of our daily lives and healthcare is no different. We 
believe that internet and web enabled technology and 
services can deliver massive improvements to the 
organisation and delivery of healthcare. At FCG we 
have an. expert understanding of that technology 
which combined with our deep domain knowledge of 


healthcare enables us to work with our clients to 
deliver real improvements in thë management of 
healthcare processes through to. health outcomes. 


FCG is looking to identify and work with existing and 
potential eHealth service providers and businesses 
across Europe. ia 


You may have an eHealth solutions proposal or idea; 
you make have taken the first steps to develop your 
idea further; you may have launched your idea on to 
the market in some way. Regardless of your state of 
development we are keen to hear from you. 


FCG is able to offer support and assistance to eHealth 
businesses. As a firm we have established First 
Ventures, a fund to invest in promising healthcare 
technology early stage ideas and businesses. We are 
also able to offer a number of partnering arrange- 
ments ranging from the provision of management 
and technology advice and support; through working 
together on ideas and initiatives or projects ; to joint 
venture agreements. Arrangements can take various 
forms and we have no preconceived ideas. 


If you would like to discuss these opportunities please 
contact our Managing Director, lan Savage on 020 
7874 6700 or via email, isavage@fcg.com. 


First Consulting Group, Tavistock House 
Tavistock Square, London, WC1H 9HR 


Tel 020 7874 6700 Fax 020 7874 6799 
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The Longbridge 


BIRMINGHAM 


The economic consequences for the 


> 


effect 


West Midlands of the closure of the 


Longbridge car plant will be painful, at least in the short term. The political 


consequences could be significant too 


N RECENT general elections, an early re- 

sult from a key constituency has come to 
symbolise the performance of the leading 
political parties. In 1992, it was Basildon, in 
Essex. David Amess’s narrow victory for the 
Conservatives in one of Labour’s principal 
target seats pointed the way to 


Mr Blair's massive majority is founded on his 
success in seats like Edgbaston. 

So when Bmw decided to sell the Long- 
bridge factory, the biggest car plant in Brit- 
ain, political alarm bells went off. Long- 
bridge is just a few miles from Edgbaston. 





John Major's unlikely re-elec- 
tion. The “Basildon effect” be- 
came synonymous with the 
Conservative success at win- 
ning the allegiance of the “as- 
piring working-classes”, the 
vital swing-voters classified 
by sociologists as c1 and c2 
voters. 

In the 1997 general elec- 
tion that swept Tony Blair to 
power, for Basildon read Edg- 
baston. The first indication 
that there was a real political 
earthquake under way came 
there with the defeat of the 
Tory candidate Andrew Mar- 


shall. Edgbaston had returned HER ef RD 

a Tory since 1922. The constitu- a , E Al Gna 
ency is a leafy, prosperous ANCES _ oe 
suburb in south Birmingham. WORCESTER, 


By winning there, New La- 
bour showed that it could 
now win seats in the middle- 
class heartlands of England. 
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Even a partial closure of Longbridge could 
bring short-term pain to the local economy. 
The Birmingham Chamber of Commerce 
(ecc) calculates that if 6,000 of the 9,000 
Longbridge workers do lose their jobs, as 
now seems likely, unemployment in the city 
will rise from 9% to 13%. The national average 
is just 4% (benefits claimants). The scc esti- 
mates that there are 400 suppliers to Rover in 
the region. Estimates of how many jobs are 
at risk in the supply chain to Rover vary from 
30,000 to 50,000. The scc hasalready set upa 
crisis “hotline”. Many calls are from small 
parts-suppliers, who are already laying off 
employees. They want advice on redun- 
dancy procedures. 

The impending sense of crisis may bring 
up to 200,000 people on to the streets of Bir- 
mingham on April ist, for what could be the 
largest mass rally in the city for a generation. 
The dilemma for Labour is that the region’s 
industrial problems are not confined to 
Longbridge. That plant is only one of several 
in trouble in the West Midlands. Take the 
Goodyear factory in Wolverhampton, for 
instance, which employs about 2,500 people. 
There, the staff were put onshort-time work- 
ing last week, and the unions fear that the 
plant could soon close altogether. 

The rally will bea protest directly against 
the closure of Rover, but speakers will also 
attack the parlous state of manufacturing in 
general. This should set alarm bells ringing in 
the government. Amongst other usually 
loyal New Labourites due to speak are two 
union leaders. Sir Ken Jackson 
and Bill Morris, heads respec- 
tively of the azeu (an engineer- 
ing union) and the Transport 
and General Workers’ Union. 

So far most of the popular 
anger in the West Midlands is 
focused on Bmw. Some of this 
may bubble to the surface at the 
rally. Itcertainly will the follow- 
ing day at a nearby racetrack, 
where people angered by 
BMW’S treatment of Rover can 
go toa BMW Demolition Derby. 
A “festival of joyful wrecking” 
is promised by some of the 
country’s top banger drivers. 
And for £1, punters can take a 
swing at a BMw saloon with a 
sledgehammer. It is free to 
Longbridge workers. 

But will anger at amw turn 
into anger with the govern- 
ment? Traditionally, there have 
always been a lot of c1 and c2 
voters in the West Midlands. 
While the Tories have in effect 
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been wiped out in the industrial heartlands 
of Scotland, Wales and the north of England, 
they are still competitive in the West Mid- 
lands. The area will be a vital battleground in 
the nextelection. 

The Conservatives need only a 5% swing 
to recapture Edgbaston, and a 10% swing to 
retake Hall Green, another traditionally Tory 
constituency near to Longbridge. Across the 
region a 10% move to the Tories would net the 
party an extra nine seats. Robert Ashman, 
the Tories’ chief agent for the area, points to 
the fact that in the key “swing” ward of Bar- 
ley Green, a predominantly working-class 
area in Edgbaston, the party has already 
picked up two council seats from Labour 
since 1998. It is hoping for further gains in the 
council elections in May. 

But the Conservatives’ ability to profit 
from the present situation is hampered by 
the fact that they are only just recovering 
from the hostility and anger that they en- 
countered on the doorstep in 1997. There are 
still no signs of identification on the outside 
of the party’s regional office in Birmingham, 
for fear of having bricks chucked through 
the windows. Mr Ashman argues that local 
people do feel betrayed by the government 
and the European Union, but concedes that 
disillusioned Labour voters “won't necessar- 
ily vote Tory.” 

At Hall Green, the Conservative pros- 
pective parliamentary candidate is Chris 
White. He is the very epitome of the new 
Conservative Party that William Hague is 
trying to build out of the ashes of the 1997 de- 
feat. Young, comprehensive-school-edu- 
cated and an engineer by profession, he is 
very different from the upper-crust Tories 
who used to occupy the Midlands seats. He 
also happens to work at Longbridge, socould 
yet have an unfortunate affinity with many 
of his hoped-for constituents. 

Mr White is a good representative of the 
sort of new Conservatism that might boost 
the Tories in the West Midlands, but the 
party is by no means there yet. On March 
28th, Mr Hague gave a speech in Birming- 
ham to the local faithful. In the country’s sec- 
ond most ethnically-mixed city, the audi- 
ence was almost entirely white and 
middle-aged. 

Wolverhampton South-West is another 
highly symbolic seat for the Tories, close to 
the threatened Goodyear factory. For 25 
years this was the seat of Enoch Powell, a 
Tory who notoriously played the race card in 
a speech in the West Midlands in 1968, pre- 
dicting that black and Asian immigration 
would cause bloodshed and civil strife. The 
Tories are still trying to live down the image 
of racism and divisiveness that they earned 
in the area during the Powell years. 

David Chambers, the party’s prospec- 
tive candidate in Mr Powell’s old seat, de- 
scribes himself as a “right-winger with a so- 
cial conscience”. He promises that he would 
never play the race card in an election, as his 
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predecessor tried to in 1997, and points to the 
fact that after a couple of barren years 
money is once again beginning to flow into 
the local party coffers. But his attempts to 
spread his electoral appeal across the racial 
divide have not been very successful. Al- 
though the seat is now over 20% non-white, 
the Tories have only ever had one Asian 
council candidate in Wolverhampton 
South-West and there are only a “couple of 
dozen” local Asian members out of 500. 

So even if Labour does begin to reap the 
blame for the manufacturing crisis in the re- 
gions, the Tories do not yet look broad-based 
enough to take full advantage of the back- 
lash. Labour councillors in Birmingham 


Northern Ireland 


Trimble’s troubles 


claim that their supporters are shocked and 
stunned by the Longbridge crisis, like every- 
body else, but are not yet blaming Mr Blair. 
The Longbridge Taskforce, set up with £129m 
of government money to come up with a 
plan to soften the impact of the job cuts, has 
helped to appease some immediate anger. 
But as one Labour councillor put it, if their 
vote is to hold up “the government will have 
to be seen to be doing something major for 
manufacturing in the next few weeks.” The 
rally this weekend will help to set the mood 
for those weeks. And the council elections at 
the end of May will be the first opportunity 
to assess the political impact of the industrial 
shake-out in the West Midlands. 





Faced with rebellion in his own ranks and a peace process in serious trouble, 
the leader of the Ulster Unionists may be tempted to walk away from politics 


T IS becoming increasingly clear that 
Northern Ireland is entering a deep politi- 
cal freeze. The devolved Northern Ireland 
government is still suspended. David Trim- 
ble, the first minister in the power-sharing 
government, is in deep trouble with his own 
party, the Ulster Unionists. Gerry Adams, 
the leader of Sinn Fein, the political wing of 
the 1ra, is more secure in his position—but 
he is beginning to face public criticism of his 
“peace strategy” from within the republican 
movement. And rather than looking for- 
ward to the next stages in the peace process, 
this week's political happenings were 
dominated by events that dredged up some 

of the darkest moments of “the Troubles”. 
In Londonderry a new public inquiry 








Is that goodbye? 


started into the events of Bloody Sunday— 
January 30th 1972—when soldiers shot and 
fatally injured 14 unarmed men and youths 
atan illegal civil-rights march in the city. The 
soldiers claimed they had themselves come 
under fire and were largely vindicated by a 
government inquiry at the time. The new Sa- 
ville inquiry, which is due to run for two 
years, will examine fresh evidence, which 
has already suggested that in the days lead- 
ing up to Bloody Sunday the army was pre- 
pared to contemplate killing rioters to regain 
control of the city. 

Meanwhile in southern Ireland a special 
commission has resumed the search for the 
bodies of “the disappeared”, a dozen Catho- 
lics who were kidnapped, killed, and then 
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secretly buried by the ra. This ghoulish 
business has to date turned up only three bo- 
dies, despite excavation for many months in 
bogs and lonely beaches, watched over by 
distraught relatives. 

The real political story, however, was the 
political humiliation of Mr Trimble on 
March 25th. Mr Trimble’s party has always 
had a substantial minority who were reso- 
lutely opposed to the peace agreement. 
These hard-liners have been joined by oth- 
ers who had backed the agreement and Mr 
Trimble’s leadership hitherto, but who were 
enraged by a suggestion in a speech Mr 
Trimble gave in Washington recently that he 
might consider re-entering the power-shar- 
ing government ahead of any decommis- 
sioning of weapons by the ira. 

This provoked a challenge to Mr Trim- 
ble’s leadership. The challenger, the Rever- 
end Martin Smyth, is a 69-year-old former 
Orange Order leader. A strikingly inarticu- 
late man, he is by no means the most impres- 
sive of Mr Trimble’s internal rivals. The Trim- 
ble camp hoped to brush him aside fairly 
easily. In the event, the policy-making Ulster 
Unionist Council gave Mr Trimble 56% of its 
votes against 43% for Mr Smyth. Worse, the 
council also placed new constraints on Mr 
Trimble. Concerned by the impending re- 
forms of Northern Ireland's Protestant- 
dominated police force, the Royal Ulster 
Constabulary (ruc), the council blocked Mr 
Trimble from engaging in renewed talks 
about power-sharing unless the British gov- 
ernment agrees to retain the “Royal Ulster” 
title for Northern Ireland’s police. 

Other participants in the peace process, 
including both the British and Irish govern- 
ments, are now convinced that Mr Trimble is 
incapable of taking the bulk of his always 
restive and divided party any further. Mr 
Trimble understands that the government is 
committed to wholesale reform of the ruc, 
including changing its name, yet seemed to 
sleep-walk into Mr Smyth’s ambush. His 
party has now in effect pulled him out of ne- 
gotiations about re-establishing a power- 
sharing government. 

His shrinking band of allies argued in 
vain that for unionists to focus so belliger- 
ently on symbolic change in the ruc lent 
credibility to the nationalist contention that 
the force is unionist in ethos as well as com- 
position. But Mr Trimble is himself torn by 
the demands of compromise—and clearly 
sympathises with many of the objections to 
the proposed changes to the ruc. In the end 
he invited his party to adopt the motion op- 
posing the change of name by acclamation. 


Troubles in store 

Mr Trimble now faces a vista of government 
measures aimed at implementing different 
aspects of the 1998 agreement, each of which 
will bring renewed unionist complaint. Re- 
form of the criminal justice system was ex- 
pected to be announced as The Economist 


THE ECONOMIST APRIL IST 2000 


BRITAIN 














Fee years a great mystique has surrounded the secret press briefings given by 
the prime minister’s spokesman to lobby correspondents. But lately Alastair 
Campbell, Mr Blair’s spokesman, has taken to publishing the briefings on the 
Internet. This may demystify the lobby. It certainly gives an insight into Mr 
Campbell's own robust way of dealing with the hacks of Westminster. Here is 
an extract from a recent briefing by Mr Campbell, otherwise known as pmos 
(prime minister’s official spokesman): 


| 








“Asked to comment on media reports that he was taking over as Manchester Un- 
ited’s press ‘supremo’, the rmos pointed out that this had been published in a Sunday 
newspaper and this was a useful indicator to its non-veracity. He said the story was 
nonsense. Asked if this meant that journalists would have the pleasure of his com- 
pany for a long time to come, the rmos said that quite frankly he did not care whether 
it was a pleasure or not. They were going to get it anyway.” 





went to press. Legislation on reform of polic- 
ing is also in the works. 

Meanwhile the Saville inquiry into 
Bloody Sunday will rumble on in the back- 
ground, fuelling unionist complaints that 
deaths caused by the security forces are be- 
ing given far more attention than the far 
more numerous murders by the ra. When 
Mr Blair announced the Saville inquiry in 
the House of Commons on the 26th anniver- 
sary of Bloody Sunday, saying it was easier to 
justify than inquiries into other controver- 
sial killings because the state’s own authori- 
ties were involved, Mr Trimble accused the 
prime minister of using “mealy-mouthed 
language” and called the shootings “an ar- 
rest operation that went wrong.” 

Unionists who have always openly op- 
posed the entire peace process, the Reverend 
lan Paisley loud among them, are meanwhile 
preparing another kind of trial for Mr Trim- 
ble. Mr Paisley’s hardline Democratic 
Unionist Party is now visibly gearing up for 
the next general election, in which Mr Trim- 
ble’s Ulster Unionists are likely to lose several 
seats and experience a further drop in votes. 


That would be the third big reverse since his 
leadership began, encouraging his internal 
critics to argue that he has sacrificed their 
party on the altar of the peace process. 

Peter Mandelson, the Northern Ireland 
secretary, has called on the ira to save the 
day by reassuring unionists that they will 
never return to violence. But he appears to 
have abandoned his earlier hope that Mr 
Tzimble might be rescued by the decommis- 
sioning of RA weaponry. 

Decommissioning seems increasingly 
unlikely. The ira may never have intended 
to doit. But any gesture it might have consid- 
ered, to sustain a process republicans have 
invested in very heavily, is now weighed 
against the republicans’ assessment that Mr 
Trimble is no longer able to command his 
own party. Some insiders in the Ulster 
Unionist Party believe Mr Trimble may soon 
come to the same conclusion himself. Al- 
ways a volatile politician, he may decide to 
short-circuit a miserable and inevitable de- 
cline and leave of his own volition. It would 
be hard to blame him. 


— 
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Patriot games 


OW the heart sinks when British politicians start to talk about 
Britishness. John Major thought the essence of Britishness 
was “long shadows on county cricket grounds”. William Hague 
came up with a land of gardening, weather forecasts, holidays in 
Florida and television soap operas. Tony Blair flirted for a while 
with “Cool Britannia” but settled this week on something less silly 
but no less congenial to Britons’ estimation of themselves. In the 
first of several ministerial speeches promised on this subject, he 
suggested (after Gordon Brown, his chancellor, who wrote much 
of it in a little-noticed pamphlet last year) that Britishness was 
about “creativity built on tolerance, strong communities and fam- 
ilies and fair play, rights and 
responsibilities and an outward- 
looking approach to the world”. 
Why do they bother? At best, 
when politicians prattle about na- 
tional identity, you can expect a 
snow of platitudes that blur all the 
hard edges and strip words of 
meaning. At worst, rival parties 
compete to wrap themselves in the 
flag, often stirring up horrible tribal 
emotions as they do so. Still, the 
prime minister’s speech was not all 
bad. Yes, he produced the usual 
platitudes.There was some of the 
usual nonsense, too, such as the idea 
that Britishness now resides in the 
National Health Service. (Was Brit- 
ain less British in 1947?) But at least 
there was no tribalism. And, on 
closer inspection, there is more sub- 
stance than meets the eye to this de- 
bate about national identity. You 
might almost say that, with an elec- 
tion nearing, Mr Blair is being brave 
to broach the subject at all. 
In many elections, politicians 
start talking about identity in order 
todistract the attention of voters. Pa- 


placed by fresher Tory slogans: first “kitchen-table Conservatism” | 
and then the “common-sense revolution”. All the same, where | 
Britishness is concerned, New Labour has always looked asifitis | 
the party that is on the back foot. It is the party with most to fear | 
from nationalist opposition in Scotland and Wales, ifonly because | 
the Tories have been all-but-obliterated in both places. It is the | 
party that will be blamed if devolution to the Celtic fringe pro- | 
vokes.a backlash from what Mr Hague called the “sleeping English 

dragon”. And, of course, it is the Labour Party which would prefer 

to postpone until after the election a proper debate about Mr 

Blair's decision in principle to join the euro. Let the Tories win the | 
patriot game, went the thinking of 
some in New Labour; we will win | 
everything else. | 

That is why there is something 
brave about Mr Blair's decision to 
launch himself into-the Britishness 
debate. It is not quite as courageous 
as a decision to join a frontal debate 
on the euro would be. On the single 
currency, for now, the government 
hides behind its well-rehearsed for- 
mulas, But by forcing a debate on | 
Britishness the government is at 
least bringing into the open some of 
the questions of government and | 
identity for which, in the minds of 
many voters, theeurohasbecomea | 
proxy. Mr Hague has said thatdevo- | 
lution, the euro,and Mr Blair’sother | 
constitutional reforms pose a threat 
to Britishness. Mr Blair, itseems,has | 
decided to call Mr Hague’s bluff. 

Mr Hague should be worried 
about this. Some of the attitudes 
which his party has struck are in 
danger of looking as if they were de- 
signed to tap into a stream of resent- 
ment rather than to produce an ade- 
quate remedy. Indeed, the euro is 
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triotism is the first refuge of the 
scoundrel. But in Britain’s coming 
election, it so happens that identity belongs squarely on the 
agenda. It belongs there most obviously because Britons are still 
debating whether to join Europe’s single currency, a decision that 
has its economic dimensions but turns at least as much on their 
feelings about the European mainland and how much sover- 
eignty they are willing to pool with fellow members of the Euro- 
pean Union. And it is there because Britain is still digesting a 
mouthful of constitutional change. Has Mr Blair's devolution of 
power to Scotland and Wales strengthened the United Kingdom, 
as he says, or made it less united still, as the Tories claim? 

These questions will obviously play a part in the next election. 
It is not obvious that they will play to Labour’s advantage. On the 
contrary, his pledge to “save the pound” is one of the few good 
ways Mr Hague has found in which toalign the Conservative Party 
with the grain of public opinion. Sixteen months ago, in a speech 
on “the British Way” (so much more patriotic than Mr Blair’s 
“Third Way”), Mr Hague bundled the currency and the constitu- 
tion together in an accusation that Mr Blair was “holding a dagger 
at the heart of what it is to:be British”. That speech did not make 
much of an impact, and Mr Hague’s “British Way” was soon dis- 











| 
| 
| 
one example. Belonging to the eu | 
may well pose a danger to British | 
identity and sovereignty, as many Tories think. But is Mr Hague’s | 
promise to stay outside the single currency until at least one elec- | 
tion hence a good enough defence against that danger? Another | 
example is the so-called English question. Following devolution, | 
the Tories say, the English majority has been disadvantaged. They | 
are right: Scottish mrs can voteon English matters, whereas English 
MPS Cannot now vote on matters devolved to Scotland. But the To- | 
ries have shrunk from the boldest logical remedy, the creation of a | 
separate English Parliament, on the grounds that doing so could | 
stir up some of those horrible tribal emotions. | 
Mr Blair has now raised the stakes. He ridicules Mr Hague’s al- | 
ternative proposal to stop Scottish mrs from voting on “English” | 
laws. Is the overwhelming English majority really so afraid of the | 
Celtic fringe that it cannot abide the small anomaly that devolu- 
tion has created? Is Britishness really in peril unless:the Scots are | 
prevented from voting in Westminster? Is Mr Hague prepared to | 
prod the sleeping English dragon from ‘its slumber? When Labour | 
felt defensive about the identity question, the Tories tended to win 
the patriot game by default. The quality of thisdebatecan onlyim- | 
prove if they are forced to playa little harder. | 
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BUSINESS 


-All yours 





Manufacturing companies are increasingly using the Internet to give 
customers the impression of personal service. But true customisation needs 


new production techniques as well 


€6-ANY colour you want so long as it’s 

black,” was Henry Ford’s approach 
to customer choice. Click on the website of 
idtown.com, and you see the next industrial 
revolution at work. This firm, in Hong Kong, 
can sell you any of an almost infinite variety 
of designs of watch, assembled from stan- 
dard parts, at much the price of a Henry 
Ford-type watch. 

Thanks to the Internet, all sorts of firms 
are using one-to-one marketing to elicit in- 
formation about individual customers. Such 
information could once have been collected 
only through a direct sales force, and its high 
cost meant that it was used only for high- 
value customers. Now, the cost has fallen 
sharply. And mass customisation allows 

“companies to use such information to 
produce individually tailored products at 
affordable prices. “As in so many areas,” 
notes Ward Hanson, author of “Principles 
of Internet Marketing” and a professor at 

< Stanford Business School, “the internet 
allows the democratisation of goods 
and information.” 

Until now, these techniques have 
been applied chiefly to services. Bank- 
ing, stockbroking, communications, 
online information: all increasingly ap- 
pear on your computer with your 
name attached. “Anything that can be 
digitised can be customised,” says Jo- 
seph Pine, who helped to found Strategic 
Horizons, a consultancy in Ohio, and also 
wrote a book on mass customisation. But 
now, products that cannot be digitised are 
increasingly receiving the all-yours treat- 
ment too. And as the revolution spreads to 
manufacturing, firms are finding they need 
‘tochange their entire production process. 

The first manufacturers to tailor pro- 
ducts to particular customers have, not sur- 
prisingly, been selling to other businesses. 
“Mass customisation is more prevalent in 
business-to-business, because the customer 
can attach a dollar value to it,” says Mr Pine. 
The simplest approach is to design a product 
that buyers can customise themselves. Lu- 
tron Electronics, from Pennsylvania, designs 
lighting systems that allow customers to 
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manage many different lighting sources 
from a single control. However, the com- 
pany has learned, says Michael Pessina, its 
vice-president of manufacturing operations, 
that too many choices, and too much flex- 
ibility, create problems for both customers 
and company. 

A different business-to-business ap- 
proach has been taken by ChemStation, an 
American industrial-detergents maker that 
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stumbled into a form of mass customisation 
in the early 1980s. Because its finished deter- 
gents were mostly water, the cost of trun- 
dling them around the country often ex- 
ceeded the cost of the products themselves, 
So ChemStation set up several small recon- 
stitution plants, says George Homan, its 
president. With a stock of the basic ingredi- 
ents and computerised recipes to mix them 
accurately and inexpensively on the spot, 
ChemStation can make exactly what the cus- 
tomer wants, when he wants it—and cut its 









































prices by 25-40%. 
But the change has not merely affected ` 
customiers’.costs and convenience. Gradu- 
ally, it has affected the way that: customers 
work too. One steel mill ran.an entire opera- 
tion to unload deliveries of detergent, decant 
it into drums, store the drums, deliver them 
around. the plant--and then reversed the: 
whole process. This effort was spared after 
ChemStation placed 100 or so tanks where 
they were needed around the mill. The com- 
pany usesequipmentto monitor the stock in 
these tanks directly and fill them when they 
run low; and to regulate the nix to make sur 
that customers do not-use more of the active 
ingredients than they need C 
turn what was once'a com 
into a self-contained servic 
The manufacturer that! 
apply this approach in th 
is Dell Computer. To the ¢ 
pany’s most striking fi 
allows the buyer. to desiga 
computer and then track 
livery. But Dellalsoshov 
mass customisation t 
able things startto ha: 
First, the nee 
partially finished and 
falls sharply: inventone 
fallen from 31 days cf | 
syo of the 1996 financ 
7” days today, says Pa 
. Dell’s operation’ ir 
Dell’s production, up 
nal assembly, 1s. 


plugged into good information 
about what customers want, and: 
when, “if all our suppliers are guess- 
ing,” says Mr Bell, “youend up within- 
ventory, which is tae physical em- 
bodiment of bad information.” Mind 
vou, this process can also bring an opposite- 
problem:delays when Dellruns out of a par- 
ticular part. 

Speed and good communications are 
thus essential if mass customisation is to 
work, Get them right, and another prize is 
yours. In Henry Ford’s day, Ford made the 
car and the customer paid for it. In Michael 
Dell’s day, the customer pays for the com- 
puter and then Dell makes it. Thus, in the 
past quarter Dell has been sitting on 18days 
sales, and the figure is creeping up as the -< 
speed of production increases. 

Car makers, lumbered with more than. 
$100 billion of stocks in America, look onthis: 
with envy. “We've learnt a lot from studying 
Dell,” admits Mark Ryhorski, manager for. 
consumer-relationship marketing at Ford in’ 
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America, “After all, they broke the paradigm 
that great-consumer choice means huge 
amounts of inventory. The auto industry isa 
trillion-dollar: industry, sitting on 60-100 
days of finished goods. Think how much of 
this couritry’s capital is tied up in that.” Con- 
ventional car making pumps thousands of 
cars through each plant to keep costs down. 
But accumulating stock has to be financed 
and, as often as not, cleared using special 
deals, both of which eat into margins. 

As a step away from this, Ford an- 
nounced a partnership with Microsoft last 
year that will give potential customers a 
view, notjust of their localdealer’s lot, but of 
what regional dealers have, what is on order 
and what is being built. The trouble is that 
this is not that many steps away from Henry 
Ford. What Ford and Microsoft propose is 
merely a customisation of the stock pipeline. 
Customising the car itself will be harder: for 
instance, body colour is determined early 
on, when the newly bashed metalwork is 
sprayed. By contrast, the colour of a Smart 
Car, made by DaimlerChrysler, is decided 
almost at the last minute, when plastic pan- 
els are clipped on to the sides. Without 
changing their production process, tradi- 
tional car makers will not really be able to 
customise their cars. 

To succeed in mass customisation, firms 
must change more than just the order in 
which things are assembled. “One of the big- 
gest changes is in the design and construc- 
tion of products,” says Frank Piller, an expert 
in mass customisation at the Technical Uni- 
versity of Munich. Companies, he says, need 
to move to modular production processes, 
in which each group of steps can be sepa- 
rated or clipped together “Hike Lego blocks”. 

One example is in the garment business. 
Timothy Belton left Andersen Consulting in 
1997 to set up Express Custom Tailors, pro- 
ducing tailored menswear to order. He offers 
“a custom garment in less time than you 
have to wait for the alterations, at a lower 
price than off-the-rack.” 

He put the garment-preducing end of his 
business in Cleveland, Ohio, because the 
town’s tailoring tradition gives it a ready sup- 
ply of skilled workers. But the production 
process he uses is Lego-style, not old- 
style. Instead of making the sleeves of a 
jacket first and then the body, assem- 
bling the garment in a series of steps, his 
workers make sleeves and body simulta- 
neously, working in parallel with others 
who are stitching other sections. By 
breaking the 100 or so operations into 
modules, a garment can beassembled in 
five hours. “Savile Row on steroids,” is 
how Mr Belton describes it. 

Some firms are developing the link 
between one-to-one marketing and 
mass customisation. Reflect was 
created by Procter & Gamble to de- 
velop online sales of beauty-care products. It 
takes information from its customers and of- 
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made to their specification. It opened 12 
weeks ago, and half its orders are already re- 
peat business. 

Part of the appeal to customers, says 
Richard Gerstein, who runs design and mar- 
keting for Reflect, is to enjoy a wider choice 
than in even a well-stocked department 
store, where “most brands can sell only 15 or 
so items.” But the producer gains even more. 
Reflect has complete control of its relations 
with customers, learning from them as well 
as being able to market to them without a re- 
tailer getting in the way. 


Anew metric too 


Few things reflect a firm’s priorities more 
clearly than what it chooses to measure. One 
corollary of mass customisation is a focus on 
what customers want, rather than what the 
company can produce. This is shown, says 
Stanford's Mr Hanson, in a switch from mea- 
suring market share to measuring a cus- 
tomer’s lifetime value. “The old way was to 
measure performance against a fixed set of 
competitors,” he points out. “Now, I may not 
know who is my competitor. It becomes 
more important to measure how much a 
customer costs to acquire and to retain. We 
couldn't do that before; instead we just mea- 
sured what went out on the loading dock.” 

The key to exploiting mass customisa- 
tion is to manage customers at the same time, 
observes Mr Piller. Don Peppers, an Ameri- 
can writer on one-to-one management, 
makes a similar point: “Customers are no 
longer passive recipients of a message. They 
tell you what they want. You stay with me 
because we have a learning relationship.” 

It is not easy to turn around a business 
designed, in the style of Henry Ford, to pro- 
duce first and sell afterwards, and point it in- 
stead towards serving each customer indi- 
vidually. It requires a different corporate 
structure, built not around products but 
around different kinds of customers. Henry 
Ford’s mass production transformed manu- 
facturing in the 2oth century. Mass customi- 
sation may do the same in the zist. 
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Microsoft 


Deadly embrace 


HE Microsoft trial is at last coming toan 

end—at least for the moment, As court 
deadlines come and go, the world’s biggest 
software firm and America’s Justice Depart- 
ment are still talking about a settlement. 
Judge Thomas Penfield Jackson, who has 
presided over the case, now says that he will 
give his ruling, which is expected to be hard 
on Microsoft, next week or possibly later. 

At such a time you might expect Micro- 
soft to be on its best behaviour. Not so, say 
computer-security experts. They complain 
that the company is as reluctant as ever to 
abandon its much-criticised business. tactic 
to “embrace, extend—and extinguish”. This 
bodes ill, they argue, if Microsoft is offered a 
lenient settlement or has only modest reme- 
dies imposed on it by the courts. 

The argument is over an encryption 
technology called Kerberos, after the three- 
headed dog that guards the gates of Hades. 
The program scrambles passwords travel- 
ling on computer networks, so that they can- 
not be stolen by eavesdroppers. It is the stan- 
dard for identifying users on servers running 
Unix operating systems. 

Kerberos gained pre-eminence because 
it is clever, and because its developers, com- 
puter scientists at the Massachusetts Insti- 
tute of Technology, released the sourcecode, 
which let security experts around the world 
debug and refine the program line by line. It 
has so far proved uncrackable--a good 
thing, because password-sniffing programs 
are freely available on the web. 

Up to now, Microsoft has “embraced” 
the technology, meaning that computers 
running Windows could:connect to Unix 
servers. But with its. new operating system, 
Windows 2000, the company has “ex- 
tended” Kerberos, making a slight change so 
that Microsoft’s version is not fully interop- 
erable with the standard version found at 
hundreds of universities, financial institu- 
tions and other firms across the world. 

This, critics say, is an attempt to “extin- 
guish” a public standard, to help Windows 
become the dominant operating system on 
servers as well. Given Microsoft's version of 
Kerberos, they argue, rr managers have an 
incentive to opt for an all-Windows net- 
work. That is because users will find it easier 
to log on and gain access to all the features of 
the new operating system if both pcs and 
servers run Windows 2000. 

There are ways around this problem. 
Network administrators can write patches 
that get the two systerns to work together. 
CyberSafe, a commercial Kerberos vendor, 
now sells Activerrust, which purports to 
help. Butsuch solutions are complicated and 
expensive. And. since Microsoft's source 
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code is secret, outside software de- 
velopers cannot debug it. 

Microsoft says it has done noth- 
ing wrong. It asserts that it has 
only made use of a feature in a 
new version of the Kerberos 
standard that is currently be- 
ing drafted, and is not trying 
to undercut the existing / 
standard. The company 
also says it will soon make 
public the details behind \ 
its flavour of Kerberos. 

However, the Kerberos 
story fits nicely with the future 
that Bill Gates described when 
he resigned in mid-January as 
Microsoft’s chief executive to 
become its chief software archi- 
tect. He wants to turn Windows into 
an operating system for the Internet, creating 
a “walled garden” in which devices running 
on. Windows work best with servers 
powered by Windows—and thereby to keep 
all the firm’s competitors out. 

Toachieve this grand vision, called “New 
Generations Windows Services”, Microsoft 





Slick OPEC 


VIENNA 


| 
| 
HE oil ministers who gathered for 
| opec’s meeting in Vienna on March 
27th knew the world’s eyes were on them. 
They were pursued in “the bunker”, as the 
cartel’s gloomy headquarters is known, by 
a bone-crushing mob of reporters hanging 
on their every word. They strolled from 
one meeting to the next thrilled by their 
own importance. And they loved it. 

The ministers faced a grave problem: 
the production cuts that they engineered 
last year, with help from Mexico and Nor- 
way, had tripled oil prices in a year to 
around $30 a barrel. This surge had en- 
raged consumers, who face oil-induced 
inflation. America has suffered an espe- 
cially large rise in petrol prices, because 
tax makes up a smaller part of the price at 
the pump than it does in other countries. 
Its officials had demanded a raise in out- 
put of 2m-2.5m barrels a day. However, 
some cartel members like high prices, and 
wanted little increase in production. 

After intense argument, the ministers 
surfaced at around midnight on Tuesday 
with a deal that seems to please most peo- 
ple. They agreed to increase their produc- 
tion quotas by around 1.5m b/d. The Inter- 
national Energy Agency, which monitors 
oil for rich countries, says this is “a step in 
the right direction”. The American gov- 
ernment too has made approving noises. 
Hawks such as Libya and Algeria are satis- 
fied. Even Iran, which did not sign the fi- 





will have to “extend” the existing 
standards of the Internet, just as 
it has with Kerberos. It would 
/ not be the first time that Micro- 
soft has tried to gain ownership 
of standards. In the mid-1990s it 
modified Java, a popular 
programming language 
) originally developed by 
Sun Microsystems, a tech- 
nology firm, so that programs 
written in Java would run best 

M on Windows rcs. 


rent antitrust case, the Depart- 
ment of Justice is nervous 
about a settlement or a rem- 
edy that falls short of a 
break-up (an option that 
seems increasingly unlikely). 

After government lawyers last negotiated a 
settlement with Microsoft, in 1995, the firm 
still felt free to bundle its Internet browsing 
software with Windows-—a central issue in 
the current case. The poj does not want to be 
outmanoeuvred again. 


SoS a i A RE ta aa a lt 1 


nal accord, says it objects more to Ameri- 
can pressure than to the size of the final 
quotas. “Our differences are on principles, 
and not only a few barrels,” it said—before 
announcing its own increase in output. 


out of a bind. Yet look closer and doubts 
surface. For a start, the pact refers merely 
to quotas, not to actual production. In the 
past month, the cartel has been observing 
only 80% of previous quota cuts. Members 
will surely cheat on its new targets— 


It seems as if opec has talked its way | 
| 
l 
| 
| 
| 


| 
though how much remains anybody’s | 


guess. Another wild card is Iraq, an OPEC 
member that has not been part of recent 
accords. This week, the United Nations 
was to decide whether Iraq should be al- 
lowed to buy equipment to mend its 
crumbling oil industry. Its oil minister 
boasts that within two months he can in- 
crease output by 700,000 b/d. If so, this 
week's deal could be scuppered. 

Add to all this questions about de- 


how will American consumers respond to 
high prices for petrol this summer?—and 
opec has left the world much to fret over. 
The cartel has agreed to meet again in June 
at a special session, to reassess the market. 
If uncertainties linger, the bunker may be 
full again. Still, opec’s bosses would do 


all, ee a year ago oil was cheap stuff, a 
only $10 barrel. 


well not to let that go to their heads. After i 
t 
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No wonder that, in the cur- 
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Business i in South Korea 


Career path 


SEOUL 


OUTH KOREA’S huge industrial con- | 
glomerates, or chaebol, used to terrify the 
country’s smaller firms. The chaebol got 
cheap. credit and the brightest graduates... 
They treated suppliers ruthlessly. Oblivious | 
toconventional industrial logic, they strayed 
from their core activities into completely un- 
related businesses, wrecking small compa- 
nies as they did so. 
No longer. The drubbing that the chae- 
bol took during the Asian financial crisis, 
and the liberation offered by the Internet, are. 
between them transforming the corporat 
landscape of South. Korea. These. da 
money finds its way tostart-ups. Al 
Koreans dream ofj joining new ve 
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undai and LG) to: ioin star up 
Lee Gyu Taek broke a a 





this you will be able, say, to wee news anc 
football and surf the Internet all at the same. 
time. With deep-pocketed investors lined 
up, Mr Lee does not need capital, but he. 
wants to tie up with a firm that can do his 
manufacturing and help with marketing. 

To stem the loss of talent, Hyundai Elec- - 
tronics introduced share options last De- 
cember, benefiting rather more than 1,500. 
managers and top researchers (or 7% of the 
total workforce). Other firms have followed 
suit, Some 13% of the companies listed on the 
Korea Stock Exchange now give employees 
share options, up from 6% last year and only 
1.3% iN 1998. 

Samsung Electronics has gone further, 
by giving researchers a share of the profits 
from the technology they have developed. 
So far, a dozen of the firm’s scientists have. ; 
made more than $90,000 each. Again, other 
big companies have felt compelled to follow. 
In January about 18% of the 5,16 big compa- 
nies surveyed by the Labour Ministry 
shared profits with all employees, up from 
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4% two years ago. Another 23% plan to do so 
by the end of the year. Yet such rewards may 
not be enough to keep workers loyal, when 
hundreds of venture businesses are spring- 
ing up every month. 

Big firms are short of capital, as well as 
workers. According to the Korea Venture 
Business Association, some 40,000 new ven- 
tures will be set up by 2005, by which time 
they will account for as much as a quarter of 
cpp. Under such conditions, big firms, espe- 
cially manufacturers, are struggling to raise 
money on the stock exchange. In the past, the 
chaebol used one subsidiary to guarantee 
the loans or buy the equity of another. But 
such tricks, which have left the firms’ capital 
structure highly unstable, have, since the 
Asian crisis, been prohibited by law. 

Hence the chaebol must attract inves- 
tors, and that means making their busi- 
nesses more transparent and profitable. LG 
group, which last year acquired 56% of Da- 
com, South Korea's biggest Internet service 
provider and the second-biggest voice and 
data-communications carrier, broke new 
ground by letting minority shareholders ap- 
point two of the firm’s three auditors and 


BMW after Rover 


Milberg’s mission 


MUNICH 


twooftheeightdirectorson its board: ee 


At the same time, the Internet is helping 
to improve relations with. suppliers. In 
March, LG Electronics launched an Internet- 
purchasing system that links it with 900 
parts suppliers and, the company hopes, 
should cut costs by 150 billion won ($136m). 
In the past, the chaebol were notorious for is- 
suing suppliers promissory notes, with pay- 
ment dates up to one year in the future. That 
practice is becoming a bit less habitual now- 
adays, with 65% of the chaebol’s sub-con- 
tractors paid in promissory notes, down 
from 73% a year ago. LG’s Internet-purchas- 
ing system actually pays suppliers on time. 

Indeed, the chaebol are now more likely 
to see smaller firms, especially high-tech 
ones, as partners than as prey. Big companies 
provide start-ups with brands, manufactur- 
ing facilities and distribution chains. In re- 
turn, young entrepreneurs supply technol- 
ogy to their big brothers. 

Samsung Electronics alone has dozens of 
specialists whose mission is to locate the 
“hidden jewel”, and to help entrepreneurs to 
commercialise their idea. It was Samsung 
that spotted Trustech, which can “mark” 
films or compact discs to help prevent pirat- 
ing on the Internet. Samsung will let Trustech 
use its brand, Secumax, to establish an inter- 
national standard, and use its contacts to sell 
the technology to the music industry. 

Employees, minority shareholders and 
contractors would still do well to be wary of 
the mighty chaebol. But, whereas they were 
seldom benign, the chaebol now treat every- 
one else decently at least some of the time. 


BMW’s boss contemplates the wreckage after the Rover debacle 


UST over a year ago Joa- 
chim Milberg took over 
as chief executive of 
Bmw. The board had fired 
his predecessor, Bernd Pis- 
chetsrieder, who had made 
a mess at Rover, the British 
volume-car maker that he 
had bought in 1994. The 
new boss soon came to the 
conclusion that the Ger- 
man company could turn 
round the ailing British sub- 
sidiary. Mr Milberg held to 
that view until early March 
this year, when he con- 
cluded that the worsening situation in Brit- 
ain had become hopeless. 
Hence the decision to sell Rover for a pit- 
tance to Alchemy, a group of British venture 
capitalists. who will end up making only a 
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Down, Rover, down 


small number of sports cars 
under the MG label. mw 
this week revealed under- 
lying net profits of €633m 
($604m), up by 44% on the 
previous year. But after an 
exceptional charge of €3.2 
billion writing down Rover 
assets, the group turned in a 
loss of €2.5 billion. Over the 
past six years Bmw has 
spent a total of DMg billion 
($5.4 billion) trying to turn 
Rover intoacar maker with 
a future. The disposal pro- 
voked a political storm in 
Britain, which was still rambling this week, 
when Bmw bosses were summoned to ap- 
pear before a parliamentary inquiry. 
Speaking to The Economist, in his first 
interview since the row, Mr Milberg ex- 





“pressed confidence that smw sales in Britain 


would nevertheless hold up. The British gov- 
ernment is furious that it learnt about the 
disposal from aleak in the German press. Mr 
Milberg retorts that the government was 
slow to hear the signals he sent in telephone 
calls before Christmas as Rover's situation 
worsened. 

Once the political flak clears, Mr Mil- 
berg’s real task is to build anew strategy for 
the Bmw group. He claims that he has the full 
backing of the Quandt family, holders of 48% 
of the company’s shares. But Mr Pischets- 
rieder felt the same—until he was fired. Per- 
haps it is his background as an engineering 
academic that allows Mr Milberg to take a 
detached, even relaxed, view of smMw’s belea- 
guered position. The company bought Rover 
because its board doubted whether it could 
survive as a niche firm, then making around 
600,000 cars a year. By buying Rover, it se- 
cured production of around 400,000 cars, 
plus the Land Rover business. Having aban- 
doned this strategy, can Bmw now survive 
on its own? 

Mr Milberg says he is not interested in 
selling out to the big car groups that have 
traipsed through his office in the past year. 
His go-it-alone strategy rests on four prongs: 
e He intends to bring out a new small smw 
model in about three years, situated some- 
where “between Volkswagen’s Golf and our 
3-series”. He points out that the 3-series, now 
produced in volumes topping 500,000, has 
grown physically, leaving room for a new 
compact amw model. 
esmw willdevelopitsown brand in the mar- 
ket for four-by-four vehicles, despite having 
sold Land Rover to Ford for €3 billion. Land 
Rover was more trouble than it was worth 
for a group of BMw’s size. “We sold it for stra- 
tegic reasons, not for liquidity,” Mr Milberg 
maintains. He points out that Land Rover 
generated sales of only 178,000 vehicles from 
four very different models. “Compared with 
that,” he says, “smw has sales of 750,000 cars 
from only three basic platforms.” smw’s 
own off-roader, the x5, which is made in 
America, is selling well, and Mr Milberg sees 
scope for other models to fill niches. 

e gmw will employ around 10,000 workers in 
three factories, moving production of its 
new Mini from the doomed Longbridge fac- 
tory in Birmingham toa modernised plant at 
Cowley, Oxford. The company remains a 
force in the British motor industry, even 
without Rover's volume-car production, as 
Mr Milberg is understandably anxious to 
point out. It also has a spanking new factory 
in the Birmingham area which will make en- 
gines for aw models. 

e As well as this, mw isin 2003.taking over 
from Volkswagen the Rolls-Royce luxury- 
car brand, to which vw acquired temporary 
rights in a complicated deal when it bought 
the related Bentley business from the Vickers 
conglomerate a few years ago. Mr Milberg in- 
sists that BMw will build Rolls-Royce cars in 
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Britain, despite repeated suggestions that itis 
too short of money to do so and that it may 
sell the brand back to vw. Last week, vw’s 
boss, Ferdinand Piech, said he had enough 
luxury brands and was not interested in 
buying another. With’a hint that he thought 
BMw might yet change its mind once more 
about its strategy, he added that “now i isnot 
the time to be negotiating wi BMW”. 

The decision to cut Rover loose boosted 
BMw’s share price, which 
since it was announced. 






Yet today, giant firms dominate the in- 
dustry to an even greater extent than they 
did in 1994. Only Honda, psa Peugeot Ci- 
troén and Bmw remain as smaller indepen- 
dents. Of those, mw is the smallest, at 
around a third the volume of the others. The 
Quandt family said last week that it would 
remain a shareholder in smw, whatever 
happened. Intriguingly, that would not be 
contradicted if the Munich car maker were 
bought by vw (a recurrent speculation in 
Germany), leaving the Quandts with a big 
stake in the combined firm in which smw 
might yet find a home. 
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_ NEW YORK 


-Internet Capital Groupi is a place for online business exchanges to get finance, 
technology, personnel and advice. Its ambition is to dominate the industry 


"EN FOX is 29 years old and worth more 

à than $1 billion. He is also supremely self- 
confident. The founder and 4% owner of In- 
temet Capital Group (icc) has lost around $1 
billion since early January. Is he rattled? Not 
at all. To Mr Fox, who looks as if he would 
have to show an 1p before he could buy a 
drink, the market’s wobbles are a buying 
opportunity: “90% of Internet stocks are 
ridiculously over-priced, but 10% are still dirt 
cheap”, he says. And, of course, among that 
10% is ICG, a business-to-business (B28) spe- 
cialist that he likens to General Electric (what 
else?), the outstanding company ofitsera. 

Mr Fox was an early proponent of to- 
day’s conventional view that the biggest pro- 
fits in e-commerce will come in B2B. ICG fo- 
cuses on vertical exchanges (within a single 
industry), horizontal market makers (which 
span several industries) and providers of 
such p28 infrastructure as software and ser- 
Vices. Its goal is nothing short of world dom- 
ination: to own a big piece of every leading 
online exchange that its founders predict 
will emerge in each of the 50 most lucrative 
sectors of the B2B economy, ranging from 
health care to cattle ranching. 

The price of 1cG shares, after an initial 
public offering (ro) in August, soared 27- 
fold during the rest of the year, making it the 
best-performing listing of 1999. Analysts 
were quick to call it a “one-share s28 play”. 
Cynics, meanwhile, have been equally quick 
to write it off as a one-share beneficiary of 

the mania for the Internet. Who is right? 
i If icc were just another venture-capital 
investment fund, the answer would be sim- 
ple. Even given its investments to date—two 
of the five firms to have listed have subse- 
quently done well and one spectacularly (see 
chart)—the firm’s current rating would rest 
on an improbable ability to pick winners. 
But rce describes itself as a new sort of “op- 
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erating-holding” company. It gets more in- 
volved in itsinvestments than most backers, 
providing resources and expertise. to help 
ensure a high success rate. “We add 80% of 
our value after we invest in a company”, 
claims Todd Hewlins, 1cc’s director of strat- 
egy. It will soon start new companies, too, 
following the establishment in March of a 
venture called eColony. 

The firm is also unusually focused. Un- 
like, say, cMGI, an Internet company with a 
broad portfolio that includes AltaVista, a 
search engine, icc concentrates only on B2B. 
Italso has a team of executives to implement 
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BUSINESS 


itsstrategy, including the former chief execu- 
tives of Baan, Europe’ s second-largest soft- 
ware firm, and remĪm’s Whistle Communica- 
tions, and senior people from Microsoft, 
McKinsey, Amazon and Japan’s Softbank. 
Indeed, 1cc likes to think of itself as similar. 
to Japan’s keiretsu, or corporate networks. 
Although this is an unfortunate metaphor— 
most keiretsu are now falling apart—it does 
conjure up the firm’s aim to create a stable of : 
companies that benefit from business rela- 
tionships and common interests. 

The GE comparison is more intriguing. 
Gary Wendt, former head of ce Capital, sits 
onice’s advisory board. And c£ isoneofthe | 
firm’s “strategic shareholders” (as are Ford 
1BM and aTa&t).1cG hopes to copy GE by t 
ing its head office to make its business u: 
more successful than they would be as inc 
pendent businesses. The firm’s ¢ found 
Walter Buckley, points to several 
which Ge’s head office adds valu 
strategic advice, finance, accounting, 
ing and recruitment. 

Hiring the right people is 
company’s ambitions and a cha 
day’s labour market. icc has bu 
30-person in-house executive-search 
headed by Rick Devine, formerly of He 
& Struggles, a big recruitment 
recruiters are often too expensive for 
ups. In-house recruiters; mo’ 
options, are more committe 
right person, argues 
his team has already filled 4 
inice’sfirms. = 

ice offers its fi 
technical expertise beef 
acquisition of a majori : 
B2B-software firm. It also owns a ‘large stake 
in eCredit, which serves exchanges’ users by. 
helping them to judge the creditworthiness. 
of the counterparties toa trade. Thiscould be 
crucial. B28 exchanges will succeed only if 
traders have as much confidence that online 
déals will be honoured as they doin their es 
tablished offline supply-chain. 1cc thinks 
that eCredit could become one of its main 
sources of profit—its Ge Capital—by selling » 
an array of financial services, including new 
hedging instruments. 

All this is useful, impressive even. B 
how much of an edge does it give 1cG ir 
what will be a fierce battle? There are alread 
an estimated 1,700 828 exchanges, up froma 
handful two years ago. Increasingly, some of = 
the world’s biggest and richest firms--from | 
Ford to Boeing to International Paper—are 
planning their own exchanges. 

Moreover, in this battle, winners often 
take all. p28 may be like financial markets in 
which a single exchange tends to win most 
trading and profits, even if it is not the best.If 
asecond-rate exchange is first to attract acrit-" 
ical mass of trading, even a better trading sys 
tem may fail to wrest business away. 

ICG says it is relaxed about the big firms 
exchanges, arguing that it is evidence that. 
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BUSINESS 
B2B will grow even faster than expected. 
Some big firms are backing several horses: for 
instance, International Paper is also partici- 
patingin 1cc’s PaperExchange. And, says Mr 
Fox, it is easier to announce plans for a B28 
exchange—and thus to reassure sharehold- 
ers that you “get” the Internet—than to real- 
ise them. 1cG may yet be called in to help 
these firms build their exchanges. 

1cG’s firms have also sought partner- 
ships with big companies to draw li- 
quidity to an exchange. They now have 
ties of various sorts with more than 
100 large companies, such as Du- 
Pont, with which ica has a joint 
venture called CapSpan, to create 
B2B exchanges in chemicals and 
other industries. This carries the 
risk that rivals in an industry will 
stay away for fear that, despite dec- 
larations of neutrality, an exchange 
is tilted in. favour of the partners. On 
the other hand, 1ce’s 50 target markets are 
mostly fragmented, where the risk of domi- 
nation by one or twofirmsisslim, and offline 
supply-chain inefficiencies are large. 














Mart smarts 


Ultimately, 1cc’s future depends on whether 
creating a winning B28 exchange is a predict- 
able process, in which a single firm can accu- 
mulate enough expertise to give it the edge. 
Of course, the front end of each B28 ex- 
change is unique, reflecting the idiosyncra- 
sies of each particular industry: this is why 































ICG devotes much effort to hiring industry 
insiders who “know where the inefficiencies 
are and what skeletons are in the cupboard”. 
But it is betting that as much as 70% of what 
makes an exchange successful may be com- 
mon to all exchanges. If so, it can rapidly 
transfer a useful new idea across its whole 
portfolio. 

If this is true—and it seems plausible— 
ICG is well-placed. Its reputation as a B2B ex- 
change powerhouse helps to attract firms 
that want to enter this market. This is par- 





ticularly true overseas: it recently unveiled/a 
joint venture with Hutchison Whampoa, a 
Hong Kong conglomerate; to develop sz8 ex- 
changes in Asia, and another with Enel, an 
Italian energy and'telecoms firm..1cc 
can also shop around for acquisitions 
using its valuable shares. as acurrency, 
as well as a $1 billion-plus pile of cash 
generated by its tro, a secondary of- 
fering and other fund-raising in De- 
cember. 

The danger is that 28 will fail to 
live up to today’s expectations— 
which have become even more eu- 
phoric since investors lost their en- 

thusiasm for business-to-consumer 
(Bac) e-commerce. Nobody should un- 
derestimate the revolutionary aspirations of 
B28 enthusiasts. The new s28 exchanges are 
an attempt to transform industry supply- 
chains that have worked in the same way for 
decades. Despite forecasts that B2B e-com- 
merce will havea turnover of up to$4 trillion 
by 2003, actual turnover in 1999 was only a 
tiny fraction of that. 

Tobe really profitable, icc must do more 
than collect tiny transaction fees from firms 
trading on its exchanges. It must also per- 
suade firms to buy transaction-support ser- 
vices, such as credit analysis, hedging tools, 
and the analysis of customer behaviour. icc 
has enormous potential. But Mr Fox still has 
much to do if he wants to remain a billion- 
aire well beyond his 30th birthday. 












In the air 


| 
| 
| Pp" Y the Internet analysts—another day, 
| another huge e-business announce- 
| ment in an industry about which they 
| know almost nothing. On March 28th it 
| was aerospace. Boeing, Lockheed Martin, 
| BAE Systems and Raytheon announced a 
| joint business-to-business (28) online- 
| trading exchange to which they hope to 
| shift most of their buying and selling of 
| parts and supplies. The numbers were, as 
| always, enormous. Together, the four do 
$71 billion of business each year with 
37,000 suppliers, selling in turn to hun- 
dreds of airlines. By cutting transaction ex- 
penses, aggregating buying power, holding 
| auctions in order to lower prices and ex- 
| ploiting the efficiencies of a single market- 
| place, the companies hope to save billions 
| of dollars while simultaneously making a 
| fortune on their stakes in the exchange it- 
self, which is to be floated as a stand-alone 
firm next year, 

Is this as stupendous as it sounds? Pos- 
| sibly, but the devil is in the details, and the 
| details are anyone’s guess. Part of the pro- 
blem is that this mega-deal, like other ex- 





changes recently announced by big utili- 
ties and firms in health care, cars, retailing, 
paper, oil and farm produce, was thrown 
together to head off competition from in- 
dependent online markets such as those 
backed by icc (see main article)—in this 
case, in only a few weeks. If anybody is go- 
ing to make a fortune from B2B e-com- 
merce in their industry, it might as well be 
the big traders themselves, reckon the old- 
economy giants. 

Under pressure to unlock value with a 
B2B spin-out, the executives of such firms 
are easy targets for fast-moving e-business 
software providers such as Commerce One 
(the aerospace victor), Oracle and Ariba, 
which often propose the deal and promise 
todo mostof the hard work. The advantage 
of the Internet is that it lets companies, 
even competitors, link together their very 
different rr systems. But that does not 
make it easy. Unforeseen problems could 
delay plans for months, taking the wind 
out of any new exchange’s sails. 

It is also impossible to say how great 
the savings might be. Companies dealing 


in these new mega-exchanges are the big- | 
gest in their industries, and thus already | 
have incomparable buying power and 
economies of scale. Furthermore, most are | 
already buying from their suppliers elec- | 
tronically, albeit not always in open, In- 
ternet-based markets. Boeing, Lockheed | 
and Raytheon already have electronic ex- 
changes for bits of their business;these will 
be merged into the larger, combined ex- 
change. And aerospace components are | 
rarely commodities, but partsmadebycer- | 
tified suppliers to unique specifications. 

But the biggest unknown for the aero- 
space exchange is Airbus, Boeing’s rival in 
the civilian business, Airbus’s continental 
European partners are merging to form 
European Aeronautical Defence Space, | 
and, says Phil Condit, Boeing’s chiefexecu- | 
tive, this has stopped them from joining | 
the new market at the outset. Mr Condit 
stresses that a chunk of equity in the ex- | 
change is reserved for just such an addi- | 
tional partner, should it choose to join. | 

But it may not bad blood between | 
these two giants goes back a long way. If 
Airbus does join, it will be because the | 
benefits are too great to ignore, and that 
willtake time to prove. This exchange looks | 
less ofa sure thing than many others. | 

ri 
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T WOULD be out of chamueter for Brigadier- 
| A General Lee Hsien Yang, chief executive = 
Singapore Telecommunications. (SingTel), t 

show his disappointmer ‘openly. But anadet 
the recent news abor siness. In January, 







he stunned the indu 1ouncing talks to 
merge SingTel with Cable and Wireless HKT, 
Hong Kong’s telecoms flagship. To analysts, the 


deal hinted at a new and long-overdue audac- 
ity from the conservative 42-year-old. Had it 
succeeded, a link-up between the telecoms in- 
cumbents of Asia’s two main business hubs 
would have taken General Lee close to his goal 
of turning SingTel into Asia’s leading regional 
telephone company. And it would have helped 
the former monopoly to cope with Singapore's 
complete liberalisation, on April ist, of fixed, 
wireless and Internet services. But it was not to 
be. In March, General Lee was ignominiously 
upstaged, when a fledgling Internet start-up 
stole HxT away from him. SingTel was left 
stranded on its island. 

Perhaps the worst part of it, from General Lee’s point of view, 
was that commercial logic played at best a secondary role in his de- 
feat. Toall appearances, politics and personality—the two subjects 
that most discomfit General Lee—determined the deal’s fate. Sing- 
Telis controlled by the government (part ofits mission statementis 
to be “an economic and social asset to Singapore”). General Lee, 
moreover, is the son of Lee Kuan Yew, Singapore’s revered found- 
ing father and senior minister, and the younger brother of Lee 
Hsien Loong, whois deputy to the prime minister, Goh Chok Tong, 
and thus favourite to succeed him. “It should be totally irrelevant 
what my father does,” says General Lee, somewhat testily. But 
who can ignore connections when Singaporeans joke that the city- 
state is run by “the father, the son, and the holy Goh”? 

Certainly not the powers-that-be in Hong Kong and Beijing, 
who regard Singapore as Hong Kong’s arch-rival. They favoured a 
bid by Pacific Century CyberWorks (pccw), a young Hong Kong 
company with hopes to roll out broadband Internet services to 
households across Asia. Not only did pccw have an air of up-and- 
coming new economy about it (which never hurts in Hong Kong), 
butit has as its boss Richard Li, the second son of Li Ka-shing, Hong 
Kong’s most powerful tycoon, who has 








Bring-up-the-rear General 


With its merger plans dead and its domestic monopoly about to be scrapped, Singapore 
_ Telecommunications needs a deal. Is Lee Hsien Yang the man to do it?) 












loyal to him and praise his qu ties as a ce 
listener. Socially, he tends to be 
times even awkward. In: conve 
his legs tightly crossed w 
Pilot with ink-splotched finge 
sion, you get the impress 
choice, he would really ra 
Showmanship of any kind 
General Lee. Like many among Sin 
porate top brass, he spent the firs 
working life in the military. In Singapore, the 
army attracts some of the brightes raduates, | 
and, unusually, takes its cues on ment | 
from the world of business. His ¢ 
that the army equipped General L 
torunatightship. : ; 

























profits have grown steadily. (see 
through Asia’ s recession. By all ac 


Tel’s international monitoring centre wouk make aneye <atching 
backdrop to any James Bond film. Ba its call entre, de- |- 
: rained ; 


Mandarin and Malay. 





Winning as a loser? 


Yetin this industry, is it enough todevote yoursaltie f 
service? General Lee says SingTel is more than rea 
against new rivals in its home market from next week. 
time, he wants to raise SingTel’s overseas profits, from 
the total now to 25% in three years’ time. On Maren 1 
stance, SingTel was part of a consortium that won a. licence trooper one 
ate a new fixed-line network in Taiwan. SingTel has imilar ven- | 
tures in the Philippines, Thailand and elsewhere. o ooo ae 
But such moves are small beer, if you ask most analysts. To be R 
sure, there is virtue in General Lee’s conservative approach todeal- 
making. Careful not to overpay, he says that he would “rather win 
as a loser than lose as a winner”. But in an industry that is led by 
such outspoken visionaries as Mc1 WorldCom’s Bernie Ebbers, 
ATat’s Michael Armstrong, or Pccw’s Richard Li, this modesty of 
ambition and style seems almost a weak- 





for years acted as an unofficial diplomat 
for Hong Kong to Beijing. 

The negotiations painted a stark pic- 
ture of General Lee’s manner—not least 
because of the contrast with Richard Li. 
Superficially, the two have much in com- 
mon. Both are Stanford-educated second 
sons of powerful overseas-Chinese fa- 
thers. But Mr Li is all effervescence. He 
beams his vision to anyone who cares to 
listen, he courts glamour, and he has been 
known to berate his colleagues in front of 
| others. General Lee, by contrast, is a pro- 
foundly private man. What little leisure 
time he has, he likes tospendgardeningor | 
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ness. And now that nxt is gone, the list of 
suitable targets for SingTel to buy looks 
thin. Indeed, as long as the Singaporean 
' government keeps its hold on the com- 
| pany, politics may hamper all future at- 
“| tempts to strike. 

| Whereas the newcomers in the tele- 

| coms industry have carried off insurgen- 
cies against huge established firms, the 
| military man has followed a defensive 
| strategy. As a result of General Lee’s lack 
of offensive ambition, SingTel has missed 
“| opportunities. So many opportunities, in- 
; | deed, that General Lee’s best hope now 

| 

| 











might be for SingTel to throw its lot in as 








| with his family. Hisemployees are fiercely 





junior partner with a larger company. 








<C HE ECONOMIST APRIL 1$F 2000 


63 













‘INTERNET ECONOMICS 





A thinkers’ guide 


« The Internet may have been overhyped by the markets, but it will also make 
most businesses more efficient. Its impact on economic growth is less obvious, 


but could be equally dramatic 


T IS supposed to reduce distances and 

bring people closer. Yet the Internet seems 
to have the opposite effect on economists. 
The profession is divided on the effects of the 
Internet. Some predict that it will hugely 
boost global growth and kill inflation— 
hence the boom in technology shares. Oth- 
ers retort that inflation is determined solely 
by the money supply, and that Internet 
share prices are overvalued. On this basis, 
when the bubble bursts, it will leave behind 
little more economic benefit than did the 
17th century’s tulip bubble. 

Recent gyrations in the stockmarket 
might seem to support this second view. 
Many dot.com shares, particularly those of 
Internet retailers, have fallen off a cliff; some 
once-bright prospects are finding it hard to 
raise enough cash to stay in business. Yet the 
really big impact of the Internet is likely to be 
felt not among dot.com firms, but in the 
wider economy. And in this area, the truth 
probably lies between the economists’ two 
extremes. The Internet will boost efficiency 
and growth, but not enough to justify cur- 
rent stockmarket valuations. Faster econ- 
omic growth will not automatically mean 
faster profit growth, because margins may 
well be squeezed. As with most technologi- 
cal revolutions, the biggest benefits of the In- 
ternet will flow toconsumers and not, in the 
end, to producers. 

In practice, the Internet cannot easily be 
separated from information technology 
(computers, software and telecoms) in gen- 
eral. In America, the European Union and Ja- 
pan, business spendingon 1ris growing at an 
average annual rate of 12%, much faster than 
overall investment. This promises addi- 
tional productivity gains. This article will, 
however, focus on what is special about the 
Internet itself, and how it may deliver bene- 
fits above those from 11 generally. 

The economic impact of the Internet has 
often been described as an oil shock in re- 
verse. The jump in the oil price in the 19708 
increased inflation and pushed the world 
into recession. The Internet reduces the cost 
of another input, information, and so has 
positive economic effects. 
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The best way to look at this notion is to 
use a standard economic model of demand 
and supply (see left-hand chart on next 
page). The economy is in equilibrium at the 
point where the aggregate demand curve Di 
and the aggregate supply curve Si intersect, 
at price Pi and real output Qu. The Internet 
pushes the aggregate supply curve (an econ- 
omy’s productive potential}to the right, to $2. 
There is nothing new about this: innovations 
such as railways or electricity have always 
been the main source of long-term growth. If 
the demand curve remains fixed (an as- 
sumption we re-examine later), the price 
level falls to P2 and output rises to Q2. 


The nude economy 


Economists at Warburg Dillon Read, an in- 
vestment bank, suggest that the new econ- 
omy should be called the “nude economy” 
because the Internet makes it more transpar- 
ent and exposed. The Internet makes it easier 
for buyers and sellers to compare prices. It 
cuts out the middlemen between firms and 
customers. It reduces transaction costs. And 
it reduces barriers to entry. 

This last point may surprise dot.com 
firms that reckon the huge marketing and 
technical costs of setting up a business, and 
the supposed advantage thatcomes with be- 
inga first mover, constitute big barriers toen- 
try. In practice, it remains to be seen how big 
such barriers are: some established dotcom 
firms have lost market share. But the real 
point is that the Internet is reducing barriers 
toentry in other parts of the economy. 

To understand this, go back to Ronald 
Coase, an economist, who argued in 1937 
that the main reason why firms exist (as op- 
posed to individuals acting as buyers and 
sellers at every stage of production) is to 
minimise transaction costs. Since the In- 
ternet reduces such costs, it also reduces the 
optimal size of firms. Small firms can buy in 
services from outside more cheaply. Thus, in 
overall terms, barriers to entry will fall. 

In all these ways, then, the Internet cuts 
costs, increases competition and improves 
the functioning of the price mechanism. It 
thus moves the economy closer to the text- 





book model of perfect competition, which 
assumes abundant information, zero trans- 
action costs and no barriers to entry. The In- 
ternet makes this assumption less far- 
fetched. By improving the flow of informa- ` 
tion between buyers and sellers, it makes 
markets more efficient, and so ensures that 
resources are allocated to their most produc- 
tive use. The most important effect of the 
“new” economy, indeed, may be to make the 
“old” economy more efficient, 

Economies will still be some way from 
the frictionless world of perfect competition. 
In some industries, low marginal costs (eg, 
the extra cost of selling software over the In- 
ternet is close to zero) and network effects 
(eg, the more widely an operating system is 
used, the more people will wantto use it) will 
result in increasing returns to scale, and thus 
the emergence of monopolies. But because 
the Internet will in general reduce barriers to 
entry, making markets more contestable, — 
competition and efficiency are still likely to 
increase across the economy as a whole. 

Itis hard to test this conclusion, but some 
studies seem to support it. Prices of goods 
bought online, suchas books and cos, are, 
on average, about 10% cheaper (after includ- 
ing taxes and delivery} than in conventional 
shops, though. the non-existent profits of 
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-many electronic retailers make this evidence 


inconclusive. Competition from the Internet 


ds also forcing traditional retailers to reduce 
‘prices, The Internet offers even clearer sav- 


“ings in-services such as banking. According 


to. Lehman Brothers, a transfer between 
bank accounts costs $1.27 if done by a bank 


“teller, 27 cents via a cash machine, and only 
one cent over the Internet. 


Internet retailers and other business-to- 


¿consumer firms, such as Amazon or eBay, 


“tend to hog the headlines, but the biggest 


“ economic impact of the Internet is likely to 
-icome from business-to-business (B2B) e- 


commerce. GartnerGroup forecasts that 


~ global p28 turnover could reach $4 trillion in 


a 


3 


‘America in 2003, compared with less than 
-$400 billion of online sales to consumers. 


B2B e-commerce cuts companies’ costs 
in three ways. First, it reduces procurement 
costs, making it easier to find the cheapest 
supplier and cutting the cost of processing 
transactions. Second, it allows better supply- 
chain management. And third, it makes pos- 
sible tighter inventory control, so that firms 
can reduce their stocks or even eliminate 


- them. Through these three channels B2B e- 


commerce reduces firms’ production costs, 
by increasing efficiency or by squeezing sup- 
pliers’ profit margins. In the economic jar- 
gon, the economy’s aggregate supply curve 
shifts to the right. 


2B or not 2B? 


The biggest savings are likely to come in pro- 
curement. A recent report by Martin Brookes 
and Zaki Wahhaj, at Goldman Sachs, esti- 
mates that firms’ possible savings from pur- 
chasing over the Internet vary from 2% in the 
coal industry to up to 40% in electronic com- 
ponents. British Telecom claims that procur- 
ing goods and services online will reduce the 
average cost of processing a transaction by 
90% and reduce the direct costs of goods and 
services it purchases by 11%. Bap exchanges 
also offer big savings: Ford, cM and Daimler- 
Chrysler are setting up a joint exchange to 
buy components from suppliers over the In- 
ternet, and this week the biggest aerospace 
firms said they would follow suit. 

Messrs Brookes and Wahhaj reckon that 
doing business with suppliers online could 
reduce the cost of making a car, for instance, 
by as much as 14%. Their report looks at 
industries that account for about one-quar- 
ter of America’s GDP, and uses input-output 
accounts to include second-round effects of 
cost savings—ie, that lower costs in one in- 
dustry will reduce the price of inputs for 
other industries. They conclude that, in the 
five big rich economies, B28 e-commerce 
could reduce average prices across the econ- 
omy by almost 4%. And this probably under- 
states likely cost savings because it is based 
on lower procurement costs alone. 

What does all this mean for inflation 
and growth? As lower costs encourage firms 
to produce more at any given price (ie, the 
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supply curve shifts from Si to $2 in the chart), 
the long-term equilibrium level of output 
will rise and the price level will fall. But note 
thatitis the level of prices and not the level of 
inflation that falls. To the extent that this 
happens gradually over a period, inflation 
may be reduced, but only until prices reach 
their new, lower equilibrium level. 

The Internet cannot permanently reduce 
inflation, because this is a monetary phe- 
nomenon. If central banks continue to aim 
for the same inflation target as before, then, 
beyond the short term, inflation will stay un- 
changed. If inflation drops below target be- 
cause the Internet pushes prices down, the 
central bank will reduce interest rates, allow- 
ing faster growth while leaving inflation un- 
changed. Prices of goods exposed to the In- 
ternet may fall, but prices of other goods and 
























INTERNET ECONOMICS 


some advantages over previous technologi- + 
cal revolutions. First, unlike the railways; 
which affected only the movementof goods, ° 
it can be applied across a broader section of 
the economy, including services. The In- 
ternet, for example, offers a new information 
system, a new marketplace, a new form of 
communication and a new means of distri- 
bution. The power of digital distribution 
may even lead to wholly new products and 
services that nobody has hitherto imagined, 
offering the hope of further increases in 
economic growth. : 
Asecond positive factor is t ath rices 
of computers and telecommun iv 
fallen more rapidly than for 
technology. This is encouragi 
adopt the Internet more quick! 
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services will rise faster than before. 

By boosting productivity, the Internet 
can lift the economy’s safe speed limit before 
inflation starts to rise. But how much? The 
Goldman Sachs study, the most comprehen- 
sive to date, estimates that B28 e-commerce 
will cause a permanent increase in the level 
of output by an average of 5% in the rich 
economies, with over half of this increase 
coming through within ten years. That im- 
plies an increase in cor growth of 0.25% a 
year. If the benefits of Internet use spread to 
other industries not included in the study, 
the eventual gains would be larger. 

In historical terms, an extra 0.25-0.5% of 
annual growth would be hugely significant. 
Estimates suggest that the carriage of freight 
by rail over a couple of decades in the late 
19th century added perhaps 10% overall to 
American output. But if the Internet by itself 
seems unlikely to boost economic efficiency 
by as much as this, the productivity gains 
from information technology and the In- 
ternet together could easily come close. 
Computers, software and telecoms now ac- 
count for about 12% of America’s total capital 
stock, not far short of the share accounted for 
by railways at the peak of America’s railway 
age in the late 19th century. 

Moreover, information technology has 














ductivity growth, because it takes time for 
firms to reorganise their business to take ad- 
vantage of new ways of doing things. The re- 
cent spurt in American productivity may be 
the productivity pay-off from the computer 
revolution, which started 5e years ago with 
the invention of the transistor. But because 
the Internet is now spreading extremely rap- 
idly, productivity gains linked to it: it could ar- 
rive pretty quickly. 


Inflation and profits 


So far this article has argued 'that the Internet 
may push down inflation in the short run, 
and that in the longer run it will boost 
growth. However, this assumes that the In- 
ternet affects only aggregate supply. In real- 
ity, it could also boost demand. If equity in- 
vestors expect faster growth in output. and 
profits and so push up share prices, this will 
boost households’ wealth and encourage 
them to spend more, even before the in- 
crease in supply has materialised. Higher 
share prices, and hence a cheaper cost of 
capital, may also boost investment. As a re- 
sult, the demand curve may shift to the right, 
to D2 (see right-hand chart). 

This may describe the situation in Amer-~ 
ica today. Alan Greenspan, the Federal’ Re- 
serve chairman, recently argued that an in-. 
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crease in productivity growth could indeed 
boost demand via share prices. The risk is 
that, if this increase in demand outstrips the 
productivity-led boost to supply, the equi- 
librium price level, and so inflationary pres- 
sure, could rise in the short term, not fall. 

Some economists even argue that, fol- 
lowing a technological shock, the previous 
inflation target is no longer appropriate. An 
essay in the 1999 annual report of the Federal 
Reserve Bank of Cleveland suggests that if 
rapid productivity gains pull down the costs 
of production, prices should also be allowed 
to fall, so workers can enjoy the benefits of 
higher productivity through increases in real 
wages. If central banks stop prices falling, 
and nominal wages, being stickier than 
prices, lag behind productivity gains, this 
will inflate profits and share prices will soar 
on the (false) expectation that profits will go 
on rising, spurring excessive investment. 
This suggests that central banks should aim 
for lower inflation targets than before. 

Investors certainly seem to have inflated 
expectations about future profits. But faster 
growth and lower costs donot automatically 
justify a leap in share prices. Yes, there will be 
big cost savings, but to the extent that the In- 
ternet lowers barriers to entry and increases 
competition, this is likely to squeeze profit 
margins, so passing the benefits on to con- 
sumers. History shows that, although the 
share of profits often rises during the early 
years of technology-led expansions, as it did 
in the 1990s, it then usually declines as a re- 
sult of competition from new entrants at- 
tracted by high returns. 

Consider again the example of railways 
in the 19th century. Most schemes made little 
money and many went bust, largely because 
overinvestment had created excess capacity 
and fierce competition. Britain’s railway ma- 
nia of the 1840s certainly had much in com- 
mon with Internet fever. Share prices soared, 
then spectacularly tumbled as many lines 
failed to deliver expected profits. 

There is a big risk with the Internet, simi- 
larly, that boom will be followed by bust. But 
the good news is that, long after share prices 
crashed, railways continued to function, to 
the benefit of the economy, ifnot to the origi- 
nal investors. In all technological revolu- 
tions, from the railways to the Internet, the 
only sure long-term winners are consumers 
who gain from lower prices. and hence 
higher real wages. There is no reason to ex- 
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pect the Internet to be any different. 

Indeed, by reducing search costs and in- 
creasing the flow of information, the Internet 
explicitly shifts power from producers to 
consumers and so looks even more likely to 
squeeze profits. As with railways, stock- 
markets currently seem to think that In- 
temet firms will be the ones that reap the big- 
gest rewards. But consumers and old-- 
economy firms, from cars to chemicals, that 
use B28 e-commerce to reorganise them- 
selves are likely to gain most. The overall rate 
of profits may be little changed, but profits 
will be redistributed. 


Catchup.com 


It is often argued that America’s lead in the 
Internet age will give it an economic edge for 
many years to come. After all, corporate 
spending on tr is considerably higher as a 
share of cpp in America than in Japan or the 
Eu, and the proportion of households with 
Internet access is three times as high. Some 
economists also reckon that the success of 
America in exploiting rr partly reflects its 
flexible, competitive markets. The Internet 
may yield smaller benefits in more tightly 
regulated economies with rigid labour and 
product markets and inefficient capital mar- 
kets, which prevent labour and capital shift- 
ing in response to new opportunities. 

To turn this argument round, however, 
the potential for cost savings and productiv- 
ity gains from the Internet should be much 
bigger in the £u and Japan than in America. 
The impact of the internet on growth could 
thus also be more powerful in Japan and Eu- 
rope than in America. This is because the In- 
ternet, by increasing price transparency and 
competition, will directly attack the ineffi- 
ciencies in their economies. 

Countries with high distribution mar- 
gins are likely to see the biggest price reduc- 
tions and the biggest gains in efficiency. By 
exposing firms to more intense global com- 
petition, the Internet should force govern- 
ments and businesses to rethink their old, in- 
efficient habits and seek new ways to get 
around or eliminate market rigidities. 

In Japan the Internet strikes right at the 
heart of many archaic business practices 
that hold prices high and hinder productiv- 
ity. Take Japan’s famously inefficient and ex- 
pensive distribution system. Suppliers and 
retailers tend to be tied to manufacturers, 
through cross-shareholdings. This allows 





manufacturers to control prices by restrict- 
ing distribution to their own retailers. How- 
ever, by increasing price transparency, the 
Internet will give more power to consumers. 
Japan often seems to be a nation of middle- 
men, The longer the supply chain, the bigger 
the potential gains from B28 e-commerce, 
since it allows firms to eliminate the many 
layers of middlemen that hamper economic 
efficiency. Structural failings in Japan may 
hinder productivity gains from the Internet 
at first—but they cannot block them. 

The Internet allows producers and con- 
sumers to seek the cheapest price in the 
global market. This will make it harder to 
maintain higher prices and higher taxes. In 
Europe especially, by making cross-border 
purchases easier, the Internet will increase 
tax competition and so put pressure on gov- 
ernments to reduce taxes. 

The Internet could also give a boost to 
growth in emerging economies. Echoing 
Coase’s theory, Andy Xie, an economist with 
Morgan Stanley in Hong Kong, argues that 
because the Internet cuts transaction costs 
and reduces economiesof scale from vertical 
integration, it reduces the economically opti- 
mal size of firms. For example, lower transac- 
tion costs will make it possible for small 
firms in Asia to work together to develop a 
global reach. In this way, the web could open 
up more opportunities for emerging econo- 
mies tocatch up with richer ones. 

Smaller firms in emerging economies 
can now sell into a global market. It is now 
easier, for instance, for atailor in Shanghai to 
make a suit by hand for a lawyer in Boston, 
or a software designer in India to write a pro- 
gramme for a firm in California. One big ad- 
vantage rich economies have, their closeness 
to wealthy consumers, will be eroded as 
transaction costs fall. Mr Xie argues that this 
will help emerging Asia to catch up. 

The Internet could also accelerate the 
process of economic catch-up by speeding 
up the diffusion of information, which will 
help new technologies to. reach emerging 
economies. The Internet is spreading rapidly 
throughout Asia, Latin America and Eastern 
Europe. In contrast, it took decades before 
many developing countries benefited from 
railways, telephones orelectricity.If America 
can look forward to significant gains from iT 
and the Internet, then the rewards to other 
economies could be even bigger. 
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Slow financial starvation 


TOKYO 


Japan’s big bang promised a better deal for the country’s savers. It is not 


delivering one 


T WAS not the government's finest hour. 
Two years of talk about fixing Japan’s pub- 
* lic-pension scheme bore fruit on March 28th 
when a law was passed to repair its finances. 
Major surgery was sorely needed. But only 
palliatives were on offer: a small cut in bene- 
fits, a lifting of the pensionable age, starting 
in 2013, and more money from the public 
purse. Even this tinkering raised more ques- 
tions than it answered. Most glaringly, the 
government omitted to say where it would 
find the extra money. 

It is this sort of clumsy dissembling that 
gives the Japanese nightmares about their 
future. By 2050, unless birth rates rise 
sharply, one in three Japanese will be over 
65. To support them, Japan needs to make its 
savings work much harder. Instead, they are 
earning increasingly miserly returns. Al- 
though the stockmarket has been chirpy of 

™ Jate, the return on equity of companies listed 
in the broad toprx index has been falling 
ever lower. Long-term government bonds 
yield barely 2%, and bank accounts next to 
nothing. The effects of this financial starva- 
tion are everywhere to see. The public-pen- 
sion scheme looks bust, even after last 
week’s reforms. Company pension funds 
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need topping up, perhaps by as much as ¥80 
trillion ($750 billion). In the next financial 
year, which begins this weekend, compa- 
nies will have to begin lifting the veil on their 
pension liabilities. 

There is meant to bea fix in the works: Ja- 
pan’s “big bang” of financial reforms, begun 
in 1998 with the promise of “free, fair and 
global markets”. Big bang’s chief aim is togive 
a better deal for savers, promising more 
choice and higher returns. But so far the re- 
sults have not matched the rhetoric. 

Take the government-bond market. 
Given the government’s growing debts, you 
might have expected the market for its 
bonds to be one of the world’s most efficient. 
But only ten-year issues are traded much. 
Short-term bills are snaffled up by the banks 
and rarely seen again. 

The ministry is now preparing a more 
varied diet for investors. But change will 
probably be slow. Only in February did the 
Finance Ministry start selling five-year 
bonds. It refused to do so before, because Ja- 
pan’s three long-term credit banks relied for 
their financing on five-year debentures, 
even though two were nationalised. 

It also plans to concentrate on a handful 


of big bond issues to increase liquidity. Since 
last October investe e rio longer had to 
pay a 20% withh ax, But there is a 
catch: to qualify, cus ians must hold their 
bonds in an account: ith 













clumsy way: De regis 
names of banks, whi 
the real owner need decl; ; 
when the coupon is paid, fe ign investors 
sell their bonds and buy « just before 
the coupon-payment date. From next Janu- 
ary, this will become impossible: all inves- 
tors will be taxed unless they: hol d their 
bonds at the Boy. 
Until recently; Japan S y corpotate- 
bond market seemed to be working more = 
smoothly. Its growth had. been stunted be- > 
cause the country’s banks insisted on mak- 
ing barely profitable loans to big firms that 
ought to have been tapping the bond mar- 
kets instead. Big bang seemed likely to end 
that, with morecompetition forcing banks to 
rid themselves of unprofitable loans and 
chase more lucrative businesses, such as as- 
setmanagementand retail | | 
At first, this seemed to be happening. In — 
1998, banks cut their lendin arply, and. 
corporate-bond i issuance s toa record 


































month, though, the goven 
ised the banks, who proc 
more loans to big firms 
share”, in the words of o 
trader. Last year, the amo 
bonds issued fell, to ¥7.8 tril 


country where big firms were rarely allowed. 
by their bankers to fail, investors did notde- 
mand higher returns from riskier compa-: 

nies. But when several big firms went bustin 
1997, interest rates paid by such borrowers 
shot up. Now, partly because corporate 
bonds are in short supply, but also because 
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investors seem convinced once again that 
big firms will not go under, yields on riskier 
debt have fallen. Six months ago, Marubeni, 
a Japanese trading company whose bonds 
are rated as junk by Moody’s, a rating 
agency, paid investors 6-7 percentage points 
more than top-quality borrowers. Now its 
bonds offer a premium of less than a point. 

Reforms to Japan’s stockmarket at first 
seem more substantial. The physical trading- 
floor was scrapped last April; fixed commis- 
sions have been abolished. The Tokyo Stock 
Exchange has begun merging with Japan’s 
tiny regional exchanges, such as those in Nii- 
gata and Hiroshima. Thanks to the threat of 
Nasdaq Japan, which plans to launch a mar- 
ket for high-tech firms this summer, it even 
started a new market for growth companies, 
called Mothers, in December. 

Competition from Nasdaq Japan may 





Endangered species 


NEW YORK 


T WAS one of history’s sweetest rides. 
Frustrated in writing a novel, Julian Rob- 
ertson, an ex-stockbroker, raised $8m in 
1980 for a hedge fund, at the dawn of the 
great bull market. By 1998, Tiger, his group 
of hedge funds, managed $21 billion, and 
Mr Robertson had become a legend. 
Unfortunately for Mr Robertson, past 
performance, as investment warnings al- 
ways note, is no guarantee of future re- 
turns. Although financial markets were 
roaring, Tiger’s funds went into reverse. A 
small loss of 4% in 1998 swelled to a 17% loss 
last year. By February this year losses had 
grown by a further 14%. Rotten perfor- 
mance and huge redemptions had cut as- 
sets under management to $6 billion. This 
week word seeped out, perhaps from em- 
ployees who had been told to find another 
job, that Mr Robertson would be shutting 
down Jaguar, Tiger's biggest fund. 
What went wrong? Unlike Long-Term 
Capital Management, a large hedge fund 
that suffered a near-death experience in 





even prod the over-the-counter (orc) mar- 
ket, which is run by and in the interests of Ja- 
pan’s stockbrokers, into reform. On March 
16th Digicube, a Japanese game distributor, 
announced that it would be the first com- 
pany to delist, citing the market's inability to 
make itself investor-friendly. Digicube plans 
to reliston Nasdaq Japan. 

Changes to these markets, welcome as 
they are, do not touch two other big pro- 
blems. The first is lax financial regulation, 
which has made it hazardous for anybody 
but insiders to invest. The financial-markets 
regulator, the Securities and Exchange Sur- 
veillance Commission (sesc), is under the 
thumb of the Finance Ministry. More re- 
form-minded politicians have recently at- 
tacked the ssc for its “inactivity” in the face 
of growing evidence of manipulation in Ja- 
pan’s volatile market in high-tech stocks. 

The second problem is the cross-share- 
holdings that protect so many firms from 
takeover. These have been slowly unravel- 
ling. At the end of 1999, they accounted for 
42% of the stockmarket, according to Kathy 
Matsui of Goldman Sachs, down from 52% in 
1991. These sales might speed up. When they 
were bailed out by the government, the 
banks agreed to sell some cross-sharehold- 
ings. Bank mergers will leave them with big- 
ger stakes in some firms than the law allows. 
And, in the new financial year, changed ac- 
counting rules will oblige banks to carry 
shares on their books at market value. 

There is, however, a risk that the pace of 
disposal might slow. As a way of fixing un- 
derfunded pension schemes, firms can 


1998 from big bets on the rel- 
ative value of different as- 
sets, Mr Robertson's fund is 
a “macro” fund: it takes big 
punts on, for example, 
bonds and currencies. Re- 
cently, some of these have 
gone badly wrong. In 1998, 
for example, Tiger lost per- 
haps $2 billion when the yen 
soared unexpectedly. 

But the bedrock of Mr Robertson’s in- 
vestments were in equities. Like many oth- 
ers—such as Warren Buffett, who has also 
had a dismal time of late—Mr Robertson is 
a value investor: he buys cheap stocks in 
the expectation that they will become 
more expensive. Of late, however, they 
seem only to have got cheaper, while any- 
thing with anew-economy feel toit has got 
still more expensive. A large stake in us Air- 
ways fared particularly poorly. 

But the roots of Tiger’s problems run 
deeper. Hedge funds tend to be one-man 








Robertson’s jam 


transfer their cross-shareholdings to pen- 
sion-fund trustees. If trustees were to man- 
age these shares in the best interests of pen- 
sion-fund members, Japan’s stockmarket 
could suddenly become a lot more share- 
holder-friendly. But under Japanese law 
trustees are required only to protect their as- 
sets, not to squeeze the most out of them. 
Even more bizarrely, companies can direct 
pension-fund trustees how to vote at annual 
general meetings, even though they no lon- 
ger own the shares themselves. The result 
may be an informal arrangement in which 
friendly shareholdings are frozen in trusts. 

None of this is beyond the government's 
reach. The corporate-bond market has be- 
come less active partly because of the gov- 
emment’s massive extension of credit to 
troubled borrowers. Such loans may have 
made sense two years ago, when the econ- 
omy was in deep trouble. But now itis recov- 
ering, the government seems in no hurry to 
withdraw. Shareholder capitalism would get 
a huge boost if the government obliged pen- 
sion-fund trustees, like their foreign counter- 
parts, tochase the best returns. 

Here, though, is the frailty atthecentreof » 
big bang. A better deal for savers means a 
worse one for Japan’s highly indebted bor- 
rowers, in the form of higher interest rates 
and more demanding shareholders. In the 
past, Japan’s bureaucrats and its politicians 
generally put producers’ interests before 
those of consumers. Whatever the govern- 
ment says about big bang, its actions so far 
suggest that little has changed. 





bands; some of the biggest 
stars are a bit long in the 
tooth. Few, apart from the 
Soros funds, where the ubiq- 
uitous financier has handed 
most of the running to Stan- 
ley Druckenmiller, have 
managed to keep good em- 
ployees. Many Tiger em- 
ployees left to found their 
own hedge funds. 

One theory holds that 
Mr Robertson has retreated 
tothe sidelines until markets 
become more “sensible”. A more cynical 
interpretation is that Tiger's fee structure 
requires fund value to exceed the previous 
high before it can charge hefty fees; with 
losses mounting so fast, it would take a 
huge turnaround to make any money. 

Still, long-term investors have nothing 
to complain about. Since its creation, Jag- 
uar has produced annual returns for inves- 
tors of 17% after fees. Courtesy of its gener- 
ous fee structure, nobody benefited more 
from these returns than Mr Robertson 
himself. Of the remaining $6 billion, per- 
haps $1.5 billion is his. 
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American banks 


Bank Not One 


NEW YORK 


In America, Bank One has found, being a broad bank is no substitute for 


being a good bank: 


MANAGEMENT consultant could 
X hardly have hoped for a better platform 
for a national bank. Begin in a small town 
(Columbus, Ohio). Choose as a brand a 
: friendly, geographically vague sort of name 
(Bank One). Expand via acquisitions, as 
regulations discouraging them are relaxed 
(165 deals). For fund management, empha- 
sise'a. product that benefits from scale: mu- 
tual funds (Group One Funds). Buy a cor- 
porate bank (First Chicago-Nep) and a 
dedicated credit-card operation (First usa). 
And just to be safe--and cool—create an In- 
ternet bank (Wingspan). 

Itisastrategy that Bank One is only a few 
deals from pulling off. Yet whether it puts the 
final pieces into place or is dismembered is 
an open question. In December, John Mc- 
Coy, the third McCoy to lead Bank One, was 
unceremoniously booted out. On March 
27th the crown passed to Jamie Dimon, who 
had been idle since being fired as president 
of Citigroup 18 months ago, after falling out 
with his former mentor, Sandy Weill. 

In place of a geographic vision, Mr Di- 
mon brings a focus on returns. He eschews 
grand plans. “Tve seen a lot of great compa- 
nies with strategies,” he says. “But if you 
don't execute, you fail.” Partly this will be 
done by reducing costs sharply. But he has 
clearly set his sights on further purchases: “I 
would love to make this company strong, so 
itis predator, not prey.” 

That it should be seen as a target might 
seem odd. After all, last year’s results seemed 
good enough. It earned 1.4% 


By late last year it was clear that Bank 
One’s credit-card business had deteriorated. 
Far from expanding, as analysts had be- 
lieved, it was starting to contract. Marketing 
strategies that First usa had pioneered, such 
as offering low initial rates to tempt custom- 
ers, were widely copied. Its service was 
breaking down, not least because key man- 
agers left. Customers began to shift accounts 
to other credit-card firms, a process that re- 
quires little more effort than picking up the 
post in the moming. Assets, credit quality, 
and profitability all declined (see chart). 

Worse, credit quality in other parts of the 
bank’s lending business has been falling too. 
In January, at a meeting with analysts, the 
bank’s bosses disclosed that it had problems 
in retail lending. More such revelations have 
followed. “I believe the full story has not 
been told,” says Charles Peabody, an analyst 
at Mitchell, a securities firm. “We need to 
find out how bad the problems really are. I 
think they go pretty deep.” 

Then there are questions about Bank 
One’s strategy of diversification. All banks 
try to diversify, but the good ones also spe- 
cialise, or at least try to be good in areas in 
which they compete. State Street long ago 
abandoned a branch network and recently 
stopping lending to companies. It thrives 
thanks to its securities-processing and in- 
vestment-management businesses. Chase 
focuses on retail banking in New York, 
where it has a huge market share; its nation- 
wide strength is in syndicated lending. The 
most profitable companies 





on assets, the same as Citi- 
group. Its return on equity 
was a healthy 17%. A few 
years ago, when banks 
were reeling, such numbers 
would have been ap- 
plauded by investors. Now 
they attract scepticism. The 
bank’s shares have fallen 
from a high of $64 last sum- 
mer to as low as $23 before 
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in credit cards are niche 
firms such as mBna (affin- 
ity cards) and Providian (for 
marginal borrowers). 

Bank One covers a huge 
swathe of American fi- 
nance, but it is second-rate 
in most areas. Its fund- 

“| management operation 
30 <*) pales compared with Fidel- 
| ity. Its syndicated lending is 








recovering on the back of 
takeover rumours. The yield on Bank One's 
shares is twice what depositors receive in the 
bank’s savings accounts. 

The biggest doubt is over Bank One's 
credit-card operation, a business in which it 
and Citibank are the market leaders. The 
way in which it accounts for this operation 
has raised a few eyebrows. Profits earned 
from credit-card balances are captured on 
the income statement, even though a big 
chunk of the balances are securitised. 
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dwarfed by Chase’s. Securi- 
ties processing is puny compared with State 
Street. Now that arm networks are linked, 
there is little reason to join a bank in one state 
because it has a branch in another. Wing- 
span is sophisticated, but it has few clients 
and may be ahead of its time. Since Mr Mc- 
Coy left, its marketing budget has been cut. 
Rumour has it that Wingspan is for sale. 

Can Mr Dimon turn the bank around? 
His experience dates from 1986, when, in 
conjunction with his former boss at Ameri- 
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can Express, Sandy Weill, he woke over Com: 
mercial Credit, a firm that specialised in 
making expensive loans to people who 
could not; or would not, usea bank. Ak- 
though a slightly sleazy business, it was 
hugely profitable. These profits allowed 
Messrs Weill and Dimon tomake a series of 
acquisitions, notably: Smith. Ba! ; 
nious insurance rompa ) 


similar feat at Ban 
bank's shares plur 
make an offer. Ifhed 
posite could occur, Mr 
pledged tolook forasu 
still no obvious candi 
says, you are either preda 





European stock ex 
Frankfurt’s. 
dot.com d 


FRANKFURT 


don Stock Exchange's vot 
closely followed by. a 


that was not enough, Deutscl 
runs Germany’ ’s markets, this : 


etlisting and ashift of ‘emphasis. 

For an organisation d to live by 
transparency, the German exchange is being 
cagey about precise numbers, but it hints; 
that, by the summer, it will float 25-30% of it- 
self and will be worth around €15 billion 
($1.45 billion). Mostly owned by Germany’s 
big banks at present, its wish-list for new in- 
vestors. includes international technology. 
and media groups, as well as Germany's fast- 
growing band of retail investors. They arebe- 
ing lured with a pledge to double Deutsche 
Borse’s share price every three years. 

The exchange’s motivations are not hard ` 
tc fathom. Werner Seifert, its boss, has ‘be 
come frustrated that the eight-way alliane 
of European stock exchanges, led by Londo: 

_and Frankfurt, is hamstrung by “national 
agendas”. Unless Frankfurt strikes out alone, 
it could soon lose out to new rivals such as 
Tradepoint, Nasdaq Europe and Jiway. 

The new strategy has two main prongs. 
The first is to be more international. Mr Seif- 
ert promises that Deutsche Borse’s name 
change to Euroboard will be more than cos- 
metic (as, of course, does Euronext, as the: 
Paris-centred trio will be known). The-alli- 
ance members have a gentleman's agree- 
ment not to poach business in each others’. 
blue-chip shares, but nobody expects that to. 
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Seifert’s pipe dream 


last. Frankfurt already does a lively trade in 
options on big Italian and Dutch shares. It 
alsowants to do more “back-end insoure- 
ing”, an ugly term for flogging its trading sys- 
tems to other exchanges, having already 
signed up Dublin, Vienna and Helsinki. And 
after merging its clearing unit with Cedel last 
year, it hopes that Clearstream, the new en- 
tity, will become Europe’s clearing house of 
choice, though it still faces competition from 
Euroclear, which last week leapt into bed 
with Sicovam, France’s settlement system. 
The second prong involves persuading 
investors that Euroboard is not a traditional 
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exchange, but a fleet-footed tech- 
nology-services group. And, as be- 
fits a prospective “growth” stock, it 
has unveiled a raft of dazzling (on 
paper, at least) Internet initiatives. 

Frankfurt already leads Eu- 
rope’s other exchanges in several ar- 
eas of electronic trading, such as re- 
mote access. Now it is working to 
hook investors up to its main mar- 
kets through the net. It will soon 
start hawking online-broking soft- 
ware to traditional banks. It also 
plans to develop business-to-busi- 
ness e-commerce exchanges—it al- 
ready has an energy exchange—and 
an incubator for e-commerce ventures. “We 
are already a successful dot.com,” insists Mr 
Seifert, bravely. Why else would he be mull- 
ing his own tech market, the Neuer Markt, as 
a listing venue? 

All very ambitious, but will it work? Mr 
Seifert’s promised land is a merger of all Eu- 
rope’s stock exchanges. He has presented his 
latest plan as a fall-back, should that prove 
impossible. By repositioning early, Frankfurt 
hopes to gain an upper hand either way. But, 
as always, the risks are in execution. And as 
Mr Seifert well knows, the dot.com world is 
something of a rollercoaster. 





Buddy, can you spare a peso 


MEXICO CITY 


Two banking systems ravaged by recent crises now appear to be on the mend. 
The first article asks why, despite that, Mexican banks are still not lending; the 


second looks at South Korean banks 


OR a country that traditionally got most 

things wrong, Mexico seems recently to 
have got rather more right. Inflation, interest 
rates and consumer spending have recov- 
ered to levels not seen since before the 
1994-95 economic crisis. Growth is solid. And 
last month, Moody’s and Standard & Poor’s 
(sap), two big rating agencies, upgraded the 
country’s foreign-currency debt. Moody’s 
raised Mexico to invest- 





these bonds capitalised interest and were 
non-tradable, so provided no liquidity. Last 
month the government started to convert 
these bonds into tradable, interest-paying 
ones, but this will take years. Still, the banks 
now have more than enough tolend. 

Next came the argument that high inter- 
est rates put people off borrowing. That was 
true in 1998, when yields on treasury bills 
shot up to 50% after the Rus- 





ment grade for the first time 
in its history. The banks, 
too, have had time to re- 
cover from the defaults that 
hit them in the wake of the 
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Punch-drunk 


Mexican banks’ loans i 








sian crisis. But now they are 
back where they stood in 
early 1994. Yet another the- 
ory puts the blame on new 
capital-adequacy require- 









crisis, with a government 
bail-out that gave taxpayers 
a bill now worth some $76 
billion. Yet their lending has 
been falling. 

Numerous reasons 
have been advanced for 
this. First, liquidity. The 
bail-out let banks exchange 
some duff loans for special 
government bonds, but 
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ments, which started to 
come into force last au- 
tumn and will be phased in 
over the next three years. 
The new rules force banks 
to improve the quality of 
their capital. Some analysts 
think that they have reined 
in lending to meet these 
stiffer requirements. But if 
this were true, the banks 
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that have been taken over by foreign ones 
(such as Spain’s Santander or America’s Citi- 
bank) ought to be lending more than Mexi- 
can-owned ones. They are not. 

At the moment, the most popular excuse 
is legal. One reason that the banks got into 
such a mess was that the law made it hard to 
secure collateral for loans and to chase bad 
debtors. New loan-guarantee and bank- 
ruptcy laws have been proposed, but they 
are stuck in Mexico's congress, and look like 
staying stuck at least until this autumn, 
when a newly elected congress starts work. 

But some doubt that even this will do the 
trick. Even with new laws in place, the justice 
system will still be slow and creaky. Banks’ 
reluctance to lend, says Ursula Wilhelm, a 
banking analyst at sar, has more to do with 
the riskiness of such lending in the face of 
“the culture of non-payment”. Banks are es- 
pecially shy of sectors that have a particu- 
larly bad record, such as the construction in- 
dustry and agriculture. “Even with 
debtor-support programmes of 60% or 70%,” 
says Salomon Salcedo, an agricultural econo- 
mist at Serfin,a Mexican bank, “a lot of farm- 
ers didn’t pay their loans.” 

Perhaps, in truth, it is a combination of 
all these factors. And takeovers and mergers 
might yet encourage banks to be freer with 
their loans. Last month Banco Bilbao Vizcaya 
Argentaria (BBVA), a Spanish bank that al- 
ready has a Mexican subsidiary—ssv Pro- 
bursa—announced that it would take con- 
trol of Bancomer, Mexico's second-biggest 
bank, and merge the two. That will create the 
largest bank in Mexico, into which ssva will 
inject $1.2 billion, cleaning up its balance 
sheet once and for all. More mergers are 
likely to follow. Salomon Smith Bamey pre- 
dicts that Mexico will eventually have five 
large banks, as against seven now—and 
mostof them will be foreign-owned. 

If, thus fortified, the banks start lending 
more, it will be good news. To grow faster in 
the absence of decent capital markets, the 
country needs better banks. And it needs to 
grow by at least 4.5% a year, estimates Ruben 
Ojeda, an economist, to deal with the mas- 
sive cost of the bank rescue, otherwise that 
debt will grow faster than it can be paid off. 
Mexico is not completely out of the woods. 
= 





South Korean banks 
Silver lining 


SEOUL 


SIT the storm before thecalm? The resigna- 

tion on March 24th of the head of Korea 
Exchange Bank, one of South Korea’s five 
largest banks, came as a surprise, not least 
because itcame the day before the bank’s an- 
nual general meeting, and Lee Kap Hyun had 
served only one year of his three-year stint. 
But Mr Lee stepped down to take respon- 
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sibility for the bank’s. poor perfor- 
mance last year. Its dodgy loans 
“jumped and net losses. fell only 
slightly. And, to anybody who wor- 
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group, investors are shifting mone 
from investment trusts into bank de 


posits. 
Unfortunately, banks have few 













ries that shareholders in South Korea 
always play second fiddle, Mr Lee was 
forced out by the bank’s trade union. 
For all that, Korea Exchange, and the 
country’s other big banks, may have 





lending opportunities. The govern- 
ment has imposed strict rules to re- 
duce commercial banks’ exposure to 
the five biggest chaebol. (Hyundai, 
Samsung, LG, sk and the dismantled 
Daewoo). They are not allowed to. 















turned the corner. This year, it may 
even make money. 








including non-performing loans After cot 









Jend more than the equivalent of 25% 





The rise in problem loans has 
more to do with regulatory: ferocity than 
mounting bad debts: Having spent 64 trillion 

“won ($58 billion) of taxpayers’ money to re- 
store health to ailing banks, the Financial Su- 
pervisory Service was keen that banks 

‘should come clean about their problems. 
Since 1998, banks have had to value securities 

`: atmarket prices. More important, the service 
~~ has also insisted that they include in their 

-> bad-debt figures loans that are likely to sour, 
“not just those that have already done so. 

Banks must now declare a loan sub-stan- 

dard if, say, a borrower continues to make 

losses. Yet, despite the wider definition, the 17 

commercial banks had combined net losses 
of only 6 trillion won last year, down from 

13.6 trillion won in 1998 (and the biggest five 

have reserved against about half of their bad 

loans). Had they not put aside reserves of 11 

trillion won against loan losses, most banks 
would have been profitable last year. 

A thriving economy should stop too 
many more bad loans piling up. GDP grew by 
10.7% last year, having shrunk by 6.7% the 
year before. Many economists expect it to 


grow by at least 6% this year. Banks also hope 
that growth will allow them to increase lend- 
ing by 15% or so this year, as companies step 
upinvestment and consumers spend more. 

There are still problems ahead. Some 70 
companies, including 12 subsidiaries of the 
Daewoo group, South Korea’s second-big- 
gest chaebol, or conglomerate, that techni- 
cally defaulted on 100 trillion won of debts 
last July, now qualify for workout pro- 
grammes. Although the banks made re- 
serves against some loans to these compa- 
nies, failure to turn them around will force 
the banks to write off all their lending. 

The banks face two other challenges. The 
first is to diversify their revenues. Of the 2.6 
trillion won of profit that they made before 
provisioning, a large chunk came from inter- 
est on bonds that the government handed 
out, either to recapitalise the banks or to buy 
their bad debts. Banks made a bit from gains 
on securities and cost-cutting, but fees from 
selling investment trusts and the like were 
unchanged from the year before. Why so? 
Alarmed by the default of the Daewoo 
































of equity to any one of them. So rather 
than lend the chaebol more, the top five 
chaebol must now pay back-41 trillion won 
tothe banks, 
There ‘are, of course, other companies to 
which the banks can lend. But this is risky: 
many South Korean companies often over- 
estimate their assets and underestimate 
their liabilities. The banks are hiring more 
auditors to stem such creative accountin 
And the oran introduced toughe 
counting standards last year, which re 
big companies to produce conso! dated a 
counts. Yet it remains to be seen h 
gently the new rules will be enforced. S 
banks are trying to get intoretail leng 
fortunately, this is a market in which they 
have little expertise andlessdata. : 
But perhaps the most serious obstacle to 
reform is the country’s trade unions. The- 
government wants to encourage big banks to: 
merge. Fearful for their jobs, the banks’ staff, 
and their trade unions, are against. Their sv 
cess at Korea Exchange Bank mayo be ano! 
nous precedent. 








NEW YORK 


MERICAN stockmarkets were once 
again jittery this week, in part because 
Abby Joseph Cohen, Goldman Sachs’s 
Wall Street guru, cut the amount of shares 
that she thought investors should hold. But 
share prices have still held surprisingly 
firm as interest rates have risen this year. 
Top of the list of other policy weapons to 
rein in the market now being considered 
by Alan Greenspan, the Fed’s chairman, 
are tougher margin requirements for share 
investors. 

It is a relatively simple matter to bor- 
row from a stockbroker to buy shares, pro- 
vided that you give the lender a cash de- 
posit (“margin”) equal to 50% of the value 
of the shares, Margin debt has been soaring 
in the past few months—up by 75%in the 12 
months to February—reinforcing concerns 
that speculators on easy credit are pushing 
up share prices. So what could be better 
than to make it harder for people to raise 
margin requirements? 

Mr Greenspan has so far resisted this 





Marginal differences 


temptation. He has pointed to studies that 
show that altering margin requirements 
makes little difference to share prices, and 
that the change would be unfair to individ- 
ual investors, since institutions can easily 
evade the limits by, say, borrowing abroad. 

The original rationale for Fed oversight 
of margins no longer applies. They were in- 
troduced in the 1930s, because the stock- 
market had been a favoured home for 
banks’ overnight money. That is no longer 
the case. Indeed, were it not for the feeling 
that the Fed ought to be doing something 
about share prices, there would be grounds 
for asking why, rather than leaving margin 
requirements unchanged since 1974, the 
Fed has not scrapped them. 

The main reason why margin require- 
ments make little difference to share prices 
is that most prices are set by institutional 
investors, and not, as popular myth sug- 
gests, by crazy day traders. Outstanding 
margin loans total a paltry 1.5% of the value 
of shares listed on the New York Stock Ex- 






























change. Increasing margin requirements 
would have a symbolic impact at best. 

The other justification for tougher mar- 
gin requirements is to protect individual 
investors from themselves. Interest. on 
margin loans has become a big source of 
revenues for some online brokerages (23% — 
at Ameritrade, 17% at Schwab), which 
might suggest that they are less concerned 
than they should be that their clients are 
borrowing wisely. Perhaps, but some of 
these firms have voluntarily raised margin 
requirements on many shares. 

Part of the recent surge in margin loans 
may be entirely rational. If an individual 
plans both toown shares and toborrow, he: 
will often get a lower rate of interest ona: 
margin loan, because it is secured against 
shares. And interest on margin loans is of- 
ten tax deductible. Moreover, if people 
want to borrow to buy shares, raising mar- 
gin requirements would probably send 
them to the plentiful other sources of 
credit. The $40 billion of outstanding mar- 
gin debt in online brokerage accounts is a 
drop in the ocean compared with Amer- 
ica’s total outstanding consumer debt, 
which last year exceeded $1.4 trillion. 











S30. THE ECONOMIST APRIL IST 2000 











OU cannotget more old economy than 

to fret about the price of oil. Although 
the oil price is hard tomiss when you come 
torefuel your car, economy-watchers with 
any sophistication are encouraged at every 
turn to pay little attention. For instance, 
measures of “underlying” inflation ex- 
clude the oil price—too volatile, the argu- 
ment goes, and no longer all that signifi- 
cant, one is led to suppose. Yet theory and 
empirical evidence suggest that the price of 
oil remains a fundamental driver of the 
business cycle. In all likelihood cheap oil 
has played 'a big role in creating the appear- 
ance of a “new economy”, and dear oil, if 
the price stays up, may do more harm than 
| many believe. 

In Britain, the leading advocate of the 
view thatoil still matters has been Andrew 
Oswald, a professor at Warwick Univer- 
sity. In an article in the Financial Times last 
year he went so far as to claim that the so- 
called new paradigm is.almost entirely an 
illusion caused by a prolonged period of 
extremely cheap oil. Now that the price has 
| soared, and assuming that it-stays rela- 

tively high, he fears that the result will be a 
marked slowdown in the world economy. 

Mr Oswald is therefore a doubly un- 
usual fellow: an.easy-money new-econ- 
omy sceptic. Most new-economy sceptics 
want monetary policy in the United States 
tightened faster (because they believe the 
surge in labour productivity will not last, 
and that inflationary pressures are build- 
| ing). Mr Oswald, in contrast, though a tren- 
chant critic of the new economy, believes 
that monetary policy should be on reces- 
sion-watch in both Britain and America. 

Mr Oswald, along with Alan Carruth 
| of the University of Kentand Mark Hooker 
of the Federal Reserve, published an article 
in 1998 which helps to makes the case for 
this view*, The starting-point is 
the chart, which repays careful 
study. The association between 
changes in the price of oil and, 
after a delay, changes in Ameri- 
can unemployment is impres- 
sively close. And the underly- 
ing model which Mr Oswald 
and his collaborators adduce is 
persuasive and simple. They 
concentrate on the supply-side 
(that is, labour-market) impli- 








* “Unemployment Equilibria and Input 
Prices: Theory and Evidence from the 
United States,” Review of Economics and 
| Statistics; November 1998, 
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Whether OPEC succeeds in stabilising the price of oil is a question that, new 
paradigms notwithstanding, still matters enormously 





cations of oil, rather than on the demand- 
sideeffects (which werediscussed at length 
in our issue of March uth). Dear oil raises 
producers’ costs and squeezes their profit 
margins. To restore those margins, employ- 
ers strive to cut labour costs. At the aggre- 
gate level, and for any given pressure of de- 
mand, higher unemployment is the result: 
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in effect, only with more people on the dole 
are workers willing to accept lower wages. 

Mr Oswald and his colleagues showed 
that a forecasting model based on this ver- 
sion of the “efficiency wage” theory of la- 
bour markets fits the data very well. From 
the late 1970s to the mid-1990s, oil played a 
stronger and statistically more significant 
role in driving American unemployment 
than interest rates. In forecasts extending 
beyond the sample period used in the 
study, a stern test of any model, Mr Os- 
wald’s approach easily outperforms its ri- 
vals, including consensus predictions of 
commercial forecasters. 








The. paper makes no attempt to test 
and reject the view that new technologies 
have changed the structure:of the Ameri- 
can economy in the late 1990s. New-econ- 
omy optimists may therefore be untrou- 
bled by these findings. But that would be a 
mistake. Mr Oswald's point is that there is 
noneed to posit anew economy toaccount 
for the behaviour of the American econ- 
omy since the mid-i990s. The boom has all 
the standard features of an oil-price shock, 
except that, compared. with the more fa- 
miliar cases of 1973-74.and 1979-80, and the 
not-so-noticed case of 1990-91, this: one 
happened in reverse. Profit margins wid- 
ened dramatically as the price of energy 
fell; inflationary pressure subsided even as 
demand gained strength (under the influ- 
ence of rising stockmarket wealth and 
other forces); the rate of unemployment 
consistent with stable inflation (the so- 
called natural rate) appeared to fall to an 
amazing low. 

Lawrence Summers, America’s trea- 
sury secretary, attracted attention recently 
when he likened the new-technology 
boom to a positive supply-side shock, the 
converse of the oil-price shocks of the 19703. 
And yet, as Mr Oswald argues, the more 
natural parallel to draw between then and 
now is that for most of the 1990s there has 
been a “good” oil-price shock. Even if you 
do not accept Mr Oswald’s new-economy 
scepticism in full, it is undeniable that oil 
was (rightly) given most of the blame for 
what went wrong in those earlier periods, 
but none of the credit for what has gone 
right more recently. 

It seems highly likely, Mr Oswald's 
scepticism notwithstanding, that a surge of 
technological progress in America has in- 
deed applied a significant positive supply 
shock to the economy (see pages 64-66). But 
it is certain, as opposed to merely likely, 
that the recent oil-price hike isa substantial 
negative supply shock. The future course of 
the economy: will depend on 
which of these forces proves 
more powerful. If low inflation 
persists alongside very low un- 
employment, the new-econ- 
omy shock can be declared the 
winner. But if, with oil pegged 
at more than, say, $20 a barrel, 
low inflation can be main- 
tained only at the cost of rising 
unemployment, the oil price 
will have had its revenge. It was 
denied its full share of thanks 
for the current boom; it may be 
harder to ignore in any forth- 
coming recession. 
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Computing with molecules 


‘Computer components need to be small. Individual molecules are small. So, 


~ 


` machines of the past have given 
pe vane i speedier, cheaper descen- 
dants'| 

components (the transistors from 


can individual molecules be used as computer components? 


N THE world of computing, few 
things matter more than size—or, 
rather, the lack of it. The behemoth 


argely because their basic 


which the logic gates that do the ac- 
tual computing are assembled) have 
shrunk to the point where several 
million can fit on a single chip. 

Such silicon-based miniaturisa- 
tion cannot, however, continue in- 
definitely, so engineers are casting 
around for other ideas. The past few 
weeks have seen two significant ad- 
vances towards one of them. This is 
the notion that it should be possible 
to make electronic devices out of 
single molecules. At a recent meet- 
ingof the American Physical Society 
(aps) in Minneapolis, a team of sci- 
entists from the University of Cali- 
fornia, Los Angeles (ucLA) and 
Hewlett Packard, led by James 
Heath, announced the construction 
of amolecular switch that might be 
used to build logic gates. And in the March is- 
sue of the Proceedings of the IEEE, a paper by 
James Ellenbogen and Christopher Love of 
the Mitre Corporation in Virginia describes 
both how to build logic gates from other ex- 
isting molecular devices, and how such gates 
could be connected into a circuit that adds 
two numbers together when current is 
passed through it. 

That may not sound much. But at bot- 
tom adding (and subtracting) numbers is 
what computers do. And the Mitre molecu- 
lar adder, if built, would be a millionth of the 
size of those currently used on commercial 
computer chips. 


Smallis beautiful 


The key to building electronic devices out of 
individual molecules is “self assembly”. Ex- 
isting chips may have disadvantages, but at 
least you know in advance where every 
component on one will be. Molecules, how- 
ever, must be designed tolink up into the de- 


-sired arrangement spontaneously. 
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A goad way to do this is to equip them 
with molecular “alligator clips”, such as sul- 
phur-containing thiol groups, that can hold 
them in place. One of the first experiments 
which showed that self-assembly could be 
used to make molecular devices was the de- 
monstration of a molecular “wire” that em- 
ployed thiol groups. In 1997, Mark Reed’s 
group at Yale, in collaboration with James 
Tour, a chemist at Rice University in Texas, 
put together a one-molecule-thick wire of 
benzene molecules held in place by thiols, 
and measured the current passing through it. 

More complicated molecular devices 
have now been made. One example, also 
fabricated by Dr Reed and Dr Tour, is a reso- 
nant-tunnelling diode, something that will 
let current through it or not, depending on 
the applied voltage, and which can therefore 
act as a switch. 

The diode is made from a string of con- 
ductive benzene rings, to which are added a 
pair of methylene groups (two hydrogen at- 
oms attached to a carbon atom). The methy- 


lene groups act as insulators, trapping elec- 












molecules known. 
control the flow of a: 

Rotaxanes are 
shaped structures ade ¢ o at 
and hydrogen, which are e | 
by hydrocarbon-based rings in a 
way reminiscent of somebody 
twirling a hula-hoop. The on-off be- 
haviour of the molecule depends on 
chemical reactions that take place 
between the dump-bell and the 
ring, ascurrentis passed through the 
dumb-bell: The Pe with a ro- 
° taxane switch, as currently devised 

is thatit can, be used only once. Bu 
although such switche 
< not form part of a real computer, D: 
Collier and Dr Wong were ab 
se them to: provean- importan 
principle: For the wwo researchers. 
managed to” connect o of 
them together to build logic gates 
that actually worked. 
A logic gate is a circuit that has 
several inputs and a single output. 
The value of the output depends on the in- 
puts. For example, if two voltages represent- 
ing “one” and “zero” are fed into a so-called 
AND gate, the gate puts out a-voltage that cor- 
responds to “zero”. However, if both inputs 
represent “one”, the gate will put out avol- i: 
tage that corresponds to “one”. Other com- | 
mon logic gates include or, NAND, NOR and 
xor. Each follows a particular set of rules 
that determines what the output should be, 
depending on the inputs. 

Since July, Dr Heath's group has been 
working on making a reusable rotaxane, and 
alsoon making other molecules thatdosimi- 
lar things. Dr Collier announced their suc- 
cess, with a class of molecules called ca- 
tenanes, at the ars meeting. 

Catenanes consist of two interlocking 
rings that can spin around each other. These 
rings have different molecular side groups 
sticking out of them. Both groups contain- 
carbon and oxygen, but that on one ringis = 
supplemented by sulphur, while thatonthe 
other contains nitrogen. Catenanes behave 
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UEL cells, which generate electricity by 
reacting hydrogen and oxygen together, 
and thus yield water as their exhaust, may 
sound like the answer to environmental- 
ists’ prayers. Most big car makers certainly 
hope they are. They are spending huge 
sums of money on what may tum out to be 
the 2ist century’s replacement for the inter- 
nal-combustion engine. But just how clean 
a fuel cell really is depends on the answer to 
: a dirty little question: where, exactly, did 
the hydrogen that powers it come from? 

That a fuel-cell-powered vehicle does 
not muck up its immediate environment is 
unquestioned—and it is a good thing in its 
own right. But the naive might assume that 
the lack of carbon in its fuel means that a 
fuel cell cannot contribute any carbon di- 
oxide to the atmosphere, and thus will not 
have any effect on global warming. That is 
frequently wrong. 

In an environmentally ideal world, the 
most elegant option would be to produce 
hydrogen directly by the electrolysis of wa- 
ter, using electricity generated from renew- 
able energy. However, this is unlikely to be 
economic in the immediate future, except 
in a few countries, such as Iceland, that 
have abundant hydroelectric or geother- 
mal power. 

The alternative is to get the hydrogen 
by stripping it from hydrocarbon mole- 
cules of the sort found in fossil fuels. Cur- 
rent prototypes do thison board a vehicie 
in an apparatus called a reformer. But the 
chemical processes used in reformers re- 
lease the surplus carbon as carbon dioxide. 

That may, for the moment, be inew- 
itable. But a report just issued by the Pem- 
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like a switch because whether or not they 
passcurrentdependson how the side groups 
interact with each other. Some configura- 
tions of the rings permit the passage of elec- 
trons;others prohibit it. 

Dr Ellenbogen’s and Mr Love's paper is 
more theoretical. It shows designs for possi- 
ble AND, or and xor gatesthat work by link- 
ing together molecular wires and switches 
that have already been tested individually. 
But unlike the real (albeit temporary) ucLA 
gates, these would not be molecular assem- 
blages. Instead, by judicious design, Dr Ellen- 
bogen thinks he can make complete gates— 
including the interconnecting wires be- 
tween the switches—out of single molecules. 

The two researchers also show how to 
link the logic gates to doa real mathematical 
computation, addition, by combining mo- 
lecular AND and or gates together. It may 
not be able to surf the web yet. But it is cer- 
tainly a start. 
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Gassing up 
Total greenhouse-gas emissions = 
| per. 1,000km travelled*, kg CO; equival 


‘olytic hydrogen 
> from fossil-fuel energy 


"Clean" petrol 








bina Institute, a Canadian research group, 
suggests that the hydrocarbon fuels most 
likely to make it to market are also the ones 
that do the least to cut greenhouse-gas 
emissions. The report tries to calculate the 
“well to wheel” release of greenhouse gases 
(mostly carbon dioxide) for a variety of fu- 
els—in other words, the amount of green- 
house gas released as a result of the extrac- 
tion, refining and transport of the fuel, and 
its use to power a car for 1,000km. The 
smallest improvements over current tech- 
nology came from so-called “clean” petrol 
(ie, with all nasties such as sulphur re- 
moved) and methanol, fuels favoured by 
the car and oil companies. The best result 
was obtained with natural gas. 

That is not surprising. Natural gas is 
mostly methane, which has fourhydrogen 
atoms for every carbon atom-—the maxi- 
mum that is physically possible for a hy- 
drocarbon. And yet what is worrying is 
that the big firms are largely ignoring natu- 
ral gas as a source of hydrogen. 

Itis also curious. One of the things that 


NASA on the ropes 


Annus horribilis 


TE fortunes of America’s space agency, 
NASA, are now at their lowest ebb since 
the loss of the space shuttle Challenger in 
1986. In the past year NASA has been plagued 
by a string of mishaps, culminating in the 
loss of two unmanned Mars probes. Mars 
Climate Orbiter was destroyed in Septem- 
ber, as a result of a mix-up by mission con- 
trollers between imperial and metric units. 
Mars Polar Lander, which was supposed to 
touch down on the planet on December 3rd, 
vanished without trace after entering the 
Martian atmosphere. On March 28th an in- 
dependent panel led by Thomas Young, a 
former vice-president of Lockheed-Martin, 
published its report into Mars Polar 
Landers mysterious disappearance. Al- 
though the report hazards a guess at the 


A 


car companies fret about is how fuel will 
be delivered in a fuel-cell world. Hydrogen 
and methanol, at least, would require a 
whole new infrastructure. But natural gas 
would not. It is already widely on sale, al- 
though not at the petrol stations so dear to 
oil firms. 

Gas is also easy and efficient to reform 
into hydrogen. That is not true for metha- 
nol, And it is cheap. According to Richard 
Stobart of Arthur D. Little, a consultancy 
that has investigated the matter, the run- 
ning costs to a driver of a fuel-cell car that 
gets its hydrogen from natural gas would 
be comparable. to those of one that used 
clean petrol. $ 

The only serious objection to natural 
gasis that, even: when compressed or lique- 
fied, it takes up.a lot of space: In the short 
run, that might restrict natural-gas use to 
vehicles such as. lorries and buses, where 
space isat less of a premium (and whiclval- 
ready run on a different. fuel from most 
cars). In the longer run, however, it should 
bea soluble problem. 

One promising ideais to extract the hy- 
drogen from natural gas.in large reformers 
located at filling stations, anid then store it 
on board vehicles in solids known as metal 
hydrides. The latest versions of these, such 
as one recently unveiled by a Detroit- 
based firm called Energy Conversion De- 
vices, soak up hydrogen so well that a tank 
of hydride can deliver as much energy as a 
same-sized tank of petrol. This technology 
might be ready for market within a couple 
of years. Or perhaps a few show-off greens 
will resort to an expedient that was seen in 
wartime Britain—huge gas bags on top of 
their vehicles. That way they will be able to 
proclaim their saintliness in a form thatall 
can see. 


most likely technical reason for the probe’s 
failure, it says that the underlying causes 
were underfunding and poor management. 

The panel considered several possible 
ways in which the lander might have failed, 
The landing site could have been unsuitable; 
the lander’s parachute could have landed on 
top of it; or the sloshing around of the 
lander's fuel could have caused the guidance 
system to lose control. The investigators de- 
cided, however, that the most likely culprit 
was the landing engines—a set of rocket mo- 
tors supposed to control the lander’s descent 
and ensure a gentle touchdown. 

In the week before the report's release 
there was much speculation, angrily denied 
by nasa, that these engines had not been 
tested properly. There were even allegations, 
again denied, that the mission controllers 
had realised this just days before Mars Polar 
Lander was due to arrive at Mars, had con- 
cluded that it had little chance of survival, 
and had decided to keep quiet about it. But 
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the investigators reported no evidence of 
any such cover-up. The most likely cause of 
the problem, they concluded, was that sen- 
sors on the lander’s legs, which were sup- 
posed todetect contact with the Martian soil, 
were triggered by the jolt of the legs unfold- 
ing while the probe was in mid-air. This 
would have caused the engines to cut out 
prematurely and sent the lander crashing 
into the planet's surface from a height of 40 
metres (130 feet). The problem could have 
been corrected with a software patch, but it 
was not noticed during testing, because of a 
wiring error. This error wascorrected, but the 
tests were not repeated. 

The report will make unpleasant reading 
for NASA’s administrator, Dan Goldin. It 
identifies “significant flaws” in the running 
of the Mars programme, including inade- 
quacies in staffing, testing and management. 
The report suggests that the two failed 
probes were underfunded to the tune of 30%, 
and that the Deep Space Two microprobes 
on board the lander, which also vanished, 
were simply not ready for launch at all. 

The Young team’s investigation is part of 
an in-depth review of nasa’s Mars explora- 
tion plan. The launch, in 2001, of a lander 
based on a similar design to Mars Polar 
Lander, has already been postponed, 
though plans to send up an orbiter that year 
remain unchanged. But whatever the out- 
come of the review, the original goal of re- 
turning samples of Martian soil to earth by 
2008 has now been abandoned. 

It is not just the Mars programme that is 
in trouble. NAsa’s four space shuttles are also 
causing concern. Last July, one of them al- 
most had to make an emergency landing 
when two of its six computers failed and one 
of its engines went wrong. Since then, nu- 
merous maintenance problems with the 
shuttles have come to light, from frayed wir- 
ing to dented fuel lines and faulty engine 
parts. In December, a shuttle mission to fix 
the Hubble Space Telescope (which had 
gone wrong in November) had to be cur- 
tailed to avoid potential problems with the 
millennium bug. And last month a report on 
shuttle safety revealed several potentially 
dangerous problems that standard mainte- 
nance procedures had failed tocatch. The re- 
port concluded that only “luck or provi- 
dence” had prevented a disaster. 

Another source of continuing embar- 
rassment is the International Space Station, 
construction of which is now months be- 
hind schedule. In March it emerged that Boe- 
ing, one of Nasa’s contractors for the station, 
had accidentally thrown away two of the 
station's gas-storage tanks, worth $750,000, 
during a warehouse reorganisation. The 
landfill site where the tanks had been 
dumped was excavated, but to no avail. And 
last month a $75m space probe called Hessi 
was damaged when it was accidentally 
shaken too hard during vibration testing. Re- 
pairing the probe and replacing its damaged 
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solar arrays will delay its launch, originally 
planned for July, by at least six months. 
There is, however, at least one bright spot 
in the gloomy firmament:a steady stream of 
pictures and science data is coming in from 
the Near Earth Asteroid Rendezvous (NEAR) 
probe, which is orbiting an asteroid called 
Eros. But, alas, NASA cannot take all the credit 
for NEAR’s success. The craft was built by 
Johns Hopkins University, in Maryland, 
which is also managing the mission—mak- 
ing it the first American planetary mission 
ever to be managed by a non-Nasa space 
centre. As space hardware becomes smaller 
and cheaper to build, this way of doing 
things, in which nasa handles the launch 
and communications, but takes less of a 
hands-on approach to mission manage- 
ment, is likely to become more widespread. 
Given nasa’s current difficulties, that would 
be no bad thing. 





Genetic engineering 


A fishy tale 


HIS week sees the announcement of a 

significant advance in the science of 
cloning animals. Until now, the commercial 
possibilities of such cloning have been lim- 
ited and controversial. Dolly the sheep has 
proved difficult to replicate, and Genetic 
Savings and Clone (Gsc), a Californian firm 
that plans to offer a cloning service to dis- 
traught dog-owners whose pooches have 
snuffed it, is not exactly aiming for the mass 
market: it plans to charge $250,000 a shot. 

csc has, however, got one thing right. Itis 
in retailing clones that the big money is likely 
to be made. Which is where GeneDupe, a 
firm based in San Melito, California, comes 
in. GeneDupe thinks it has identified a retail 
market for cloned animals that will be lucra- 
tive, simple to service, and unlikely to stir up 
too much moral outrage: pet fish. 

Fish are well suited to being the world’s 








Fools’ gold? 


SCIENCE AND TECHNOLOGY 


first mass-marketed animal clones because, 
after the white mouse and the fruit fly, the 
zebra fish—a thumb-nail-sized tropical spe- 
cies—is one of the animals most studied by 
geneticists and embryologists. A lot is thus 
known about how fish develop. That is just 
as well. For it is not merely the cloning of ex- 
isting varieties (an easy trick that requires 
only the division of early-stage embryos into 
their constituent cells) that GeneDupe plans. 
The big money, the company hopes, will 
come from “tweaking” fish genes to create 
new, previously unimagined strains. 

The firm’s first product is a goldfish that 
is genuinely gold, not the shade of orange 
that currently passes for that colour in ich- 
thyological circles. To create this animal re- 
quired two things. The first was the introduc- 
tion of a gene for a genetically modified 
version of haemoglobin which Paolo Fril, 
GeneDupe’s boss, has dubbed haemaurin. 
The second was the introdaction of a gene 
for a synthetic enzyme that he calls aurinase. 

Unlike haemoglobin, which has an atom 
of iron at its centre, haemaurin contains an 
atom of gold. The haemaurin circulates in 
the fish’s blood until it reaches the skin. 
There, it is degraded by the aurinase,and me- 
tallic gold is deposited in the animal's pig- 
ment cells. (This also opens up a lucrative 
sideline for GeneDupe, since its so-called 
RealGold fish must be fed with a special fish 
food that contains traces of the metal.) 

RealGold fish will be released on to the 
market on April ist. But they represent only 
the first of Dr Fril’s ideas. He and his research 
team are in the final stages of developing a 
PlatinumFish, for those whe think that gold 
is a little downmarket, and they soon expect 
to be able to match any metallic shade that a 
fish-fancier fancies (though this service will 
besignificantly more expensive than buying 
an off-the-shelf colour). 

The piéce de résistance of the range, 
however, is a little genetic ke. Embryolo- 
gists in the past spent a lot cf time worrying 
about something they called the French flag 
problem. This was how simple chemical gra- 
dients in an embryc could result in 
complex body patterns. Their ideal- 
ised version of this question was to 
ask how twosignal chemicals, starting 
from opposite ends of an embryo, 
could result in a patern that looked 
like the French flag (ie, three different 
coloured vertical strives). The French 
flag problem was solved by the dis- 
covery of so-called “hox” genes that 
control embryonic development, and 
much of the early hox work was done 
in zebra fish. Dr Frd has used this 
knowledge tocreate £ FrenchFlag fish, 
with a blue head, a white body and a 
red tail, and hopes to follow it soon 
with one depicting the stars and 
stripes. As a wag once put it “one 
man’s fish is another man’s poisson.” 
m 
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MOREOVER 


American blobjectivity 


NEW YORK 


Contemporary American designers are catching up, as a new exhibition 
shows. Over the page, we look at three non-Americans who set the pace 


HE triennial design exhibition which 

opened recently at the Cooper-Hewitt 
National Design Museum in New York, 
along with a new design award to be pre- 
sented each November, has been organised 
togive American designers a boostand show 
the world that, great though they may be, It- 
aly, Germany and Japan certainly do not 
have a monopoly on modern design culture. 

If practicality, imagination and variety 
are the standards by which modern design is 
judged, the Americans are already there. 
More than 80 designers have taken part in 
the show and their mantra, if there is one, is 
convergence. In short, what once were 
fiercely guarded, independent disciplines 
now overlap, often taking their inspiration 
from each other. Thus architects design 
shoes, artists make furniture and car designs 
reappear in chairs and toothbrushes. Name 
the task, and—if this exhibition is anything 
to go by—an American designer seems al- 
ready to be attempting it. Given the size of 
the American market, and the pace at which 
international designers, such as cars and 
clothing, have expanded in the United 
States, this should come as no surprise. 

All talk of techno-revolution and con- 
sumer-corporate relationships aside, the de- 
sign triennial is about presenting aesthetics: 
making a show of ordinary objects of ex- 
traordinary beauty. Thus, an experimental 
workstation—part tent, part ironing board 
created by Haworth, a Holland, Michigan 
company, is a series of planes suspended 
around a chair on wheels. This structure is 
much more than a portable, collapsible 
desk. Its goal, the designers say, is “cog- 
nitive ergonomics”; an attempt to 
make the office function more like the 
brain. Another office design is the 
“Miro Pole”, by Ayse Birsel, a floor-to- 
ceiling column of primary- 
coloured fixtures that evoke the 
Spanish painter's fantasy shapes. 

Alongside them are a series of elec- 
tronic test tools designed by George 
McCain and Joseph Ferrante for the 
Fluke Corporation of Everett, Washing- 
ton, presented as industrial devices 
with all the simplicity of minimalist 
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sculpture. Just as sculptural is Geoffrey 
Beene’s “Millennium Dress”, a grey-on-grey 
exercise that this dress designer describes, 
using New-Age terminology, as “channel- 
ling” in which seams spiral over the gar- 
ment’s surface with all the smoothness of 
poured concrete. 

One especially persistent American 
form at the Cooper-Hewitt show is the 
“blobject”, the curvilinear aerodynamic 
shape that was first seen in products like the 
Ford Taurus in the 1980s, and is now visible in 
colourful Swingline staplers and Apple's 
portable, playful iMac computer, the em- 
bodiment in this show of today’s American 
design explosion. Not far from the iMac 
stands an aluminium and plastic model of a 
rollercoaster designed by Jim Seay of Pre- 
mier Rides in Millersville Maryland, a skele- 
tal variation on the iMac’s organic curves. 
The same shapes turn up in sunglasses de- 
signed by Colin Baden of Oakley, founded in 
1975 as a maker of grips for motorcycles. Or- 
ganic translucence in varied hues has re- 
placed the beige or black box of the past, says 
Donald Albrecht, a self-described “lapsed 
architect” who chose the objects for the ex- 
hibition along with 
twoother curators. 

The rangeand in- 
genuity of American 
design reflects a his- 
torical evolution. These 
Americans have travelled 

















the world more than their parents, and have 
seen the best design achievements of Europe 
and Asia.They have also arrived in the last 20 
years from all over the world. The United 
States no longer wishes to take a back seat to 
those countries, nor appear to be doing so. 
American designers want attention, and a 
new generation of consumers looking for 
more from American products is giving it to 
them. After years of goading, a new genera- 
tion of corporate managers has accepted de- 
sign, just as it has accepted the constant 
mutability of the Internet. 

Like food and travel, design in America 
has become chic. It has been decades since 
such a museum forum existed for such a 
wide range of products. The closest com- 
parable showcases were the regular shows 
of “Good Design” at the Museum of Modern 
Art, now more of a repository than a place 
that surveys new creations. The task of as- 
sessing American design's place in the world, 
and ineveryday life, went more or less by de- 
fault to the Cooper-Hewitt museum, a 
branch of the Smithsonian Institution, lo- 
cated in what had been Andrew Camegie’s 
mansion on Fifth Avenue. 

Process is as important as product in this 
show. Frank Gehry, a godfather of contem- 
porary American design if there is one, is 
shown crumpling paper or aluminium foil 
into a form, and then scanning the shape by 
computer in order to reduce it to two dimen- 
sions or make it intoa model,so that a design 
can be refined or manufactured. Steven Holl, 
a younger designer, models a dormitory for 
the Massachusetts Institute of Technology 

after a sponge—with solid 

=~ sections for rooms, and 
open cells for public 
spaces—and illustrates 
the design with blots 
from an actual 
sponge. An entire 
section of the trien- 





Twenty-five years after Renzo Piano and Richard Rogers designed the tubular 
Pompidou Centre, Georges, a new restaurant that has opened recently on the 
fifth floor is garnering as much acclaim for its innovative architecture as for its 
trendy food. Gilbert and Jean-Louis Costes, a pair of Parisian restaurateurs 
who commissioned Philippe Starck to design an earlier eatery, turned to Domi- 
nique Jakob and Brendan McFarlane for fresh ideas. The result? Simple tables 
set amid giant silver mollusc forms that are lit in citron from within and used to 
hide kitchens, rest rooms and a private dining room. R.P. and R.R. approve. 


nial, called “Unbelievable”, offers fantasy 
landscapes or creations of mere whimsy. 

One of them, the Picasso Internet radio, 
designed by Ronald Lytel of Thomson Con- 
sumer Electronics, breaks out of the elec- 
tronic “black-box” straitjacket with a zoo- 
morphic twist. Lifted from Picasso's 
drawings of bulls in a few penstrokes- 
which were nothing if not ergonomic—the 
radio is more than an ingenious visual flour- 
ish. Its bone-coloured “homs”, which widen 
into speakers, need minimal power, just like 
the speaker-homs of old phonographs that 
they also imitate. And the circular sub- 
woofer mouth in the radio’s black body 
could have come right out of “Guernica.” 

Yet for all its ambition, the Cooper- 
Hewitt design triennial is still more of a sam- 
pling than a survey, with major gaps in its in- 
ventory, including the fact that most of the 
designs come from either New York or Cali- 
fornia. Although a sleek customised motor 
cycle, called “Curvaceousness” (pictured on 
the previous page), by a father-son team, Ar- 
len and Cory Ness, is on display, there is no 
automobile, the ur-object of modern Amer- 
ica. Nor is there an aircraft or a helicopter, or 
part of either. Cost and scale simply ex- 
cluded those objects. And other, more spe- 
cialised institutions can be expected to show 
them. Nonetheless, the triennial comes at a 
time when the battle to bring the public in to 
look at design in American museums seems 
to have been won. Later this year the Solo- 
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mon R. Guggenheim Museum will open its 
Fifth Avenue galleries to hundreds of designs 
by Giorgio Armani, in exactly the same space 
that was filled to great acclaim two years ago 
with more than 100 motorcycles. At the same 
time, the Boston Museum of Fine Arts will 
pay tribute toa classic biomorphic shape, the 
guitar, in an exhibition called “Dangerous 
Curves”. So far, these sorts of shows have 
coasted on their bankability, and barely 
scratched the scholarly surface. Can curators 
be as probing as the designers that they are 
celebrating? 

As in any field of innovation, the design- 
ers to watch are those who behead (or even 
belittle) their masters. With his new chair, 
Constantin Boym of New York stands Mr 
Gehry literally on his head. The object is a 
spare wooden frame, on to which polyeth- 
ylene packing straps are tightly strung. In- 
stead of layers of packing cardboard which 
comprise the mass of Mr Gehry’s now classic 
armchair, Moscow-bom Mr Boym has dis- 
pensed with volume and substituted pure 
structure, quoting Mr Gehry in the materials 
he uses—the cheap wooden frame and the 
plastic straps that (conceptually) might have 
bound Mr Gehry’s cardboard together on a 
shipping carton. The chair is strong enough 
to carry several hundred pounds. It can also 
support conceptual and formal scrutiny, un- 
like so much of what passes for wit on the 
contemporary art scene these days. 





MOREOVER 
Building design 


Single space in 
3-D 


OME of the most interesting current 

architectural ideas are being explored by 
young designers known primarily for relish- 
ing the physical challenges of structural engi- 
neering and happy for their creations to be 
regarded as sculptures. Their modern godfa- 
ther, inevitably, is Frank Gehry, an Ameri- 
can architect who was born in 1929 and 
whose titanium-clad Guggenheim Museum 
in Bilbao is itself a recent masterpiece of 
avant-garde sculpture. But in turning away 
from the orthodoxy of designing simple 
steel-concrete-and-glass buildings on paper 
(or, more likely, computer screen), and em- 
bracing a more experimental, hands-on ap- 
proach to materials, they hark back to some 
of the artists of an earlier century—Charles 
Rennie Mackintosh in Glasgow, Antoni 
Gaudi in Barcelona and Frank Lloyd Wright 
in Chicago, who designed every aspect of a 
building, from a teaspoon to the roof. 

Three young architectural designers— 
one British, one Finnish and a third from Ja- 
pan—are their direct heirs. Thomas Heather- 
wick is a 30-year-old Londoner who prefers 
to call himself “a three-dimensional de- 
signer” than an architect or a sculptor. Mr 
Heatherwick has already made a name for 
himself with a series of works that transcend 
traditional design categories. The Hat Hill 
sculpture gardens in Sussex display several 
of his works, including a glass and alumi- 
nium pavilion, with what he calls “very high 
doors that swivel, a bit like gillsona fish”. The 
pavilion, with its wave-like forms topped by 
pinnacles, is at once a kinetic sculpture anda 
practical glasshouse retreat. 

“The architectural profession doesn’t 
like anyone else doing anything classed asar- 
j 
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I 
| 
| 








77 


MOREOVER 


chitecture,” Mr Heatherwick says. “It also 
likes to keep the design and the realisation of 
a design quite separate. The person designing 
is thus so out of touch with the making that 
they lose what's thrilling—the ideas the ma- 
terials can spark off by themselves.” 

One of Mr Heatherwick’s best-known 
pieces is the wooden gazebo he built in 1994 
for Sir Terence Conran. Gentle and undulat- 
ing, it surprises the first-time onlooker rather 
than roars at him. But many of Mr Heather- 
wick’s more outré projects arise out of play- 
ful experiments with paper folding or from 
small-scale models. In 1997, his temporary 
window installation for Harvey Nichols, a 
London department store, stopped pass- 
ers-by in their tracks. Working from a one-to- 
twenty scale polystyrene model, the de- 
signer worked closely with an engineering 
team, including two traditional stone- 
carvers, in making a vast, jagged construc- 
tion that, bolted to the walls and secured by 
steel cables, interweaved gracefully in and 
out of the shop windows, and loomed above 
the pavement. It appeared as if 
carved out of stone, but in fact 
was made of vast segments of 
hot-wire-cut polystyrene with 
alight beech veneer. 

Mr Heatherwick was him- 
self served with the ultimate 
material challenge recently 
when commissioned to design 
a “Materials House”, a structure 
whose aim was to demonstrate 
the sheer range and richness of 
existing physical materials, for 
the Science Museum in Lon- 
don. Rather than simply at- 
taching samples to a singular 
sculpture, he decided to create 
what he calls “a massive sand- 
wich, an incredible monolith 
of rich material”, consisting of 
213 layers—each composed of different sub- 
stances in standardised sheet form, ranging 
from stainless steel to exotic timbers and re- 
cycled pvc Wellington boots. 

Starting with a six-metre high, primary 
rectangle, he imposed a minute linear varia- 
tion on each fresh juxtaposed layer. Eschew- 
ing a computer, it took him four months to 
draw the manifold layers. The finished work, 
a vibrant, undulating, three-dimensional jig- 
saw suspended from the gallery ceiling, is 
awe-inspiring. 

Mr Heatherwick’s future projects in- 
clude the world’s first all-glass bridge, and a 
public square in Newcastle-upon-Tyne, 
which will take the dramatic and humorous 
appearance of a gigantic, electric-blue carpet 
landing, as it were, from outer space. 

Like Mr Heatherwick, Matti Sanakse- 
naho, a Finnish architect, also made his 
name atan early age. He was still studying ar- 
chitecture in 1989, aged 23, when he was se- 
lected to design the Finnish pavilion at the 
Seville World Fair. The resulting work, con- 
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...and Shigeru Ban’s paper tubes 


sisting of two giant hulls (one steel, one 
wood) bisected by a large gap or void, was 
widely acclaimed. In 1995 he made a series of 
temporary installations in the streets of Hel- 
sinki, including a wall of rusting steel sal- 
vaged from the city docks. 

Two of his current projects will result in 
structures that are more utilitarian, one a 
chapel whose abstract shape roughly sug- 
gests that of a fish, the other a house for a 
sculptor. The latter will consist of three free- 
standing units—a square glass pavilion (as a 
workroom for the sculptor’s poet wife), a tall 
triangle of recycled steel (forming the sculp- 
tor’s studio) and an arc-shaped monolith of 
untreated wood, whose patina will turn grey 
with age (for the couple’s house). Positioned 
on open ground between two Finnish lakes, 
these geometric structures will have the 
overall appearance of a stark minimalist in- 
stallation rather than conventional build- 
ings. As Mr Sanaksenaho himself says, “my 
role is moving in thespace between architec- 
ture and sculpture—what I create is really 


af 


neither one thing nor the other.” 

Shigeru Ban, born in Japan in 1957, is an 
exemplar of the radical contemporary archi- 
tect who is as much inspired by structural 
engineering problems, unfavourable site 
conditions and budgetary limitations as by 
anything more positive. Increasingly, he has 
rejected designing on computers in favour of 
more intuitive, free-hand composition. Mr 
Ban’s own money-and-labour-saving “Fur- 
niture House”, in which the walls and col- 
umns are composed of factory-made pieces 
of furniture, such as giant bookcases, 
evolved from his insight into how strong fur- 
niture can be when he heard that, during an 
earthquake in Japan, people “who hap- 
pened to be in between pieces of furniture 
were saved from collapsing roofs.” 

Among his favourite works are revolu- 
tionary houses by Mies van der Rohe, one of 
the great Modernist architects who 
“achieved complete continuity between in- 
side and outside by means of a totally glazed 
exterior.” However, Mr Ban observed that 









Matti Sanaksenaho’s chapel... 





many of his buildings lacked an essential 
element of physical continuity between in- 
doors and nature beyond, since, for the most 
part, their windows seal them off. In hisown 
“House with Curtain Walls”, he has retained 
the traditionally Japanese flow between in- 
side and outside by surround- 
ing the entire house with full- 
height, tent-like curtains in 
tough, modern materials. 
Thesecan beclosed beyond the 
open windows for privacy in 
summer, and shut in winter for 
warmth and insulation. 

Mr Ban says that his only 
“conscious Japanese influence 
is in the use of weak materials 
in positive ways”. Moder ar- 
chitecture is notable above all 
for the use of steel and concrete, 
and to a lesser extent wood, as 
building materials. Mr Ban has 
become renowned as the man 
who makes houses and furni- 
ture out of paper tubes, which 
he calls a form of “improved 
wood”. Since 1986, he has made a thorough 
study of paper-tube technology and has 
been struck by the medium’s cheapness, 
strength and adaptability. 

In his paper-tube buildings and ac- 
companying sparse paper-tube furniture, 
the medium has attained the utmost sculp- 
tural simplicity and refinement. His “Paper 
House”, a graceful colonnade of tall paper 
tubes, was the first, he says, “in which paper 
tubes were authorised...as a structure in a 
permanent building” (one giant tube, for ex- 
ample, is used to encompass the toilet), Mr 
Ban has also used paper-tube technology to 
create low-cost, recyclable, pest-resistant 
temporary dwellings for victims of earth- 
quakes in Japan and Turkey and for Rwan- 
dan refugees. His latest project is a vast pa- 
per-tube Japanese pavilion for Expo 2000 
which opens in Hanover on June ist. Messrs 
Ban, Sanaksenaho and Heatherwick are all 
inspiring examples of younger architects not 
afraid to rise toa challenge. 

qmi == 5 e 





THE ECONOMIST APRIL IST 2000 


Building houses 


Soddies for bodies 


COMSTOCK, NEBRASKA 


T THE age of 87, Curtis Dowse is a living 
link to Nebraska’s past. In 1900, Mr 
Dowse’s father, grandfather and some of his 
neighbours teamed up to build a house on 
the windswept Nebraska plains. Like so 
many other early structures on the Great 
Plains, it was made mostly from sod, the 
hardy top layer of soil that pioneers found in 
abundance as they made their way west. 
Mr Dowse lived in his family’s sod house 
(or “soddy”) until he was 20, though the 
home continued to be occupied, off and on, 
for several more decades. It was wired for 
electricity in 1951, though not connected to 
running water. By 1980, the house was empty 
and deteriorating. For a while, it even be- 
came a temporary home to wayward cattle. 
At that point, Comstock’s civic leaders 
realised that they were in danger of losing a 
gem. While Nebraska was once dotted with 
sod houses, it now has only about 100 of 
them in even minimally decent repair. So 











Pity Annette Bening, a true American beauty 
even while eight-and-a-half months preg- 
nant. Oscar night should have been Mrs War- 
ren Beatty’s reward for playing one of the 
most reviled women in American cinema. 
But ’twas not meant to be. Still, knowing how 
to eat asparagus just so will come in handy if 
she ever becomes America’s First Lady. 


volunteers set about restoring the Dowse 
property. Now, 3,000 visitors a year make the 
four-hour drive from Omaha, trekking 
through arid cattle country and over a crack- 
ling gravel access road to see the house for 
themselves. The Dowse restoration is only 
one effort to rescue the sod house from the 
ravages of time and technological progress. 

While no more than a handful of soddies 
are still lived in, they continue to loom 
large—and notonly in the prairie mythology 
of Nebraska, Kansas and the Dakotas. 
Rather, they occupy a place in the minds of 
Americans everywhere, thanks to the prairie 
literature of Laura Ingalls Wilder and Willa 
Cather. The 180-member National Sod 
House Society, located in Holdrege, Ne- 
braska, sponsors field trips to sod houses, as 
well as model-building and essay-writing by 
local youngsters. At one time membership in 
the society was limited to people who had 
actually lived in sod houses, but officials 
f have now loosened the require- 

| ments; 95% of today’s members 
| arestilldescendantsof those who 
once lived in a sod house. 

When settlers went west, they 
were faced with 50m buffalo and 
a vast expanse of native grass- 
land—yet precious little wood for 
building. The dilemma, wrote 
Roger Welsch, in his 1991 book, 
“Sod Walls” (J. & L. Lee, $12.95), 
“had all the markings of a 20th- 
century science-fiction story—a 
spaceship, stranded on a barren, 
desert planet with no available 
resources except the pilot’s hand 
and mind. But no 2oth-century 
engineer could have solved the 
problem better.” The pioneers 
modified an architectural idea 
devised by local Indians and 
used a plough known as a sod- 
breaker to slice a few inches be- 
neath the surface. Fitted with 
curved guiderails, the sodbreaker 
lifted the newly liberated sod 
cluster and tumed it so that the 
sod ribbon would gently plop up- 
side down, ready for settlers to 
slice it into individual sections 
weighing about 100 pounds 
(45kg) each. 

Settlers would stack brick 
upon brick of sod—about an 
acre’s worth—until they had a 
home, then plant crops in the rich 
undersoil. A limited amount of 
wood was typically used to hold 
up the roof. Most houses were of 
a a basic rectangular shape, often 
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set into a hill to provide stability and save on 
construction time; occasionally they were 
built in more exotic shapes such as octagons 
orcircles, and in rare cases they even wentas 
high as two storeys. 

As long as the sod bricks were arranged 
without gaps—to keep out snakes and rain— 
sod houses proved to be surprisingly hardy; 
indeed, it is usually lack of upkeep rather 
than age that dooms most sod houses to col- 
lapse. That’s because the native flora, largely 
buffalo grass and big blue stem grass, is nota- 
ble for sinking unusually intertwined roots. 
With their thick walls, sod houses kept occu- 
pants cool in the summer and warm in the 
winter; they even offered good protection 
against tornadoes. 

It is no longer easy to build a sod house, 
though thatdidn't stop MerleBlock from try- 
ing it himself about a decade ago. Mr Block, 
who manages a Pony Express station in 
Gothenburg, Nebraska, decided to build a 
sod house of his own after studying letters 
from his ancestors, who came from Ger- 
many, and those of his wife Linda, from Swe- 
den. Both families had lived in sod houses 
when they arrived in Nebraska. He looked at 
a collection of settlers’ photographs taken in 
the late 1800s by Solomon Butcher, whose 
work is by far the most important documen- 
tary tool for sod-house researchers. After 
finding a plot of virgin prairie grass on his fa- 
ther’s land, Mr Block began t0 build. It took 
him and a 16-year-old neighbour three 
weeks to pile 1,400 pieces of sod—in all, 78 
tonnes of material—into a house of less than 
200 square feet (18 square metres) with walls 
that were three feet thick. 

He painted the walls with a mixture of 
lime to retard crumbling and hung muslin 
on the ceiling to catch fallingdirt, just as the 
settlers did. The roof, which is made largely 
of dirt as well, began with one small cactus 
planted in it. Now it’s a virtual jungle which 
settled spontaneously and grew rapidly in 
the rich soil. Located off Interstate 80 next to 
a petrol station and a motel, the sod house is 
hardly in a “natural” environment. But Mr 
Block decided to build it in a place where 
tourists could easily visit. Now known as the 
Sod House Museum, it is open to the public 
six months a year and attracts nearly 60,000 
visitors. The museum has even received 
groups—such as one from Colorado—seek- 
ing Mr Block’s advice on building their own. 

The National Sod House Society pro- 
motes conservation but lacks the funds todo 
so effectively. Mr Block does not live in his 
sod house though he has brought his grand- 
children, nieces and nephews to spend the 
night on beds with corn-husk mattresses. 
“Their first question was, ‘Where is the televi- 
sion? The second was, ‘Where are the 
lights?’ ” Which might help explain why the 
settlers of the 1880s and 1890s opted to build 
wood-frame houses as soon as the railroads 
made lumber cost-effective. 

- a 
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EFENCE lawyers often raise 

eyebrows. It is hard to credit 
how far they will go to intercede 
for men, and women, who seem 
beyond intercession. Warren Ma- 
gee made a habit of it. To many of 
his colleagues, he seemed to take 
delight in testing the limits of the 
| law to their extremity. In pursuit 
of justice—or, some would say, in 
pursuit of extraordinary reversals 
of justice—he took on cases that 
noone else would touch. 

One of his clients was Oswald 
Pohl. Pohl was chief of the Econ- 
omic and Administrative Office 
of the ss, in charge of the smooth 
running and inspection of con- 
centration camps. To many of the 
prosecutors at the Nuremberg 
trials, Pohl counted as one of the 
| Nazi principals, alongside Himm- 
ler and Heydrich. His responsibil- 
ities included the collection of 
jewellery, gold teeth and bank- 
notes from prisoners. As for econ- 
omic development, his notion of 
| this was contained in a secret di- 
rective of 1942: 

ss Obergruppenfihrer Pohl, on the 
basis of a reportsubmitted tohim, has 
ordered that all human hair cut in 
concentration camps be appropri- 
ately utilised. Human hair is to be 
used for the manufacture of indus- 
trial felt and to be spun into yarn. Out 
of combed and cut hair of women, 
hair-yarn socks for U-boat crews are 
to be made, as well as hair-felt stock- 
ings for employees of the Reich rail 
ways. 

Another client of Mr Magee’s was Otto Ohlendorf, a fanatical 
ss officer who stunned the courtroom at Nuremberg by stating, 
quite impassively, that his troops in Russia had once rounded up 
and killed some 90,000 Jews. A third was Paul Blobel, the man in 
charge of the unit that carried out the Babi Yar massacre of more 
than 33,000 Jews on the outskirts of Kievin September 1941. 

These men were all sentenced to death at Nuremberg. It was 
nota verdict with which many would have quarrelled. Yet Mr Ma- 
gee tirelessly took on their appeals against their sentences, fighting 
on their behalf for years in the American courts. He did so not out 
of any desire to defend their actions; the defendants themselves, 
and their German lawyers, had already tried and exhausted the 
avenue of unthinking obedience to the orders of superiors. Rather, 
he detected that the vengeful character of Nuremberg—a panel of 
victors passing judgment on the defeated—might not stand up 
against the legal system of newly democratic West Germany. His 
clients had been sentenced to death; but West Germany had abol- 
ished the death penalty. By exploiting this loophole, he saved his 
| pariah-defendants from the rope for four years, until the United 
| States Supreme Court decided that it would accept no more delays 
of their executions. 


k 











Pohl, Ohlendorf and Blobel had had their lives extended on a 
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Warren Magee 





Warren E. Magee, defender of the inde- 
fensible, died on February 25th, aged 91 








technicality. Mr Magee’s most 
famous client, however, was a 
more complex character whose 
actions, and motives, remain 
mysterious. Baron Emst von 
Weizsacker was the German en- 
voy to the Holy See during the sec- 
ond world war. As such, his main 
task was to ensure that the pope 
remained impartial in the con- 
flict. When the Jews of Rome be- 
gan to be rounded up, Weizsacker 
argued against it, and tried to get 
the pope, Pius xu, to protest. The 
envoy seems to have been play- 
ing a double game: going along 
with the deportations (“the reac- 
tion could be dampened some- 
what if the Jews were to be em- 
ployed in labour service here in 
Italy”), yet also trying to reduce 
them. This was the crux of Mr Ma- 
gee’s argument. He defended 
Weizsäcker so effectively that the 
ambassador got no more than 
five years in prison, and even that 
sentence was later commuted. 
Pius x11 gave Mr Magee a papal 
gold medal for his efforts: a sign, 
for those trying to psychoanalyse 
the notoriously silent pope, that 
Weizsacker had been acting on 
his behalf. 

Little in Mr Magee’s career 
had suggested such a dramatic 
run of cases. He spent most of his 
life in Washington, pc, where he 
was born, graduating from law 
school in 1929 and gaining admis- 
sion to the bar of the District of 
Columbia in 1930. After a spell at the Justice Department, he went 
into private legal practice. He might well have spent his life as a 
Washington lawyer, one of the well-remunerated thousands with 
their briefcases and tasselled loafers. Ever self-effacing, he was not 
one of the stars of Nuremberg, nor of the legal pantheon in hisown 
country. It is only now, four weeks after his death, that notices of it 
have appeared in the American press. 

Nevertheless, once drama had been tasted, Mr Magee happily 
continued to accept work for misfits and pariahs closer to home. In 
1952 Senator Joseph McCarthy, scourge of American lefties of ev- 
ery hue, launched a $2m libel and slander suit against Senator Wil- 
liam Benton, who had called hima liar and had demanded his re- 
moval from the Senate. Mr Magee agreed to represent McCarthy. 
The case, in fact, never came to trial. Had it done, McCarthy knew 
exactly how he wanted it to be conducted; he had proposed, at 
first, to mount his own defence, and to make it “a means of pin- 
pointing the contest between America and the Communist Party.” 
Ona lower level, he also wanted Benton to “sweat” at the thought 
of the money McCarthy mightextract from his pocket. To conduct 
political revenge so blatantly through the courts was, McCarthy 
was advised, a lost cause. It might well have been, but at least he 
had recruited a specialist in lost causes to help him. 
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The Oxford Advanced 
Management Programme 


18 June — 15 July | 1 — 28 October 2000 


Presents a global overview of the business enterprise and its strategic challenges. This 
programme at Templeton provides a unique opportunity to stand back and pursue your own 
learning agenda, assisted by a world class team of individual tutors and in the company of 
some of the most international and high calibre senior executives. 


Name 
Please send details of: 


The Oxford Advanced Management Programme Address 


Return to: 

Caroline Lomas 

Templeton College, University of Oxford 

Oxford 0X1 5NY, England Tel 


Tel +44 (0)1865 422771 Fax +44 (0)1865 422501 
Email amp@templeton.oxford.ac.uk 
www.templeton.ox.ac.uk Email 


Fax 





Templeton College is a graduate college established under Royal Charter within the University of Oxford 
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Visualise your business 
and rehearse your strategy 








SYSTEMS THINKING Visualisation and computer modeling can sharpen the management team's collective insight into the 
AND STRATEGIC consequences of change. Systems Thinking and Strategic Modelling combines the theory and practice of 
MODELLING systems thinking with the power of computer simulation, 






it shows you how to identify then map the business interdependencies within companies, including your own. 

A one-week programme Vivid computer simulations and microworids enable you to test different "what-if scenarios revealing hidden 

designed for senior pitfalls, unravelling dynamic complexity and leveraging the full potential of the business system, ‘You will leam 

Managers, corporate how to capture and use the knowledge of teams in order to test the feasibility of proposed change and develop 
planners and consensus. You will also use modelling and simulation to tackle real business problems. 

oo strategy advisers. 








; By the end of the programme, you will be equipped with the advanced thinking skills essential to shape 
10. 18 SEPTEMBER 2000 successful strategic change with confidence. 


RS FO MARCH 2001 







Regent's Park 
London NW1 4SA, UK E d 
at London Business School Contact: Adam Norsworthy on on 


Tei: +44 (0) 20 7706 6836 


Fax: +44 (0) 20 7724 6051 Business 



























E I oo rs erne Schoo! 
OUCATON and research EN email: execinfo@london.edu 00 
5 ST 9902 www.london.edu/execed 











Cranfield 


UNIVERSITY 
School of Management 


| h e The Cranfield MBA will provide a unique experience - pa 


more than just a qualification, it can change your life. 





A first class programme with an emphasis on personal 


è 
© l development; highly motivated, mature participants; 
ran le taught by a dedicated and respected faculty with 


international business experience; in a stimulating and 


supportive learning environment; first choice for many 
i top recruiters. 


GIVE YOURSELF A CAREER ADVANTAGE WITH 
THE CRANFIELD MBA 


* 
g d u 4 Z q u e Maureen Williams, Cranfield School of Management, 


Cranfield, Bedford, England MK43 OAL | ä 


+ 
exp eri e nce Tel: +44(0)1234 751122 Fax: +44(0)1234 752439 


Email: m.williams@cranfield.ac.uk 


hetp://www.cranfield.ac.uk/som 


Cranfield University is on exempt chariy offering o contra of excellence for esearch ond education 


FHE ECONOMIST APRIL 287 2000 


For aloral yi ie 
Telephone: 61 53-7 166 
Fax: G17 2% 4200. 

E-mail: sibanexevedi@mi ed 
http: //mitsioan. mit.edu/exe 


Massachusetts institute 
‘Sloan School of Manage 


| Memorial Drive 
Suite E52-426 © 
Cambridge, MA 024 


Special Executive Progr. 


E-Business: Developing € 
Internet Business Strategy 


Strategic Management 
in the Information Age: 
Beyond E-Commerce tee 
{to be held in Barcelona, Spain) 


Managing the IT Infrastructure 
for Global Competitiveness 


Management of Change 
in Complex Organizations 


Executive Program in 
Corporate Strategy 


Modeling for Organizational 
Learning through Systeri 
Dynamics 


The Executive Program 
for the Americas 


Product Design, Development 
and Management 


Entrepreneurship 
Development Program 


Management of Research, 
Development and 
Technology-Based Innovation 


for this course please contact: 
617 253-2101 / Fax 617 253-8042 


Current Issues in Managing 
Information Technology: 

IT Management in an 
E-Commerce World 


for this course please contact: 
617 253-2348 / Fax 617 253-4424 


The Sloan Fellows Program 
One-year MBA program for 
mid-career managers preparing 
for general management and 
leadership roles 


The Management of 
Technology Program 
One-year Master's Degree 
in Management of 
Technology for Mid-Career 
Technical Managers 

















! GENEVA 2000 


During the past two decades, the FAME-ICMB 
Executive Courses in Finance have become the 
benchmark for executive training in asset 
allocation, risk management, forecasting and 
quantitative analysis. 


IN FINANCE | 


The emphasis on practical applications and our 
renowned international faculty ensure that 
participants build skills that are directly 
applicable to their daily work environment. 


EXECUTIVE COURSES | 


Marek Musiela and Salih Neftci May 15 - 19 
PRACTICAL IMPLEMENTATION OF FORWARD LIBOR AND 
FORWARD SWAP MODELS 


Francis X. Diebold May 22 - 26 
ESTIMATING AND FORECASTING FINANCIAL MARKET 
VOLATILITY AND CORRELATION 


G. Andrew-Karolyi June 26 - 30 
EQUITY PORTFOLIO MANAGEMENT 

Yacine Alt-Sahalia duly 3-7 
INTEREST-RATE MODELS: THEQRY AND PRACTICAL 
APPLICATIONS 


Kevin Wilson August 21 - 25 
SHAREHOLDER VALUATION AND SECURITIES ANALYSIS 


Richard Levich August 28 - September 1 
EXCHANGE-RATE AND INTEREST-RATE ECONOMICS AND 
FORECASTING 


Francis X. Diebold September 4 -8 
FORECASTING FINANCIAL MARKETS 


Stephen Schaefer September 11 -15 
BOND PORTFOLIO AND INTEREST-RATE RISK 
MANAGEMENT 


Philippe Jorion 
GLOBAL ASSET ALLOCATION 


Paul Embrechts October 2 -6 
EXTREME VALUE THEORY AND RISK MANAGEMENT 


René Stulz October 9 - 13 
INTEGRATED RISK MANAGEMENT 


David Cox November 6 - 10 
IMPLEMENTING QUANTITATIVE TECHNIQUES FOR 
FINANCIAL MARKETS 


Didier Cossin November 13 - 16 
CREDIT RISK PRICING, MANAGEMENT AND THE USE OF 
CREDIT DERIVATIVES 


Salih Neftci November 20 - 24 
ADVANCED MATHEMATICS OF DERIVATIVE PRODUCTS 


September 18 - 22 


(CORTERNATIONAL CENTER FOR ~ 
» FINANCIAL, ASSET MANAGEMENT AND ENGINEERING 


To register and obtain our detailed brochure, 
please contact: 
Fabienne Scagliola or Béatrice Candolfi 
: FAME-ICMB 

Av. Blane 49, 1202 Geneva, Switzerland 
“Tek +41-22/731 95 55 Fax: +41-22/731 95 75 
E-mail: geneva-courses@fame.ch 
URL:  www.fame.ch/executive-education/geneva 
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_ INSEAD 


The Novartis Chair in Healthcare 
Management 


INSEAD is inviting applications and nominations for.its Novartis 
Chair in Healthcare Management. Theschool is seeking an 

outstanding academic with a strong record of published research in 
healthcare-and close ties to a discipline (e.g. economies, operations 


management, marketing, organisational behaviour or strategy). The 


chairholder will help develop the research and education activities that 
will position INSEAD at the leading edge of management thinking 
worldwide in this increasingly important area, 


INSEAD is a leading international business school with a European 
campus located in Fontainebleau, France, near Paria ard an Asian 
campus in Singapore. The school counts 125 full-time faculty members 
representing 25 nationalities and attracts 650 MBAs and 5,500 
executives from around the world annually. Faculty can opt to reside on 
either campus, The working language is English. 

Its four-year PhD Programme currently has over 40 students enrolled. 


Applications should include a curriculum vitae aad the names and full 
addresses of at least three referees, Nominations or requests for more 
information should be sent to: 

Professor Hubert Gatignon, Chairman of the Novartis Search 

Committee at INSEAD, Boulevard ce Constance 
77305 Fontainebleau Cedex, France. 
Compensation is competitive with the top business schools in the 
world. 
INSEAD does not discriminate on the basis of race, religion, 
national origin or gender. 


Infrastructure in a 
Market Economy 


July 9-21, 2000 


infrastructure in a Market Economy is designed i officials in 
the public or private sector who are responsible for developing and 
implementing initiatives for the private provision of infrastructure. 
The program aims to develop a better understanding of whether to 
privatize; when privatized firms need to be regulated; the various 
methods for doing so, such as concession contracts or price cap 
regulation; and vehicles for financing infrastructure. The program 
provides participants with practical tools to: 


e Analyze economic and political implications of toying on 
private firms to provide infrastructure 
e Manage the technical issues that shape privatization strategies 
« Design effective regulatory agencies to oversee the performance 
of privately-provided infrastructure 
For brochure and application, please contact: 
Kathy Eckroad (617) 495-1101, ext. 130 
e-mail: kathy_eckroad@harverd.edu 
Internet: www.execprog.org 


HARVARD UNIVERSITY 
JOHN F. KENNEDY SCHOOL OF GOVERNMENT 
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GF Amsterdam 
G Institute of Finance 
In cooperation with the faculty of 


INSEAD 
Upcoming Courses 2000 


Valuing Commercial Banks (May 3 - 4) 
Real Options ; (May 5 - 6) 


Portfolio Management 
- Global Asset Allocation (May 10 - 13) 
~ Fixed Income Investment (May 15 - 18) 
- Equity Investment (May 22-27) 
- Real Estate Investment (May 29» 30) 


Banking and Risk Management an 
in Emerging Markets (June 5 = 8) 


Valuation o une 13 - 14} S 

Project Finance {june t9- 2) : 
ee | Asset Securitization (une 26 - 28) 
Tanguage & IS Value-at-Risk (Jane 29 ~ July 1) 
o Dadine for. E . n Foundations of Finance {june 29 - july 21) 


For information, please visit our Web site or conzact us directly. 


AIF - Herengracht 205, 1016 BE Amsterdam, Tae Netherlands 
telephone: +3 1-20-5200 162/160 - fax: +31-20-8200161 
e-mail: info@aif.nt - internet: www.ai.nl 


Build a world class business 
with the Sloan Enterprise scholarship 


The Sloan Enterprise 
Scholarships will: 


* give you a complete and 
thorough grounding in core 
management, knowledge 
and business skills 


* equip you to handle the 
challenges of building 
a world class business 


* support you with critical 
resources in the form 

of space, facilities, 
finance and contacts 


business and managemer 


£C31/03/00 
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if you have outstanding entrepreneurial ambition and a demonstrable _ 
commitment to pursuing an entrepreneurial career then become one of the Sloan ` 
Enterprise Scholars on the Sloan Masters. 








The Sloan Masters. This challenging and intensive programme is for highly 
motivated and successful managers and professionals in their thirties and forties. 
If you are preparing to create your own start-up venture or take your business into the global market the 
Sloan Masters will give you the tools and skills to fulfil your ambition. Working with warid-class faculty 
and an international peer group selected for their internationalism, diversity and seniority you will explore 
the latest management thinking, acquire new knowledge, enhance your managerial skills, develop your 
business vision and transform your future. 


Contact us now for a full information pack including application forms and details of the Sioan 
Enterprise Scholarship. 


Regent's Park j 
London NW1 454 London 
Contact: Linden Selby 


Tel: +44 (0)20 7706 6825 Business eo 
Fax: +44 (0)20 7723 1153 School me 


email: sloaninfo@london.edu 
www.london.edu/sloan_masters/ leah futures Si 





COURSES 


tances COMPUTATIONAL 
Surrey European Management School FI NAN CE 


University of Surrey 
Guildford, Surrey GU2 5XH apply now 
Freephone 0800 0523972 (UK only} fer Fall 20001 


Telephone: +44 (0) 1483 259347 
Email: sems@surrey.ac.uk www.cse. ogi. edu/CompFin/ 


Website: www.sems.surrey.ac.uk 


uf gh A different way of learning 
Ly www. millefeuille-provence.com 
Intensive French courses 
Studying and living at Château Correnson (Provence) 
Selected by business people and diplomats 
Ph: +33 466 50 46 63 Fax: +33 466 50 22 05 


The 
Economist 


TO ADVERTISE WITHIN THE CLASSIFIED SECTION, CONTACT: 


Stephen Welch, New York 
Tel: (1-212) 541 5730 Fax: (1-212) 247 1325 
email: stephenwelch@economist.com 


or: Will Wilkinson, London 
Tet: (44-171) 830 7000 Fax: (44-171) 830 7111 
email: willwilkinson@econamist.com 


or: Nathalie Henault, Paris 
Tel: (33-1) 53 93 66 08 emaii: nathaliehenault@econcmist.com 


A Programme for high potential 


UNIVERSITY OF ; P E m We 
tiie Open and Distance Learning U Co pany i ies 
i ci 


MBA t 15 mor ! - ion funded: programme 


MBA (Marketing) 
MBA (International Finance) 
MBA (Human Resource Management) 


The University of North London offers a comprehensive range of 
distance learning MBA programmes which commence on 3 July 2000. 
Developed in conjunction with employers and leading academics, each 
of our courses offers participants a stimulating and challenging 
programme of study combining academic excellence with practical 
business relevance. 


For application forns and further information 
on the programme visit the programme Website 


http://www.hamkk.fi/ip/euchina 
e Choose from the generic MBA or the specialist programmes of MBA 
(Marketing), MBA (International Finance) or MBA (Human or contact the EU Co-ordination Office 
Resource Management) at Hame Polytechnic: 
Open and distance learning supported by workshops, module web 
sites, access to tutors via email, phone or fax, and the course 
members’ network 
Flexible, modular programmes allow progression at a rate 
commensurate with individual participants commitments 
Develop excellent, relevant and transferable skills leading to personal 
and professional development 


Ms. Lu Wei or Mr. Vesa Tuomela 
Hame Polytechnic 

Tel: (358-3) 646 4920 / 4612 / 2566 
Fax: (358-3) 646 2230 

E-mail: cuchina@hamkk.fi 


e x ip ee 
For further information, please contact Postgraduate Admissions, Deadline for applications: a 
University of North London, 166 - 220 Holloway Road, London N7 19 May 2000. ” EU. -CHINA 
8DB, Tel + 44 (0) 20 7753 3333 Fax + 44 (0) 20 7753 3272, Email junior Managers Training Programme 
mbadistlearn@unl.ac.uk www unl.ac.uk/pgprospectus/courses/mbadl.htm hl -  e Oe  e 
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THE CINCINNATI MBA 
Unique One year Programin US 
Excellent ROI 

For information: 
graduatefuc.edu 


The “short course” to a successtul sale! 
Proce Tis newsietter is Bied with infor 
taa FAT ny Pe wee ation guaranteed 10 keep $$ in 
Begins 14.06.00 PPMP ou pocket. Be in Control. 
Avaid Mistakes, Discover the 
hidden values in your company. Strategies, ads, 
negotiating, closing, financing, tax plarning, more! 
POP, y NPL Consuiltin: We are nof brokers, 
www ba.uc.edu/mba ore ny 6980 ees 
513.556.7020 Phone: 775-333-1477 Goana 


513.556.7006 (fax) ° E orango —_ MCMSAVAMEX 





Become Tomorrow's eStrategist 


Re-create yourself by earning your graduate degree online. Get your MS 
in information Techno: 15 in Information Management, or MBA-- 
without ‘going back to school’. That means no time out from your career, 
Log an and you're there, Network'as you learn, Interact with respected 
technology leaders: and fellow professionals from around the globe. 


Join us at www.isim.edu, the award-winning, accredited online 
university. Applications aré now being accepted for the Summer, Fall 
and Winter terms. Apply online or call our admissions mentor Robin, 
at: 303.333.4224, ext, 177, or Toll-free at 1.800.441.4746, ext. 177. 


www.isim.edu 
Denver, Colorado 


Accredited Member DETC 


isim university 


eCreate Yourself 


14TH ANNUAL PROGRAM ON 
BUDGETING & FINANCIAL MANAGEMENT 


IN THE PUBLIC SECTOR 


duly 17 - August 18, 2000 
Cambridge, Massachusetts, USA 


Designed for budget directors & analysts and public sector officials with 
responsibilities for budget planning and management in developing and 
transitional economies. Topics include (but not limited toj: 


Approaches to macrolevel public expenditure planning 

Public expenditures and economic growth 

Fiscal adjustment in industrial and developing countries 
Organization and management of the budget process 
Conceptual approaches to allocation of resources 

Managing budget implementation 

Institutional issues in the management of public expenditures 


HARVARD INSTITUTE FOR INTERNATIONAL DEVELOPMENT 
14 Story Street, Cambridge, MA USA 02138, ATTN: Patricia Carney 
FAX: (617) 495-9786; Phone: (617) 495-4324 
budgetws@hiid-harvard.edu www.hiid.harvard.edu/training/budget. html 





APPOINTMENTS 


Glendale Consulting 
We are seeking senior banking consultants with practical 
experience in implementing micro-credit projects for assignments 
in emerging markets. Please send CV demonstrating relevant 


micro-credit experience to: marjo@glendale-consulting.co.uk 
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faeteleie wim Garcilaso De La 
Vega University LIMA, PERU 


Fully-nceredited M3., PRD 
in administration, accounting, Law, Education 
Psychology. Economics, Social sciences and more, 
Contac USA Coordination Office 
(718) 726-0842 FAX {801} $71- 0490 
31-87 34 St. 3rd Floor, Astoria, NY 11106 


Bachelor * Master ° Ph.D. 
Business (GMBA Majors) - Engineering 
Liberal Arts - Ganaa 


f experience" * Syud 
University the USA + Send 2 page eue C N, for no cost ey 


P.O. Box 1138, Bryn Mawr, PA 19010-USA 
fax: 610.527.1008 * e-mail: admissions@washint.edu * www wa 


One Year Masters Degrees in 
Economics and Finance at Warwick 


@ MSc Economics 
© MSc Economic Analysis and Policy 
@ MSc Economics and Finance 


@ MSc Financial Mathematics 
Tel. 024 7657 2836 
email: h. PEA acuk 


For Life, Work and Academic Experience 
Degrees for people who want to be more effective 
and secure in their Jobs or Professions. 


Earn your BACHELOR'S, MASTER'S or DOCTORATE degree by utilizing your 

life and work experience. University equivalen:. credits are gf i 

job, military, company training, industrial courses, seminars and 
business experience. We accept university credits no matter when taken 


Our graduates are recognized for their achievements in business and industry. 
We wiil assist you in completing your degree requirements at your own pac 
through home study. : 


Send/fax detailed resume for a SOS EVALUATION. 


Pacific Western University E 
600 N; Sepulveda Bivd, Dept, 137, Los Angeles, CAG0049, (210) 471-0306 
CALL: (800) 423-3244, ext. 137 UK: 0800-960-4143 
Fax: {310} 471-6456 e-mail: admissions @pwu.com 
http://www.ca.pwu.com 


; “Since 1976. 


24,000 
Alumni 
Worldwide 


e 


JOB HUNTING INTERNATIONALLY? 


Executive $75K-500K+. Career searching into, within or out of 
Asia / Europe / M.East / U.S.? Contact for Free info & Critique 


www.careerpath.co.uk 
Fax: Seat 
USA/Canada +1 202 4781698 @ rpath.co.uk 
Europe +44 20 75048280 areenat be 
Asia / M. East / Aus +562 2674688 kk. loxinfo.c co.th 








PARTNERSHIPS 


- Westminster 


and programmes in the English regions 





Economist/Financial Analyst 
Project Financing and 
Business Modelling 


Circa £33,500 


You wil develop new financial structures for the Agency's 
new commercial business lines. You will work on 
collaborative projects with other team members in the 
directorate and other directorates of the Agency, as well as 
project development contacts in our partner organisations 
in the public and private sectors, including property 
developers, banks and financial institutions. You will be 
required to lead our work in project structuring, financial 
modelling and business plan development, as well as 
contributing to appraisals and submissions to government. 


Economist 
Appraisals. and Evaluation 


Circa £33,500 


You will work on high-profile national collaborative projects 
with other team. members in the directorate and other 
directorates of the Agency. You will also manage our major 
project appraisal submissions to government departments, 
carry out value-for-money and other studies on 
prospective and current projects and complete evaluations 
of completed projects. 


Both positions require expertise in the techniques used in 
private finance, accounting and business modelling, together 
with expertise in economic appraisal, option appraisal and 
the use of computer spreadsheet packages. 


You will possess an economics degree or a degree with a 
high financial, accounting or mathematical base, together 
with an appropriate post-graduate qualification or 
relevant experience. 


English Partnerships works with central and local government, the Development Agencies (RDAs 
and other partners to Oring about sustainable economic regeneration and developrnent in the E 






conomists... 


the private sector 
bh regions. 





English Partnerships is an influential and pro-active national organisation, which generates mew jobs and new 
investment from new ideas and new approaches. One of our main roles is to help deliver regeneration projects 


Applications are invited for the positions of Economist/Financial Analyst (Project Financing and Business 
Modelling), Economist (Appraisals and Evaluation} and two Assistant Economists, one to carry out Financial 
and Business Analysis, the other to carry out Economic Appraisal. The posts are located within the Economics 
Department of the Commercial Directorate in our office near Victoria in London. 


The Economics Department is responsible for maior project appraisals, new project innovation. and 3 
development and clearance with government departments of major projects and business plans. 


Assistant Economist 
Financial and Business Analysis 


Assistant Economist 
Economic Appraisal 


Circa £24,000 


The Assistant Economists will be responsible for 
appraising property development. regeneration and 
economic development projects, identifying and costing 
options and setting up business and economic models 
for new company and other partnership projects. You 
will also support the work of the Economists and other 
senior staff of the Commercial Directorate by shadowing 
major project appraisal and development assignments. 







The posts require skills in project appraisal, financial and 
business planning, use of computer spreadsheets and 
databases. You should also possess at least one year's 
relevant experience after completing a-cegree in 
economics or with a strong economics content. 





Secondment arrangements will also be considered. 


English Partnerships operates a 
Performance-related Pay Scheme, 
therefore future salary increases will be 
determined by performance. 


Pension transfer arrangements will apply. 


Write or phone for an application form forre 
Head of Personnel, 

English Partnerships, 

St George's House, Kingsway, 

Team Valley, Gateshead, 

Tyne & Wear NE11 ONA. 


Tel: 0191 497 7628. 
Clasing date: Tuesday, 25th April 2000. 
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APPOINTMENTS 





Department for 
international 
Development 


SENIOR SOCIAL DEVELOPMENT 
ADVISERS 

SOCIAL DEVELOPMENT ADVISERS 
ASSISTANT SOCIAL DEVELOPMENT 
ADVISERS 


The Department jor International Development is recruiting 
Senior Social Development Advisers, Social Development 
Advisers and Assistant Social Development Advisers. Social 
Development Advisers provide professional social analysis and 
support to policy and programmes in poorer countries. 























«We currently have six vacancies and anticipate more posts arising 
later this year, There are vacancies for two Senior Social 
Development Advisers, (based in South East Asia and Barbados) 
and one Social Development Adviser in each of the following 
locations; East Kilbride (in Evaluation Department), Rwanda 
(Kigali), Brazil, and Zimbabwe (Harare). The post in Evaluation 
Department places special emphasis on supporting performance 
assessment and lesson learning: Later this year there will be 

_ Assistant Social Development Adviser posts and other vacant 
“posts around the world orin London: 










The appointments are mainly for permanent and pensionable 
Home Civil Service posts and exceptionally for posts in DFID's 

=- Corps.of Specialists (CORPs).. [The-CORPs appointments will be 
=) between five to ten years duration with the prospect of renewing 







terms]. Successful applicants will join a cadre of around sixty 
social development experts. Candidates must be willing to serve 
where posted, usually on a series of two.to five year assignments 
in DFID offices around the world or in the UK. For most advisers 
‘there will be extensive travel of up to.ninety days a year. 


reduce world poverty 






You will, depending on your age and experience: 

* As a member of a multi disciplinary team provide a social policy 
input to DFID country programme and polices. 

s Participate in strategic planning and monitoring for country, 
sector or project initiatives with DFID colleagues 


e Work witha range of partners in Britain, across Whitehall, within 
civil society and the business sector and in poorer countries. 


* Provide management and mentoring of more junior social 
development colleagues 


Fulfilling Britain’s commitment to 


The Department for International 
Development (DFID) is the UK’s 
government department res ponsible for 
G promoting development ang the 
reduction of poverty. DFID is committed 
to the internationally agreed target of 
halving the proportion of people living in 


a 2 aaa 
extreme poverty by 2015. countries in 
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_ or transferring to permanent and pensionable Home. Civil Service.. -The Assistant Social Development Adviser posts offer a starting 


Please obtain an application form, cae eieiei AH304/3/CG/TE clearly on your envel 
for International, Development, Abercrombie House, Room AH304/3, Eaglesham Road, East Kilbride, G75 8EA or 
telephone 01355 843545 (answerphone) or e-mail: group3a1@dfid.gov.uk — http://www.dfid, ma 


DFID works in partnership with 
governments, international and national 
non-governmental organisations, the 
private sector and institutions such as the 
World Bank, UN agencies and the 
European Commission. Most of our 
assistance is concentrated on the poorest 
































SOCIAL DEVELOPMENT 
OPPORTUNITIES 


* Provide information and analysis in response to public enquiries 
and Parliament, 


QUALIFICATIONS AND EXPERIENCE: 
Applicants will need a university-level qualification in a social 
science, such as social anthropology, sociology, political science, 
area studies or human geography, and a relevant higher degree. 
Senior positions will require experience of managing other 
professionals. Some pasts will require special language 
capabilities and regional or issues-based knowledge. Sub: 
field research experience, gained either as a part of a higher 
degree or from working in a relevant position is alsa essential 
we will be looking g for a minimum of two years, overseas 
experience for junior pests and considerably more for the 
Senior posts. : 
The successful applicant should be able to aya social 
demonstrate critical thirking and judgement; show creative : 
thinking and innovation; have social awareness and commitment; 
demonstrate capacity for facilitation and consultation; negotiate, 
influence and achieve results; network and co-operate and be 
good at managing and supporting others. 

TERMS OF APPOINTMENT 

The Senior Social Development Adviser posts offera starting 
salary in the range of £35,651 to £48,954 (pensionable), dependi ing 
on experience. 
The Social Development Adviser posts offer a starting salary i in the 
range of £28,995 to £40,369 (pensionable), depending on 0 © 
experience. 








salary in the range of £25,044 to £26,701 (pensionable), depending 
onmexperience. i 
More may be available for exceptional candidates. 

In addition, successful candidates have the option to become 
members of the Principal Civil Service Pension Scheme. London 
based appointments may be eligible to receive a relocation grant 
of up to £4000. Overseas appointments will attract additional 
benefits, including variable tax free overseas allowances and fare 
paid leave passages. 

New appointments will be subject to a 10 month probationary 
period. 

Applicants should either be nationals of member states of the 
European Economic Area (EEA), or Commonwealth-citizens who 
have an established right of abode and the right to work in the 
United Kingdom. 

The closing date for applications is-21 April 2000. 


ope, from: The Department 




















Asia and sub-Saharan Africa, but we also 
work in middle income countries, and in 
Central and Eastern Europe. 


DFID is committed to a policy of Equal 
Opportunities and encourages 
applications from members of the ethnic 
minorities. 





APPOINTMENTS 




















. LONG AND SHORT-TERM INTERNATIONAL 
CONSUL CY OPPORTUNITIES 




















HELM is a specialist publig Sector consultancy organisation formed in the UK 
in 1990, Our reputationsas.a quality service provider has encouraged us to 
expand our operations oiitside the UK and Ireland and we now have bases in 
Prague, Budapest and Dhaka, with an office in Pretoria opening shortly, 


Due to continued expansion we wish to enhance our in house skills, through 
the recruitment of a 
Central and Easteriy 
offer for work on a 





imber of associate consultants to work on projects in 
‘ope, the CIS, Asia and Africa. Assignments are on 
rm and short-term basis in the following areas : 
esource Development 
icy and Finance 
c Sector Reform 

Public Procurement 
* Legal and Regulatory Reform 
° Regional and Local Government Reform 
. Development of Ciy il Society and NGOs 
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A strong acader 
involvement wit 
Applications are 
secondments or-care 
Duffy - telephone € 
Alternatively please sen 
relevant information to F 
Street, Moira, Co Armagh, 
corp.com 


ae in feMbAEEY 
ion please contact : Damian 
e p yniangehcim: corps com. | 




















} te Email: heln@helm. 









HELM Corporation Lid is an equal opportunities employer 











The largest and one of the most reputed 
commercial banks in Sri Lanka, which has 
recently concluded a strategic planning and 
restructuring initiative, assisted by International 
Consultants, now seeks the services of a 


The successful applicant who will report to the Chief Executive 
Officer, should meet the following requirements. 


@ Possess a degree from a recognised university and/or 
membership of a recognised professional association. 

@ Be a banker with a minimum of 20 years post qualification 
experience, preferably in a leading commercial Bank. 

@ Have prior experience in a computerized working environment. 

W Possess strong leadership and interpersonal skills. 

B Possess excellent oral and written communication skills. 

@ Be preferably under 50 years of age. 


Applicants with exposure to overseas banking environments or those 
who have worked in seaior positions for foreign bank branches in 
Sri Lankaloverseas will be at- an advantage: 
_ The responsibilities of the Chief Financial Officer will include inter 
alia: 
E Establishing sound financial risk management policies and 
standards. within the Bank and implementing support systems 
for maniigring compiiance. 


gt 
i) 

BANK OF 

CEYLON 


CHIEF FINANCIAL OFFICER 


The selected applicant who will be required to enter into a renewable two year contract 
will receive an excellent compensation package. 


The closing date for applications is 15" May, 2000. 
Applications stating expectations of salary and perquisites with the names of two non-related referees and a contact telephone number should be sent to Ms. Dayani de Silva, 
Chairperson, Bank of Ceylon, No. 4, Bank of Ceylon Mawatha, Colombo 1, Sri Lanka. Telephone: 0094-1-348877, Fax: 0094-1-447174. E-mail:chairman@boc.lanka.net. 
The top left corner of the cover shouid be marked “Application for CFO”. 
Canvassing in any form will bea disqualification. 









Business Anal 
and Economis 
Halcrow Rail 


Halcrow Rail is a leading international 
consultancy and a business unit of the Halcrow Group, 
which employs over 3000 people. providing mult 
disciplinary services to both public and private ata: 
clients world-wide. f 

We are seeking to recrui 
professionals with b 
who are willing to: wor 
the following positions 


Senior Economists 


Candidates will have experience in railtransport econamics, 
econometric modelling, demand forecasting. Ref. T1 
Senior Rail Business Analysts 
Candidates will have experience in financial analysis. 
cammercialisation and restructuring or track access and 
performance issues. Ref. T2 

We are looking for enthusiastic and self motivated 
individuals ‘with an ability to think ‘out of the box’. 
evicus consultancy or rail employment would be 
We offer attractive remuneration packages 























A Futile: high calibre 
3 and 10 years’ experience, 
noth in the UK and overseas for 
































n Writing to Janë Foster - 
s| Officer (ECON) quoting the reference 
applied for at: Halcrow Rail, Vineyard 
House, 44 Brook Green, Hammersmith, London 
WÔ 7BY or e-mail: Fosterji@Halcrow.com 


Closing date is 21st April 2000. 
Committed to Equal Opportunities. 


zalcrow 


Chief Financial Officer, in keeping with a new 
business vision. The Chief Financial Officer will 
support the new business strategy and develop 
systems and controls to steer the operations of 
the Bank. 












@ Ensuring that the risk profile of the Bank is in accordance with 
the risk policy of the Bank. 

@ Introducing sound management information systems to monitor 
activities of the Bank. 

@ Developing an effective management team whose members will 
monitor and assist with the development of operational plans and 
budgets and ensure their successful implementation. 

@ Planning and controlling corporate investments, liquidity and 
foreign exchange exposure. 

@ Adhering to good practices of corporate governance. 

@ Controlling the Bank's operating costs and enhancing profitability 
through pricing and revenue augmentation measures. 

@ Periodically monitoring and reporting on adherence to financial 
policies and accounting policies. 

E Monitoring, controlling and advising on the Bank's financial 
returns from broad categories of instruments in line with planned 
objectives. 

@ Maintaining the integrity of financial information within 
the Bank. 
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- APPOINTMENTS . 


THE WORLD ORGANIZATION OF 
THE SCOUT MOVEMENT 


The World Scout Bureau seeks for its African Regional 
Office located in Nairobi, Kenya, a 


REGIONAL DIRECTOR 


The desired man or woman must have relevant 
experience and a university degree. Able to communicate 
„effectively in English and French, this person must have 
“a thorough knowledge of scouting and a solid experience 
in managing a volunteer organisation. 


Applications indicating present salary conditions and 
social benefits are to be sent before June 15th 2000, 
marked “personal and confidential” to The Secretary 
General, World Organisation of the Scout Movement. 
P.O. Box 241, CH-1211 Geneva 4, Switzerland. 


Save the Children 


EMERGENCY COORDINATOR 
£30,000 - £40,000 


This is an excellent opportunity for a highly motivated 
individual to join a dynamic international organisation at the 
cutting edge of children’s welfare. Save the Children works 

‘for children everywhere. With member organisations in 26 
countries, programmes in over 100 and a budget of some 
£230m, Save the Children works for a world which respects 
and values each child, which listens to children and learns, 
and where all children have hope and opportunity. 


As the Emergency Coordinator you will be responsible for 
ensuring that the International Save the Children Alliance is 
in a state of readiness to deliver a fast and coordinated 
response in humanitarian emergencies. You will also actively 
support Members of the Alliance in their efforts to develop 
and apply models for cooperation in the field, and in their 
emergency communications and fundraising activities. 


You should have excellent negotiation and facilitation skills, 
and a proactive and flexible approach. First-hand experience 
of managing international humanitarian response in 
emergencies is essential. 

You should be fluent in English. Knowledge of other 
languages such as Spanish and/or French is desirable. 
Closing date for applications is 28th April 2000. 

Interviews will take place in London on 18th & 19th May 2000. 
Further information and application packs are available from 
international Save the Children Alliance, 275 - 281 King 


Street, London W6 9LZ, UK. Tel: +44 (0)20 8748 2554. 
` Fax:+44 (0)20 8237 8000. E-mail: laura@save-children-alliance.crg 
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The International Institute for Environment and 
of the world’s leading research organisations | 
sustainable development a reality, particu larly f 


IED has recently been appointed by: the Worl 
Sustainable Development to manage the ‘Mining 

Sustainable Development (MMSD) project. MMSI 

innovative programme designed as- an independen process o! 
participatory analysis, with the objective of identifyirg how mining and 





minerals can best contribute to sustainable development. The project > 


is global in scope and. has four key components: research and analysis; 
stakeholder engagement; information and communication; and 
implementation. This: two year project is designed to report early in 
2002 as well as to crèate ongoing structures. lED is in the process of 
building a high calibre team: to implement the project and we are e 

currently seeking to recruit. to these senior level postions. 


Research Manager: The postholder will have overall respor ibility 
for the design, implementation and results. of an ambitious 9 
programme of applied research. This will involve beth: commissioning 
and co-ordinating research with a range of partners around the wo 
Candidates must demonstrate significant experience of research and 
publication in the mining and minerals sector, of administering 
international research programmes and -of working in multi disciplinary : 
teams. Ref: RM. a 


Co-ordinator of Stakeholder Engagement: The postholder wil 
ensure that key stakeholders in government, business and civil society | 
are involved in the design and implementation of the project through.a 





series of regional and global processes. Candidates must demonstrate. | 
experience of bringing together stakeholders to achieve progress on. 


complex and controversial issues as well as excellent. knowledge. of 
processes for identifying issues and brokering solutions in 
environmental and development conflicts. Ref CSE. 


Given the fixed term nature of the posts, HED is open to discuss 
employment options such as sabbaticals and secondments to fill these 
positions. 

The Institute is also establishing a number of Junior Research. 
Fellowships as part of the Project. The Fellowships are designed to 
attract outstanding candidates from across the world to contribute to 
the research programme. Successful candidates should either have < 
received an advanced degree or be in the active process of pursuing 
such a degree. Ref: JFR. 


For details and an application form, please write to Personnel 
Department, IIED, 3 Endsleigh Street, London, UK WC1H ODD, 


fax on +44 020 7388 2826 or email on Personnel@iied.org 


Please state the appropriate reference. CVs alone will not be. 
accepted. Details also available at www.iied.org 

Closing date: 20th April 2000. 

NED aims to be an equal opportunities employer. 








AOTTO-VON-GUERICKE-U UNIVERSITAT 
MAGDEBURG 









Professorship in Business Administration 


Applications are invited for the position of an associate professor in Business 
Administration in the Faculty of Economics and Management at the Otto-von- 
Guericke University of Magdeburg. The position is permanent with a salary 
based on The German Civil Servants Payment Scheme (C3) and in accordance 
with experience, The faculty is seeking a candidate who is active in research 
with interest in theory and international management. The successful 
applicant will be expected to teach Management courses in English at 
Bachelor, Master and Ph.D levels in the international study program, 























The Otto-von: ueis ke University is committed to increase the number of 
women among its faculty members and will, thus, welcome respective 
applications proving to be equally qualified 


Further information regarding the position may be obtained from the Dean of 
the faculty, Prof. Dr. Joachim Weimann, at the following address: 
Otto-von-Guericke University of Magdeburg 
Faculty of Economics and Management 
Prof. Dr. Joachim Weimann, Dean 
Postfach 4120, D-39106 Magdeburg, Germany 


Additional infarmation about the faculty can be obtained at: 
hitp://www.ww.uni-magdeburg.de/ 


Deadline for applications is May 30th, 2000. 





The People’s Republic of China (PRC) and DFID are working 
together to implement a multi-sectoral HIV? AIDS Prevention 
and Care Programme. The project will be based in the 
__Chinese Academy of Preventative Medicine (CAPM), although 
it will initially focus on the provinces of Yunnan and Sichuan, 
with wider dissemination of best practice te other provinces 
and the national level. 

The purpose of the project is to develop replicable models of 
HIV / AIDS prevention, treatment and ‘care for high risk and 
vulnerable groups, in ordér to influence national policy. 

You will assist the MoH to develop increased institutional 
capacity for the prevention and control of HIV / AIDS in China; 
provide operational and strategic support for the 
implementation and dissemination of project activities; and 
work to promote collaboration between. the project and the 
“interventions of other donors. 

QUALIFICATIONS AND EXPERIENCE | 

You will have a minimum of three years senior level experience 
“of Working in a similar multi-sectoral HIV AIDS or related 
“prevention programme in adeveloping. < 


























. 
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Britain’s commitment to 





Road, East Kilbrid 
hitp://www.dfid.gov.uk 


The Department for International 
Development (DFID) is the UK's 
government department responsible for 
promoting development and the 
reduction of poverty. DFID is committed 
fo the internationally agreed target of 
halving the proportion of people living 
in extreme poverty by 2015. 


Fulfilling 


European Commi 


92 


DFID works in partnership with 
governments, international and national 
non-governmental organisations, the 
private sector and institutions such as 
the World Bank, UN agencies and the 
ion, Most of our 
assistance is concentrated on the poorest 
countries in Asia and sub-Saharan Africa, 


















































(Salary by negotiation) 


Applications are invited from outstanding candidates 
for a Chair in Accounting. Candidates with a strong 
research record in any area of accounting will be 
considered. Candidates may contact the Convener of the 
Department, Professor P Miller (tel: 020 7955 7231; 
e-mail: Conveneraccfin@lse.ac.ul), for further information 
about this post, 


Further particulars and details of how to apply may be 
obtained from the Personnel Division, The London Schoo! 
of Economics and Political Science, Houghton Street, 
London WC2A 2AE {tel: 020 7955 7079: fax: 020 7955 6843: 
e-mail: |. brown@lse.ac.uk). 








The closing date for the receipt of applications is 
2 May 2000. 


The London School of Economics and Political Science is committed to equal 
opportunities and excellence in teaching and research 





HIV/AIDS PREVENTION AND 
CARE ADVISER 
BEIJING, CHINA 


country. A working knowledge of China and a knowledge of 
Mandarin would be a significant advantage. 

ideally you will be from a public health, social science, nursing 
or medical background, preferably with an appropriate post- 
graduate qualification. You should be able to demonstrate 
experience in strategic planning, oversight of complex 
interventions and effective negotiating, influencing and team 
leadership skills. 

TERMS OF APPOINTMENT 


ee Se z 


| 
The post will be for a fixed term period of three years and is | 
subject toa probationary period of six months. The salary | 
offered will be at least £40,000 pa, (UK Taxable} depending on | 
qualifications and experience. It includes a superannuation | 
element and there are other benefits. | 
Candidates should either be nationals of Member States of the | 
European Economic Area (EEA), or Commonwealth citizens | 
who. have an established right of abode and the right to work 
in the United Kingdom. 
Closing date: 25 April 2000 

| 


-Application packs can be obtained, quoting reference AH304/3A/MM/TE clearly on your envelope, from 
Margaret Milligan, Department for International Development, Abercrombie House, Room AH 304/3A, Eaglesham 
75 BEA or telephone (01355) 843138 (answerphone) or e-mail: Group3d2@dfid. goor 






but we also work in middie income 
countries, and in Central and Eastern 
Europe. 


DFID is committed to a policy of Equal 
Opportunities and encourag 
applications from members 
minorities. 


the ethnic 
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International Business 


INVESTMENT INSURANCE MANAGER 


The Overseas Private Investment Corp, a Federal agency, is seeking an 
individual with extensive experience in analyzing ri of international 
investments. This individual will supervise employees gned to the South 
America Region and, also, will personally perform complex risk analyses, 
counsel prospective investors, and negotiate political risk insurance terms and 
“conditions. Required: Experience which required the application of risk analysis 
‘of international business investment proposals, US citizenship and ability to 
obtain a security clearance to be conducted by OPIC. Highly desired: 
Knowledge of financial and business practices and political risk analysis related 
to investments in developing countries, esp. Latin America: skill in supervising 
professional and administrative employees; ability to negotiate with senior 
officials, and ability to communicate effectively, Ability to speak Spanish or 
Portuguese, skills marketing financial products associated with international 
investments, and a relevant advanced degree is a plus. 








National University of 1 


Ollscoil na bEireann, 


Applications are invited for the following 
tenable from September 2000:- 
























Salary: $60K-I10K (GS-13-15) depending on experience and education. College Lectur $ 
Excellent benefits, close to metro, located in DC. To obtain detailed application ieee 
requirements, download the announcement (3-00) from wwwopm.gov or call 


202-336-8682. All application material due 4/10/00. EOE, 






Junior Lectureships (2 po: 
The Department of Management wishes to makes 


in one or more of the key discipline areas of ind 
human resource management, organisational behaviour, strategy 






ent erprise management. 





The Department teaches undergraduate and postgraduate. 
programmes, including the MBA. It also has broad research 
interests m European and Irish industrial relacions, workplace 
innovation, enterprise devel partnership, gender equity, strategic 
management and strategic environmental management, Successful 
candidates will be expected to contribute to tae Department's- 
growing research activities, including a proposed faculty-wide 





@ POLICY STUDIES INSTITUTE 
UNIVERSITY OF WESTMINSTER 


Labour Market and Social Policy Research 
Principal Research Fellows, 


innovation research centre. 






For informal discussion contaci: 


Professor Roy Green, Head of Management Department, 
Tel. 353-91-512109 o 730301; Fax, 353-91-TSO563; 2 


E-mail: rey green @uigalway. ie 





Senior Research Fellows and 
Research Fellows 
£18,399 up fo £41,872 per annum including LWA 


The Policy Studies Institute is recruiting staff up to the most 
senior level to support a major expansion in its work on 
labour market research and evaluation and public policy 
analysis. We particularly welcome applications from those 
with research experience in employee relations, the labour 
market and social policy and with strong methodological 
skills in applied social science. 

PSI's approach to research is team-based, problem-focused 
and inter-disciplinary. Its work is at the cutting edge of social 
and labour market research. The posts would be located in 
PSI’s Employment and Social Policy Groups 







| Closing date for receipt of applications is Friday, 28th April 2000. 


Further information on all posts may be obtained. from the 

Personnel Office, NUI, Galway. ae 

Candidates for these academic posts should submit six copies of their 
Curriculum Vitae with names of not more than three referees fe: 

The Personnel Office, National University of Ireland, Galway, 

Tel: +353-91-512069; Fax: +353-91-7 50523; 


E-mail: personnel @mis.nuigalway.ie 









National University of Ireland, Galway is an egual opportunities employer, ; 


[v | [il E E 


Schweizer Rechenzentrum 


TENDERS 


ananitania 


®WorldBid 


. INTERNATIONAL TRADE LEADS 





Principal Fellows will have an established reputation for 
high quality research and a substantial publications record. 
Senior Fellows will be capable of managing all aspects of 
a research project and have a range of published research 
findings. Research Fellows will have a post-graduate 
degree in a relevant subject, or a good first degree and 








several years’ research experience. 
Informal enquiries can be made to Alex Bryson, 
tel: 020 7468 2225, e-mail: a.bryson@psi.org.uk 


For an application form and further details, visit: 
www.psi.org.uk or email: admin@psi.org.uk or write to 
Ursula Coffman, Policy Studies institute, 100 Park Village 
East, London NW1 3SR, quoting Ref: 0278PS. 

Closing date: 19th April 2000. 

The Policy Studies Institute and the University of Westminster 
are equal opportunities employers 
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sucht far die Entwicklung und Wartung 
ihrer Applikationen erfahrene 


Software-Entwickier 














Wir arbeiten serverseitig mit PLI / IME sowie mit 
NATURAL / ADABAS in einer IBM-Hostumgebung 
(Betriebssystem OS390). Unsere Clients erstellen wir 
mit Visual Basic bzw. Naturab-Lightstonn, 


informationen erhalten Sie uber: 


Verwaltungsrechenzentrum AG St. Gailen 
stefan.balogh@vrsg.ch 


Weitere Stellen im_ internet : www.vrsa.ch 










View details at: 
www.worldbid.com_ 





zE DEGREES 
N ON YOUR SCHEDU 


NO COST evaduatios : 

6400 UPTOWN BLVD NE» SUITE 398-W 

Dept. 34> ALEV, NM E7110 USA: 

R4@centuryuniversity.edu. 
1-800-240-0675; 


SU ; aW cuss aaan 


| LI Bank 


A career in the heart of Europe 


The EIB is the long-term financing institution of the European Union and one of the largest multilateral lending 
institutions in the world. lts focus is increasingly on projects promoted by the private sector. Within its 
Projects Directorate, which is responsible Ter the technical, economic and environmental appraisal of 
projects, the Bank is currently seeking for appointment at its headquarters in Luxembourg an (m/f 


Environmental Specialist 


Duties: Within the Coordination Division and responsible directly to the Coordinator with special 
responsibilities for the environment, he/she will: © Participate in taking forward the Bank's environmental 
policy and procedures; * Apply technical and economic expertise in the environmental field under the 
supervision of the coordinator to: - developing the Bank's activity on environmental issues; - standardising the 
handling of environmental issues across the Projects Directorate, in particular through briefing on 
developments in Community policy and regulations and formulating joint approaches; © Provide the members 
of the Projects Directorate wi costae information and expertise on environmental issues. 


Qualifications: + Advanced university qualifications in environmental management, covering both technical 
and economic aspects; * 3 to 5 years’ professional experience as an environmental specialist in areas such as 
policy and investment financing analysis, preferably acquired in an international financial institution, the 
public sector or a large company; + Thorough PR E of computing tools; + Excellent command of 
English or French and a sound grasp of the other. 


Competences: * Thorough understanding of environmental issues, with a solid scientific grounding 
in particular; © Familiarity with the main current debates surrounding environmental policy; e Acshical 
approach; * Team player; * Good interpersonal and communication skills * Proven aptitude for clear and 
concise drafting. 


Applicants must be nationals of a European Union Member State. The EIB offers attractive terms of 
employment and remuneration with a wide range of benefits. The EIB is an Equal Opportunities Employer. 


Applicants should include a cover letter quoting the relevant reference number and o detailed 
curriculum vitae in English or French, together with a recent photograph, and be sent to: 


EUROPEAN INVESTMENT BANK, Recruitment Division, Ref.: PJOOECOOT, 
L-2950 LUXEMBOURG. Fax: + 352 4379 2545. E-mail: jobs@eib.org 


Applications will be treated in the strictest confidence. They will not be returned. Personal data are protected 
by Community Regulation. 


D BUSINESS OPPORTUNITIES 


SAKON, AUS. BASED COMPANY WITH 25 YEARS OF SATELLITE COMMUNICATIONS 

EXPERIENCE 1S LOOKING FOR HIGH QUALITY PARTNERS AND REGIONAL Pennell tha ea Oe 
CONSULTANTS/DIRECTORS TO MANAGE THE LICENSING, SALES, AND IRISH SANDWICH B 

MARKETING OF OUR INNOVATIVE SATELLITE COMMUNICATIONS SERVICES. SANDWICH & COFFEE FRANCHISE 


O'Brien's Irish Sandwich Bars are the largest franchised chain of 
Gourmet Sandwich Cafes in Britain and Ireland, with over 80 outlets 
open. The company also operate franchises in the ULS.A., Australia, 
Singapore and Germany. We are seeking motivated companies and 
individuals to spearhead our expansion overseas, particularly in the EU. 
and U.S.A. 
For further informatian contact 
+353 1 671 5176, 24 South William Street, Dublin 2, Ireland. 


shortens CETTE Info @obriens.ie 
Our ideal partner has telecomrnuniations and intematiorisl marketing experience andor high-4evel politcal connections, wwwobriensie 
For more information call Phil Gibson at 001:978:863-7890 x235 or via e-mail at: pgibson@sakon.com ae ie Retro erent m 
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APPOINTMENTS - CONFERENCES 














ae 
Cc 
The “Internationales Konversionszentrum Bonn - Bonn International Center for 
Conversion (BICC) GmbH” is now accepting applications for the position of 


Project Management Department Head 
To be filled as soon possible 


Can you 
afford 
not to 

improve } 
your "R fie: 

negotiation skills? — 


A 3-day intensive session providing a level of real 
world experience, unmatched by other courses. 


e ROGER FISHER, Professor Emeritus, 
Harvard Law School, and co-author of the) 
international best seller, “GETTING TO YES” 


* Techniques that have been applied and proven 
throughout the world by experienced professionals 


CONFLICT MANAGEMENT GROUP 
May 8 - 10, Cambridge, MA, USA 
For details, visit our website: 


www.cmgroup.org/workshop.biml 
or call (617) 354-5444 ext. 248 


BICC is an independent non-profit organization dedicated to promoting and 
facilitating the processes whereby people, skills, technology, equipment, and 
financial and economic resources can be shifted away from the defense sector and 
applied to alternative civilian uses. Please visit our homepage to obtain more 
information about BICC at http:/Avww.obice de. 
"Requirements: 
* Atleast ten years of progressive international professional experience in project 
acquisition and implementation 
+ Solid background in business administration or organizational work 
* Plicacy in German and English (both spoken and written) 
+ Ability to cooperate in an international environment and with an international 
team 
Responsibilities: 
Project acquisition 
Implementation of projects with partner institutions in areas such as 
transformation and developing countries, defense conversion in Western 
Europe 
Supervision of Project Personnel 
Negotiations with customers, NGOs, state and Jocal governments as well as 
with funding institutions 
Conditions: 
Remuneration will occur according to BAT Ib (German public sector and 
government pay scale). Applications will be accepted until the position is filled. 
To apply, send cover letter, CV, and three references to 
BICC GmbH, ATTN: 
Mr. Elmar Pollmann, An der Elisabethkirche 25, D-53113 Bonn, Germany 
Phone: +49-228-911-9634, 
Fax: +49-228-911-9622, E-Mail: pollmann @ biec.de 
Receipt of applications will be acknowledged in writing or by e-mail. 
Please do nat call for status updates. 
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US TAXATION CUT THE COST OF YOUR 


sae $ STAY IN LONDON : 
BY CPA IN LONDON Comfortable self-conained. serviced Studia. fats 1 
US/UK tax return service and US/UK tax 


in Knightsbridge neer Harrods, fully equipped 
advice for US citizens and US “green- kitchen-dinetie, bathweom, phone, satelite TV. 
card” holders living/working ebroad. central healing, elevator, maid service, resident 
Servicing individuals and corperations. 



















manager. Suit 1-2 persons, Brochure by Air-Maik’- 
Knightebridga Service Apane ad 

aos 7a 45 Ennismore Gardens, London SW7 TAQ, 

Mokhtar Edwards & Co TEL: 0171 584 4123. Fax: 0171 584 9058. 

65 London Wall, London EC2M STU info@ksflats.demon.co.uk 

Tel: 020 7588 8200 www. ksflats.demon.co.uk 














We CANADA IMMIGRATION W 


Ler our exclusive group of former Visa Officers, with over 35 years experience, provide expert 
assistance and guidance to your immigration process. Applicatians professionally and 
confidentially prepared, Our money-back guarantee is your assurance of success. Fast internet: f 
and email service. Spectalists for skilled workers, businessmen and investors. 


OIC CONFRATERNITY CANADA LTD, 

823-409 GRANVILLE ST. VANCOUVER, BC, CANADA, V6C 1T2 
TEL: (604) 669 0389 FAX: (604) 669 3905 

INTERNET:- www.oiccanada.com E-MAIL-passport(zinfoserve net 


INTERNATIONAL 
PROPERTY 













TO ADVERTISE WITHIN THE 
CLASSIFIED SECTION, CONTACT: 
Stephen Welch, New York 
Tek: (1-212) $41 5730 Fax: (1-212) 247 1325 
email: stephenwelch@economist.com 


s to all other destinations) 


‘System (one ti 










WILDERNESS PROPERTY 
World famous Cassiar Dist NW. British: 
Columbia BY OW $ 

Hectares, 190 km 
Telegraph Creek on Stikine R 34 sg m ¢ 
home, phone, powes dual hear Year round 
access $32,000 x : 

1-256-235-3276 

jpsquires@ kermode.net 






or: Will Wilkinson, London 
Tel (44-171) 830 7000 Fax: (44-171) 8397111 
email: willwilkinson@economist.com 





1402 TEANECK ROAD > SUITE 114 - TEANECK, NEW JERSEY - 07666 - USA or; Nathalie Henault, Paris 
Tel: (33-1) 53:93 65 08 emalt 


nathaliehenault@economist.com 
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DELAWARE (USA) 
CORPORATIONS —_ CANADA IMMIGRATION 





2ND PASSPORTS, DRIVER'S 
; P NK 
LAGE PASSPORTS. 










quolity service for a OFFICES OF COLIN R. SINGER, Attorney 
rate. Canadian C pS immi r 
RAURI DE Usa 1900 7 ; 
UNON a 302477 9811 
; cop@riuleg.com © betarnat: hite://detag.com 





Email 100413 S24 Saccompuserve com 
hitpweww global -money.com 





Innovative and cost-effective solutions to pretect your assete-and minimise your tax. The Sovereign Group is a professional global practice of 
leading tax specialists, operating in 16 jurisdictions worldwide for over 10 years. For complimentary copies of our guides to international tax planning 
and trustee services, please contact your most convenient Sovereign office. Alternatively cali for expert practical advice free of obligation or charge. 


HONG KONG: Stuart Stobie USA: BIH Andrews GIBRALTAR: Diane Dentith ULK.: Simon Denton TCA: Faut Winder 
#452 2542 1477 7 +1 787 363 9669 Tek 74797 di 





Since 1977 The ICSL organisation has specialized in the establishment and administration of Offshore Companies, Trusts, 
Foundations and other structures with emphasis on Tax Mitigation, Asset Protection and Privacy. We also arrange no 
tax /low tax residency and alternative citizenship and passport. For information or an initial consultation without obligation 
please contact your most convenient ICSL office. Our corporate aim: to provide Quality Service at Reasonable Cost. 

CANADA - JACQUE LAPINE IBERIA - ROD RAMSDEN LLB LLM UK - PEYMAN ZIA 
International Company Services (Canada) Lid Iberia Companhia de Servicaos Lda. International Company Services (UK) Ltd 
Tek +1 450.679 7452 Fax: +14506794263 Tel: +351.21 314 2030 Fas: +35121314203) Tel: 444171 493 4244 Fax: +44 171 491 0605 
Email: icscanada@cedep.net Email: por@iCsL.com Email: uk@ICSL.com 






















USA (WEST) - KASRA SADR JD USA (EAST) - JERRY BAKERIIAN BBA 





URUGUAY - DR. CARLOS QUERALTO 






International Company Services (USA) Ine international Company Services {USA} Inc international Company Services S.A. ; 
Tel: +1310 550 8712 Fax: +13102057973 Tel +1 954943 1498 Fax: +19549431499 Tel: +59829021165 Fax: +598 2 902 1191 I oy : 
Email: usawest@ICSL.com Emaik usa@iCsSl.com Email: uy@ICSL.com WWW. CS L com 













Taking Company 
Formation into the 
21st Century 


*@eoeeoeoeeeoeeoenes 


The Company Store Group | Ready mace & own choice of name 
att 7 [Co's available in UK & worldwide, 
International is one of the | ice cdi 8 colou krochi. 
longest established U Free name check, 
professional firms : ane pane the 
METRA AI t ” 
specialising in Pe E Complete 
this field. confidentiality. 
i d E Full nominee 
services, domicilation, | 
bank introductions, 
mail, tel, fax, e-mail and 
WE WILL MATCH ANY laurel EE 
le All major eredit cards accepted, 


The ultimate authority on the world’s best hotels 
hideawayreport.com 


NEW AUTHORS 


PUBLISH YOUR WORK 
ALL SUBJECTS CONSIDERED 


WRITE OR SEND YOUR MANUSCRIPT TO: 
IMINERVA PRESS 
345 = 317 REGENT ST LONDON WIR 7YB UK 
wow minerva-press.co.uk 








BAHAMAS FOR LESS $599 
8 DAYS/?7 NIGHTS 
SANDYPORT BEACHES RESORT 
Beautiful ROY affiliated Gold Crown resort 
Up te 2 adults and 2 children 
Cate roem onby, see o 
ww. saftcypert Com/sarapleryecn 


Feb 860-468-9101 








yite 





W 






















OFFSHORE | 
[Companies from $250 | 


READY MADE COMPANIES 
LOWEST ANNUAL FEES 








# "LONDON'N 


THE COMPANY STORE GROUP : Quality serviced apartmey 


iseddd eva nse Caatswadossuenneensesdesysiie Wie rey, Ow 






nts offering bast value | 
offer groal savings 





26 North John Street, Liverpool 12 ORU, UK compared to hotels. Fully serviced, private NOMINEE SERVICE. 
k 2 2 åh m bathroom, kitchen. TV. telephone, conva M BANK INTRODUCTIONS 
Te +44 (0) 151 258 1 58 { rs) heating, elevator. OFFSHORE CREDIT CARDS 
4 Fax: +44 (0) 1 51 236 0653 a ean y pas area F n 
ANA F Tous Board Approved m | rm ene | 
n 3 Ashburn Gardens a beret a : ice bE 


Visit our comprehensive website: 
www.companystoreworldwide.com a A cere 


info@ashburngardens.co.uk 


FREEPHONE (UK) 0800 26-26-62 LY Tel: ++44 207 370 2663 J 


South Kensington, London SW7 40G, UK 


Cyrrus 
Tol+357-2782418 Faxse3S7-2768722 q 


Established since 1980 


Fax: ++44 207 370 6743 
Seeeeeen a 
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BUSINESS & PERSONAL 


(EE ee SE ee ee) 


FOR OUR 110 PAGE COLOUR BROCHURE CONTACT 
CW Forster (Director) LL 


F” ALL MAJOR 
CREDIT CARDS 

b F . ACCEPTED 

WORLD WI 

PO Box 55, Ramsey, ls! 

Great Britain, M99 42) 

TEL: +44 1624 815544 

FAX: +44 1624 817080 ; 

E-mail: economist@acra.c : B26 Offices Worldwide 


www.ocra.com ———— 


1509002 94 Certificated = A member of the Estate and General Group established in 1935 


| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 


here are modern infrastructures 
iready in place and in operation : 


= ota led oe belie ea aaa Skrivanek Translation Services, Ltd. 
+ International airport runway 


se Wharf for deep-sea ships , SKRIVANEK is registred EU deliverer (CCR CZE - 22379) 
Desalination unit eae 
` aa Ae te : professional translation services in more ~ 
> Pen po than 100 language combinations! 

i - interpreting, software localisation 

7 ae = « company start-ups (call +420 603 514706) 

m TRANSLATION © tage translation projects 

- franchising licence worldwide 


; . with no up-front charges 
For further information, contact : (ask for free info: pavel@skrivanek.cz) 


6 Délégation a la Promotion des Investissements 
d TAHITI INVEST 


Also for information on fiscal and financial incentives : 
Flosse Act, investment Code, Pons Act, ... etc. 


INYVALYNS 


French Polynesia 
French self-governing Territory 








Investment Promotion Agency 
Government of French Polynesia 
PO Box 504 - 98713 Papeete - Tahiti - French Polynesia 
Tel (689) 41 28 00 Fax (689) 41 28 01 
E-mail: <invest@tahiti-invest.com> 
Internet Web Site: www.tahiti-invest.com 


Reduce your costs, get high quality translations, translate with us! 


34 USD/ 1000 words! 


Photos GH. TAHET TOURISME S Kapuscinski OR PHangunrd 
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| OUTPUT, DEMAND AND JOBS Japanese industrial-production growth rose to 8.4% in the 
| x2months to February. The euro area's slowed to3.9% in the 12 months to January. The volume of 


Italian retail sales fell by 0.9% in the 12 months to January. Italy’s jobless rate edged up to 11.2% in 
January. Britain’s Gop growth in the year to the fourth quarter was revised up to 3.0%. 

















% change at annual rate The Economist poll Industrial Retail sales = Unemployment 
hee GDP GDP forecasts (volume) Arrate 
____3mthst 1year 2000 2001 er latest__ year ago 
Australia +40 +43 04 +41 + 3.6 6.7 Feb 7.4 
















Austria 
































Feb* 
24 Feb" 


























my COMMODITY PRICE INDEX 
sie Led by higher metal prices, our 
all-itemsdollar commodity price index rose | 
by 9% from its five-year low of last July, up | 
to the end of January. But therally hassince | 
run out of steam. The metals index climbed | 
by 41% from its low in March 1999, to peak at | 
the end of January. Booming stainless-steel | 
production drove nickel prices toa near six- 


ary, more than twice the price of a year ear- 
lier. But lead prices, hit by large Chinese ex- 
ports last year, fell to a near six-year low in 
March. And surpluses continue to depress 
food prices. Coffee and cocoa growers want | 
to hold back supplies. American farmers | 
will plant a record soyabean crop this year, 
but less wheat. Rising demand haslifted the 
non-food agricultural index by 9% since | 
mid-October. 











*Not seasonally adjusted. Tanor tage of jatest 3 months cornpared with average of previous 3 months, ata annual tate. tNoy-Jan; claimant court rate oy. D% 
in February.§ Bec-Feb. **New series 





ES AND WAGES German consumer-price inflation edged up to 1.9% in the 12 months to 





PRIC 


| March. Sweden's producer-price inflation rose to 4.4% in the 12 months to February; Denmark’s 


leapt to 5.7%. Italian workers received a pay increase of 2.1% in the 12 months to February, a de- 
cline of 0.3% in real terms. 


% change at annual rate The Economist poll 


consumer prices forecast Producer prices* 












Australia 
Austria 
Belgium 




































































Switzerland ae 
United United States 
Euro-11 














*Not seasonally adjusted. t Average of latest 3 “months compared with average of previous 3 3 months, at annual rate “*New series, 














E HOUSE-BUILDING The rate of housing 
starts is a rough reflector of the state of a 
country’s economy. For three of the coun- 
tries in our chart, this adage is more or less 
borne out. In America, which has enjoyed 
steady growth for eight years, housing starts 
in the fourth quarter of 1999 were running 
at a rate 52% faster then at the start of 1992. In 
Japan, which has had a grim time in the 
past few years, house-building was 26% 
slower at the end of last year than in late 
1996. In Germany, whose economy has 
been sluggish, building has slowed even 
more than in Japan: at the end of 1999, hous- 
ing starts were down by one-third on the 
rate of 1996. Surprisingly, in Britain, where 
both the economy and the housing market 
have been buoyant, housing starts in 1999 
were little changed on three years earli 
Ra hi NRC Hn = 


\ Britain 


New orders received for: residential bulding. 


#Four. ster movi veh 
Primark Dataitiiany Da banio 














dF 
z 1999 2000 
basin po a aaa a a aes NL 
1995-100 % change on 
| Mar 21st Mar28th* one one 
=| mth yar 
Dollar index 
All items 749 74.3 + + + 
7 


Í 
H 
| 
{ 
| 
| 
t 
year high of over $10,000 a tonne in Febru- 
t 
| 
| 
| 
| 
j 
i 
i 
i 
| 
| 
H 
l 
| 
| 
| 
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alias sahaan i 
MAMI J A SOND IEM, 


| 
| 
| ahina kikata 

















Sterling index 
All items 749 740 418 +49 
Food 718 n3 + 34 -= 39 





Euro i index 
All items 





Yen index 
All items 
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FINANCIAL IN DICATORS 








MONEY AND INTEREST RATES The likelihood of another increase in euro-area interest 
rates rose, after growth in the supply of broad money leapt to 6.2% in the 12 months to February, 
up from a revised figure of 5.2% in the 12 months to January. 












































Phil supply" PO cel AL ill (Mar 29th 2000) S 

% rise on year ago over- 3-mth money market hanks 2-year _ 10-year gov't corporate 

narrow broad night latest year ago prime gov't bonds ‘latest? year ago bonds 
Australia +88 +88 Jan 550 604 470 875 640 652 544 7.525” 
Britain "+85 +27 fe 550 616 522 700. 640 $32 459 617 
Canada a137 +65 feb 518 528 477 70 597 605 510 686 
Denmark na +20fe 370  4l0 334 625 502 553 440 720- 
Japan _ #123 421 re 001 005 007 138 055 185 164 2515 
Sweden +91 +91 fe 375 396 29 49 504 536 439 576 
Switzerland +27 -12 fb 303 290 125 463 338 ma 247 463 
United States +10 +75 feb 603 609 481 900 656 616 520 763 
Euro-11* na +62 feo 362 382 298 39 443 524 402 58 





Trance 5 5.35, Germany 5,24, Italy 5. 59, Benchmarks: Japan No2191 85, US 30-year 5.99. Germany for prime and bonds: §New series 











“Narrow: M1 except Britain MO, broad: M2 or M3 except Britain Ma Sources: Commerzbank, Den Danske, JP. Morgan, Royal Bank ol Canada, Svenska 
Handelsbanken, Warburg Dillon fee: WEFA Group, Westpac, Primark Oatasteearn Rates canmot be c as Les panis oos 





STOCKMARKETS On Wall Street, the Dow rose by 1.5%. But the high-tech Nasdaq index took a 
tumble as investors flitted yet again from new-economy to old-economy shares. Tokyo made 
big gains: the Nikkei rose by 4.9%, and the Topix by 4.5%. 












Market indices cence ANGE OM 
one one record Dec 31st 1999 
week year high infocal in$ 


currency 








uae (ATX) 
Beigium (Bel 20) 
Britain i {FTSE 100) 100) 6,598.8 


Canada (Toronto (Toronto Composite) 


















+128 + 73. 


17328 4, 7648 













Sweden | (Affarsvariden Gen) 


Switzerland (Swiss Market) 





6.4238 6,960.6 
7 










310187 __14,723.0 





(Nasdaq. comp) _ 





























E CURRENCY FORECASTS Each quarter 
we ask J.P. Morgan to. predict dollar ex- 
change rates for 16 currencies inia selection | 
of developed and emerging economies. The 
forecasts are for the end of june 2000 and 
the end of March 2001. The dollar is forecast 
to weaken against all the rich-country and | 
many of the developing-country currencies 
in our table over the next 12 months. The 
eurois expected to rise from well below dol- 
lar parity to $1.03 three months from now, 
and to $1.09 in a year's time. That would still 
leave it well below its launch rate of $118 in 
January 1999. The yen too is expected to ap- 
preciate. A year from now, one dollar is 
forecast to fetch only ¥98. Even:the Polish 
zloty is tipped to strengthen in dollar terms. |. 
But the Brazilian real, the Mexican pesoand 

the Russian rouble are all predicted t to fall 

against the American currency. . oe 

















Europe (FTSE Eurotop 300) 
Euro-11 (ETSE Ebtoc 100)* 















1,448.8 1.3235 


Pir BUFO TOTES, + Morgan Stanley Capital international index inchades individual markets listed above “plus eght others, in dollar terms 
¥Satommon Smith Barney World Government Bond index, total return, io dollar terms. 





TRADE, EXCHANGE RATES AND BUDGETS Sterling’s strength persists: its trade-weighted value rose by 1.5%. Sodoes the euro’s weakness: it 
fell by 1.4%. The euro area’s 12-month current-account surplus, calculated using a new method, was $21.6 billion in January. Britain’s current- 


account deficit was $20.7 billion in 1999, compared with a deficit of $1.1 billion in 1998. 


Trade balance*, $bn_ as _Exchange rate 


“trade-weighted? 
Mar 29th year ago 











Currency units 





Australia — 0.57 Feb 
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EMERGING-MARKET INDICATORS 





B TRADE IN SERVICES One might expect 


trade in rich countries than in -poor'ones. 
After all, commercial services such as fi- 
nance, computing and the media account 


America’s. They made up 631% of Greece’s 
exports but only 12.7% of Germany’s. These 
figures reflect the fact that most services in 

rich countries are consumed domestically, 
| whereas most export earnings in Egypt and 
| Greece derive from travel and tourism, a 
| business that accounts for a third of world 
| trade in services. Services accounted for 


because so many Japanese tourists visit 
Egypt’s pyramids. Worldwide, commercial 
services accounted for only 19.6% of cross- 
border trade in 1998. Their share of world 
| trade is growing, but only slowly. 
| the equivalent figure was 18.5%. 
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for a larger share of rich countries’ econo- | 
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ECONOMY Chile's Gop grew by 3.9% in the year to the fourth quarter. Nevertheless it shrank l 
by 1.1% in 1999, the country’s first year of recession in nearly 20 years. In the 12 months to Febru- | 
ary, South Korea’s current-account surplus narrowed to $22.2 billion, South Africa’s current-ac- | 
count deficit shrank tc only $500m in 1999, compared with $1.9 billion in 1998. | 
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industrial Consumer 
production prices 


Foreign reserves*, , $bn 
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FINANCIAL MARKETS As the imminent threat from China receded, Taiwan’s stockmarket 
rose by 8.1% over the week. Shanghai also did well, rising by 3.9%, while Hong Kong notched up 
gains of 3.1%. Yladimir Putin’s election as Russian president helped Moscow to-rise by 4.5%. In 
local-currency terms, Russia’s bourse is now the best performer in the table this year. 
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4 words about us. One for 





every year since our founding. 


Since 1996, we've amassed the years of wisdom and experience 
required to help our clients accomplish their e-business 
objectives. We've pioneered online procurement, auction, 
banking, billing and payment services. We've partnered with 
leading businesses like Boom.com, CLP Power and Reuters. 
And established many more milestones along the way to becoming 


the e-commerce partner of choice for businesses in Asia. 
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why class 
never goes 
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here’s more to class than just style. And though 
vou`d certainly call our new First Class stylish, its class 
goes much deeper. Ground-breaking comfort. 


Brilliant cuisine. Impeccable service. 


All wrapped in care. Which is something that never 


goes out of stvle. Swissair. We care. 


For information and booking: www.swissair.com or call your local travel agent 
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hat it takes to manage your wealth 


when there’s more at stake 


than just money: 


the right relationship. 


PRIVATE BANKING 


More than sophisticated solutions — the insights you need to manage 
your wealth for this generation and beyond 


A relationship that understands your wealth in the context of your life, 
your family and your goals 


Access to the unsurpassed resources and experience of Chase — 
including wealth transfer, tax planning, philanthropy and 
world-class investment expertise 


For more information about how we can advise you, please call 
852-2841-4666 in Hong Kong or 65-391-7377 in Singapore 


a CHASE 


THE RIGHT RELATIONSHIP IS EVERYTHING® 


www_.chase_coam 
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LETTERS The Economist, 25 St James's Street, London swia IHG FAX 1020-7839 2968 E-MAI: letters@economist.com 


Coming to America 


Sir—Your survey of America’s 
immigrants (March 12th) made 
me recall my life in Queens, New 
York city, one of the main hop- 
ping-off points for new arrivals to 
this country. Queens is described 
as the “most ethnically diverse” 
county in America, and a brief 
journey through the borough ap- 
pears to confirm this claim. My 
neighbours, once mostly Greek 
and Italian immigrants, are now 
from Bosnia, Albania, Pakistan 
and India, with smaller contin- 
gents from many other places 
thrown in. 

| remember when New York 
was considered a doomed 
metropolis, soon to follow De- 
troit’s sad path. Now the shop- 
ping districts are full of new 
stores, young families crowd the 
streets, and people who fought 
one another in their home coun- 
tries live peacefully side by side. 
An enterprising Chinese family 
runs the best local Mexican res- 
taurant, the Albanian guy on the 
corner makes the best pizza and 
the Indian grocery is full of Amer- 
ican yuppies like me. The melting 
pot simmers nicely in Queens. 
Astoria, 


New York DEREK Link 


Sır—lt is not the “who” coming to 
America that concerns us, but the 
“how many”. America is already 
the third most populous country 
in the world and its population is 
projected to grow to over 400m 
by mid-century, virtually all the 
growth coming from immigration. 

America is blessed with open 
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space, wilderness areas, moun- 
tain vistas, diverse wildlife, aus- 
tere desert and bountiful farm 
land. We would like to preserve a 
few of those treasures. Instead, we 
lose ım acres a year to develop- 
ment. California, which receives a 
third of America’s immigrants, 
has a population density higher 
than Europe’s. In 30 years, accord- 
ing to official projections, the den- 
sity will exceed that of present- 
day China. Perhaps you can un- 
derstand why surveys show 
Americans opposed to further 
population growth and the immi- 
gration that causes it. 

Berkeley, 
California 


Ric OBERLINK 


Six—-There is certainly a sizeable 
minority of white Americans who 
appreciate the benefits to this 
country of immigration by people 
of diverse cultures. The objection 
of the vast majority, however, is 
not to immigration per se but to 
immigration by “people of cal- 
our”. The entire population of Ire- 
land would be welcome tomor- 
row, if they chose to come. 

That such attitudes creep even 
into officialdom is illustrated by 
the ease with which white nan- 
nies obtain visas whilst doctors 
and other professionals from 
countries like India are treated 
with suspicion. 
Selden, 

New York 


PALAT MENON 


Sir—You refer to an incident 
where 40 “illegal” Indian com- 
puter programmers were arrested 
by the Immigration and Natu- 
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ralisation Service recently. They 
were not illegal—the ins indi- 
cated as much by dropping all 
charges against them. Rather, it 
was an unnecessary raid that 
bore the hallmarks of ins overkill 
as often applied to meek and law- 
abiding foreigners, not dangerous 


drug-smugglers, etc. 
Bangalore, 
India RAJEEV SRINIVASAN 


Sir--America has always had a 
problem with illegal immigrants. 
Just ask any red Indian. 


South Nyack, 

New York CHARLES WESTWATER 
emaren anamanna a wll 
Advertising space 


Sir—While you emphasise the 
fund-raising potential of putting 
adverts on spacecraft and space- 
suits you miss the historical ante- 
cedents of these innovative ad- 
vertising methods (“The fans of 
Mars”, March uth). Net only were 
private expeditions to that “previ- 
ous frontier”, the Arctic, better or- 
ganised, safer and technologically 
more advanced, but many were 
sponsored by industries that re- 
cognised the possible advantages 
of such adventurous promotional 
opportunities. 

The reputation of Burroughs 
Wellcome’s pharmaceutical pro- 
ducts increased considerably as 
the result of such publicity. Bass 
King’s Brew travelled with Robert 
Falcon Scott to the Antarctic in 
1910, a fact the Burton brewers cer- 
tainly publicised widely. It is not 
hard to imagine a chocolate-bar 
manufacturer that might lead a 
similar campaign to the red 
planet. 
Coventry JONATHAN REINARZ 
nee i 





Lessening liquidity 


Sin—You miss one of the primary 
drivers of increased volatility in 
equity markets (“Wake-up call”, 
March 25th). Volatility is inversely 
correlated with liquidity. With 
ever more investors, liquidity 
would seem to be increasing. 
However, the presence of a group 
of important participants is being 
reduced rapidly. Market makers— 
traders who put their capital at 
risk to provide bids and offers— 
are increasingly being replaced by 
order-matching systems. These 


may reduce the spread an inves- 
tor pays by eliminating the mid- 
dleman, but this reduces liquidity 
and thus increases volatility. The ` 
current bull market is causing a 
skewed view of the trading envi- 
ronment. The costs could be sig- < 
nificant, as anyone who has been ` 
caught in an illiquid Internet 
stock could testify. 

If these intermediaries are leg- 
islated to the sidelines they will 
be missed: in: periods ‘of excep- 
tional volatility. The current focus 
on reducing the role of the market 
maker is penny wise.and pound 
foolish, and could prove costly in 
the future. 

Chicago Dan GOLDMAN 
pack ae OE E EAE 


Britain's drug bill 


Sir—You state that beta inter- 
feron has the potential to con- 
sume up to 10% of the Britain’s 
National Health Service drug bill 
if prescribed to every patient who 
might benefit (“A new. prescrip- 
tion”, March sth). This figure is 
highly misleading. It implies that 
beta interferon might be used to 
treat nearly 60% of the entire mul- 
tiple sclerosis population. Neither 
we, as the manufacturers of one 
of the beta interferon products, 
nor any cther manufacturer, nor 
any clinician or patient group has 
ever claimed anything like such a 
level of treatment. 

In Europe, clinical guidelines 
exist which ensure that only those 
people who will benefit most are 
targeted for treatment, and this 
has led to prescribing levels of be- 
tween 12% and 16%. In Britain to- 
day the equivalent figure is 2%. 

PauL WOODWARD 





Burgess Hill, Managing Director 
West Sussex Schering 
PEE EA EE NEEE nein nel 
Weighing the issues 


Sin--You report an in-depth sur- 
vey.on which American presiden- 
tial candidate is preferred by vot- 
ers born under different signs of 
the zodiac (Primary colour, March 
25th). The results gave George W. 
Bush an eight to three victory 
over Al Gore. This misses out the 
views of one of the 12 star signs. 
No doubt Librans, though pretty 
good judges of character, are sit- 
ting on the fence. 

Luxembourg RICHARD EDWARDS 
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McKinsey & Company 


| Energy Consultants 
London, Amsterdam & Milan 


the energy industry. However, if you're going to 
tential, you'll have to work in an environment where 
and challenged to grow. One where you 


“players; where the collective expertise provides a unique depth of insight. 
McKinsey can provide just that environment. 


Our fast-expa di g European Oil-& Gas Practice is currently looking for 
high-calibre individuals to. work both as client-facing Practice Consultants 
“arid as Specialists, providing expert backup to the client teams. 


Whatever your ultimate career ambitions, the McKinsey experience will 
help to bring them closer. Whether you see yourself as a future Partner 
with us, leader of an energy company or renowned industry expert, 
McKinsey will help you to achieve your goal, Wherever you end up 
working with us, the experience you gain will prove invaluable. Our 
expanding geographical coverage and substantial involvement in 
e-commerce strategies will give you tremendous scope to broaden 


your industry exposure, white MoKinsey's distinctive cultura. of continuous ; 
learning and development will encourage you to reach the ħighesttavels: 
of our organisation. es: 


You'll need at least 4 years’ impressive career experience with a major 
oil/gas/power company or in related consulting plus a detailed knowledgi ; 
across some combination of exploration and production, marketing and 
refining, gas and power, Either way, you should have a good appreciation, 
of the industry's key commercial issues and economic drivers. Prior to 
this, you will have an excellent academic track record at every stage, 
including a good honours degree from a leading university. 


If you can also demonstrate the analytical ability, drive and client service ue 
orientation to work with some of the leading players in the energy 

industry, we'd be very interested to hear from you. Please send your 

full CV, including details of all academic achievements and quoting ref: 
OOLNEHPAEN1, to Jeremy Breaks at McKinsey & Company, 1 Jermyn 
Street, London SW1Y 4UH. Email: jeremy. breaks @mckinsey.com 
www.mekinsey.com 
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Substantial 


International l 
Bar Association London 


package 








The IBA is the leading international organisation of bar associations and individual lawyers in the world. It has 


approximately 178 member organisations and 16,000 individual members from 183 countries, In conjunction with the elected 


officers, the Executive Director will be responsible for developing the Strategy of the IBA and for setting its priorities in a 
rapidly changing legal marketplace, identifying the needs and new opportunities which the IBA could meet and mabilising 
resources to meet those needs. 


THE ROLE 


TPT encmtn ee nan 


Email: jpeatling@spencerstuart.com 


Six figure package 


Responsible to the IBA, its governing bodies and officers, 
identify key issues facing the legal profession internationally 
and co-ordinate the IBA’ response. Provide advice to the IBA 
President and other representatives on internationally 
sensitive matters including in relation to human rights. 


Represent the IBA in its dealings with member and other 
relevant organisations internationally, seeking to generate 
further activity and to grow the individual membership 
Responsible for meeting the needs of the membership and 
for ensuring that policy decisions are implemented. 


Lead and direct the IBAS office, supported by the Managing 
Director, so that its services are delivered effectively and 
efficiently. 


THE QUALIFICATIONS 

w Experience of working within the legal profession, and 
probably a lawyer of considerable seniority with a highly 
international outlook and experience. Could be any 
nationality but must have fluent English and be willing to 
travel regularly. 


Strategic thinker with excellent communication and 
diplomatic skills. Strong analytical capability and skilled in 
distilling complex issues. Proven ability to manage people 
and resources. 


Mature and credible spokesperson with the stature to 
represent the IBA around the world. Politically astute and 
able to engender trust at the highest levels both within 
the IBA and externally. 





Tel: 020 7298 3333 


seemanne. 
Please reply with full details to: 


Fax: 020 7298 3388 Selector Europe Selector Europe, Ref. SM/29975-1740, 





16 Connaught Place, London W2 ZED 


Spencer Stuart Closing date for applications - 26th May 2000 


Global Multinational London or 


Continental Europe 





This major international Group is undertaking a far-reaching transformation of its treasury operations from 
entirely decentralised to fully integrated in order to create significant value to the businesses and reduce 


THE ROLE 


ESTO NAPE AT ERECTA 


Reporting to the European Treasurer, Responsible for 
harmonising, automating and outsourcing, where 
appropriate, operational treasury activities initially in 
Europe and subsequently globally, 


Become the key provider of treasury/corporate advice to 
the local business operations. implement an innovative 
new capital management framework on the basis of 
value-based management. Roll out a centralised forex 
and funding structure. 


Manage day-to-day treasury operations in Europe 
during the migration to this new structure ensuring that 
service standards are maintained and subsequently 
enhanced. 


complexity and cost. This key new role has been created to lead the implementation throughout Western Europe. 


THE QUALIFICATIONS 

@ Academically excellent graduate with highly developed 
financial analysis skills as well as exposure to corporate 
finance strategy. 


Proven project management skills ideally gained during 
a back office/outsourcing transformation. Prior 
involvement in managing a European treasury/advisory 
operation. 


Energetic, enthusiastic and determined with the vision 
and stature to lead a culturally diverse team through a 
major change exercise. 





Tel: 0161 499 6700 
Fax: 0161 499 6710 


Email: cmasi@spencerstuart.com 
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Please reply with full details te: 

Selector Europe, Ref. FMW/28237-2/40, 
Adlington Court, Greencourts, 

333 Styal Road, Manchester M22 SLG 
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You enjoy leading others. 
You know you inspire others. 


However, you need an environment 


that will let you develop. 


Somewhere people will support 


and inspire you too. 


This could be 


your finest hour. 


BUSINESS LEADERS 
INTERNATIONAL OPPORTUNITIES 








Heroes are hard to find. Yet at Marconi, we're looking for several more. 

Our international organisation has repositioned itself at the 
forefront of the communications industry, Which means our business 
leaders are driving forward one of the world’s most exciting telecoms 
and IT companies, whose achievement record speaks for itself. 

Show us the right attributes and background and, before long, 
you'll take the helm of one our businesses that are ripe for take-off. 
Thereafter, mentored by a Board member, you'll be steered towards 
Marconi’s highest management tier, with unlimited international 
development opportunities. 

This is your chance to prove yourself - to actually deliver as well 
as think, to do rather than teach. To be considered, you'll already 
identify yourself as a high-flier with an impressive range of 
achievements backed up with a good first degree and probably an 


MBA. All of your experience to date will have been gathered in an 
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services | 


www.marconi.com | This could be your finest hour. 
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environment as dynamic and fast-moving as our own. Whatever 
your background, you'll be used to identifying and analysing 
business opportunities and bringing them to fruition. An 
inspirational and dynamic leader, you'll demonstrate excellent long- 
term strategic vision, a personable and influential approach and an 
impressive track record in change management. Not least, you'll be 
flexible about working across our global operations. 

Remuneration? Let’s just say that for the right people, the salary 
and benefits package will not be an issue. 

What’s more, we will offer you the chance to realise your true 
management potential. And, we anticipate, to live your finest hour. 

Please send your resumé to careers@marconi.com or contact 
one of our consultants at Marconi Resourcing Centre, Ist Floor, 
Norfolk House, Pannells Court, Guildford, Surrey GU1 4EU. 
Tel: +44 (0) 1483 455400. 


arconi 









ECONOMISTI ASSOCIATI 


KOSOVA 


Within the framework of an internationally funded venture 
capital operation, Economisti Associati is in the process of 
establishing a permanent office in Prishtina. Applications trom 
qualified individuals are invited for the following positions: 
















Local Investment Officer. In collaboration with expatriate 
long and short term staff and with an increasing degree of 
autonomy, the Local Investment Officer will be responsible 
for the identification, assessment, negotiation and monitoring 
of investments in private and privatized Kosovar enterprises. i 
The successful candidate could be either a recently graduated, 
Western-educated individual with excellent analytical 
capabilities and linguistic skills, or a more seasoned 
professional who could compensate for his/her rustier 
educational background with a deep knowledge and 
understanding of the Kosovar business environment. 


Interpreter/Secretary. In addition to assisting the expatriate 
professional staff in their interactions with local firms 
(interpretation and translation of documents), the 
“Interpreter /Secretary will be responsible for the smooth 
“tuoning of asmall office, with a wide variety of tasks (from 
basic accounting to desktop publishing to supervision of 
auxiliary personnel}. The successful candidate will be a person 
with inclination for interpersonal relations, excellent 
organizational skills, and a flavor for PR activities. 









































Qualifications 


@ Basic qualifications for both positions: Albanian mother 
tongue, relevant university degree, excellent command of 
English, computer literacy, some previous work experience. 

@ Additional qualifications for the Local Investment Officer: 
work experience with financial institutions, knowledge of 
company & contract law, knowledge of Italian and/or 
German, work experience with international organizations 
or projects. 

@ Additional qualifications for the Interpreter /Secretary: 
work experience with international organizations or 
projects, experience in the organization of events (press 
conferences, fairs, etc.), knowledge of Italian and/or 
German. 


After an initial probationary period, the successful candidates 
will be offered a renewable, fixed term contract with good 
prospects of stable employment. The salary will be in line with 
prevailing market rates for well qualified personnel. While the 
above positions are primarily open to individuals based in 
Prishtina, qualified candidates based in Gjakova, Prizren, and 
Peja are also encouraged to submit their applications in view 
of possible short term assignments, 


Applications should be sent by mail, fax, or e-mail ar the 
following address: 


Consuelo Manzi 

Economisti Associati 

Via Rialto 9 - 40124 Bologna, [TALIA 
Phone + 39 051 6569606 

Facsimile + 39 051 6486838 

E-mail main@economistiassociati.com 
All applications will be acknowledged. 








Economisti Associati ts an equal opportunity employer. 

All applications should contain an explicit authorization for the 
treatment and storage of personal and professional details in line 
with Italian law requirements 
(Law #675 on the Protection of Personal Information). 
































A member of the Consultative Group on International 
Agricultural Research (CGIAR), the International Center for 
Living Aquatic Resources Management tICLARM) is an 
international, non-government, — non-profit... scientific 
institute conducting fisheries and aquaculture research in 
tropical developing countries. The Center requires a 
competent and highly motivated individual to filba senior 
managernent position at its Regional Research Center for 
Africa and West Asia located in Abbassa, Egypt, some 80 
kms from Cairo. This well-equipped and staffed 
aquaculture research facility is ICLARM’s base for its 
operations in the region. 


Deputy Director General 
Africa and West Asia 


ICLARM invites applications for the position of Regional 
Director to direct and implement an inland. aquatic 
resources research program for the Africa and West Asia 
Region. He/She will be based in Cairo, Egypt, and will be 
responsible for planning and implementing research to 
assist the national programs in the region to increase the 
contribution of their aquatic resources to the alleviation of 
poverty, increasing food security and protecting the 
environment. Under the supervision of the Deputy Director 
General for Programs, the appointee will have a major 
responsibility for facilities, finance and stat management, 
research and training program planning and 
implementation, and fund raising for the Regional Research 
Center and will be a member of the Executive 
Management Team of the Center. 


The person must hold a Ph. D in a biological science (e.g., 
aquaculture, fisheries, etc.) and have at least 15 years 
experience in research and research management, 
preferably a field of fisheries research, He/She should have 
had experience in working with research institutions in 
developing countries and be willing to undertake extensive 
travel and fieldwork. Excellent administrative, 
communications and intercultural skills are required. 
Knowledge of Arabic or French would be a plus. 


ICLARM offers internationally competitive remuneration 
paid in US dollars and a comprehensive benefits package. 
Initially the position will be for three years, with a 
possibility for extension. ICLARM is an equal opportunity 
employer and welcomes all applications regardless of 
gender, nationality, ethnic origin, and religious persuasion 
or political beliefs. Applications from women and 
developing countries professionals are especially 
encouraged. 


Interested applicants should send current curriculum vitae, 
photocopies of supporting documents and names of three 
(3) professional referees (including telephone, fax and e- 
mail address) before 15 May 2000 in confidence to: 


The Associate Director General, ICLARM, 
POBox 500, GPO, 10670 Penang Malaysia. 


Telefax: + 604-643-4496, e-mail: E.Sayegh@cgiar.org 


For more information see www.egiar.orgfclarm/ 
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7s Announcement to all 


owners of Patek Philippe watches. 








Tocmark the end of the twentieth century, Philippe Stern, President of Patek Philippe, has decided to reward all 
owners of Patek Philippe watches with a unique gift: the opportunity to own one of the last ten complicated watches 
created by the co pany in the twentieth century, and engraved as such. 








ask hat you-send us the reference, case and movement numbers of the Patek Philippe watches that 
you own and purchased prior to January ist 2000, along with your name, address and the name of your preferred 
Patek Philiy pe retailer. You will have as many possibilities to be selected as the number of watches that you own... 
ion should preferably be registered on the Patek Philippe website, or sent to us via fax or mail before 
00, using the relevant addresses listed below. 






ka 


PATEK PHILIPPE 
GENEVE 


Begin your own tradition. 
www.patek.com Patek Philippe S.A., P.O. Box 2654, 12u Geneva 2, Switzerland, Fax: (41) 22 884 2060. 
Please see the Patek Philippe website for Terms and Conditions, 























human 


S 
dynamics i 





human dynamics is a leading provider of premium consulting services to its clients in both public and private 
a feat sectors throughout the EU, Central & Eastern Europe & the CIS, and is increasingly involved in intemational 
(oie Wien Frankfurt Sofia Bukarest “| assignments in the Middle East and the Mediterranean Countries. 


consulting & research 











-# Challenges: Opportunities now exist for consultants with in-depth knowledge and experience in the areas listed below for long term, short femmand ooo 
retained consultancy assignments. : 






ONAL DEVELOPMENT [iy PRIVATE SECTOR 





* European integration practices: (E) * mining/steel industry: social & empl. measures (SE) # EU TA programme monitoring & evaluation. (M&I 
* public administration training (PAd * foreign investment promotion (FIP) e EU aid.co-ordination management (A 
* regional government reform (LG) © defence industry restructuring (DIR) @ macre-political analysis 

s tax administration & tax HRD (TAd) * sme promotion (SME) e QMS & QM certification 
* EU-foreign policy co-ordination (PCA) © regional development (RD) proposal writing 

¢ public finance (PF) © EU structural funds (SF) + financial sector training 












Requirements include: Qualifications related to the above; 5-8 years work experience which may include civil service, private sector, lobbying or 
journalism; excellent English verbal & written communication skills; other languages highly desirable; resourcefulness, client orientation, strong 
canceptual, analytical & reporting skills; outstanding track record of successfully completed assignments. 


° Benefits: human dynamics offers competitive remuneration packages according to qualifications and experience plus premiums for outstanding 
performance. 


e Contact: If you are interested in contributing to the success of our challenging assignments you are invited to send your CV in electronic form, indicating 
and ranking specific area(s) of documented expertise, your preferences for long-term or short-term assignments and remuneration history to: 





human dynamics tnt’! Recruitment Rathausstrasse 5 A-1010 Vienna Austria e-mail: recruitment@humandynamics.org website: humandynamics.org 
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‘Sustainable energy 
opportunities 


ESD is one of Europe's fastest growing and most successful companies working 
in the field of sustainable energy and climate change, Our work with the EU, 
Wortd Bank, governments and leading corporate players is helping to shape and 
develop the exciting and rapidly growing new energy market and ESD is 
recruiting for key personnel to join its highly professional, expert and market 
leading team. 

International Economist with at least 5 years international experience and 
strong skills in resource economics, finance, marketing and project 
management. The successful candidate will be involved in multi-task project 
development within the international climate change portfolio and will have a 
sound grasp of public policy, markets and partnership development. Excellent 
| writing and interpersonal skills essential with additional languages a distinct 
| advantage. Location Bath offices. 

| Senior Business Consultant with impressive credentials in UK/European blue 
chip consultancy and client services development. Professional with excellent 
| business, networking and project management skills you will make an 
| important contribution to ESD's carbon management services for the corporate 
| market. Energy or environment experience an advantage. Enthusiasm for 
| sustainable energy a must. Location Bath or London offices. 

| ESDis also looking to recruit Senior Public Consultant, Public Energy | 
Specialist, Energy Analysts, Energy in Bulidings Expert, Energy in Buildings 
Graduate, Photovoltaic Specialist, CHP/Biomass Specialist. ai 
See our website for more details www.esd.co.uk | 
These posts offer attractive salaries and benefits, To apply please send full CV. 
and covering letter to Debbie Fox at the address below. Applications will close 
on April 20th with interviews planned for early May. 































ESD Ltd, Overmoor, Neston, Corsham, Wiltshire BA13 4PG United Kingdom. 
| Tel: +44 1225812102 Fax: +44 1225812103. Email: esd@esd.co.uk 












The Inter-American Development Bank, the 
largest regional multilateral development institution, based in Washington, 
DC, is now reviewing candidates for the position of: 


Research Economists 


(this announcement is also being published in anticipation of additional 
vacancies for Research Economists in the future) 


BASIC OBJECTIVES: Perform research on development policy issues for 
the creation, dissemination and adoption of useable policy-enhancing 
economic knowledge. Provide expert advice and professional support in the 
design and implementation of the lending and country-support strategy of the 
Bank. Participate in or leads policy dialogue activities in the region to provide 
expertise on economic policy matters. 

REQUIREMENTS: Education: Candidates must hold a Ph.D. in 
Economics. Experience: A minimum of three (3) to eight (8) years of 
professional or academic experience. Candidate must have: 1) In-depth 
“knowledge of one or more fields of economics and awareness of its 
relationship with other fields. 2) In-depth knowledge of current analytical 
tools and quantitative techniques/methods, such as econometric techniques 
and modeling of economic behavior. 3) Familiarity with Latin American 
policy issues a big plus. Languages: Proficiency in English and Spanish. 
Interested applicants should send cover letter and resume (in duplicate), by 
April 21, 2000, including salary requirements and three references, to: 

Inter-American Development Bank, Stop E0507 
Code: NA-0027-TE 
1300 New York Avenue NW, Washington, DC 20577 USA 
E-Mail: JOBS@IADB.ORG 


For additional information on this position, please access our Web Site at: 
http://www.iadb.org/dpa/jobpost1.htm and refer to Vacancy Announcement 
No. 00/27. 


As a reflection of its commitment to its borrowing member countries, the 
Bank may require staff to accept assignments in both country offices and 
headquarters. Only applications which best match the requirements of the 
position will be acknowledged. The IDB encourages gender equality in its 
hiring practices. 



























































SENIOR DIRECTOR 
FOR POLICY, CONSERVATION INTERNATIONAL 


Conservation International (www.conservation.org) is seeking an experienced 
leader from the international environmental community to head its Policy Dept 
within the Field Support Div. The Sr Dir. for Policy reports te the VP for Field 
Support, and leads CT's efforts to create innovative policy and financial 
incentives for conservation at the global, regional and country levels where CI 
works, 




















The Sr Dir works with the Department’s 3 Directors (Conservation Policy, 
Conservation Finance, and Government Relations) to 1) advocate CPs policy 
agenda through interaction with U.S govt officials and inti orgs, 2) raise funds for 
program devel., 3) develop new program strategies and approaches, 4) coordinate 
the Policy Department's work with other Field Support and Cl programs, 5) set 
measurable and achievable goals and monitor program results, and 6) lead 
performance reviews of the Department's work. 









Requires: 

* 7-10 years of experi. in policy analysis and advocacy on biodiversity 
conservation issues at national and int! levels, 

* Working exp. at the nat! and regional level in Latin America, Asia, and Africa. 

Prominent stature within the intl environmental community. 

Knowledge of and working relationships with key international and U.S. govt 

agencies. 

Ability to create and execute effective strategies for influencing govt policy 

through a combination of collaboration with government officials and public 

advocacy campaigns. 

Outstanding leadership and management abilities. 

Excellent writing and public speaking skills. 

Knowledge of French, Spanish, and/or Portuguese desirable, 







. 





. 













. 


. 





. 







CI is a non-governmental org. working in 27 countries in the Americas, Asia, and 
Africa to preserve global biodiversity and to demonstrate that human societies 
can live harmoniously with nature. Please send resume, cover letter and list of 
references to; 








Policy Position 
Att: Dr Claude Gascon, VP Field Support 
Conservation International, 2501.M St. NW suite 200 
Washington, DC 20037, USA 
Fax: 202-331-0570 









FINANCIAL ADVISER 


The Department of Finance of the Solomon Islands Government is seeking a 
Financial Adviser to assist Government in relation to fiscal policy and to help 
develop local capacity in this area, The adviser will also assist in the 
formulation and implementation of the on-going structural reform 
programme, provide guidance to donors on structural adjustment issues, 
assist Government in developing its relationship with IMF, World Bank and 
Asian Development Bank as well as provide policy advice in relation to the 
national budget. 











The position will be funded by the European Commission and is for two 
years, starting mid 2000. Government is. currently seeking expressions of 
interest for this position from Africa, Caribbean and Pacific (ACP) or EU 
nationals. 










DEVELOPMENT CONSULTANTS 


The Department of Development Planning of the Solomon Islands 
Government is responsible for the implementation of projects funded by the 
European Commission and other donors. The Programme Management Unit 
(PMU) within the Department is seeking experienced international 
consultants, who are interested in providing short and long term technical 
assistance and are specialised in the following fields: 









~ Project Management (PMUs, micro-projects) 
- Forestry, Agriculture, Fisheries, Rural Credit, Rural Development 

- Tourism, Export Development, Private Sector Development 

- Engineering (roads, wharves, basic infrastructure, water & sanitation) 
Institutional Strengthening (Change Management, Training) 








Qualifying individuals (ACP or EU nationals preferred), interested in 
applying for the position of Financial Adviser or in registering for short or 
long term technical assistance positions should send their CV ‘by e-mail to 
mopd@mnpd.gov.sb or fax to 677 30163 atta: Ivan Linhart, Project 
Manager, Programme Management Unit, Department of Development 
Planning, PO Box G 30, Honiara, Solomon. Islands. Please indicate the 
position you are interested in and your salary history. 









) FHE ECONOMIST APRIL STH 2000 


EXECUTIVE FOCUS 


Preferred Global Health (PGH) is an international health services 
group with offices in Bermuda, Boston, Oslo and London. The company has... 
launched its innovative programme, Preferred Health Care™, in 11 national markets. in 


co-operation with some of the 


world’s leading financial services groups including 


HSBC, the Zurich Group and Skandia. 


PREFERRED GLOBAL HEALTH 


PGH aims to become the market leader in critical health care, maximising its members’ 9 
likelihood of returning to health after a life-threatening illness. PGH achieves this by combining’. 
“access to the world's best hospitals, focused quality control and care, and financial protection. 


ap The programme's uniquely global design makes it widely accessible. 


Global Sales Director 


| C£100K + equity 
Reporting to the CEQ and as a member of the Executive 
Committee, you will be responsible for global sales growth 
and management with aggressive targets. Working 
with the Executive Committee you will develop and 
nurture: new distribution. relationships with the world’s 
| services groups. You will also manage 
the team. “of regional sales managers who have 
operational responsibility for these relationships. Finally 


Londo 
you will lead the direct sales activities to large account 
Candidates educated to degree level-or equivalent, with. a 
least one other European language, will have -at = 
10 years’ proven experience in international busin 
development and sales management. Ideally ith a 
background in Financial Services, Consulting, Insurance or 
other products requiring consultative selling, the successful 
candidate will be willing to travel regularly. 


Please apply in writing with full career details, and stating current salary, quoting reference PGH/GSD/E, to 
Paul Gilham, Mercuri Urval, Spencer House, 29 Grove Hill Road, Harrow, Middlesex HA1 3BN, 
Tel: 00 44 (0)20 8863 8466, Fax: 00 44 (0)20 8861 1978. or by e-mail to: response@mercuni- coats co.uk 


(Mercuri urval 


www.pghworld.com www. mercuri-urval.com 





Established in 1966 and headquartered in Manila, Philippines, the overarching goal of ADB is to reduce Dover and 
improve the aan of life of all people in the Asian and Pacific region. Our multicultural staff come from over 45 member 


aw ECONOMISTS 


Professional economists (minimum Masters or Ph.D. and five years experience) with interest in assisting ADB under- 
take its work in poverty reduction are wanted for the following areas: 


Macro Economist 
Provides analysis for a specific country or group of countries, their domestic and external financing plans, their general 
economic, monetary, credit, fiscal and balance of payments, and their capacity to absorb external development as 
tance and service external debt. 


Micro Economist 
“Conducts atialysis of sectors and policies; evaluates economic costs and benefits of projects: and evaluates. sacio- 
economic aspects of projects, including assessing employment generation and identifying beneficiaries. Contributes to 
strategies on sector reforms. : 


‘We need dynamic economists who have been working in similar multilateral institutions, large consulting companies, 
“governments, and financial institutions, either with focus on Asia or other developing countries. We would appre 
hearing from experienced professionals at senior levels. 


WORKING FOR THE ECONOMIC DEVELOPMENT OF HALF THE WORLD 


ADB offers an internationally competitive salary paid in US dollars. Salaries and benefits are generally free of tax except 
for citizens of some countries, primarily the USA and the Philippines, whose incomes are taxed by their respective: 
governments. Applicants should be nationals of one of ADB’s member countries. For further information on ADB, 
please visit www.adb.org and look for Employment Opportunities under Business Center. Women are actively 
encouraged to apply. 


iwww.adb.org 


http 


Send CV and cover letter by fax or mail quoting Ref. No. 00-22 by 22 April 2000 to: 


HUMAN RESOURCES DIVISION 
ASIAN DEVELOPMENT BANK 
P.O. BOX 789, 0980 MANILA, PHILIPPINES 
Fax: (63-2) 636-2550, E-mail: jobs@adb.org 


Only shortlisted candidates will be notified. . 


(sae a, 


Asian Development Bank 
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Our client. a leading European bank is seeking a dynamic Regional 
Asian Economist to build upon its existing Asian presence and 
enhance its external and internal client coverage. 


The parameters of the role are: 


@ Near native command of English 

a Educated to Masters or Doctorate level in the field of Economies 

@ Exceptional oral and written communication skills 

B The willingness to work efficiently under tight deadlines 

@ The ability to respond rapidly to ad hoe market news/events and 
prepare commentary on likely market impact 

B The publication of regular country & market research reports 

@ Experience in Asian macroeconomics & fixed income markets 

@ Presentations to external & internal clients of the Bank within 
the region and overseas 


This challenging position offers tremendous flexibility for someone. 
wishing to customise the role to best suit their strengths, 


A competitive salary package is on offer to the successful candidate, 


Interested applicants are kindly requested to send CV with covering 
letter and copies of written research material quoting ref. 208 to: 
City Analyties Ltd, Suite 200, 405 Kings Road, 

London SW10 OBB. Tel: 44+ (0) 20 7351 6336. 

Fax: 44+ (0) 20 7352 2833. Email: parker@city-analytics.com 


Cat ’Analytics | «. 


Executive Search & Selection - Specialists in Securities Markets Analysis 








The Research Staff Collegium and the Governing Board of the 
Stockholm International Peace Research institute 


are seeking applications for their nominations for 


Director 


The position is vacant from July 2001. 

SIPRI is an independent international institute for research into 
problems of peace and conflict, especially those of arms control and 
disarmament. The working language of SIPRI is English. 


The Director is appointed by the Swedish Government for a term not 
exceeding five years, after candidates have been nominated by the 
institute's Governing Board, Research Staff Collegium and Staff 
Unions. The appointment may be renewed once. 


We seek a candidate with: 
Solid experience in research, preferably in one of SIPRI's fields of 
work, with a Ph.D. and/or significant scholarly publication record 
Excellent leadership abilities and managerial skills 
Experience in motivating and leading a diverse international staff 
Ability to represent SIPRI internationally and to communicate within 
academic, policymaking and media communities 
* Commitment to SIPRI's goals with a strategic vision for their pursuit 
« Demonstrated fund-raising capabilities 
For further information, consult SIPRI's Web site: http:/Awww.sipri.se 
Applications, including a full CV, list of publications and 
representative samples of work, are invited from persons of any 
nationality. SIPRI is an equal opportunity employer. Applications 
should be addressed to the Deputy Director and be e-mailed or post- 
marked by 1 May 2000. 


SIPRI, Signalistgatan 9, SE-169 70 Solna, Sweden 
E-mail: dirapp @sipri.se 
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N.LC.O. (N.I. Public Sector Enterprises Ltd.) was established in 1992 to market the expertise 
and experience of the Northem Ireland public sector overseas. 

The Company has gained and established a reputation as a leading provider of International 
Development consultancy services. It delivers major contracts on behalf of the Department 
for intemational Development (D.F.1.D), The European Commission, The Asian Development 
Bank and The World Bank. 


As part of its strategic development.N.I.C.O. now wishes to appoint a 


Chief Executive 


who will be responsible for consolidating current business in Eastern Europe and the former 
Soviet Union, in addition to developing new markets in Africa and Asia. 

The candidate appointed will have a third level education and substantial experience of 
delivering Intemational Development consultancy services. This will include experience of 
Proposal Writing, Project Management and Business Development. He/she will be expected 
to demonstrate an ability to mange complex projects working alongside international 
partners with diverse cultural backgrounds. Reporting to the Board, the Chief Executive will 
be directly responsible for achieving agreed annual tumover and profit targets and for 


renewing and i the Company's Strategic and Business Plans. A good knowledge 
and experiance of 1809001 and IIP would be an advantage. 


This is a key appointment and the remuneration package will include a performance 
related element. The Company is prepared to consider a secondment from Public or Private 
sector organisations. 


All applications will be treated in the strictest confidence. interested candidates 
should write requesting an application form and enclose a detailed C.V. to - 
Mr Pat O'Kane, Parity Ltd at the address below. 


Closing date for applications is 21st April 2000 


Parity Ltd. 
Blackstaff Chambers, 2 Amelia Street, Belfast, BT2 7CS 
NI-CO is and Equal Opportunity Employer. 


+Broadcast Director, 
~ Uzbek Service 


Radio Free Europe/ Radio Liberty broadeasts in 26 languages 
inv Central and Eastern. Europe; the former Soviet Union, and the 
„Middle East We’ rei spéking to El the position of 
Your deep knowledge and interest in the pods economic and sodal stucures of Central 
sia ‘ind in international affairs will serve you very well in this prominent position, based in 
Prague, Czech Republic. Your responsibilities will be to supervise the broadcast department, the 
‘Tashkent burtau, as well ridwide nétwork of freelance reporters. You will abo call upon your 
extensive experience as a joumialist in maintaining high integrity and accuracy of news output, 
information and feanare programs, ensuring that they adhere to. the RFE/RL policy, Future direction of 
the department will be in your hands ~ namely program development and implementation, editorial 
control, and administration of the department's budget. 
Se ee ree 
possess a degree in} or a related field, as well as a minimum of 10 years experience, induding 
work in a fast: international news Relevant work experience in at least one Central 
Asian country is essential. Your problem-solving ability, especially under tight deadlines, will be called 
upon in eritcal and complex technical and operational situations. Native-levei English is mandatory, 
proficiency in Uzbek is highly desirable, and Russian is an additional plus. 
‘We offer excellent salary and benefits including relocation, housing, and comprehensive health insurance. 
‘To apply please submit detailed resume and cover letter outlining qualifications and salary requirements to: 
E-mail: jobsOrferlorg Fax: 01 1-420-2-21123420 Post: Human Resources Reoruitment, RFE/RL, 
Ine, Vinohradska 1, 110 00 Prague 1, Czech Republic. Deadline for submissions is May 15, 2000, 
No telephone calls please. 
RFE/RL is an Equal Opportunity Employer committed to workforce diversity. 
RFE/RL is ako seeking native Uzhek speaking journalists to contribute on a freelance basis 
for our Uzbek language service. 
Visit our website at: www.rferl.org 


RADIO FREE EUROPE 
RADIO LIBERTY 








THE ECONOMIST APRIL 8TH 2000 








| Business Planners/Risk Assessors 





£37,000 


























London Transport 
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As part of an innovative PPP initiative, London Underground continues to provide 





the best, possible service to customers whilst threes private sector ‘Infracos’ deliver 
the infrastructure. Right now these InfraCos are looking for people who think 
commercially, communicate effectively and act decisively, to add to the success 


of their Commercial Planning Teams. 


Business Planner 


In this post you will take responsibility for developing and co-ordinating our 
business planning activities. By developing a framework that ensures the consistent. 
delivery of quality business plans you will optimise an investment of Lobn over 
30 years. You will also be monitoring realisation of these plans: against targets 

as well as analysing information on business performance to identify 


improvement opportunities. 


We ask that-you have a minimum of 5 years’ appropriate experience in a commercial 
organisation, prefereably rail/engineering. This should be coupled with an expert 

knowledge of strategic and comunercial planning techniques, as well as a proven track 
record in effective business development and reporting. A Business Management 


or Financial qualification would also be advantageous. Ref TRCOSO 


Risk Assessor 


Leading the implementation of the business’ riss management plan, you will 
support. the business planning function by establishing a corporate framework 

for risk assessment. You will be working with our senior management to identify 
and prioritise business risks, determine the risk treatments to be used and identity 


feasible mitigation strategies. 


To secure the role you will need a minimum of 3 years’ experience in business risk: 
management. Preferably this will be supported bya recognised accreditation. 

You will also need to have a proven track record of financial risk management and 
a knowledge of risk alleviation techniques that 4s supported by competency in 


@Risk or other risk assessment software, Ref: IFC051 


For more information and an application pack for either of these posts, please send 
your CV with covering letter to, Clare Lamberton at LU Resourcing, 7th Floor, 
Ashfield House, 7 Beaumont Avenue, London W14 SUY, 


Closing date: 19th April 2000. 


Working towards equality 








You have a huge portfolio in markets 

around the globe. 

... And when you need to move in a hurry, 
. you want a world of buyers and sellers ready 

to trade. — now. 

You want Instinet. 

One broker who gives you access to 
some of the deepest. pools of liquidity in 
over 40. markets — ‘trading electronically 
with thousands of institutions as well as 
through 17 exchanges worldwide: 


To be in the right place at the right time 
| is to be everywhere at once. 


B Instinet 





One broker who has the technology to 
handle even the largest, most complex. cross- 
border orders — and handle the follow-up 
automatically. 

One broker who's neutral. 

Who doesn’t trade against you or reveal 
your strategy — so that the best. price can 
be yours. 

For complete information, call our inter- 
national freephone number +800 INSTINET 
(+800 4678 4638) or visit www.instinet:com 


AS an agency: broker, Instider does: AOE Come between its cHents and the best price. We do not commit capial, make markets or make profits on 
apreads. © 1000 fostines Corporition ai nights reserved, INNTINET and the INNTINET pugue are pogimorcd serves marks and “instinct” is the imar- 
i Keting fam for Instinct Corporition member NASI, and fasting: UK. Listed, regulated in the UK by the SEX 






A REUTERS Company 





Nothing comes between you 
and the best price.” 
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_ Who owns the knowledge econom y 


is F NATURE has made: -any one thing less 
susceptible than all others of exclusive 
property, it is the action of the thinking 
power called an idea... No one possesses the 
less, because every other possess the whole of 
it. He who receives an idea from me, receives 
instruction himself without lessening mine; 
as he who lights his taper at mine, receives 
light without darkening me.” In Thomas Jef- 
ferson’s inspiring vision, there are no barriers 
to the acquisition of knowledge. Nobody 
owns it, everybody. partakes of it—and the 
world becomes richer. 
Two centuries later, when knowledge has 



















companies naturally want more of it. But it i 
also because new kinds of patents are bein: 
awarded, in areas that might have beet 
thought unpatentable, such as computer soft- 
ware, genetic engineering and, increasingly. 
Internet business methods. In this last cate 
gory, America’s patent office has recently 
handed out monopolies on such simple idea 
as group buying, matching professionals. wit 
those seeking advice, one-click shopping ar 
reverse auctions. 
The patent office says there is no. reasot 
not to issue such patents: they fulfil the crite 
ria that ideas embodied in a patent applica 





-taken over much of the economy, Jefferson’s 
words seem to take on a new power. After all, capital has al- 
ways been one of the main economic barriers to entry, and 
these days ideas are capital. If getting hold of capital becomes 
as easy as getting a light, barriers to entry everywhere ought to 
be tumbling. So farewell, monopoly. 

But how is it, in that case, that in America, one of the big- 
gest antitrust cases in history reached judgment this week, 
causing turmoil in financial markets? And how is it that new 
monopolies in cyberspace are being created all the time? The 
reason is that ideas are not in practice the free currency that 
Jefferson observed them to be in their natural state. Gov- 
ernments award property rights over ideas, making them vul- 
nerable to monopolists if the system is abused. 


Property rights for a wired world 


‘The Microsoft case (see next leader) is in many ways an old- 
fashioned sort of antitrust affair about a dominant firm bul- 
lying smaller rivals. But behind it lies a systemic worry, about 
the wired world’s natural susceptibility to monopoly. Increas- 
ingly, the value of any good (say, a computer operating sys- 
tem) depends on the number of users; so a new entrant has 
little hope against a widely used product (say, Windows). The 
American administration has rightly become more alert to in- 
cipient network monopolies of this kind. 

Which makes its policy on patents even odder. Patents are 
the strongest form of intellectual-property right, since they 
give holders a claim over ideas encapsulated in a work, and 
not just (as copyright does) on the work’s particular form. 
Their purpose is to reward inventors so as to encourage future 
invention. Society is balancing the benefits of a free exchange 
of ideas against future gains from further invention. And the 
means of striking this balance is to award a legal monopoly to 
a patent-holder for 20 years from the date of application. 

Patents are booming: last year, the United States Patent 
and Trademark Office awarded 161,000, nearly twice as many 
as ten years ago (see pages 79-82). That is partly because the 
value of knowledge has grown relative to other assets—so 
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tion must be novel, useful and non-obviouw 

But that invites a big question: does the law, which has barely. 
been changed in two centuries, still work? The patent office 
retorts that the system’s durability is testimony to its succes: 
as are the waves of technological change it has fostered. His 
tory’s great inventors armed themselves with sheaves of pat 
ents—Edison, still the record-holder, had 1,093. Without suc 
protection, they would not have bothered. : 
The Internet casts doubt on the need for such strong pr + 
tection today. Until recently, it was a patent-free zone in 
which good ideas travelled freely. Clever people and capital 
flooded in. They did not, apparently, need the incentive that 
patent protection would have provided. : 
The trouble with the law is that it does not differentiate 
between the incentives needed to invest in different kinds of 
technologies. It accords as much protection to an idea thought 
up in the bath as to a drug that may have taken many yea 
and hundreds of millions of dollars to move from conception 
to marketplace. Even Jeff Bezos, founder of the Internet re 
tailer Amazon and the holder of several business-methoc 
patents, has suggested in an open letter posted on the Internet. 
that software and business-method patents should have; 
shorter life than other patents—say, three to five years. 
Inventors still need some protection, but they are gettin: 
too much. America needs to scrap its one-size-fits all system 
and replace it with one that responds to the investment that 
an invention represents. Patents should come in different 
shapes and sizes, or the system will go on producing absurdi- 
ties. The American Supreme Court foresaw the danger in 1882, 
when ruling on the matter of boat-propeller retea 
“Such an indiscriminate creation of exclusive privileges tends 
rather to obstruct than to stimulate invention. It creates a class 
of speculative schemers who make it their business to watch 
the advancing wave of improvement, and gather its foam in 
the form of patented monopolies, which enable them to lay a 
heavy tax on the industry of the country, without contribut 
ing anything to the real advancement of the arts.” 
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Remedies for Microsoft 
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The wisest solution would be for the company itself to embrace a break-up 


j ki MAY have come as a shock to the markets (see page 85), 
but few others can have been surprised that Microsoft was 
this week found guilty. The judge in the antitrust case against 
the software firm ruled that it was a monopoly that had dem- 
onstrated a pattern of abuse, done “violence to the competi- 
tive process” and “placed an oppressive thumb on the scale 
of competitive fortune, thereby guaranteeing its continued 
dominance”. The strength of the verdict suggests that hopes 
of a negotiated settlement were always slim (see page 67). 

Too often in the past, Bill Gates’s firm has staved off pun- 
ishment by appearing to accept restraints on its behaviour, 
only to cock a snook at regulators and resume its aggressive 
business practices. Although Mr Gates talks earnestly about 
having “gone the last mile” to achieve a settlement, Mi- 
crosoft’s proposals were too limited, vague and loophole- 
ridden to be enforceable. The reality is that the Justice Depart- 
ment, and the 19 states that joined it in the action, regard Mi- 
crosoft as a hardened recidivist that cannot be trusted. 

As the courtroom drama moves on to consider remedies, 
that same lack of trust is sure to lead the plaintiffs to demand 
penalties of a severe and far-reaching nature. That will not, 
however, make the judge’s task any easier. The two main aims 
are easy to state, but hard to balance. The first requirement is 
that the remedies should deal with the central problem, 
which is Microsoft’s systematic exploitation of its Windows 
operating-system monopoly to foreclose potential compe- 
tition, stifle innovation and gouge consumers. The second re- 
quirement is that the remedies should not damage Mi- 
crosoft’s own ability to innovate. 

A package of conduct remedies along the lines rejected by 
Microsoft in the settlement talks might just about have met 
the first aim. It included provisions to stop Microsoft pricing 
Windows to reward rc makers who do its bidding while pun- 
ishing others; to stop it tying products to Windows by sales 
contract; to end exclusionary contracts; and to stop driving 





sales up by raising the price of older versions of Windows 
whenever a new release comes out. Microsoft would also 
have had to offer a version of Windows without its Internet 
Explorer browser and to publish details of new versions of its 
system as soon as they became available to its own de- 
velopers. The trouble with all these proposals is that they are 
essentially retrospective (“saving Netscape with hindsight”), 
and they are unlikely to stimulate new competition. They 
would also require permanent and intrusive policing. 

Worse, such conduct remedies would not meet the second 
requirement, because they would not preserve what is good 
about Microsoft. A future as a semi-regulated monopoly on 
never-ending probation—still highly profitable, but increas- 
ingly dull-witted and unrewarding to work for—would be a 
living death. Microsoft hopes to avoid such a fate by betting 
on a more sympathetic hearing on appeal. It may even get 
one, but it is highly unlikely that the company will emerge 
unscathed. There is no knowing which way the Supreme 
Court, which is where this matter will ultimately be resolved, 
will swing, but it would not be the first time in the course of 
this case that Microsoft has miscalculated. 


Break it up 


Paradoxically, the more extreme solution of breaking the firm 
up into at least two Windows companies and an applications 
firm might now be the best outcome, not only for the Justice 
Department but also for Microsoft itself. It would bring the 
discipline of real competition to the operating-system compa- 
nies, and release a wave of pent-up innovation from the 
firm’s clever staff. At the same time, it would put an end to 
Microsoft's unhealthy passion for vertical integration and 
proprietary standards. A bolder and more imaginative Mr 
Gates would now consider restructuring the company along 
these lines himself, as a better and more creative alternative to 
the terrifying legal lottery that he appears to have chosen. 
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Japan after Obuchi ) 


It needs a new prime minister with a mandate, soon 


HE departure of the head of government in most coun- 

tries is quite an event: it raises the possibility of change. 
Not in Japan, though. After Keizo Obuchi’s stroke last week- 
end, Japan has had to find a new prime minister. No one, 
however, seems to be looking for any other change; that, most 
Japanese seem to think, can wait until after the general elec- 
tion, due sometime before the autumn. Indeed, the new man 
may only serve as a stop-gap. Then a permanent replacement 
for Mr Obuchi can be found, it is said, and he can ponder 
some changes. Alas, Japan cannot afford to be so relaxed. 
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Not that Mr Obuchi has been a failure. On the contrary, 
although he once described himself as “very, very ordinary”, 
he has done much to end Japan’s worst post-war recession. 
He had staked his reputation on delivering economic growth 
of at least 0.6% for the financial year that ended in March and 
it looks as though the official figures, when they are published 
in the summer, will show he has achieved it. Growth of 0.6% 
may seem modest, but Japan is often like a supertanker with 
the tiller locked. A change of course can be achieved only 
with immense effort: indeed, if Mr Obuchi has got any 
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growth at all, it will have taken a staggering ¥35 trillion ($325 
billion) in public spending to achieve it. 

Unfortunately, Japan cannot afford to go on running its 
economy this way. A new leader is required, who could act to 
unleash the country’s enterprise and restore the confidence of 
its consumers. And he should waste no time in securing a 
mandate from the voters for the changes that are needed. But 
that does not seem to be the way that minds have been work- 
ing in the upper echelons of the ruling Liberal Democratic 
Party. Mr Obuchi’s successor is to be Yoshiro Mori, the LDP’s 
secretary-general, an archetypal politician of the old school 
(see page 27). No one expects him to last beyond the election. 

The good news is that some people in the top may be 
thinking of bringing the election forward. Mr Obuchi wanted 
it in the early autumn, because it would then follow better 
economic news and all the publicity that will attend the 
prime minister's role at the G8 meeting of the rich world’s 
leaders, plus Russia, in Okinawa in July. But some Lpr leaders, 
worried about the party’s dwindling support and hoping no 
doubt for a sympathy vote, want the election earlier. They are 
right, albeit for the wrong reasons. An early poll would be 
good for Japan. Whatever the result, it would provide a new 
government with a new term of office, instead of an interim 
one muddling along for six months of uncertainty. 

Muddling along is often the way of consensus-style gov- 
ernment in Japan. It may not always lead to disaster, but at 
present there is work to be done. Urgent economic issues and 
preparations for the summit are high on the agenda. Mount 
Usu, a volcano on the island of Hokkaido, is rumbling. And 
then there is the aftermath of the political eruption caused by 
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Mr Obuchi’s rejection of the latest in a series of demands 
from one of his coalition partners, Ichiro Ozawa, the Liberal 
leader. Mr Ozawa was forced out as a result, although some 
members of his party have remained in the ruling coalition. 

In most other countries such events in a leaderless vac- 
uum might amount to a crisis. Not in Japan: the stockmarket 
hit its highest level of the year this week and the yen rose. 
That was because Japan is so insulated against change that 
everyone knows things will go on as expected: the legislative 
agenda is already in place for the rest of the current session of 
the Diet (parliament) and the important budget and tax- 
reform bills have already been passed. 


Thief of time 


The trouble is that not much is likely to happen about Japan’s 
long-postponed reforms either. With an election looming, 
there is already pressure to ease off anything that might upset 
voters. Several advisory commissions appointed by Mr Obu- 
chi may never report. They have been looking into new ideas 
about how to reform all sorts of things, from the Diet to edu- 
cation, welfare and the police. 

All of which adds up to one word: delay. The politicians 
will keep up their factional infighting while the bureaucracy 
continues to set policy. The real transition from such feudal 
ways may have to await another generation. Unfortunately, 
that may also be the generation that inherits all the problems 
being dodged today: the consequences of a greying society, 
banks burdened with debts, companies unrestructured and a 
public sector deep in deficit. Fixing Japan then will not be a 
job for a Mr Ordinary. The time to get on with it is now. 





Demystifying China 


China is neither an economic power, nor yet a military one. It is a country beset by 


woes that its leaders are ill equipped to deal with 


HE West cannot quite make up its mind about how it 

wants to deal with China. That French philosopher-king, 
Jacques Chirac, sends poems each month to China’s presi- 
dent, Jiang Zemin, who responds with his own calligraphy. 
Yet defence planners in western capitals play their games on 
the assumption that the next big war may be between Ameri- 
can-led forces and a rising China bent on trouble. In America, 
big business lobbies Congress to treat China as a normal trad- 
ing nation, while Congress urges the administration to sell 
more weapons to Taiwan, as defence against Communist Chi- 
nese threats. Golden economic prize or rising international 
menace? Is China one or the other? Both or neither? 

If China is not the golden economic prize it is made out to 
be, then the world at the very least risks wasting a fabulous 
amount of money. If it is not really the rising international 
„ Menace that Senator Jesse Helms makes it out to be, then 
treating it as such could, at worst, help turn it into one. At best, 
the West would lose what influence it may have had in nudg- 
ing China away from its many dissatisfactions and down 
more democratic paths. 

Foreign interest in China’s commercial promise typically 
follows a roller-coaster course that starts in hope and ends in 
despair. Hopes are rising again, with the prospect that China 
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may be a member of the World Trade Organisation (wro) by 
the end of this year. This has long been the stuff of salesmen’s 
dreams: 2.6 billion armpits to deodorise. Added fervour 
comes from the Internet craze, with foreigners falling over 
themselves to invest in Chinese dotcoms—no matter that 
government deems such investment illegal. 

Time to clear up a misunderstanding. China has never 
been the prize that foreign businessmen have imagined— 
foreigners earn an average return on equity of just 3.3%—and 
will not be for a long time to come. Much of the place is still 
miserably poor: average income per person is less than $1,000 
a year. Indeed, China probably should not be buying many of 
the aircraft, power plants and capital goods, not to mention 
the fighters, bombers and submarines, that outsiders are sell- 
ing it. Should the economy really take a tumble—after an 
American economic plunge, say, or a bout of self-inflicted re- 
gional instability over Tatwan—China would have trouble re- 
paying loans. Meanwhile, wro membership will not mean a 
surge of foreign imports. 

Another misunderstanding, when the roller-coaster heads 
for despair, is about the treatment of foreign companies in 
China. They do not get a rawer deal than local ones. Rather, 
they are usually side-swiped by restrictions that hit deserving 
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domestic companies harder. Indeed, foreigners often have in- 
vestment privileges denied to locals. Yet it is these home- 
grown outfits that hold the key to the future. The real signifi- 
cance of China’s wro membership is not as a bonanza for for- 
eigners, but as a rod for the forces of reform to beat back a still 
stifling state and to build up the rule of law. 

The Chinese state will no doubt continue to resist. China’s 
membership of the wro will assuredly place strains on that 
organisation, as the socialist legacy of protectionism clashes 
with international trading rules. There are risks here for the 
West. But is the wro so weak an organisation that the clash 
will mortally harm it? China’s trade with the rest of the world 
is still smaller than the Netherlands’. And, even realistically 
imagined, the potential prize of admitting China is still worth 
having: a continental-sized, more liberal economy that pro- 
motes regional stability where now it lends instability. 

What of China as a rising international menace? As our 
survey after page 62 points out, China’s armed forces, though 
capable of regional mischief over Taiwan or disputed claims 
in the South China Sea, are still far from being the fighting 
machine its generals seem to want outsiders to believe. In 
other ways, China is slowly starting to conform to accepted 
international practices. It has signed the Nuclear Non- 
Proliferation Treaty and the Comprehensive Test Ban Treaty. 
Under American pressure, it has started to curb military and 
nuclear sales to unstable states, such as Iran and Pakistan. 
And it takes part in regional talking clubs, albeit with a deter- 
mination to keep Taiwan either out or down. 

The reason is that China wants its rightful place at the top 
table of nations, and enjoys the back-slapping that comes 


or St a a aaa 


with it. Its leaders want economic prosperity too, since their 
rule rests upon it, and membership of the wro seems the only 
way to achieve it. China may rant about American “hege- 
mony” but, step by step, it is surrendering to an international 
order that, while often American-led, enjoys broad support. 


Raising the standard 


This is the level-headed case for engaging China. But engage- 
ment is not certain to transform it for the better. Capitalist 
economics and communist politics cannot coexist for ever: 
the risks of instability will grow, as the demands for a lib- 
eralised economy clash with an illiberal state. If China turns 
militaristic, even fascist, the West will have to contain the 
threat that poses, as it has done before. Perhaps the greater 
peril would be a collapse of central authority under severe 
economic strain. Such an upheaval would not necessarily 
bring democracy. It might intensify concerns about weapons 
proliferation, illegal emigration and international crime. 
Whether the worry is about China’s future strengths or 
weaknesses, its uncertain future makes the pursuit of dip- 
lomacy with it that much harder. Opting for illusion over re- 
ality, some western governments treat China’s weaknesses as 
strengths, overlooking the regime’s disdain for human rights 
and its intermittent bullying of its smaller neighbours, in the 
hope of winning commercial favours from the state. Better to 
be clear about the international standards expected, whether 
on trade, human rights or the use of force, and deal with 
China on all fronts. For China is not a monolith. As it changes, 
so the voices and interests that make up the country multiply. 
The West would do well to engage them all. 





All wrong in Iraq 


It’s time for Britain and America to rethink 


LOWLY, inexorably, a generation is being crushed in Iraq. 

Thousands are dying, thousands more are leading stunted 
lives, and storing up bitter hatreds for the future. No fair- 
minded person could doubt that the man ultimately 
responsible is Saddam Hussein: he could return his country to 
respectability tomorrow if he wished, and to relative prosper- 
ity the day after. But Mr Hussein is guileful as well as guilty, 
and the tormentor of Iraq has manipulated events so that the 
West, through its insistence on the continuance of the United 
Nations’ sanctions, has become the instrument of his coun- 
trymen’s torment. At some stage, the West must decide 
whether it is prepared to go on being used in this way. This, a 
moment of relative calm, presents an opportunity to recon- 
sider a policy that is now almost ten years old. 

The most notable success of the policy so far is that Mr 
Hussein has been forced to destroy most of his lethal ar- 
moury and is constrained in his ability to use the biological 
weapons he is surely developing. Any relaxation of the sanc- 
tions regime will almost certainly help him a bit, at least in his 
presumed ambitions to wage biological war. Since his record 
amply justifies the belief that he would, if he could, one day 
exploit any capability for belligerence, any gains the West 
might make from a change in policy must be set against the 
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loss in letting him strengthen his armoury. 

So is there scope for any relaxation at all? A complete lift- 
ing of all sanctions and constraints is out of the question. The 
aim, rather, should be to remove the burden of sanctions 
from Iraqis at large and direct it as much as possible at Mr 
Saddam and his henchmen. That is the intention behind the 
oil-for-food scheme, an arrangement that lets Iraq sell some of 
its oil, under UN supervision, in exchange for food and medi- 
cine. Unfortunately, as our report on pages 21-23 shows, it 
does not work. The economy is shattered, Iraqis scrabble for 
an ever-more-miserable living, hundreds of children die each 
week—and Mr Hussein is still in power. 

Worse, he can go about most of his business, whether 
building palaces or making missiles, without any of the pry- 
ing by the un’s inspectors that did so much to destroy his 
weapons programme in the 1990s; after a split in the Security - 
Council in 1998, and before a round of bombing, they pulled 
out. So, thanks to cheating and smuggling, Mr Hussein is 
slowly gathering his strength while his people languish and 
the West is blamed. That is the nub of the case for change. 

One possible course of action would be to amend the oil- 
for-food scheme, making it easier for Iraq to import innocu- 
ous items needed to repair its infrastructure and oil industry, 
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while trying to keep out the really dangerous imports and 
monitoring the items that may be used for benign or malign 
purposes. That, however, though fine in theory, has already 
been tried, without much success in practice. As long as the 
scheme exists, Mr Hussein can manipulate it to his ends. 

So let Iraq export its own oil freely but keep the ban on all 
weapons-making wherewithal and check as many of Iraq's 
suspicious imports as possible? The trouble with that idea is 
that, within Iraq's borders, the monitors would at best be able 
to check on the use of approved machinery; they could not 
insist on entering any laboratory or other suspicious building 
at random. And checking imports before they entered Iraq 
would be laborious, and certainly not entirely effective. 
Meanwhile, Mr Hussein could get his hands on more money, 
and therefore on more components for missiles and weapons. 


One last attempt 

He is, however, getting those anyway, just as he is carrying on 
most of his activities largely uninspected. UN monitors do 
oversee the distribution of food and medicine and check that 
spare parts for the oil industry are properly used, but Iraq 
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shows no sign being willing to readmit weapons inspectors. 
Under a British-American plan, accepted by the Security 
Council in December, a new inspection team is to present it- 
self this month. Unfortunately, however, lraq’s deputy prime 
minister, Tariq Aziz, has already condemned it as “stillborn” 
and “unworkable”. 

If, against expectations, the plan succeeds, well and good. 
If it fails, America and Britain should continue to press for as 
much monitoring as possible but show themselves ready to 
abandon sanctions on oil sales in favour of dual-use inspec- 
tions and import checks, coupled with an unequivocal warn- 
ing that any evidence of cheating, let alone any threatening 
activity, will bring down prodigious retribution from the air. 
This would certainly not guarantee good behaviour from Mr 
Hussein. It would, however, throw the responsibility for the 
suffering of innocent Iraqis straight back at him. 

If, year in, year out, the UN were systematically killing 
Iraqi children by air strikes, western governments would de- 
clare it intolerable, no matter how noble the intention. They 
should find their existing policy just as unacceptable. In de- 
mocracies, the end does not justify the means. 
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Countdown in Zimbabwe 


It will take more than crossed fingers to avert an explosion L 


IMBABWE is in crisis. The blame lies almost entirely with 

President Robert Mugabe and his zANu-Pr, the party that 
has ruled the country since it gained independence from Brit- 
ain in 1980. The economic manifestations of this calamity are 
a worthless currency, roaring inflation, burgeoning foreign 
debt, acute petrol shortages and fearsome unemployment. Its 
political manifestations are peaceful demonstrations broken 
up by violent thugs, the illegal occupation of more than 700 
white-owned farms and an acrimonious dispute with Britain. 
Throw in Zimbabwe's involvement in a pointless war in 
Congo and the fact that a quarter of its people have arns, and 
it is easy to see that the government has plenty to worry 
about. To listen to it, though, you would imagine that the top 
priority is land reform. This is the issue that it is ruthlessly ex- 
ploiting in an effort to win next month’s election (see page 49). 
Unless something changes, disaster will surely ensue. 

Land-ownership is important in peasant societies, espe- 
cially so in Zimbabwe, where the pressure of an exploding 
population is combined with a pattern of holdings not greatly 
changed from that inherited at independence, and memories 
endure of the tracts that were awarded by the colonial gov- 
ernment to whites. Though there is no economic case for land 
reform—Zimbabwe’s commercial farmers are efficient and 
produce most of its foreign-exchange earnings—the political 
argument is strong. Britain, therefore, having botched Zimba- 
bwe’s birth, should help out, so long as any reform is fair and 
carried out according to legal principles. And, it should be 
said, so long as Zimbabwe is run as a democracy in which the 
government respects the judiciary and honours the results of 
free and fair elections. 

Here perhaps are the makings of a deal. The omens, how- 
ever, are not good. Mr Mugabe has had 20 years in which to 
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carry out land reform, yet many of the white-owned farms 
secured for redistribution have gone not to landless peasants 
but to government officials and the president's cronies. In 
February, he went to the voters to seek permission to bring in 
a new constitution, which would have allowed, among other 
things, the government to seize (mainly white-owned) farms. 
The voters rejected it. Now, it seems, the government has re- 
sorted to occupations, which it calls “peaceful and legitimate 
demonstrations”, despite one killing this week. 

The occupations are also a way of attacking the opposi- 
tion. By intimidating the farmers—almost all of whom, black 
or white, are Zimbabweans—the government's supporters 
hope to deny its opponents a source of financial support. This 
is in character for a regime that has ruined a potentially dy- 
namic country by mismanagement and corruption. Mr Mu- 
gabe and zANu-pPF behave as if they own Zimbabwe. They 
make no distinction between party and government. 


What a prospect for South Africa 


Mr Mugabe has always swung between emotion and reason. 
Conceivably, reason may regain the upper hand and he will 
allow the election to be free and fair. But some nudging will 
almost certainly be needed. Perhaps Britain can, improbably, 
extract a promise that he will now stop harassing his oppo- 
nents and honour the outcome of the poll. If not, it will fall to 
South Africa, Zimbabwe's neighbour and biggest trading 
partner, to try. If Mr Mugabe were to steal the election, Zimba- 
bwe would find itself even more friendless at donors’ confer- 
ences. That prospect must cause alarm in South Africa: the 
last thing it needs is a collapsing society on its doorstep. For 
Zimbabweans, it would be nothing short of a tragedy. 
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Mexico: Comercial America: Netherlands: 
ZwitserLeven (Swiss Life): New Zealand: 
Hannover Life Re: Norway: Vital: Panama: 
Mundial; Philippines: Firs Guarantee Life 
Poland: The PZU Life: Portugal: Império: Russia: 
Rosgosstrakh; Singapore: NTUC INCOME 
Slovakia: Kooperativa: South Africas Momentum 





Employee Benefits: Spain: Swiss Life 
Switzerland: La Suisse (non-life): Taiwan: Kuo 
Hua Life: Thailand: Bangkok Lite, United 
Kingdom: Swiss Life (UK); USA: Hartford Life 
Swiss International Services; Venezuela: Seguros 


Comerciales Bolivar 


IRAQ AND THE WEST 


When sanctions don’t work 


BAGHDAD 


Almost ten years of them have left Iraqis desperate and Saddam Hussein as 


defiant as ever 


T SEEMS a suicidal act: to climb into one of 
Baghdad’s ancient taxis and announce 
that you are an American. The odds are that 
the driver has lost a comfortable desk-job 
and is now hunting fares, in a vehicle held 
together with duct tape and cardboard, to 
make ends meet. It is likely that a close rela- 
tive has died during either the Gulf war or 
the nine subsequent years of sanctions, or 
that American jets have just bombed some 
corner of Iraq. Your driver has no reason to 
love the United States. 
Yet most of Baghdad’s taxi drivers seem 
more puzzled than angry. After ask- 
ing for help to emigrate to Detroit, 
they invariably want to know how 
America, to their minds the embodi- 
ment of prosperity and opportu- 
nity, can wilfully reduce the people 
of Iraq to such misery. 

In the corridors of the Pentagon 
and the State Department, American 
officials show equal bewilderment. After all, 
the villain of the piece is not America, but 
Saddam Hussein, Iraq’s dictatorial president. 
He could, they point out, bring the saga to an 
end tomorrow by surrendering his stash of 
illicit arms or accounting for their disappear- 
ance. Yet they acknowledge that the United 
Nations’ trade embargo, which was in- 
tended to pressure him to do so, has not had 
that effect. It has merely devastated the lives 
of ordinary Iraqis. Nor, they concede, has the 
humanitarian scheme that was designed to 
soften sanctions done as much good as had 
been hoped. 

The embargo was imposed by the Secu- 
rity Council when the Iraqi army occupied 
Kuwait in 1990. It was meant to reduce Iraq to 
such ruin that Mr Hussein would have no 
choice but to withdraw his forces. Before 
matters got to that stage, the American-led 
coalition expelled Iraqi troops from Kuwait. 
Since Mr Hussein still possessed weapons of 
mass destruction, the sanctions were to be 
kept in place until he agreed to get rid of 
those weapons and show uN inspectors that 
he had done so. 

Inspections were, at first, hugely success- 
ful: Mr Hussein was forced to scrap his nu- 
clear programme. When the un inspectors 
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began closing in on the remains of his indus- 
trial-sized biological-weapons programme, 
however, Mr Hussein dug his heels in. After 
America and Britain bombed Iraq in 1998, he 
refused to readmit the inspectors or make 
any concession over his nastiest weapons. 























Unicel estimates 
that 500,000 aindet-fives 
died 


` 


ech 1991x 


With the Security Council split over what to 
do next, the sanctions remained in place. 
The original terms of the embargo 
banned all trade with Iraq and froze all Iraqi 
assets overseas. In theory, food and medi- 
cine were exempt; but without export earn- 
ings, Iraq could not pay for imports, so the 
gesture was meaningless. Trade (the sum of 
exports and imports) was equivalent to 44% 
of GDP in 1989. In 1991, according to the IMF, 
traq’s economy shrank by nearly two-thirds. 
Even that figure understates the scale of 


the collapse. Every sector of the Iraqi econ- 
omy depended to some extent on imports. 
The simplest of textile mills could not func- 
tion without foreign-made parts; farmers 
needed imported pumps to run their irriga- 
tion systems; and the government could not 
mend the war-damaged telephone, electric- 
ity,road, water and sewerage networks with- 
out material from abroad. The impact of 
sanctions was intensified because Iraq’s in- 
frastructure had already suffered damage 
and neglect during the country’s eight-year 
war with Iran; and because Mr Hussein, 
when he got money, preferred to spend it on 
defence and magnificence. 

Factories and businesses began shutting 
down, pushing people out of work. Govern- 
ment employees remained on 
the job, but inflation reduced 
their salaries to a pittance. To 
this day, civil servants eam 
about 5,000 Iraqi dinars a 
month—$z.50 at the present ex- 
change rate. Engineers, scien- 
tists and academics have aban- 
doned their professions to 
hawk cigarettes, drive taxis or 
fish for a living. Prostitution and 
crime have increased so dra- 
matically that the government 
has instituted the death penalty 
for pimping, solicitation and 
many categories of theft. 

Every Iraqi town now 
boasts fleamarkets where 
down-at-heel members of the 
middle class can sell off the 
trappings of their former lives: 
dog-eared copies of Life maga- 
zine, broken transistor radios, 
jewellery, watches—even door 
knobs, plumbing fixtures and 
wiring stripped from their 
homes. Nine cars in ten have a 
cracked windscreen, because 
no one can afford to replace the 
glass. 

Sanctions impinge on the 
lives of all Iraqis every moment 
of the day. In Basra, Iraq’s second 
city, power flickers on and off unpredictably 
in the hours itis available. Itcan take ten min- 
utes to get a line for a local telephone call. 
Smoke from jerry-rigged generators and ve- 
hicles hangs over the town in a thick cloud. 
The tap-water causes diarrhoea, but few can 
afford the bottled sort. Because the sewers 
have broken down, pools of stinking muck 
have leached through to the surface all over 
town. That effluent, combined with pollu- 
tion upstream, has killed most of the fish in 
the Shatt al-Arab river and has left the re- 
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mainder unsafe to eat. The government can 
no longer spray for sand-flies or mosquitoes, 
so insects have proliferated, along with the 
diseases they carry. 

Most of the once-elaborate array of gov- 
emment services have vanished. The ar- 
chaeological service has taken to burying 
painstakingly excavated ruins for want of 
the proper preservative chemicals. The gov- 
emment-maintained irrigation and drain- 
age network has crumbled, leaving much of 
Iraq's prime agricultural land either too dry 
or too salty to cultivate. Sheep and cattle, no 
longer shielded by government vaccination 
programmes, have succumbed to pests and 
diseases by the hundreds of thousands. 
Many teachers in the state-run schools do 
not bother to show up for work any more. 
Those who do must teach listless, malnour- 
ished children, often without benefit of 
books, desks or even blackboards. 


Nosutures, no disinfectant 
Hospitals display the effects of the embargo 
at their most tragic. Iraq's health services, like 
its schools, were once the best in the region. 
Now most hospital lifts have ceased to func- 
tion, so trauma patients have to be carried up 
and down the stairs. Cleaning staff often lack 
disinfectant to wash the floors. The director 
of Basra’s largest hospital says he must do 
without sutures and blood for transfusions 
for weeks at a time. Medicine, too, is ra- 
tioned. Whole wards of children with leu- 
kaemia go unattended, since the different 
drugs needed to treat them are rarely avail- 
able at the same time. The senior gynaecolo- 
gist explains that 90% of the pregnant 
women he cares for are anaemic because of 
malnutrition. Diseases such as cholera and 
typhoid, which had been eradicated before 
1990, have reappeared. 

The Iraqi authorities, doubtless with an 
eye to the headlines, recently claimed that 
more than a million people had died as a re- 
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sult of the embargo. But the more cautious 
studies of foreign researchers show horrific 
rises in infant mortality, malnutrition and 
disease. An analysis of NGo health surveys 
conducted by Richard Garfield, a public- 
health expert at Columbia University, found 
that at least 100,000 (and probably as many 
as 227,000) children under five had died be- 
tween 1991 and 1998 as a result of the Gulf 
war and sanctions. That works out at be- 
tween 26 and 60 deaths every day among in- 
fantsalone. A recent Unicef reportestimated 
that, over the same period, some 500,000 un- 
der-fives had died. 

At times, American officials have de- 
clared that such deaths are a regrettable but 
necessary feature of the effort to get Mr Hus- 
sein to behave. It is because he will not budge 
that his people have to suffer. But more often 
America, along with the other members of 
the Security Council. has acknowledged the 
need to relieve the burden innocent Iraqis 
bear for their leader’s intransigence. As early 
as 1991, the Security Council approved a plan 
to allow Iraq to export some oil in order to 
buy food and medicine under uN supervi- 
sion. But Mr Hussein, presumably holding 
out for a complete lifting of sanctions, re- 
fused to co-operate for five years. So the oil- 
for-food scheme, as the plan is known, did 
noteven get under way until December 1996. 

Originally, the Security Council autho- 
rised Iraq to sell $1.32 billion-worth of oil ev- 
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ery six months to cover humanitarian im- 
ports. Large as the sum sounds, it provided 
little more than a dollar a month to cover 
food and medicine for each Iraqi, not to 
mention repairs to infrastructure. The cum- 
bersome bureaucracy imposed by the coun- 
cil and the inefficiency and recalcitrance of 
Iraqi officials made the system even less ef- 
fective. Once oil started flowing, it took over 
three months for the first shipment of food 
to arrive in Iraq. 

In 1998, faced with such obvious short- 
comings, the council raised the limit on 
humanitarian purchases to $3.4 billion. The 
Situation scarcely improved. Iraq’s oil 
pumps and pipelines had fallen into such 
disrepair that it could not export enough oil 
to meet its new allowance, despite having 
the world’s second-largest reserves. Al- 
though the council eventually allowed the 
import of spare parts to improve capacity, 
bringing these in proved even slower and 
more bureaucratic than importing food. 

Iraq reached its export target in late 1999, 
thanks largely to rising oil prices. But the oil- 
for-food programme is not out of the woods 
yet. Since last December the flow of oil has 
fallen, at least in part because the oil-indus- 
try’s hardware has deteriorated further. At 
the urging of Kofi Annan, the UN secretary- 
general, the Security Council has just agreed 
to double Iraq’s budget for spare parts. 

Even when a decent amountof money is 
coming in, oil-for-food does not work as well 
as it should. Goods take ages to get to Iraq; so 
far, only about half of what has been or- 
dered has arrived (see chart). Then there are 
delays in distribution. The past two heads of 
the un’s humanitarian mission in Iraq have 
resigned, along with several of their junior 
colleagues, complaining that the pro- 
gramme is hopelessly ineffective. 


Whose fault? 


America blames all these failures on Iraq, 
and with some reason. Mr Hussein has 
manipulated the programme, welcoming 
the fact that if money for food and medicine 
comes in from outside, he no longer needs to 
spend hisown government's money on such 
things—diverting itinstead to rocketengines, 
or to comforts for himself and his hench- 
men. Under the programme, Iraqi officials 
place the orders: in one instance they did not 
bother to order nutritional supplements for 
children and pregnant mothers, although 
money had been set aside for them. Some of 
the items ordered (such as an mri machine, a 
high-tech scanner used in medicine) are 
scandalous in a country that is short of aspi- 
rin and swabs. 

However, UN Officials insist that the 
glitches result not from malice as much as 
bureaucratic incompetence—and that they 
are sometimes deliberately misinterpreted. 
The State Department claims, for example, 
that the Iraqi regime left some $200m-worth 
of oil-for-food medicine simply sitting in 


THE ECONOMIST APRIL 8TH 2000 





Je) i 


Bie State | Kti Hi 
Saddam Hasetn a end this state 
of affairs tomorrow 








|l 








warehouses. But the uN’s public reports 
clearly state that this had either just arrived, 
or had failed quality-control tests, or could 
not be used because of lack of comple- 
mentary items. The Iraqi authorities held 
back only 15% of their usable stock as a 
buffer, rather than the 25% recommended by 
the World Health Organisation—a risky tac- 
tic, since oil-for-food is plagued by such fre- 
quent delays. 

The State Department also cites the poor 
performance of the oil-for-food programme 
in the part of Iraq under Mr Hussein’s con- 
trol, compared with its success in the Kurd- 
ish-run areas in the north of the country. 
American officials quote UN figures that 
show infant mortality declining in the north 
since the implementation of oil-for-food, 
but continuing to rise in the government's 
territory. For this discrepancy, though, UN 
staff provide a host of reasonable explana- 
tions: the north has a healthier economy 
thanks to widespread smuggling, receives 
more aid from NGos, gets more oil for food 
per person and does not depend, as the 
south does, on a crumbling irrigation system. 

Even if Iraqi officials are deliberately 
gumming up the oil-for-food programme, so 
are their American and British counterparts, 
by abusing their power to block suspicious 
imports. Oil-for-food contracts worth $1.7 
billion—more than 10% of all orders placed— 
are currently in limbo, mainly because the 
goods in question might be used for military 
rather than humanitarian purposes. There 
is, of course, no reason to trust Mr Hussein an 
inch; he would not hesitate to smuggle dual- 
use items through the oil-for-food scheme. 
But among such supposedly threatening 
purchases was a shipment of ambulances, 
held up by America for fear the armed forces 
might appropriate them. Many contracts for 
pumps, tyres and even soap remain frozen 
to this day. Other restrictions seem hope- 
lessly arbitrary: spare parts allowed at one 
oilfield are banned at another. 

Despite countless pleas from the secre- 
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tary-general to hurry contracts along, the 
value of goods placed on hold has risen since 
the beginning of the year. Some items, such 
as bulldozers and crop-dusters, certainly 
could be put to nefarious use. But instead of 
banning them outright, UN officials argue, 
America could settle for a monitoring 
scheme to guard against misuse. UN inspec- 
tors already oversee the distribution of food 
and medicine and check to make sure that 
Iraq is using the spare parts for its oil indus- 
try as intended. The same system could eas- 
ily be extended to other suspect items. Since 
Iraq foots the bill for such supervision out of 
its oil sales, money isno object. But America’s 
representatives on the Security Council are 
dragging their feet. 


Gaping loopholes 

Although, in theory, no goods should leave 
or enter Iraq without the Security Council’s 
approval, the uN has notset up machinery to 
monitor what crosses its borders. So the Iraqi 
authorities are able to ship out tankers of oil 
through Turkey and Iran and import what 
they like with the proceeds, unhindered by 
committees or inspectors of any kind. Forev- 
ery legitimate load entering Iraq from Tur- 
key, as many as 200 pass without permis- 
sion. This clandestine trade may not be 
enough to raise the living standards of ordin- 
ary Iraqis, butit certainly puts soap and tyres 
within Mr Hussein’s reach, not to mention 
more luxurious or sinister items. 

Indeed, while his country is in desperate 
straits, Mr Hussein shows no eagerness to 
spend on his own people the money he gets 
from illicit oil exports. Instead, he has built 
several new palaces for himself. He has also 
acquired, for his police force,a fleet of spank- 
ing new Hyundai patrol cars that certainly 
did not come in under oil-for-food. Friends 
of the regime have plenty of money to spend 
on computers with the latest Pentium m1 
chips, which are sold at prohibitive prices in 
several shops in Baghdad. Yet, under sanc- 
tions, no computers with a Pentium chip of 
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any sort may be imported for Iraqi schools 
lest they fall into the army’s hands. 

American ships try to intercept the tank- 
ers that spirit out Iraqi oil through the Gulf. 
But the United States has made no attempt to 
stop the illegal trade with Turkey, in the hope 
of assuaging Turkish misgivings about 
America’s policy on Iraq. Indeed, to Turkey’s 
great satisfaction, the Security Council re- 
cently scrapped an Anglo-Dutch scheme to 
close this loophole. How can such noncha- 
lance about what actually enters Iraq be 
squared with such zeal to dissect each con- 
tract that passes through the un’s sanctions 
committee? 

America has also resisted changes to the 
regulations that would allow the uN to 
spend cash in Iraq. At the moment, all oil- 
for-food goods come from outside the coun- 
try, to avoid putting money in Mr Hussein’s 
hands. But that also means that uN food im- 
ports, for example, undercut Iraqi farmers, 
driving many of them to abandon their 
fields and so exacerbating the shortage of 
food. The UN also cannot spend money 
training Iraqi doctors or teachers—an obsta- 
cle no amount of imported medicines or 
textbooks can make up for. 

To the extent that it works, the oil-for- 
food scheme has turned Iraq into a massive 
welfare scheme. The UN supervises the 
pumping of Iraq’s oil and the distribution of 
the proceeds, while suspending all other 
economic activity. Even with limitless re- 
sources and no interference from outside, a 
bunch of un bureaucrats is no substitute for 
a working economy. 

The programme has worked, up to a 
point. It has stopped Iraqis starving to death 
or succumbing to epidemics. To improve the 
humanitarian situation beyond that basic 
level, oil-for-food’s administrators have had 
to begin the much more controversial work 
of repairing Iraq’s infrastructure. That has 
brought them into conflict not only with the 
more hawkish members of the Security 
Council, but also with the very aim of the 
embargo. The UN’s own sanctions regime 
runs counter to the UN’s humanitarian pro- 
gramme to rebuild Iraq. 

As Hans von Sponeck, the just-departed 
head of the un’s humanitarian programme 
in Iraq, points out, the basic problem lies 
with tying ordinary Iraqis’ well-being to 
questions of disarmament. The Security 
Council has implicitly acknowledged the in- 
justice of that link by creating the oil-for- 
food programme to mitigate its worst effects. 

Sanctions remain the world’s only lever- 
age over a ruthless and bellicose tyrant. Yet 
almost ten years into the embargo, they have 
not budged him. Instead of clinging to the 
forlorn hope that Mr Hussein will live up to 
his legal and moral responsibilities, perhaps 
America and Britain need to rethink a policy 
that has soembittered and impoverished his 
people. 
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Yoshiro Mori became Japan’s 
prime minister after Keizo 
Obuchi collapsed with a 
stroke. He said he would con- 
tinue Mr Obuchi’s policies of 
giving priority to economic 
growth over cutting public 
debt. A general election must 
be held by the autumn. 


Pakistan's former prime minis- 
ter, Nawaz Sharif, was sen- 
tenced to life imprisonment 
for terrorism and hijacking an 
aircraft carrying Pakistan’s mil- 
itary chief, General Pervez 
Musharraf, to Karachi. After 
the incident the general seized 
power. 


India released three jailed 
Kashmiri leaders in connec- 
tion with an offer to open 
talks on the troubled province 
on every demand, “legitimate 
or perverse”. 


Thirteen policemen and six 
other people were killed in 
Nepal by Maoist guerrillas 
seeking to overthrow the con- 
| stitutional monarchy. Over 
1,200 people have died in the 
four years since the insur- 
| gency began. 


South Korea reported its 
first cases of foot-and-mouth 
disease. About 11m cattle and 
pigs were said to be in danger 
of infection. 


Famine looms 


Drought in the Horn of 
Africa may be putting up to 
16m people at risk of starva- 
tion, according to the United 
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Nations. Although some food 
aid has already been pledged, 
Ethiopia's foreign minister ac- 
cused rich countries of waiting 
till they saw “skeletons on 
screens” before offering any 
assistance. 


European and African 
leaders got together in Cairo. 
They produced a 110-point 
declaration and agreed to 
meet again in three years. 





Peaceful demonstrators in Ha- 
rare, Zimbabwe's capital, 
were beaten up by President 
Robert Mugabe’s supporters. 
The occupation of more than 
700 white-owned farms con- 
tinued, and a policeman was 
killed by the squatters. Mr 
Mugabe said the postponed 
parliamentary election would 
be held in May. 


Rwandan courts sentenced 
seven more people to death 
for their part in the 1994 
genocide, After 2,500 trials, 
over 300 people have received 
death sentences. Some 120,000 
suspects still await trial. 


Worsening relations between 
Iran and Iraq led to the sei- 
zure, in Iranian waters, of a 
Honduran-registered tanker 
smuggling oil out of Iraq. Until 
now, Iran has been accused of 
turning a blind eye to Iraqi 
smuggling. 





Open the windows 
| 


Helmut Kohl, Germany’s for- | 
mer chancellor, protested | 
against a judicial decision to 

| allow transcripts of telephone 

| conversations of fellow Chris- 
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tian Democrats, which were 
taped by the East German se- 
cret service in the 1970s and 
19808, to be made public. 
Some of the transcripts may 
further embarrass Mr Kohl, al- 
ready embroiled in a scandal 
over party financing, 


Turkey’s parliament voted to 
prevent a change to the con- 
stitution which would have let 
the country’s president, 
Suleyman Demirel, run for 
a second term in office. The 
vote threatens Turkey’s co- 
alition government led by Bul- 
ent Ecevit. 


In Kosovo, two dozen people 
were injured, including 11 
American peacekeepers, after 
a clash with a large group of 
Serbs. The soldiers were at- 
tacked after arresting a man 
for illegal possession of 


weapons. 





Momcilo Krajisnik, a Serb who 
was once co-president of 
Bosnia, was arrested for al- 
leged war crimes by Nato-led 
troops in Bosnia. 


An American businessman 
was arrested in the Russian 
capital, Moscow, on suspicion 
of spying. 

Unsubstantiated rumours 
several European commission- 
ers had been plotting to oust 


their embattled president, 
Romano Prodi. 


A bit dotty 


At a White House conference 





examining the effects of the 


new economy, Alan Green- 
span, the chairman of the 
Federal Reserve, said it had 
become “increasingly difficult 
to deny” that something dif- 
ferent was happening to | 
America’s economy. 





The father of Elian Gon- 
zalez, the Cuban boy at the 
centre of a custody dispute, 
arrived in the United States to 
collect him. Meanwhile, as ne- 
gotiations dragged on between 
the federal authorities and the 
Miami family of Elian, crowds 
gathered outside the house 
where he is staying. 


An opinion poll showed Al 
Gore and George W. Bush, 
America’s rival presidential 
candidates, neck and neck 
among registered voters, 47% 
to 46%. 


A leading radio journalist was 
shot dead amid growing politi- 
cal violence in Haiti, where 
the government has repeat- 
edly postponed congressional 
elections due last year. The 
dead man, Jean Léopold Do- 
minique, was a supporter of 
President René Préval, and of 
Jean-Bertrand Aristide, a for- 
mer president. 


An observer mission from the 
Organisation of American 
States said that the campaign 
for Peru’s presidential 
election was flawed, in part | 
because of media bias, but 
noted that opposition candi- 
dates and voters were keen to 
take part. President Alberto 
Fujimori is seeking a constitu- 
tionally questionable third 
term in office. 
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| Hard on Microsoft 


| An American judge ruled that 
Microsoft had acted illegally 
` by using “anti-competitive 
_| means” to preserve its monop- 
“oly and being “predatory” to- 
| wards competitors. The judge's 
| verdict came after attempts to 
“| mediate a solution broke 
| down. The court will now 
| contemplate remedies that 
might include a break-up of 
‘the software giant. Microsoft's 
shares plummeted. 





Primark Datastream 


America’ s stockmarkets 
reacted to the Microsoft ruling 
¿with a record daily plunge 
“| and recovery. The tech-heavy 
Nasdaq index fell by nearly 
14% before ending the day less 
than. 2% down. The Dow 
| Jones Industrial Average fell 
“almost soo points before re- 
covering. European stockmark- 
ets wobbled in sympathy. 


1 The London Stock Ex- 
change missed out on some 

“of the fun because technical 
problems prevented its open- 
ing until late afternoon on 
April sth. The glitch coincided 

-with news that the exchange 

| was negotiating a merger with 

its Frankfurt rival, which was 

“| quick to point out that its 

_ equity-trading technology had 
never broken down. 





Shares in World Online, a 
Dutch Internet service pro- 
vider, continued to fall. The 

| gloom after an exaggerated 
valuation was compounded 
by revelations that its chair- 
man, Nina Brink, had sold 
two-thirds of her shares in the 
company, around 6% of me 
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total, in December for about 
€6 ($6.1) each; the offer price 
was €43. An apology by Ms 
Brink will be followed by an 


| investigation by regulators. 


Deutsche Telekom is to of- 
fer 10% of T-Online, Europe's 
biggest Internet service pro- 
vider, in what will be Europe's 


| biggest Internet share offer, on 


April 17th. The company will 
raise up to €3.6 billion to use 
for acquisitions. 


Boo.com, an online sports- 
goods company that has dis- 
appointed and announced 90 
job cuts, lost its finance direc- 
tor, Dean Hawkins. He was 
tempted away by Chello, a 
Dutch Internet service pro- 
vider that is planning an ini- 
tial public offering later this 
year which could value it at 
€10 billion ($9.6 billion). 


Optimistic outlook 


The Dutch government leaked 


! details of the IMF's half- 


yearly World Economic Out- 
look, due out later this month. 
The mm is optimistic about 
the prospects for the world 
economy but gives a warning 


| of the risks of “large current- 


account imbalances between 


| the big economic regions”, 
| particularly America’s huge 


deficit. The mr will urge 
America to raise interest rates 


| to ensure a “soft landing” after 


bumper growth. 


|_Source. Eurostat 





The euro-area’s trade bal- 
ance with the rest of the 
world deteriorated in January 
to a deficit of €38 billion ($3.9 
billion), compared with a 
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| joint venture made up of both 


modest surplus of €100m in 
January 1999 and €2.8 billion 
in the previous month, 


Don't bank on it 


Dresdner Bank abruptly 
called off its merger with: 
Deutsche Bank which: 
would have created the 
world’s second-largest bank. 
Dresdner refused to sell 
Dresdner Kleinwort Benson in- 
vestment bank. Staff facing the 
axe and investors rejoiced; 
shares in both banks jumped. 


Britain’s HSBC consolidated 
its position as the world’s sec- 
ond-largest bank by agreeing 
to acquire Crédit Commer- 
cial-de France for €11 billion 
($10.5 billion), The deal comes 
at the end of extended flirta- 
tions between ccr and ING, a 
Dutch bank, «sc, a ‘Belgian 
bank, and Swiss Life, an insur- 
ance company; all three had 
amassed big holdings.in cer. 


Not delivering 


The wheels appeared to be 
falling off Stagecoach, a. Brit- 
ish transport company. It is- 
sued a profits warning for the 
year beginning in May and 
said it would sell its profitable 
train-leasing business for 
£773m ($1.23 billion) to Abbey 
National, a British bank. Stage- 
coach will use the cash to re- 
pay debt and buy back shares, 
prompting speculation that it 
is preparing to go private. 


C&N Touristic, a German 
travel firm, offered £1.3 billion 
($2.1 billion) for Thomson 
Travel, Britain’s biggest tour 
operator; an alliance would 
create Europe's largest travel 
company. Thomson rejected 
the German advances. 


Telecoms behemoths Voda- 
fone AirTouch and Bell At- 
lantic, which is in the throes 
of a merger with America’s 
GTE, announced plans for a 
sale of Verizon Wireless, a 


| of the company to raise 


| Carl Icahn, a corporate raider, 
































companies’ American: mobile 
and paging operations, It is 
thought that they will sell 10% 


around $15 billion. 
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made his latest attempt to 

gain control of Nabisco, one 
of the world’s leading biscuit 
makers, which he has stalked 
for some years. He offered $5.2 | 
billion to Nabisco Group 












































Holdings for its 80.6% stake in |. 
the company, after having ane | 
earlier offer of $1.3 billion to 
raise his stake in Nabisco to 
40% rejected. 
Siemens, a German industrial 
giant, and Robert Bosch, a : 
car parts maker, bid €9.1 bil- ; 
lion ($8.8 billion) for Atees, an 
engineering subsidiary of | 
| Mannesmann, topping an of- | 

fer from Thyssen Krupp of | 
€8.75 billion. Vodafone. Air- te 
Touch, a British mobile-phone | 
company, is due to complete 
its acquisition of Mannes- 
mann in the summer and 
wants to sell-off non-telecoms |. 
assets; the German company, 
in a last act of independence, 
favours an IPO. 





Britain and America agreed to 
resume talks to conclude an 
“open skies” agreement to 
liberalise air traffic between 
the two countries. Talks broke 
down in January; their re- 
sumption has much to do 
with last month’s sacking of 
British Airways’ boss, Bob Ayl- 
ing, whom the Americans re- 
garded as too protectionist. == 
and too influential with Brit: 
ain’s government. 
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How Economic Freedom 
Drives Prosperity 
By Gerald P. Driscoll, Jr, PhD 


hy do some economies flourish, 

while others lag? Although many 

theories exist, the findings of the 

recently - released 2000 Index of Economic 

Freedom suggest that high rates of economic 

growth and prosperity can be traced to high 
levels of economic freedom, 

Since 1995, the Index of Economic Free- 
dom has offered the international community 
an annual in-depth examination of the factors 
that contribute most directly to economic 
freedom and prosperity. Economic freedom 
is defined as the absence of government 
coercion or constraint on the production, 
distribution, or consumption of goods and ser- 
vices beyond the extent necessary for citizens 
to protect and maintain liberty itself. 

By examining ten key measures of econ- 
omic freedom, my colleagues and | have been 
able to document and substantiate the relation- 
ship between economic freedom and economic 
prosperity. Our research demonstrates that 
governments which pursue policies that 
expand economic freedom systematically pro- 
duce higher rates of economic growth and 
more overall prosperity than governments 
which curb economic liberty. 

Taken together, these ten key measures 
represent a roadmap for political leaders striv- 
ing to foster a more prosperous economy for 
their citizens. The ten factors are: 

Trade Policy. Government deterrents to 
the free flow of trade, such as tariffs or import 
quotas, have a direct - and adverse - impact on 
economic freedom. High barriers to trade, 
which inhibit the exchange of goods between 
nations, limit economic freedom, while low bar- 
riers to trade enhance economic freedom. 

Fiscal Burden of Government. The 
greater the government's overall burden on 
the economy — measured by the level of taxes 
and government expenditures - the lower the 
nation’s economic freedom. 

Government Intervention in the Economy. 
Governments with high rates of consumption 
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A world of ideas on public policy. 





as a percentage of GDP, extensive ownership of 


business and property, and high levels of inter- 
vention in the economy constrict the overall 
economic freedom of their people. 

Monetary Policy. When a government's 
monetary policy facilitates market pricing, 
individuals in that country enjoy greater 
economic freedom. Inflation, a sign of misguid- 
ed monetary policy, not only confiscates 
wealth, it also distorts prices, misallocates res- 
ources, undermines a free society and thwarts 
economic freedom. 


A well-functioning legal 
system adhering to the 
rule of law and respect 
for private property, 
including intellectual 
property, create the 
indispensable foundations 
for economic growth. 


Capital Flows and Foreign Investment Pol- 
icy. Government restrictions on foreign invest 
ment limit the inflow of capital and thus hamper 
economic freedom. By contrast, little or no 
restriction on foreign investment enhances 
economic freedom, 

Banking. In most countries, banks provide 
essential financial services that facilitate 
economic growth. When governments exert a 
high level of control over banks, financial insti- 
tutions are restricted from allocating credit and 
providing other services that enhance growth. 
Therefore, the more a government restricts 
banking activity, the lower the level of economic 
freedom 

Wage and Price Controls. In a market econ- 
omy, the price system allocates resources to 
their highest and most productive uses. Govern- 
ment mandates on wages and prices restrict 
economic activity and curtail economic freedom. 

Property Rights. A well-functioning legal 
system adhering to the rule of law and respect 
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for private property, including intellectual prop- 
erty, create the indispensable foundations for 
economic growth. As Professor Robert Barro 
of Harvard University explained: “If property 
rights are insecure — for example, because of 
high crime rates or high rates of taxation or 
high chances of government expropriation - 
people tend to work less and invest little” 

Regulation. Government regulations that 
impose an undue burden on business through 
stringent licensing requirements, excessive 
labour regulations, and oppressive environmen- 
tal regulations limit economic freedom and 
hamper economic growth, 

Black Markets. The presence of a black 
market indicates an activity which is heavily 
taxed, overly regulated, or simply outlawed by 
government, The more vigorous a country’s 
black market, the lower the level of economic 
freedom. 

According to our research, over the past 
year, nearly twice as many countries expanded 
economic freedom as contracted it. Of the 161 
countries rated, 57 granted their citizens more 
economic liberty, while 34 imposed new 
restrictions. 

It is no accident that nations with high 
levels of economic freedom experience higher 
rates of growth, while those countries that 
restrict economic freedom are mired in poverty. 
Interestingly, our research found little or no 
correlation between the level of foreign aid and 
the level of economic growth, despite the good 
intentions of donor states. The evidence sug- 
gests that no amount of foreign aid can com- 
pensate for a lack of economic freedom. 

At the dawn of the new century, it is 

critical that our leaders remember one of the 
most important lessons of the old century: 
Economic freedom is the cornerstone of 
economic prosperity. 
Dr. O'Driscoll is Director of the Center for International 
Trade and Economics at the Heritage Foundation in 
Washington, D.C. This essay is adapted fram The 2000 
Index of Economic Freedom, which he co-authored with 
Kim R. Holmes and Melanie Kirkpatrick. To obtain a 
copy, please see the Heritage website at www. heritage.ong 
or call + 202/546-4400, 
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The Japanese caretaker 


TOKYO 


Yoshiro Mori has taken over as Japan’s prime minister, although few people 


think he will be in the job for long 


ITH Keizo Obuchi incapacitated by a 

stroke and lying in a coma, the Japa- 
nese cabinet resigned this week so that anew 
prime minister could be installed. On April 
sth, once the barons of the ruling Liberal 
Democratic Party (Lpr) had done their back- 
room deals, the leadership was 
handed to Yoshiro Mori, the party’s 
secretary-general, This is what most 
people had expected. Mr Mori, a 
burly man who is fond of rugby, is a 
politician in the traditional mould: a 
safe party man not known to instigate 
policy whocan be relied upon tocon- 
tinue Mr Obuchi's legislative agenda. 
Once again, political life goes on 
much as before in Japan. Except that 
Mr Mori is, at best, merely a tempo- 
rary stand-in. 

At 62, the new prime minister is 
the same age as his predecessor and 
like him a product of Waseda Univer- 
sity, which has produced many of Ja- 
pan’s leading politicians. His career is 
exactly what is expected of a future 
leader: a former journalist with a 
right-wing tabloid newspaper, he has 
successfully defended his seat in Ko- 
matsu nine times and served as min- 
ister of education, international trade 
and industry and, most importantly 
in Japan, construction. In late 1998, he 
inherited the leadership of the Lpp’s 
third-largest faction. 

There is also the whiff of scandal. 
Along with several of his Lpr col- 
leagues, Mr Mori was found to have 
madea financial killing during the Re- 
cruit “shares-for-favours” affair in 
1989. Later, during the “money-and-mob” 
scandal of 1992, prosecutors alleged that Mr 
Mori had offered a gang of right-wing thugs 
¥2m ($19,000) to end a smear campaign that 
was being waged against his boss, Noboru 
Takeshita, a former prime minister. An oil 
trader facing charges of tax evasion, bribery 
and fraud also claimed in 1997 to have given 
Mr Mori and several other LoP politicians 
large payments. Mr Mori denies these allega- 
tions strenuously. 

In his first act on taking office, Mr Mori 
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reappointed exactly the same cabinet that 
had served Mr Obuchi. Into his old job he 
promoted Hiromu Nonaka, who held a mi- 
nor post in the Lpr. Mr Nonaka, an influen- 
tial figure, was the power behind the throne 
in Mr Obuchi’s first cabinet in 1998. He was 
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Mori is annointed, for now 


forced into the shadows after a shuffle in Oc- 
tober, primarily because of his unremitting 
hatred of Ichiro Ozawa, the leader of the Lib- 
eral Party. Mr Ozawa and his supporters had 
joined the :pp-led coalition earlier last year. 
But Mr Obuchi’s last act as prime minister 
was to eject Mr Ozawa from the coalition, 
rather skilfully. So the Lor no longer has to be 
nice to him. 

Before being rushed to hospital in the 
early hours of April znd, Mr Obuchi had met 
the Liberal leader and called his bluff over 


his many threats to leave the coalition if his 
demands were not met. Mr Ozawa had no 
option but to go. However, 26 of the 50 mem- 
bers of his party refused to follow him into 
the political wilderness. They formed a new 
group called the Conservative Party and 
have been welcomed into the ruling alliance 
by the Lpr and its other coalition partner, the 
Buddhist-backed New Komeito. Mr Ozawa 
is now a spent force, which will certainly 
make life easier for the new prime minister. 

The confrontation with Mr Ozawa is 
seen by some as hardly helping Mr Obuchi’s 
long-standing heart illness. Whether or not 
the row played a role in inducing his stroke, 
the government delayed revealing the seri- 
ousness of Mr Obuchi's illness. 

Mr Mori will try to finish off the 
task his predecessor set: getting Ja- 
pan’s fragile economy back on its feet. 
To save the country from financial 
meltdown, Mr Obuchi introduced 
public-spending measures worth 
more than ¥35 trillion, much of which 
was designed to benefit the building 
industry. He also cut taxes by ¥6 tril- 
lion and set aside ¥6o trillion to bail 
out Japan’s deeply indebted banks. 
Mr Obuchi had staked his career on 
getting the economy growing again, 
by at least 0.6% of Gpr during the fis- 
cal year that ended in March. 


On the upagain 

The enormous amount of public 
spending has had its effect. Over the 
past year, the Japanese economy has 
slowly ceased its downward spiral. 
Overall, the economy was still in re- 
cession during the first three quarters 
of the past financial year. But, from 
January to March, growth has been 
strong. Few people now doubt that 
Mr Obuchi's 0.6% target will be easily 
achieved. The trouble is that the sea- 
sonally-adjusted figures that will 
prove it will not be available until 
early June. So, any bragging about 
economic revival by the Lor will have 
to wait until then. 

That raises a tricky issue for Mr Mori: 
when tocall the general election that must be 
held before October 19th, when the present 
four-year term of the lower house of the Diet 
(parliament) ends. His predecessor was 
planning tocall the election after the summit 
meeting of the G7 leaders of the rich world, 
plus Russia, which is to be held this year in 
Okinawa in late July. Apart from hoping to 
boost his waning popularity by being seen 
on television hobnobbing with other world 
leaders, Mr Obuchi viewed the Okinawa 
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summitas a feather in his cap. 

It was, of course, Japan’s turn to hold the 
summit this year, but it was Mr Obuchi’s 
idea to hold it in the congenial surroundings 
of Japan's most southerly prefecture. By do- 
ing so he hoped to buy off local residents 
who have been objecting to the decision to 
build a new American helicopter base in 
Okinawa. The summit would bring Oki- 
nawa some useful publicity and, more tangi- 
bly, a huge building boom. 

Mr Obuchi was also intending to use the 
summit to present himself as the spokesman 
for Asia, a role he has tried to shape for him- 
self during overseas visits. Mr Mori, how- 
ever, is aman with his feet firmly planted in 
his own prefecture’s rural mud and someone 
who has never acquired much of a taste for 
global statesmanship. Many Asian leaders 
therefore fear that Japan will now be less 
generous with the aid that Mr Obuchi had 
been doling out in the region. 

Of more immediate concern to Mr 
Mori's colleagues is the coming election. 
Some have badgered the new prime minister 
tocall a snap poll. The idea is that this would 
capitalise on the public outpouring of sor- 
row at seeing Mr Obuchi struck down so 


tragically. The new prime minister, however, 
is not expected to do that. He will probably 
go to the polls in early June, earlier than Mr 
Obuchi had planned, but safely after the 
Gpr figures are published. 

Mr Mori is nothing if not a pragmatist. 
He knows he is merely a stop-gap prime min- 
ister whose main job is to steer the party 
through a general election without losing too 
many seats. Japan will then need a heavy- 
weight leader who can get on with the seri- 
ous tasks that still confront the country. 
Above all, that person will have to start to 
deal with the painful process of reducing the 
country’s woeful level of long-term debt. 
Thanks to Mr Obuchi's generous spending, 
Japan now has the largest public-sector debt 
in the developed world: it stands at 174% of 
GDP, according to some measures. 

The man being groomed to take over is 
Koichi Kato, a former diplomat who leads 
the second-largest faction of the Lpr. He got 
on the wrong side of Mr Obuchi by daring to 
oppose him when he was making a bid for a 
second term as party president, and thus 
prime minister. Once the election is over, Mr 
Kato is likely, however, toemerge on top. 

on — —_ m 
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Pakistan 


Cooking the 
books 


LAHORE 


TT ime has just stumbled upon an ex- 
traordinary Pakistani lie: for two years 
running, it turns out, the government of the 
former prime minister, Nawaz Sharif (see 
box on next page), blithely fudged the bud- 
get-deficit figures in order to receive assis- 
tance from the Fund. The financial juggling 
was no small matter: the real deficit was 
pared down from 6.5% of cpp to 5.5% in the fi- 
nancial year to 1998 and from 4.5% to 3.4% in 
the following year. These “fixes” amounted 
tosome 90 billion rupees ($2 billion). 

This week an mF team wasin Islamabad 
reviewing lending policies to the new mili- 
tary government. Pakistan is midway 
through a three-year $1.6 billion mmr struc- 
tural-adjustment programme. Later this 
month Shaukat Aziz, the finance minister, 
will try to persuade the directors of the Fund 
and the World Bank to increase financial 











SEOUL 


a | HAVE no choice but to be a villain,” 
he says, with a boyish smile. Park 
Won Soon is describing his role in a series 
of campaigns, many of them technically il- 
legal, that he and other civic groups have 
launched to cleanse South Korea’s political 
system. Citizens’ Solidarity, an alliance of 
some 470 groups led by Mr Park, published 
the names this week of 86 candidates who, 
it says, are unfit to compete in the par- 
liamentary election to be held on April 
13th. The alliance promises to name more 
names, including candidates 
who have evaded taxes or 
failed to serve compulsory mil- 
| itary service. 

Citizens’ Solidarity stages 
Street protests and tours the 
country to encourage voters 
not to support candidates it 
has blacklisted. These include a 
woman candidate who is 
deemed guilty of degrading be- 
haviour for shouting and shov- 
ing opposition members in the 
National Assembly. The orga- | 
nisation is drafting a code of 
ethics for voters and organising 

| 
| 





a rock-music festival to en- 
courage cynical youngsters to 
vote for the first time. 

South Korea’s political par- 
ties are responding to this new 





Korea’s art of negative campaigning 





and unusual pressure-group in different 
ways. The ruling Millennium Democratic 
Party of President Kim Dae Jung, himself a 
former activist for democracy, reckons it 
will have a crucial impact on the voters. Yet 
the conservative United Liberal Demo- 
crats, which had been in the government 
until the coalition fell apart in February, 
has denounced the blacklisting campaign 
as yet another conspiracy between the rul- 
ing party and the civic groups to do it 
down. The opposition Grand National 





Anything to be elected 





Party questions the fairness of the selection 
of the names and urges the authorities to 
take action. 

The National Election Commission 
and government prosecutors say they will 
deal sternly with the civic groups if their 
campaigns break the law. Quiet street 
marches are allowed, they say, but using a 
loud speaker, picketing, distributing pam- 
phlets and hanging banners against spe- 
cific candidates are illegal. 

Yet the civic groups plan tocarry on do- 
ing these things regardless, as many mem- 
bers consider it to be their constitutional 
right. To whatextent their activity will help 
South Korea’s young democracy to mature 
remains to be seen. Despite the 
groups’ earlier objections to 
prospective candidates who 
they alleged to be corrupt, in- 
competent or idle, over half 
wenton to win the nomination 
of their party. 

Once again, many South 
Koreans are likely to pick their 
regional favourites or simply 
vote for the candidate who of- 
fers the most cash, gifts or free 
meals. Vote-buying is already 
reckoned to be forcing candi- 
dates to spend over ten times 
their legal maximum. None- 
theless, Mr Park is confident | 
that the protests by his groups, 
however much they antago- | 
nise politicians, will in the end 
help Korean democracy. 
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help to Pakistan in order to bail out its sink- 
ingeconomy. 

Truer statistics paint a bleak picture. The 
economy grew at an average of 3% a year in 
the 1990s, down from about 6% in the 1980s. 
National saving and investment declined. 
Exports were supposed to increase by 15% 
but fell by about 10%. The national debt is 
now equivalent to the country’s annual Gpe 
($70 billion). Foreign-exchange reserves 
barely cover six weeks of imports. 

The economic slide speeded up in May 
1998 after Pakistan’s nuclear tests triggered 
western sanctions. Mr Sharif’s government 
froze $11 billion in foreign-exchange deposits 
and restricted imports, thereby hurting busi- 
ness confidence and deepening the reces- 
sion. Faced with a balance-of-payments gap 
of over $7 billion, the government would 
have defaulted had the imr not backed a 
debt-rescheduling plan. The reprieve gives 
Pakistan some breathing-space until 2001, 
when debt repayments of about $3 billion 
are due ona yearly basis again. 

Such support, however, has not come 
without bitter wrangling. For years, the tMF 
has rightly exhorted various Pakistani gov- 
ernments to live within their means. None 
has heeded its advice. Only 1.5m out of the 
country’s 140m people pay any taxes at all. 
Total tax revenues are stuck at a mere 300 bil- 
lion rupees, of which 150 billion are forked 
out in annual debt payments and most of 
the remainder goes to the armed forces. This 
means that all administrative and develop- 
ment expenses must come from domestic 
and foreign borrowings. 

The imr’s patience is wearing thin. Since 
last July, it has withheld the third instalment 
of its lending programme pending compli- 
ance with its main demands. These include a 
tax on agricultural incomes, an extension of 
the sales tax to retail trade and anend toa bit- 
ter row with foreign-financed private power 
projects about the tariffs they should charge. 
Relations with the new military government 
of General Pervez Musharraf remain cool 
because it too has been loth to undertake 
thorough economic reforms. 

Mr Aziz now wants the mF to replace 
the balance of its programme with a new ar- 
rangement worth at least $2 billion, in retum 
for aseries of reforms along the lines of those 
long advocated by donor countries and 
agencies. He also wants another round of re- 
lief from international debt payments to 
provide some economic “space” for the re- 
forms to work. But there could be unspoken 
hitches in this scheme. 

The imr’s purse-strings are controlled by 
western governments, whose demand for 
an early restoration of civilian rule has fallen 
on deaf ears in Islamabad. This has led most 
European countries and Japan to freeze aid 
to Pakistan. President Bill Clinton, in particu- 
lar, is displeased with the Musharraf regime 
for refusing to attend to America’s main con- 
cems, such as terrorism, nuclear prolifera- 


THE ECONOMIST APRIL 8TH 2000 


ASIA 








— 


LAHORE 


AKISTAN’S former prime minister, 

Nawaz Sharif, was convicted of terro- 
rism and hijacking by a court in Karachi 
on April 6th. He was sentenced to life 
imprisonment, which in Pakistan means 
25 years, fined the equivalent of $10,000 
and had all his property confiscated. Six 
other defendants in the case, including Mr 
Sharif’s younger brother, Shahbaz, were 
acquitted on all four counts of hijacking, 
terrorism, kidnapping and murder. 

The court was told that on October 
12th last year Mr Sharif ordered the control 
tower at Karachi airport to deny landing 
permission anywhere in Pakistan to an 
airliner carrying 198 passengers, including 
the Pakistani army chief, General Pervez 
Musharraf. Shortly before this, Mr Sharif 
had sacked the general. The aircraft, said 
the prosecution, was perilously low on 
fuel and Mr Sharif’s order endangered the 
lives of the passengers. In the event, troops 
loyal toGeneral Musharraf took control of 
Karachi airport and triggered a coup 
against the Sharif government. 

Mr Sharif escaped a possible death 
sentence. Nevertheless, the court battles 
are far from over. Lawyers for the twice- 
elected former prime minister say they 
will file an appeal before the High Court 
and if that is rejected they will go to the Su- 
preme Court. The prosecution also plans 
to appeal against Mr Sharif’s acquittal on 
| the twoother charges. 

The case was controversial from the 
outset. The formal charges were lodged al- 
most a month after Mr Sharif had been ar- 
rested. The prosecution presented a list of 
over 50 witnesses, but then pared it down 
to a couple of dozen after alleging witness 
tampering. The case was originally dealt 
with by a special anti-terrorist court, 
something Mr Sharif had established in 
1997 in order to crack down on growing vi- 
olence. But the military government 
amended the law in December to allow a 
High Court judge, Shabbir Ahmad, to hear 
the case. However, in January Judge Ah- 
mad objected to the presence of “intelli- 
gence officials” in the courtroom and an- 
grily transferred the case back to the 
anti-terrorist court and Judge Rahmat 
Hussain Jaffery. 





Sentence passed on Sharif 


Down and emphatically out 


During the trial, Mr Sharif’s senior 
lawyer withdrew when the judge insisted 
he would vet Mr Sharif’s statement before 
letting the press read it. Another senior de- 
fence lawyer, Iqbal Raad, was murdered 
on March 10th by unidentified gunmen. 
Hearings ended on March 29th and the 
judgment was reserved. 

Judge Jaffery conducted the trial in 
sucha fair and open manner thateven Mr 
Sharif and his lawyers went on record to 
say they had “no complaints’. Mean- 
while, President Bill Clinton was reported 
to have intervened with General Mushar- 
raf on Mr Sharif’s behalf, prompting the 
general to say publicly that he was not per- 
sonally vindictive. Other foreign leaders 
had also let the military government 
know that, if Mr Sharif was handed a 
death sentence, it would not godown well 
in western capitals. 

Mr Sharif’s fate will remain uncertain 
until the appeals have been heard. But 
with elaborate security precautions in Ka- 
rachi, no street protests are expected from 
Mr Sharif’s supporters. His party, the Pak- 
istan Muslim League, is already deeply di- 
vided over who should be its next leader. 
In any event, Mr Sharif’s political career 
seems to be at an end. 





tion and rising tensions with India. Can the 
generals give assurances on any of these 
scores to pave the way for Mr Aziz’s negotia- 
tions in Washington later this month? 
Pakistan will face a stern test soon 
enough. If there is little or grudging support 
from the im, its economy will continue to 
languish in the doldrums and domestic and 


foreign business confidence will remain low. 
Next year there will be no money in the kitty 
to make the debt and trade-related pay- 
ments of over $5 billion that will fall due. If 
the West refuses to help Pakistan avoid fi- 
nancial default, then no one is sure what 
General Musharraf will do. 

— le 
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Malaysia 


Inside the new politics 


KUALA TERENGGANU 


The government is worried by the growth of Islamic fundamentalism 


N TERENGGANU, a rather remote state in 

north-eastern Malaysia, a change is taking 
place in politics that might mark a turning- 
point for the whole country. Or then it might 
not. What is certain is that there is a growing 
uncertainty among Malaysians about the 
way they are governed. 

Back in November, the general election 
had at first seemed to leave the rock of Mo- 
hamad Mahathir’s government pretty well 
undisturbed. There had been some losses, 
put down as inevitable after his 18 years in 
power. But his coalition retained more than 
two-thirds of the seats in parliament. The 
losses could be blamed on a protest vote 
against the treatment of Anwar Ibrahim, a 
popular former deputy prime minister who 
was beaten after being arrested. Memories 
would fade, indignation would pass. Since 
then there has been a closer and, for the gov- 
ernment, alarming examination of the losses 
and their consequences, 

In the north of the country, where the 
Malay vote is concentrated, Dr Mahathir’s 
previously adoring supporters abandoned 
him in great numbers and gave their support 
to opposition candidates, notably those of 
an Islamist party, pas. The Islamists took con- 
trol of Terengganu. With Kelantan, a state 
that pas already ruled, they are now in politi- 
cal control of the whole of the north-east of 
peninsular Malaysia, and can count on con- 
siderable support in neighbouring states. It is 
clear that Dr Mahathir did so well in Novem- 
ber only because the Chinese, a substantial 
minority in Malaysia, decided, for the 
present, to continue to support him. 

For the past few weeks, the government's 
anxiety about its seemingly crumbling sup- 
port has been concentrated on a by-election 
in Sanggang. This has always been 
a safe seat for Dr Mahathir’s party, 
the United Malays National Orga- 
nisation (UMNO), and in ordinary 
times a by-election would hardly 
have been noticed. This time 
UMNO treated the poll as a na- 
tional event, bringing in party 
workers from all over Malaysia. 
Sanggang, it was pointed out, is in 
the state of Pahang, next door to 
dreaded Terengganu. It had to be 
held: Malaysia’s whole way of life 
was at stake. UMNo chose as its 
candidate a guardian of the local 
mosque to fight the pas candidate, 
a lawyer. On April ist, the UMNO 
man duly won. 

Politics being what it is, UMNO 
claimed a famous victory, but in 
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retrospect Sanggang’s brief fame is more 
likely to be seen as an indication of uMNo’s 
anxiety. It has done nothing to ease the fear 
that the Anwar protest may bea symptom of 
Malays’ general disenchantment with a gov- 
ernment associated with injustice; that Ma- 
laysia could be in the grip of what Tolstoy 
called the march of history, and umno can 
do little about it. President Suharto was de- 
posed almost overnight after 32 years of un- 
challenged power in Indonesia. Malaysia, it 
is noted uneasily, became independent a lit- 
tle over 40 years ago and has been run by 
UMNO ever since. Fear needs little logic. 

Malaysia is formally an Islamic state, but 
some Islamic priests say that the government 
is secular. From the viewpoint of Tereng- 
ganu, the government in Kuala Lumpur 
looks distant and greedy. The capital seen on 
television is a counterfeit of a modern west- 
ern city, flashy and materialistic. Women are 
casual about covering their heads in public, 
as is usual in Terengganu and elsewhere in 
the north. The governmentis furious at being 
called secular. The other day a minister said 
it was pas that was unlslamic because the 
party sought to deprive its followers of 
“worldly satisfaction”, which he claimed 
was an Islamic tenet. 

Terengganu’s new Islamic state govern- 








Mahathir watches the green tide 


mentis unperturbed by such attacks. pas un- 
Islamic? Is the federal government going 
mad? In passing, it points out that since com- 
ing to power it has in factgiven itsemployees 
the worldly satisfaction of a five-day week. 
More goodies could be on the way ifitcan get 
a bigger share of the royalties from the oil 
and gas deposits that lie off the Terengganu 
coast. At present it gets 5%. But the federal 
government may not be ina giving mood. Te- 
rengganu already looks like an advertise- 
ment for pas rule, 

Itis being guided by the experience of Ke- 
lantan, three hours away by an indifferent 
road (blamed on an uncaring federal govern- 
ment), where pas has been in power since 
1990, and last November increased its vote. 
In Kelantan, gambling has been banned, as 
has karaoke, because it is associated with 
rowdyism. Alcohol is discouraged but toler- 
ated in non-Muslim establishments. Friday 
is a holiday and Sunday a working day, 
which can be awkward for Christian-run 
businesses, but seems to be manageable. 
People say the state government is honest, 
which is nota compliment much heard else- 
where in Malaysia. 

Critics of the way Kelantan and Tereng- 
ganu are run say that the Islamists are just 
pretending to be tolerant, and that pas longs 
to introduce sharia law with its awful pun- 
ishments. Perhaps, perhaps not. UMNO 
would say that, anyway. Both umno and pas 
have their eyes on Malaysia’s ethnic-Chi- 
nese (26%) and Indian (7%) populations. Both 
groups are quiet-lifers and have tended to 
support UMNO. But they resent UMNo’s pol- 
icy of favouring Malays in education and for 
government jobs. The Chinese, the back- 
bone of Malaysian business, may feel they 
can do better now that umno needs them 
more. ras will hope that the Chinese and In- 
dians will be attracted by the offer of honest 
government, strict but tolerant. 

All this is taking place against the im- 
pending retirement of Dr Mahathir, who has 
said that this is his last term as prime minis- 
ter. He may change his mind, and he has 
swiftly disposed of plans by some 
critics todump him as party leader 
in UMNO’s party elections in May. 
He believes he is irreplaceable, 
and perhaps he is right. Only the 
doctor could have got away with 
telling the Malays that they were 
inherently lazy and had to mend 
their ways. Credit for Malaysia’s 
undoubted economic success be- 
longs to him, and he fears an inex- 
pert hand could ruin it. 

Abdul Hadi Awang, the new 
chief minister of Terengganu, had 
the temerity to say recently that he 
had a vision of pas and like- 
minded parties running the fed- 
eral government. Then, the grate- 
ful pilgrim, he flew to Mecca. 
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A hotel that's close to the office. 
onnecting flights that connect. Food 
is fast. When you're on the road 
ily on convenience. Which is why 
ye designed our new TravelMate 
D series notebooks to be as easy to 


travel with as possible. 


We've minimized accessories so you 
have less to carry around. A combination 
drive runs both floppy disks and CD- 
ROMs. Built-in port connections 
eliminate the need for bulky docking 
stations. While an international modem 
means you don't have to 


worry about being stranded with an 
incompatible modem. 

Finally, even though the TravelMate 
340 series is small enough to sit 
neatly on an airline tray-table, it still 
Offers the practicality of a full sized 
keyboard and the power of the Intel 
Pentium” lil processor. All packaged 
in a light, yet exceptionally tough, 


magnesium alloy casing ; 
A notebook that's light in weight, CeR & 


but not on features? 
Acer. We hear you. 
Www.acer.com 


we hear you 
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Kendall, U.S. Surgical and over a dozen other leading brands make up the healthcare group of Tyco International. 


From specialized surgical instruments to syringes to sutures to bandages, we supply world-renowned medical cen- 
ters and remote clinics alike with the products to heal patients and advance the quality of healthcare. Across four 
diverse business segments, dozens of industries and throughout the global marketplace, Tyco is creating a better 


tyco 


tomorrow. Today. For more information, visit us at www.tyco.com. 


Tyco is a trademark of Tyco International Services AG 
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MIAMI 


The tragedy of Elian 


No matter who wins, the bitter custody battle over a young boy has deeply 
scarred Miami’s Cuban-American community 


HE mayor of greater Miami sounded al- 

most like a southern governor of the 
1950s defying racial integration. Alex Penelas, 
one of a new generation of supposedly less 
strident Cuban-American politicians, still 
stood up to announce that if Elian Gonzalez 
were taken away from his relatives in Miami 
and returned to his father in Cuba, the local 
police would have nothing todo with it. And 
if the city burned in anti-Castro riots, he im- 
plied, the fault would lie with the Clinton 
administration in Washington, pc. 

This is not the first time an immigrant 
group in America has gone against public 
opinion over a matter of local ethnic impor- 
tance. But the passions stirred by the case of 
Elian Gonzalez, sole survivor of a shipwreck 
that killed his mother, stepfather and nine 
others as they fled from Cuba last Thanks- 
giving day, mark the case out as unusual. 

To the rest of thecountry, his story seems 
the latest example of the untrammelled 
power of the Miami Cubans. David Rieff, the 
author of two books about Miami, calls it 
“an out-of-control banana republic”. “Other 
Latinos deeply resent what the Cuban- 
Americans are doing,” says Rodolfo de la 
Garza of the University of Texas at Austin. 
“They see it as un-American. If a Mexican- 
American mayor had stood up in Texas or 
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California, they would have been nailed.” 
Nathaniel Wilcox, a local black leader says: 
“we were appalled. It’s all for them, nothing 
for anyone else. People are tired of this Elian 
business.” 

Yet among the Miami Cubans them- 
selves, the passions surrounding Elian’s 
story seem less like an assertion of self confi- 
dence, than an act driven by defensiveness 
and insecurity—an attempt to hold on toone 
of the few things that unites them after years 
in which their political influence, and even 
their sense of identity, has been eroded. 

At the heart of the Elian affair is what Da- 
mian Fernandez, of Florida International 
University, calls Cuban exceptionalism. The 
Cubans of Miami are America’s most suc- 
cessful post-war immigrants. Though they 
represent only a third of Miami’s popula- 
tion, they dominate the politics and econ- 
omy of southern Florida. Their mean house- 
hold income, according to Strategy Research, 
a Miami-based group, is $50,250, nearly 
$7,000 more than the national Latino aver- 
age. The Cubans who fled in the 1960s were 
an educated elite, schooled in the tradition 
that Cuba was the most sophisticated coun- 
try in Latin America. 

Unlike more recent arrivals, the Cubans 
did not send their money back home. Be- 


cause the dollar was banned in Cuba until 
recently, they reinvested in Miami. “We built 
modern Miami,” says Mr Fernandez—and 
he is merely stating a fact. Today, the econ- 
omy of metropolitan Miami alone is larger 
than all buta few Latin American countries. 

Perhaps most importantly, politics plays 
a role in the Cuban community unlike that 
in any other Latino group. The Cubans origi- 
nally came to America not because they 
chose to better themselves. They came be- 
cause a political upheaval drove them there. 
Cubans sometimes compare themselves to 
the Palestinians and see themselves not as 
immigrants, engaging in the country of their 
adoption, but as exiles, temporarily building 
a base from which to return. 

The mentality of exile can be pressed too 
far. “We live here, we live in day-to-day soci- 
ety,” says Domingo Moreira, an influential 
member of the main lobby group, the Cuban 
American National Foundation (CANF). 
Thomas Wenski, the auxiliary bishop of Mi- 
ami, points out that the very act of organising 
themselves politically and sending represen- 
tatives to Congress shows the Cubans are 
following the path of assimilation blazed by 
other groups such as the Italians and Irish. 

What marks the Cubans out is the role 
that politics, and in particular the politics of 
Cuba, plays in their affairs. Few Mexican- 
Americans are involved in the doings of the 
pri. When a law was passed recently permit- 
ting them dual nationality, hardly anyone 
applied. But overthrowing the Castro regime 
is the raison d’être of the leaders of Miami's 
Cubans. And every day, 90 miles away, Fidel 
Castro—a product of the same cultural back- 
ground as the Miami exiles—provokes his 
enemies across the seas, skilfully keeping the 
politics of his island their top priority. 

Yet the Elian saga may be testing the poli- 
tics of Cuban exceptionalism to destruction. 
Elian reminds Cubans of their exile. Like 
him, they see themselves as innocent victims 
of communism. Like him, many came as 
children without one or both parents. As the 
case has dragged on, even younger Miami 
Cubans who originally said Elian should go 
back, are changing their minds. Cuban- 
American opinion seems to be solidifying 
behind keeping the child in Miami. 

If the Elian affair has united Cuban 
Americans, it has done little to ease the 
strains within the group. It has interrupted a 
process that was slowly making Cubans 
more like other Latinos. It has not filled the 
vacuum of leadership that has affected the 
group since the death in 1997 of Jorge Mas 
Canosa, the powerful leader of the CANF. 
And the Cuban exiles’ unity has been 
bought at the price of deepening divisions 
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sending Elian back is its 
combination of political 
calculation and popular re- 
ligiosity. Cuban-American 
politicians parade Elian on 
television as a symbol of 
their influence and unflag- 
ging opposition to Castro. 
At the same time, the house 
opposite his relatives in Lit- 
tle Havana shows a huge 
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ents in Cuba and Miami. 

This suggests some- 
thing almost feverish in the 
reaction to the controversy. 
The Cubans are reacting 
like a group under siege— 
and with reason. Their ex- 
ceptionalism is being 
eroded both from outside, 
and, from within. 

For the first time in 
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picture of the child in the 
sea, grasping an inner tube, surrounded by 
porpoises protecting him from the terrors of 
the deep, with the Virgin Mary behind him 
and the hand of God stretching down in pro- 
tection. The Madonna has appeared on the 
walls of a nearby bank and on the mirror of 
the Gonzalez family home. Cubans call him 
“a little miracle”, compare him to Moses in 
the bulrushes and routinely give him the 
prefix niño (like the Christ child). He has 
even become a religious symbol for the fol- 
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Dead men walking 
John McCain and Bill Bradley, who have 
| both withdrawn from the presidential 
race, garnered double-digit tallies in this 
week’s primaries in Pennsylvania and Wis- 
| consin. Alan Keyes, whois still running, got 
10% of the vote in Wisconsin. 

| wrx 

| Surprising regret of the week 

“We can't be as spontaneous any more.” 

| The notoriously preprogrammed Bush 
| campaign complaining about the new se- 
| cret-service detail, New York Daily News, 
| April and 
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Double-think of the week 
| George W. Bush said that “all of us need to 
encourage people to fill out the census” be- 
fore going on to say that he could under- 
stand why some people “don’t want to give 
all that information to the government” 
and that “if I had the long form f'm not sure 
I'd want to, either.” (He got the short one.) 











years, the CANF’s near-mo- 
nopoly on policy towards Cuba is being 
challenged. Business groups—the us Cham- 
ber of Commerce and the American Farm 
Bureau—have begun to lobby to lift the em- 
bargo. Mr Moreira speaks for many when he 
says that “in this administration, an unusu- 
ally large number of people want to change 
policy, especially in the National Security 
Council.” 

Cuban Americans have begun to suffer a 
series of small but unaccustomed defeats. In 






February, American companies held a trade 
fair in Havana, the first such event for 40 
years. Cuban musicians regularly tour the 
United States, which is bad enough, but they 
even play in Miami, challenging the Cuban 
Americans in their own backyard. Worst of 
all, Cuban Americans were not able to get 
Congress to pass a law granting Elian Gon- 
zalez citizenship. Since the immigration ser- 
vice has won an important victory in the 
courts--which confirmed its jurisdiction 
over the child—this leaves Miami’s Cubans 
with no formal legal means of keeping the 
child. Indeed, as The Economist went to 
press, the boy’s father was on his way to Mi- 
ami tocollect him. 

But the bigger challenge is coming from 
within, For years, the Cubans were defined 
and led by the original exiles, 260,000 of 
whom left in 1959-62. In the 1970s, they were 
more than three-quarters of the Hispanic 
community in Miami. But like any other 
groups, their distinctiveness is being eroded. 

Partly because they came from relatively 
rich households themselves, many second- 
generation Cubans went to.university away 
from Miami. These “Yucas” (young up- 
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Sleep-over of the week 
Tom Ridge edged ahead in the Republican 
vice-presidential stakes. Mr Bush slept at 
the Pennsylvania governors home on a 
campaign visit. He chose to stay in hotels 
during visits to Wisconsin (governor: 
Tommy Thompson) and New Jersey 
(Christine Todd Whitman). 

kek 
Endorsement of the week 
“I grew up in a family that voted Republi- 
can. But for years I've voted with the 
Democratic Party. | would probably go 
with Gore.” 
Erin Brockovich, New York Times, April 
sth 

ke 
Book of the week 
“Earth in the Balance”, by Al Gore. Sam 
Wyly, the Texas financier who spent $2.5m 
on a vicious ad campaign attacking John 
McCain’s environmental record, cited the 
tome when he confessed his unexpected 
admiration for the vice-president. Mean- 
while, Mr Bush said that Mr Gore “is prob- 
ably going to have to explain what he 
meant by some of the things in his book.” 
Mr Bush for one would be grateful for the 
explanation: he has not read the soon-to- 
be-republished tract. 

wk 
Surprising thanks of the week 
Mr Bush thanked Kansas for his victory in 
the primary on April 4th. Unfortunately, 
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Kansas is not holding a primary. 
National Journal’s Hotline, April sth 

khk 
Cynical advice of the week 
“Women consistently respond to the 
phrase ‘for the children’ regardless of the 
context.” 
Frank Luntz,a Republican pollster 

wtw 
Donor fatigue 
Governor and Mrs Bush gave $334,000 to 
charity in 1998. The Gores gave just $15,000, 
but that was 7% of their taxable income, 
while the Bushes’ donation was 2%. 
Associated Press, April 4th 
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wardly mobile Cuban Americans) and their 
children were foremost among those who 
said at first that Elian should return home. 

The bigger change in attitude, though, 
has come about through newer exiles. In the 
1980s, came the Mariel boatlift when Mr Cas- 
tro threw 125,000 people out of the country. 
In 1994, there was a flood of balseros (rafters) 
who came over to Miami in a flotilla of little 
boats. Most recently have come the lottery 
winners—those lucky enough to win one of 
the 20,000 visas a year allowed under Ameri- 
can law and distributed in Cuba by lot. 
These have breathed new blood into Mi- 
ami’s Cuban community, re-Cubanising the 
city after years in which their influence had 
been diluted by other Latino arrivals from 
Colombia and Nicaragua. 

But if they have increased the number of 
Cubans, the new groups have decreased the 
community’s distinctiveness. They are more 
like other migrants, individuals who left for 
economic reasons. They have family mem- 
bers lefton the island and remit more of their 
income back home (the original exiles got 
their families out). And they have fewer 
ideological axes to grind. A study by Florida 
International University found that 62% of 
those who left in the 1960s oppose any dia- 
logue with Mr Castro, but 74% of those who 
left in the 1990s do not oppose it (see charton 
previous page). Over 70% of those who left in 
1960-90 favour American military action to 
overthrow Mr Castro. That support drops 
below 50% among recent arrivals. 

Over time, and given dispassionate po- 
litical leadership, these trends should mod- 
erate the exceptionalism of the Cuban Amer- 
icans and turn Miami into what it almost is 
now—the capital of Latin America. But for 
the moment the Elian affair has frozen the 
city as a Cuban enclave. Miami recently lost 
bids to host both the Pan-American games 
and the Latin Grammy awards because the 
city fathers would not allow Cuban athletes 
or musicians to appear. At the moment, the 
leaders care much less about this than about 
their 6-year-old symbol of resistance to Mr 
Castro. But in the long run, if Miami is tocon- 
tinue to thrive, the moderate voices now be- 
ing drowned out will have to be heard. 





Affirmative action in California 


Passed 


LOS ANGELES 


HEN the University of California 

(uc), America’s largest public univer- 
sity, decided in 1995 to abandon its practice 
of favouring the admissions applications of 
various racial minorities, many leftish aca- 
demics wailed. Without such assistance, 
they feared, the number of blacks and His- 
panics graduating from university, already 
low in comparison to their presence in the 
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California dreaming 


population at large, would plummet. 

Was that view correct? Figures published 
by the university admissions office on April 
3rd suggest not. Of the 41,790 Californians 
admitted by uc for the academic year that 
will startin September, 17.6% came from “un- 
derrepresented groups”—American Indi- 
ans, blacks and Hispanics—up from their 
16.9% of the admission for 1999 and 16.7% in 
1998, although still less than the 18.8% of the 
total they made up in 1997, the last year be- 
fore racial preferences were eliminated. 

The drop in their share of total admis- 
sions has been made up largely by Asian 
Americans (another minority, though not 
one formerly favoured by affirmative ac- 
tion). Among Californian admissions for 
2000, Asian Americans make up 34.2% of the 
total, compared with 33.2% in 1997. The pro- 
portion of applicants who decline to state 
their race—usually Asian or white—has also 
risen, from 5.1% in 1997 to 8.1%. 

Those who still want affirmative action 
point to how the figures break down be- 
tween uc’s eight different campuses. At 
Berkeley, the most distinguished university, 
only 43 of the 7,107 admission offers went to 
black applicants, and overall admissions of 
underrepresented minorities were just 16.4% 
of the total, compared with 25.3% in 1997. The 
Los Angeles and San Diego campuses also 
saw black and Hispanic admissions well 
down on those of affirmative-action days. 
Yet on all three elite campuses, the admis- 
sions figures for blacks and Hispanics are up 
on 1999. 

Just as the bilingual school-teaching 
which California did away with in 1997 ob- 
scured more fundamental problems over 
achieving literacy in any language, affirma- 
tive action channelled good motives down a 
false path. Removing it clears the way for the 
real work of getting to grips with the causes 
of the underrepresentation of blacks and 
Hispanics in higher education. Public educa- 
tion is indeed at fault, but not at the univer- 
sity level. 


Underachievement starts early, in 


UNITED STATES 


dreadful schools that do 
nothing to equip children to 
get to the point at which 
they can read or write prop- 
erly, let alone become capa- 
ble of winninga place at uni- 
versity. Ethnic groups who 
live disproportionately in 
areas where the schools are 
worst suffer most. 
Administrators at uc 
now spend $250m a year on 
efforts to increase the num- 
ber of qualified minority 
students who apply. Some 
of these efforts, such as writ- 
ing personally to promising 
high-school students and 
urging them to apply, have 
probably contributed to the 
climbing minority-admissions figures. Real 
reform, however, is surely the responsibility 
of the states’ politicians. That will be a fight 
far fiercer than the rumpus over affirmative 
action five years ago. 
3 ba 





The Ku Klux Klan 
Still riding, with 
a bigger banner 


FORREST CITY, ARKANSAS 


Mo than a century after their orga- 
nisation was founded, members of 


the Ku Klux Klan still gather on Saturday af- 
ternoons in various parts of the South, 
preaching their message of white pride. 
Wearing white robes and hoods, a small 
group of men stand on an abandoned park- 
ing lot near the St Francis county courthouse 
here in Forrest City, screaming out their view 
of the world. Only a railway track and a col- 
lection of policemen with guns on their hips 
separate them from their target, a bunch of 
blacks who hurl back counter-abuse. A few, 
having used particularly strong language, are 
taken into custody. As one sheriff's deputy 
says of the Klan’s rally, it’s like waving a red 
flag in frontofa bull. 

His fellow deputies, along with local and 
state policemen, outnumber the watching 
journalists. A few men in overalls sit on a 
wooden bench on the lawn of the court- 
house, listening to the Klan’s rambling mes- 
sage. A woman and her twochildren walk as 
close as they can to the Klansmen, until the 
police tell them that they cannot cross an 
imaginary line which segregates the Klan 
from the rest of the townsfolk. The woman 
snaps a photograph before tuming away. 
Blacks, mouths agape, hold their children’s 
hands and try to explain the purpose of 
these men in robes. Many are angry that such 
a thing is allowed in Forrest City. 

What few of them realise is that the 
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Trash collectors 


founders of Forrest City, a small, poor farm- 
ing town most of whose people are now 
blacks, named it in honour of Nathan Bed- 
ford Forrest, the father of the Ku Klux Klan. 
That was back in the late 19th century, when 
the Klan was trying to reassert the identity of 
the South after its defeat in the Civil War of 
1861-65. Perhaps those who demonstrate 
against the Confederate flag that still flutters 
across the South should also protest about 
the name of this east Arkansas town. 

Half a century or so ago, the Klan was re- 
membered for its nocturnal cross burnings, 
its bombing of black churches, its occasional 


Urban boosterism 


Ashes to silicon 


PHOENIX, ARIZONA 


Like virtually every other big city in 
becoming a dot.com citadel. Is that a 


O DRIVE or fly across the mountains 

and deserts of America’s arid south-west 
is to be reminded that the earth is a planet. 
Their windswept grandeur seems to render 
the human scale irrelevant. Yet this baked, 
rocky land is attracting people faster than 
any other part of America. Nevada and Ari- 
zona are the states with the fastest-growing 
populations in America; Las Vegas and 
Phoenix are its fastest-growing big cities. 

Ask say the clerks at UsAA, an insurance 
firm that is building a new operations centre 
which will eventually employ 15,000 people 
to the north of the city, why they are among 
the 60,000 people moving into greater Phoe- 
nix each year. Those mountains figure large 
in Phoenicians’ views of what makes their 
city special. “Quality of life”, which they cite 
again and again as the appeal of the city, 
means access to the pleasures of the out- 
doors, by mountain bike, four-wheel-drive 
wagon, or snowboard. 

Maintaining that quality of life, while 
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murders. Now, in a new cen- 
tury, it has picked up the 
trappings of modernity. It 
has an Internet address for 
the “Invisible Empire”. It 
puts out propaganda against 
the return of Elian Gonzalez 
to Cuba, and a rich selection 
of attacks on the govern- 
ment, as well as the racialism 
it spouts through bullhorns. 
It leaves its rallies in mini- 
buses, not on horseback. 

Chester Quarles, a pro- 
fessor at the University of 
Mississippi, says the Klan 
has transformed itself in re- 
cent years. To be sure, its na- 
tional headquarters is in 
Harrison, up in the Ozark 
Mountains, a part of Arkansas from which 
blacks vanished almost entirely in the early 
1900s, and to which few have returned. But 
Klansmen, he says, are no longer transfixed 
by the single issue of race. 

They have also enlisted themselves in 
the campaign against powerful government, 
especially the government in Washington, 
pce. They are flexible in their operations: one 
weekend a member may wear the hood of a 
Klansman, the next the insignia of the 
(equally racialist) Aryan Nations. Or, quite 
often, they will gather for a “meet and eat” 
pot-luck meal, tochat about politics and reli- 


the new west, Phoenix now dreams of 
realistic goal? 


continuing to attract the firms that will pro- 
vide the jobs to sustain population growth at 
almost three times the national rate, is a bal- 
ancing act. Ever since air-conditioning came 
in after the second world war, allowing the 
city’s population to rise from 50,000 then to 
today’s 2.95m, Phoenix has steadily eaten its 
way across the floor of the valley in which it 
sits. Now the mountains are sometimes 
dimmed by smog, and the roads that lead to 
them are clogged with traffic. 

Things may come to a head in Novem- 
ber with a ballot initiative, put forward by 
the Sierra Club, an environmental group, to 
ban any new building in a ring around the 
city. Worried, the state’s governor, Jane Hull, 
and local businesses have set up a “growing 
smarter” commission to tackle the issue of 
sprawl. But the debate is increasingly turning 
to what sort of businesses the city wants. 

Phoenix's core business has been prop- 
erty—putting up buildings and praying peo- 
ple and companies want to use them. Since 





gion on a Sunday evening. If you knew the 
addresses of Klansmen, Mr Quarles reckons, 
you would find quite a few who are the 
neighbours of liberal suburbanites. 

The Klan says that its aim is to build a 
“nationwide grass-roots movement of white 
Christian men, women and children who 
support a return of white Christians to gov- 
ernment”. Its platform is not unlike that of 
far-right Christian conservatives—an insis- 
tence that America was founded as a Chris- 
tian nation, a call for America’s withdrawal 
from the North American Free Trade Agree- 
ment and the World Trade Organisation, the 
military sealing of America’s borders against 
illegal immigrants, the end of anti-gun laws, 
drug tests for people on welfare. It has even 
embraced environmentalism, supporting 
events like Earth day by sending out its un- 
wanted troops toclean up litter and soon. 

Yet, even as the Klan extends its agenda, 
it still evokes deep-seated images of mid- 
night rides and the shouting of hatred. The 
Klansmen at the rally in Forrest City said that 
they just wanted to exercise their First 
Amendment right, to say what they thought 
about immigration, taxes—and keeping mi- 
norities in their place. They did so for more 
than an hour. Then, after putting their Con- 
federate flags and white hoods in their vans, 
they drove away. Blacks jotted down licence- 
plate numbers on scraps of paper. The after- 
noon air felt sultrier than ever, and the po- 
liceman said a long night loomed ahead. 





Phoenician civilisation 


the early 1990s, there has been a slightly more 
organised attempt to build clusters—first 
aerospace, then tourism and optics. But, 
somewhat inevitably, attention is focusing 
on the Internet. In part this is just the desire of 
a slightly gauche place to appear hip. But an 
industry that doesn’t need too much space, 
and brings in a lot of money and not too 
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With accelerating globalisation and liberalisation of markets, organisations are under the pressures of high performance. 
Most general managers know that strategy is 10 % inspiration and 90% the hard work of implementation and change through people. 


Human capital - your company's brain power - must increase its return on investment. No matter what size your company, 


Creating High Performing Organisations, 
Managing Cross-Cultural Teams 


INSEAD offers two insightful programmes designed specially to help you manage people better. 


Management 
of People 





INSEAD's Management of People programme, oriented 


towards general managers and senior human resource executives 





focuses on: 

è gaining competitive advantage through human resource management, 
and the alignment of strategy and people; 

® the challenges of building global teamwork in organisations facing 
global / local pressures; 

© leading edge research and trends on leadership, management of change, 

ig els i y : 

and human resource management; 


e sharing and exchange via Interest Groups. 
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Managerial Skills for 
International Business 


20 A ugust- 1 September 2000 


If your company is struggling with the international nature 
of doing business in a global economy, Managerial Skills 
for International Business can help senior executives 
address some key issues: 

è promoting individual adaptability; 

s enhancing cross-cultural management skills; 

° understanding international teamwork; 


e tackling global organisation management. 





Professor Paul Evans directs both programmes with a diverse team of senior INSEAD 
faculty. His research and experience have helped companies around the world handle 


the paradoxes and challenges of organisational management in a multinational contest. 
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Jack E., oh 


BOSTON 


VEN in an age of negative politics, there 

is something a little extraordinary, even 
admirable, about Jack E. Robinson 11's run 
for the Senate seat that comes up for elec- 
tion in Massachusetts this year. Only a few 
candidates have slid downwards so 
quickly in popular estimation. And none 
has fought a bad press in Mr Robinson's re- 
markable way: by first revealing even more 
of his own flaws,and now demanding that 
his notoriously inhibited opponent does 
the same. 

Few local Republicans wanted to chal- 
lenge Ted Kennedy’s 38 years in office and 
his $3.6m war chest. So, when Mr Robinson 
appeared out of nowhere in March, the 
party adopted him quickly. A black con- 
servative whose father ranked high in the 


National Association for the Ad- 
vancement of Coloured People, 
Mr Robinson holds degrees from 
Harvard and Brown universities, 
worked as an airline executive 
and had $ım of his own to 
spend. He looked fine. The Re- 
publican governor, Paul Cel- 
lucci, swiftly endorsed him. 
Then came the accusations. 
In 1985, policemen found a mar- 
tial-arts weapon in Mr Robin- 
son’s jacket pocket; he says a 
stranger must have put it there. 
In 1995, a federal judge said he 
had violated copyright laws in a 
book; Mr Robinson says he only 
meant to add historical context. 
In a 1998 restraining order, a for- 
mer girlfriend alleged that he 
had forced her to have sex. And 





another woman told the Boston Globe that 
on a 1996 date he lathered her with so 
many unwanted kisses that she called him 
“Jack the Tongue”. He denied both stories. 

Then Mr Robinson issued the highly 
unusual nine-page document he calls the 
“Robinson Report’. In conversational 
prose, it outlines every skeleton remaining 
in his closet, along with explanations, de- 
fences and apologies. Headings include 
“Motor Vehicle Incident #1,” “Motor Vehi- 
cle Incident #2,” “Copyright Case” and 
“Bar Exam”. (He failed it twice in New York 
and Texas, he concedes. “But then again, I 
didn’t really study for them either.”) 

Mr Robinson says he started preparing 
the report months before he announced 
his candidacy, so that he could get the un- 





“Didn’t we drive into each other once?” 


pleasant side of things out of the way be- 
fore diving into the real issues. But, by the 
time it was released, there was so much talk 
of sin that nobody was interested in sub- 
stance. Things did not improve when Mr 
Robinson got into another car accident, 
and was accused of trying to escape from 
the scene. “Boy, everything is happening to 
me,” he said. “Cellucci is withdrawing his 
support, and people are sliding across the 
highway at me.” 

Now Mr Robinson has replaced self- 
pity and openness with defiance and (by 
his standards) secrecy. He is even more in- 
tent on running now, he says, so that hecan 
change the way campaigns operate: “What 
I've gone through the last two weeks, no- 
body else should have to go through,” he 
says. “I don’t think it should be the goal to 
tear down the other opponent, or to hold 
up the opponent for ridicule.” He intends 
to stay clear of Mr Kennedy’s (arguably far 


greater) personal failings—but 
he is not going to discuss hisown 
problems until the senator is 
willing to do the same. “No more 
double standards, no more uni- 
lateral disarmament,” he an- 
nounced on April 3rd. 

Mr Robinson has a point. 
Even the parts of the local press 
that are not slavishly loyal to Mr 
Kennedy have long since given 
up asking him about Chappa- 
quiddick, where that lady 
drowned. Venting their frustra- 
tion on Mr Robinson has been 
cheap and easy. It would be sad 
if a politician got punished for 
telling more than he needed to 
tell. We wish Mr Robinson 
well—though he should proba- 
bly let somebody else drive. 








many people, also seems like a good pros- 
pect for a city that wants to slow down a bit. 

According to the Arizona Software and 
Internet Association, the number of Internet 
jobs in the region is growing 13% a year. 
Tempe, a Phoenix suburb that is home to Ari- 
zona State University, a few trendy cafés and 
a new wireless network, is the centre. Drew 
Cohen brought his web firm, NeoPlanet, to 
Tempe from Silicon Valley after his interest 
wasexcited by a local programmer whom he 
wanted to hire, but who wouldn't leave. Mr 
Cohen realised that office space was half the 
cost of the Bay Area. 

Is that enough? Alan Hald, another 
Tempe-based entrepreneur and co-chair- 
man of the Arizona Partnership for the New 
Economy, points out that Phoenix lacks the 
venture capital that brings the whirr to other 
high-tech hubs, such as Austin, Los Angeles 
and New York. Tom Graunke, the chief exec- 
utive of KnowledgeNet, boasts that 90% of 
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his 250 staff are from around Phoenix; but he 
had to bring his capital with him from Sili- 
con Valley. Smart money in Phoenix still 
tends to go into property deals. 

Another problem is education. One Intel 
boss notes that Arizona is a good place to 
build a new chip manufacturing plant, but 
the technical skill available in the workforce 
is not yet enough to make it tempting to 
move Intel’s design centre out of California. 
Phoenix's universities are doing well, and its 
community colleges, which provide two- 
year technical courses that are the vital 
boost for lifting unskilled immigrants into 
higher job brackets, are the country’s best. Its 
schools, though, are weak. 

Phoenix has thrived because it has been 
for the rest of America what America is for 
the world: a magnet for ambitious and rest- 
less people. Phoenix has overcome weak- 
nesses in its own education system by using 
talent nurtured elsewhere. Although the av- 


erage educational level of native Arizonans 
is lower than in the country as a whole, that 
of immigrants to the state is higher. But to 
keep attracting the ever more educated 
workers that the new economy requires will 
mean maintaining that “quality of life” so 
prized by Phoenicians. 

That switches the debate back to the 
smog and traffic. But another factor could be 
just as important for growing smartly: char- 
acter. Look at many of Phoenix’s rivals, 
where there is slightly more to do in the eve- 
ning than listen to the air-conditioning or 
discuss the next subdivision. Dot.com peo- 
ple certainly seem to like mountain biking, 
but the knowledge economy needs more 
than purely physical exertion. 

On the other hand, there is no reason to 
give up hope. Downtown Phoenix is getting 
alittle jazzier. And nobody thought that Palo 
Alto was that exciting 20 years ago. 

a s 
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Rudy don’t care 


66 QT down. Shut up,” barks Rudolph Giuliani, shoving towards 

an elderly man who has asked him if he has a bad temper. it 
is supposed to be a jokey tribute to Senator John McCain, who has 
come to help the mayor on a campaign trip to Long Island to boost 
his Senate bid. During his presidential campaign, Mr McCain had 
cleverly deflected questions about his own bad temper by saying 
that they made him “really mad”. Done with Mr McCain’s sly 
chuckle, it worked a treat. Done by Mr Giuliani, it makes even a 


- sympathetic Republican audience jump before laughing. 


In.an age when politicians seem able to “emote” anything, Mr 
Giuliani is a gloriously feeble actor. Assuming, that is, that Hiz- 
zoner even bothers to try—which he usually does not. Make a few 
sympathetic comments about un- 
armed men killed by policemen? Not 
on your nelly. Accept New York's in- 
convenient city charter? See you in 
court, Mister. Keep financing a mu- 
seum that has annoyed. you? Fuged- 
dabahdit. A few routine courtesies to 
your opponent? Whodya think you 
are, lady? The boy wholiked being the 
only Yankees’ fan ona Dodgers-rid- 
den block in Brooklyn does not care. 

Mr Gtuliani’s refusal to compro- 
mise—particularly over the shoot- 
ings—is widely seen as the reason why 
Hillary Clinton has now drawn level 
in the Senate race. Bill Clinton has 
weighed in with some talk about the 
mayor being a reactionary; the word 
“fascist” is bandied around Green- 
wich Village. Talk has resurfaced 
about Rick Lazio, a conservative Con- 
gressman, challenging Mr Giuliani for 
the Republican nomination. 

Enlisting the support of Mr 
McCain is a clever attempt to turn the 
tide, on several levels. Although he lost 
New York’s Republican primary to George W. Bush (whom Mr 
Giuliani endorsed), the Arizona senator picked up plenty of 
Democratic support—and Democrats outnumber Republicans in 
New York. Far from being a reactionary, Mr Giuliani belongs to the 
liberal wing of his party; indeed, unlike Mr McCain, he does not 
oppose abortion. 

The deeper wisdom in bringing in Mr McCain is that he is a 
glass through which New York’s sceptical voters can see Mr Giu- 
liani’s considerable virtues more clearly. According to this view, 
there are broadly speaking two sorts of politician. The first, typified 
by the Clintons, takes an ever-flexible “feel your pain” approach 
to issues, guided by opinion polls rather than principle. The sec- 
ond, rarer, sort has strongly held opinions and speaks them aloud, 
however unwelcome they may be to voters. Margaret Thatcher 
comes to mind. So does Mr McCain. And so does Mr Giuliani. 

If voters bothered to focus on anything so irrelevant as 
achievements, then Mr Giuliani should win by a landslide. When 
he was elected mayor in 1993, New York city was veering towards a 
state of ungovernability. Now its economy is booming and crime 
has been cutto levels thatonce seemed unimaginable. New York is 
now one of the safest large cities in America. Its streets are cleaner 
and less cluttered with aggressive beggars. Times Square has re- 
vived, and the sex shops and hookers have been driven, if not out 
of business, at least to somewhere less visible. The failure of New 





| 
i 
York’s schools, if not yet solved, is no longer shrugged off. | 

As with Mrs Thatcher, another person famed neither for her | 
sense of humour nor for her compassion, there is a debate about | 
how much of this change is really Mr Giuliani’s doing, Other fac- | 
tors include a strong American economy, fewer young New York- | 
erson the streets and William Bratton, the mayor’s innovative first 
police commissioner. But without Mr Giuliani's bloody-minded | 
leadership in the teeth of frequently intense opposition, the | 
change would have been nowhere near as dramatic. | 

But do the talents that served him well in New York city now | 
equip him for the Senate? There is an understandable question- | 
mark over Mr Giuliani’s ability to work with others, Mrs Clinton | 
loses no opportunity to argue that his | 
“autocratic style” wouldbedisastrous | 
in Washington, pc: “My way or no | 
way is not real leadership,” she says(a | 
comment a lot of people around the | 
White House will find particularly 
hard to stomach). | 

There are two responses to this. | 
First, Mr Giuliani is a better diplomat | 
than you might expect: he has ham- 
mered out deals—albeit grudging 
ones—with unions, Democrats on the 
city council and even his béte noire, 
the Republican governor, George Pa- 
taki. But the second and stronger ar- 
gument for Mr Giuliani, made force- 
fully by Mr McCain, is that toughness 
is what the Senate needs: he would 
have on America “the same kind of 
profound effect as he had on the city 
of New York”, and would be a great 
ally for campaign-finance reform. 
“Sometimes we need tough guys 
around Washington, pc, to get tough 
jobs done.” 

There are all sorts of ways in 
which you can knock this idea. On a personal level, a man who 
mistakes a sneer for an interview is never going to have the rapport 
with the press that Mr McCain had. (When Mr McCain christened 
Mr Giuliani's battle-bus the “Straight Talk Junior Express”, one 
hack quickly renamed it the “Hate Talk Express”.) Mr Giuliani, 
having accepted “soft money”, is also a flawed advocate for cam- 
paign-finance reform. A few of his schemes~-such as a new base- 
ball stadium for the Yankees—are mistaken. On international is- 
sues, Mrs Clinton can trounce a man who sometimes appears to 
think that foreign policy means New Jersey. There is even a fear 
that his role-madels are bad ones: Britons eventually tired of Mar- 
garet Thatcher’s absolutism; Mr McCain’s attack on-the religious 
right was electorally insane. 

Yet, if statesmanship means anything, it should be a refusal to 
pander. Even on the issue of the police shootings, MrGiulianihasa 
legitimate point (a multiracial jury recently acquitted four police- 
men whom Mrs Clinton had deemed to be murderers). That does 
not excuse the stunningly insensitive way in which the mayor has 
generally advanced his case. But then, with Mr Giuliani; the con- | 
tent has usually been more meaningful than the delivery. Askedto | 
say what he thought Mr Giuliani should do, Mr McCain replied: | 
“Run on his record.” The race will turn on whether voters want | 
somebody to feel their pain, or to start changing things. In the | 
meantime, sit down and shut up: I'm talkingto you, lady... 
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Dealing with Colombia's 


death-squads 


MEDELLIN 


Right-wing paramilitary groups have stepped up their murderous violence in 
Colombia. But they say they want to talk peace 


LRETIRO, a small town in 
the hills close to Medellin, 
was long a stronghold of the 
National Liberation Army 
(ELN), the smaller of Colom- 
bia’s two left-wing guerrilla 
movements. But last montha 
group of guerrillas turned up 
at the farmhouse of a popu- 
lar local doctor, to kidnap 
him for ransom. He was not 
there, so they took his daugh- 
ter and son-in-law. The ensu- 
ing public outcry was the cue 
for another group of gunmen 
to take charge in El Retiro, the 
right-wing paramilitaries of 
the United  Self-Defence 
Forces of Colombia (auc). 
Some residents are 








happy. “Customers used to 
be afraid to come here, but 
thathasallchanged,” said the owner ofa fur- 
niture shop, gesturing towards the bulky 
men in civilian clothes wandering around 
the town square. Others are scared, such as a 
smallholder who has received a request for 
“a security contribution” that he cannot pay. 

Violence by right-wing paramilitary 
death-squads has exploded over the past 
year. The auc claims to be present in 550 
municipalities, or roughly half the total. 
Whether they are invited in, as at El Retiro, or 
attack a town, the paramilitaries’ incursions 
follow a set pattern: having calculated how 
many men they will need to “clean” an area 
of guerrillas, they divide the costs between 
local landowners and businesses. Once con- 
trol is achieved, the auc’s shock troops 
move on, leaving behind others who de- 
mand regular payments. 

Their “cleansing” often involves deliber- 
ately gruesome massacres of civilians ac- 
cused of sympathising with the guerrillas, as 
a means of intimidating the remainder into 
switching their allegiance. Last year, the Auc 
killed 902 people in 155 such incidents. In 
February, some 300 paramilitaries, led by de- 
serters from the guerrillas, murdered 28 peo- 
pleat El Salado, in Bolivar province. They tor- 
tured many of the victims at the town's 
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The pursuit of politics by atrocious means 


basketball court before beheading them. 

The paramilitaries’ origins lie in dispa- 
rate vigilante militias set up over decades, 
first by the army and later by rural landown- 
ers and drug traffickers, as a means of com- 
bating the guerrillas. These groups were uni- 
fied in the auc in 1997, under the command 
of Carlos Castaño, a warlord from the north- 
ern province of Cordoba. But over 


der an agreement with the imr. 

Despite all these problems, the peace ef- 
fort has gained some momentum. That is 
causing many Colombian political forces to 
change their tactics, including the paramili- 
taries. To press a claim for inclusion in the 
talks, Mr Castaño gave a long television in- 
terview last month in which for the first time 
he faced the camera, dressed in slacks, highly 
polished shoes and a tie. He followed this by 
sending a letter to Mr Pas- 
trana, in which he offered to 
withdraw his gunmen froma 
stretch of southern Bolivar 
province, to allow proposed 
peace talks with the ELN to 
take place there (though 
these talks have not yet been 
agreed). He also offered to re- 
duce the aAuc’s operations 
elsewhere, if the guerrillas 
did the same. 

The auc’s demand to be 
included in the search for 
peace has some powerful 
backers. Some are its political 
allies, such as the banana 
growers in the northern re- 
gion of Uraba, who have long 
relied on the paramilitaries to 
fend off the farc. Others, 
such as the prosecutor-gen- 
eral, Jaime Bernal, are not. An 
opinion poll taken after Mr Castano’s televi- 
sion interview showed that 72% believed the 
government should include the auc in 
peace talks. 

But its inclusion is anathema to many 
Colombians, not least the guerrillas. The 
FARC sees the auc as “an extension of the 
army”, while the ELN says it does not talk to 
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Caribbean 


Colombia's northern plains to strike 
in other areas (see map). 

For President Andres Pastrana, 
this paramilitary surge comes on top 
of many other problems: peace talks 
with the rarc, the main guerrilla 
group, are moving slowly amid con- 
tinuing violence and public scepti- 
cism. The economy is struggling to | 
shake off a deep recession. And on 
April sth Mr Pastrana proposed a ref- | 
erendum, to be held in June, on shut- | 





ting down Congress and replacing it 
with a slimmer body. This proposal 
is aimed at assuaging public outrage 
over political corruption and may 
help peace, but it may also slow ap- 
proval of fiscal reforms required un- 
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“common criminals”. Under pressure from 
human-rights groups, Mr Pastrana’s govem- 
ment has pledged to break the links between 
the armed forces and the paramilitaries. But 
many local army commanders are at least 
turning a blind eye to the auc. “Paramilitary 
forces find a ready support base within the 
military and police, as well as local civilian 
elites in many areas,” the United States’ State 
Department reported in February. 

Some political analysts argue that the 
paramilitary forces are merely the creatures 
of their backers, such as rural landowners 
who want to use the Auc’s entry to the talks 
as a means of blocking concessions to the 
FARC On land reform. But a source in close 
contact with the auc claims that it has be- 
come more independent, and more central- 
ised, under Mr Castafio’s command. Land- 
owners, pinched by recession, are defaulting 
on their “security” payments to the auc. 
Drug money now makes up 70% of its reve- 
nues, Mr Castano himself admitted. In this 
view, Mr Castano is becoming worried that 
he may be left out of any settlement, with no 
amnesty, and that the auc will be left as the 
only target of an army that was once its ally. 

The auc has begun to mix terror with an 
effort to build a grassroots political organisa- 
tion in the areas it controls. In February, the 
paramilitaries appeared to be behind de- 
monstrations by thousands of peasant 
farmers against the proposed ELN haven in 
Bolivar. Some analysts expect the Auc’s next 
step to be a more concerted effort to seek po- 
litical power in local and national elections. 

All of this poses some excruciating di- 
lemmas for the government. Officials say 
that at some stage they will indeed have tosit 
down with the paramilitary groups. But that 
may make it hard for the government to 
keepits promise to prosecute those responsi- 
ble for atrocities. “Crimes against humanity 
cannot be excused, but we are going to have 
to balance this with the need for peace in Co- 
lombia,” says Gustavo Bell, Mr Pastrana’s 
vice-president, “We may have to make a deal 
that the international community will not 
like. Not peace at any cost, but at a cost.” Per- 
haps so, though that risks creating new pro- 
blems, even as it solves old ones. 

—_ h m 


Peru 
Under 
observation 


UMA 


OR all the ills of Latin America’s democ- 

racy, it is a sign of how far the region has 
come in the past two decades that the legiti- 
macy of election results is nowadays rarely 
in serious question. Mexico has been an ex- 
ception, but its presidential election in July is 
widely expected to be its cleanest ever. That 
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makes Peru's vote this Sunday 
especially troubling. 

“Irreparably damaged” is 
the verdict on the Peruvian 
contest of one group of inter- 
national observers, including 
some from ex-President 
Jimmy Carter’s centre in At- 
lanta. Even the Organisation 
of American States, which has 
a hard-earned reputation for 
limp-wristedness when it 
comes to election monitoring, said this week 
that the process had “defects”. But, added 
Eduardo Stein, the head of the oAs mission, it 
is “viable”, because, as he rightly noted, op- 
position candidates insist on running and 
most Peruvians appear to want to vote. 

Peru’s president, Alberto Fujimori, is 
seeking a constitutionally questionable third 
term in office. He once looked set for an easy 
victory. But he has faced an unexpectedly 
strong challenge from Alejandro Toledo, an 
economist of Andean Indian descent. That 
has increased the opposition’s fears that Mr 
Fujimori’s people will resort to fraud to se- 
cure the absolute majority of valid votes (ex- 
cluding spoiled and blank ballots) needed to 
avoid a run-off. 

One of the accusations made by observ- 
ers is that Mr Fujimori’s supporters have 
used government resources, such as food aid 
and promises of housing plots, for their own 
ends. They have also, it is said, intimidated 
opposition candidates. Moreover, the me- 
dia’s coverage has been blatantly biased; the 
main television stations have not only 
slanted their news reports but they have also 
refused paid advertising from the opposi- 
tion. Such criticisms have forced a belated re- 
sponse: for the final four days of the cam- 
paign, four television stations have agreed to 
give ten minutes to each presidential candi- 
date, while the government is suspending 
blanket advertising of its social programmes. 

Too little, too late, says the opposition. 
Mr Stein agrees. He also notes that the integ- 
rity of the National Office of Electoral Proce- 
dure (onre), which is in charge of party reg- 
istration and counting the vote, has been 
tarnished. Last month, an onpe official was 
suspended over allegations that more than 
ım signatures had been forged to secure the 
registration of a pro-Fujimori party. This 
week new witnesses alleged that signatures 
for a second party in the president's alliance 
were also forged. 

Last-minute opinion polls suggest that, 
although support for Mr Toledo continues to 
surge, Mr Fujimori may be close to a first- 
round victory, as support for minor candi- 
dates shrivels. The votes that could tip the 
election the president's way are those in re- 
mote rural areas, where Mr Fujimori has in- 
vested heavily in social programmes. 

In such places, observers are unlikely to 
be on hand to scrutinise the vote and the 
count. Opponents fear fraud. Whether or 





not this in fact takes place, 
were the ONPE to announce 
that Mr Fujimori had won a 
narrow outright victory on 
Sunday, some foreign govern- 
ments might be uneasy. The 
Clinton administration has 
already endorsed the critical 
report of the Carter Centre. 
Four American senators, in- 
cluding Jesse Helms on the 
right and Patrick Leahy on the 
left, have introduced a motion in the Senate, 
giving warning that if the elections are not 
deemed to be free and fair the United States 
“will modify its political and economic rela- 
tions with Peru”. 

a —— = 


Brazil 


Pitta v Pitta 


SAO PAULO 


Fo THE past few weeks, the political life 
of South America’s largest city has resem- 
bled the kind of television soap opera at 
which Brazil excels. The role of villain has 
been played by Celso Pitta, Sao Paulo's 
mayor. His chief accuser has been his es- 
tranged wife, Nicea. Their quarrel may yet 
serve to finish the political career of one of 
Brazil's weightier conservative politicians. 

Last month, shortly after hearing that 
her husband had dined in Paris with a so- 
cialite, Mrs Pitta went to the media, accusing 
him of involvement in several frauds. Mr 
Pitta was briefly suspended from office by a 
court order but, claiming innocence, got the 
suspension overtumed by another judge. 
This week councillors began to discuss the 
mayor's possible impeachment. 

Not for the first time: last year Mr Pitta 
survived impeachment for alleged involve- 
ment in an extortion racket—by bribing 
councillors, his wife now claims. This time 
the police and prosecutors are investigating. 
Mr Pitta may appear doomed. But a docu- 
ment faxed anonymously to the prosecu- 
tors, listing councillors who were suppos- 
edly bribed to vote against impeachment 
last year, is rumoured to have come from Mr 
Pitta’s camp, to wam his wavering suppor- 
ters that, if he goes down, he will not go 
alone. The councillors may stall any im- 
peachment vote until after the municipal 
elections due in October, reckons Maria 
D'Alva Kinzo, of Sao Paulo University. 

This latest scandal may spell the end for 
the political machine built by Paulo Maluf, a 
conservative populist who was variously the 
city’s mayor and Sao Paulo’s state governor 
during Brazil’s military government of 1964- 
85. After failing to win Brazil’s presidency as 
the dictatorship’s nominee, Mr Maluf staged 
a comeback, first by winning election as Sao 
Paulo’s mayor and then, in 1996, by securing 
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victory for Mr Pitta, the accountant at his 
family firm and his handpicked successor. 

Mr Maluf has built his career on ostenta- 
tious public works, which have deflected ac- 
cusations of dishonesty (“He steals but gets 
things done,” his supporters once proudly 
claimed). He bequeathed Mr Pitta a bank- 
rupt treasury. The two have publicly fallen 
out. But they remain cronies, claim oppo- 
nents—among them Mrs Pitta, who has her- 
self been accused of benefiting from a pad- 
ded contract to supply the city government 
with frozen chicken (all above board, she 
said). Mr Maluf is expected to run in Octo- 
ber’selection, if only to use the free television 
time to rebut the allegations against him. 

But the scandals have already helped the 
two main opposition candidates, both 
women from the centre-left, whose opinion- 
poll ratings have been bolstered by Mrs 
Pitta's accusations. Marta Suplicy, a sexolo- 
gist from the moderate wing of the leftist 
Workers Party (pt), has consolidated her 
lead. Luiza Erundina, a former pt mayor 
now running for a socialist party, has 
pushed Mr Maluf into a distant third place. 
Mr Pitta’s own rating has slumped to zero. 

So has Brazil’s largest city at last had 
enough of Mr Maluf and his kind of politics? 
Mrs Suplicy says that voters now demand 
honesty above all else. Whoever is to blame, 
much. has certainly been stolen at city hall: 
just one of the many scams, in which rub- 
bish-collection firms bribed officials to pay 
them for doing nothing, is thought to have 
cost 717m reais ($417m) over the past five 
years. But there is little sign of things being 
done: the city’s schools, health services, 
housing and public transport are all in a 
mess. Mr Pitta’s main project, to cut conges- 
tion with a sort of souped-up trolleybus, has 
yet to get going. And the city’s mounting 
debts will make it hard for his successor to 
improve things. Sao Paulo’s municipal soap 
opera badly needs some fresh characters, 
and a happy ending. 


Welt aca etait tec 


El Salvador 
Dollars and 
debts 


SAN SALVADOR 


ILL El Salvador be the next Latin 
American country to adopt the dollar 
as its currency? Its conservative govern- 
ments have long been enthusiastic about a 
currency switch. Jose Luis Trigueros, the fin- 
ance minister, argues that dollarisation 
would boost economic growth, by eliminat- 
ing currency risk and thus allowing interest 
rates to fall. But opponents say dollarisation 
would help a small group of bankers, while 
hurting manufacturers and exporters, 
On paper, at least, El Salvador is a far 
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Haiti's downward spiral 


| 
| 
| 
| OBODY knows who sent the gun- 
| men who shot dead Jean Léopold 
| Dominique, Haiti's best-known radio 
| journalist, as he turned up for his moming 
| news broadcast on April 3rd. The director 
| and owner of Radio Haiti Inter, a fighter 
| for free speech under the dictatorship of 
Jean-Claude “Baby Doc” Duvalier, Mr 
Dominique was close to both President 
René Préval and Jean-Bertrand Aristide, 
Mr Préval’s predecessor and political god- 
| father. His acerbic views had made him 
| enemies across the political spectrum. Re- 
| cently, he had criticised supporters of Mr 
| Aristide for strong-arm tactics, 
His murder was only the latest, and 
| Most prominent, in a wave of violence 
| that seems to worsen with every post- 
| ponement of Haiti's long-overdue par- 
| liamentary and local elections. Because of 
| political deadlock between Mr Préval and 
| the opposition, there has been no legisla- 
| ture since January 1999,and hence very lit- 


i 
} 
tlegovernment; much foreign aidis frozen | 
until a budget can be passed. The mostre- | 
cent election date was March 19th. A few 
days before it, the electoral commission 
set a new date of April gth, but Mr Préval 
simply rejected it. | 
Mr Préval says there are logistical pro- | 
blems, but many suspect that the delays | 
are intentional. Under the constitution, if 
anew parliament is not installed by June 
12th, it must wait until January to start 
work. In December, Mr Aristide will again | 
run for,and probably win, the presidency. | 
If other elections are held at the same time, | 
his popular support will give his candi- | 
dates an advantage. | 
But since every postexcept Mr Préval’s | 
has lapsed, law and order are breaking 
down. The United States and the un have 
called for elections, however imperfect, | 
before the June deadline. Unless they | 
wield something stronger than words, | 
Haiti's descent into chaos willcontinue. | 





more promising candidate for dollarisation 
than, say, Ecuador, which recently adopted 
the greenback out of desperation with its 
own, sliding, currency. By contrast, El Salva- 
dor has maintained a fixed exchange rate for 
a decade. It has enough hard-currency re- 
serves to replace the local currency. And its 
economic ties with the United States have 
long been close. Not only does its giant 
neighbour take 60% of El Salvador’s exports, 
but the largest single source of hard currency 
is the $13 billion sent home annually by 
Salvadoreans who live there. 

After a promising spurt in the mid-1990s, 
El Salvador’s economic growth rate has since 
sagged. Farmers and manufacturers are 
struggling. But, until recently, bankers have 
been thriving. Although prices fell last year, 
bank lending rates are running at a stiff 15- 
22%. Such rates have encouraged El Salva- 
dor’s banks to borrow abroad, lending the 
funds on in local currency. Yet now the bo- 
nanza threatens to stop. The banks’ profits 
are falling, and their clients are struggling to 
pay their debts. The strongest 
five banks are now buying up 
the rest, and expanding their 
business into other Central 
American countries, 

The economic slowdown 
has led to calls to float the ex- 
change rate. That is favoured 
by exporters, including the 
clothing factories which set 
upin El Salvador a decade 
ago, attracted by tax 
breaks. They face stiff 
competition from 
similar maquiladora / F 


factories in Mexico and elsewhere in Central 
America. Dollarisation is also opposed by 
the emin, the left-wing party set up by for- 
mer guerrillas. It made gains in a parliamen- 
tary election last month, displacing the gov- 
eming right-wing arena as the largest party 
in Congress. 

But devaluation would be costly for the 
banks, whose hard-currency debts now 
stand at $500m. To their critics, the banks 
have enjoyed undue privileges. Though they 
are free to set interest rates, competition is 
limited. Foreign banks have been allowed 
unfettered access to El Salvador only since 
last year. The banks charge high fees for pro- 
cessing remittances, and pay a paltry 3-4%on 
most savings accounts. 

Several of the banks were privatised at 
the end of El Salvador's civil war of the 1980s, 
They were supposed to be sold to their em- 
ployees and the public, but in practice ended 
up in the hands of a small group of the coun- 
try’s richest families, members of ARENA. 

The banks’ close links with the 
authorities were underlined 
last year when the central 
bank's president of more than 
adecade left his post and soon 
joined the largest private 

bank. 

If it is to revive the econ- 
omy, the government may 
have todecide-either to dollar- 
ise or to devalue. If it chooses 
the dollar, the banks’ record 
means that its decision may 
be unpopular, at least among 
El Salvador’s producers. 
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Mugabe's last stand 
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Opposition to Zimbabwe's leader is gathering force 


GAINST a huge groundswell of dissatis- 
faction, President Robert Mugabe and 
his ZANU-PF party seem determined to sit 
tight, by whatever means they can. Democ- 
racy in Zimbabwe, after their 20-year rule, is 
now on aknife’s edge. An election, which Mr 
Mugabe says will be held next month, 
should decide whether parliament contin- 
ues to be exclusively controlled by ZANU-PF, 
or whether other parties can move up into a 
position of authority. But will that election 
be honest? Or will it even be held? 

The complaints against Mr Mugabe are 
multiple and swelling. To bolster flagging 
support among the rural poor, he encour- 
aged his supporters to invade white-owned 
farms. This short-term political tactic is caus- 
ing long-term economic damage to the coun- 
try’s crucial, and profitable, commercial 
farms. Even worse, it has strained race rela- 
tions and highlighted the government's dis- 
respect for the rule of law. 

Mr Mugabe has brazenly defied a High 
Court order to take action against the squat- 
ters. Laws are being broken, but he has or- 
dered the police to ignore the infractions. In 
addition, his government has putaside court 
rulings to release a report on the hunting 
down of Matabele dissidents in the early 
1980s, and has refused to take any action on 
evidence that its agents arrested and tor- 
tured two journalists a year ago. 

A policeman was shot dead this week 
while trying to arrest squatters who had 
badly beaten up the white owner of an occu- 
pied farm. In general, however, the police, 
once respected, have become a partisan 
force, often ignoring criminal acts commit- 
ted by government supporters. The govern- 
ment happily acquiesces. Its refusal to re- 
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spect its own laws is the most worrying 
aspect of the growing crisis. 

Lawlessness was all too evident on April 
ist when policemen stood by while peaceful 
demonstrators in Harare were violently at- 
tacked and beaten by Mr Mugabe’s suppor- 
ters. After the event, they left the violent ones 
alone, and instead arrested opposition sup- 
porters on spurious charges. Blaming the vic- 
tims, the government has charged the oppo- 
sition with creating anarchy. Some think this 
could be a prelude to imposing a state of 
emergency, and postponing the election. 

Economically, Zimbabwe is beset by cri- 
sis. Inflation ran at 60% in 1999, and is con- 
tinuing ata similar pace in 2000. Unemploy- 
ment is thought to be around 50%. The 
economy was stagnant in 1999 and is ex- 
pected to contract by at least 2% this year. 
The budget deficit is estimated at 15% of GDP. 
The shortage of foreign exchange is so acute 
that imported power is available only 
through the generosity of South Africa. 

The economy is further damaged by the 
government's deployment of 11,000 troops 
in a distant Congo war which is gobbling up 
an estimated $30m a month. The war is ex- 
tremely unpopular. The only strategic inter- 
ests at stake appear to be Mr Mugabe's desire 
to be an African strongman—and the lucra- 
tive contracts openly enjoyed by some cabi- 
net ministers and military officers. Mr Mu- 
gabe may blame the mr and the World Bank 
and droughts and cyclones, but most other 
people blame the government's mismanage- 
ment and corruption. 

For this, and much else besides, a grow- 
ing number of Zimbabweans are convinced 
that the Mugabe government must go. A re- 
cent Gallup International poll showed that 





63% believe that it is time for a change, and 
65% feel that it is time for Mr Mugabe to step 
down (the presidential election is two years 
from now). Their hopes seemed on the way 
to being realised when the government was 
defeated in February in a referendum on a 
new draft constitution. But Mr Mugabe still 
holds some important levers. 

First, he controls the voting process. A 
survey of the voters’ roll by a local human- 
rights organisation found that 25% of the 
names on the list were either fictitious, listed 
more than once or had died. A uN team con- 
firmed that the roll is riddled with errors. The 
registrar-general, who prepared the roll, is a 
member of the ruling party and has proudly 
refused financial assistance from the uN, 
which had suggested some better ways of 
doing things. The committee appointed by 
Mr Mugabe todraw up new constituencies is 
also partisan. And the cumbersome voting 
and counting process, which can last five 
days, is susceptible to rigging. 

The opposition is making things harder 
for itself. The Movement for Democratic 
Change, led by Morgan Tsvangirai, is prov- 
ing to be pretty credible, putting up candi- 
dates in all constituencies. But other, smaller 
parties are also putting their candidates for- 
ward, thus splitting the opposition vote. 

The war of words between Mr Mugabe 
and Peter Hain, a British foreign-office minis- 
ter, has not helped matters. Mr Hain has 
been rude and Mr Mugabe clearly relishes a 
role standing up to the former colonial 
power. On the other hand, the Zimbabwean 
opposition is fed up with diplomats paying 
lip service to good government and respect 
for human rights, and then supinely accept- 
ing Mr Mugabe's excuses at face value. 

Outsiders can best support Zimbab- 
wean democracy by monitoring the election. 
But this should amount to far more than ob- 
serving the voting and counting. It should 
also include a stringent examination of the 
voters’ roll and the constituencies—and an 
assessment of whether there has been free- 
dom for the various opposition parties to 
campaign openly, without fear. 
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African debt, European doubt 


The rich European Union and the impoverished Organisation of African 
States try to understand one another a little better 


FRICA and Europe ended their first sum- 
it with better understanding of each 
other's concerns, but with few concrete 
achievements. The imbalance between 
warm words and colder realities was under- 
standable. This week’s two-day meeting in 
Cairo, which brought together 67 leaders 
from the European Union and the Organisa- 
tion of African Unity, high- 
lighted not only the gap be- 
tween very rich and terribly 
poor continents, but also 
the divergences on tackling 
Africa’s problems. 

For African leaders, the 
vital issue is debt. The poor- 
est continent owes the rest 
of the world a staggering 
$375 billion, an amount 
equal to three-quarters of 
its Gpp and nearly four 
times its annual exports. 
Half of its governments pay 
as much per person in debt 
service as they spend on 
health and education com- 
bined. Even so, many are falling into arrears. 
Falling commodity prices—except for oil, 
which most African countries must im- 
port—exacerbate the problem. So does the 
fact that only 1% of the world’s private invest- 
ment goes to sub-Saharan Africa. 

Africans claim that this meagre share 
fails to reflect their progress. After decades of 
decline, the continent as a whole has seen 
annual economic growth of over 3% in re- 
cent years (population growth is just under 
2.5%), and 13 countries have achieved 5% or 
more. Most of them have also liberalised 
their economies. A simple indicator of this is 
that the average gap between official and 
market exchange rates shrank from 45% in 
1991 to just 5% last year. 

From the European perspective, Africa’s 
high debt and low investment are causes for 








Spot the difference 

1998 EU Africa 
Population, m 374 715 
Area, m sq km 3.2 30.3 
Life expectancy, years 776 51.4 | 
Median age, years 38.9 18.4 | 
Net migration per year, ‘000 576 -287 
GDP, $bn 8,280 480 
GDP per person 22,100 640 
Telephone lines per 100 pop. 52.9 2.2 
Sources. UN, Times Atlas, Statesman's Yearbook; World Barik, 

Infernatonal Tolecommuniation Union 











sympathy. Yet they are also symptoms of the 
wider African diseases of misrule and strife. 
One reason that development aid as a pro- 
portion of the ev economy has fallen by a 
third in the past decade is that donor govern- 
ments have burnt their fingers. Too much aid 
has been wasted by corruption, cronyism 
and needlessly protracted wars. The flow of 
aid and investment will not 
grow unless more open, 
more representative gov- 
emments create the confi- 
dence toattractit. 

The Cairo conference 
provided ample opportu- 
nity for airing these con- 
trasting views. In a dra- 
matic plea, Ethiopia's 
foreign minister accused 
Europe of waiting “to see 
skeletons on screens” be- 
fore attending to drought- 
stricken Ethiopians threat- 
ened with famine (see next 
story). The £u’s develop- 
ment commissioner re- 
sponded that Europe is mobilising aid, but 
fears that relief efforts will be hampered by 
the simmering war between Ethiopia and its 
equally destitute neighbour, Eritrea. 

A show-stopper as always, Libya’s 
Muammar Qaddafi used the occasion of his 
first international appearance since last 
year’s lifting of sanctions to rail against Af- 
rica’s former colonisers. “Stop lookingat us as 
slaves,” he demanded. “We need water 
pumps, not democracy.” Despite this out- 
burst, however, Mr Qaddafi found himself 
courted by Europeans eager to take. advan- 
tage of oil-rich Libya’s rehabilitation. They 
included Germany’s chancellor, Gerhard 
Schroder, France’s president, Jacques Chirac, 
Spain’s prime minister, Jose Maria Aznar, 
and Ireland’s prime minister, Bertie Ahern. 

The mood of reconciliation extended to 
inter-African quarrels. Morocco’s young 
King Mohammed met Algeria’s President 
Abdelaziz Bouteflika to begin ironing out 
long-standing differences between the two 
Arab neighbours. The embattled military 
ruler of Sudan, Omar Bashir, made use of the 
gathering to cosy up to Egypt's Hosni Muba- 
rak, who has long been hostile to Sudan’s Is- 
lamist policies. 

Meanwhile, the presence of President 
Olusegun Obasanjo of Nigeria (voted in to 
replace a dictator) and Senegal’s outgoing 
president, Abdou Diouf (voted out), showed 
that, despite the continent's poor image, de- 





mocracy is making headway. Among absen- 
tees, however, were the leaders of Ethiopia 
and Rwanda, who may have preferred not to 
risk encountering their respective enemies, 
the leaders of Eritrea and Congo. 

Given the size of the gathering, the diver- 
sity of interests, and the fact that an agenda 
was fixed only on the eve of its opening, the 
summit’s agreement on a 110-point Cairo 
Declaration was something of an achieve- 
ment. The agreement touches, in predictably 
vague and watered-down fashion, on con- 
cerns that range from trade to human rights 
to the return of African artefacts tucked 
away in European museums. 

Vagueness on the central question of 
debt was partly made up for by renewed 
European promises to consider it. And in his 
concluding remarks, Portugal's prime minis- 
ter, Antonio Guterres, said that Europe now 
“fully understood what the burden of debt 
means to Africa.” Good, if true. 





African drought 


It pours, it never 
rains 


ET another tropical cyclone threatened 

southern Africa this week as its people 
struggled to recover from last month's 
floods. In cruel contrast, it also became evi- 
dent that much of east Africa, particularly 
Ethiopia, faces a dangerous drought. 

Perhaps stung by criticism that outsiders 
acted too slowly during the Mozambican 
floods, the uN has given early warning of 
possible famine in the Hom of Africa. After 
three years of too little rain, the short rains 
(known as belg) last month were late and 
scattered, and farmers may not be able to 
grow enough to tide them over until the long 
rains (meher) later in the year. Nor can no- 
mads graze their animals. 

Ethiopia's govemment says 8m of its 
people are under threat of severe hunger; 
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in order to succeed, this is the kind of SPIFIC 
our people have to bring to e-Business 





Dr. Harvey Stern's fi nest hou f was seeing 


his vision of an imaging network com 





Dr. Harvey Stern, Chairman of Radiology at Bronx Lebanon Hospite 


realized the fastest way to view film was to make it filmless. 

He envisioned an imaging network that allows doctors in separate 
locations to view a patient’s results, even entire medical history, 
with a click of a mouse. 

Dr. Stern’s administration immediately consulted Marconi. 

Along with supplying advanced imaging systems and applications, 
Marconi created a cost-efficient network that ultimately saves hour 
when even seconds can be critical. 

Now more accurate diagnoses can be made in a heartbeat. 

The result—his vision of better patient care came to life, 


This was Dr. Harvey Stern’s finest hour. 


When will your finest hour be? 


” 
medical archiving www. marconi.com d rco | 1 





At the Taipei World Trade Center 
we love used napkins. 


Ever hear of notebook PCs? 
Carbon-fiber bicycle frames? 
Or touch-screen monitors ? 


They all have one thing in common: 
Before Taiwan, they were just 
-someone's rough idea. 


At the Taipei World Trade Center 
we can help turn coffee shop inspirations 
into affordable, profitable realities. 


So don't sneeze away your inspirations. 
You'd be amazed just how far a napkin can go. 
e'll Show You the Way. 


5 Hsin-yi Rd., Sec. 5, T. Tel: 886-2-2725-1111 Operated by : China External Trade 
Taiwan 110, R.O.C. iai Fax: 886-2-2725-1314 RE Development co Development Council (CETRA) 
























add the people affected in Somalia, Kenya 
and elsewhere, and the number doubles. 
Already there are widespread reports of 
livestock dying, and of the price of animals 
dropping—a sign that owners are swapping 
- their livelihoods for urgently needed food. 
Aid workers seport that dozens of children 





a water. In the Ogaden, in 
< southeast Ethiopia, people are crowding 






week the European. Union prom- 
800,000 tonnes of food for Ethiopia; the 
“United States had already pledged 400,000. 
But the UN continues to appeal, urgently. 
One of the reasons why food reserves in 
Ethiopia and elsewhere are so low is because 


donors, including the ev, failed to fulfil the 
pledges of food they made last year. 

The Food and Agriculture Organisation 
has just published a report describing the 
failure of crops and rains as a cause for seri- 
ous concern, with more than $130m-worth 
of food aid (650,000 tonnes) needed in Ethio- 
pia alone. This information was based on 
surveys made at the end of last year, before 
the poor belg rains last month. The problem 
is now much worse. The author of the report 
added this week that the situation for farm- 
ers and nomads was “very, very serious”. 

Atleast this year’s drought is unlikely to 


have the disastrous impact of the one in the: 


mid-1980s that killed nearly ım Ethiopians. 
At that time fierce civil war made food de- 
livery extremely difficult: the government, 
using food as a weapon, prevented its free 





* RECORD number of world leaders 
l ¡will gather at the United Nations in 
‘New: York next September for a Millen- 
nium summit. And a record number of cli- 
chés too, yawn the disillusioned, bored 
with millennium stuff, let alone with big 
| statesmen making big speeches and then 
| going home to do damn-all. But if the jam- 
boree does turn outa hot-air balloon, it will 
be so despite the best puncturing efforts of 
| Kofi Annan, the un’s secretary-general, 
| who this week produced a pre-summit re- 
| port telling the world, in lucid, jargon-free 
| words, what is wrong with it, and what it 
| might do to make itself better. An absurdly 
| ambitious task, Mr Annan agrees, but if the 
| un does not attempt to chart a course for 
| the world’s peoples in the first decades of 
| the new millennium, whoelse will? 

Above all, Mr Annan wants toshame a 
rapidly modernising world into doing 
more about the gross old-fashioned injus- 
tices that linger on. The opportunities of- 

| fered by globalisation and information 

| technology are distributed 
| in a wildly uneven way, | 
| leaving billions of peoplein | 
| squalor. The challenge, he | 
writes, is to ensure that 

globalisation becomes a 
benefit for all. 

He suggests, for a start, 
that the world could try to | | 
halve by 2015 the figure of 1.2 | 
billion people, or 22% of its 
population, who currently 
| exist in extreme poverty on > 
| less than $1 a day. Rescuing | = 
them from this condition | |* 
can be achieved only | | 
through sustained and far | 
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is not only an affront to our common hu- 
manity; itcan also lead to violence. 

Unlike previous secretary-generals, 
most of whom had little interest in eco- 
nomics and preferred the publicity of 
peacekeeping, Mr Annan puts economic 
security first, conflict resolution second. 
Wars, these days, are usually ethnic or civil, 
seldom state against state. Every step taken 
towards reducing poverty, he says, is a step 
towards conflict prevention: war and pov- 
erty have to be tackled together. 

Poverty can be reduced by more ac- 
countable government in poor countries, 
and by rich countries opening their mar- 
kets more generously. Above all, Mr Annan 
looks to education and to new technology. 
At present, 30m children do not even go to 
primary school, about 60% of them girls. A 
relatively small investment in schooling 
would help poor countries to leapfrog 
many of the long, painful stages of econ- 
omic and political development. Brains, he 
argues, are one of the few commodities 
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transport around the country. Although 
Ethiopia and Eritrea are now engaged in 
prolonged and sometimes savage war, the 
fighting, which at the moment consists 
mainly of border skirmishes, is far from the 
stricken area. 
But the war does cause difficulties. Peo- 
ple displaced by fighting need aid. And it 
prevents food for land-locked Ethiopia ar- 
riving through the Eritrean ports of Massawa 
and Assab, from where it could be carriedon 
by rail. Instead, food will have come through . 
the overcrowded port in Djibouti, or else by 
way of Berbera, in Somaliland, and thence 
along a new road that stretches inland. Un 
less food reaches remote places before the 
rain eventually arrives, flooded roads could 
make delivery impossible. 


































handed out to all the world’s people. 

The secretary-general is suitably mod- 
est, and precise, about the un’s own partin 
making the world a fairer place. Itmustnot, 
he writes, strive to usurp the role of other. 
actors. He announces four new initiatives, 
at least three of them to do with new tech: 
nology. A volunteer corps, called the UN 
Information Technology Service, will trai 
groups in developing countries in the uses 
of the Internet. A Health InterNetwork will | 
, _ establish 10,000 online sites 
| to provide up-to-date medi 
cal information, A project 
in partnership with a com 
munications company, ‘Er 
icsson, will give mobile and 
satellite telephones to relief. 
workers in disaster areas. 
And a mixed, high-level 
group will make recommen- 
dations to governments on 
new approaches to youth 
employment. 

But the un’s main role, 
says Mr Annan, is to stimu- 
late collective action among 
others. September's meeting 
will start to show whether ` 
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| more broad-based income 
growth. Poverty, he argues, 
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| heis being listened to. 





INTERNATIONAL 


Nigeria 


Obasanjo on his own 


LAGOS 


After long years of military misrule, Nigeria has a civilian president with 
noble aims. But he needs help in carrying them out 


E INSISTS he is not a 

worried man, but per- 
haps he should be. Nearly a 
year after soldier-turned- 
politician Olusegun Oba- 
sanjo took over Nigeria’s 
presidency, ending 15 years 
of military rule, more than 
1,000 people have died in po- 
litical and communal vio- 
lence. Religious riots in Feb- 
ruary over demands for 
Islamic law in Kaduna, a 
northern city, left many 
hundreds of Christians and 
Muslims dead. In March, 
hundreds of Muslims were 
massacred by Christians in 
the south-east seeking revenge for Christians 
killed in the north. Increasingly, Nigerians 
speak of the break-up of their country, with 
trepidation but also with resignation. 

This week, governors of the northern 
states said that they would not, for the time 
being, implement the penal codes pre- 
scribed by Islamic law. They would, they 
said, seek a “consensus” with Christian lead- 
ers. But the worries are not over: two weeks 
ago, Zamfara, the northern state that was the 
first to introduce Islamic law, rejected what 
the government had thought was a similar 
agreement by lopping off the hand of a lowly 
cattle thief. Mr Obasanjo condemned this 
act as a violation of human rights and Nige- 
ria’s constitution, but then went on to say 
that there was nothing, as president, that he 
could do about it. 

Mr Obasanjo, a deeply religious man, 
feels he has a mission to hold the country to- 
gether. Since he took office, he has set out a 
wish-list of noble aims. He wants to end cor- 
ruption, ease poverty, improve education 
and revitalise the stagnant economy. But he 
has yet to show that he knows how to set 
about achieving all this. 

The cabinet he appointed last year is, 
witha few exceptions, pretty mediocre, filled 
by ageing has-beens. A group of youngish 
businessmen, who may have aclearer vision 
of what needs to be done to save the econ- 
omy, have been ignored. Relations between 
president and parliament are poor. All deci- 
sions drift up to the president, who works 
long hours with queues of people, from min- 
isters to old friends, sitting outside his office 
waiting for a meeting. There seem to be few 
ministers who are capable of taking on a 
challenge on their own. 
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Micromanager 


Perhaps despairing of 
them, Mr Obasanjo is tak- 
ing responsibility for more 
and more of the country’s 
affairs, including the woe- 
ful condition of the state 
electricity company (see 
box). The result is a policy 
logjam. The communica- 
tions minister, Mohammed 
Arzika, said recently that 
the bidding process for li- 
cences needed to improve 
the state of Nigeria’s notori- 
ously awful telecoms was 
ready, but “waiting for the 
president's approval”. 

With the president tak- 
ing such wide responsibility, many projects 
are hanging fire, awaiting approval. But, be- 
yond that, it is far from clear that Mr Oba- 
sanjo has the answers to today’s complex 
economic problems. Although he speaks of 
the need for the private sector to be the mo- 
tor of the economy, he has done little, so far, 





to show that he knows what this means. 

In February, for instance, the federal 
government announced a jobs policy that 
required state governments to spend their 
way into creating 200,000 jobs across the 
country by next year. Few clues were offered 
about how this should happen, or how sus- 
tainable the jobs would be. Privatisation is 
only inching forward and there has not, as 
yet, been any liberalisation of markets. Innu- 
merable reforms are promised, but are not, 
as yet, forthcoming. 

Meanwhile, the strains increase. Tem- 
pers are frayed. The violence in the north has 
set off calls for Nigeria to split into a looser 
confederation of ethnic regions, an idea that 
the “detribalised” Mr Obasanjo finds abhor- 
rent. “One of the things that makes Nigeria 
important today in the world is its diversity. 
Although this diversity has a number of pro- 
blems associated with it, its advantages far 
outweigh its disadvantages,” he preached to 
acrowd in the south-west last month. 

It is difficult to think of any other Nige- 
rian qualified to lead this vast, diverse coun- 
try. But perhaps Mr Obasanjo is making a 
mistake in trying to micromanage the coun- 
try, and its complex economic and social 
problems. He could, some think, do better if 
he were more of a figurehead, leaving the 
running of the country to those who under- 
stand more about modern economics and 
modem government. 





IBADAN 


BOUT a month ago, a patient having 
brain surgery at University College 
Hospital in Ibadan died when the power 
running his life-support system was cut 
off in the middle of his operation. An un- 
paid bill had prompted the state-run Na- 
tional Electric Power Authority (NEPA) to 
switch off supplies to the hospital, and its 
stand-by generator was being repaired. 

All over Nigeria, the electricity supply 
is episodic, at best. Some unfortunate 
parts of the country see no power atall for 
weeks at a time. Even in luckier places, it 
still goes off for several hours a day, every 
day. A few weeks ago, it went off com- 
pletely, twice in three days, throughout 
the whole of the country, in two succes- 
sive collapses of the national grid. 

It is not surprising that a constant 
sound in richer urban districts is the thun- 
dering roar of privately owned generators. 
Nigerians and expatriates import more 
generators than the residents of any other 
country. Quite apart from the noise and 
air pollution, this way of creating power is 
spectacularly inefficient. Medium-sized 








All blacked out in Nigeria 


businesses are reckoned to spend up to 
30% of their operating costs on private 
power-generation. Small businesses, 
which cannot afford generators, have to 
make do with what is supplied by Nera, 
and are shut down for days ata time. 

In the middle of March, President Olu- 
segun Obasanjo, exasperated by nera’s | 
repeated failures, sacked the company’s 
entire board, appointing a nine-man tech- 
nical team under his own supervision to 
run it. The move was apparently a surprise 
to the power and steel minister, Bola Ige, 
who was nominally in charge of NEPA. 

Mr Obasanjo has now set himself the | 
goal of improving the country’s power 
supply. Unfortunately, he seems to have 
no more idea than Mr Ige had about how 
to do it. Various private-sector solutions 
are on offer, but are bogged down in poli- 
tics. A parliamentary committee met re- 
cently to discuss the budget—which in- 
cludes spending on Nera—but could not 
produce a report because of a power cut 
that switched off the computers on which 
the report was to be written. 
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and when? 


BRUSSELS 


“Who wil join Europe's club— 


Is the European Union having second thoughts about embracing more 
countries? The principle, no. The practicalities, perhaps 


OLES complain openly, Hungarians of- 

fer bitter asides, ministers and diplomats 

“from other countries seethe more discreetly. 

The European Union, they say, is losing its 
enthusiasm for taking in new members. 

“And, true enough, the eu’s governments 

- did once talk of expanding into Central and 

-Eastern Europe in 2002. or 2003. Now, as that 

-time approaches, they seem just as happy, 

~ off the record, with the idea of starting two or 

‘three years later. But “if we accept 2005-06 

- that takes the pressure off,” says Jan Trusz- 

_ezynski, Poland’s ambassador to. the EU, 

© ‘Sandvany new internal difficulty inthe eu 

| could'make the date slip further, to 2008 or 

k even 2010.” Hungary’ s foreign minister has 

* accused the eu of using “stalling tactics” in its 

talks with the candidate countries. 

Not so, replies the European Commis- 
sion, which runs the negotiations. The £u is 
proceeding as promised. with its prepara- 
tions, including a constitutional conference 


this year to revise treaties and procedures. If 


all goes as planned, it will be ready for new 
members by the end of 2002. After that, can- 
didates may join when they, too, are ready. 
Among the eu's governments there has 
been no change in the general support for 
~ enlargement, says one leading diplomat. Nor 
has the rumpus in Austria, where the xeno- 
phobic Freedom Party joined the govern- 
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ment in February, had any specific impact. 

But there has been a change of mood. 
One reason for this is that talks with the 
more advanced candidates, including Po- 
land and Hungary, are at last moving on to 
tricky issues where big interests are at stake. 
This month and next, negotiations are start- 
ingon topics that include agriculture and the 
free movement of labour. 

Here, disagreements are fierce. Most can- 
didates want the full range of £u farm subsi- 
dies, whereas £u countries want togive them 
none. All want free movement of labour 
from day one, whereas some EU govern- 
ments want long transitional periods in 
which free movement is denied. The wran- 
gling may continue well into next year. 

Beyond that, there is another big variable 
in any forecast for enlargement and it is, 
ironically in the circumstances, the pre- 
paredness of Poland, which is less advanced 
than its admirers might wish. That matters a 
lot, because Poland dwarfs any other appli- 
cant country in population, market size and 
strategic importance. Getting it quickly and 
securely into the eu has been a top political 
priority of the whole enlargement venture. 

According to Mr Truszczynski, the pro- 
blems are overstated. Poland can still finish 
its preparations by the end of 2002, readying 
it for membership in 2003, at least as early as 


































any other country. But what if Poland does 
prove to lag in ways that the Eu cannot ig- < 
nore? Could other countries be admitted 
and Poland held back? 
The political risk in that event is that: 
public opinion in Poland, changeable al- 
ready, might tum against the eu, and the 
urge to reform might ebb. If Poland were 
“fost” in that way, the recriminations within 
the eu would be terrible. 
So, ifthe need arose, governments might 
choose toinclude Poland in any first groupof. 
joiners, ready or not. Or they might delay the. 
entry of better-prepared countries until Po- 
land had caught up. Of thosetwo options, 
later enlargement would have much to be 
said for it: It would postpone big claims on, 
the Eu budget from new members. if it took 
place in, say, 2005 or 2006, a lot of countries 
might be ready to join at once, which would 
be convenient in other ways. 
everyone worked at it, an enlargement 
left until 2005-06 could include all the si 
countries most advanced in their negotia- 
tions (Cyprus, the Czech Republic, Estonia, 
Hungary, Poland and Slovenia), and at least 
four of the six countries which are only now 
beginning detailed talks (Latvia, Lithuania, 
Malta and Slovakia). Only Bulgaria and R 
mania would be left for later—plus Turkey, - 
with which negotiations have not begun, 
and probably one or two countries yet to ap- 
ply formally, such as Croatia. 
With ten countries joining together, 
there would be no need to erect physical and, 
bureaucratic borders around early joine: 
only to dismantle them a couple of: years 
later when their neighbours followed. There 
would be a single bundle of accession tre: 
ties that govemments and parliaments 
across the eu could all ratify together. 
This “big bang” view of enlargement 
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EUROPE 


BRUSSELS 


RITICS use the term “Brussels” as 

shorthand for all that is worst about 
the European Union: they see the city as a 
nest of arrogant bureaucrats, tumed in on 
itself and lost in its own petty rackets. 
Even for those who choose to work there, 
Brussels is a gossipy and claustrophobic 
place, often irritating and depressing too. 

Now the spirit of it seems to be prey- 
ing on Romano Prodi, president of the 
European Commission for the past half- 
year. This week he called a closed-doors 
meetingof his colleagues—no advisers, no 
translators—for a morning-long “policy 
discussion” of the why-are-we-here va- 
riety, prompted by a series of damning 
newspaper articles. He may have been 
fishing for an informal voteof confidence, 
ora few new ideas, or just trying to remind 
the room who was in charge. But officials 
insist he was not contemplating a prema- 
ture return to Italy, where he was once 
prime minister. 

The latest article to knock him side- 
ways was an eye-popping piece in the 
Frankfurter Allgemeine Zeitung, a high- 
brow German newspaper, suggesting that 
Chris Patten and Neil Kinnock, the two 
British commissioners, were stirring up a 
palace coup. They and the commission 
have dismissed the claims as nonsense. 

What should Mr Prodi do, if not re- 
sign? One obvious point is that, if he is go- 








Preying on Prodi 











Prodi under strain 


ing tocare somuch about what he reads in 
the papers, he should spend more time on 
hisown public relations. He should tell his 
commissioners to do the same. 

More generally, the former Italian 
prime minister needs to accept the limita- 
tions of his institution. Its days of reinvent- 
ing Europe have passed. It is not meant to 
bea force in foreign policy. Itdoes compli- 
cated but tedious things, and it needs a 
leader with a firm gripon its running who 
will master the detail needed to com- 
mand his commissioners’ deference. If 
that option attracts Mr Prodi, fine. If not, 





resignation might be worth considering. 





still the stuff of think-tanks and unofficial 
conversations. It is notendorsed by the com- 
mission. Moreover, Romano Prodi, the com- 
mission’s president, would be less than hu- 
man if he did not dream of seeing the club's 
expansion well under way before January 
2005, when his term of office ends—if he lasts 
that long (see box above). Nor is “big bang” 
expansion endorsed by any Eu government. 
All governments have been careful of late 





Germany 


Open the files! 


BERLIN 


not to make any promises about timing. 

But the idea is in the air, and the more 
governments think about it, the more they 
may come to see its advantages. The only ob- 
vious problem would be in persuading Po- 
land and Hungary, the countries most likely 
to scream blue murder at any “delay” be- 
yond 2003, that a later date was a firm pro- 
mise for them at least. Here, Mr Truszezynski 
is doing well to get his retaliation in first. 


The German public wants to clear up a party-finance scandal. Politicians 
bugged by the Stasi want to uphold their right to privacy 


ELMUT KOHL had known for some 

time that his 70th birthday on April 3rd 
would not be the glorious day of national 
celebration he had once hoped for. Fearing 
further humiliation for his part in the Chris- 
tian Democrats’ slush-fund scandal, he had 
specially requested that there should be no 
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festivities. Still, he must have hoped that the 
worst of the storm would have blown over, 
so that he could spend the day quietly at 
home “with honour and dignity”, as he put 
it, surrounded by his family and a few close 
friends. And he might have been persuaded 
to accept a few tributes from loyal well- 


wishers and dignitaries around the world. 

Instead, Germany’s _ longest-reigning 
chancellor of the 20th century, hero of his 
country’s unification and leading architect 
of European integration, was forced igno- 
miniously to flee his press-besieged Rhine- 
land house in a curtained limousine amid a 
new gale of accusations, while flowers, 
presents and congratulatory telegrams piled 
up forlomly at the local police station. And 
why? Because of the publication of the tran- 
scripts of telephone conversations involving 
some of Mr Kohl's close colleagues. The con- 
versations had taken place in the 1970s and 
1980s and had been recorded by East Ger- 
many’s secret police, the Stasi. Excerpts sug- 
gest that Mr Kohl knew far more about his 
party’s illegal fund-raising activities than he 
has hitherto admitted. 

Mr Kohl says he is the victim of a smear 
campaign designed to “belittle my image 
and drag my successful record of 16 years as 
chancellor through the dirt”. He has told his 
lawyers to use every legal means, including a 
possible appeal to Germany's Constitu- 
tional Court, to stop any more Stasi material 
about him and his fund-raising dealings 
coming out. 

The matter raises other separate, yet fun- 
damental, issues. In Russian-controlled East 
Germany, the Stasi built up secret files on 
some 500,000 prominent people living in 
what was then West Germany. It is also reck- 
oned that one in three of the former commu- 
nist regime's 17m citizens were, at one time or 
another, spied on, and reports on them 
placed in the files. The Stasi had a full-time 
staff of 90,000, plus at least 174,000 paid in- 
formers, not to mention legions of occa- 
sional narks. 

As the regime started to crumble, panic- 
stricken Stasi officers began destroying 
mountains of incriminating tapes and docu- 
ments. Boxes of files on western bigwigs 
were handed over to Mr Kohl's government. 
All of them are said to have been destroyed, 
apparently without even being peeped into. 
But some 6m files survived in the safe hands 
of the Gauck agency, named after Joachim 
Gauck, a former Protestant clergyman and 
eastern dissident, who heads an indepen- 
dent federal body set up in 1991 to oversee 
and catalogue the files. 

Though Mr Kohl's own file was almost 
certainly among those destroyed, those of 
many of his minions were not. From the out- 
set, the man who led the Christian Demo- 
crats for 25 years was nervous about allow- 
ing access to them. Publishing such 
documents, he said, could lead “only to trou- 
ble” and would “poison the whole atmo- 
sphere”. But under a law passed in 1991, the 
files can be used for vetting civil servants, for 
criminal proceedings, and for research into 
the Stasi’s own activities. Individuals are also 
allowed to look at their own dossiers. 

This week’s publication of telephone 
conversations involving Walther Leisler 
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Kiep, the Christian Democrats’ treasurer 
from 1971 to 1992, and his deputy, Uwe 
Liithje, which mention Mr Kohl and his 
party’s financing practices, has prompted an 
outcry from leaders of the main parties on 
the left as well as the right. This is no sudden 
surge of sympathy for Mr Kohl. Social and 
Christian Democrats alike fear that a whole- 
sale opening of the archives could lead to 
embarrassing or incriminating revelations 
across the board. “This is a Pandora's box,” 
says Bernd Schmidbauer, head of West Ger- 
man counter-intelligence under Mr Kohl. “If 
we open it now, there will be noend toitall.” 

Politicians in western Germany also 
protest that the information in such files is 
likely to be highly dubious, since much of itis 
bound to have been based on hearsay. They 
point out that every German citizen has a 
constitutional right to privacy, telephone 
conversations included. 

But many Ossis—easterners—along 
with western Greens, argue that there should 


not be a double standard for east and west. 
After all, thousands of Ossi civil servants 
were thrown out of their jobs on the basis of 
information in the Stasi files. Some were sent 
to prison largely on evidence thus gathered. 
Few westerners protested then. 

Mr Gauck, it seems, thinks the Ossis 
have a point. By chance, on Mr Kohl’s birth- 
day, the keeper of the Stasi archives further 
shook the western establishment by an- 
nouncing that he would let a parliamentary 
committee of inquiry, and the judicial au- 
thorities investigating the former chancel- 
lor’s role in the slush-fund scandal, see Stasi 
transcripts of western politicians’ conversa- 
tions, if they wanted to. The law, Mr Gauck 
explained, allows for publication of such 
files if they are of “contemporary historical 
importance”. In this instance, he declared, 
the public need to clear up the scandal out- 
weighs an individual's right to priv- 
acy—including that of the hapless Mr Kohl. 








The disloyalty of Marianne 


PARIS 


T THE age of 21, Laetitia Casta may in- 
deed, as her website claims, be “the 
world’s hottest woman”, but serious news- 
papers in Britain and France still feel ob- 
liged to seek other reasons to plaster her 
face across their pages. This week they 
found one: that the woman who was 
elected last year by French mayors tobe the 
new model for the country’s national fig- 
urehead, Marianne, had left her native 
land and become a tax exile in London. 
That may not, in fact, be entirely true. 
When the television crews cornered Miss 
Casta’s father at home in Corsica, he reso- 
lutely argued that his daughter was in Lon- 
don for purely professional reasons. Such 
was the heaton her in the French press that 
Miss Casta herself eventually felt the need 
to put out a similar statement. Apparently, 
she likes London because she can enjoy the 
nightlife without being recognised. 
No matter. L'affaire Casta had already 
grabbed the political spotlight. Plenty of 
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Gibraltar 


Rock on 


MADRID 


Fe the past few weeks, Spanish and Brit- 
ish diplomats have been putting final 
touches to an agreement that should settle 
some niggling differences, though not the 
biggest ones, over the British colony of Gi- 
braltar. But the two prime ministers, Britain’s 
Tony Blair and Spain’s Jose Maria Aznar, 
who get on well, are still nervous. The agree- 
ment should soon come into force, but the 
idea of a grand signing ceremony has been 
shelved. And a deal on Gibraltar’s final sta- 
tus is almost as far away as ever. The hope, 
though, is that better relations on the ground 
may, over many years, prepare the way fora 
final settlement—one day. 

Modest though the impending agree- 
mentis, it should at least calm Spanish fears 





Frenchmen have fled their 
country in recent years: esti- 
mates for French expatriates in 
Britain alone go as high as 
300,000. Yet none officially sym- 
bolises France. For the next ten 
years, Miss Casta’s face, repre- 
senting the proud beauty of the 
French republic, will appear on 
the country’s stamps and coins, and busts 
of her will be displayed in town halls. 

“We want those raised in France, sup- 
ported by France, educated by France, to 
pay taxes in France,” declared Jean-Paul 
Delevoye, who heads the association of 
mayors that selected the new Marianne. 
The right lost no time in blaming the Social- 
ist-led government. “It magnificently sym- 
bolises the failure of socialism, which suc- 
ceeds only in chasing away the talented. In 
France, the fiscal pressure is stifling,” 
snorted Patrick Devedjian, of the right- 
wing Rally for the French Republic. Phil- 
ippe Séguin, another conservative, argued 
that this was the third great wave of emi- 
gration in French history, after the Hugue- 
nots’ flight in 1685 and that of the monar- 
chists after 1789. 

For its part, the government left it to 
Jean-Pierre Chevénement, minister of the 
interior, to snap back. Miss Casta, he said, 
will discover that property prices in Lon- 
don are much higher than in Paris, and that 
the quality ofits hospitals and metro much 
poorer. Moreover, if Miss Casta stayed in 
England till her old age, she would find her 
French pension “in no way guaranteed”. 

Mr Chevénement has a point. Thanks 




































to the strong pound, London 
has overtaken Paris as the most 
expensive city in the European 
Union. To rent a flat in Lon- 
don’s smart Chelsea will cost 
twice as much as renting a 
comparable flat on the Pari- 
sian left bank; so too will ciga- 
rettes and alcohol. 

But why should Miss 
Casta care? A single woman (or 
man) earning $100,000 is more 
than $11,000 better off in Lon- 
don than in Paris. The top rate of income 
tax is 40% in Britain, 54% in France. Social- 
security charges are lower. There is no 
wealth tax: in France, assets of over 
FFr4.7m ($680,000) are taxed at 0.55%, rising 
to1.8% for fortunes above FFrioom. 

Yet take a married woman, with two 
children, in a household with one bread- 
winner earning $100,000 a year. Then the 
picture changes. Once family allowances 
and other benefits are taken into account, 
the French couple ends up keeping an extra 
$10,000 in their pockets each year—and the 
British tax advantage all but evaporates. 
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A passport to the EU, por favor 


that the government in Gibraltar will win de 
facto autonomy from Britain and deal di- 
rectly with the European Commission and 
other countries in the £u. That worry led 
Spain to block a British attempt to put its 
name to the Union's Schengen accord that 
enshrines frontier-free travel between most 
FU countries (though Britain would still in- 
sist on keeping its own border controls). 
Spain is already in Schengenland. Isolated 
Gibraltar is distinctly not. 

Under the deal in the making, Gibraltar’s 
chief minister, Peter Caruana, has agreed 
that any Eu-related matter would be han- 
dled (“post-boxed”, in Britain’s dip-speak) 
through Britain. That should speed up the 
implementation of a number of Eu direc- 
tives, particularly ones to do with company 
takeovers, which have been stymied by Gi- 
braltar’s peculiar standing within the club. 
Against the objections of the eu, many Gi- 
braltarians want the Rock to become a kind 
of offshore banking haven. 

The agreement should also resolve a lin- 
gering row over passports and driving li- 
cences issued by Gibraltar but hitherto not 
recognised in Spain. The Spaniards are to ac- 
cept these documents, while the British say 
they will keep a closer watch on how they 
are issued, Long, bad-tempered queues at Gi- 
braltar’s border with Spain should shorten. 

The deal waiting to be signed also makes 
provision for more police co-operation in 
the straits between Gibraltar, Spain and 
North Africa. Spain has become worried by 
an influx of illegal immigrants and by the 
smuggling of drugs and tobacco. 

But the agreement shrinks from touch- 
ing the heart of the matter:sovereignty.Spain 
grudgingly acknowledges the status of the 
tiny promontory, with its 29,000 people, as a 
British colony under a treaty signed at 
Utrecht in 1713. But it refuses to contemplate 
Gibraltar’s independence. An overall settle- 
mentis still quite a long way off. 
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One hope, however, is that the new 
agreement, however technical, may build 
more confidence on both sides—enabling 
the parties, in the long run, to edge slowly to- 
wards a wider accommodation. In any 
event, some niggles have yet to be dealt with: 
for instance, over the use of Gibraltar’s air- 
port, built on an isthmus that Britain unilat- 
erally declared, in the 19th century, to be part 
of Gibraltar. Gibraltarians remain opposed 
to a British-sponsored idea (which was 
agreed on with Spain, but kiboshed by the 
Gibraltarians, in 1987) that the airport could 
be jointly used by the two countries: the thin 
end of a territorial wedge, say the people of 
the Rock. 

Spain, for its part, continues to offer Gi- 
braltarians considerable autonomy if they 
would agree to become Spanish, while Brit- 
ain accepts that, under the Treaty of Utrecht, 
the place would automatically pass to Spain 
if Britain were to relinquish sovereignty. At 
the same time, however, Britain is bound, 
under Gibraltar’s constitution of 1969, to re- 
spect the Gibraltarians’ desire to remain Brit- 
ish—so long as that lasts: many of them now 
hanker after outright independence. The 
British hope, by no means new, is that 
Spain’s growing prosperity and rock-like sta- 
bility will help Gibraltarians eventually to 
switch allegiance, to Spain. 
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Edgy start 


ZAGREB 


IX THE ten weeks since their new govern- 
ment took office, the Croatians have 
wasted no time in distancing themselves at 
least from the symbols of the old regime. Za- 
greb’s Dinamo football club has taken back 
its old name, which had been changed to 
Croatia Zagreb in 1991 at the behest of Presi- 
dent Franjo Tudjman, whose death at the 
end of last year precipitated the general up- 
heaval that may, with luck, give Croatia a 
new start. In Samobor, a town just outside 
Zagreb, Croatia’s capital, the mayor has re- 
erected an anti-Nazi partisan statue taken 
down when Croatia became independent a 
decade ago. And there is talk of giving back 
the name of a Zagreb square, which the pre- 
vious regime had changed from the “Square 
for the Victims of Fascism” to the “Square for 
Great Croats”. 

But it is not yet plain whether such 
changes really herald a new departure. For- 
eign governments, especially of countries in 
the European Union, are keen, in principle, 
to bring Croatia into Europe’s mainstream 
and to encourage the country to help shift 
the balance of power in the Balkans. Politi- 





Another snatch in Bosnia | 


USSIA harrumphed about a “clear vi- 

olation of legal norms”, while Serbs of 
all political colours felt obliged, whatever 
their private feelings, to protest vigorously 
against NATO’s Outrageous act. But the 
most remarkable thing about the arrest by 
French troops of Momcilo Krajisnik on 
April 3rd, after a secret indictment for 
crimes during Bosnia’s war, was how little 
reaction it aroused among Serbs in Bosnia 
itself, where he had been prominent for 
much of the past decade. Indeed, he had 
represented the Serbs in Bosnia’s three- 
man presidency. 

The contest for Bosnian-Serb loyalties 
is by no means over, but the very fact that 
such a well-known politician could be ar- 
rested in Bosnia without provoking 
bloodshed, or angry demonstrations, was 
a source of quiet satisfaction for NATO's 
bosses. It suggests that they have made 
some progress in transforming Bosnia’s 
political landscape, through a sort of 
“guided democracy” that aims to squeeze 
out the more virulent nationalists and 
bolster more co-operative politicians. 

Thanks to the patient application of 
subterfuge, aid money and occasional 
shows of force by Nato and the un, the 
influence of tough nuts like Mr Krajisnik, 





who had helped finance the Bosnian 
Serbs’ war effort through the black mar- 
ket, has been eroded. More western-ori- 
ented Serbs, such as Milorad Dodik, the 
current prime minister of Bosnia’s Serb 
chunk, have been shored up—even if this 
has meant overlooking some of their 
shortcomings. 

The success—and perhaps the lim- 
its—of this policy are due tobe tested in lo- 
cal elections on April 8th, and to a greater 
extent in a general election in October. 
Anger over the arrest of Mr Krajisnik, a sig- 
natory of the Dayton agreement that 
brought peace to Bosnia in 1995, may 
boost the nationalist vote in the short run, 
but Bosnia’s masters hope that the re- 
moval of Mr Krajisnik, and perhaps of 
other Serb nationalists, will eventually 
help the moderates. 

Which other nationalists? Carla Del 
Ponte, the Swiss prosecutor at the UN’s In- 
ternational Criminal Tribunal at The 
Hague, has made no secret of her impa- 
tience to see two other suspects in the 
dock: Radovan Karadzic, the Bosnian 
Serbs’ political leader, and Yugoslavia’s 
president, Slobodan Milosevic. This week 
Jacques Chirac, France’s president, im- 
plied that Mr Karadzic might be next. 
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cians from abroad have been visiting Zagreb 
in droves. But the western governments are 
still waiting for Croatia’s new government to 
show, beyond doubt, that it is different from 
the previous one. 

One early event was rather discouraging. 
When,on March 3rd, the International Crim- 
inal Tribunal at The Hague sentenced Gen- 
eral Tihomir Blaskic, a Bosnian Croat army 
commander, to 45 years in prison for appall- 
ing war atrocities committed between 1992 
and 1994 in Bosnia, Croatia’s new prime 
minister, Ivica Racan, made no secret of his 
dismay. Denouncing the sentence as too 
harsh, he urged a review of it; there will in 
any event be an appeal. 

He made three other requests too. First, 
he said that the general should serve his sen- 
tence on Croatian soil. Second, he asked for 
another indicted war criminal, Mladen 
“Tuta” Naletilic, to be tried in Croatia, de- 
spite a previous promise by the new govern- 
ment that it would have him extradited to 
The Hague. Third, Mr Racan argued that the 
terms of Croatia’s co-operation with the in- 
ternational court should be rewritten. The 
judges at The Hague rejected the first two 
pleas, Mr Naletilic has been extradited, and 
Mr Racan has backed away from the third. 

Perhaps he was merely pandering to 
Croatian public opinion. Certainly, most 
Croatians were annoyed by the verdict 
against General Blaskic. Some 4,000 rowdy 
protesters gathered in front of the American 
embassy in Zagreb, accusing the new govern- 
ment of being “under the foreigners’ 
thumb”. But Mr Racan may have been un- 
duly rattled by such protests. Only two 
months earlier, he had won the country’s 
general election on a promise to make a 
break with the past. Sticking up for the gen- 
eral suggested the exact opposite. And Mr 
Racan has now passed up an opportunity to 
set off a much wider debate about Croatia's 
part in the Bosnian war. 

Still, at this stage outsiders are loth to be 
too critical of Mr Racan, whose government 
is sending out better signals on other matters. 
As he promised, it has already started to give 
far less money to Croatia's army; and itis be- 
ing more open about how the budget is fi- 
nanced. Talks on a trade agreement with 
Bosnia, which could greatly improve that 
bruised country’s economic prospects, are 
due to start this month. On his first trip 
abroad, Croatia’s new president, Stipe Mesic, 
sensibly went to Slovenia in an effort to be- 
gin negotiations on several festering dis- 
putes, including a territorial one. And Croa- 
tia’s government played a much more 
helpful part than its predecessor would have 
done at a big donors’ conference in Brussels 
at the end of March, to discuss ways of rescu- 
ing the sickly Balkan economies. 

There are two reasons to think that Croa- 
tia’s change is more than superficial. First, al- 
most all Croatians want their country to get 
into the cu. Second, they know that they des- 
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perately need foreign help, in both aid and 
investment. Croatia is soon likely to be 
woven into a new web of foreign arrange- 
ments. Negotiations on a new loan from the 
IMF are expected to start soon; and, ifa deal is 
done, a more open and liberal economic pol- 
icy should ensue. The eu has already set upa 
“joint consultative task-force”; with luck, 
talks on a “stabilisation and association 
agreement” will start before the autumn. 
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Shaky, again 


ANKARA 


Y REFUSING to let Suleyman Demirel 

have an extra five-year term as Turkey's 
president, its parliament has thrown the 
country’s politics, at least temporarily, into 
disarray. The prime minister, Bulent Ecevit, 
could yet find another presidential candi- 
date more or less to his taste. But his grip on 
the ruling coalition, and on the country, has 
surely been weakened. At a time when 
strong leadership is badly needed—to re- 











Bye bye, Baba 


form Turkey’s economy, to start preparing 
the country for its bid to join the European 
Union, and to improve its woeful human- 
rights record—a period of uncertainty may 
now ensue. Messrs Ecevit and Demirel, 
though old rivals, had recently been working 
together rather well. Not for much longer. 

Mr Ecevit had bleakly declared that Mr 
Demirel’s departure from office would scup- 
per reforms, including a crucial economic 
programme backed by the mmr. And before 
parliament voted on April sth against letting 
Mr Demirel stay on, Mr Ecevit threatened to 
step down if the measures he had proposed, 
which included several other controversial 
bits of legislation, failed to go through. 


EUROPE 


In the event, when his gamble failed, the 
financial markets in Istanbul wobbled, butit 
soon became clear that Mr Ecevit would 
seek to hang on. After the vote, he declared 
that his coalition with the ultra-nationalist 
National Action Party and the centre-right 
Motherland party would be “unaffected”. 

Having gone through six governments in 
the past seven years, most Turks would 
probably like to believe him. The unlikely al- 
liance between the 74-year-old Mr Ecevit, 
who has several times been banned from 
politics by the generals for his left-wingery, 
and the extreme right-wingers of the Na- 
tional Action Party, which once had links 
with the “grey wolf” assassins who used to 
murder people on the left, has been remark- 
ably successful. Rarely have Turkey's left and 
right combined so well. 

On the economic front, the coalition has 
pulled the inflation rate down from more 
than 70% when it came to power a year ago 
toaround 40%. The bloody Kurdish rebellion 
in the south-east has, for the time being, been 
brought to a halt. And last December's deci- 
sion by the eu to accept Turkey, after all, as 
an official candidate for membership of the 
club has been widely hailed as a triumph. 

In all of this, Mr Demirel has played 
quite a part. In a career spanning four de- 
cades, including a record seven terms as 
prime minister, his seven years as president 
may have been his most creditable. He has 
served as a buffer between the country’s in- 
terfering generals and its bickering politi- 
cians. Ironically, it was the generals’ refusal to 
let Mr Ecevit strike a parliamentary deal 
with the Islamists, which would have pre- 
vented any political party being banned, 
that in the end prevented Mr Demirel from 
continuing in office. In any event, the man 
Turks like to call Baba, or “Daddy”, ranks un- 
questionably among the most influential 
Turkish politicians since Kemal Ataturk 
founded the modern republic in 1923. 

With Baba soon gone, can Mr Ecevit 
keep things steady? Despite the initial alarm, 
he has a chance of doing so. Since the gener- 
als are still bent on keeping the Islamists out 
of power, there is no obvious alternative for 
prime minister. And this week's vote carried 
a hopeful message. For one thing, Turkish 
parliamentarians may be more indepen- 
dent-minded than before. In the old days, 
the party boss was obeyed. This week scores 
of deputies from Mr Ecevit’s own coalition 
voted against their leader's proposal. 

Many Turks think it is no bad thing if the 
era of the dominant party boss, be he an Ec- 
evit or a Demirel, is drawing to a close. In- 
deed, it may be time for a new generation of 
leaders to take charge. An opinion poll sug- 
gested that Ismail Cem, the liberal-minded 
foreign minister, a boyish 60-year-old, 
would win wide support if he ran for presi- 
dent. Turkey’s members of parliament are 
expected to vote for a new oneon May 16th. 
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Javier Solana, Europe’s diplomat-in-chief 


HEN the hunt was on for a new president of the European 

Commission early last year, Javier Solana, then secretary- 
general of Nato, was an obvious possibility. But his luck held. The 
job went to Romano Prodi, a former prime minister of Italy, who 
has been trying to make sense of it ever since. This week Mr Prodi 
was denying yet another round of rumours that he might chuck it 
in and go home to have another shot at domestic politics-—-or even, 
as a pretty solid German newspaper claimed, that he might be 
ousted by a revolt among his commissioners. 

Instead, Mr Solana has got something much more interesting. 
The European Union’s leaders have made him their first “high rep- 
resentative” for their putative common foreign and security pol- 
icy. With the idea of a European defence capacity creeping up the 
EU agenda, that too has become part of Mr Solana’s brief. The idea 
is that governments, by imposing on 
themselves more co-ordination in 
these fields, can give the Union a politi- 
cal clout in the world closer in size to its 
economic one. 

Sofar, so good. Mr Solana networks 
well, everybody likes him, he has a 
quick and reflective mind, and his 
qualifications speak for themselves. 
He knows plenty about foreign policy, 
having held the post of foreign minis- 
ter in Spain under its long-serving So- 
cialist leader, Felipe Gonzalez. He 
knows plenty about defence from his 
four years running NATO, ending with 
the Kosovo war. 

And he seems to be enjoying him- 
self. The infectious smile, which faded 
in the dark days of the Kosovo war, is 
back in place. The constant air of slight 
fatigue remains. He tends to burn the 
candle at both ends, being, as he once 
put it, “a north European in the morn- 
ings, a southern European at night”. 
But all to the good. There is lots of work 
to be done, and the social skills are as 
useful as the strategic ones. Much as 
they may applaud a common foreign 
policy in principle, foreign ministers 
can be vain and tetchy in practice. The high representative is cut- 
ting in on their patch, stealing their light. Not the least part of his 
jobis to be liked and trusted, to make them feel that they will gain, 
not lose, by working with him. 

It follows that Mr Solana is keen not to challenge governments 
on anything directly or publicly. The role into which he hopes to 
settle is, roughly speaking, closer in American terms to that of na- 
tional security adviser than to secretary of state. He will put up 
ideas and analyses to guide eu leaders in their actions. He has that 
most vital of attributes in bureaucratic cultures: the power to pro- 
pose. And he is starting to test it. He used it tellingly last month in 
presenting a report, written jointly with Chris Patten, the Euro- 
pean commissioner for external relations, which gave a warning of 
growing problems within the ev’s expensive tangle of policies and 
programmes in the Balkans. Governments responded by handing 
him the remit and powers to sort things out there. 

One oddity of Mr Solana’s jobis that the foreign-policy and de- 
fence bits account, on paper, for only half of it. He is also, ex officio, 
secretary-general of the Council of Ministers, the eu’s main legisla- 





ture, and thus head of a sizeable bureaucracy. In practice, he leaves 
most of the administration to his deputy, Pierre de Boissieu, previ- 
ously the French ambassador to the eu. Mr de Boissieu, a relation 
of General de Gaulle, is a formidable figure in his own right, famed 


With Mr de Boissieu there to take charge of the old, Mr Solana 
can concentrate on the new. He has put together a private office of 
six staff and a policy unit of 23, mixing council officials with civil 
servants borrowed from national governments. He has also been 
welcoming to Brussels the representatives sent by governments to 
speak for national interests in day-to-day business. A political and 
security committee of diplomats and officials had its first meeting 
in March, as did a military committee of high-ranking officers. 

At this point, Mr Solana would welcome a secure home to put 
everything in. But that is proving 
something of a problem. The long- 
term plan is to take over a fine period 
building next to the council, currently 
housed in three ministries of the Bel- 
gian government. For the moment the 
committees are camping out in the 
council’s premises, which are spa- 
cious but not spy-proof. That suits the 
more parsimonious governments. But 
until they have better physical secu- 
rity, the Eu teams will have a tough job 
persuading governments and Nato to 
share secrets with them. 

The twocommittees are classed as 
“interim” bodies, because the final 
shape of the eu’s foreign-policy and | 
defence institutions will not be settled | 
for a few years yet. The main difficulty | 
is with defence, where the overlap 
with narto has to be attended to. The 
European defence structures will 
have to be flexible enough to accom- | 
modate both the hesitations of ru | 
countries that are not naro members, | 
such as Ireland, and the worries of | 
NATO countries that are not EU mem- | 

i bers, such as Turkey. There is also the | 

oe question whether to incorporate the | 

Western European Union, a semi-dormant defence organisation | 
with some useful assets, into the eu structures, For the time being, | 
the £u has decided simply to install Mr Solanaas secretary-general | 
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of the weu as well. 

The shaping of the new institutions will also depend on rela- 
tions with the European Commission, the executive arm of the 
Union. In the days before governments set their sights on a com- 
mon foreign policy, the eu’s external relations were a matter for the 
commission. It sets trade policy, manages aid and deals with relief 
programmes. It also runs more than 100 offices and missions 
around the world. 

All of those elements are vital to foreign policy, and the Balkan 
precedent suggests that the high representative will be extending 
his influence over at least some of them. A firstdecision might be to 
redesignate the commission’s offices abroad as offices of the Un- 
ion, then give Mr Solana partial authority over them. Whether the 
high representative could manage that without a turf war with the 
commission, and with Mr Patten, is another matter:consider it the 
biggest test to come of his skills as the Union's diplomat-in-chief. 
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66 TF YOU think,” says a high administration offi- 

cial in Washington, pc, “what will be required 
for economic success in the globalisation that is ex- 
ploding around us—technically dynamic, informa- 
tion-rich, highly entrepreneurial—then the winners 
in that environment will be those able to provide at 
least the following...’ He counts on his fingers. “Free 
access to global information and markets. Protection 
of physical and intellectual property. People able to 
speak and associate freely. A government that has 
sufficient legitimacy to feel comfortable joining the 
global economy. An educated population. And a 
rules-based polity...This is a set of qualities that 
does not conform to a highly authoritarian system.” 
That, put simply, is the case for political change in 
China. 

In the past few years, two uncertainties about 
China have cleared themselves up. The first is that 
China’s central government has committed itself 
wholeheartedly, irrevocably and (to all but the dim- 
mest apparatchiks) unambiguously to creating a 
market economy at home, tied to the world at large. 
This is not because China’s septuagenarian leaders, 
all former central planners, have become born- 
again liberals (although a surprising number of lib 
erals are moving up through the ranks). Rather, the 
remnant Maoists have long been banished to the 
wings, from where they shout ineffectually from 
time to time. Meanwhile, the remaining dominant 
factions—whether their leaders are gung-ho reform- 
ers, Cautious conservatives or nationalists who see 
economic success as the basis of future power pro- 
jection—all agree on one thing: the Communist 
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Party is history unless it can deliver growth. And for 
each of the past seven years now, China’s stellar 
economic growth has been slowing, risking unman- 
ageable dissatisfaction amongst the people. 

So Zhu Rongji, the prime minister, by tempera- 
ment and training an engineer, not a free-marketeer, 
and popular neither with his peers in the Politburo 
nor with minions, has had his reforming way all the 
same. New sources of growth, he insists, have to be 
found by drastically (and painfully) shrinking the 
state. The ı5th Communist Party Congress in the au- 
tumn of 1997 was a watershed. It marked the start of 
this new phase with the suggestion that tens of 
thousands of small and medium-sized state enter- 
prises would be cast loose upon private waters, to 
float or sink. In the spring of 1999, guarantees that 
acknowledged the private sector for the first time 
were written into the state constitution. 


Growth from heaven 


The first two decades of reform have in essence been 
catch-up growth, gains that came from disbanding 
the agricultural communes and from allowing capi- 
tal and particularly labour to be poured into low- 
end manufacturing and processing, a lot of it for ex- 
port. The government did not really have to do any- 
thing to foster such growth, other than to keep out of 
the way. Double-digit growth rates were the norm, 
and fast growth created new jobs for workers made 
redundant by inefficient state-owned enterprises, 
migrants from the countryside to urban areas, and 
young people looking for their first job. 

Now those high growth rates are gone, possibly 
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for good. Growth is not only lower these days, but 











its “labour intensity”, according to Yukon Huang, 
head of the World Bank’s mission in China, has also 
slowed. What growth China is achieving is creating 
fewer jobs. 

“We have run out of easy things to reform,” ex- 
plains a senior Chinese official. Laying the founda- 
tions for the next phase of growth will be very much 
harder. The productivity of the land—and remem- 
ber that two-thirds of China’s 1.3 billion people still 
live in the countryside—has almost reached its natu- 
ral limits, given China’s severe shortage of water. 
Higher productivity in agriculture will come at the 
price of even more people leaving the land for urban 
areas—perhaps 8m-1om a year, for whom jobs will 


need to be found. Another 6m jobs need to be. 


created in the cities just to allow for the modest nat- 
ural increase in the urban population each year. 
Then there are the 4m-7m a year being thrown out 
of work by shrinking state-owned enterprises. That 
is a minimum of 18m urban jobs that the economy 
must create every year for the next few years. But 
from where? The woes of China’s industrial sector 
are well known, and the service sector has been so 
stunted by the country’s socialist legacy that it is 
only half the size expected for a country at that stage 
of development. 

The possibility is there for a prolonged indus- 
trial slump and a restive population. For China’s 
leaders, that prospect tilts the balance of risk and re- 
ward in favour of serious structural change and 
market reforms--short-term pain that should, touch 
wood, lay the foundations for long-term growth 
and, they think, for the party's long-term survival. 
Hence the radical commitment to a private sector 
that breaks free from a predatory state, to cleaning 
up the state sector over the next few vears, and to 
membership of the World Trade Organisation. 

After years of procrastination, China has at last 
shown itself to be serious about doing what is neces- 
sary to join the wro. After NATo’s bombing of the 
Chinese embassy in Belgrade last summer, relations 
with the United States deteriorated sharply, and 
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Zhu Rongji’s future was in doubt. Despite these ten- 
sions, China signed a trade deal with the United 
States in November to pave the way for wro acces- 
sion, possibly later this year. Membership will prove 
as momentous a step as Deng Xiaoping’s “opening 
to the world” in late 1978. 

This helps resolve a second uncertainty, which 
is whether China can bring about a smooth and suc- 
cessful change to an open economy under a politi- 
cal system that remains highly authoritarian, in- 
deed Leninist. The answer, as the American official 
suggests, is that it cannot. This survey will argue that 
in the next three to five years, China’s closer integra- 
tion with the world economic order will increase the 
pressure on it to become much more open, liberal 
and receptive. That, in turn, will force profound 
changes on both its political system and its society. 

Until now, China’s Communist leaders have 
been able to scorn predictions of political change, 
and to repress demands for it. They have two de- 
cades of growing prosperity to point to, certainly the 
swiftest, most extensive rise out of poverty any na- 
tion has seen. All the same, says a senior official in 
the Chinese government (one of the liberals), “Given 
globalisation, in all its meanings, the mainland Chi- 
nese are no longer satisfied to look back at the 
change in the past 20 years. They want to be like 
Chinese in Hong Kong or the us, or they want to be 
like Japan...Politicians are not given much time 
these days.” Not even authoritarian ones like 


Out into the unknown 


Lazy editorial writers in the liberal West assume that 
a free-market economy can be introduced, as one 
exasperated Chinese economist puts it, with the 
wave of a central planner’s wand. And democracy, 
too, he might have added. This is not to say that free 
markets and accountable government in China are 
out of the question. Cultural impediments to them 
are not as serious as political ones. The country’s 
vast size, its poverty, and its legacy of a command 
economy surely need to be taken into account in 
guessing how swiftly and how smoothly free mar- 
kets and democracy can be introduced—-and how 
the interests of the central government and the va- 
ried periphery can be reconciled. 

China’s sheer size requires an active effort to 
comprehend. The country’s 1.3 billion people make 
up one-fifth of the world’s population, but they live 
on only one-fifteenth of the world’s land. In fact, be- 
cause a large part of China is inaccessible and inhos- 
pitable, the density in the main population centres 
is much higher than those figures suggest. Two- 
thirds of mainland Chinese live in the fertile eastern 
fifth of the country. 

Mao Zedong once said that China was like “an- 
other United Nations”. At present it has 31 prov- 
inces, if you include the four municipalities with 
province-level status and the five “autonomous re- 
gions”, which (especially in the case of Xinjiang and 
Tibet) are anything but autonomous. In addition, 
there are the two “special administrative regions”, 
Hong Kong and Macau. Thanks to their closely po- 
liced territorial borders with the “motherland”, they 
really are special and autonomous. 

Think, for a moment, of the provinces as if they 
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were separate countries. By land area, the biggest is 
Xinjiang, three times the size of Spain, although 
with less than half of Spain's population. China's 
largest city, Shanghai, has five times the population 
of Singapore. The most populous province, inland 
Sichuan, has over 110m people, about as many as Ja- 
pan. Guangdong, Hubei, Anhui, Hunan, Hebei, 
Jiangsu, Shandong and Henan each have between 
39m and 93m people, that is, populations very 
oughly the size of Egypt, France or Mexico. The 
| Guangxi Autonomous Region, with 46m people, is 
| more populous than Poland, yet how many people 
would be able to pinpoint it unhesitatingly on a 
map? And this paragraph has mentioned fewer 
than half of China’s provinces. 

Or look at China’s cpr per head. The national 
average (excluding Hong Kong and Macau) was $735 
at 1998 prices, which makes China somewhat 
poorer than Indonesia. That average, though, con- 
ceals great regional inequalities. The poorest prov- 
ince, Guizhou, has a cpr per head of $280, on a par 
with Bangladesh or Yemen. Sichuan, with a figure of 
$525, is level with Pakistan. Meanwhile, Shanghai’s 
residents, at $3,400, are up there with Turkey or 
South Africa. Now bring in Hong Kong, which at 
$22,990 has a higher per-head income than Britain, 
its former master. The dozing commuter on the Star 
Ferry is likely to be 90 times wealthier than the vege- 
table-seller in Guizhou. 





Town and country 
Regional inequalities, then, are a serious matter, and 
Beijing’s leadership is at last beginning to wake up to 
them. Equally serious is the wealth gap between city 
and countryside. In cities, 90% of households have 
washing machines and colour televisions.On farms, 
the most widely owned consumer durable, found in 
70% of all households, is the sewing machine. Least 
remarked upon, but equally serious, are huge differ- 
ences in wealth within the same locality, along with 
dire cases of poverty, even on the “prosperous” east- 
ern seaboard. 

Bearing in mind China’s sheer scale, variety and 
relative poverty, it is hard to see how a monolithic 
leadership in Beijing can prevail in the longer term, 


Private salvation? 


NTIL not long ago, the most famous exports of 

Zhongshan district in Guangdong province 
were its people: the first settlers of San Francisco in 
the mid-i9th century, coolies to Hawaiian and Cu- 
ban sugar plantations and, more recently, those 
| who fled Mao-made famine and political upheaval 
| tomake their fortunes in Hong Kong. The flat land of 
| the Pearl River Delta, abundantly fertile all year 
| round, is among the world’s most intensely farmed. 
Yet even during benign times, the land produced 
more people than it could feed. 

Now, many of the paddy fields in Zhongshan 
and surrounding districts have been turned into fac- 
tories where poor migrants from inland provinces 
flock to work. Most of them are young women, 
modern indentured workers who sell their labour to 
factory owners on terms that do the girls few fa- 
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now that the Chinese peopleareno [E 


member that even under Mao Ze- 
dong, during the Cultural Revolu- 
tion, anarchy rather than central 
rule held sway for ten years.) In- 
deed, far from being monolithic, 
China’s political system, both in 
the regions and at the centre, is one 
of sharp elbows and centrifugal 
forces. Yet at the same time China 
has refused to break up into a war- 
ring mess of baronries, as many 
western experts had predicted. 

Until now, the centre--that is, 
perhaps no more than 200 un- 
elected, often elderly, men—have by and large kept 
control of the reform process and of the country as a 
whole. In simple terms, they have done so by de- 
volving responsibility for economic growth to the 
local level, whilst enforcing party discipline by 
keeping control of the hiring and firing of local and 
provincial officials. Crucially, they have attempted 
to recentralise the collection of tax revenues and, 
more successfully, the rationing of credit to the state 
sector. With implications that have gone largely un- 
commented on in the West, a de-facto federal sys- 
tem may evolve in China that could possibly form 
the template for future political and institutional 
change. It could even help solve what is currently 
the biggest threat to the region’s security: the ques- 
tion of Taiwan. 

Predicting that political change will come is the 
easy bit; predicting how it will come about is harder. 
And the outcome will not necessarily be happy. 
Integration with the world economic order will also 
mean more opportunities for friction, aggravating 
the sores of China’s formerly centralised economy. 
The opportunities for corruption that will arise from 
state assets being stripped by officials and managers 
of state enterprises are also a cause for pessimism. 

China’s history is full of shimmering metaphors, 
parallels and examples that usually help to throw 
light on current events. But this time, history offers 
no guide to what happens next. 














vours: six months’ salary withheld, and forfeited if 
they leave before the year is out. For them, itis worth 
it. When they return to their villages after a few 
years, they have money, some experience of the out- 
side world, and a better chance to choose a good 
husband. As for the factory owners, who come from 
coarse, Cantonese peasant stock, they are rich be- 
yond their ancestors’ wildest dreams. 

Some 2,000 kilometres (1,250 miles) to the north, 
central-government officials will inform you in pur- 
est Mandarin that the private sector is from now on 
to be “an important part of the socialist market 
economy, consistent with Marxist-Leninist-Mao-Ze- 
dong Thought”. They would not know a double- 
entry ledger if it stared them in the face. Meanwhile, 
in the Zhongshan village of Guizhen, Mr Wu, the lo- 
cal party secretary, apologises for his poor com- 
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mand of Mandarin, the official language. It is clear 
that his career depends not on fawning over his 
party seniors, but on providing whatever municipal 
help is required to the raw capitalists who have 
turned Guizhen village into a boom town. If the 
state sector ever had a presence here, it has now van- 
ished. Zhongshan and the neighbouring districts of 
Panyu and Shunde are dominated by private enter- 
prise. Even the few remaining “collectives” and 
“township and village enterprises”, Mao-era cre- 
ations that somehow survived in the reform era, are 
throwing off their disguises and admitting to being 
privately run. 

In Guangdong, people do not hide their light un- 
der a bushel. “Guizhen: Lighting Capital of China”, 
proclaims the sign beside the highway into the vil- 
lage (more of a town), which two decades ago was 
an unpaved track. Factory after factory, every one of 
them advertising light fittings, lines the road. In 
town, hundreds of shopfronts display their varia- 
tions on a theme: street lights, chandeliers, bedside 
lights, halogen lights, lights of any sort, from the 
modern to the eternally tasteless. Guizhen has 
60,000 registered inhabitants, says the party secre- 
tary, Mr Wu, frantically talking on his cellphone, 
and though there are officially 1,000 lighting fac- 
tories, “there are also 600 or so underground 
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ones...they all count.” 

One resident in every 40 men, women and chil- 
dren, then, is a factory owner, and that does not take 
into account the wholesalers and shop owners. On 
top of that there are some 40,000 migrant workers. It 
is an intensely competitive industry. The Guizhen 
factories on average change their designs every fort- 
night. The specialist designers of light fittings have to 
come up with three new ideas a day. In return, they 
are paid 600,000 yuan ($72,000) a year, many times 
the salary of China’s prime minister. 

Since the first factory opened in 1986, little- 
known Guizhen has captured 46% of China’s total 
domestic lighting market. One in every two light fit- 
tings you see in China has been trucked out past 
that bragging highway sign. 


The petty capitalist road 

Historians will point out that Guizhen and similar 
places have picked up the thread—brutally severed 
by Mao—of a kin-based petty capitalism in China 
that goes back hundreds of years. In Beijing, old 
street names still recall the cluster of like businesses 
for which each alley was famous: Silk-Brocade Hat 
Alley, Dry-Noodle Street, and so forth. In southern 
Guangdong, the model is amplified by an earthy 
appreciation of money (but not always its conspicu- 
ous consumption) not matched in the north, and by 
a fierce sense that someone else’s gain is your loss. As 
a Zhongshan official puts it: “Once one person in the 
village starts to earn money, then everyone piles in. 
And don’t expect brothers to co-operate. They'll 
compete. Even fathers will with sons.” 

Such natural clustering has also been helpful in 
dealing with the legacy of socialist planning. “In the 
planned period,” says another Zhongshan official, 
“production and sales were all regulated. It became 
much more complex after reform...People didn’t 
know what the demand was, nor where it was com- 
ing from. So gathering together was a good way for 
small enterprises of adjusting costs and production 
to demand. Also, customers at least knew where to 
go to find the market.” Intense specialisation chased 
out less competitive manufacturers of other goods 
from the local market. Guizhen used to have plants 
making clothes and shoes, but these have shut 
down. Other townships specialise in such things 
now—for instance, nearby Nanhai in textiles, and 
Panyu in sneakers. “But the point is,” says the offi- 
cial, taking from his pocket a disposable cigarette 
lighter, no doubt made somewhere nearby, “with 
just one small product you can reach a big market.” 

The question the astounded visitor asks himself 
is this: now that the government has blessed the 
private economy, will what is happening in Zhong- 
shan become a model for the rest of China? There is 
ever less reason why not, though some places will 
always have a better temperament for business than 
others. Aside from Guangdong province, the city of 
Wenzhou, south of Shanghai, shielded from the so- 
cialist hinterland by a ring of mountains, is famous 
for its hustling private entrepreneurs. Early on in the 
reform period, Wenzhou established itself as the 
world’s undisputed capital for...buttons. It now also 
produces more sophisticated things, such as elec- 
tronics, but as with Guizhen. production always 
springs up in local, highly competitive clusters. 

Other regions are already copying this “coastal 
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model”, and many will succeed. Labour comes 
| cheap in China, and as for capital, it doesn’t take 
much. The “Wenzhou model” could, with luck, 
| spread throughout China, providing an engine for 
local economies. Too much emphasis is usually 
laid—by Chinese policymakers as well as by foreign 
businessmen and media—on China’s strength as an 
export machine. China is so big that its economic 
potential might more usefully be compared with 
\-gontinental America’s (driven by domestic demand) 
| rather than Japan’s (driven by exports). 

| $o just how well has the private sector done 
since its first, tentative and often disguised reappear- 
ance? Splendidly, by all accounts; but measuring its 
size is tricky. In the absence of hard data, estimates 
have depended largely on analysts’ views about 
China’s prospects at any particular moment. At the 
| height of the euphoria about China in the early 
19908, some observers—-including The Economist— 
thought the private sector might already account for 
as much as 75% of the economy. That was far too op- 
timistic, and the mood may have swung too vio- 
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lently in the opposite direction: some people now 
put the private sector at only 25% of total output. 
More considered work by the China Economic 
Quarterly (CEQ), an independent publication, puts 
the private sector somewhere between those two ex- 
tremes, at a little over half of the economy. If true, 
that would still be a considerable accomplishment 
for a form of ownership that two decades ago did 
not exist. 

Farming has been privatised almost completely 
(except for land ownership, though land is let out by 
the state on ever longer leases). Although agriculture 
is no longer the dominant part of national output, 
about half of China’s 700m workers are engaged in 
farm-related activities. That helps to explain why 
fully three-quarters of China’s workers are in private 
employment. 

The contribution of the private sector to indus- 
try and construction is harder to calculate, in part 
because many businesses classified as collectives in 
the official data are really private firms in disguise. 
CEO guesses that the private sector contributes 
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UANXI—telationships or connec- 

tions. Ah, now there's a mystical 
concept. Very Chinese. If you don’t have 
the patience to learn about guanxi, old 
boy, you might as well pack your bags 
and go home. 

But thinking about guanxi as some 
kind of spiritual ectoplasm is not par- 
ticularly helpful. Shuhe Li and Shaomin 
Li, two economists at the City University 
of Hong Kong, have looked at it in econ- 
omic terms instead. What follows is 
based on their ideas. 

In advanced economies, companies 
do business within a rules-based sys- 
tem. This means that business is gener- 
ally conducted in a publicly verifiable 
manner (ie, using contracts), under laws 
that are widely known and consistently 
enforced, Although it may not be appar- 
ent to those operating in a rules-based 
system that has grown up over decades 
or even centuries, such a system carries 
large fixed costs. That is, the establish- 
ment of the legislation and the judiciary, 
the drafting and interpretation of laws, 
and the implementation of contracts all 
involve high sunk costs. On the other 


> hand, the incremental cost of enforcing 


an additional contract is loose change. 
Once such a system is in place, people 
take it for granted. 

China’s is not a rules-based econ- 
omy, at least not yet; it is still an econ- 
omy based on relationships. Business 
transactions are made on the strength 
not of contracts but of personal agree- 
ments. Transactions are purely private. 
They are neither verifiable nor enforce- 
able in the public sphere. 
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How, then, do you avoid being 
ripped off in such a system? You thor- 
oughly check a person’s background, his 
status and his assets. If he cheats, you 
know how to seize his assets, blackmail 
him or, if you have to, kidnap him. This 
sort of governance {a kind of heavily 
armed tit-for-tat) can be highly effective 
in forcing two parties to keep to an 
agreement, say Messrs Li. 

A rules-based system needs a high 
and costly level of public order. A rela- 
tions-based system needs only minimal 
public order. All you need to know is 
that you are unlikely to be mugged on 
the way to the bank, and that the bank 
manager is unlikely to run away with 
your money. On the other hand, the 
marginal costs of finding, screening and 
monitoring a potential partner are ex- 
tremely high. For instance, the relation- 
ships have to be managed personally: 
you cannot afford to delegate the task. A 
telling difference with the West is that 
executives in China tend to answer their 
own phones. 


Family first 


Given this high marginal cost of cultivat- 
ing new relationships, it makes sense to 
do business first with close family, then 
with the extended family, then neigh- 
bours from your home town, then for- 
mer classmates, and only then, reluc- 
tantly, with strangers. This is how 
market reforms spread in China during 
the 1980s and 1990s. Instead of incurring 
the high fixed costs involved in setting 
up a rules-based system, the country 
took the cheaper route of relations- 
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based development. That led to an ex- 
plosion of markets, and to a rapid divi- 
sion of labour. That, in essence, is what 
the “Chinese miracle” is all about. 

The trouble is that in the absence of 
a rules-based economy, those splintered 
local markets cannot merge into re- 
gional, national or even international 
ones. Moreover, they create immense 
economic distortions through corrup- 
tion and the misallocation of resources. 
By trying to push through tough econ- 
omic and legal reforms, the Chinese 
government is attempting to switch 
from relations-based to rules-based gov- 
ernance. It is trying to break the cosy 
links between banks and their state cus- 
tomers. It is cracking down on the many 
smuggling rackets that are simply a form 


of relations-based trading. It is trying to | 


disengage itself from its over-close rela- 
tions with business. And it is attempting 
to produce laws for the market econ- 
omy, not the socialist one. 

Beware, foreigner, beware. The clos- 
est scrutiny is néeded just at the point 
where guanxi appears to become re- 


dundant. As markets expand and the | 


economy becomes more complex, the 
average cost of relations-based gov- 
emance rises whereas the cost of rules- 
based governance falls. Yet the transi- 
tion from the first form of governance to 
the second is not as smooth as outsiders 
like to believe. They see the introduction 
of new rules that protect investment. In- 
siders see a state of flux created by 
changing relations among market par- 
ticipants. Outsiders see an opportunity 
to invest. Insiders see an opportunity to 
loot. This may help explain, say Messrs 
Li, why you are finding it so tough to do 
business in China right now. 
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about 50% of industrial produc- 
tion. A large chunk of the private 
output comes from investment 
by overseas Chinese business- 
men and multinationals. 

At first blush, the service sec- 
tor appears to be predominantly 
private. Urban China is now 
crammed with boutiques, priv- 
ate restaurants and all-night hair- 
dressers. Beijing and other big cit- 
ies have whole districts given 
over to private computer-hard- 
ware and software businesses. 
One statistical problem is that a 
lot of this private activity takes 
place in the black market and 
therefore goes unmeasured. More 
seriously, despite this bustling 
and highly visible aspect of priv- 
ate enterprise, large swathes of 
the service sector are off-limits to private firms. The 
state has a near-monopoly in telecoms, banking and 
distribution. According to cro, private firms have 
only 37% of the service economy. 

The private sector’s future potential is even 
harder to guess. Certainly, the continued strength of 
the state sector is a huge constraint. Until recently, 
most economists and policymakers had hoped that 
it would sink under its own losses, and that the priv- 
ate sector would simply take its place. One day 
China would wake up to find the state sector gone, 
entirely replaced by vibrant private enterprise. 

This is clearly not going to happen. True, the 
state sector has shrunk dramatically, anc continues 
to do so, to judge by the number of urban workers it 
is laying off. Yet state enterprises still command a 
disproportionate share of lending by the big four 
state banks (around three-quarters of the total), 
making it hard for private firms to get a look-in, 

Moreover, the state still monopolises swathes of 
the economy. And where private firms are not kept 
out by the state, competition is dulled by local pro- 
tectionism. For instance, last year the city. of Wuhan, 
which produces cars in a venture with France’s Ci- 
troën, slapped duties of nearly 100% on Shanghai- 
produced Volkswagens. Shanghai had started the 
war by taxing cars not made locally. Lacal protec- 


The honeycomb of corruption 


A little reform in 66 AT LEAST under Mao there was no corrup- 


the state sector has 


proved a 
dangerous thing 


tion,” sighed this correspondent’s Beijing 
neighbour as he griped about the local police. Not 
because man lived in prelapsarian bliss, but be- 
cause Mao’s egalitarian state enforced poverty on 
all, so there was little wealth to steal. Even if some- 
one managed to get hold of public assets, he would 
find it well-nigh impossible to turn them into cash. 
During the Cultural Revolution, it was often for pos- 
session of things like cigarettes and liquor that Red 
Guards persecuted “corrupt” high party officials. 
Today, a puritanical drive against official cor- 
ruption recalls those earlier days. Central leaders rail 
against the cancer of corruption and promise to ex- 





Private delights 


tionism finds another outlet in lo- 
cal courts, which are unwilling to 
rule against local companies in 
commercial cases, or to enforce 
judgments where wrongdoing 
has been too blatant to ignore. 

The inadequacies of the law 
in general, as well as all the other 
institutions that referee a market 
economy, are less immediately 
obvious, but they impose per- 
haps the biggest constraints on 
private-sector growth in China. 
The law and other commercial 
rules, or at least their very partial 
enforcement, clearly favour the 
state. And the current bank- 
ruptcy law is weakly written and 
poorly enforced, putting credi- 
tors at a disadvantage. 

But just assume for a moment 
that the entrepreneurial sector operates in a private 
paradise, with no state sector to get in its way. How 
adequately does the present legal system protect 
property rights, support contracts and ensure the 
quality of corporate governance that protects own- 
ers from being ripped off by their managers (as the 
state is currently being ripped off by its managers)? 
It is a fair bet that, whereas small, family-run private 
enterprises can proliferate in China, their growth 
into more complex organisations will be held back 
by the disastrous legal inheritance of socialism. 

In Guizhen, the party secretary, in his atrocious 
Mandarin, confirms that the problem with the local 
lighting companies is their technical and mana- 
gerial backwardness. If Guizhen is to win world 
markets, the firms will have to find economies of 
scale through mergers and better management. Yet 
how many of Guizhen’s factory owners trust others 
sufficiently to pool resources with them? Primers for 
westerners doing business in China invariably em- 
phasise the importance of guanxi (relationships). 
Yet guanxi merely implies that in the absence of law 
and defendable property rights (see box, previous 
page), people do business with those they know and 
trust. Personal relationships matter in a low-trust 
society, and you can't get much more low-trust than 
a place where fathers doubt their sons. 


rend 


cise it. Their indignation is echoed in the official me- | 
dia. An audit of embezzlement in the first half of | 
1999 which the central government published last | 
August showed that some 20 billion yuan ($2.4 bil- | 
lion) had been diverted from the state into personal | 
bank accounts. Another 1 billion yuan had been l 
bilked from the pension funds of the state railways, | 
post and telecommunications. About 6 billion yuan | 
of pension funds from the state coal bureau had 
been misused. And so it goes on. Moreover, this is 
merely what the central government says it knows 
about, which is less than it should. The party’s offi- 
cial mouthpiece, the People’s Daily, says that 120 bil- 
lion yuan of state funds were misused (on a wider 
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definition) in the first half of last year—equivalent to 
one-fifth of the central government's tax revenues. 

Leaders promise to crack down on corrupt offi- 
cials, but they face an impossible task. Very occa- 
sionally, a high official is executed to set an example. 
Coinciding with the annual meeting of the National 
People’s Congress in early March, a former deputy 
governor of Jiangxi province, Hu Changqing, was 
tried for taking $650,000 in bribes, and shot for his 
crimes. He was the most senior official to be exe- 
cuted in half a century of Communist rule. 

“No matter what unit or person is involved in 
the case, we must investigate to the end. Our hand 
will not falter,” said China’s top judge at the time’ 
Fine words, but are they true? The central leadership 
often publicises the misdeeds of low-ranking offi- 
cials, who are described as “morally corrupt”, as 
though they were suffering from a personality disor- 
der, when the real problem is systemic rot. Yet cor- 
ruption in high places is more difficult to tackle: if 
too much attention is drawn to it, the political sys- 
tem itself might be called into question. 


The help-yourself economy 


Take the giant smuggling racket in the coastal prov- 
ince of Fujian discovered last year, involving hun- 
dreds of government officials and goods worth per- 
haps $15 billion. Mr Zhu, the prime minister, is 
rumoured to have offered President Jiang Zemin his 
resignation last summer, furious that the case was 
not being pursued with sufficient zeal. News of the 
racket began to be aired in the foreign media. High 
officials in Beijing with Fujian connections were im- 
plicated. Yet when unsanctioned reports of the 
racket began to appear on the websites of some of 
the more adventurous mainland newspapers early 
this year, they were quickly slapped down. 

The racket has the makings of China’s biggest- 
ever corruption case. Some 400 investigators were 
dispatched to find out what was going on. Since 
then, silence. No doubt scores of local officials will 
be tried, and perhaps some of them executed. But 
because some high officials also had their snouts in 
the trough, this case needs to be handled with ex- 
treme delicacy. Business China, a sister publication 
of The Economist, forecasts that the party will even- 
tually trundle out an official explanation, but in a 
way “least harmful to its interests”. 

Deng Xiaoping once said it is inevitable that 
when you open the window, the flies come in. X.L. 
Ding, an economist writing in the excellent China 
Journal, published in Australia, prefers to take his 
analogies from bees. In pre-reform urban China, he 
says, the economy resembled a giant honeycomb of 
small, bounded cells of inward-looking activity. This 
structure had three main features. The first was state 
ownership, which kept things simple. The second 
was the supervision of state firms by the local gov- 
ernment of wherever they were operating. In effect, 
local governments served as the guardians of na- 
tional property. The third was that, in a command 
economy, there were few transactions between 
firms, and those few took the form of material allo- 
cations, rather than monetary exchange. 

All this changed with reforms that have brought 
great complexity to the state sector's relations, both 
internal and with the outside world. Once the 
boundaries between formerly separate cells of econ- 
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omic activity get blurred, the government's chain of 
control over its vast stock of national assets be- 
comes paralysed. The result, says Mr Ding, is that 
“managers of Chinese state firms essentially have 
ended up capturing a sizeable portion of the widely 
scattered public property.” 

That makes it hard to argue that 20 years of Chi- 
nese market-oriented “reforms” to the state sector 
have really succeeded. They started in the 1980s 
with the introduction of the “contract-responsibil- 
ity” system that allowed enterprises to sell their 
goods for profit in the open market once they had 
fulfilled their quota under the plan. It was the cue 
for quantities of state goods to leave the factory by 
the back door, with the proceeds kept by the man- 
agers. For much of the 1990s, modern “scientific” 
management was praised, and managers were given 
more autonomy to generate profits. They were not, 
however, penalised for racking up losses, which re- 
mained the state’s responsibility. Unscrupulous 
managers have been able to milk their companies’ 
assets through shell companies and subsidiaries. 

New milking opportunities presented them- 
selves with the Communist Party’s endorsement in 
1997 of a “shareholding system” that would allow 
small and medium-sized state firms to be tumed 
into companies with mixed public and (sometimes 
majority) private ownership. Small state firms were 
soon being privatised at a frantic pace. Managers 
would often bully workers into buying shares, form- 
ing nominal “collectives” to disguise what was going 
on. When the central government tried to slow 
down the process, outside observers said China’s 
leaders were backtracking on reform. More likely 
they realised, horror-struck, how easily state assets 
were being pilfered. 

Reforms have not been as disastrous as in Rus- 
sia, where the theft of state assets is an honoured 
pursuit; on the other hand, Russia launched a full- 
blown programme of privatisation, which China is 
wary of copying. So Chinese officials and managers 
have had to use more imaginative alchemy to tum 
state assets into private property. But whatever the 
method, says Mr Ding, what has been done to trans- 
form national assets into private wealth in China is 
little different from what Ferdinand Marcos did in 
the Philippines, or what ex-President Suharto’s cro- 
nies did in Indonesia. That should be a warning to 
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China's Communist rulers. 

To be fair, it is not just because of corruption that 
China’s shrinking state sector, now making up less 
than half of the economy and falling, contributes a 
disproportionately large and rising share of the 
country’s problems. Even where there is no overt 
corruption, state ownership involves a wasteful 
allocation of resources. The reforms have left the 
state industrial sector with a mess of renegade gov- 
emment agencies and unco-ordinated, or unen- 
forced, regulations. Edward Steinfeld*, of the Massa- 
chusetts Institute of Technology, describes it as 
“something of a Dodge City atmosphere. There are 


few rules, few responsibilities, strong preying on the 
weak, and a tremendous amount of waste.” 

It would be nice to wave that magic wand, priva- 
tise everything overnight, and decree.a market econ- 
omy into existence. But would the change of own- 
ership help? Or might it make matters worse in an 
economy with few rules? As Mr Steinfeld argues, 
there is little point in worrying too much about who 
owns an economic unit before the institution of 
ownership itself has been firmly established. 


*“Forging Reform in China: the Fate of State-owned Industry”. Cam- 
bridge University Press, 1998. 





ROM the government's point of view, the cost of 

state-owned enterprises is unsustainable. That 
lesson was learnt after the economic boom of the 
early 1990s, an indiscriminate lunge for economic 
growth urged on China by an ancient Deng Xiao- 
ping to put the trauma of the 1989 Tiananmen crack- 
down behind it. Investment soared, but much was 
wasted. Paddy fields were smothered with concrete 
and declared “economic zones’. Luxury buildings 
went up for which there were no customers. State 
enterprises produced larger quantities of goods that 
no one wanted. The banks printed money, making 
inflation soar to a peak of 28% in 1994. But gov- 
ernment finances remained in aparlous state. 

Much of the governments economic policy 
since has been designed to avoid a recurrence of the 
inflation nightmare. Like Geemany, which has 
never forgotten the hyperinflation it suffered after 
the first world war, China too has collective memo- 
ries of runaway prices, in its casein the late 19408, In- 
deed, the casual handling of inflation by the Kuo- 
mintang, the nationalist opponents of the 
Communists in the civil war, helped bring the Com- 
munists to power in 1949. Half a century on, it can 
be argued that Zhu Rongji and his economic team 
tamed inflation rather too brutally. For the past two 
years prices have been falling, though the worst 
now seems over. 

Yet China’s inflation was a bigger threat to fu- 
ture prosperity than its deflation, and two institu- 
tional changes have put the government in a 
sounder position to prevent its reappearance. The 
first is an overhaul of the tax system in 1994, which 
: for the first time gave the central 
[2]| government first grab of the reve- 

nues collected in the provinces. In 
many ways, a govemment mea- 
sures its authority by its ability to 
tax and spend, Yet the government 
in Beijing seemed incapable of col- 
» lecting an adequate amount, with 
annual revenue equivalent to a 
mere 11% of cop (compared with, 
say, 31% for America). The figure has 
now crept up to just over 13%, a slow 
step in the right direction. 
3 The second move will perhaps 
“| prove the more important: a re- 
structuring of the banking system 





that prevents state enterprises getting easy money. 
China’s central bank, the People’s Bank of China, 
was organised along the same lines as other central- 
government agencies, which meant that nearly ev- 
ery level of government across China had its own 
central-bank branch. This was usually answerable 
to the local party barons, so it often became the 
piggy bank for their pet projects. 

That has now changed, because the central 
bank has been reshaped into nine regional 
branches. The rearrangement cuts across local party 
lines, and allows the People’s Bank better to monitor 
the branches of the four state banks, which also 
faced pressure to supply credit to inefficient local 
state enterprises. One Beijing executive of a state 
bank tells the story of a meeting he had with his 
counterpart at a provincial branch, along with the 
provincial governor. He found the two of them sit- 
ting next to each other and opposite him. 


Squeezing the banks 


The central government is now taking the legacy of 
socialism—1.2 trillion yuan of bad loans—off the 
state banks’ books. In return, the banks are under in- 
tense moral and financial pressure to behave more 
commercially. In January, the governor of the Peo- 
ple’s Bank, Dai Xianglong, an ally of Zhu Rongji, told 
the state banks that they had had their last dinner. 
That means the state enterprises have had theirs too. 

The loans are being put into “asset-management 
companies” that are supposed to restructure, re- 
package and sell the loans over a period of ten years. 
The government hopes it can recover almost one- 
third of the loans that have gone sour. That seems 
wishful thinking, particularly since no proper mar- 
ket exists for selling these assets. One day there will 
have to be a reckoning. 

Nicholas Lardy of the Brookings Institution in 
Washington, pc, does a back-of-the-envelope bal- 
ance sheet of the Chinese governments finances. 
On the liability side, there is the government's out- 
standing debt, equal to 20% of cop if treasury debt is 
taken into account, as well as the debt forced on the 
four state banks to finance the government’s non- 
commercial lending by “policy” banks. Next, there 
are the state banks’ non-performing loans. The gov- 
ernment has acknowledged 12 trillion yuan of 
them, equivalent to 15% of Gop. Mr Lardy reckons 
the real figure, including bad loans elsewhere inthe 
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system, may be about double that. Then comes a 
huge future bill for urban workers’ pensions, the 
responsibility for which is being shifted from state 
enterprises to government—say 50% of Gor. In all, 
the government's liabilities are around 100% of GDP. 

What of the asset side of the balance sheet? 
Some economists think there is much that can be 
privatised, but caution is in order. For a start, there 
are still intense ideological objections to selling con- 
trol of the country’s “strategic assets” in telecoms, 
energy and transport. And what are they worth any 
way? PetroChina is seeking to float a minority stake 
on the New York Stock Exchange, but fund manag- 
ers initially were not keen on the idea. After all, a big 
chunk of the money raised is meant to go on paying 
pensioners, whereas western institutions like to see 
their money being put to more productive purposes. 
True, the $3 billion listing of China Telecom caused 
much fanfare in Hong Kong over two years ago, and 
its shares have since soared. But that, for once, is a 
company in a growing, forward-looking business, 


Country cousins 


TATE enterprises, the 1997 Party Congress de- 

creed, had to sharpen themselves up for the mar- 
ket, and that meant “optimising” their workforce (ie, 
sacking large chunks of it). The state banks rein- 
forced the message by starting to cut credit. As so of- 
ten in China, these official moves lagged behind 
what was already happening in the real world. As 
early as 1995, the phrase xia gang—literally, those 
who “leave their post’”—had became common par- 
lance. The term covers people who are sent home on 
nominal pay, though not yet officially sacked. Simi- 
lar euphemisms are used for other categories of peo- 
ple whose jobs have evaporated. There are those 
“waiting for work” (though they may have to wait a 
long time); “early retirees”; and those “absent from 
their posts”. In a socialist country, unemployment is 
not allowed to speak its name. That is why China’s 
official unemployment rate, at 3.1% of the urban 
workforce, is absurdly low. 

The heartlands of the new unemployment are 
the north-eastern provinces of former Manchuria, 
where most of the old heavy industry is concen- 
trated. The almost feudal dependence of the urban 
proletariat on its state-enterprise employer is hard 
for westerners to comprehend. The enterprise pays 
your salary, provides your flat, sends your children 
to a company-run school, puts you in a company 
hospital when you are ill, pays your pension and 
buries you. Or at least it did, until fairly recently. 

But now the old relationships have changed 
dramatically, according to a study of unemploy- 
ment in north-eastern Liaoning province by An- 
toine Kemen and Jean-Louis Rocca (published in 
China Perspectives, the fine house journal of the 
French Centre for Research on Contemporary 
China). In 1995 Liaoning had an urban working 
population of about 12m. The authors calculate that 
in the West about 329,000 of these would be classed 
as unemployed, including young people looking for 
their first jobs. By the end of 1996 that unemploy- 
ment total had risen to 800,000; by the end of 1997 to 
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without a pensions legacy, and 
with a near-monopoly. The notion 
of selling China’s under-invested 
railroads and urban-transport net- 
works, says one western economist, 
is a “pipedream”. That leaves 
China’s annual tax revenues (13% of 
cpp, of which nearly one-fifth goes 
on paying interest on government 
debt) as the main asset. 

If the government can prevent 
the state banks from making any 
new bad loans, says Mr Lardy, and 
if tax revenues continue to rise by 
0.6 percentage points of GDP a year, 
as they have recently been doing, 
then the central government may well get out of its 
fix. Government debt will peak at 60-70% of Gpr, a 
high but still manageable level. But should bad 
loans increase or tax revenues fail to go on rising, the 
debt ratio will spiral out of control. 


1.8m; and by the end of 1998 to 2.2m, or 18% of the la- 
bour force. It is no doubt very much higher today, if 
only because 400,000 people were officially sched- 
uled to be laid off in 1999 and this year. So much for 
the socialist paradise. 

In the north-east, strikes, sit-ins, petitions and 
even factory occupations have multiplied. Yet so far 
the unmanageable social unrest predicted has not 
materialised. That may be because, despite the lack 
of jobs, this urban proletariat is better off than it ap- 
pears at first sight. Almost all of these “new poor”, 
for a start, keep their state housing. And where state 
enterprises are walking away from their welfare role, 
municipal governments are stepping in. Messrs Ker- 
nen and Rocca show how all the old mass organisa- 
tions of Communist control—the trade unions, the 
All-China Women’s Federation, the residents’ com- 
mittees, and so forth—have been transformed into 
providers of social services, and even of charity. 


Unaccustomed to the sack 





Object of desire 


Discrimination 
against rural 
migrants is China’s 
apartheid 
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Municipal governments have a new mission: to or- 
ganise retraining and to find jobs for the locals. 

Even unemployed state workers are tied to one 
place: by their housing, their welfare arrangements 
and the hope of a new job. Villagers in the coun- 
tryside, however, are on the move. 

Chinese farmers have had a raw deal for much 
of the recent past. Soon after the revolution, Mao 
and his colleagues smashed the landlords and gave 
their land to the peasants. Yet they quickly appropri- 
ated any surpluses the peasants managed to pro- 
duce in order to build up heavy industry. This cul- 
minated in the disaster of the Great Leap Forward 
(1958-61), which caused a famine killing 30m-odd 
Chinese. Forced communisation continued apace, 
and output and incomes stagnated or fell. Relief 
came with the disbandment of the communes, be- 
ginning in the late 1970s. 

This was followed by a period of liberation and, 


by previous standards, enrichment. Farmers who 
stayed on the land were able to grow for profit. Oth- 
ers sought work in the local township and village 
enterprises, quasi-collectives that thrived in an un- 
regulated environment; or they made their way to 
the coast to work in the processing plants of foreign 
joint ventures, or in factories like those at Guizhen. 
Increasingly, too, rural migrants are doing the urban 
classes’ dirty work in the big cities. In Beijing the con- 
struction workers are from Shandong province. The 
nannies are from Anhui or Hunan. The rubbish col- 
lectors are from Henan. And the prostitutes, well, 
they are from everywhere. 

You can tell the migrants who have newly ar- 
rived in the cities not just from their dress and from 
their rather dazed look, but also from their size. 
Throughout their lives they have taken in many 
fewer calories than the townies. And now that they 
have come to town, they are badly treated every- 








The return of the “four olds” 


ANG WANJUN, with his closely 
cropped hair, his blue peasant’s 
jacket and his quiet dignity, is a rural mi- 
grant, even though he has got no further 
than his provincial capital. Nine years 
ago he left his village in south-western 
Guizhou province, a beautiful but des- 
perately poor place, for the city of Gui- 
yang. The capital remains a backwater 
where rural folk sell baskets of coal at 
| the door. Mr Wang and his wife opened 
a stall at the Red Side vegetable market, 
and found a single room to live in. They 
led a tolerable, if not a comfortable life. 
Two years ago, Mr Wang was caught 
sprinkling water over his vegetables out- 
side the market to make them look 
fresher, in violation of municipal rules, 
and was duly fined. So off he went to 
the police station to pay up, leaving his 
five-year-old son playing in the street. 
That was the last he saw of him. 
Others, though, saw the boy being 
carried away by a stranger, almost cer- 
tainly a member of a kidnapping gang. 
The son is probably in coastal Fujian 
province or Guangdong now, bought by 
a rich couple desperate for a boy but un- 
able to have one. Mr Wang, sitting on the 
bed fingering a photograph of his son, 
due to turn seven the following day, has 
searched high and low for him. He 
pleaded with the Guiyang police for 
help, but they said they had no money. 
He even made the long journey to Beij- 
ing to lay his plea before the central au- 
thorities. They sent a generous 300,000 
yuan to the Guangdong police and in- 
structed them to search for missing chil- 
dren. Thanks to their efforts, some 40- 
odd children were found, for whom 
1,000 bereft parents came forward; but 
Mr Wang's boy is still missing. “My wife 


would not get out of bed for two weeks 
when he disappeared, and would not 
eat. But I told her he’s smart, and he’s old 
enough to remember us. I know we'll 
find him.” 

Mr Wang's family is a victim of 
China’s new capitalism, which comes 
with a pretty raw face. Along with child 
kidnapping, many “old” Chinese prac- 
tices have made a comeback in recent 
years. Young brides are sold to old farm- 
ers by their families, or are kidnapped in 
the same way as children. Prostitution is 
on the increase. The number of heroin 
addicts is rising sharply, particularly in 
south-western China, near the Golden 
Triangle. Concubinage has returned, and 
so have disputes, sometimes violent, be- 
tween village clans. 

Even piracy is back. In January, 13 
members of a gang of mainland pirates 








The pirate’s last laugh 








convicted of the murder of 23 crew 
members of a Hong Kong-registered 
bulk carrier were executed in southern 
Guangdong province. They did not put 
on the show of contrition the Commu- 
nist authorities expected of them. On 
the truck taking them to the execution 
ground, drunk on rice wine, they sang 
the “ole, ole, ole” of Ricky Martin’s 
World Cup theme song, and mockingly 
thanked the Communist Party for giving 
them a “fair chance”. 


To the many Chinese brought up to 


believe in the Communist creed that 
put service to the people above all else, 
the past 20 years of reform are cause for 
soul-searching. Half a century ago, Mao 
Zedong had set out to mould a new Chi- 
nese identity against a backdrop of 
economic backwardness, foreign exploi- 
tation and civil strife. The new identity 
was to be free of the “four olds”—habits, 
ideas, customs and beliefs—which were 
thought to lie at the heart of China's de- 
bilitation, and which Mao’s Red Guards 
had sought to destroy. The national in- 
terest was meant to replace narrow, self- 
ish concerns. 

Now the four olds have made a 
comeback. Even religion and supersti- 
tion have returned, with fundamentalist 
underground churches and a prolifer- 
ation of cults. Look how the Falun Gong 
sect refuses to be cowed by attempts to 
stamp out its particular mix of qigong 
(breathing exercises) and millenarian- 
ism. And note that across the way from 
Mao’s birthplace in Shaoshan, in a res- 
taurant that thrives on serving his fa- 
vourite dishes, there is now a shrine to 
the Great Helmsman. Fake flowers are 
strung around his neck, and incense and 
offerings of fruit lie at his feet. The 
staunch atheist and revolutionary has 
been reduced to just another god in the 
Chinese pantheon. 
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| where. Under national legislation, overtime should 
be paid at a rate of 50% above that for normal hours, 
and be limited to 36 hours a week. But the migrant 
girls in Guangdong factories are generally worked 
for 12 hours a day, seven days a week, without bo- 
nuses for overtime. 

Pun Ngai from the University of Hong Kong 
worked for a year on the production line of an elec- 
tronics factory in Shenzhen with owners in Hong 
Kong in order to leam about the dagongmei, liter- 
ally, “little-sisters-doing-labour”, or young working 
women from the countryside. Her absorbing study, 
published in the China Journal, describes how the 
factory regime sets out to turn the young women 
| into modern “working girls”. Often the girls them- 
selves share the same desire. But the process is 
rough. In a typical incident, Ms Pun one day acci- 
dentally caused a product to be scratched. The 
(male) line manager turned not on her, but on the 
latest newcomer, an 18-year-old fresh from the 
countryside. “What the hell are you doing...Such a 
big scratch here. You know you're not ploughing a 
furrow, don’t you? These products are very expen- 
sive, you couldn't pay for this even if you worked in 
the fields for a year.” Turning to Ms Pun, he ex- 
plained: “These village girls are always like that, dif- 
ficult to teach.” 

These, though, are the better-off. Their employ- 
mentis legitimate, and they return home rich by vil- 
lage standards. The migrants to the cities, such as the 
Henan rubbish collectors in Beijing, live life on the 
fringe of urban society. They do the menial jobs—as 
janitors, street-sweepers and so on—that the laid-off 
workers from state enterprises refuse to take. 


Rough justice 

More than any other class in China, rural migrants 
suffer the disdain of city-dwellers and the arbitrary 
justice of the authorities. One example is a village on 
the outskirts of Beijing where some 50,000 migrants, 
many of them from the famously entrepreneurial 
city of Wenzhou in Zhejiang province, settled over 
the years to produce much of the capital’s clothing. 
In 1996 a quasi-military operation of nearly 5,000 
armed police and soldiers emptied the village and 
razed the buildings. 

Before last October’s celebrations of the soth 
anniversary of the People’s Republic, 300,000 mi- 
grants—including beggars, prostitutes, drivers of 
three-wheeled carts, children and the mentally ill— 
were expelled from Beijing. Many were kept in “wel- 
fare” centres more akin to detention camps. These 
are at the heart of the authorities’ “custody and re- 
patriation” policies, which sanction arbitrary deten- 





HE Chinese Communists may have come to 

power with revolutionary fervour, but their 
agenda was little different from that of the beaten 
| Nationalists before them, or from that of the rather 
milder reformers of the Qing dynasty in the late 19th 
century. The agenda, simply put, was to restore to 
China its rightful prosperity and power (fugiang in 
Chinese). Half a century on, China’s Communist 
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Migrants tasting bitterness 





tion that bypasses the judicial process. Human 
Rights in China, an organisation based in New York, 
estimates that local policemen use “custody and re- 
patriation” to lock up several million rural migrants 
each year. They also often impose arbitrary fines. 
Even if a migrant’s papers are in order, when a po- 
liceman heaves in sight the wisest thing to do is to 
pedal the other way. 

Nobody knows exactly how many economic 
migrants there are, but the number is huge: esti- 
mates range from 80m to 130m.Their presence in cit- 
ies is a measure of how Maoist controls over peo- 
ple’s movements have loosened. But migrants still 
lack many privileges conferred on urban residents 
by their hukou, or household registration. Without a 
hukou, for instance, you cannot get access to school- 
ing, health care or housing. That is why migrants 
rarely bring their families with them when they seek 
work in the cities. 

Treatment of the migrant poor in China today 
carries echoes of England’s “deserving poor” in the 
18th and early 19th century, rendered landless by the 
acts of enclosure and harshly treated by the authori- 
ties. Jeffrey Wasserstrom of the University of Indi- 
ana sees historical parallels closer to home for 
China: the late-19th-century influx of rural migrants 
into the foreign-dominated treaty ports, particularly 
Shanghai, there to work in satanic mills. 

Certainly, the discrimination against the coun- 
try-born is China’s form of apartheid. It is an offence 
against human rights on a much bigger scale than 
the treatment of the tiny handful of dissidents 
dogged enough to speak up against the state. 

= = = 


Wealth and power 


leaders still keep fugiang at the very top of their Those elusive goals 
agenda, says Lucien Bianco, an eminent sinologist 
based in Paris, for the simple reason that they have 
yet to attain it. So what have they achieved? 
Start with fu (wealth or development). When the 
Communists came to power, there were half a bil- 
lion Chinese, and perhaps half of those ran a real 
risk of going hungry. Today the population is 1.3 bil- 
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lion, but only perhaps 50m are so poor that they 
cannot always eat as much as they want. Since 1979 
about 210m people, nearly the population of Amer- 
ica, have been lifted out of absolute poverty. 

It is not a popular thing to point out in liberal 
company, but without the sharp fall in the Chinese 
birth rate since the 1970s, achieved by using state co- 
ercion, it would have been next to impossible to re- 
duce poverty so dramatically, so quickly. At 1.3% a 
year, China’s rate of population growth is now en- 
tirely manageable. Indeed the government is begin- 
ning to worry about an ageing population, and is re- 
laxing its one-child policy. For the first time in its 
history, China does not face the twin curses of ram- 
pant population growth and farnine. 

Equally striking is the “miracle” that has taken 
place since 1979: economic growth rates that aver- 
aged nearly 8% a year (give or take a bit of statistical 
exaggeration), which means that economic output 
has quadrupled. Exports have been climbing by 15% 
and imports by 13% a year for the past two decades, 
a faster rate of growth than Japan managed during 
its golden period in 1953-73. 

But this achievement needs to be put into per- 
spective. By 1955 Japan was already the world’s 
ninth-biggest exporter. China did not become the 
tenth-biggest until 1992. Before the Communists, 
China reached its highest share of world trade in 
1928, with 2.3% of the global total. It did not regain 
that peak until 1993, and even today, at 3.4%, its 
share is no bigger than that of the Netherlands. 

Measured in terms of its total pp, China is now 
a medium-sized or large economic 
power, the seventh-biggest in the 
world. The trouble comes when you 
divide its output by its population. 
Measured by Gur per head, China 
tumbles down the rankings to 
about number 150. For all its might, 
it is still a desperately poor country. 

And where are its world-class 
firms? Last year only six Chinese 
companies, all of them state- 





owned, made it to the list of the world’s top soo com- 
panies published by Fortune magazine every year. 
They won admission not because of their perfor- 
mance, which is execrable, but simply because they 
employ a lot of people. For example, Sinopec, an oil 
giant, has 12m workers. According to the Chinese 
government’s own figures, the average assets and 
sales of the country’s top 500 companies are 0.9% 
and 1.7% respectively of those of the average Fortune 
500 company. In 1998 China’s top 100 firms had 
overseas investments of a mere $2.6 billion. 

China-boosters will dismiss these comparisons. 
Other transitional economies, most conspicuously 
Russia, have fared far worse. China has delivered 
economic growth. It has not debased the currency, 
which is backed by hard-currency reserves. Most 
notable of all, things have not fallen apart; the centre 
has held. China is still able to govern, 

Yes, but...Bear in mind that China’s growth has 
been so furious because the economy was so back- 
ward to begin with. And why was that? Because of 
catastrophic past blunders committed by the same 
party that rules today. Moreover, this survey has ar- 
gued that the catch-up gains are coming to an end, 
and that the Chinese state has vet to withdraw from 
the economy. Much of state-owned industry is on 
the verge of collapse, and the rest faces stiff compe- 
tition as wro membership approaches. The banks 
are weak. Economic growth has slowed sharply in 
recent years, even if there are now tentative signs of 
acyclical rebound. The hard part is ‘yet to come. 

“China’s economy”, says Yukon Huang, head of 
the World Bank’s mission in China, “is still a transi- 
tion economy. That means the centralised com- 
mand system is going to clash ever more frequently 
with global norms. The greater the clashes, the more 
glaring the Chinese anomalies and the greater the 
potential for corruption... It puts strains not only on 
the economic system, but on the political one.” 

The strains can only get worse. As Mr Huang ex- 
plains: “At the point of intersection with the world 
economy, China will have to have the same stan- 
dards as elsewhere. Ultimately, it will have to have 
governance structures, pay systems and rules of 
conduct that are pretty consistent with world coun- 
terparts.” That means separating four deeply en- 
twined strands of China’s political economy: the 
party, the government, the enterprises and the 
banks. Will attempts to separate these four strands 
prove successful, even if the party remains in con- 
trol, or will they lead to political and economic 
chaos? Mr Huang thinks the answer is far from clear, 
but bets on success. “Yet if they can't do it, then 
China will not integrate into the world economy, 
nor even live up to its wro commitments. These are 
strains that won't go away. Rather, they are strains 
that will redefine China.” 


China’s power prospects 

So much for China’s prosperity, its fu. What about 
its giang? As a power, China cannot remotely be de- 
scribed as satisfied. The debate in the West about 
“containment” versus “engagement” is simply a de- 
bate about how to respond to that fact. 

To discover the roots of China's dissatisfaction, 
put yourself into the shoes of a Chinese defence 
planner. Invasions of China have always come by 
land, and today China is surrounded by 14 states, 
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| with some borders still disputed. Russia is wracked 
| by domestic troubles, but that might change. Japan, 
the Chinese claim, is bent on regional domination. 
| America, with its vast military presence in the Pa- 
| cific, contained China for much of the Communists’ 
early rule, and might do so again. Nor has China got 
a military ally in the world—bar tinpot Myanmar. 
| China’s People’s Liberation Army (PLA), with 
2.5m people, may be the world’s largest single army, 
but those of the country’s seven biggest neighbours 
combined outnumber it two-to-one, and most of 
those armies are more modern. Solomon Karmel of 
the London School of Economics, in a new book*, 
shows how woefully inadequate the PLA is as a 
fighting body. It is bloated but inward-looking, It 
lacks a centralised command. It is underfunded and 
distracted by the desire to make money. Its technol- 
ogies are backward. Its officer class is riven with 
party and family nepotism, and its soldiers, to quote 
one Pentagon assessment, “are semi-literate rural 
peasants.” In short, the pia shares all the problems 
of the domestic economy. China’s military technol- 
ogy and force structure are at least 20 years behind 
those of western powers. And NATO's smart war in 
Kosovo seems to have persuaded some pia generals 
that far from catching up, China’s modernisation 
risks falling behind. No large country, therefore, 
fears American “hegemony” more than China does. 

Nor is it just from outside its borders that China 
sees security threats. Restive Tibetans and Muslim 
Uighurs in Xinjiang province are chafing at Chinese 
rule, encouraged by these fractious people's allies 
abroad. The Chinese claim that the mild-seeming 
Dalai Lama is actually a “splittist in a religious over- 
coat”. Any problem, even of a domestic kind, can be 
blamed on “certain hostile forces”. And if the hand 
of the United States is not openly in evidence, that is 
because it is secretly at work plotting China's 
“peaceful evolution”. You can’t win. 

China’s schoolchildren are taught about the hu- 
miliation that a prostrate China suffered in the late 
19th and early 2oth century at the hands of foreign- 
ers. From primary school on, the Chinese are re- 
minded that their country is by natural right a great 
power, but that hostile forces prevent China from 
claiming its natural place. It does not help that Brit- 
ain and other European former imperial powers 
have developed a blithe amnesia about their own 
rapine past; nor that Japan cannot face making a ful- 
some apology for its brutal abuse of China during 
an occupation, ending in 1945, that killed millions. 

On the other hand, if the Chinese government 
did receive apologies, it would be deprived of a use- 
ful distraction. One reason why China rhetorically 
beats up foreign powers (and “arrogant” Taiwan) is 
to divert attention from what, in the course of this 
century, the Chinese have done to each other. The 
civil war between Communists and the nationalist 
Kuomintang (km7) claimed as many lives as the Jap- 
anese occupation. After the Communist victory in 
1949, 2m-3m landlords were killed in the early 1950s; 
many intellectuals died during the anti-rightist 
movement of 1957; and up to 30m fell victim to the 
famine that followed the Great Leap Forward (1958- 
61). New research also suggests that millions more 














| China and the People’s Liberation Army: Great Power or Struggling 
Developing State?”. St Martin's Press, 2000. 
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But what comes after Zhu and Jiang? 


than first thought died during the state-sponsored 
anarchy of the Cultural Revolution (1966-76). By 
those standards, the few hundred killed in the Tia- 
nanmen Square massacre in 1989 barely count. 

The Communist Party has never truly owned up 
to any of this bloodletting, nor have most ordinary 
Chinese examined their consciences about their 
part in these events. Persecutors and the persecuted 
during the Cultural Revolution still live and work 
side by side. Blame has been placed full-square 
upon the Gang of Four, all now conveniently dead. 

True, the power of Communist ideology is very 
much reduced these days, and the vacuum has been 
filled, not surprisingly, with a nasty form of nation- 
alism. After all, when the Communists came to 
power, their mandate was to unify a fragmented 
country. However, Taiwan (where the defeated km1 
fled in 1949), Hong Kong and tiny Macau remained 
beyond their grasp. Hong Kong and Macau have 
now been returned, but Taiwan cocks a snook at 
Beijing. Prosperous, confident and now democratic, 
it acts as an independent state in all but name. Al- 
though the island has been ruled by the mainland 
for only five of the past 105 years, it matters desper- 
ately to the Communists. If it were “lost”, the Com- 
munist Party’s legitimacy would go with it. 


Show of force 


Some western commentators argue that China 
holds all the cards to force Taiwan's return; that it is 
just a matter of time, and if it is not done on China’s 
terms, then it will be done by force. China says it is 
ready to invade at the slightest provocation. 

But does China have all the cards? Its military 
force may be strengthening. Fifty ballistic missiles, it 
is said, are being added each year to the existing 200 
in coastal Fujian province that are pointing at Tai- 
wan. And China has been on a buying spree in Rus- 
sia, picking up su-27 and su-30 warplanes and two 
naval destroyers. On the other hand, only 80,000 
soldiers are currently deployed in Fujian province. 
China’s training and equipment is far inferior to Tai- 
wan’s, except for missiles and China’s nuclear ca- 
pability, which Taiwan lacks. Taiwan’s 376,000- 
strong armed forces have superior American F-16s 
and French Mirage jet fighters, sophisticated radar 
and a modern navy. 

Taiwan presumably still has America’s military 
backing so long as it does not provoke China to at- 
tack. At the time of Taiwan's first democratic elec- 
tions for the presidency in 1996, China launched 
missiles into the seas around the island. That was 
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political system that several 
Chinese with thoughtful 
views cannot be 
acknowledged by name. 





i 4 














22 SURVEY CHINA 





Offer to readers 

Reprints of this survey are 
available: the price is £2 in 
Bntain and £2.50 abroad. 
The minimum order is five 
copies. Please send your 
order with pre-payment by 
cheque to: 

The Economist Shop, 

15 Regent Street, 

London SW1Y 4LR 

Tel +44 (0)20 7839 1937. 

Or fax credit card orders on 
+44 (0)20 7839 192), 

Or e-mail 
shop@economist.com 


Corporate offer 

For corporate orders of 1,000 
or more and customisation 
options, please contact the 
Corporate Sales Team 

Tel +44 (020 7830 7000 

tax +44 (0)20 7495 8167 


alarming, but the Chinese probably felt even more 
alarmed when America’s seventh fleet—two aircraft 
carriers and 14 other ships—appeared off Taiwan. It 
was a display of raw power, and the Chinese army 
had no more sophisticated means to learn about it 
than seeing the news on television. 

Taiwan, then, has a significant military deterrent 
against mainland attack. Bear in mind, too, another 
aspect of that deterrent: Taiwan’s ability to destroy 
the “economic miracle” of China’s coastal cities, 
such as Shanghai, Fuzhou and Xiamen, in retalia- 
tion for any attack. China’s leaders are not guaran- 
teed to act rationally, but even the most irrational 
leader will think twice before allowing 20 years of 
reform efforts to go up in flames. If China chooses 
war with Taiwan, and presumably with America, it 
is taking on its two biggest trade partners, and prob- 
ably kissing goodbye to domestic stability. So war is 
possible but unlikely. But equally unlikely is any 
move by China to adopt the Taiwan model—a thriv- 
ing, maturing example of democratisation —as the 
mainland’s own. That is the tragedy of China’s un- 
finished civil war. 

There is a chasm between what is happening be- 
yond China’s borders, and what China is able to do 
about it. Its response is a blustering, touchy, Sino- 
centric form of diplomacy abroad, and a 
whipped-up nationalism and sense of grievance at 
home. The leaders in Beijing play a dangerous game 
with such chauvinism. It flows their way on occa 
sion, as with the violent protests against America’s 
accidental bombing of the Chinese embassy in Bel- 
grade last May. But remember that the Tiananmen 
Square protests against the government ten years 
earlier were also preceded by demonstrations 
against foreigners. 

Again, the government urges modernisation 
and high-tech development. Officials were privately 
delighted when mainland computer buffs last sum- 
mer hacked their way into Taiwanese government 
systems. But hackers are by nature unbiddable, and 
some are now vandalising mainland sites. The In- 
ternet, after all, is an obvious tool of subversion, 
which the government will fight a losing battle to 
censor. The 10,000 followers of the Falun Gong sect 
who surrounded the leadership compound a year 





A question of balance 


ago arranged the gathering by e-mail. 

The Chinese authorities will continue to resist 
political pressures, and even spiritual ones by sects 
like the Falun Gong. Yet they badly need to find bet- 
ter political mechanisms to push through the re- 
forms to which they are committed. They need to 
make sure that the separation of party, state and 
business is carried out in a reasonably equitable 
manner, which includes building a social safety net 
to catch the victims of reform. The central bank’s re- 
organisation along regional lines offers a template 
for other experiments in federalism which could 
lead to greater accountability and perhaps, eventu- 
ally, to democracy. For instance, China’s politicised 
courts could be reordered on a regional basis to re- 
duce local party influence over the legal process. 

It is possible, of course, that the party will refuse 
to countenance institutional changes that look 
likely to cause far-reaching political change. Predic- 
tions of political change have been made before, no- 
tably after the Tiananmen massacre in 1989 and the 
collapse of communism in the West shortly after, 
and were proved spectacularly wrong. The differ- 
ence this time, as this survey has argued, is that as 
China becomes more integrated into the world 
economy, its “clash” with global norms, as Mr 
Huang of the World Bank puts it, will bring unprece- 
dented pressures to bear on the political system. 


A march through the institutions? 


One opportunity for that system to change, and ina 
peaceful manner, could come as early as 2002, at the 
Communist Party’s five-yearly congress. Thanks to 
term limits and a supposedly mandatory retirement 
age, even President Jiang Zemin and Zhu Rongji, the 
prime minister, will face pressure to step down. In- 
deed, it is possible that four-fifths of the members of 
the present Politburo might go. 

The current generation of leaders was hand- 
picked by the last of the charismatic revolutionary 
veterans, Deng Xiaoping, but the next generation 
will not inherit this mantle. Some of the more liberal 
party members certainly hope that a more institu- 
tional form of government might evolve. “Don't 


judge things by how we look on the surface,” says 


one of this younger generation. “For instance, the 
language that | use with my minister is worlds apart 
from the wooden-speak I used with him five years 
ago...This new generation, we're less ideological 
than our predecessors, more open-minded. If we get 
influence I can even imagine more than one party 
existing, like in Taiwan, or institutionalised factions 
could develop, like in Japan’s Lpr. Look, if society 
one day says, ‘no Communist party of China’, we 
may not care by then.” 

Of course, nothing so peaceable may happen. 
The Communist Party, after all, has so assiduously 
crushed opposition to its rule, and so tightly drawn 
the boundaries of an emergent civil society, that if 
the party starts to allow change, it may one day sim- 
ply collapse. Given China’s history, it is hard to be- 
lieve that such a breakdown, even if it happened, 
would necessarily promote democracy. Yet there is a 
model for peaceful political evolution right there on 
Chinese soil, in Taiwan. The trouble is that the sort of 
free election that has just ousted Taiwan’s former 
ruling party is what Beijing's leaders fear most. 

—_ = a 
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Branson and the money-men 


Richard Branson has always sworn never to let any of his companies go 
bankrupt. In the past three months his promise was tested as never before 


AST Thursday Richard Branson visited the 
Prince of Wales at Buckingham Palace to 
receive his knighthood. The next day he fi- 
nally clinched a deal to sella 49% stake in his 
Virgin Atlantic airline to Singapore Airlines 
(sia). Although the deal had been an- 
nounced before Christmas, he had 
needed three months to tie up its le- 
gal and regulatory formalities. It 
must have been a difficult moment 
for someone who had just been 
knighted for “services to entrepre- 
neurship”. Not only was Sir Richard 
selling half of his greatest-ever busi- 
ness triumph, but he wanted the 
£400m ($636m) net proceeds of the 
deal to solve a crisis in the other in- 
dustry he is most identified with— 
music retailing. 

Since late last year Virgin’s Our 
Price chain had been in trading dif- 
ficulties because the price of cps 
was being undermined by cheaper 
products sold on the Internet or as 
loss-leaders by supermarkets. This 
was pushing Our Price deeper and 
deeper into loss. The latest accounts 
to the end of January 1999, filed this 
week, show that even at the start of 
last year the music-retailing group 
which contains Our Price owed its 
banks £172m and had run out of 
capital. “Come Christmas,” says Sir 
Richard, “we looked at Our Price 
and it looked like it did not have a 
future.” His bankers felt the same 
and waited for the seasonal boom 
in the run-up to Christmas. “The 
banks just wanted to grab the 
money in the tills and run,” as Sir 
Richard puts it. 

But, as Sir Richard also points out, he 
cannot contemplate the bankruptcy of any 
business of his, let alone such a prominent 
consumer business. As he has built an em- 
pire ranging from financial services to soft 
drinks, from rail to cosmetics, and lately mo- 
bile phones and the Internet, Sir Richard has 
spun out the Branson magic. He understands 
better than anyone how easily the spell can 
break. Had Britain’s greatest entrepreneur 
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been responsible for blood on the high 
street, the damage to his image and brand 
would have been immense, despite the fact 
that his business is made up of hundreds of 
legally separate companies. And this danger 
leads a man who describes himself as a 





He never flies without a parachute 


“branded venture capitalist” to do what no 
venture capitalist ever would—refuse to 
abandon a failing business. 

The details of Our Price’s decline and im- 
minent renewal say much about the way Sir 
Richard operates. Virgin took control of the 
company in 1998, taking on £115m of bank 
debt. This became increasingly burdensome 
as the industry suffered. Sir Richard says he 
had been trying unsuccessfully for much of 


last year to persuade the record companies 
that supply Our Price to help it by charging 
less. He made it clear to the banks that he was 
not going to repay their loans in a hurry. 
More important, he also put pressure on the 
record companies by refusing to pay them 
for the stocks he had already sold in the 
Christmas rush. Soon the music industry 
was buzzing with rumours that Virgin wasin 
deep financial trouble. 

Sir Richard and his colleagues did not go 
out of their way to contradict that. Virgin 
says it negotiated a three-month stand-off 
period with the banks and the record com- 
panies, expiring on March 3ist. Sir Richard 
wanted to reduce the level of debt he would 
have to repay, while obtaining cheaper re- 
cords from his main suppliers. 

But his big problem was tofind 
the banks’ money. Where was it to 
come from? Only two parts of the 
mostly private Virgin group had 
any spare cash to speak of. One 
was Virgin Rail, but it is 49% 
owned by the Stagecoach group 
and its cash is ring-fenced by legal 
and regulatory restrictions. The 
other was Virgin Atlantic. But Sir 
Richard, of course, was negotiat- 
ing to sell 49% of that to Singapore 
Airlines,and could hardly take the 
cash from there. So, in effect, its 
cash was ring-fenced as well. 

The conclusion of the Singa- 
pore deal was announced last Fri- 
day moming, after it had been 
signed at 2am Singapore time. That 
very same day Sir Richard solved 
his problem with the banks by 
paying back most of their loans 
and getting them to waive the bal- 
ance. That the deal with sia and 
the repayment of the bank debt in 
the music-retailing group hap- 
pened on the same day is, accord- 
ing to Sir Richard, “an absolute ir- 
relevancy”. 

That is true, but only up to a 
point. As Virgin’s finance chief ad- 
mits. without the money from StA, 
Virgin would have had to ap- 
proach the trustees of Sir Richard's 
offshore family trusts, which are the ulti- 
mate controllers of his companies. The fi- 
nancial position of these private trusts, 
based in the Channel Islands, is secret. In the 
past they have invested in and lent to Sir 
Richard’s businesses, mainly drawingon the 
proceeds of the sale of his music business in 
1992. The trusts would have lent the money 
and it would have been repaid out of the 
bumper cash flow that Virgin Atlantic rakes 
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in during the busy summer months, One 
way or another, the airline was to be the ulti- 
mate source of the cash. 

Sir Richard says it has cost him a small 
fortune to save Our Price. “In order to keep 
my reputation intact I have sunk £150m into 
a company that a lot of people might not 
have done. And that’s important to me.” 


Sir Richard v the stockmarket 


To have one problem investment is only to 
be expected in the venture-capital busi- 
ness—and easily manageable for a group 
with Virgin’s clout. Yet, though Our Price is 
the worst, it is not the only firm to have failed 
to live up to expectations, and not the only 
one that Sir Richard must nurse through dif- 
ficult times. 

Take, for instance, v2 Music. Sir Richard 
created the record label in 1996 because he 
could not resist the temptation to revisit his 
past glories in Virgin Music, the company he 
sold to Emi in 1992. The new venture was 
backed by Sir Richard and McCarthy Corp,a 
British company quoted on the Alberta 
stock exchange and controlled (at the time) 
by two of Sir Richard's ballooning pals, the 
McCarthy brothers, Tim and Rory. In 1998 Sir 
Richard had to rescue McCarthy Corp, 
which had run outof money, by pumpingin 
£20m to gain 40% of the company and con- 
trol of its board. 

Sir Richard says v2 is not yet 
worth much, and has fallen behind 
its business plan—though he is 
characteristically bullish about its 
prospects. Investors in Canada do 
not go even that far. Stripping out 
McCarthy’s other investments, 
they attribute virtually no value to 
its shareholding of around a third 
of v2. Even Sir Richard admits it 
could take about £45m over three 
years to sign up a roster of star 
names and restructure the debts of 
the business, junk bonds with a 
face value of £93m. 

Another problem child is Vir- 
gin Cola, launched with great fan- 
fare in 1996, with the aim of taking 
on the mighty Coca-Cola and 
Pepsi-Cola, first in Britain and then 
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money in this business without vast 
200, sales volumes, because of the heavy 
| marketing expenses. Moreover, Vir- 

| gin Cola is having to spend more on 
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; marketing to promote a wider range 

of products on which it hopes to 
100 make higher margins. 


Apart from v2, only two other 
| businesses have tested Sir Richard’s 
© optimism against the judgment of the 
| stockmarkets. In neither are share- 
holders any more convinced. Sir Rich- 
ard bought a low-cost Belgian airline 
in 1996, rebranded it as Virgin Express 
and floated part on the Belgian stock 
exchange in 1997. Virgin Express’s shares 
have fallen by roughly two-thirds since the 
flotation (see chart). Last week Virgin Ex- 
press announced that it made a loss in 1999 
compared with a small profit the previous 
year. The top management has been re- 
placed. Sir Richard says that it would have 
been better to have started a new airline 
from scratch—and base it anywhere but Bel- 
gium, with its high wages and restructuring 
costs. But still his lieutenants are unres- 
trained in their optimism that Virgin Express 
will come good. 

And there is Victory Corporation, a 
clothing and cosmetics retailer which Sir 
Richard launched as a joint venture in 1996, 
again with the McCarthy brothers. The flota- 
tion of Victory in 1996 raised about £45m for 
the company. Victory has now used most of 
this cash in financing its losses which to- 
talled £38m by September 1999. This week, 
Virgin announced that it was pulling out of 
the clothing side of the business in Britain to 
concentrate on cosmetics—which the Virgin 
group is talking up as a fantastic success. Al- 
though Victory has not to date cost Sir Rich- 
ard much, his reputation with stock market 
investors has taken a knock. Victory’s share 
price has fallen by 90% from its flotation 
(again, see chart). 

Virgin says that it has learnt a valuable 
lesson from Victory: it is a mistake to float a 








Another close shave 


company when it is merely a start-up, rather 
than a developed business. Yet this ap- 
proach will strike other venture capitalists in 
Sir Richard's latest enthusiasm—telecoms 
and the Intemnet—as distinctly old economy. 

Virgin executives admit they are late to 
the dot.com boom. The group has had Virgin 
Net for some years, but this joint venture 
with NTL, a cable company, is an Intemet- 
service provider. Although Virgin does not 
think this is where the money is on the web, 
the group has been slow to do much else. 
This hesitancy is more than a little ironic: the 
essence of the Branson business philosophy 
is to invest in businesses, and build them 
without worrying too much about profits, 
but concentrating on the capital gains. That 
is also the way dot.com companies operate; 
indeed most of them achieve dizzy stock- 
market valuations merely on the promise of 
riches to come, without any profits to justify 
such aspirations. 

Sir Richard is now racing to catch up. He 
plans to spend £100m of his Singapore 
money on Internet ventures this year. In a 
typically opportunistic piece of corporate re- 
cycling, he is also thinking of using the hap- 
less Our Price stores to sell higher-value, 
high-tech products, such as mobile phones. 
They may also continue to sell some music, 
but on a smaller scale and only if negotia- 
tions with suppliers are successful. But the 
greatest hopes are pinned on developing Vir- 
gin.com, a portal that sells all manner of 
goods and services. For Virgin, this means 
the group's products, from air and train tick- 
ets to mobile phones. Soon it will also in- 
clude items such as fine wines and cars. 

In a world where getting your brand 
known is the greatest single expense, Virgin 
starts with an advantage. Against that, 
though, it is not listed on the stockmarket 
and therefore cannot buy other Internet 
businesses for shares. It could go against the 
lessons it learned with Victory and against 
Sir Richard’s inclinations (born of his turbu- 
lent period as a listed company in the 
mid-1980s) and float Virgin’s Internet busi- 
ness on the stockmarket. Or it 
could go against the received wis- 
dom of the Internet and use the 
£100m to develop its own business 
in-house, picking up Internet casu- 
alties where itcan. 

Sir Richard always insists that 
his business is about two things: 
the Virgin (even the Branson) brand 
and a venture-capital approach to 
investing for the long term. But ven- 
ture capitalists spread their risk and 
raise new capital by selling part of 
the investment early. And venture 
capitalists walk away from their 
failures. As a private, branded en- 
trepreneur Sir Richard cannot do 
this. That is why he is unique, and 
uniquely vulnerable. 
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The nuclear industry 


Running scared 


WHITEHAVEN 


Scaling back the Sellafield nuclear plant would be a big blow to Cumbria. But 


it need not be a calamity 


EW people would choose to live next 

door to a nuclear power station. The 
neighbours of Sellafield, the enormous nu- 
clear materials and reprocessing plant run 
by British Nuclear Fuels Limited (NFL) in 
Cumbria, have had to get used todisquieting 
stories. There are the medical reports that 
have found unusually high incidences of 
cancers such as childhood leukaemia in the 
local area—although with no provable link 
to Sellafield. There is the news that high con- 
centrations of radioactive material have 
been found in the mudflats of local estu- 
aries—although notat levels that are danger- 
ous to human health. And there are the alle- 
gations that Sellafield may have deposited as 
much as half a ton of plutonium dust on the 
bed of the neighbouring Irish Sea. 

It was this concern about nuclear waste 
contaminating the sea and beaches that re- 
cently led the Danish and Irish governments 
tocall for the closure of Sellafield’s spent-fuel 
reprocessing plant, which opened only in 
1993. The two governments’ demands were 
just part of a recent cascade of bad news for 
the plant. In February, Britain’s Nuclear In- 
stallations Inspectorate found “systematic 
management failures” at Sellafield. Shortly 
afterwards, John Taylor, snFt’s chief execu- 
tive, resigned. And on April 6th net admit- 
ted breaching safety regulations when three 
Sellafield workers were injured in an acid 
leak in March 1999. 

The Japanese government is also threat- 
ening tosend back shipments of reprocessed 
plutonium-uranium mixed-oxide fuel, be- 
cause it discovered that workers at BNFL had 
forged safety records of previous shipments. 
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Germany, Sweden, and Switzerland 
promptly halted their shipments too. In 
America, questions have begun to be asked 
about Bnrt’s ability to carry out its contracts 
toclean upold nuclear-weapons sites, worth 
about $7 billion. All this has helped to force 
the government to postpone plans to sell 
49% of BNFL, a stake which it had hoped 
might fetch £1.5 billion ($2.4 billion). 

Concerns about Sellafield’s safety are 
echoed in Cumbria. A local environmental 
group, Cumbrians Opposed toa Radioactive 
Environment (core), claims around 1,000 
members. But it is fair to say that the pros- 
pect of the closure of the plant is viewed as 
an unmitigated disaster by most locals. 

In Whitehaven, a few miles up the coast 
from Sellafield, the front-page, editorial and 
letters columns of the town’s newspaper are 
a call to arms to save the plant, with Jack 
Cunningham, a former cabinet minister and 
the local mp, in the vanguard. “The whole 
economy of the district is built on BNFL,” 
says Robin Simpson, leader of the Labour- 
run Copeland Borough Council. He thinks 
that if the government was willing to offer 
£152m to BMw to secure the Longbridge 
Rover car factory in Birmingham, it should 
bail out Sellafield. 

The threat of economic disaster looks 
real, at least in the short term. If the re- 
processing plant were to close, the current 
Sellafield workforce of 10,400—three-quar- 
ters of whom live in Copeland—would be 
cut to about 3,000 people, dealing mainly 
with waste management. Perhaps another 
3,000 jobs would go in local businesses. The 
local unemployment rate might go up to 
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about 25%. BNFL is also deeply embedded in 
local society. It donates heavily to charity. Its 
employees are local magistrates and school 
governors, and are involved in almost every 
local organisation. 

Yet Copeland may well have to face the 
end of reprocessing, and heavy job losses, 
sooner or later. This has less to do with Sella- 
field’s controversial environmental record 
than with the decline in the market for its 
main product. Reprocessing—the recovery 
of plutonium from spent reactor fuel to 
make new fuel—was conceived when pluto- 
nium was valuable, But the armed forces 
now have more than they need for nuclear 
weapons. And the fast-breeder type of nu- 
clear reactor in which plutonium was used 
as fuel isno longer economic. “Because of the 
storage costs, plutonium now has a slight 
negative value,” says Gordon MacKerron, 
head of energy studies at Sussex University. 

BNFLis unlikely to win new reprocessing 
orders from Europe when the existing con- 
tracts run out in 2010. But Jeremy Rycroft, the 
company’s head of planning, thinks there 
may still be markets in Asia. He is confident 
that snr can restore faith in its competence. 
Then it will simply be a question of whether 
there is a market for reprocessing. 

The government must choose between 
giving Sellafield a breathing space and bring- 
ing forward the closure of the reprocessing 
plant. This would have the advantage of 
ending the production of radioactive waste, 
which must be stored, and of stopping the 
flushing of technetium-99, a new waste by- 
product of reprocessing, into the Irish Sea, 
which would please the Irish government. 

Sellafield would then become primarily 
a waste dump. Hugh Collum, snet’s chair- 
man, acknowledged on March 30th that the 
company might have to consider the “un- 
thinkable” and switch from reprocessing to 
storage. It might also try to build up a new 
business in the safe disposal of plutonium, 
of which it has 66 tonnes. David Sanderson, a 
physicist at the Scottish universities’ re- 
search and reactor centre, says that while 
this would need heavy investment (and alot 
of workers), plutonium can be mixed with 
waste and vitrified into storable glass blocks, 
so making it unusable in bombs if any terro- 
rists managed to steal some. 

Martin Forwood, co-ordinator of CoRE, 
the anti-Sellafield group, says he sympa- 
thises with people who might lose their jobs 
when reprocessing ends. But he points out 
that Barrow-in-Furness, where he lives, has 
last about 9,000 jobs from its naval shipyard 
in the last five years and local unemploy- 
ment, at 5.8%, is lower than in Copeland, next 
door to Sellafield. Cumbrians often lament 
the fact that Sellafield is a rarity: a really big 
employer in their remote corner of England. 
But if Sellafield did not exist, new inward in- 
vestors might feel a bit more positive about 
the area. 
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Another bump in the road 
Power tends to corrupt, Lord Acton wrote in 1887. But impo- what? Evenif these failures of intelligence did occur, there is noev- 
tence, wrote Paul Foot a few weeks ago, corrupts absolutely. Mr idence that they have added to the misery of Rover. Had the gov- 
Foot is a well-known left-wing journalist with undisguised con- ernment known earlier about Bmw’s decision, thousands of work- 
tempt for the “new” bit of New Labour. He was moved to update ers would still be facing unemployment. The only ways in which 
Lord Acton’s aphorism in the aftermath of smw’s decision to the government could have averted this were to find a new owner 
abandon its investment in Rover. Rover may soon be carved up willing (with or without subsidy) to keep Rover's unprofitable 
and large parts of it shut down, with serious consequences for production lines alive, or—following Mr Foot's advice—to become 
many thousands of car workers, especially at its Longbridge plant — that owner itself. The government says that saving jobs at Long- 
in the Midlands. Mr Foot cannot see the point in Britain having bridge is still possible. Renationalisation was always unthinkable. 
-given a Labour government a great big majority in Parliament if its In the Commons on April 3rd, Mr Byers restated the New La- 
ministers are too timid to do anything in such circumstances. In bour creed on globalisation. “We can manage a process of change 
particular, Mr Foot would like the government to take Rover back and lead people through it,” he said, “but we cannot dictate the 
into public ownership, to secure its way in. which multinational com- 
employees’ “right to work”. panies. make commercial deci- 
Mr Foot, thank heavens, is an sions.” Inward investment had | 
eccentric. Not even the thousands brought Britain great benefits and 
of distraught car workers who created hundreds of thousands of | 
marched in protest through Bir- Jobs. A “knee-jerk reaction” would | 
| 
A: 





mingham last weekend see nation- only make it appear less attractive to 
alisation as a realistic solution to inward investors. Tony Blair said 
their plight. Most have more mod- much the same in a newspaper arti- 
est expectations of ministers, At cle the day before. In the past, he 
best, they want the government to said, governments. of both parties | 
find and ifneed be assista more am- had been tempted to rescuecompa- 
bitious new owner than Alchemy, nies in difficulties. No longer. New | 
the venture-capital firm that says it Labour, the “party for business”, | 
will have to close most of Rover's would help people to cope by edu- 
production lines. At worst, those cating them better and encouraging 
losing their jobs want the govern- the creation of new jobs. That is all. 
ment to help them find new ones. But does the government mean 
But Mr Foot is right to imply that, if it? If Mr Byers is the believer he 
politicians choose not to use their claims to be in free markets, why 
power, they should explain why, in- was he seeking that eu grant for 
stead of flailing around for excuses Longbridge? Why has he promised 
and scapegoats. £530m of public money as launch 
There are, however, varieties of aid to gar Systems, Britain’s aero- 
inaction. The government may yet space giant, for its share in the 
commit at least some public money planned new Airbus superjumbo? 
to keeping Rover alive. The Guard- Talk about commercial firms mak- 
ian reported on April 6th thatanew ing their own decisions does not fit 
proposal was being looked at, and well with the governments initial 
that the government might offer fi- reaction to the news that Bmw was 
nancial guarantees to a new consor- dumping Rover—an effort to heap 
tium willing to keep volume production going at Longbridge. So, all the blame on Bmw, even if that meant making a meal out of the 
improbable as it seems, the muddle continues to grow worse. trivial question of when exactly Bmw notified the government of 
The Tories, keen to find a scapegoat of their own, lay every- Rover's inevitable collapse. And now the government is in danger 
thing at the door of Stephen Byers, the secretary of state for trade of disregarding its own declared philosophy and throwing its sup- 
and industry. The trade and industry committee of the House of port behind the new consortium. That would be fine if suchacon- 
Commons, also seeking to apportion blame, has launched a litle sortium were able tooperate profitably and stand onits own feet. It 
inquisition into Mr Byers’s dealings with smw in the months pre- would not be fine if it depended on public subsidies or financial | 
ceding its decision to sell. Had Mr Byers received a signal of sMw’s guarantees. To support such an idea might save Mr Byers’s job—as | 
intentions, as the firm claims? Or did the announcement from Ba- well as the jobs of some Longbridge workers—but it would repeat | 
varia come as a bolt from the blue, as Mr Byers maintains? Al- the cycle of wasteful “rescues” that have attended the decline of 
though Mr Byers took the unusual step of publishing his officials’ British car-making for decades. 
notes in support of his position, the exact sequence of events re- Reiteratingits conversion to the free market was not theeasyor | 
mains obscure. the obvious thing for a Labour government to do just when the l 
Itis also beside the point. You might argue—as the Tories have market was casting thousands of its core voters out of work. The 
in calling on Mr Byers to resign—that a minister in fullcommand fact remains, the smw affair presented the government witha | 
of his department would have found out earlier that smw was choice between saving Rover and not saving it. Ifithad continued | 
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After the verdict 


The Microsoft antitrust trial is moving swiftly to consider judicial remedies, 
as our first article explains. A second looks at the new giant on the block: Cisco 
Systems, which has just usurped Microsoft’s position as the world’s biggest 


technology company 


HEN Nemesis came, it was suitably 

swift. Within 48 hours of the court-ap- 
pointed mediator, Judge Richard Posner, 
throwing in the towel, Judge Thomas Pen- 
field Jackson published his legal ruling that 
Microsoft was guilty of violating sections 
one and two of the Sherman antitrust act. 
Even before the judgment, investors 
were taking flight, not only knocking 
15% off the software giant's value, but 
also staging a headlong retreat from 
technology shares in general. De- 
pendingon your standpoint, it wasei- 
ther a triumph for the American way 
or an ill-judged assault launched on 
the new economy by uncompre- 
hending regulators. 

In a way, the surprise is that any- 
body was surprised. The events of this 
week flowed inexorably from last 
year’s trial. The legal defence that Mi- 
crosoft mounted for its brutal cam- 
paign against Netscape—the so-called 
“browser war’—and for its system- 
atic bullying or bribing of rivals and 
partners alike was incompetent and 
unbelievable. Nobody who wit- 
nessed the squirming evasions of one 
Microsoft executive after another, or 
the appalling video testimony of Bill 
Gates himself, will forget the damage 
to the firm’s credibility and reputa- 
tion, When Judge Jackson issued his 
devastating findings of fact in No- 
vember, they were no more and no 
less than any observer of the trial 
should have expected. The findings ex- 
plained in detail both the nature of the Win- 
dows monopoly and the means (now 
deemed illegal) by which Microsoft main- 
tains and seeks to extend it. 

Nor should there have been much con- 
sternation that four months of settlement 
negotiations, even under the guiding hand 
of such a distinguished mediator as Judge 
Posner, had failed. Microsoft continues to 
believe that it has a good chance of winning 
back lost ground on appeal; and the Justice 
Department was reluctant to trade a big win 
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in Judge Jackson’s court for the kind of 
promises of good behaviour that Microsoft 
has made and broken with impunity in the 
past. A further obstacle to a settlement was 
that Judge Posner largely ignored the con- 
cerns of the 19 state attomeys-general who 
are co-litigants with the Justice Department, 





Trust me 


several of whom have expressed a strong de- 
sire to see Microsoft's relentlessly predatory 
behaviour dealt with once and for all. 

Judge Jackson seems intent on pushing 
ahead with maximum speed. Saying that he 
does not want “to disrupt the economy or 
waste any more of your or my time”, he has 
suggested that the remedy hearings should 
start on May 24th and that the remedy phase 
of the trial should be concluded within 60 
days. More controversially, he has also sig- 
nalled his intention to set in motion a fast- 
track appeals process, under a federal law 


called the expediting act, that could send the 
case straight to the Supreme Court. 

That would be bad news for Microsoft. 
The firm is keen to play it long in the hope 
that, when the case enters its final round, a 
sympathetic George W. Bush may be sitting 
in the White House (where, ironically, Mr 
Gates was attending a new-economy semi- 
nar with Bill Clinton on April 5th). It also 
hopes that the District of Columbia appeals 
court will take issue with some or all of Judge 
Jackson’s ruling. That confidence is based on 
ajudgment two years ago that sided with Mi- 
crosoft over its right to integrate new features 
into Windows. 

Microsoft may manage to derail Judge 
Jackson’s fast-track approach tothe Supreme 
Court, but it could be placing too much faith 
in the appeals court. To begin with, it may 
not be so fortunate this time round with the 
ideological complexion of the panel. 
And although the court may again 
overrule Judge Jackson on whether 
Microsoft was legally entitled to tie its 
Internet Explorer web browser into 
Windows, it will find it far harder to 
overturn the larger verdict. Robert Li- 
tan,a former Justice Department anti- 
trust official who is now at thé Brook- 
ings Institution, sees little likelihood 
of reversing the finding that Microsoft 
is a monopolist that demonstrated a 
clear pattern of monopoly abuse. 

Even if the appeals court were to 
soften whatever remedies Judge Jack- 
son approves, Microsoft would still 
not escape unscathed. And the firm 
faces civil litigation ona massive scale. 
There are well over 100 actions wait- 
ingin the wings, ranging from class ac- 
tions by consumer groups who 
charge Microsoft with extracting mo- 
nopoly rents to claims from competi- 
tors for damages for illegal harm. Sun 
Microsystems has hinted that it may 
sue Microsoft over the harm done to 
its Java programming language by ac- 
tions now found to be illegal. Judge 
Jackson’s verdict means that these 
cases need a lower burden of proof and hold 
out the prospect of triple damages, so the 
queue to sue seems sure to lengthen. 

There is still great uncertainty over what 
remedies the judge will agree to. In many 
ways, the cleanest and best solution would 
be to break Microsoft up into two or three 
competing Windows companies and a sin- 
gle applications company. That would avoid 
onerous long-term supervision to enforce 
court remedies, and it would give an enor- 
mous boost to competition and innovation 
in the operating-systems market. But, al- 
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though the Justice Department andthe 


states might favour it, a court mandated 
break-up remains unlikely. Bob Lande, a 
professor at the University of Baltimore 
School of Law, says: “arar is the most recent 
exception to the rule. Call it conservatism or 
risk-avoidance, we just don’t like to break up 
big companies.” 

Ifa break-up of Microsoft is deemed too 
Draconian, the Justice Department will still 
be keen tocome up with proposals that have 
structural elements and are thus, so far as 
possible, self-policing. Some have suggested 
forced licensing of the Windows source 
code. But, as Mr Litan points out, “Unless 
you have the Microsoft programmers to go 
with it, you're not going to be able to mounta 
credible product.” 

Two other ideas have more going for 
them. One is to force Microsoft to license 
Windows 2000 to at least two rival compa- 
nies. Mr Lande says, “It’s quick, it would lead 
to competition and, although you would 
have to solve a documentation problem, it’s 
also relatively easy to police.” If competitors 
were willing to take the commercial risk, it 
could work—but many may be wary. 

Another proposal has been made by Hal 
Varian, an economist at Berkeley who wrote 
“Information Rules” with Carl Shapiro, a for- 
mer antitrust economist at the Justice De- 
partment who is now advising the states on 
remedies in the Microsoft case. Mr Varian 
says it is inevitable that Microsoft will be 
made to publish the prices it charges to pc 
makers (no more rewarding friends and 
punishing enemies) and open up all its con- 
tracts for supervision. It will also have to 
publish the Windows application-program 
interfaces—the “hooks” that allow applica- 
tions to run smoothly—at the same time as 
Microsoft’s own developers receive them. 
But he recommends going a stage further 
and forcing Microsoft to drop the price of 
Windows, perhaps by a half, after two or 
three years, instead of, as now, increasing the 
price of old versions of Windows every time 
a new release comes on the market. The ef- 
fect would be to offer consumers cheaper 
choices and to spur Microsoft to ensure that 
new products justify a price premium. 


Why worry? 
Even as the effort to find ways to deal with 
Microsoft continues, there are many who 
still argue that itis all a waste of time, because 
Microsoft's dominance is already fading as 
Internet computing, the emergence of the Li- 
nux operating system and all manner of 
non-rc devices reduce the value of Micro- 
soft’s traditional pc stronghold. That is a 
comforting but complacent thought. 
Microsoft has already shown that it is 
not a company that will allow itself to be 
overtaken by history or by technological 
discontinuities, It has done a highly compe- 
tent job of making Windows 2000 into a sta- 
ble, enterprise-class operating system for 
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monopoly to ensure that the new operating 
system ultimately replaces Unix servers. 
Microsoft’s strategy is to make Windows 
2000 the core of something it calls “Next 
Generation Windows Services”, in which 
services and applications run on a tightly in- 
tegrated and seamless Microsoft platform. 
The strategy, outlined in the trial, of first em- 


Cisco Systems 


servers, and it is intent on using its desktop 






bracing standards and then extending them 


with proprietary changes so that they work 
best with other Microsoft products, is still at 
the heart of the firm’s activities. It is known 
inside Microsoft as “Embrace, extend andex- 
tinguish”. It has worked in the past and Mi- 
crosoft sees no reason why it should not 
work in the future. Which is exactly what the 
Justice Department fears. 


The dogfood danger 


SAN FRANCISCO 


If IBM was the technology company of the 1980s and Microsoft its successor in 


the 1990s, Cisco Systems looks like the tech firm of this decade. It 
constant revolution. Even so, technological change, 


action, may prove Cisco’s undoing 


ro pitching the following business 
plan to a bunch of venture capitalists, For 
the next 15 years, your new firm will more 
than double in size every year. At the end of 
that time, it will have 29,000 employees, rev- 
enues of $12 billion and profits of $3 billion 
over the past four quarters. And, by the way, 
this turbo-charged start-up will be on the 
verge of becoming the world’s biggest com- 
pany by market capitalisation. 

Even by today’s wacky financial stan- 
dards, your interlocutors would probably 
chuckle and show you the door. But thisis,in 
anutshell, the history of Cisco Systems. This 
week, even though its shares fell along with 
those of other technology companies, this 
maker of networking equipment, based in 
Silicon Valley's San Jose, firmly displaced Mi- 
crosoft, and was neck and neck with General 
Electric for the title of the most valuable 
company in the world. 

This battle for supremacy is not, how- 
ever, what motivates Cisco’s chief executive, 
John Chambers. He has set himself an even 
more ambitious goal: to generate revenues of 
$50 billion by 2004 and to become the first 
company worth a trillion dollars. Along the 
way, he would like Cisco to become “one of 
the most influential companies in his- 
tory’—in company with such ground- 
breaking firms as Standard Oil, GE and Bm. 


practises 
rather than antitrust 


There is every chance that he will suc- 
ceed, and not just because Cisco makes some 
vital equipment for global communications. 
More significant than what Cisco does is the 
way that it does it. The company is in a state 
of perpetual revolution—because, as Mr 
Chambers puts it, in an increasingly net- 
worked economy, “it's not the big that beat 
the small, but the fast that beat the slow.” 

Such slogans were certainly not on the 
minds of Sandra Lerner and Len Bosack, two 
Stanford University employees, when they 
founded Cisco in 1984. Their goal was much 
less ambitious: selling devices that can 
“route” data traffic from one computer net- 
work to another. At that time, this was not 
straightforward, because networks of differ- 
ent computers could not talk toeach other. 

Today, these “routers”, in essence 
souped-up computers, are the traffic police 
of the Internetand of corporate intranets.On 
them, data such as e-mail or web pages are 
sent around in small packages with an ad- 
dress label. Routers look at the label, calcu- 
late, among other things, the best path for a 
package to take, and pass itto the next router. 
They are thus the essential plumbing of 
what Cisco calls the “new world network”: 
the global system that connects everything 
with high-speed pipes—not just computers 
and telephones, but also mobile devices, 
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HO has not banged out an angry re- 
ly to an apparently brusque e-mail 
essage, hit the send button—and then re- 
d it? Surely no technology has led to 
| so many rifts and fractured friendships 
| (not to mention subpoenas) as electronic 
“mail, But nowhere is e-mail more perilous 
- than in negotiations. Experiments by Mi- 
- chael Morris, an academic at Stanford Busi- 
| ness School, and a group of colleagues have 
‘now demonstrated what many people in- 
‘stinctively suspect: negotiations are more 
| likely to go well if they are conducted, at 
least in part, face to face, rather than be- 
“tween strangers armed with keyboards 
: and screens. 
E-mail is not invariably a bad way to 
negotiate, but the research suggests that it 
“needs to be used carefully. Together with 
Leigh Thompson of the Kellogg Graduate 
Business School at Northwestern Univer- 
sity,and several other academics, Mr Mor- 
ris studied mock negotiations that used 
only e-mail and compared them with ones 
“preceded by a brief getting-to-know-you 
telephone call. The second type went more 
smoothly. Other experiments found that 
electronic negotiations were easier when 





home appliances and even cars. 

Although routers are still Cisco’s main 
business (it supplies about 80% of the In- 
ternet’s routers), the company has diversi- 
fied into other networking hardware—from 
expensive switches for telephone networks 
to devices that link homes to the Internet, 
and from equipment for high-speed optical 
fibre:to. wireless communications. Much of 
this hardware depends on Cisco’s software. 

Half of its engineers develop programs that 

¿run on all this networking equipment. Its 

“crown jewel is the Intemet-working Operat- 
ing System (10s) that lets, for example, Cisco 
routers talk toone another and helps toman- 
age corporate data networks. 


_Chambers’s dictionary 
“It was Mr Chambers, after joining Cisco in 
4991, who led the drive for diversification. 
Since he became chief executive in January 
1995, he has turned the firm from a techni- 
cally oriented company into a marketing 
machine. To understand how Cisco ticks to- 
day; you have to understand Mr Chambers. 
The key to this 50-year-old West Virgin- 
ianis that he is a perfectionist. When he gives 
a speech—which he does up to a dozen 
times a week—he thinks the presentation 
through to the smallest detail: the way he 
holds his left hand behind his back, the way 
he strides through the audience. the way he 
phrases his sentences. At the end of a talk he 
often asks listeners:“What could Ido better?” 
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the negotiators began by swapping photo- 
graphs and personal details; or when they 
already knew each other. 

Why is e-mail such a snare? Heidi Roi- 
zen, a Silicon Valley veteran who now 
works for Softbank Venture Capital, thinks 
that part of the problem is that “most peo- 
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ple are lousy typists—and they don’t think 
about the fact that an e-mail lasts for ever.” 
She has two rare advantages: she is an Eng- 
lish major, and a 90-words-a-minute ty- 
pist. She finds the durability of e-mail isone 
of its main advantages—it allows her to 
keep track of her dealings with the eight 





This obsession with perfection has unusual 
roots. He recently told an audience that, in 
his youth, he suffered from learning disabili- 
ties that almost stopped him from going to 
college. Even today, he admits, he does not 
enjoy reading and dislikes written memos. 
But like many dyslexics, he has compen- 
sated for this with relentless work (and a re- 
markable memory). 

Equally formative were the experiences 
Mr Chambers had at the two companies he 
worked for before joining Cisco. Both 15m 
and Wang Laboratories, a former maker of 
proprietary word processors, lost touch with 
their customers. At Wang, which failed to re- 
cognise the importance of cheap standard 
pcs, he had to oversee layoffs of almost 5,000 
employees—something, he says, he never 
wants todo again. 

That is why Mr Chambers preaches cus- 
tomer focus more fervently than any other 
high-tech boss. He was late for his first board 
meeting as chief executive, because a cus- 
tomer needed help. Every evening he listens 
to taped telephone conversations with big 
clients. At least once he acquired a company 
simply because a large customer wanted 
Cisco to sell the technology it produced. 

More recently, Mr Chambers has be- 
come an evangelist of change. With the In- 
ternet, he argues, new products or proce- 
dures quickly become commodities. To 
survive, a company must continually rein- 
vent itself. And the only way to achieve this 
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different companies on whose boards she 
sits: “It’s instant record-keeping.” But she 
scrupulously follows two rules to avoid 
misunderstanding: “Re-read each piece of 
mail before you send it, from the point of 
view of the recipient; and when in doubt, | 
leave it overnight.” As every ` i 
ter-writer learnt, a night's slee 
filter to apply toa furious note. 
John Kay, a British economi 
ther. After having to calm a $ 
weeping secretaries, he in: 






















































































Yet, despite its pitfa 

ingly likely tobe used for negotie 

ard Hill, anıt manager and med 
Hill & Associates in Geneva, v 
the University of Massachusetts 
establishment of an electronic mediation 
service called the Online Ombuds Office 
He argues that mediation by telephone is 
generally simpler and faster: a three-mi- 
nute telephone call contains far more in- 
formation than a typical brisk e-mail. But, 
because online mediation can be done ata 
time that is convenient for the parties in- 
volved, it tends to be less costly. Just thinka 
moment before you hit that send button, 
though. 








permanent revolution, he argues, is b 
Internet technology. Ciscois thus acompal 
in constant flux. It is always adding new 
technology by buying start-ups: since 1993, 
has acquired 55 firms at a total cost of more. 
than $24 billion. Last August, for example, it 
paid a whopping $6.9 billion for Cerent, a te- . 
lecoms-equipment maker that produces 
switches for high-speed optical networks. 

This buying spree is innovative in several 
ways. In one sense, Cisco is outsourcing a 
large part of its research and development: 
the firm even helped to start many of the 
companies it has bought. It also systemati- 
cally uses its shares as a currency to acquire 
riew technology. And, perhaps most impor- 
tantly, Cisco has turned acquisitions—no- 
toriously hard to pull off in the high-tech 
world—into a “business process”. A group: 
60-strong concentrates on making acqui- 
sitions work. Target firms are screened to see. 
if they are culturally compatible and can of- 
fer a quick return. Cisco then works hard to 
retain staff in the firms it buys, seeing them 
as the most significant assets it has acquired. 
They are rapidly integrated, given new 
opportunities and a lot of freedom. 

But Cisco could not have grown as fast as 
it has without “eating lots of its own dog- 
food”, to use the popular Silicon Valley ex- 
pression. It makes 84% of its sales over the | 
web. And more than 80% of customer que- 
ries are answered online. The firm decided 
years ago to put as much of its technical-sup- 
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on their own, leaving its engineers to focus 
only on the difficult cases. 


-A virtual business 

Internally, too, Cisco runs on the Internet 
more than any other large firm does. In- 
formation about potential recruits is passed 
around online. Expense reports, benefit in- 
formation and registration for training 
classes are all available to employees on the 
corporate intranet. All told, Cisco’s internal 
web pages get about 28m hits per month. 
And thanks to the Internet, information 
flows nearly in real time within the com- 
pany. From his rc, Larry Carter, the chief fi- 
nancial officer, can analyse the net revenue 
effect of every customer order. Soon he will 
be able to do a “virtual close”—closing 
Cisco's accounts within a day at any time. 
This is a task that takes other large compa- 
nies more than a week. And most do it only 
once a quarter, so they are vulnerable to un- 
pleasant surprises. 

The virtualisation of Cisco’s business ex- 
tends beyond administration. The firm oper- 
ates only three factories, in which it assem- 
bles its most sophisticated gear. The rest of its 
equipment is built in three dozen plants 
around the world run by contract manufac- 
turers, Data connections guarantee that 
these manufacturers do exactly what Cisco 
wants, allowing it to send them test-soft- 
ware, design-files and order information. 

In such a formidable company, what 
could go wrong? Mr Chambers worries that 
Cisco could lose its agility as it grows. The 
company will certainly need plenty of resil- 
ience to build its position in the core tele- 
coms market: equipment for networks run 
by carriers. Its main competitors there are 
such veterans as Lucent Technologies and 
Nortel Networks, both with a decades-long 
record of building reliable networks. These 
firms have also taken a page out of Cisco’s 
book and spent billions to acquire Internet 
technology. Nortel merged with Bay Net- 
works, one of Cisco's competitors. Lucent 
took over Ascend Communications and 
Nexabit Networks, both makers of high- 
speed networking equipment. 

For the moment, Cisco seems still to be 
making headway. This is partly because of 
the growth of packet-switching, a market 
that Cisco understands well. In the not-too- 
distant future, telecoms networks will use In- 
temet technology tocarry lots of services, in- 
cluding voice calls. Many new telecoms car- 
riers do not have established relationships 
with the traditional suppliers. 

A greater challenge to Cisco’s growth 
may come from the host of start-ups that are 
building equipment for the “next-genera- 
tion network”, says Paul Johnson, an analyst 
with BancBoston Robertson Stephens, an in- 
vestment bank. For him, this new network is 
toCisco what the Internet was to Microsofta 
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significant discontinuity that creates oppor- 
tunities for newcomers. Today, most In- 
ternet traffic flows through networks that 
were built to carry voice. But that causes 
growing pains: the increase in demand for 
telephone calls may be fairly steady, but that 
fordata traffic is rapid and erratic. 

To cope with this, telecoms carriers must 
rejig their networks so that providing new 
bandwidth does not take months, but rather 
days, or even hours. In recent months, sev- 
eral networking start-ups have announced 
new products to make this possible. Many 
use optical technology. Sycamore Net- 
works’s equipment, for instance, lets carriers 
easily switch wavelengths of light, each car- 
rying huge amounts of data. Corvis has de- 
veloped a system that shoots photons all the 
way across North America without any elec- 
tronic regeneration. 

And then there is the risk that Cisco 
could be the next target of antitrust investi- 


The defence industry 







: gators. It is no secret that the Depart- 
ment of Justice’s heavy investment 
into the trial against Microsoft has 
built an infrastructure for scrutinising 
other dominant companies in the 
high-tech industry that might abuse 
their market power. Cisco caught the 
eye of the Federal Trade Commission, 
the other American antitrust agency, 
in autumn 1998, after it held partner- 
shipdiscussions with Lucent and Nor- 
tel—though the rre ended its investi- 
gation last June. It seems an obvious 
target for further scrutiny. Like Micro- 
soft, it does not dominate its main 
markets simply through the quality of 
its products. Its 10s program is propri- 
etary, making it costly for customers 
todefect to other suppliers, 

But that is where the parallels end. 
Even though Cisco is known as a robust 
competitor, not even its rivals claim that the 
company is abusing its dominant position. 
Such behaviour would hardly fit the culture 
Mr Chambers ts trying to build. “You don’t 
have to kill your competitors,” he keeps tell- 
ing his employees. Anyway, networking- 
equipment markets are not particularly easy 
to monopolise: they are often based on open 
standards, and no carrier would willingly 
depend on a single supplier. 

Even if Cisco were to dominate the net- 
work as Microsoft controls the rc, it would 
not enjoy that position for long, If, as Mr 
Chambers says, the networked economy is 
all about speed and continuous change, any 
firm's dominance will also fade speedily. 
Cisco could be consumed by the very revo- 
lution its own technology has fostered. It 
may be time to look out for the next start-up 
that will become the biggest company in the 
world—faster even than Cisco did. 
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Europe or the world 


Will Europe’s new defence-aerospace giants have a global orientation or a 
European one? Two closely fought contests may determine the answer 


TE British and Italian governments are 
about to take two critical defence-indus- 
try decisions. Both governments will present 
their conclusions in terms of pragmatism 
and common sense; but in practice, both will 
be highly political. 

Britain faces the most sensitive defence- 
procurement decision since 1986, when Mar- 
garet Thatcher bought an American helicop- 
ter, rather than buying a European one to 
save Britain’s Westland company—enraging 
her European allies and sparking one of the 
biggest political crises she ever faced, as her 
defence minister, Michael Heseltine, re- 
signed in a temper. 

This time, Tony Blair has been lobbied 


hard by President Jacques Chirac of France 
and the German chancellor, Gerhard 
Schroder, to opt for a European missile to 
arm the new Eurofighter aircraft, rather than 
an off-the-shelf American one. Next week 
Britain is expected to announce that it has 
indeed chosen the European missile, known 
as the Meteor, to the relief of France and Ger- 
many, which needed British orders to make 
the Meteor project profitable. 

But the second decision is pitting Britain 
against its French and German allies. This 
concerns the privatisation of Italy’s Alenia 
aerospace company: it has to choose be- 
tween a Franco-German partner and a Brit- 
ish one. For an overgrown child of the Italian 
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A WORLD WITHOUT POLIO. | of surveillance laboratories and teams able to 
track disease in every corner of the globe. Access 
Huanos ADOut tO Witness a rare moment has also been gained to people in} i M 
in history. By 2005, a disease that has paralyzed wile have never PR AAE MEES 
and crippled hundreds of millions of children and culture of prevention has been establis hats ; 
adults over countless generations will be eradicated. tunities In’ éven tee MOSTRO a ae 


what vaccinations can achieve. 





For the first time ever, we will live in a world 
without polio. Perhaps most important, the global polio. 
eradication effort has demonstrated 
what is possible when people work 
together for a humanitarian purpose. 


As the polio virus is being wiped 
out, we need to remember the 
victims of the disease. An estimated 
10 to 20 million people of all ages 
are living with permanent paralysis 


We are sceing the end of polio, For 
many other diseases, we are secing U 
beginning of the end. 





from polio. That can't be changed. 
But there is a bright side in the 





Pee i fight against polio. 

Fy Pi rA 

p In addition to eliminating untold suffering and 

4 uD. premature death, eradicating this dreaded virus will THE POWER AND PROMIS 
$ have lasting and far-reaching benefits for all of us. 

Be 


Because of the polio eradication efforts of 
the World Health Organization, UNICEF, Rotary 
International, Centers for Disease Control and 
Prevention, the U.N. Foundation and other 





organizations, the infrastructure necessary to 
take on other epidemics is in place. Killers such 
as AIDS, malaria, and tuberculosis will be targeted. 


This infrastructure involves millions of health 


professionals and volunteers along with a network 
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state, which has often been forced to put 
politics before profitability, Finmeccan- 
ica; Alenia’s parent company, is proving 
_extremely agile at one thing: flirtation. Its 
Italian managers are enjoying themselves 
hugely as they shuttle between the two 
hotly competing contenders for a tie-up 
with their defence and military aircraft 
business. Winning over the Italians has 
become a matter of honour for both the 
groups left after last year’s extraordinary 
dramas in the European arms industry: 
Britain’s Bar Systems, and the European 
Aeronautic Defence and Space Com- 
pany (EADS), which is to be created out 
of its French, German and Spanish 
constituents. BAE is primarily a de- 
fence-aerospace company, while EADS 
is stronger on civil aircraft. 

Investors on both sides of the At- 
lantic are sceptical about the ability of 
defence mergers to capture any econo- 
mies of scale, and nervous about pro- 
tectionism. This latest European con- 
test has forced the contenders to lay out 
their attractions—as well as their hopes 
and fears for the entire defence-aero- 

space business. 

Come to us, the British company ts 
telling the Italians, and you will enter 
the global market (albeit on a small 
scale}, not just Europe—where, de- 
spite alot of windy rhetoric about mil- 
itary self-sufficiency, defence budgets 
are falling. Only the United States is plan- 
ning to increase its arms procurement; and 
the British are always the favoured choice 
when: America buys abroad, because only 
they are wholly trusted on military matters. 

A British-Italian union would also, it is 
argued, reinforce the cordial relations that 

-both sides already enjoy with Boeing. (These 



































relations will grow stronger still if, as 
many people expect, the British govern- 
ment decides to lease some of Boeing's gi- 
ant c-17 military transporters: such a de- 
cision would serve as Britains 
“consolation prize” to the American 
government if it chooses the Meteor 
rather than the alternative offered by 
America’s Raytheon.) 

In practical terms, such a marriage 
would mean giving the Italians a seat on 
the sar board and setting up a joint ven- 
ture to make military training aircraft, a 
sector in which Britain and Italy to- 
gether command about 60 % of the 

world market. The Italians might 
also get a bigger share of work on the 
four-nation Eurofighter project. 

The bosses-in-waiting of EADS, on 
the other hand, are trying to seduce the 
Italians with an even more tempting 
prospect:a share (perhaps 5%) of the Air- 
bus civil-aircraft consortium, which cur- 
rently groups Britain, France, Germany 
and Spain. Irresistible as that might 
sound to Italians (politicians and trade 
unions as well as businessmen), such an 
offer is not entirely in ta ps’s gift: as ne- 

gotiations about giving Airbus a proper 
corporate structure come to a head, 
nothing can happen without the as- 
sent of the British partner, Bag. Still, 
so long as the terms were right, the 
British could hardly veto an Italian 
role in Airbus. Even under the fast-and-loose 
rules of the war industry, that would hardly 
be fair. So, in the end, the Italians will have a 
wide-open choice between acivil-aircraft fu- 
ture with rans, or a more defence-oriented 
one with BAE. It looks increasingly as though 
the Italians may choose the raps option. 








| Airbus gets a boos 


PA by Airbus Industrie to launch a 
- superjumbo aircraft, known as the 
A3xx, capable of carrying 550-650 people, 
“ are about to receive a boost even before the 
aircraft is formally launched. Sir Richard 
Branson, whose Virgin Atlantic airline is 
now 49% owned by Singapore Airlmes, is 
“panting to buy the aircraft. “We are slot- 
constrained at airports, so we need bigger 
aircraft,” he told The Economist this week. 
_ Virgin executives were meeting Airbus offi- 
“cials on April 6th to work out what sort of 
deal would be acceptable to both. Virgin 
and its Singapore partner are about to offer 
to sign up for some 16 aircraft, a convincing 
launch pad for an ambitious project. 
Airbus is not yet formally offering the 
A3xx: it has to wait until a round of meet- 
ings such as the one with Virgin indicate 
that enough airlines would sign deals. 





There is much at stake: it will cost $15 billion 
to get the first aircraft into the sky, and Air- 
bus itself is worth not much more than 
that. So, as with Boeing 30 years ago 
launching the Boeing 747, the original 
jumbo, Airbus is betting the company. 
Airbus’s chief executive, Noël 
Forgeard, is talking to airlines in Europe, 
Asia and America in the hope of securing 
orders for around 5o aircraft from big inter- 
national carriers. Airbus’s marketing boss, 
John Leahy, says he hopes toget launch or- 
ders from two Asian carriers, one European 
or Middle Eastern carrier and one Ameri- 
can. For the credibility of the new aircraft's 
launch, Mr Leahy also thinks he needs to 
sell into the main airline alliances such as 
Oneworld (built around British Airways 
and Cathay Pacific) and Star (built around 
Lufthansa and United Airlines). The idea is 
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Nabisco 


Taking the 
biscuits 


NEW YORK 


[I IT finally crunch time for Nabisco? The 
maker of Oreo cookies and Ritz crackers. 
has come under fresh assault this week—for 
the fourth time in five years—from Carl 
Icahn, one of America’s most famous tor- 
porate raiders and, aged 64, self-styled “old 
warrior”. 
On April 4th Mr Icahn launched a $16: 
share takeover bid for the 91% of Nabisco 
Group Holdings (Nen) that he does not al- 
ready own. Nen, which is the rump left over 
from last year’s spin-off of RJ. Reynolds, a 
cigarette maker, owns: as its sole asset an 
80.6% stake in Nabisco, whichis also a public 
company. as 
What Mr Icahn is trying to do, as on the 
three previous assaults, is to exploit a dispar: 
ityin market values. Thanks to the taint of to- 
bacco litigation that it bears, nen is currently 
worth only $4.9 billion, compared with the 
$82 billion value of its holding in Nabisco. Mr 
Icahn’s plan is to buy neH and then sell it. In 
response, NGH’s managers, led by Steven. 
Goldstone, said on April sth that, although 
they welcomed Mr Icahn’s interest, they 
have hired their own investment bankers: 
NGH will sell either itself or its stake in Na 
bisco, without Mr Icahn’s help. 
The value of Nabisco is notin doubt. An- 
alysts reckon thatitis the best food company _ 
to.come up for sale since Kraft Foods, which 
was bought by Philip Morris in 1988-It is well 
run, with strong brands and dominant mar- 
ket shares in many snack-food categories, 





that if one carrier in each alliance signs up 
for the a3xx, that guarantees that its parts- 
ners will eventually follow suit. ' 
The Airbus task has been made harder. 

by the reluctance of European. airlines, 
such as British Airways, Air France and) 
Lufthansa, to take the plunge. They do not:: | 
want investors to think that they are going 
tojump recklessly into heavy capital com- 
mitments that would boost capacity at-a 
time when overcapacity in. aviation is a 
worry. The Virgin interest will thus be a 
shot-in-the-arm for Airbus. At one stroke, it 
gets a trend-setting European carrier and 
Asia’s leading airline lined up as launch 
customers. Other airlines such as Cathay 
Pacific, Malaysia Airlines and Emirates are 
also warming to the superjumbo, as are 
cargo airlines such as Federal Express, But. 
the Virgin/Singapore interest looks like be 
ing the key to a decision by the board o 
Airbus to launch the product, due to be 
taken by the end of June. a 

















which are growing more rapidly than the 
struggling food industry as a whole. Includ- 
ing $4 billion of debt, most Wall Street an- 
alysts put its real value at somewhere around 
$20 billion. 

However there are two big snags that 
could knock this arresting figure down dra- 
matically. One is uncertainty about whether 
a sale of Nabisco would trigger a tax bill (the 
tobacco business had been spun off free of 
tax). NGH itself plays down any risk that this 
might happen. 

The other, much bigger concern is 
whether anybody would really want a busi- 
ness thatis tainted with the threatof tobacco 
litigation. Should R.J. Reynolds go bankrupt, 
regulators could well come gunning for Na- 
bisco’s assets to settle any tobacco liabilities, 
Although some people think this is unlikely, 
even a whiff of uncertainty would be 
enough to unsettle food manufacturers’ al- 
teady depressed share prices even further. 
The only sensible buyer of Nabisco would 
therefore be Philip Morris, which under- 
stands tobacco risk. 

Although the names of plenty of other 
potential bidders, such as Nestlé, Groupe 
Danone and Pepsico have cropped up, none 
has been quick to step forward, even though 
a fragmented industry with dwindling mar- 
gins and slowing growth is crying out for 
consolidation. Even safer bets than Nabisco, 
such as Kellogg and Campbell Soup, remain 
independent. 

Instead, the declining value of old-econ- 
omy food companiesis leading toa revival in 
1980s style buy-outs and takeovers by raiders 
and venture capitalists. At least that is the les- 
son of the recent sales of Hillsdown Hold- 
ings and United Biscuits in Britain. But nico- 
tine-stained Nabisco poses special prob- 
lems. Even if Mr Icahn wins his bid, he may 
be stuck with an unsellable company. The 
man who famously wrested control.of Trans 
World Airlines and then ran it into the 
ground looks as far as ever from attaining his 
goal of making a lot of money out of his Na- 
bisco investment. 
utd diamine as Weinert neither a av 
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Oil in Eastern Europe 





MOL's 
milestone 


FRANKFURT 


T IS an important corporate milestone for 
Eastern Europe. On April 3rd Hungary’s oil 
company, MOL, won the hand of its Slovak 
equivalent, Slovnaft. The deal not only 
creates the region’s largest oil refiner, but also 
marks the first time an East European com- 
pany has taken over a competitor of any size 
elsewhere in the region. It suggests that, a de- 
cade after the Berlin Wall fell, the best local 
companies are at last developing the finan- 
cial muscle to try for regional dominance, 
and that national rivalries that held upcross- 
border deals in the past are crumbling. 
Mot has worked hard for its pioneer sta- 
tus. The formerly state- 





aground on a combination of management 
tensions and prickly Croatian politics. 

The Slovnaft deal stands a better chance. 
It has the backing of Slovakia’s new govern- 
ment, which is keen to mend relations with 
Hungary, strained in the past over the treat- 
ment of minorities. It also wants to undo the 
corporate nationalism and cronyism of its 
predecessor, to speed its entry into the Euro- 
pean Union. The deal comes a week after the 
sale to us Steel of vsz, a giant steel mill that 
was a political plaything in times past. Still, 
sensitivities remain: the mo deal has been 
presented asa joint venture rather than a full 
takeover, and mot has to wait two years to 
gain control of Slovnaft. 

This is unlikely to be Mot’s last regional 
tie-up. Mr Csak says he is not thinking of 
other deals, but he is known to like the idea 
of a merger with Austria’s omv and Poland’s 
PKN, both of which bid for Slovnaft and are 
nervous that they could now be snapped up 




















owned group has underta- |- Eastward bound | 
ken several years of painful Downstream oil companies; 1999, $m 
restructuring and has im- ae wo Market’: : | 
pressed foreign investors | Sompay __Sapitalisation* Sales Net incomet p/e ratio 
(who now hold more than | PRN (Poland) 2,262 2,826. 197.7 MA | 
half of its shares) with its | OMV (Austria) 2,077 5,515 = 2066 101 | 
Anglo-Saxon management | MOL(Hungary) 1,927, 3,159 12.4 
style. Its 37-year-old chair- | Unipetroh 308 1589 cae 
man, Janos Csak, believes | (Czech Republi) = o ce ona go st 
that the region's oil compa- |. Slovnaft Slovakia) 2771058 60 | 
nies have a bleak future as |. Suse: Nomura oe Apa a e | 
national minnows, but 

stand a chance of competing with the indus- by bigger rivals. 


try’s giants if they come together, jettison 
high-cost businesses such as exploration, 
and concentrate on refining and marketing. 
“Shareholders want us to bulk up and then 
focus,” he says. “Those companies that react 
slowly will soon be eaten.” 

This is not Mr Csak’s first stab at regional 
consolidation. Last autumn it emerged that 
MOL was in merger talks with ına, Croatia’s 
oil company. But that deal has since run 


Pakistan's soccer-ball industry 


Whatever its next move, however, MoL’s 
days as an independent may be numbered. 
Russia’s big energy firms are already sniffing 
around. And Big Oil, recently distracted by 
mega-mergers, may soon follow suit, espe- 
cially if Eastern Europe's oil markets con- 
tinue their recent spurt. Mr Csak is leaving 
the door open: “If someone thinks they can 
add value buying us, we have to treat it as an 
interesting proposition.” 


After the children went to school 


SIALKOT, PAKISTAN 


Ending child labour can have unexpected consequences 


ERE it not for Indian guns that some- 

times fire shells into villages near the 
Kashmir border, the Sialkot district would be 
one of Pakistan’s most desirable. Unemploy- 
ment is low, literacy high and people are 
rich: income per head is about $1,000, nearly 
twice the national average. In a country 
known for exporting cheap textiles and ex- 
pensive narcotics, Sialkot prospers by mak- 
ing musical and surgical instruments, leather 
goods and, above all, sporting equipment. 
Daska Road is the heart of the world’s soccer- 


ball industry. 

In the mid-1990s, Sialkot’s soccer-ball 
magnates were under attack. It was then that 
the western press discovered that they were 
employing children and threatened to bury 
them in a landslide of bad publicity. “No 
amount of preparation could have lessened 
the shock and revulsion | felt on entering a 
sporting-goods factory in the town of Sial- 
kot,” wrote one journalist, who in 1996 de- 
scribed children toiling 80 hours a week to 
make soccer balls in near darkness. The in- 
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dustry hastily made changes. In February 
1997 Sialkot’s chamber of commerce signed 
the “Atlanta Agreement”, under which man- 
ufacturers volunteered to stop child labour 
and let international monitors check up on 
them. Various agencies teamed up to shep- 
herd the liberated youngsters into schools. 

Three years on, child labour in Sialkot’s 
football industry is mostly history. The 
chamber of commerce says that 66 manu- 
facturers, representing 90% of the district's 
exports, have submitted to inspection by the 
International Labour Organisation. “A 
Child Employed is a Future Destroyed” 
reads a sticker pasted up at the chamber of 
commerce building, and manufacturers 
seem to believe it. Even where the 10 is not 
monitoring, says Amena Hasan, project 
manager for Save the Children, a charity, 
there is “almost zero child labour.” 

That has meant changes far beyond re- 
placing little hands with big ones, and not all 
of them for the better. Until Atlanta, making 
soccer balls was largely a cottage industry. 
Much of the work—cutting and printing 
laminates that make the shell of the ball— 
was done in factories, but stitching, the most 
labour-intensive process, was usually out- 
sourced to families in villages around Sial- 
kot. Families could earn about 25 rupees (50 
cents) for each ball. 

But the 110 cannot inspect every house. 
So manufacturers have had to shift stitching 
intocentres—often, little more than sheds on 
arutted village road—that the 1L0’s 14 moni- 
tors know about and can visit at will. Pay is 
still by the piece, but the industry's informal 
character is gone. The effects have been dou- 
ble-edged. Almost all firms have seen costs 
go up. Capital Sports, a biggish manufac- 
turer, has invested some 3.6m rupees 
($67,000) to build three stitching centres. On 
top of that, extra expenses, such as transport- 
ing workers to and from the centres, have 
raised the cost of stitching one ball from 25 
rupees to 40 rupees or more, reckons the 
firm’s boss, Khawaja Zakauddin. Other firms 
say their costs have risen more. 

That adds relatively little to the cost of 
making top-quality balls, which manufac- 
turers sell to brand-name companies such as 
Adidas and Puma for $10 or so. But at the low 
end of the market, which includes $2 “pro- 
motional” (free publicity) balls, the extra 
costs hurt. This is where competitors such as 
China, which makes machine-stitched balls, 
and India have gained ground at Sialkot's ex- 
pense. Pakistan’s share of the American 
soccer-ball market by volume dropped from 
65% to 45% between 1996 and 1998. Machine 
stitching is becoming good enough to pro- 
duce better-quality balls, threatening Pak- 
istan’s industry at its strongest point. 

Many manufacturers are being squeezed 
between higher costs and penny-pinching 
customers. Zia Urrahman Choudhry, chief 
executive of Fox & Associates, a medium- 
sized manufacturer, says buyers of his pro- 
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Ys 


A job for grown-ups 


motional balls want certification of their 
adult-only workmanship but are unwilling 
to pay extra for it. Capital Sports has resisted 
pressure from customers to cut prices, and 
seen sales drop from more than ım balls in 
1998,a World Cup year, to 400,000 last year. 

Atlanta has been a spur as well as a 
brake, helping some manufacturers become 
more competitive. Because kits are now dis- 
tributed to fewer centres and every ball is 
coded (so that inspectors can trace strays), 
manufacturers have better control of pro- 
duction. Before Atlanta, Fox got information 
once a week on which balls were in which 
stages of production; now it comes every 
second day. That has enabled it to reduce its 
stocks. Its record of on-time delivery to cus- 
tomers has improved from 50% to 70-80%. 

The biggest manufacturers seem to revel 
in the child-free regime. Saga Sports, which 
makes 4m-5m balls a year for Nike and other 
brands, pampers its 9,000 employees and 
their families with free medical care and 
subsidised shopping. Its lavish Daska Road 
headquarters, Saga City, has a tiny football 
ground and a giant one for cricket, which is 
far more popular. Although part-timers help 
out during peak periods, the bulk of Saga’s 
stitching is done by full-timers, paid a salary 
rather than by the piece. 

High fixed costs should be a handicapin 
an industry with sharp fluctuations in de- 
mand, but Saga is unworried. It reckons that 
its big stitching centres have the double vir- 
tue of impressing ethically anxious custom- 
ers and ensuring quality. Saga’s Faiz Shah 


BUSINESS 


says that it has cut by half the time needed to 
produce a ball. Saga’s research and develop- 
ment laboratory invents new designs and 
materials, helping to keep prices up. Saga 
barely noticed last year's slump in demand. 

Saga has nonetheless started a (child- 
free) operation in China to take advantage of 
better transport. The fate of other firms de- 
pends on a host of factors besides child la- 
bour, from the level of world demand to the 
strength of the rupee. India’s recent move to 
a monitoring programme may raise compet- 
itors’ costs, though too late for some firms. 
According to the local chamber of com- 
merce, some of the smallest producers have 
already gone out of business. 

Has all this upheaval made Sialkoters 
better off? Maybe. Some 6,000 children are in 
schools run by “partner” charities in the At- 
lanta programme; local state schools are be- 
ing upgraded. But many families have paid a 
high price. Many have lost the wages not 
only of their children but of their women, 
who are constrained by custom and religion 
from working at stitching centres. Though 
some people are stitching more regularly in 
the centres, overall family incomes have 
fallen by roughly 20%. 

To anyone who thinks of child labour as 
an unmitigated evil, this price looks worth 
paying. Others are less categorical. Save the 
Children, which supports Atlanta, makes a 
distinction between child labour and “child 
work”, which can give children income, 
skills and self-confidence without damaging 
their schooling. In the soccer-ball industry, 
two-thirds of child workers were part-timers 
working at home, and 80-90% of those went 
to school, says Miss Hasan. The satanic con- 
ditions described by shocked journalists are 
far more prevalent in hazardous industries 
like brick making and surgical instruments. 

Even the pillars of Atlanta agree that the 
soccer-ball industry’s glamour, more than its 
sins, made it the target of reformers, and that 
reform “started ina rush,” as Jacques van der 
Pols, the 110’s chief technical adviser in Sial- 
kot, puts it. They are correcting their earlier 
mistakes. To lure women back into the work- 
force, the tro now monitors mini-centres 
where as few as three women work, restor- 
ing some of the industry's cottage character. 
Another group makes small-business loans 
toaffected families. 

Atlanta supporters argue that the pro- 
gramme’s main benefit will be to serve as a 
“gateway” toimproving conditions in lower- 
profile, more hazardous industries through- 
out Pakistan. A move is afoot toextend mon- 
itoring to all industries in Sialkot. The 1Lo 
would also like stitching centres to introduce 
aminimum wage and amenities such as toi- 
lets. The big firms, many of which have al- 
ready upgraded their facilities, will welcome 
higher standards. Harder-pressed firms will 
resist. Like soccer itself, getting rid of child la- 
beur is not a win-win game. 
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Try, try again 


Luc Vandevelde wants to turn Marks and Spencer into a great 
global retailer. Is that a good idea? 


(19 ANTED: big-name chairman to re- 
pair the battered image of a beloved 
British retailer and help it fight off unwanted 
suitors. An even temper and ability to listen a 
must. Foreign pedigree preferred.” 

Luc Vandevelde, who answered Marksand 
Spencer’s job ad, is everything the group could 
have wished for. As president and later chair- 
man of Promodès, a big French chain of super- 
markets and hypermarkets, he was well- 
known and well-liked among Europe's retail- 
ers. His earlier career turning around parts of 
Kraft Foods should stand him in good stead at 
Màs, now engaged in the farthest-reaching re- 
structuring in its history. 

At the group's overstaffed headquarters in 
London’s Baker Street, the sense of gloom is 
tangible. An administration department has 
been renamed the “Change Team” and consul- 
tants have scribbled on whiteboards “know 
what our brand stands for” and “change to focus on the cus- 
tomer”. Freshly installed amid all this bewilderment, the soft-spo- 
ken and urbane Mr Vandevelde comes across as calm and self-as- 
sured—hardly the type to fly off the handle, unlike Sir Richard 
Greenbury, his notoriously irascible predecessor. And as a well- 
known (if not famous) Belgian, fluent in five languages, he brings a 
foreign perspective and an outsider’s insight that has been lacking 
at this very British company. 

But in Mr Vandevelde mas may still be getting more than it has 
bargained for. The retailer was looking for a three-day-a-week, 
non-executive chairman to complement Peter Salsbury, the chief 
executive. Yet Mr Vandevelde, whoat 49is a year younger than Mr 
Salsbury, will be working full-time. And he has insisted on the title 
of executive chairman, a breach of Britain’s corporate-governance 
conventions (which, ironically, were partly devised by Sir Rich- 
ard). “I couldn't see myself moving into a passive role and watch- 
ing the executive team froma distance,” he explains. 

Instead, he sees himself as what in France would be called the 
président directeur-général, the man with the power and vision. 
That is why he will further shake up the board, removing some of 
the older non-executives, many of them insiders at the firm. It is 
also why he will be paid so much—far more than Mr Salsbury, 
who will look after day-to-day operations. He received a £2.2m 
($3.5m) “golden hello”, will be paid up to £1.3ma year and has been 
granted £10.4m of share options. This is a fortune in British terms, 
never mind by the frugal standards of Baker Street. 

If there is nothing modest about his pay, 





chain management and logistics, perhaps as 
part of a business-to-business exchange. 

But his real passion is for the international 
deals that could transform mas. Mr Vande- 
velde notes that a merger would be an obvious 
way to acquire scale; strategic alliances are an- 
other. The firm has long had an international 
presence, including Brooks Brothers in Amer- 
ica and big stores dotted around the world. But 
this has been too half-hearted, Mr Vandevelde 
thinks, for somebody like himself:“I would not 
have joined if it was just to run a pure British 
company. I have outgrown that.” 

Here Mr Vandevelde displays more than a 
hint of thwarted ambition. After 24 years at 
Kraft, where he was behind the group's acqui- 
sition of Jacobs Suchard, a Swiss chocolate 
maker, he joined Promodés in 1995 as chief op- 
erating officer. It was clear he was being 
groomed to take over when, despite a lack of 
retail experience, he became the right-hand man of Paul-Louis 
Halley, Promodés’s main shareholder and son of the founder. Al- 
though Mr Vandevelde pulled off big deals in Italy and Argentina, 
giving the firm a global presence, he failed in 1997 to cement a 
merger between Promodés and Casino, a French rival, that would 
have created France’s biggest food retailer. 

Instead Mr Vandevelde had to watch as Auchan and Carre- 
four consolidated French retailing, relegating Promodés to num- 
ber five. When he at last catapulted Promodes to top slot last Au- 
gust, it was by helping to sell the firm to Carrefour, a deal that cost 
him his job. Though Mr Vandevelde was given a fancy title, Carre- 
four’s forceful Daniel Bernard took charge, and he concluded that 
there was no room for two chiefs. 


St Michel 


The risk is that his plans for mas reflect frustrated ambition. Does 
màs need international expansion? The past two years have 
brought enormous turmoil, including falling profits, a boardroom 
row, job losses and rumours of a takeover. Mr Salsbury, who was 
appointed only a year ago, has set about his own changes, includ- 
ing giving shop staff greater control over purchasing, a new look 
for the stores, de-emphasising the St Michael brand, and introduc- 
ing new designer clothes. All of this is an attempt to switch Mas 
from a tendency to “push” products that it thinks customers want, 
instead of being guided by what customers actually buy. 

What mas needs now is time to see if its new ranges have ap- 





neither is there about his vision: to tum Mas 
intoa fully fledged global retailer. He has plans 


is still trusted there. On the Internet, for exam- 
ple, he wants to create Mas-branded “commu- 
nities” centred around the group's products: 


British reserve 
Non-domestic share of turnover, % 
for Britain, of course. He thinks the mas brand ~~ iT Thee 





peal. The group’s main task should be to re- 
build its tattered franchise in its British heart- 
land. Even if Mr Vandevelde thinks that mas’s 

~~ ®| British problems will be solved, now is not the 
5 so| moment to go on a buying spree. Mas shares 
a| have been battered, and as the business mends 
they can only improve. And doconsumersout- 


buy one of its safari jackets, and mas may soon - arr ta -| side Britain place that much trust in the mas 
offer you a holiday booking alongside. Offline, — ———- 20} brand—particularly now that ambitious retail- 
Mr Vandevelde intends to extend the mas | = Marksand Spencer 19| ers such as Zara and The Gap already have a 


brand further into financial services, by offer- 
ing travel insurance, for example. He also talks 
about mas licensing its expertise in supply- 








global presence? Mr Vandevelde’s dearest wish 
may be to run a global retailer, but mas might 
not be the right vehicle for his ambition. 
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THE KNOWLEDGE MONOPOLIES 


Patent wars 


Better get yourself armed. Everybody else is 


N THE late 19th century, patents were the 

stuff of popular myth. Thomas Edison, 
dubbed the wizard of Menlo Park, was a folk 
hero. Crowds mobbed his laboratory to see 
his inventions. Robber barons fought for 
control of his patents, and court battles over 
them fascinated the public. 

Intellectual property does not grip the 
public imagination in quite the same way to- 
day, yet something similar to those great pat- 
ent wats seems to be happening. The pace of 
patenting is accelerating. Business is heading 
for the courts again. And criticism of the re- 
cent award of patents on wide areas of In- 
ternet business is growing. Academics and 
Internet activists are concerned that the gov- 
ernment is turning the Internet over to priv- 
ate monopolies. Patents are becoming politi- 
cal once more. 

The number of patents being issued in 
America (see chart 1) is running at nearly 
twice the level of a decade ago. In Europe, the 
growth has been slower, and patents are 

‘anyway harder to get. Europe's patent offices 
tend to work more slowly, partly because the 
law requires them to take more trouble root- 
ing out opposition to the granting ofa patent. 
‘But what happens in America stil] matters 
more to the rest of the world. 

Patents are global: although an Ameri- 
can patent does not function outside Amer- 
ica, if an idea has been patented in America, 
the same idea cannot (in theory at least) be 
patented anywhere else. Only the person 
who holds the patent for the left-handed 
non-reciprocal screw in America can apply 
for that patent in Italy, Brazil or Japan. What 
is more, the world’s patenting systems are 
‘slowly coming together: through a new inter- 
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national patent system organised by the Un- 
ited Nations World Intellectual Property 
Organisation, through the World Trade 
Organisation, and through growing demand 
from inventors for patents that work 
throughout the world. 

Part of the reason for America’s patent- 
ing boom lies in government. After the great 
patent wars of the last century, trustbusting 
governments came to regard them as tools of 
monopolists, not as incentives to creativity. 
The courts took an equally dim view and 
threw out most patents that were contested. 

In 1980 that started changing. The Su- 
preme Court found in favour of several pat- 
ent-holders. Congress set up a new appeals 
court to which all patent appeals were re- 
ferred. It was a procedural reform, to clear up 
a mess of inconsistent decisions from differ- 
ent courts, but its effect was dramatic. Before 
the court was established, around one in 
three patent-holders won their cases. After it, 
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around two in three did. a 

Landmark court decisions have made: 
new areas of technology patentable. A 1980 
case opened up biotechnology and genes for: 
patenting; a 1981 case allowed the patenting 
of software, and a 1998 case has spawned 
more business-method patents. 

Europe has followed America into these 
new technologies. Genes are patentable in 
Europe, but the European patent convention 
tules out patents on computer software and 
business methods. Still, lawyers have been > 
wiggling around this and getting software 
patented on the grounds of its “technical ef- 
fects”. The convention is expected to bes 
changed to legitimise this practice at a cone: 
ference later this year; and since the line be- 
tween a business method and the software 
that implements it is inevitably blurry, busi- 
ness methods could come next. 


Rummaging in the attic 


Business’s attitudes to patents have also 
been changing. This too began in the 1980s, 
when America’s chip makers were being 
thrashed by Asian chip makers. Searching 
for ways to retaliate, they picked up their 
patents and went after companies using 


their technology. Some they took to court, 


some they removed money from before get- : 
ting that far. According to “Rembrandts.in 
the Attic”, a book on the patenting business 
by Kevin Rivette and David Kline, Texas In- 
struments and National Semiconductor: 
were both saved from bankruptcy in the 
early 1990s by aggressive patenting policies. 

Nasty letters from lawyers have a power- 
ful galvanising effect. Business started to 
wake up to the importance of these pieces of 
paper—particularly after Microsoft had to 
pay tem $30m in a patent-infringement suit. 
Bill Gates sent a memo round to employees 
saving that the solution was “patenting as 
much as we can”. 

But there is more to this than a few ag-. 
gressive lawyers. Behind it lies a funda- 
mental change in the economy. Lifeis getting 
more competitive, and companies have: 
been thinking harder than ever about what 
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The old answers are evaporating. Capital? 
Cheap. Labour? Mobile. First-mover advan- 
tage? Transient. Brand? Ephemeral. Increas- 
ingly, companies realise that among the few 
remaining barriers to entry are the ones that 
the government hands out in the form of 20- 
year monopolies. 

Dell Computer worked this out early on. 
The manufacturing and testing processes in- 
volved in its build-to-order system are com- 
plex, yet there would be nothing except a lot 
of hard work to stop the competition copy- 
ing them, had Dell not thought of patenting. 
In the mid-1990s, Dell put in a load of patent 


applications, not for its machines, but for its ° 


build-to-order method of doing business. It 
now has around 77 patents protecting differ- 
ent parts of the building and testing process. 

“At the time, these patents were regarded 
as a waste of effort,” says Henry Garrana, 
vice-president of intellectual property at 
Dell. “People were very focused on patenting 
the machines themselves. But the machines 
business became a commodity business. A 
lot of the technology in the machines lay in 
the microprocessors, and almost everybody 
has Intel microprocessors, and the same 
hard-drive suppliers.” And have the patents 
been useful? “They make people go away,” 
says Mr Garrana. “In this business, that’s 
what matters,” 

As the arms race hots up, so does busi- 
ness for the international arms merchants. 
That is how Bob Bransom, of Bransom and 
Pressman, a law firm in Pennsylvania, de- 
scribes himself. “Everybody is infringing 
everybody’s patents all the time,” says Mr 
Bransom. “So one guy puts a pile of papers 
five inches high on the table, and the other 
guys have a smaller pile.” The defender then 
calls Mr Bransom for help in buying some 
patents that the aggressor is infringing. The 
usual outcome is a cross-licensing agree- 
ment, with or without cash thrown in, de- 
pending on the relative size of the piles. 


Offensive defence 


But patents are not just about defence. They 
are also crucial to building companies’ capi- 
tal values. Biotech companies, which often 
have nothing to sell for years, find their value 
residing solely in their intellectual property. 
As a technique for boosting share prices, 
though, this has a downside: patents are vul- 
nerable to political whim. When Bill Clinton 
and Tony Blair made hostile noises about 
patents on the human genome earlier this 
year, the industry’s value crashed. 

Other companies are exploiting patents 
to boost revenue. Until the 1990s 18m treated 
its patents as defensive weapons. Then the 
strategy changed. “If you want to be a lead 
component supplier, you've got to establish 
the standards,” says Gerry Rosenthal, 13m’s 
vice-president of intellectual property and 
licensing. Licensing patents has helped build 
the market for ism technology—and 
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boosted its revenues from licensing from 
$500m in 1994 to around $1.5 billion in 1999. 
That is a fifth of the company’s profits. 

As companies see how valuable patents 
can be, so the arsenals are building up. Bm is 
now getting ten new patents every working 
day. Now that software is patentable, the 
companies that produce it are rushing to 
own it (see chart 2). And firms are no longer 
merely patenting things they have already 
made: they are using patents to colonise new 
areas of technology. 

This is called “strategic patenting”. “You 
start from what you want to do,” says 
Charles Eldering of Telecom Partners, whose 
business is building patent portfolios for it- 
self and for customers, “and then you look at 
how you might do it.” You do not even have 
tomake the thing you want to patent, so long 
as you can describe plausibly how you 
might make it. 

Mr Eldering has created a portfolio of 
patents on targeted advertising for television 
and video over the Internet. The crucial pat- 
ents concern how you send different ad- 
vertisements to different people through ca- 
ble and high-speed telephone lines. Never 
mind that much of this cannot yet be done: 
Mr Eldering has staked a claim that he hopes 
will make him rich when itcan. 

“It’s a gold rush,” he says, “and we have 
some wicked prospecting tools.” Smart soft- 
ware, such as that produced by Kevin 
Rivette’s company, Aurigin, which maps ex- 
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isting technology to show heavily patented 
and less-exploited areas, helps. The geogra- 
phy of patents shows up on the screen as 
mountains (heavily patented areas) and val- 
leys (less-exploited ones), The prospector 
can thus choose unexplored territory, or buy 
some property from whoever got there first. 

New sorts of companies are getting into 
patenting. Applications from financial-ser- 
vices companies are rocketing, following a 
court decision in 1998. According to a paper 
by Josh Lerner of Harvard Business School, 
the number of financial patents issued dou- 
bled in 1999. Merrill Lynch has 16; Citigroup, 
14. Joe Zier of KPMG says that “most of the big 
five [accounting firms] are beginning to look 
at their consulting processes [with a view to 
patenting them], I tell you, it’s a gold rush.” 
It’s an image people in the business find hard 
to resist. 

The Internet’s early communalist enthu- 
siasm for open-source software—which is 
free, unpatented and uncopyrighted—has 
now given way to a land-grab. Internet com- 
panies are rushing to patent their ideas. 
Ownership of a patent (or, since getting a 
patent takes a couple of years, a provisional 
patent application, which gives some rights) 
is a big help in raising finance. And Internet 
entrepreneurs have realised that one of the 
few things to stand between them and death 
by copying is a patent. 

The smart ones got in their patent appli- 
cations early. One such is Jim Rose of Ac- 
company (which has just changed its name 
to MobShop). The patent office has said that 
it will grant him a patent on his business 
model, which aggregates buyers to secure a 
discount. Another is a company called Sight- 
sound, whose young founders have a patent 
dating from 1993 which they claim gives 
them a monopoly over music and films 
transmitted over the Internet. The music and 
film companies say the idea is absurd, but 
Sightsound is suing one music retailer, and 
has written to others demanding royalties. 

Some entrepreneurs are taking the trend 
toits logical conclusion: since so much of the 
value that.a business creates lies in its pat- 
ents, they are producing nothing but patents. 
The best-known of these patent factories is 
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| fae the United States Patent and 

| Trademark Office (pro), a quiet little 

| governmental backwater in Crystal City, 

| Virginia, should be the focus of so much 

controversy is the fault of the Internet. It is 

l the Internet that has produced some of the 

| most controversial patents in recent 

| years~-on broad ideas about how to do 
business, such as group buying or affiliate 
marketing—and it is the Internet that has 
given voice to much of the criticism. 

The critics’ main forum is a site called 
| bustpatents.com, run by Greg Aharonian, 
| who hires his services to companies want- 
| ing to challenge others’ patents. He started 
| a newsletter because he was annoyed and 
| a few folk were interested, and now has 
| 4,000 people on his mailing list. Much of 
| the criticism of the patent office on his site 
| comes from the office’s own disaffected 
| employees. 

The broad concern is over “bad” pat- 
ents that should not have been awarded 
because somebody else got there first, or 
where the idea was too obvious to deserve 
protection. It has happened often, most 
embarrassingly in 1993 when a company 
called Comptons New Media was given, in 





effect, a patent on multimedia. Not only 
was the patent absurdly broad, but much 
of the work had been done by Xerox’s Palo 
Alto Research Centre two decades earlier. 

One indicator of a “bad” patent is a 
shortage of “prior art’—previous work in 
the same area. Prior-art citations show that 
the examiner knows what has gone on in a 
particular technology, and so whether a 
new invention is worthy of a patent. Soft- 
ware patents are often short of prior-art ref- 
erences: since patenting software is rela- 
tively new, little prior art exists in the 
patent office’s records. Digging up non-pat- 
ented stuff demands a little work, and pat- 
ent examiners spend only eight hours on a 
patent, on average. 

Q, Todd Dickinson, the pro’s director, 
admits that there is a problem here. “In 
software, in particular, we need to develop 
our sources of prior art. We've been talking 
about reaching out to the software industry 
to get access to more databases,” he says. 
Still, he argues, the problem should self- 
correct as more software is patented. 

What will not correct itself, though, is 
the bias in favour of issuing patents. This 
arises partly because America does not 





Walker Digital, formed by Jay Walker, an In- 
ternet entrepreneur. Mr Walker compares 
his company to Edison’s Menlo Park labora- 
tory. So far Walker Digital has at least 12 pat- 
ents. One of them is on reverse auctions, in 
which customers set a price they are willing 
to pay and airlines and other suppliers de- 
cide whether to meet it. That spawned Price- 
line, which is now worth $u billion. Mr 
Walker owns 49% of it. Walker Digital has 
more than 200 further patents in the pipe- 
line. 


Madness in the method 


The rush of new patents has given rise to two 
sets of complaints. The first is that a lot of 
“bad” patents are being issued (see box). The 
second is.that the pendulum has swung too 
far: after decades when patents did not af- 
ford inventors and companies enough pro- 
tection, they now offer too much. Never 
mind the argument that business methods 
are what distinguish companies on 
the Internet: buying in a group, or of- 
fering advice online, are ideas that no- 
body should own. 

Critics object to these patents on 
two main grounds. They are too broad, 
and will keep competitors out of large 
potential areas of business; or, if the 
patent-holder licenses the technol- 
ogies, they will put-up prices to con- 
sumers. And the work involved in 
coming up with those ideas is not 


82 





commensurate to the value of the monopoly 
rights. Mr Rose says he started thinking 
about group buying inearly 1998. He applied 
for his patent in August 1998. For those few 
months’ work, he has been granted a 20-year 
monopoly. 

Plenty of these business-method patents 
are now the subject of litigation. Mr Walker is 
going after Bill Gates because, he claims, Mi- 
crosoft’s Expedia travel site infringes his re- 
verse-auction patent Amazon is suing 
Barnes & Noble, whose Express Lane, Ama- 
zon says, infringes its one-click shopping 
patent. But the courts seem unlikely to tum 
against business-method patents wholesale. 
In the 1998 State Street Bank case, the court 
went out of its way to make clear that it be- 
lieved business methods were patentable. 

That leaves it up to politicians to make 
changes in the law. There have been some re- 
cent, marginal reforms, but nobody is will- 
ing to grapple with two difficult questions. 





i 
have the “opposition” system that Europe 
has, where the competition can putitscase | 
against a proposed patent. | 

What is more, the way patent examin- | 
ers are paid encourages the issue of patents. | 
They are paid partly through bonuses for | 
“disposals” of patent cases. But as Robert | 
Merges, professor of law at the University | 
of California at Berkeley, pointsoutin a pa- | 
per called “Six Impossible Patents Before | 
Breakfast”, while a patent issued is always 
a case disposed of, a rejection may not be, 
because the inventor can amend his appli- 
cation and try again. Quality, sticking- 
power and morale among patent examin- 
ers is also a problem. The pto’s intake is 
largely made up of law graduates. Starting 
salaries are around $40,000. In east-coast | 
law firms, they are commonly $140,000. | 

Here is an anonymous patent exam- | 
iner on Mr Aharonian’s site: | 

You know what? I'm sick of finding ridiculous | 
patents every time I look{in my files} Partofthe | 
blame goes to the patent corps, We don't fight | 
hard enough against the bull being shovelled | 
by upper management. And of course, that is | 
where the rest of the blame goes. It’s a system 
that’s burning up, and management just keeps 
adding fuel tothe fire. And why should you care? 
Hey, management pays you for good patents or 
bad, right? In fact, why should you fight with 
management? Why reject? | 

| 





One ts whether America should adopt the 
European systern, whereby, after a patent 
has been issued, the competition has a statu- 
tory right to oppose it. Patents are often over- 
turned. Proponents of this system maintain 
that it helps to weed out bad patents. 

The second question is the bigger one: 
are too many monopolies being granted for 
too long? This debate has lately been raging 
on the Internet. The loudest advocates of 
change are supporters of the open-software 
movement: they say its success proves it is 
the best way to encourage innovation. 

Tim O'Reilly, a publisher of manuals on 
open-source software and one of the leading 
voices among the critics, managed to engage 
Amazon’s Jeff Bezos in debate. After an ex- 
change, Mr Bezos agreed that the system was 
not working. He suggested reforms, includ- 
ing a software database that would help the 
patent office investigate who really—out of 
all the contenders—invented something 
first, and a three-to-five year patent for 
software and business methods. 

Mr Bezos is the only businessman 
who has supported change, but others 
might be wise to. There is a moral in the 
story of the earlier patent wars. Patent- 
holders (even Edison) abused the sys- 
tem. As a result, the patenting systern 
fell outof favour. Patent protection was 
weakened. Business suffered. History 
hasa habit of repeating itself. 
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Monopoly money 


Technology shares are losing their allure. Is the bubble bursting? 


HE wild ride in the world’s stockmarkets 

grows ever wilder. Time and again, 
plunging prices have caused investors to ask 
if this is the crash, only for the market to turn 
around. Yet behind this volatility, one trend 
is clear: enthusiasm for technology stocks 
seems to be waning. In the past six weeks, the 
Dow Jones Industrial Average, dominated 
by old-economy firms, has crept higher; but 
Nasdaq, stuffed full of technology stocks, 
has fallen sharply.On April 4th, it closed 18% 
down from its record high on March 10th 
(though it is still well up since the middle of 
last year). At one stage on April 4th it had 
fallen by 14% on the day. Typically, it then 
rose on April sth. 

The disillusionment with tech stocks has 
been even more pronounced elsewhere in 
the world, particularly in markets such as 
Bombay and Seoul. In Japan, Softbank and 
Hikari Tsushin have hit downward trading 
limits most days in the past week. The Lon- 
don Stock Exchange supplied the perfect 
metaphor for the times by failing to open for 
most of April sth because of technical 
glitches (see next story). 

The swings in the main indices have 
been dramatic enough, but the behaviour of 
individual shares has been even wilder. Dur- 
ing the morning of April 4th jos Uniphase, a 
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maker of parts for the next generation of op- 
tical fibres, saw its market capitalisation 
bounce between $58 billion and $82 billion. 
In March it had been valued at $109 billion. 
Many shares are now more volatile than 
they were in the 1987 stockmarket crash, ac- 
cording to Lawrence McMillan, an indepen- 
dent options analyst. 

Why are previously high-flying equities 
suddenly so out of favour? Rising short-term 
interest rates may be one culprit. With little 
or no debt, many analysts had assumed that 
tech stocks were immune to interest rates. 
Yet higher rates mean that investors face a 
higher cost of capital, and they should also 
raise the discount rate on future earnings. 

Investors may also have become better 
at valuing such shares. Rather than buying 
en bloc, they may now be going only for 
those that have a reasonable expectation of 
profits, Old-economy companies are also 
making a fist of embracing the Internet, in- 
creasing their appeal and reducing the lure 
of new-economy firms that had hoped to re- 
place them. Increased volatility may also 
have taken its toll on investors’ appetite for 
risk. And individual investors who have bor- 
rowed to buy shares are experiencing the 
pain of meeting margin calls. 

Nor is there a traditional flock of inves- 




















tors who want to buy cheap shares—so 
called “value investors’--and who have 
traditionally provided a floor under prices if 
they fall too far. Such fund managers have 
become unpopular laggards during the bull 
market: witness the recent retirement of Ju- 
lian Robertson, who ran Tiger, a once-big 
hedge fund, and the travails of Warren 
Buffett, of Berkshire Hathaway. 

Value investors have lost ground to a. 
school of investing based on how compa: _ 
nies will do relative to expectations in’ the 
coming quarter, and to another fashionable 
group of large investors known as momen- 
tum investors, whose betsare made solelyon 
the direction in which a market is heading. _ 
Add these together and you have the eles 
ments in place for a panic. 

The catalyst this week came on April 4th 
when a judge ruled in favour of the Justice 
Department's antitrust lawsuit against Mi=- 
crosoft (see page 67). The shares of one of... 
America’s biggest firms dropped sharply. Al- 
though this hurt the Dow, to which Micro- 
soft has recently been admitted, its problems. 
were more than made up for by gains in old- 
economy companies. But Nasdaq contains’: 
many big technology firms as well as Micro- 
soft, including Cisco, Intel, and Oracle.» 
Shares in most of these firms slumped too. 

Perhaps, in part, because of fears of anti- 
trust suits against them. Microsoft has been 
the quintessential growth stock since the. 
mid-1980s because it has managed to mainė 
tain its huge market share and profit margins 
in a fast-growing market. For investors that 
has been a splendid money-making oppor- 
tunity; to a judge it might smack of monop- 
oly profits. 

Although Microsoft may be more trucue 
lent than most, it is not unique in having 
characteristics that could attract an antitrust: 
investigation: high market sharé and big 
margins. Look across the technology land- 
scape at leaders such as Intel (chips), Oracle 
(database management), Cisco (routers), and. 
Sun Microsystems (servers). All have adomi- 
nant market share that might seem monopo- | 
listic. This is not a coincidence. New-econ- 
omy companies often have huge costs for 
development, but low costs for every extra 
customer. The best products cost no more to 
buy and, given scale, cost less to make than 
those of competitors. Result: winner takes 
all. Yet any regulatory threat to that domi- 
nance could remove one of the last props 
from tech firms’ exorbitant valuations. That 
thinking seems to have been at work this 
week. 

For those of a historical bent, it has all 
happened before, says Richard Sylla, a pro- 
fessor at the Stern School of Business. In 1962 
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the market lost almost a third of its value 
after President Kennedy implicitly threat- 
ened antitrust action in response to price 
hikes by the steel industry (prompting the re- 
sponse from us Steel that “higher steel prices 
cause inflation like wet streets cause rain”). 
In 1903, in the “rich man’s panic”, losses were 
even steeper following Theodore Roose- 
velt’s trustbusting attacks on industry. 


How low can it go? 

Even without further antitrust action, tech- 
nology stocks could have further to fall, be- 
cause their valuations have become so 
stretched. How stretched is difficult to deter- 
mine, because traditional valuation meth- 
ods are not good at coping with fast-growing 
companies—especially if they have neither 
dividends nor profits. For what it is worth, 
however, Nasdaq trades on a price/earnings 
ratio of 62 times trailing earnings. Between 
1973 and 1995, its p/e never exceeded 21. 

An even scarier picture is painted by an 
analysis done by Grantham Mayo Van Ot- 
terloo, a fund-management firm. This uses a 
model that reflects the unusual recent profit- 
ability of American companies, especially 
technology firms. In particular, the model 
picks up the growth posted by Microsoft and 
its like and is careful to expect only a gentle 
reversion to average returns. 

An intriguing result is that big, estab- 
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lished technology firms are less overvalued 
than the rest of the market and did not seem 
expensive until 18 months ago. But the bigger 
picture is less happy. Until 1995, the Nasdaq 
was at “fair value”, but no longer. Fair value, 
according to the model, is some 70% below 
current levels (see chart). Worse still, says Je- 
remy Grantham, a partner in the firm, the 
market is unlikely to stop falling when it hits 
fair value. “If itstopped there, it would be the 
first time in history. That’s never happened 
at the end of any bubble.” 

The consequences of a big fall would ex- 
tend far beyond a dip in the price of Silicon 
Valley property and sales of luxury cars. The 
biggest effect would be felt in the new-issue 
market. A number of deals are already being 





Ts London Stock Exchange (tse) could 
not have been shut on a worse day.On 
April 5th the exchange was closed for al- 
most eight hours, due to a computer crash. 
As well as the wild market gyrations, it was 
also the last day of the tax year. Britain’s 
12m private investors were unable to sell 
shares to minimise their tax bill. Although 
the market extended trading hours, many 
brokers refused to take orders because 
share prices were so volatile. Others took 
orders, but did not guarantee prices; or 
they said that trades would be executed 
the following day. More generally, this fail- 
ure will weaken the Lse’s hand in its negoti- 
ations with other European exchanges— 
especially with the Deutsche Börse, with 
which itis trying to merge. 

It was the second time this week that 
trading had been disrupted. On April 3rd, 
the data feed from Reuters, which pro- 
vides prices to half the market and to FTSE 
International, which calculates many 
stock indices, went down. Trading in equ- 
ity options on LırFe, London’s derivatives 
exchange, was interrupted too. 

Growing competition among Euro- 
pean exchanges makes the timing particu- 
larly awkward for the Lse. Two years ago, it 
and the Deutsche Börse set up an alliance, 





Blackout at the London Stock Exchange 


later extended to six other members, to set 
up a common European trading platform. 
So far, they have failed to deliver. Other ex- 
changes are taking the lead. Last month, 
the Paris, Amsterdam and Brussels ex- 
changes announced a merger. 

Because these three are, in the view of 
one Frankfurt insider, “minor players”, 
both Gavin Casey, chief executive of the 
LsE, and Werner Seifert, his counterpart at 
the Deutsche Börse, know 
that their customers wanta 
deal between the two big- 
gest exchanges. Both are 
changing their ownership 
structures to make it easier, 
and they had hoped that a 
deal could be unveiled be- 
fore Easter. 

Perhaps it still will be, 
but on what terms? This 
week’s disaster can only 
have strengthened Mr Seif- 
ert’s hand. As one Deutsche 
Börse executive points out, 
his exchange’s trading sys- 
tem (called Xetra) has never 
failed. And under the char- 
ismatic Mr Seifert, the Deut- 
sche Börse has already 








EF 


quietly held back. Nobody wants to be first 
to pull the plug, because that would be an 
admission of weakness. But once one does, 
expect others to follow. A month ago, it was 
rare for a new issue to trade below its offer 
price. Now, over 40% do. A dozen offerings 
from the past year are almost worthless, 

For firms that rely heavily on the pro- 
mise of lucrative stock options to tempt the 
best staff, this might prove terminal. Typi- 
cally, America’s new mercenaries joina com- 
pany within a couple of months of a hot 
flotation, says Matthew Cowan of Bowman 
Capital Management, a fund-management 
firm. If the shares then trade below the offer 
price, many will leave just as quickly, espe- 
cially since their options will be struck on the 
price prevailing when they joined. For the 
myriad new firms with no cash, the stock- 
market has become acrucial, butentirely un- 
predictable, means of rewarding employees. 

They may still survive. For the truth is 
that nobody knows if this is the end of the 
tech bubble. Reason suggests that tech stocks 
should go down. But if reason had much to 
do with share prices, they would never have 
risen to their current heights. Wall Street’s fin- 
est will do all they can to get the bandwagon 
rolling again. American investors still have 
the equity faith: tens of billions of dollars of 
retirement money are even now heading for 
the market. Many investors are preparing to 


raised its profile dramatically in recent 
years. For example, Neuer Markt, its market 
for growth companies, has been a roaring 
success. Last month, Mr Seifert unveiled a 
flotation of Deutsche Börse that could 
value the company at €15 billion ($1.4 bil- 
lion), or more than twice what London is 
worth. The bourse will be renamed Euro- 
board, and wants to list the top 300 Euro- 
pean companies. 

Mr Casey will also be under pressure. 
He was appointed four years ago as a safe 
pair of hands after a series of fiascos. His 
predecessor, the abrasive 
Michael Lawrence, lasted 
just18 months. Before him, 
Peter Rawlins was forced 
out because the exchange 
had squandered millions 
of pounds on Taurus, a 
failed settlement system. 
Mr Casey could claim, till 
this week at least, that he 
had successfully intro- 
duced electronic trading 
on to the exchange. So far, 
Mr Casey has retained his 
board’s support, despite 
sniping from the Bank of 
England and the Treasury. 
To keep his job, he will 
have to pull off a good 
deal—and fast. 








——J 
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react, as they have so profitably to previous 
market downturns, by “buying the dips”. 
Alan Greenspan, the Fed chairman, may feel 
less need to raise interest rates now that 
share prices show some sign of heeding ear- 
lier warnings. And, lest anyone forget, it is 
presidential election year—and Bill Clinton 
will be keen to get Vice-president Al Gore 
into the White House. 

A booming stockmarket would help in 


that regard. On April 6th, Mr Clinton hosted 
a conference on the impact of new technol- 
ogy on the American economy, featuring 
such luminaries as Mr Greenspan, Bill Gates 
and Abby Joseph Cohen, a stockmarket 
guru. Having seen the impact on share prices 
of the Microsoft judgment, Mr Clinton might 
even want to call off the antitrust blood- 
hounds. As a politician, he has usually fa- 
voured votes over principles. 

s 





German banking 


Death of a deal 


FRANKFURT 


The acrimonious collapse of Deutsche Bank’s merger with Dresdner Bank 
marks yet another false dawn for Germany’s backward banking industry 


UITE some merger, then quite some 
XZ mess. When Deutsche Bank and 

Dresdner Bank announced a €31 bil- 
lion ($30 billion) tie-up last month, Ger- 
many’s largest and third-largest banks 
boasted of creating a global force in invest- 
ment banking and money management. 
Cynics now have every reason 
to feel smug. Wedding-day 
bliss soon gave way to top-level 
squabbling, staff defections, 
public-relations gaffes and be- 
wilderment among investors, 
all of which sent the banks’ 
share prices diving. In theend it 
was all too much for Dresdner, 
which called the whole thing 
offon April sth. 

Given how much both 
banks had riding on the deal, 
its collapse is testimony to the rapid deteri- 
oration in their relationship over recent 
weeks. Even the most pessimistic analysts 
had thought the deal would be consum- 
mated in some form. That it was not is down 
to unbridgeable differences over investment 
banking—and, in particular, the unwilling- 
ness of Deutsche’s investment bankers to 
countenance a merger with their Dresdner 
counterparts, even though the banks’ chair- 
men had agreed toit. 

Dresdner claims it had been assured by 
Deutsche that its investment bank, Dresd- 
ner Kleinwort Benson (pKs), would be fully 
integrated with Deutsche’s to create a global 
institution with aspirations to join the “bulge 
bracket” of big Wall Street firms. Instead, it 
accused Deutsche of undermining the 
merger by seeking to sell all or part of ks. In 
a short, strongly worded statement, Dresd- 
ner said its ex-partner was “not ready to ac- 
cept constructive suggestions” on the fate of 
DKB and thus “withdrew the basis for trust”. 
A more sanguine Deutsche merely regretted 
that the deal had foundered on differences 
of opinion. 

Although much was left vague in the 
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Walter cross 


merger agreement, the initial plan had in- 
deed been to merge pxs with Deutsche’s big- 
ger investment bank, which included Bank- 
ers Trust and the old Morgan Grenfell. Rolf 
Breuer, Deutsche’s boss, insisted that Klein- 
wort was a “jewel” that would be kept. Un- 
der pressure from less-impressed colleagues, 
he then said that every option 
would be considered, includ- 
inga sale. Much of the pressure 
came from Deutsche’s top in- 
vestment bankers, who were 
not much interested in DKB, 
apart from the 600-strong cor- 
porate-finance group, which 
has built an enviable list of 
blue-chip clients in Britain and 
Germany. 

According to insiders, Mr 
Breuer then changed his mind 
and agreed with Dresdner that a full integra- 
tion would be best. On the morning of the 
day thedeal collapsed, he spoke to Josef Ack- 
ermann, Deutsche’s board member in 
charge of investment banking, who con- 
veyed the news to Edson 
Mitchell, the head of Deut- 
sche’s global markets business. 
Mr Mitchell made it clear that 
Deutsche would lose its best 
London-based bankers—him- 
self included—if it went ahead 
with the plan. A browbeaten 
Mr Ackermann returned to Mr 
Breuer, urging him to renegoti- uf 
ate the investment-banking é 
part of the merger with Bern- 
hard Walter, his opposite num- 
ber at Dresdner. This he tried, but to no avail. 
Afraid that a mass walkout by his invest- 
ment bankers would be even worse than los- 
ing Dresdner, Mr Breuer stood by his defiant 
troops; and the deal duly fell apart. 

Had Mr Walter agreed to a dismember- 
ment of px, he too would have faced a re- 
volt. Some Dresdner bosses were furious at 
the prospect of their investment bank being 





Breuer threatened 


FINANCE AND ECONOMICS 


pulled to pieces, especially since it has engi- 
neered an impressive turnaround in the past 
two years under Gerd Häusler. Once-feeble 
units, such as debt capital markets, have 
even gained an air of respectability. To let 
pxs crumble just as the hard work was pay- 
ing off would be, as one disgruntled execu- 
tive puts it, “breathtakingly incompetent”. 

The merger process had in any case been 
strained by defections. Michael Dobson 
(Deutsche’s only non-German board mem- 
ber) resigned as head of Deutsche’s asset- 
management business just after the merger, 
piqued that, as part of the deal, the bank was 
selling its giant mutual-fund business, pws, 
to Allianz, an insurer that is Dresdner’s larg- 
est shareholder. Several banks, among them 
across-town rival, Commerzbank, were try- 
ing to hire whole teams of investment bank- 
ers away from Deutsche. Last week, ina huff, 
Deutsche cut trading lines to Commerzbank 
for several days, after the latter had poached 
some of Deutsche’s fixed-income team. 

At Dresdner, meanwhile, a trickle of de- 
fections was fast turning intoa flood. Just be- 
fore the deal died, it lost a highly regarded 
team of utilities analysts to Salomon Smith 
Barney, and T.J. Lim, its global markets boss, 
to his former employer, Merrill Lynch. Many 
senior executives at foreign banks in Frank- 
furt had little time for anything but inter- 
viewing would-be defectors. One bank even 
set up special room for interviewing DKB 
teams, With pKs having just paid out bo- 
nuses for last year, the staff losses were set to 
get even worse. 

All of this came against a background of 
top-level infighting. Dresdner executives in- 
sist that pkB was never up for sale, and fume 
at Deutsche bosses for suggesting it might 
have been. They are also angry that what 
was presented as a merger of equals soon be- 
came, in Deutsche’s eyes, a barely concealed 
takeover of a smaller, second-rate outfit. As 
one senior Dresdner executive puts it: 
“When did we agree to be the organ donor?” 

The merger also created in- 
ternal strife at both banks. Mr 
Ackermann had hinted that 
Deutsche might be giving away 
too much to get Dresdner: on 
one estimate, it would have 
handed a net €4 billion ($3.9 
billion) of assets to Allianz in 
return for control of the bank. 
Mr Ackermann was also 
miffed by the branding com- 
promise reached between 
Messrs Breuer and Walter, 
which would have meant the new bank tak- 
ing on Dresdner’s green colours and slogan. 
“Like Mercedes ditching its star in a merger 
with Bmw,” is how one advertising executive 
saw it. 

The ructions within Dresdner were even 
noisier. It is no secret that relations between 
Mr Walter and Mr Häusler were frosty. Ac- 
cording to one adviser, the relationship all 
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but disintegrated after Mr Walter failed to 
consult the pk boss when the merger was 
being discussed, or even in thedays between 
the outline being agreed and the announce- 
ment. Dresdner’s investment bankers have 
had little time for Mr Walter, a dyed-in-the- 
wool commercial banker with little com- 
mand of capital markets or of English—al- 
though they might now warm to him for not 
letting pks be pulled apart. 


Finanzflat Deutschland 


The deal’s collapse is a big setback for Ger- 
many’s financial industry, in which there 
has been little meaningful consolidation. 
The merger seemed evidence that German 
banks had changed for good. At last they 
were doing something to reverse their slip- 
page against foreign rivals, and to give them- 
selves a stronger base from which to launch 
a global strategy. It was also supposed to be 
the first round in an unwinding of the cross- 
shareholdings between banks and insurers 
that have hindered deal-making. 

Now the future of German banking once 
again looks murky. Having used the three- 
way deal with Allianz to shed their retail 
banks, Deutsche and Dresdner are once 
again lumbered with large and, thanks to the 
fragmentation of the country’s banking sys- 
tem, unprofitable branch networks. Alone, 
neither has an investment bank equal to 
America’s bulge-bracket. And both remain 
saddled with higher costs than most of their 
foreign rivals, 

Dresdner is back in a strategic bind, and 
unlikely to stay single for long. One pos- 
sibility is that Allianz presses it back into 


talks with Munich-based HypoVereins- 
bank, which is also part-owned by the in- 
surer.Mr Walter might also try to woo the 
fiercely independent Commerzbank, which 
might make a more comfortable partner 
than Deutsche, but offers less in wholesale 
and investment banking. A third possibility 
is a foreign bid. One name that cropped up 
immediately is America’s Citigroup, one of 
the few foreign banks with a sizeable retail 
branch network in Germany. As Dresdner 
exhausts its options for friendly, domestic 
deals, a hostile foreign approach looks 
increasingly likely, 

Deutsche has vowed to go on as before, 
expanding its investment bank organically 
and trying to squeeze decent returns out of 
its retail bank. For now, though, it cannot 
find anything like the €3 billion in savings 
that the Dresdner deal was expected to pro- 
duce. What it does have is a top management 
problem. Mr Breuer’s about-turns show that 
the tail in the investment bank now wags the 
dog in the boardroom. With Mr Breuer no 
longer in full control of Mr Mitchell and his 
cohorts, he may even be forced out before his 
planned retirement in2002. 

Perhaps the biggest loser of all is Allianz. 
It no longer gets pws, or a big stake in Deut- 
sche Bank 24, the new retail bank through 
which it wanted to distribute its insurance 
and fund-management products. But its re- 
grets run deeper than that. By brokering a 
merger of Deutsche and Dresdner, it had 
hoped not only to get its hand on some plum 
assets, but to drag German banking into the 
preserit. Better luck next time. 
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Charlie Contrarian 


sight and Henry Hindsight (Decem- 
ber 18th 1999 and February i2th 2000) 
brought a sackful of letters from readers 
wanting toleam more, 

Felicity Foresight, you might recall, had 
acanny investment strategy to become the 
world’s richest person. Her secret? Perfect 
foresight. Starting with only $1 on January 
ast 1900, she would correctly predict at the 
start of each year the asset that would see 
the highest total dollar return over the next 
12 months. She would then put all her 
money in that asset and not touch it for a 
year. By her 1ooth birthday Ms Foresight 
was worth quite a lot: a handy $9.6 quintil- 
lion, in fact. 

In contrast, Henry Hindsight, an old 
flame of Felicity’s, and a keen follower of 
fashion, invested each January in the pre- 
vious year’s best-performing asset. He fre- 
quently lost money. Over the 100 years his 
$1 grew to a comparatively modest $783. 

It now turns out that Felicity was in- 


| 
| UR revelations about Felicity Fore- 
| 
| 
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European banking 
HSBC treads 
softly 


PARIS AND LONDON 


To were, predictably, jingostic head- 
lines aplenty in French newspapers after 
Crédit Commercial de France announced on 
April ist that it had agreed to be taken over 
by usec, an Anglo-Chinese banking giant, 
for €u billion ($10.5 billion). “A French jewel 
sacrificed,” said Le Figaro, a conservative 
daily. “For the first time a bank of the trico- 
lour goes toa foreigner,” opinediiberation,a 
left-leaning newspaper. Yet for all the rheto- 
ric, it would be more accurate to portray the 
deal asa French victory than as a British one. 

That might sound strange. After all, 
French regulators have made plain their dis- 
like of foreigners taking over treasured 
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volved in a love triangle. Readers have 
been clamouring to know how successful 
Henry's. rival, Charlie Contrarian, has 
been. Charlie invested each January in the 
previous year’s worst-performing asset, on 
the theory that what hascome down must 
go up. The answer (which was included in 
our original article on the Foresight saga) is 
that he turned his initial $1 stake into $1,730. 
No match for Felicity, but enough for Char- 
lie tocatch her eye. 

But the tale does. net end there. Avi- 
nash Persaud, an economist at State Street, 
a bank, argues that Henry’s daughter, 
Catherine Cross-Border, deserves atten- 


tion too. (Heartbroken about losing Felic- | 
ity, he married on the rebound.) Lured by | 
tax-exempt savings schemes and the re- | 
moval of exchange controls, Catherine has 
only been investing money since the start | 
of the 1990s, and has discovered that, over | 
the past decade, the various investment | 
strategies have been much less fruitful | 
than in times past. l 
Until the 1990s, Henry Hindsight’s for- | 
mula earned a reasonable return. But since | 
1991, the value of his fund has fallen by al- 
most half. Charlie Contrarian has suffered 
a loss of 40% over the same period. Thus 
both the follower and the contrarian in- | 
vestment strategies seem to have gone hor- | 
ribly wrong. | 
Witnessing her father’s declining for- | 
tunes, Catherine Cross-Border decided to l 
eschew equities and take a punt on cur- 
rency markets instead. Starting in 1990 she | 
investedeach yearin thecurrency that had | 
performed best in the previous year. By 
1999 she had, according to Mr Persaud, | 
earned a 52% return. Not brilliant, but per- | 
haps enough to support her father in his | 
declining years. 
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Can his , 
company's valuation 
possibly be right? 


Tom Copeland on 
VALUATION 


June 22-23, 2000 - Cambridge, Massachusetts 


There is still a discipline of rigorous valuation, Learn it in this two-day 
seminar led by Tom Copeland and Jack Murrin, the people who literally X 
co-wrote the most widely read book on valuation, Valuation: Measuring and 
Managing the Value of Companies 


Created by Tom Copeland, Director of Monitor Corporate Finance, for senior 
executives interested in cutting-edge theory and practice, Valuation will equip 
you with the latest tools for making sense of value in both the old and new 
economies, including: 
fundamentals of valuation making sense of multiples 
harnessing the value of real options valuing e-commerce companies 
mergers and acquisitions making investments 


To register or for more information 
call 1.888.777.7311 fax 617.252.2100 
email execed@monitor.com 
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Revitalising the economy through 
second generation reforms 


wt 
Deihi" 


llth Roundtable with the Government of the Republic of India 


May 15th-16th, 2000 + The Oberoi, New Delhi 


India is at a turning point. Even though its many investment 
obstacles won't be eradicated overnight, economic recovery 1s 
well underway; the political outlook is positive; and foreign and 
domestic investors have never been as bullish. 


Join The Economist Conferences in May for this unique opportunity 
to get to the heart of policy direction and assess the prospects 
for growth in India’s rapidly evolving business environment. 


In association with: 
EIU India/IMA India 


Sponsored by: x 


CHUBB 


For further information on this cutting edge event, please contact: 


Dora Tsang, Conference Coordinator ; 5 
Tel: (852) 2585 3841 Fax: (852) 2802 7669 The Economist 


Email: doratsang®eiu.com Conferences 
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ANAGEMEN: | MBA (War wick) 


HEC Montreal’s Centre for International Business Studies 
is introducing a new major in Energy Management 

as part of the HEC MBA program. Starting in September.” 
2000, all courses will be offered in English only, l 


It’s not the letters after your name, 
it’s the name after your letters. 


The HEC MBA’s distinctive advantages include: 
+ Courses designed specifically for the energy sector 
by industry and academic expert 
s Innovative structure 
+ Intensive program: 54 consecutive weeks 
+ Information technologies integrated into the learning 
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* International dimension the Warwick MBA available worldwide by 
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banks. They warned foreign banks—espe- 
cially German ones—against intervening in 
last. year’s battle between three of France’s 
biggest banks. Even inc, a Dutch bank that 
holds 19% of ccr shares, failed in a bid to take 
over GCE in December, though its proposed 
deal was ostensibly friendly. Some said that 
the Bank of France, France's central bank, 
had blocked it. This time, the French de- 
fences seem at last to have been breached. 

In truth, ccr is not that treasured, nor 
even that French. The Bank of France did not, 
it turns out, oppose the inc bid. ccr is only 
France’s seventh-biggest bank, and thus less 
politically sensitive than, say, BNP or Société 
Générale. And a majority of its shares are al- 
ready in foreign hands. Kredietbank, a Bel- 
gian bank, and Swiss Life, a life-assurance 
company, have big stakes. Charles de Crois- 
‘set, ccr’s chairman, long ago told Jean- 
Claude Trichet, governor of the Bank of 
France, that it was vulnerable to a takeover. 

Yet he has played his hand well. The 
bank will preserve a good deal of indepen- 
dence: decisions affecting it will apparently 
be made in France. Mr de Croisset remains 
chairman of ccr, and will join the HsBc 
board. ccr even gets to keep its name, de- 
spite the comprehensive but clumsy re- 
branding exercise carried out by HsBc for its 
other subsidiaries last year, in which almost 
everything was renamed nssc. For fear of of- 
fending French sensibilities, or at least those 
of the country’s regulators, Sir John Bond, 
HSBC’s boss, seems to have spent more time 
on what Mr Croisset calls “the humanities” 
of the deal than on the price. 

And here lies Mr de Croisset’s greatest 
success. HSBC, a bank that prides itself on 
buying banks on the cheap, has paid—at 
three-and-a-half times book value—top 
euro for ccr, even though it has made so 
many concessions to the French bank. So 
rich was the price, indeed, that inc seemed 
delighted to sell its stake. 

Why did ssc pay so much? It used to 
buy distressed banks, such as Britain’s Mid- 
‘Jand Bank, because there was a lot of scope 
for improvement. Butcer is not distressed: it 
‘is already the most profitable French bank. 
And there will be few costs to cut: only a 

-third of the €150m of the promised “syner- 
“gies” will. come from cost-cutting. 
_, The biggest reason for Hsac’s newfound 
“extravagance seems to be its new strategy. 
Although it has not lost its appetite for cheap 
deals, particularly in emerging markets, it is 
keen to develop its “wealth management 
business”—-private banking and asset man- 
agement. That was the rationale behind its 
troubled purchase last year of Republic New 
York. It is also the motive for buying CCF, 
with its ım well-heeled clients. Taken to- 
gether with Republic, the purchase of ccr 
will have more than doubled ussc’s assets 
under management, to $177 billion. 

That is all very well; but it is different 

from the ultra-cautious bank that share- 
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holders have come to know. Sir John is frus- 
trated by ussc’s relatively low rating com- 
pared with the likes of Citigroup. He has set 
the bank a target of doubling its share price 
every five years. One way to increase return 
on equity is to cut the amount of capital sup- 
porting the business—and asset manage- 
ment and private banking take less capital 
than lending. On the other hand, sharehold- 
ers are usually unimpressed by expensive 
deals. And this one was certainly that. 








Foreign banks in China 


New hurdles 


BEING 


HENEVER foreign businessmen in 

the Middle Kingdom get dreamy-eyed 
about business prospects after China joins 
the wro, the government can be relied on to 
do something to wake them up with a jolt. 
The new regulations with which China's 
central bank is threatening to hit the 160-odd 
branches of foreign banks are just the latest 
example. If implemented, they will make lo- 
cal lending prohibitively expensive. 

Foreign banks have long been confined 
in China, both geographically and in the 
businesses they may conduct. At first, they 
were allowed to lend only in foreign curren- 
cies. That limited foreign banks’ lending to 
companies that earned hard dollars: a few 
big state-owned companies and, more usu- 
ally, foreign companies and joint ventures. 
Only recently have two dozen foreign banks 
been allowed to lend in the local currency, 
the yuan, in Shanghai and Shenzhen. Many 
banks would like to do more of this, largely 
because it cuts out exchange-rate risk. And in 
the long run it means more clients. 

But where to get the yuan to lend? For- 
eign banks are banned from accepting retail 
deposits, and their ability to take commer- 
cial deposits is highly circumscribed. Be- 
cause of such restrictions, foreign banks have 
made local-currency loans of less than 1 bil- 
lion yuan ($120m)--well under 1% of the to- 
tal. Since late last year, however, foreign 
banks have been allowed to borrow from lo- 
cal Chinese banks, on what is grandly de- 
scribed as an interbank market. For all the in- 
terbank market’s inadequacies, that tiny 
share might be expected to grow. 

Or so foreign bankers had thought. But 
last month the People’s Bank of China— 
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prodded, presumably, by the fourstatecom: 
mercial banks that dominate China’s finan 
cial system—frustrated even this modest for 
eign challenge. The central bank has tol 
some foreign banks that they are not allowe 
to make local-currency loans worth more 
than eight times their branch capital, Others’ 
have been given a limit of just four times 
their capital. These branches have very little 
capital to begin with, in most cases a mere 
30m yuan in operating funds. It is banks’. 
head offices overseas that put up the capital. 
to back loans made in China. “I am able to ` 
make loans of just 120m yuan,” fumes one . 
foreign banker. “What use to me is that?” 

These new (so far, unpublished) regula- 
tions seem to reverse the progress made last 
October when foreign banks were allowed’ 
to raise the proportion of their local-cur- 
rency loans from 30% to 50% of their hard- 
currency lending. Many worry: that China 
now intends to stiff foreigners in the areas 
that it must open up if and when itjoins the . 
wo. The trade deal that China signed with. 
the Americans last November, paving the: 
way for wro membership, dictates that the 
geographical limits on where foreign banks 
may do business will be scrapped two years 
after accession. At that time, too, foreign 
banks will be able to take deposits from and 
lend to mainland companies. Five years after 
wo accession they will be able to do the- 
same with individuals. 

Yet these are not the big break for foreign- 
ers that many claim: Banks will be able todo = 
serious business in China only if interest 
rates are deregulated and a proper inter- 
bank market develops. Until then, regulated 
rates will provide a direct subsidy, in the — 
form of cheap deposits, to the big state 
banks. The wro has nothing to say about 
this. Nor does it offer protection to foreigners” 
against the latest local-currency regulations, =- 
as long as the central bank can argue itis ap- -` 
plying the same rules across the board. 
China got away with such behaviour in the. 
past because people drooled over its: com- 
mercial prospects. Now, many have been 
disabused of this. “Itis notasifthis placeisEl 
Dorado,” snorts one foreign banker. 

Still, foreign governments seem unwill- 
ing to kick up a fuss about the latest stric- 
tures. The Clinton administration's applica- 
tion to Congress to grant China normal 
trading relations is-at a delicate stage. The 
European Union hasstill to strike a wro deal 
with China: the latest round of talks was bro-. 
ken off abruptly on March 3ist. Without an 
agreement, European trade negotiators ap- 
pear to be nervous about raising anything 
that might rile the Chinese. Perhaps that is 
why European negotiators thought that the 
letter written by the foreign bankers’ associa. 
tion to Dai Xianglong, the central-bank gov- 
ernor, was too strongly worded. Rather the 
reverse, in fact: throughout, the central bank 
was referred to as “your good bank”. 
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The world is not converging on a single kind of capitalism 


T THE recent summit meeting of Euro- 
pean Union leaders in Lisbon, govern- 
ments dedicated themselves to transform- 
ing the region. Their goal, they said, was 
nothing less than to make Europe the most 
“dynamic” place in the world by 2010. 
They promised more deregulation, better 
education, greater spending on research, 
new encouragement for risk-taking, and so 
on down the list of good things. But they 
ducked an interesting question. Can in- 
comes in the eu be made to grow as fast as 
in the United States (or faster) without Eu- 
rope’s adopting full-fledged, red in tooth 
and claw, American-style capitalism? 

Many believe that Europe has no 
choice one way or the other: convergence 
on American capitalism, the most “dy- 
namic” kind around, will be forced on the 
region whether it likes it or not. The reason 
is globalisation. This force, it is argued, sets 
governments just as much as companies in 
competition with one another. Tax rates, 
social policies, labour-market institutions, 
patterns of corporate finance and gover- 
nance, you name it, will be remorselessly 
remodelled along American lines—be- 
cause that is the imperative of interna- 
tional competitiveness. 

This view has become the conven- 
tional wisdom. It unites people who can 
agree about little else. Many find the pros- 
pect depressing: the logic of convergence 
denies people the option of remaining un- 
American, even at the cost of being a bit 
less rich as conventionally measured; na- 
tional and regional identities are under 
threat. Others welcome the trend. Rich 
is good, in their view, especially as con- 
ventionally measured. National iden- 
tity be damned. Convergence makes 
the promises of Lisbon more believable, 
this group would note; more believable, 
indeed, than many governments might 
wish, 

Whether you regard the necessity of 
converging capitalisms as a sad doctrine 
or an uplifting one, itis important to un- 
derstand that the idea isin fact wrong, 

Even if American capitalism is the 
best way to get rich, nothing in the logic 
of globalisation forces other countries 
to adopt the American way if they 
would rather be different and accept 
the cost. Suppose that flexible labour 
markets promote higher productivity. It 
is perfectly feasible for European gov- 
ernments to retain their less flexible ar- 
rangements (high levels of unionisa- 
tion, extensive collective bargaining, 








various employment-protection laws). If 
these raise costs, wages will sometimes be 
lower as a result; or else a depreciated cur- 
rency (which lowers wages across the 
economy) will deal with any conse- 
quences for competitiveness. The Euro- 
pean way remains a choice, globalisation 
or no, if that is what people want. 

Is convergence, as a matter of fact, un- 
der way? In some respects, yes: share- 
holder rights (a staple of American capital- 
ism) are gaining ground, for example. Butin 
other areas the answer is no. Ina recent pa- 
per*, Richard Freeman of America’s Na- 
tional Bureawof Economic Research com- 
pared the degree of unionisation and the 
extent of collective bargaining across a 
range of economies between 1980 and the 
mid-1990s. In general, he found not conver- 
gence but divergence. America, Britain, Ja- 
pan, New Zealand and Australia all saw 
declines in wnionisation and collective 
bargaining. Bat in many European coun- 
tries the pattern was mixed. France, Ger- 
many and the Netherlands, for instance, 
all had falling unionisation but rising cov- 


“erage of collective-bargaining arrange- 


ments. And in some European countries— 
Spain, Finland and Sweden—unionisation 
and coverage of collective-bargaining ar- 
rangements beth increased. 

Mr Freeman argues that it may make 
better sense than you might think to stick 





to established inflexible arrangements, 
even if flexible systems spur productivity. 
For a start, changing systems is costly, not 
just socially but in economic terms as well 
during the transition. These costs need to 
be weighed against the benefits. And the 
benefits may be smaller than they appear. 

Mr Freeman cites the Coase theorem to 
show why this might be so. The theorem 
says that the distribution of property 
rights, provided they are clearly assigned 
and transactions costs are low, has no ef- 
fect on economic efficiency, because peo- 
ple can negotiate their way to the efficient 
position. Suppose. an employer wants to 
sack a worker who is no longer productive. 
If the worker has no property right in his 
job, the employer simply fires him. If the 
worker hasa property right, due toemploy- 
ment-protection laws, say, the employer 
has to buy him out. In either case, the 
worker goes (the efficient outcome, if the 
worker is no longer productive). With no 
property right, the firm gets all the benefit 
of the extra efficiency; with a property 
right, the benefit is shared with the worker. 
The level of employment is the same; only 
the distribution of gains is different. 

Mr Freeman finds that, in practice, em- 
ployment-protection laws appear to have 
little effect on the overall level (as opposed 
to the composition) of employment. In 
general, he concludes that American la- 
bour-market flexibility is not substantially 
better for economic efficiency. The main 
difference between the more flexible econ- 
omies (meaning not just America but also 
Britain, Canada, New Zealand and others) 

and less flexible ones (Germany, 
France, the Netherlands and others) is 
not in productivity or even jobs but in 
the distribution of income. The less 
flexible economies are more egalitar- 
ian, he argues; on the whole they are no 
less productive. 

Of course, “faimess” andefficiency 
are not the only dimensions of success: 
liberty, which Mr Freeman ignores, is 
another. Also, if the American employ- 
ment and productivity miracles of the 
past few years continue, and if Europe 
fails to develop a “new economy” of its 
own, Mr Freeman’s verdict will have to 
be revised, as he admits. Even in that 
case, though, it will still be true that Eu- 
rope can choose to stay “European” if it 
wants to, and is willing to pay for the 
privilege. 


*“Single-Peaked v. Diversified Capitalism: The Rela- 
tion Between Economic Institutions and Out- 
comes,” NBER Working Paper 7556. 
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roadmap for planet-hunting 


Astronomers have already discovered dozens of giant planets orbiting other 
stars. Now they are developing the techniques needed to detect little ones 


HEN it comes to looking for planets, 

small is beautiful, but big is easier. The 
larger a planet, and thecloser itis to its paren- 
tal star, the simpler it is to detect using cur- 
rent methods. So the 30 or so “extrasolar” 
planets found orbiting sun-like stars since 
1995 tend to be monsters—huge objects the 
mass of Jupiter or larger—and in most cases 
are orbiting close to their stellar parents. But 
on March 29th the world’s most successful 
team of planet-hunters, led by Geoffrey 
Marcy of the University of California, Berke- 
ley, announced the discovery of the two 
smallest extrasolar planets found so far.One 
orbits a star called 79 Ceti, the other circles 
HD46375. Both have masses comparable to 
that of Saturn—ie, less than a third of Jupi- 
ter’s mass. 

That two such small planets have been 
detected is impressive testament to the im- 
proving sensitivity of the technique used by 
Dr Marcy's team, and others, to discover ex- 
trasolar planets. But the method in ques- 
tion—the “radial-velocity” technique—can- 
not go on detecting smaller and smaller 
planets. It is unlikely, for example, ever to 
finda planet as small as Uranus, with a mere 
twentieth of the mass of Jupiter. Earth-sized 
planets (one three-hundredth of Jupiter's 
mass) are therefore far beyond the reach of 
today’s planet-hunters. Furthermore, be- 
cause the radial-velocity technique does 
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best at detecting big planets close to their pa- 
rental stars, those farther out than Jupiter is 
from the sun cannot be detected either. 

This is bad news for planetary scientists 
and astrobiologists—such as those working 
on the “Origins” programme at America’s 
space agency, NASA, and their counterparts 
at the European Space Agency, EsA—who are 
doing their best to work out the laws of plan- 
etary formation and to estimate how preva- 
lent earth-like planets that might support life 
actually are. To do that, they need a more rep- 
resentative sample of extrasolar planets 
than the radial-velocity technique can pro- 
vide. At the moment they are like zoologists 
looking for animal life in a jungle by using a 
seismometer that can detect only the foot- 
steps of elephants. 


The trouble with wobbles 


Work has, however, begun on better planet- 
hunting equipment. Over the next decade 
new techniques capable of sensing different 
(and now undetectable) types of planet will 
fill the gaps in the current picture. It will then 
be possible to compile maps of alien solar 
systems, work out how they formed, and 
identify which, if any, contain earth-like 
planets that might harbour living creatures. 
Rather than attempting to observe extra- 
solar planets directly, which cannot be done 
just yet, astronomers currently “see” them 


through their effects on their parent stars. Al- 
though planets are commonly said to orbit 
stars, in fact both star and planet orbit their 
common centre of mass. This means that the 
star wobbles as the planet orbits it. And it is 
this wobble that can alert astronomers to the 
planet’s presence. 

The radial-velocity technique works by 
exploiting the fact that a star’s motion causes 
tiny shifts in the spectrum of its light, as the 
result of a Doppler shift—the phenomenon 
that causes the siren of a moving ambulance 
te change in pitch as it goes past. From the 
size of the shifts in a star's spectrum, you can 
work out that star’s radial velocity—ie, its 
speed and direction of motion along the 
line-of-sight to an observer on earth. By mea- 
suring the radial velocity of a star at regular 
intervals, it is possible to detect the wobble 
caused by an orbiting planet. From the wob- 
bie’s size and period, the planet’s approxi- 
mate mass and orbit can be determined. 

Jupiter causes the sun to wobble to and 
fro at a maximum radial velocity of 12.5 me- 
tres a second. If Jupiter were bigger, or or- 
bited closer to the sun, the wobble would be 
larger. The planet around the star 51 Pegasi, 
which was the first extrasolar planet to be 
discovered, is about half as massive as Jupi- 
ter, but it is much closer to its star. So its ra- 
dial-velocity wobble is much larger—about 
55 metres a second. 

Of the two new planets announced last 
week, one (that around 146375) was detect- 
able because it was near enough to its parent 
star to cause a wobble of an easily detectable 
40 metres a second, despite its low mass. But 
the second planet was close to the limits of 
the radial-velocity technique. It orbits 79 Ceti 
at about the same distance as Mercury orbits 
the sun, and causes a wobble of ten metres a 
second. Since radial velocities can be mea- 
sured to within only one or two metres a sec- 
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ond, this planet would have escaped detec 

tion had it orbited much farther away from 
its star. Measuring the motion of a star sev- 
eral light-years away to within one or two 
metres a second is an extraordinary feat. But 
the radial-velocity technique is limited be- 
cause it will never be able todetermine radial 
velocities any more accurately than this, 
since the surface of a stable star oscillates 
naturally at about one metre a second. Wob- 
bles smaller than one metre a second are lost 
in the noise. And since the earth induces a ra- 
dial-velocity wobble in the sun of less than 
ten centimetres a second, it is clear that the 
method will never be able to detect earth- 
like planets. Similarly, Uranus- and Nep- 
tune-like planets, which induce wobbles of 
about 30centimetresa second in their parent 
stars, are also undetectable. So a number of 
planet-hunters are now pursuing an alterna- 
tive way of measuring stellar wobbles. 


Taking a sideways look 


A star wobbling under the influence of a 
planet not only moves to and fro relative to 
an observer, Doppler-shifting its light in the 
process; it also moves from side to side. Go 

ing back to the example of the sun’s motion 
under the influence of Jupiter, the sun wob- 
bles by about 1.5m kilometres from side to 
side with every orbit of the planet. By mea- 
suring a star’s position in the sky, then, and 
looking for periodic variations in that posi 

tion, it ought to be possible to detect any or- 
biting planets, even small ones. 

Distances in the sky are measured in de 
grees, so that 90’ is the distance from the hori 
zon to the zenith, the point directly over- 
head. Degrees are divided into minutes 
(sixtieths of a degree) and seconds (sixtieths 
of a minute) of arc, so that there are 3,600 sec 
onds of arc, or arcseconds, in one degree. 
Viewed from a distance of ten light-years, 
the sun’s side-to-side wobble due to Jupiter 
causes its position to change by 1.6 thou- 
sandths of an aresecond. This is equivalent 
to the apparent thickness of a human hair 
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seen from two kilometres away. 

Astrometry, as the process of measuring 
stellar positions is known, used to be done 
by taking pictures of a particular region of 
the sky and then measuring the relative posi- 
tions of the stars. That is good enough to see 
shifts caused if a star’s companion is another 
star, but it cannot detect the tiny wobbles 
caused by orbiting planets. That is because a 
star does not show up as a pinprick of light 
when it is photographed. Instead, it appears 
as a fuzzy blob several hundred times larger 
than the size of the wobble being looked for. 
To measure stellar positions more accu- 
rately, and so to discern planet-induced 
wobbles, sharper, higher-resolution tele- 
scopes are needed. 

Around the world, several such tele- 
scopes are now taking shape. Rather than 
being single instruments with large, lone 
mirrors, each of these new devices consists 
of several small interconnected telescopes, 
whose images are combined using a tech- 
nique called interferometry. This involves 
merging the light from two or more separate 
telescopes in such a way as to mimic a much 
larger telescope. If done in the right way, it is 
possible to arrange several small mirrors so 
that they behave like fragments of a single 
big one. Two telescopes positioned 100 me- 
tres apart, for example, can then be used to 
measure the position of a star with the same 
accuracy as a single 100-metre telescope. 

The Keck interferometer, now under 
construction at Mauna Kea on Hawaii, will 
combine four 1.8-metre telescopes to mimica 
100-metre telescope in just this way. Accord- 
ing to Michael Shao of nasa’s Jet Propulsion 
Laboratory, it will be possible to measure 
stellar positions to within 20 millionths of an 
arcsecond by 2005. This is easily enough to 
detect Jupiter-like planets around distant 
stars, and it should also be enough to detect 
smaller, Uranus-like planets around stars 
within the sun’s stellar neighbourhood. Al- 
ready, tests carried out with a prototype at 
the Palomar Observatory in California have 


achieved astrometric resolutions of 100 mil 
lionths of an arcsecond, and the improvec 
atmospheric conditions in Hawaii will in 
crease this by a factor of three. 

Astrometric and radial-velocity searche: 
for planets are neatly complementary. A gi 
ant planet close to its parent star, whict 
causes the star to perform small, fast wob 
bles, is easily detected using the radial-veloc 
ity technique, but hard to detect using as 
trometry. A giant planet farther from it: 
parent star, which causes the star to perform 
large, slow wobbles, may be impossible tc 
detect using the radial-velocity technique 
but can be seen using astrometry. Betweer 
them, the two techniques should thus pro 
vide a more complete census of the popula 
tion of Uranus-like and larger planets 
around other stars. 

But what about smaller, earth-like plan 
ets? Alas, noteven the Keck will be able to de 
tect these. Viewed from ten light-years away 
the sun’s side-to-side astrometric wobble 
due to the effect of the earth is just one mil 
lionth of an arcsecond, or a twentieth of the 
tiniest angle that the Keck will be able tc 
measure. Building a more accurate ground 
based interferometer is impossible because 
of atmospheric turbulence, which makes the 
stars seem to dance around. The only way to 
improve accuracy is to go into space. 

In 2005, a NASA probe called the Space In- 
terferometry Mission (sim) is expected to do 


just that. It will have two telescopes 


mounted at opposite ends of a ten-metre 
boom, and will be able to measure astromet- 
ric wobbles as small as a millionth of an are- 
second. This will enable it todetect planets as 
tiny as four earth masses up to 33 light-years 
away, and earth-sized planets (if they exist) 
around the sun’s closest neighbours. 

sim could find a handful of earths, then, 
and it will definitely contribute to what will 
probably, by the time of its launch, bea list of 
known extrasolar planets numbering in the 
hundreds. However, a gap will still remain at 
the very bottom of the scale. Small, rocky 
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olanets are the hardest of all to detect, but 
they are also the ones astrobiologists would 
most like to find. Which is where another 
proposed space probe, called Kepler, comes 
in. By using an entirely different planet- 
hunting approach, it should be able to plug 
this gap, and provide a means of calibrating 
the census figures resulting from the radial- 
velocity and astrometric searches. 


Keplermaniacs 

Kepler will detect planets by staring at a 
small patch of sky for four years. During that 
time it will monitor not the positions of stars, 
nor their radial velocities, but their bright- 
nesses. Should a planet orbiting one of the 
stars pass exactly between that star and the 
Kepler probe, the star will dim slightly for a 
few hours as the planet travels across its face 
(an event known asa transit). 

The first extrasolar planetary transit was 
observed last year, after a giant planet was 
found in orbit around a star called HD209458 
using the radial-velocity technique. The 
alignment of its orbit proved to be such that 
the planet passes between its star and the 
earth every 3.5 days, causing the star to dim 
by about 1.5% each time. For an earth-like 
planet, a sun-like star would dim by about 
0.01%. This tiny change in brightness could 
never be detected from earth, because of at- 
mospheric turbulence. But a space probe, 
monitoring the brightness of a large enough 
number of stars, ought to be able to detect a 
large number of planets. 

The Kepler mission would run for four 
years because detecting a single transit is not 
sufficient; only when a second transit is de- 
tected can the planet's orbital period be de- 
termined, and a third transit needs to be ob- 
served for confirmation. From the amount 
by which the star dims, the planet's size can 
then be determined. 

According to Larry Webster, project 
manager for the mission at NASA’s Ames Re- 
search Centre in California, the beauty of 
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Kepler is that unlike wobble-based planet- 
hunting techniques, its approach, called 
transit photometry, does not detect some 
sizes of planets more easily than others. An- 
other advantage is that Kepler will study lots 
of stars—around 100,000—s0 its results will 
be statistically significant. 

If all sun-like stars are orbited by an 
earth-like planet (something that is now re- 
garded as unlikely), Kepler should detect 
around 400 “earths”. So the number of 
“earths” it finds will provide a good estimate 
of the prevalence of earth-like planets. Simi- 
larly, Kepler will provide a figure for the pro- 
portion of stars with close-in giant planets. It 
will thus show how representative (or not) 
the planetary systems that have been found 
using the radial-velocity technique are of 
planetary systems in general. 

Technically, Kepler is an extremely am- 
bitious mission, and it has yet to receive 
NAsa’s formal approval. In order to convince 
the powers-that-be that Kepler will actually 
work, Mr Webster and his colleagues have 
spent the past 18 months building a ground- 
based prototype. They wanted to show that 
it is possible to detect the tiny changes in 
brightness caused by transits, allowing for 
the fact that the spacecraft will not be per- 
fectly stationary, and will be bombarded by 
occasional cosmic rays. 

To simulate Kepler’s operating condi- 
tions, the team had to construct an artificial 
star field in such a way that the brightness of 
some stars could be varied by one part in ten 
thousand. They did this by using a laser to 
cut1,600 tiny holes in a metal plate, and then 
illuminating the plate from behind. Some of 
the holes had metal wires mounted behind 
them, partially obscuring them. Passing cur- 
rent through these wires caused them to heat 
up, and thermal expansion meant that they 
obscured slightly more of the holes than be- 
fore. By controlling the current passed 
through the wires, it was possible to simulate 
a star field in which some individual stars 
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occasionally dimmed as they would in the 
event ofa planetary transit. 

The Kepler prototype was pointed at this 
star field, and shaken gently to simulate 
spacecraft jitter. Cosmic rays were simulated 
in software, and bright stars (which can over- 
load the photometric sensor and cause pro- 
blems) were simulated by sticking illumi- 
nated fibre-optic cables into some of the 
holes in the simulated star field. 

At a conference in Munich last month 
the team announced that their prototype 
had passed all these tests and successfully 
detected simulated transits of earth-like 
planets. Kepler will be put forward for for- 
mal consideration later this month, when 
NASA issues a request for new mission pro- 
posals. If it is approved, the spacecraft could 
be launched in 2005. Esa, meanwhile, has al- 
ready approved a similar but smaller probe, 
called coror, for launch in 2003. 


Seeing is believing 

Despite their differences, these three planet- 
hunting methods—radial-velocity, astrome- 
try and transit photometry—have one thing 
incommon. They all detect their quarry indi- 
rectly; the planets themselves are never actu- 
ally seen. But once researchers have con- 
structed a more accurate theoretical picture 
of the solar systems around other stars, they 
plan to take the next step, and snap actual 
pictures of solar systems, showing individ- 
ual planets as bright spots. Analysis of the 
light from an earth-like planet would give 
clues about its atmospheric composition— 
including whether or not it was home to any 
hving organisms. 

Taking such pictures will be possible 
only by using several space telescopes, each 
larger than the Hubble Space Telescope, fly- 
ing in formation a few hundred metres 
apart. By combining the light from these tele- 
scopes in such a way as tocancel out the light 
from the star at the centre of a distant solar 
system, the whole formation would be capa- 
ble of seeing planets in orbit around stars 
within 100 light-years of the earth. 

NASA calls this mission the Terrestrial 
Planet Finder (rer), and esa has plans for a 
similar mission, called Darwin. Both are still 
at the planning stage, and may eventually be 
merged. esa has just completed an industrial 
study of Darwin, and last month Nasa 
awarded five contracts to industrial and aca- 
demic teams who will work out the fine de- 
tail of rer, which could be launched by 2012. 

The next two decades of planet-hunting, 
then, are already mapped out. No doubt 
there will be surprises along the way; the first 
five years of extrasolar planetary discoveries 
have already shown many long-held as- 
tronomical theories to be flawed. But planet- 
hunters are driven onwards by one of the 
oldest questions of all: how special is the 
earth? Within a generation, they should be 
able to provide a convincing answer. 
= 
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MOREOVER 


Runes among the ruins 


ALEXANDRIA 


Recreating the ancient library of Alexandria sounds great and looks nice, but 


the project may prove to be a folly 


ILBAO has its Guggenheim Museum; 

Paris its Centre Pompidou. Soon, Egypts 
long-neglected second city will once again 
have its Bibliotheca Alexandrina. Like other 
recentattempts at urban shock-therapy, this 
daintily named, yet bluntly modernist, re- 
vival of Alexandria’s famed ancient library 
sets out to provoke controversy. 

Detractors say the building, scheduled to 
open later this year, looks like a 
flying saucer crashed on the 
shores of Africa. No, insist its 
admirers: the architects, Sno- 
hetta, a Norwegian firm, have 
succeeded in creating a lyrical 
and uniquely fitting monu- 
ment. The circular shape of the 
building evokes the rising sun 
of a new dawn. Its tilted roof 
suggests motion suspended in 
time. Its curved exterior walls 
of grey granite—etched with 
runes, hieroglyphs, ideograms 
and letters from a dozen alpha- 
bets—hint at both the building 
blocks of human knowledge 
and at the unearthing of 
ancientcivilisations. 

Perched along Alexan- 
dria’s seaside Corniche, the li- 
brary is indeed striking. The 
broad, truncated cylinder con- 
taining the main public spaces 
extends partly below sea level. 
To shield books from damag- 
ing sunlight, the only windows 
are north-facing slits pierced in 
the aluminium panelling of the roof—a roof 
that also serves as a wall. Its flat, shiny sur- 
face slopes gently down from a height of five 
storeys to carve out a deep well. Its curving 
opposite wall mirrors the building's sheer, 
street-side facade. 

An open, multi-tiered reading room fills 
most of the cylinder’s interior. Storage space 
for up to 8m volumes is tucked into the 
building's underground recesses. Other fa- 
cilities include a small children’s library, ex- 
hibition spaces, lecture halls, a school for in- 
formation sciences and a planetarium, this 
last being a separate, spherical structure 
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poised at one end of the vast outside plaza 
like an orbiting satellite. Sophisticated in- 
formation, climate-control and fire- 
extinguishing systems (remember, the an- 
cient version is said to have burned down) 
complete the picture of a state-of-the-art 
institution. 

If that all sounds fanciful in the context 
of a teeming, bedraggled port city; well, it is. 





Bookworms, even way back 


Whatever the merits of the building itself— 
and even Alexandrian critics admit they 
sorely need a classy modern monument— 
serious questions have been raised about the 
expense, appropriateness and utility of the 
library. “They should really call it Elephan- 
tina Albina,” quips one wry local. 

True, Egypt has only bome part of the 
$200m construction cost. Wealthier Arab 
neighbours have chipped in, including Iraq’s 
Saddam Hussein, whose $21m gift arrived 
just a week before his troops invaded Ku- 
wait. The United Nations along with several 
private individuals and dozens of other gov- 


emments have donated books, furnishings, 
expertise and, in the case of France, a $7m 
computer system for cataloguing materials 
and accessing the Internet. 

Despite some delays, the builders have 
maintained high construction standards 
while staying close to budget. The trouble, 
say critics, is what will happen after the li- 
brary opens. Even the ebullient director, 
Mohsen Zahran, estimates that mainte- 
nance alone will cost $15m a year. Staff sala- 
ries and acquisitions will add a similar sum 
to the budget. These are hefty burdens in a 
country where 12 state universities pack in 
close to a million students, and whose exist- 
ing national library—a dusty hulk in Cairo— 
suffers from leaky plumbing, spotty cat- 
aloguing and a woeful lack of trained staff. 

Mr Zahran claims to have some 400,000 
volumes ready for installation. This piece- 
meal gathering of varied be- 
quests is hardly likely to make 
up a coherent collection, how- 
ever. The director's future am- 
bition is to create a world class 
research library whose prim- 
ary specialisation will be the 
civilisations of the eastern 
Mediterranean. This will take 
years to realise. In the mean- 
time, it is not quite clear who 
will actually use the library ex- 
cept, perhaps, local research- 
ers using its computer systems 
to access works that are held 
elsewhere. 

Investing in a showease li- 
brary has a peculiar resonance 
for Egypt, considering the 
country’s record of literary 
censorship. Dozens of books 
are officially banned, and the 
prosecution of authors 
charged with assaulting Islam 
has become common. Just last 
month, Egyptian police ar- 
rested a writer who described 
the Koran, in a self-published 
book, as “the holy book of Bedouin igno- 
rance”. In the past two years, government 
pressure has forced the American University 
in Cairo, a private institution, to remove 
nearly 100 titles from its library and book- 
shop, including Kahlil Jibran’s “The Pro- 
phet” (because of the author's own nude il- 
lustrations) and Nabokov’s “Lolita”. Others 
include “Egypt Under Mubarak”, a series of 
essays edited by two British academics, 
Charles Tripp and Roger Owen, and “Mu- 
hammad”, a critical biography of the pro- 
phet by Maxime Rodinson, a French scholar, 
which was published in 1967, circulated here 
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Libraries, the world's biggest 


enjoyed the passionate sup- 
port of the Ptolemies, the 





| 
| Rank Library City valine. m | Greek-speaking dynasty that 
1 Library of Congress Washington, DC 23.0 ruled Egypt up to the Roman 
2 National Library of China Beijing 16.0 conquest. Legend has it they 
3 National Library of Canada Ottawa 14.5 | were so avid to perfect the col- 
4 Deutschbibliotek Frankfurt 14.4 lection that they had soldiers 
5 British Library London 13.0 starch ee vessel Cae 
: the Mediterranean’s busiest 
6 Harvard University Cambridge 12.9 harbour for books. Contempo- 
7 __ Russian State Library Moscow 11.8 rary accounts suggest that they 
8 National Diet Library Tokyo 11.3 amassed as many as 500,000 
9 New York Public Library New York 10.5 texts. 
10 Yale University Library New Haven 9.5 The chief librarians of an- 





Source: “The Top 10 of Everything”, by Russell Ash z 
for 30 years without trouble and then sud- 
denly banned in 1998. Mr Zahran suggests 
that the choice of his library’s books will be 
left to “experts”. Still, it remains to be seen 
whether the modern institution will enjoy 
the freedom of its ancient predecessor. 
Founded in the early 3rd century sc, 
shortly after the city itself, the original library 


Film festivals 


cient Alexandria included Era- 
tosthenes (of Byzantium), who 
determined that the earth was round and 
measured its circumference, Callimachus, 
whose catalogue established the canon of 
Greek classics, and the lexicographer Ari- 
stophanes, whe pioneered the science of ety- 
mology. The library's sister college, the Mu- 
seion or House of the Muses, hosted such 
illuminati as Euclid, the father of geometry; 


Through a glass darkly 


COGNAC 


OGNAC is the most unlikely place in 

Europe to experience a ferocious crime 
wave at this time of the year. But every April 
this placid town in south-west France be- 
comes the headquarters of screen murder, 
mayhem, violence and suspense when it 
hosts the Festival du film policier. 

Cognac’s thriller film festival could not 
be more different from the bedlam of 
Cannes which follows in May. Here, instead 
of snow-topped mountains and beaches, 
there are Romanesque churches, 18th-cen- 
tury chateaux and hundreds of neat vine- 
yards. Naturally, plenty of 
good cognac is consumed 
but you see no deal-makers 
in stretch limousines and 
little backbiting. Leading ac- 
tors and directors from 
Americaand Europe mingle 
with hundreds of enthusi- 
astic devotees of the genre 
in Cognac’s single multiplex 
cinema where new and 
classic thrillers are shown 
night and day. 

Since it began in 1982, 
the festival has attracted an 
impressive range of stars 
and directors. Gregory Peck, 
Robert Mitchum, Alain De- 
lon and Charles Bronson 
have all been honoured, 
while hommage has also 
been paid to such masters 
of suspense as Claude Cha- 
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brol, Arthur Penn and Terence Young. 

Oliver Stone is president of the Grand 
Prix jury this year and the films in compe- 
tition are dominated by new American 
thrillers, including John Frankenheimer’s 
“Reindeer Games” starring Ben Affleck, 
“The Opportunists” with Christopher Wal- 
ken and “Where the Money Is” with Paul 
Newman and Linda Fiorentino. Cognac has 
always seemed impervious to the French 
establishment's hostility to American film 
culture. The sole British entry is “Ordinary 
Decent Criminal”, directed by Thaddeus 


DECOGNAC 





Bogart would've loved it 


Claudius Ptolemy and Galen, respectively 
an astronomer and a physician, and Plotinus 
and Philo, who were both philosophers. 

The first library was probably destroyed 
in 488c by Julius Caesar, who set fire to part 
of the city during a revolt against his ally Cle- 
opatra. Alexandria remained a distin- 
guished centre of learning until the sth cen- 
tury ap, although periodic strife between 
pagans, Christians and Jews eroded its pre- 
eminence. By the time of the Arab conquest 
in 640AD, numerous reincarnations of the 
great original library had already been 
destroyed. 

In a sad irony, the new library may actu- 
ally be built over its earliest forebear, which 
is known to have been located in the same 
vicinity. Eager to finish the new building, the 
Egyptian government allowed only hasty 
excavation of part of the site. Two superb 
mosaics were found. What other treasures 
lay there will never now be known. The new 
library’s deep foundations have erased all 
traces of the past for eternity. 

u 


O'Sullivan and starring Kevin Spacey. There 
are always more juries in Cognac than at 
other festivals. This year the most unusual 
brings together six international police com- 
manders whose task will be to select the 
year’s most realistic flics films. Other juries 
will judge tv thrillers and the work of first- 
time directors in a section appropriately 
called “New Blood”. There is even a Prix du 
public which gives local audiences the 
chance to vote for their favourite film. Co- 
gnac will also have a retrospective of classic 
police films from around the world, ranging 
from Abel Ferrara’s “Bad Lieutenant” and 
Mike Newell's “Donnie Brasco” to Henri 
Clouzot’s “Quai des Orfèvres” and Takeshi 
Kitano’s “Violent Cop”. 

This cinematic cocktail, mixing brandy 
with suspense, was created when the Co- 
gnac merchants, worried by 
falling sales, decided to link 
the spirit with the world of 
cult films and literature. 
Whenever French towns 
want to raise their profile, 
their first choice is to hold a 
film festival, which may ex- 
plain why there are now 
more than 100 such cinefests 
in France every year. The 
Cognac organisers, unde- 
terred by the fact that 
whisky rather than cognac 
is the usual tipple of screen 
heroes and villains, in- 
vented the world’s first 
thriller film festival to mar- 
ket the drink and the town 
that shares its name. 

Unlike most towns, Co- 
gnac is literally en féte dur- 
ing its festival. The streets 
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re filled with music and parades, hundreds 
F guests dine among the copper pot-stills in 
1e cavernous distilleries and local shop- 
eepers decorate their stores to reflect the 
ariller theme. A baker sells croissants and 
aguettes in the shape of revolvers and a 
lood-stained dummy with a machine-gun 
Ils the window of a lingerie shop. 

There is a sharp contrast between the ex- 
ilicit violence of some of the festival’s recent 
hrillers and the good taste represented by 
ognac. The subtlety of classic film noir 
hrillers has been replaced by the graphic 
slood-letting of films made by “the children 
f Tarantino”,as MrChabrol describes them. 
nevitably there are concerns about whether 
he themes of murder and suspense are en- 
irely appropriate for promoting a luxury 
pirit. The local barons don’t want Cognac to 
yecome known as a splatterfest. 

The festival has helped to raise the pro- 
ile of the drink in France. But 92% of all co- 
inac is exported and the lucrative Far East 
narket remains wobbly, especially in Japan. 
[he French market has been helped by the 
yromotion of cognac as an aperitif, mixed 
with mineral water or orange juice, while the 
yuoyant American market has been wooed 
with cognac cocktails such as the Hennessy 
Martini. All these promotions, including the 
ilm festival, are aimed at shifting the tradi- 
ional image of cognac as exclusively an 
ifter-dinner drink. The film fans crowding 
nto Cognac’s high-street cinema to enjoy 
nore than 50 thrillers in four days this 
nonth may be playing a role in increasing 
the sales of the spirit that Victor Hugo called 
‘the liquor of the gods”. 





Artworks on paper 


More Bacon 


OUBLIN 


RANCIS BACON'S oil paintings—huge 

canvases of suffering human figures 
against bare, sterile backdrops—are re- 
nowned. Less well known is the work he did 
on paper, most of which he concealed dur- 
ing hislifetime. An exhibition of hundreds of 
so-far-unseen paper Bacons, which has just 
opened in Dublin, will change all that and, 
in the process, force a reassessment of all of 
Bacon’s oeuvre. “The Barry Joule Archive: 
Works on Paper Attributed to Francis Bacon” 
was curated by Professor David Alan Mellor 
and will be shown at the Irish Museum of 
Modern Art until August 27th. It reveals Ba- 
con in several new ways: as the painter of 
searingly intimate images in an old album, as 


| 


Correction 

The vote in the House of Commons to pur- 
chase the Elgin marbles for the nation in 1816 
was passed by 82 votes to 30, and not 82 to 80 
as stated in our issue of March 18th. 
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Bacon... 


someone who scored into and painted over 
magazine photographs on a formidable 
scale, and who smeared graceful and deli- 
cate ink images of the human figure over the 
pages of books. 

The works here were given by Bacon to 
his trusted friend and neighbour, Barry 
Joule, who helped the artist out as an odd- 
job man, chauffeur and sometime destroyer 
of paintings Bacon did not wish to be seen. 
Mr Joule tells of how, one “cold Easter Sun- 
day” in 1992, Bacon gave him a bundle of 
over 700 works of paper, with the ambigu- 
ous words, “You know what to do with 
them.” These instructions could not be clari- 
fied as Bacon died unexpectedly a few days 
later at the age of 82. Mr Joule showed exam- 
ples of the works to Professor Mellor and to 
David Sylvester, a leading authority on Ba- 
con’s works and the author of two books 
which will be published later this year 
(“Looking Back at Francis Bacon”, due out in 
May and, a month later, “Francis Bacon in 
Dublin”, both published by Thames and 
Hudson). Both men were enthusiastic about 
what they saw. However, Mr Sylvester later 
withdrew his support, issuing a statement 
saying, “I am among those who cannot see 
Bacon’s hand on these pages.” The Tate Gal- 
lery in London similarly declined to exhibit 
the works, although in 1997/98 it spent 
£350,000 ($570,000) to buy 40 sketches taken 
directly from the artist’s studio. 

The Bacon estate only allowed the cur- 
rent exhibition in Dublin to use the words 
“attributed to Francis Bacon” and it is setting 
upa panel of critics and museum curators to 
judge the authenticity (or otherwise) of Mr 
Joule’s archive. Its findings will not be 
known until after the exhibition closes. Most 
critical opinion now seems to accept that the 
works are genuine—with certain provisos. 


MOREOVER 


As Professor Mellor points out, Bacon 
occasionally worked with other art- 
ists and some of the pictures from the 
album are undoubtedly collaborative 
efforts with lovers or friends and, ina 
few weaker cases, seem to have been 
made by other hands entirely. Bacon 
bundled this large cache to Mr Joule, 
probably to hide them from prying 
critical eyes. Bacon’s secretiveness 
may have been the result of a myth, 
that Bacon himself generated, that he 
was a purely spontaneous maker of 
masterly oils on canvas who never 
needed to follow the tedious route of 
having to make exploratory sketches. 
As one might expect, the “x al- 
bum", named after giant marks on its 
covers, is full of images that are raw, 
harrowing and murky. The appalling 
poignancy of this document is inten- 
sified by the strong possibility that 
what appears to be a late-Victorian 
photographic album stripped of its 
original images was in fact the Bacon 
family album belonging to his be- 
loved childhood nanny—who stayed with 
Bacon until her death in 1951, even vetting his 
adult male lovers. The oil sketches here 
(probably dating from the late 1950s) of 
crouching Madonnas, melancholic mastur- 
bating males overlooked by stern spectators, 
and portraits juxtaposed with disturbing 
photographs of facial cancers, suggest that 
the album’s transfigured purpose was an at- 
tempt by Bacon to come to terms with his 
early traumas on the Irish family stud farm 
when, for example, his father, shocked by 
young Francis’s homosexuality, had him 
horse-whipped by the very stableboys who 
were his son's lovers. 
Many of the homo-eroticised photo- 
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...always a man in a hurry 
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graphson show, including boxers carapaced 
in glowing pinks and rugby players whose 
body parts are linked in a network of geo- 
metric lines, with one fellow’s anus at van- 
ishing point, relate to the physical themes 
and compositions of his oil paintings. The 
way photos have been scored, incised and 
crumpled shows how much he revelled in 
accidentsin theotherwise ruthlessly ordered 
world of his art. 

The record price achieved for an oil by 
Bacon is £3.4m, and although this paper ar- 
chive would be enormously valuable, Mr 
Joule has offered to give most of it to the 
Hugh Lane Gallery in Dublin if, in the end, it 
is judged to be authentic. There, ironically, a 
Bacon painting retrospective curated by Mr 
Sylvester will open on Juneist. In November, 
the gallery will also become home toa metic- 
ulous reconstruction of Bacon’s London stu- 
dio, from its paint-splattered walls down to 
its floor layered with thousands of magazine 
photographs and some of his own draw- 
ings—itself forming a bizarre and amazingly 
anarchic archive from which Bacon, its crea- 
tor, was always able to retrieve a desired 
image at will. 

— i Sima nl 


Archaeology 


Porn from 
Pompeii 


NAPLES 


EEING how much we know about Ro- 

man licentiousness, it is not surprising 
that a great deal of erotic material was found 
in the patrician villas, taverns, baths and 
brothels of the cities of Pompeii and Her- 
culaneum, where life stopped at lunchtime 
ona hot August day in 79 Ap when Vesuvius 
exploded and buried them under ashes and 
volcanic rubble. Two and a half centuries 
after the Bourbon kings ordered the dig 
which brought the cities to light, a collection 
of those “obscene objects”, long kept behind 
closed doors, is about to be opened again to 
the general public. 

After the Bourbon restoration in 1815 
they were among the works in the new mu- 
seum opened in the grounds of the royal pal- 
ace at Portici on the outskirts of Naples. But 
when the Duke of Calabria, the future Fran- 
cis1, took his wife and young daughter to see 
the collection, he was shocked by what was 
put before the ladies’ eyes and decided that 
henceforth the objects considered obscene 
would be kept under lock in il Gabi- 
netto segreto (generally known as 
“the secret rooms”). Only privi- 
leged persons were to be admit- 
ted. Even Stendhal and Doni- 
zetti had to make written 
applications. 

During the prudish but 
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revolutionary 19th century, access was a to- 
ken of either status or liberty. Not surpris- 
ingly, Garibaldi had the doors thrown open 
when he arrived in post-Bourbon Naples 
but they were soon closed again when a new 
period of puritanism set in. During the 2oth 
century access has been subject to various 
vicissitudes, again according to the degrees 
of permissiveness in vogue. 

Although it was reopened after the sec- 
ond world war, the Gabinetto, which is 
housed in the National Archeological Mu- 
seum in Naples, has been closed since 1971, 
ostensibly for restoration. The rooms have 
now been restored and when the new dis- 
play is ready, hopefully before Easter 
(though this is still to be confirmed), they will 
be open to groups of 20 at a time with no ex- 
tra charge on the entrance ticket. There will 
be no official inauguration (it is Holy Year 
after all), nor any restrictions on children 
and teenagers whose entry will be left to the 
discretion of their parents or teachers. 

A preview of the “obscene” objects re- 
veals more than anything that they are far 
above the standards—as art as well as enter- 
tainment—of what passes for porn nowa- 
days. Erotica here followed the taste of the 
Greek traditions, even if there is surprisingly 
little Attic pottery in Naples though plenty in 
other museums of Magna Graecia. The first 
myth to be debunked is that Pompeii was a 
sister city to Sodom and Gommorah. Among 
the sophisticated classes but also among the 
less affluent and even among slaves, excess 
was the only reproach made in sexual mat- 
ters. In important provincial cities like Pom- 
peii, sexual promiscuity was normal but, as 
these objects reveal, discreetly organised. 
Certainly the women depicted in the orgies 
were real prostitutes not the ladies of the 
house, 

The phallus is the object moston display; 
in marble, stone and bronze, with all its uses, 
both practical and allegorical. In the prudish 
centuries the moral castigators preached 
that Pompeii must indeed have been a most 























e In The Economist 
eVI $ W Review next week: 
OF BOOKS the roots of the Ko- 
sovo calamity; what 
the Internet won't do; Jimmy Swaggart; 
economic essays; smoking; ageing; Rus- 
sian satire; new novels; fiction from Ger- 
many, and much, much more 








immoral city because the phallus was every 
where. Yet, as in most of the ancient world it 
was a propitious symbol; a talisman rather 
than a dirty joke. 

In the name of Priapus, its erect form 
greeted the visitor at the entrance to the 
home, the tavern or the bakery. It was the 
handle on which bells were hung which 
would be rattled to scare away evil spirits. It 
not only provided the outlet from which the 
water sprouted from the statue in the villa’s 
garden but could even be found, in more 
miniature form, inside bowls from which 
you drank your water or wine at table. There 
is an intriguing lamp in which a gladiator is 
locked in combat with his phallus which has 
been transformed into a ferocious beast. 

As for other interpretations of the practi- 
cal uses of the phallus in Ancient Rome, the 
Gabinetto tells us much about sexual mores. 
According to Antonio Varone, an archaeolo- 
gist and author of “Eroticism in Pompeii”, 
there is evidence of striptease and of the 
equivalent of porn films, with slaves per- 
forming erotic scenes as an ancient Viagra 
substitute. 

Some items will inevitably prompt gig- 
gles, such as the classic-style marble statue 
from Herculaneum of “Pan and the Goat”— 
which was probably always meant to 
amuse, judging by the knowing smirks ex- 
changed between the languorous goat and 
its seducer. In another statue, also clearly of 
Greek origin, a mature Pan is teaching a 
youthful Daphni (male version of Daphne) 
to play the flute in a clear sexual metaphor. 

Ovid and Martial, among others, always 
taught that the Romans, even if coarser than 
the Greeks, knew a lot about the Ars amato- 
ria. The aura of scandal which has sur- 
rounded for so long these illustrations of 
how they performed will now perhaps di- 
minish. It is ironic, as the museum’s director, 
Professor Stefano De Caro, explained re- 
cently while guiding visitors around the Ga- 
binetto, that over the centuries most Euro- 
pean courts, when embarrassed by objects 
they considered obscene in their collections, 
would consign them to Naples. To them, the 
Gabinetto was evidently consid- 

ered a depository of pornogra- 
phy. Most of the museums in 
the world have their own se- 
cret rooms, probably even the 
Vatican. Perhaps it is time to 
open all the doors, Naples is 
setting an example. 
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HEN Anthony Powell was 
the literary editor of a mag- 
azine, he told his book reviewers 
to write concisely, “say what it’s 
about, what you think of it”, and 
perhaps make a joke. This ad- 
mirable instruction naturally 
warms The Economist to Mr 
Powell, as it is not very different 
from that given to its own writers. 
He was also clearly his own man, 
undaunted by the corruption of 
friendship or popular taste. W.H. 
Auden, he said, was overrated, 
Graham Greene “absurdly over- 
rated”, Laurie Lee “utterly un- 
readable”. Vladimir Nabokov 
writes “third-rate tinsel stuff’; 
Gabriel Garcia Marquez writes 
“pretentious middlebrow ver- 
biage of the worst kind”. You 
might not agree with his judg- 
ments, but they were distinctive. 
However, it is not as a literary 
critic that Mr Powell may be re- 
membered. The yards and yards 
of obsequies that followed his 
death last week sought to honour 
himasone of the great novelists of 
the 20th century, a match for Mar- 
cel Proust. He certainly had ad- 
miration for Proust, who he con- 
sidered not at all like those 
nonentities Greene and Nabo- 
kov. It is understandable to see 
similarities between “A Dance to 
the Music of Time”, Mr Powell's 
sequence of 12 novels, and “Re- 
membrance of Things Past”. Both 
are concerned with exotic upper 
middle-class behaviour, and both novelists wrote at great length, 
but that’s about all they have in common. One reason why Mr 
Powell's admirers sought to place him among the elect may be that 
he had endured in the literary life more than any other writer. At 
Eton he wasa fellow pupil with George Orwell. At Oxford he knew 
Evelyn Waugh. In Hollywood in the 1930s he had lunch with Scott 
Fitzgerald. And so on. He was still crafting words in his gos, begin- 
ning, as he put it, with a paragraph of 30 words, turning them into 
50, then 80, and revising all the time. Best to forget about Proust, 
and Dostoevsky, also sometimes linked to Anthony Powell, and 
appreciate him for what he was: a clever story-teller, with a quiet 
turn of wit. 


The American view 

In his writing style, Mr Powell was closer to Ernest Hemingway 
than Proust. A lot of his dialogue echoes Hemingway's stripped- 
down mannerisms. Many Americans were among his fans. Just as 
they sought to master the language of the sea in the novels of Pat- 
rick O'Brian (Obituary, January 15th), so they patiently deciphered 
the fantastic world of Mr Powell’s England. (An American news- 
paper thoughtfully explained that he preferred to have his name 
pronounced to rhyme with Lowell.) Perhaps they took it seriously. 
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Anthony Dymoke Powell, English 
satirist, died on March 28th, aged 94 





This was the England of which 
there will always be one: class ob- 
sessed, snobby but, in its way, en- 
dearing. In his personal life, Mr 
Powell encouraged this mislead- 
ing view. He was married to an 
aristocrat and much concerned 
with genealogy. He claimed to | 
have discovered a 12th-century 
ancestor called Rhys the Hoarse. 
In his memoirs he describes a life 
not far removed from the fanta- 
sies of his novels, peopled by 
friends called Fluff, Bumble, 
Hilly, Fram, Monkey, Liddie, 
Pansy and a dentist called Suss- 
man, who is for ever fixing Mr 
Powell’s teeth. His father was a 
professional soldier, and when 
Mr Powell was called up in the 
second world war he naturally 
joined his father’s regiment. He 
was, of course, a Tory. He declined 
a knighthood, but was happy to 
be made a Companion of 
Honour, a rarer distinction. 

Probably it is useful to be Eng- 
lish toappreciate that much in Mr 
Powell's writing is satire. But 
while the humour is a treat, it is 
the story that really matters. An- 
thony Powell was kind to his 
readers. In the 1m words or so in 
“A Dance to the Music of Time”, 
published between 1951 and 1975, 
several hundred characters make 
their distinctive entrances and ex- 
its. Some have walk-on parts, 
some disappear and then turn up 
surprisingly in later books in 
what he called “the inexorable law of coincidence”. A few domi- 
nate the action. Kenneth Widmerpool is present from his emer- 
gence in the first volume out of the mist on a school run to his bi- 
zarre death in the last volume. In between he serves a sinister 
capitalist, does well out of the war, marries a nymphomaniac and 
is made a lord. Widmerpool is always on the make, always pre- 
tending to be sympathetic to the latest political fad, the antithesis 
to the hopeless, if charming, losers of the upper class. 

It is tempting to say that Anthony Powell despised the upper 
class. Perhaps he did, in the sense that in every satirist there is a bit 
of loathing, But he saw himself simply as an observer. His writing, 
he said, “dealt with things as they are”. Nick Jenkins, his narrator 
in “Dance”, seeks to be coldly objective. Although Mr Powell’s up- 
bringing was on upper class lines, he never had the prospect of be- 
ing one of the idle rich. For years he worked as a hack in a publish- 
ing office. As a literary editor, he had “to read some frightfully | 
boring book every fortnight”. In the early years his novels sold 
modestly. No wonder he was vitriolic about authors he consid- 
ered had easy success. His urbane manner may have concealed an 
angry man. He grumbled about the “really terrible rubbish written 
about people”, including himself. He would have hated his obitu- 
aries, picking over his life. Even this kindly article? Probably, 
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Transforming futures — our investment in you 





Women with 
Leadership Potential 
do you see yourself as a 
future leader? 


The Sioan Masters is @ significant financial investment, but if you have a track record 
of success and the potential to go on to even greater things, we are offering substantial 
partial scholarships toa number of self-sponsored candidates for 2000-2001. 









SLOAN 


MASTERS 


The Sloan Masters. This chailenging and intensive programme is for highly motivated and successful 
managers and professionals in their thirties to forties. The Sloan Masters prepares you for the most senior 
and international positions in industry or to create your own start-up venture. With world-class faculty and a 
peer group selected for their internationalism, diversity and seniority you will explore the latest management 
thinking, acquire new knowledge, enhance your managerial skills and develop the business vision you need 
to transform your future. 


Contact us now for a full information pack including application forms and details of our scholarships. 


Candidates from 

Emerging Economies 

do you understand the role of 
the professional manager in 
emerging economies? 


Sloan Enterprise Scholars 
do you have entrepreneurial 
ambitions and a commitment to 
creating your own business? 


Regent's Park 

London MW1 45A 
Contact: Linden Selby 

Tel: +44 (0320 7706 6952 
Fax: +44 (0)20 7723 1153 










London} 
Business 
School 


transforming futures 


London Business School exists te 
advance learning and research in 


business and management 
| EC87/04/00 








email: sloaninfo@london.edu 
www.london.edu/sloan_masters/ 











The University of Reading 





viVw THE BUSINESS SCHOOL 
MOLLIE FOR FINANCIAL MARKETS 


MSc International Securities, Investment and Banking 
MSc Risk Management, Operations and Regulation 
MSc Financial Engineering and Quantitative Analysis 





Innovative Masters programmes for those with a good first degree wishing to work in sales, trading, research, corporate 
finance, portfolio management, risk management or compliance in the global securities and investment industry. 


» unique INVEST dealing rooms with 50 Reuters 3000, 


» investment market trading simulation case-~studies 
Bloomberg and Bridge Telerate terminals 


supplementing these academically rigorous programmes 
e officially ranked 4th equal in Business and 


+ excellent placement record complements 
Management research out of 100 UK Universities 


these demanding programmes 


-Call and reserve your place at our Information Session on Monday 17 April, 2000, from 1.30-4pm 


The University of Reading, ISMA Centre, Whiteknights, PO Box 242, Reading RG6 GBA, UK 
Tel: +44 (0)118 931 6675 . Fax: +44 (0)118 931 4741 
racentre.rdg.ac.uk - web: www.ismacentre.rdg.acu 


nation ities Mar’ 


t ciation, the 
es and investment banks 


in the global 
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COURSES 





“IMD was our springboard 
and it still maintains 
our momentum” 


















Hans van der Velde 4 Matti Alahuhta 
President & CEO Visa International EU § President Nokia Mobile Phones 
Alumnus of Alumnus of 


Managing Corporate Resources, 1989 
Orchestrating Winning Performance, 1995 


Seminar for Senior Executives, 1991 
(Now, Breakthrough Program for Senior Executives) 
Orchestrating Winning Performance, 1995 


Mr. Hans van der Velde, President and CEO of VISA International EU, and Mr. Matti Alahuhta, President of Nokia Mobile 
Phones have a lot in common. They both have international careers that benefited from attending a senior general 
management program at IMD. To keep their momentum going they both returned to Orchestrating Winning Performance. 


Both these top executives are convinced about the high return on the investments they have made in executive 
education. If you want to capitalize on your leadership potential and give your company a leading edge you should 
carefully consider attending one of IMD’s senior executive development programs, some of which are shown below. 


Breakthrough Program Managing Program for 
for Senior Executives Corporate Resources Executive Development 
Corporate growth and personal effectiveness Driving business unit success and Preparing fast-moving managers 
2-week general management program for shaping corporate futures for the next big step 
international managers at executive committee, 3-week general management program for expenenced 10-week comprehensive general management 
group or divisional level who aim to lift the executives who formulate or implement business unit program for upper middle managers. 
business to new levels of value creation. strategy, incorporating company project Can be extended into an Executive MBA. 


Starting dates: June 5 or October 9, 2000 Starting dates: May 8 or October 30, 2000 Starting dates: July 14 or October 9, 2000 


Competing Strategically Orchestrating 
with Information & Technology Winning Performance 
Building e-business capabilities Global business forum for the 3rd millennium 
1 week program for senior executives who need to better 5-day theme-based program for individual managers 
understand the mindsets of using information, people and and teams. Offers personal selections of 
IT for implementing e-business strategies in their companies subjects frorn multiple electives. 
Starting dates: May 28 or November 12, 2000 Starting date: June 28, 2000 


INTRENATIONAL 


Real World. Real Learning’ 


Please contact Ms. E.C. Gonzales at the International Institute for Management Development, Lausanne, Switzerland 
Tel: +41 21/618 0923 Fax: +41 21/618 07 15 E-mail: economst.info@imd.ch 
www.imd.ch 
Ms. Gonzales would also be pleased to inform you about IMD's Executive MBA program. 
$ For information about our full-time MBA program, contact 
a Tel: +41 21/618 02 98 Fax: +41 21/618 06 15 E-mail: mbainfo@imd.ch 
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COURSES 


CHANGE 
& DEVELOPMENT 
June 12 - June 23, 2000, Cambridge, MA 
A two-week, intensive training in the key issues of global climate change and its 
implications for economic development. Intended for climate change diplomats, 
policymakers, executives and NGO leaders, the program offers a sophisticated 
overview and exploration of climate change and its relationship to economic 
development through lectures, panel debates and group discussions, 
Program Cost: $6,000 (includes tuition, housing, course materials, health & 
accident insurance and scheduled social and recreational activities), Travel, meals, 
incidental expenses are not included, 


Admissions highly competitive. Application deadline: May 22, 2000 
ENVIRONMENTAL ECONOMICS 


& POLICY ANALYSIS WORKSHC 
June 12 ~ July 7, 2000, Cambridge, MA 

A four-week, intensive training for mid-career professionals in the public, private, 
and NGO sectors. The workshop is designed to convey qualitative and 
quantitative aspects of policies, projects, and business decisions. Workshop 
activities include lectures, group discussions, and individual projects. 
Program Cost: $9,500 (includes tuition, housing, course materials, and computer 
access). Travel, meals, incidental expenses are not included, 


Admissions highly competitive, Application deadline: May 22, 2000 





For a brochure or farther information about these programs, contact: 
Theodore Panayotou, Program Director 
Harvard Institute for International Development 
14 Story Street, Cambridge, MA 02138 U.S.A. 
Phone: 617-495-5999, Fax: 617-496-8040 
E-mail: climate@hiid harvard.edu (for Climate Change program) 
eepa@hiid.harvard.edu (for Environmental Economies program) 


Visit our website at: http://www.hiid. harvard.edu/training 


THE ENPC MBA 


Accredited by AMBA 






atthe Ecole Nationale des Ponts et Chaussées 
founded in 1747 


WAKO TEER EHOHROHHEEOEHHHHDHOKE OCH HH OHEREROD 










The ENPC MBA is a 13-15 month full-time or 2 year part-time 
MBA programme in English at one of the most prestigious 
Grandes Ecoles in France. The ENPC MBA culture is international, 
innovative and entrepreneurial, fostering a strong sense of ethics 






and contribution through business. 


[Global Vision O O ë Mahicaltural Environment 


Participants choose European, 753 students represent an average 
American or Pacific Basin options of 27 nationalities. ENPC is 
combining study in Paris with located in the heart of Paris. 
programmes and professional 
experience abroad. 









Entrepreneurial Spirit 
Each student builds his own cur- 

culty riculum based on their professio- 

drawn from a roster of outstan- pal objectives, 

ding professionals and entrepre- 

neurs from around the world. 







international F 










MIB développement, ctublissement d'ensei 





BROADEN YOUR 
HORIZONS 


WITH THE 


BATH MBA 






| Our excellent ratings for 
teaching and research, a full 
range of accredited Full and 
Part-time programmes, and the 
career success of our graduates make us 
one of Britain’s top five business schools. 


















Located in one of Europe's most idyllic cities, with a course 
community of mature, experienced participants from all over 
the world, the Bath MBA offers you a first class education that 
will broaden your horizons in more ways thar. one, 









Contact us quoting Ref. EC3/00. See our website for 
full details. 


Tel: +44(0)1225 323432. Fax: +44(0)1225 826210, 


Email; mba-info@management. bath.ac.uk 









BA2 7AY, UK. 






Reims Management School, currently ranked amongst the 
best business schools in Europe, is committed to high 
standards in research, innovation and student support, 


The school is seeking to recruit senior and principal 
ecturers, Research assistants in the following areas to be 
effective from Ist September 2000; 








nformation Technologies 

Praduction Management 

Logistics and Operations Management 
Business Strategy 

Management and Organisation Behavior 
Market Finance 


The preferred candidates will hold a PhD in their 
discipline (or will be completing it) and be motivated to 
work in a French-speaking environment. Some basic i 
knowledge of French would be helpful but not necessary : 
ince Candidates will be required to lecture in English. / 
he Research assistants will assist members of staff to carry 
out various research and teaching activities and 
responsibilities. 


Application should be addressed to: 
Denis Lapert 
Academic Director 
Reims Management School 
59 rue Pierre Taittinger- BP 302 
51061 Reims cedex 
France 
e-mail: denis. lapert@esc-reims. fr 
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Amsterdam 
CG Institute of Finance 




















Modular, Distance 
Learning and Flexible 
Evening programmes 








in cooperation with the faculty of 
INSEAD 
Upcoming Courses 2000 








A Henley MBA is in a class of its own, 
Valuing Commercial Banks (May 3 - 4) ý 


, All the study is designed to be relevant and 
Real Options (May 5 - 6) j 7 7 


in most cases immediately applicable. 


Portfolio Management 
- Global Asset Allocation (May 10 - 13) 
- Fixed Income Investment (May 15 - 18) 
~ Real Estate Investment (May 29 - 30) 





Banking and Risk Management 


If you’re launching 






in Emerging Markets (June 5 - 8) n mn 
Valuation (June 13 - 14) into an MB A, 
Project Finance (June 19 - 23) f pe 
Asset Securitization (June 26 - 28) we make sure of 
Value-at-Risk (june 29 - July 1) ty 

_ Foundations of Finance (June 29 ~ july 21) one th I ng. 


10o Measuring and Implementing 
<< Economic Value Added (Aug. 28 - 30) 
Where possible we use live case studies, we 




















For information, please visit our Web site or contact us directly. 





won't just. swamp you with theory. 
AIF - Herengracht 205, 1016 BE Amsterdam, The Netherlands : 3 
telephone: +31-20-5200162/160 » fax: +31-20-5200 161 
e-mail: info@aifal - internet: www.aif.nl 





So when you return to ‘work you will be 
able to put the experience and knowledge — 


gained to immediate use, 








Being an international business school 
means thata Henley MBA is recognised 


and respected throughout the world. 


You hit the ground 
running. 





: ürope ind the world respect- 

at of éarning the 

‘pestis s sity of Bradford: MBA degree ar various locat- 

2 FONS a jet ropen Fluent : glish a degree and work 
_ experience ar i ; 


One- “year Full -time MBA’ 


in Utrechtethe Netherland 

Two-year Part-time MBA 

in Utrechti the Netherlands. and in Berl in, Bonn and 
Mainz, Germany 


Two-year Executive MBA | 


seven 9-day sessions in 4 European countries 





If you want to study for a first class MBA 





and hit the ground running, don’t takeoff 


for anywhere else. 


Individual consultations alsa available ~ please contact us for 
further details f 





“Financial Tines survey LOOG Sat ABA (Londen t 


NIM BAS racuni School of Management 


rlands 






; Tel: +44 (0) 1491 418803 
A 1 & Email: mba@henleyme.ac-uk 


o. ny E 
sociation F Internet: www. henleyme. acuk 
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A Programme for high potential 
EU compan a 


For application forms and further information 
on the programme: visit the programme Website 





http://www.hamkk.fi/ip/euchina 


or contact the EU Co-ordination Office 
at Hame Polytechnic: 


Ms. Lu Wei or Mr. Vesa Tuomela 
‘Hame Polytechnic 

Tek (358-3) 646 4920 / 4612 / 2566 
Fax: (358-3) 646 2230 
E-mail: euchina@hamkk. fi 


we 





Deadline for applications: 
19 May 2000. 


O £U-CHINA 
junior Managers Training Programme 
KE Bee ew eww 











LSE 


The LSE Summer School 2000 
3 July ~ 11 August 
Economics 








Session One Courses: 3 July ~ 21 July 
Introductory Macroeconomics 

Statistics for Economists 

Intermediate Macroeconomics 

Introduction to Econometrics 

Economic Perspectives on Society 

Advanced Macroeconomics 

Development Economics 

International Economics 

Public Finance 


Session Two Courses: 24 July - 11 August 
@ Introductory Microeconomics 

@ Intermediate Microeconomics 

E Economics of European integration 

E Economics of the Environment 

@ Advanced. Microeconomics 

@ Advanced Econometrics 

@ Industrial Organisation 


For details on these and our other courses in Accounting & 
Finance, English for Business, European institute, 
International Relations and Management, Contact: 

The Summer School Office, Room N1, Houghton St, London WEZA 2AE 
Tek: +44 (0)20 7955 7554 Email tss@lse.accuk httpy/viww,ise.ac.uk/summer-schools 
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DEVELOPMENT WORKSHOPS 


PLANNING FOR RESOURCES, COMMUNICATIONS AND 
CHANGE IN DEVELOPING COUNTRIES 


June 19 - 30, 2000 Cambridge, Massachusetts, USA 






* New Information Technologies for Planning and 
Community Decision Making 
(June 19-23) 

* Water and Sanitation Infrastructure Planning in 
Developing Countries 
(June 19-30) 

* Small Firms, Local Economic Development, and 
Regional Planning 
(June 19-23) 

* Urban Conservation: Revitalization Issues and 
Practice 
(June 26-30) 


Complete details of workshop schedules are available upon 
request or visit our website. Application deadline is April 14, 
2000. Late applications maybe considered depending upon 
space availability. 


http://web.mit.edu/spurs/wwwi 
Dapartment of Urban Studies and Planning and SPURS Program | 
Contact: Nimfa de Leon, Massachusetts Institute of Technology, Rm: 10-400, 


7? Massachusetts Ave., Cambridge, MA. 02139. USA, 
Phone: (617).253-5915 Fax: (617) 258-0382, Email: nvdeleon@mitedy, |: 
























The Hague Way to The MBA 


The Haagse Hogeschool University MBA is delivered completely in e 
English in The Hague, Netherlands and is Validated by the Dutch 
Validation Council (DVC). The Hague MBA was rated among the top 
of the famous Dutch business schools in a March 2000 MBA survey. 


Three variants of the MBA are offered: 

12-month full time graduate program for recent graduates; 
Full time International study abroad with UK or USA options; 
24-month part time executive program; 

Pre-MBA courses for non-business graduates. 


MBA full time variants start in October 2000. MBA part time 


variant starts in January 2001 for qualified applicants. 
Pre-MBA courses start in August and September 2000. 


i Haagse 
: Hogeschool 


Information /applications: 


Started in 1991, The Hague 
MBA has nearly 100 graduates in 
such international companies as 
IBM, KLM, Oracle, KPN, 
Getronics & Unilever, The 
international and multicultural 
environment of The Hague is 
reflected in the student profile of 
over 200 students from more than 
22 countries, 
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Become Tomorrow's eStrategist 


Re-create yourself by earning your graduate degree online. Get your MS 
Jn anformation Technology, MS in Information Management, or MBA-- 

_ without ‘going back to school’. That means no time out from your career. 
Log on and you're there. Network as you learn. Interact with respected 
ve technology. leaders and fellow professionals from around the globe. 


s at www.isim.edu, the award-winning, accredited online 

| university, Applications are now being accepted for the Summer, Fall 
“and Winter terms, Apply online or call our admissions mentor Robin, 
oat 3 3. 333.4224, ext. 177, or Toll- ee at 1.800.441.4746, ext. 177. 


: Sevra ela 
Denver, Colorado 


Accredited Member DETE 


isim university 


eCreate Yourself 


Jo ENGLAND, in JAPAN, in BELGIUM 





in FRANCE, in BELGIUM 


® HID of HARVARD UNIVERSITY 


PRIVATIZATION, REGULATORY REFORM 
& CORPORATE GOVERNANCE 


June 26 - July 14, 2000 Cambridge, Massachusetts, USA 


* The Record on Performante ard 
Reform of State-Owned Enterprises 

* The Rationale for and Problems of 
Public Ownership 

» Privatization of Natura 
Theory and Evide 


Economies 
* Recent Privatizations: Data and 
Conclusions 


1 Monopolies: 


* Regulation: Structure and Merods 
+ Post Privatization Corporate Governance, 
+ Sector Case Studies 


rsa, Tronyperisiint, UU 


» Deregulation and Competition Policy 
* Labor and Privatization 








ennedh Arrow, William Baumo 
glite, Lawrence Summers, dea 


HARVARD INSTITUTE FOR INTERNATIONAL. DEVELOPMENT 
44 Story Street, Cambridge: MA O2138, UGA, Atin: Mike Hrioz 
Fax O17}. AIS arei Mik (B17) MOG GAGS Email; pepShild. harvard ade 


WWW.HIID. HARVARD. EDU/TRAINING 


SPANISH 


in SPAIN 





in BELGIUM 








in BELGIUM 


JAPANESE 


in JAPAN, in BELGIUM 





MOTIVATED PE OPLE 

+ ADULTS from 19 years 
* RETIRED PEOPLE OF 55 AND ABOVE 

(Special conditions available) 
s JUNIORS from 1] to 18 years 

- FRENCH in BELGIUM 

- ENGLISH in ENGLAND, 

in BELGIUM 


A MAXIMUM € 





a 
Study: 

up to 45 private and/or group lessons Tel 
and pedagogical activities 


Putting into practice with our teachers: 
at breaks, meals and evening socio-cultural activities 





CERAN LINGUA 
International information 
and reservations: 


32- 87-79 I 
Fax: + $32. 87-7 
& Since 1975 


in e Languagency 
Tel. 1 (413) 584-0384 l 
Fix P 13) 584-3086 https// 


ESS INA MINIMUD 1 OF TIME 











et 
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WESTMINSTER BUSINESS SCHOOL 


Graduate 


17 Jut — 11 Aucust 2000 
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Our Summer School offers the chance to gain valuable skills in business 
and management whilst enjoying an exciting cultural and leisure 
programme, based in the heart of London. Transferable credits 
awarded on completion may count towards a Masters Degree. 
Subjects include: 
@ International Financial Services 

Operations & Information Management 

The International Economy 

Modelling Business Strategy 

International Marketing 
@ International Business Policy 


Contact the Admissions & Marketing Office, University of 
Westminster, 35 Marylebone Road, Londen NW1 5L5, UK. 
Telephone 020 7911 5020. Fax 020 7911 5703. 

Email mar05@wmin.ac.uk_ http: //www-.wmin.ac.uk 


UNIVERSITY OF WESTMINSTER 


“xs 
Educating for professional fife EK: aate n ; 


YYY 










School of Public Health 




















ention: 






in 3 + fei T 
suropean Pr sionals in Government and 





ANALYZING RISK: SCIENCE, ASSESSMENT, AND MANAGEMENT 
June 6 - 8, 2000 London, UNITED KINGDOM 


Introducing the European debut of Harvard Center for Risk 
Analysis acclaimed programs on the latest methods of 
risk analysis, 








nuclear power © plasticizers * biotechnology * global warming ® & more 









The Risk Communication Challenge 
September 5 -7, 2000 Brussels, BELGIUM 


Treats risk communication as a complex challenge that requires 
a careful understanding of science, the mass media, 
roles, ideologies, and lay conceptions of danger, 





stakeholder 






Bae as 
io Register! 









web. www bhsph harvard. edu, fepe phone: 





email! cantedué fax! + 






sph bar var aed 












ELIS and AMBA 


x 
ERER TE, 
eRe Deeds 


A transnational 
| boost to your future 


Our one-year, English-language MBA in Paris is ranked among the 
most international in the world, it brings together 55 experienced 
participants from 25 countries. In small groups, with faculty from 18 
countries and with seminars in Berlin, Brussels, Madrid and Silicon 
Valley, you will develop multi-cultural mindsets and business skills 
for a world without boundaries. This transnational focus and our 
strong emphasis on innovation and entrepreneurship have led our 
graduates to top positions worldwide. 















Britta Deihay 


www. -ESCp-eap.net é | 


ESCP-EAP 


Graduate School of Management 





Learn everywhere. Manage anywhere. 


Á CHAMBRE DE COMMI 


PNDUSTRIE DE PARIS 





nọ 











THE CINCINNATI MBA 
Unique One year Program in US 
Excellent ROL Begins 14.06.00 
For itarration: 
graduateðuc edu 
www.cba.ucedu/mba 
ne 3.556.7020 












6409 UPTOWN Biv NE: SUITE 3984 
_ Dept. 34 + ALBUQ., NM S7110+U8 

Y 34@centuryuniversity:ed 
1-800-240-675 










| CREDIT FOR WORK EXPERIENCE, 
| No CLASSROOM ATTENDANCE, 
| SEND/FAX YOURORESUME FOR 
A PREE EVALGATION, 
500 Ala Moana Blvd, 7-400 
Honolulu, HI 96813 







E-mail: registrar@unw.edu 
We an (www unw edu 


Tel: (808) 599-5537 Fax: (808) 599-2869 | 
| 
1 

















Bachelor * Master * Ph.D, 
Business (GMBA Majors) - Engineering 


Liberal Arts - Computer 





America’s 
Í Preferred 
3 Distance 

| Education 
J University 









Accelerated degree pro 
nee * Students 
* Send 2 


grams * Academic c 








| for no cost evaluation. 


RO. Box 1138, Bryn Mawr, PA 19010-USA 
fax: 610.527.1008 © e-mail: admissions@washint.eda © www. washine dd 


page resur 




















MBA in Brussels 
SOLVAY BUSINESS SCHOOL 


Université Libre de Bruxelles 


* | year intensive MBA in English 
* International faculty & student body 
* Specialisation in European Management 





E-mail:mba @ ulb.ac.be 
http://www.ulb.ac.be/seco/solvay/mba 





Your organisation: 


how it works and the 
people in it 
Unlock the secret - study for a masters 


degree in Organizational Behaviour or 
Occupational Psychology 


These Distance Learning programmes are offered 
under the academic guidance of Birkbeck College. 


You can study in your own time at your own pace and 
all necessary materials are provided. 


For more details call +44 207 862 8360/8361. 
Fax +44 207 862 8358 of email enquirles@external.Jon.ac.uk 
quoting ref (00/60/04) www. ton.ac.ukexternal 
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\PPOINTMENTS 


a Established in 1966 and headquartered in Manila, Philippines, the overarching goal of ADB is to reduce poverty 
-and improve the quality of life of all people in the Asian and Pacific region. Our multicultural staff come from 
over 45 member countries of ADB. We are seeking highly-skilled professionals for the following positions: 


PRIVATE SECTOR DEVELOPMENT SPECIALISTS 


ADB is in the process of adopting its new Private Sector Development (PSD) Strategy. PSD is seen as 
driver of growth, which is crucial to poverty reduction. The successful candidates will be part of a small tea 
responsible for promoting private sector development in ADB's client countries. Issues to be addressed will 
: include regulatory issues, the “enabling environment,” small and medium enterprise development, private. 
sector participation in infrastructure, corporate governance, investment promotion policies, legal. and fiscal 
environments, public-private sector partnerships, etc. The candidates will champion the role of private sector 
participation at the policy and strategy level within ADB, as well as assist in the design of private sector 
participation in specific lending initiatives and in “private-public” partnerships. The candidates will also lead the. 
dialogue with government and all key stakeholders in promoting an enabling environment for the private sector. 


Interested candidates should possess, in addition to knowledge of one or more of the issues outlined above, 
a graduate degree in economics, public administration, business or finance, strong written and oral commun 

~ cation skills, and excellent interpersonal skills. The successful candidates will. also require the appropriate 
skills sets and personality in order to successfully interact with senior officials in government. 


EDUCATION SPECIALISTS 


Participate either as principal contributors. to the identification, formulation, and processing of a project, or as... 
principals with full responsibilities for project implementation, which involve the monitoring and day-to-day 
administration of a loan or technical assistance project. They are required to conduct sector analysis and: 
prepare/supervise regional technical assistance activities. The successful candidates. will develop educa- 
tional policies, analyze the effectiveness and efficiency of educational systems, assess the institutional 
capacity for policy and program implementation and develop appropriate strategies for strengthening or- 
expanding education-training programs. 


An advanced degree in a relevant field and five (5) years of relevant experience are required. Experience 
working on development projects in the Asia-Pacific region and a multidisciplinary background such as 
economics/sociology are a significant advantage. 


POVERTY REDUCTION SPECIALISTS 


Conduct country-level and participatory poverty analysis, measurement of poverty, pro-poor public expendi 
ture reviews, impact of trade and external debt on poor studies, and stakeholder analysis. The successful 

candidates will provide support to develop national poverty reduction strategies, institutional arid legal reforms 
required by the poor, and sector-wide approaches to poverty reduction. ae : 


Iinww.adb.org 


Candidates should have (i) an advanced degree in economics, social sciences, or rural development; and ( 
at least five (5) years relevant experience including experience in project preparation with a strong bac! 
ground in transport, communications or power. pans 


http 


ADB offers an internationally competitive salary paid in US dollars. Salaries and benefits are generally free of 
tax except for citizens of some countries, primarily the USA and the Philippines, whose incomes are taxed byo 
their respective governments. Applicants should be nationals of one of ADB's member countries. For further 

information about ADB, please visit www.adb.org and look for Employment Opportunities under Business 5 
Center. Women are actively encouraged to apply. 
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Send CV and cover letter by fax or mail quoting Ref. No. 00-18 
by 22 April 2000 to: 


HUMAN RESOURCES DIVISION 
ASIAN DEVELOPMENT BANK 
P.O. BOX 789, 0980 MANILA, PHILIPPINES 
Fax: (63-2) 636-2550, E-mail: jobs@adb.org 


Only shortlisted candidates will be notified. 
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© OPEN SOCIETY INSTITUTE, BUDAPEST | 


The Network Media Program, the program ofthe Open Sc 
the advancement of freedom of expressiony'geeks a PROGRA A 
the development of Media Associations particularly in the Asia region. 
Qualifications: The ideal candidate will: ‘journalism studies to university 
level or have university studies in thé social seiences: strong alytical, administrative, 
organizational and interpersonal skills; and Broad knowledge of and contacts with media | 
organizations in the region, as well as. evant intemational organizations. A mini- 
mum of 2 years relevant work experience is required. Strong written and oral communi- 
cation skills in English areais required. He/she will be flexible, creative, detail-oriented and 
| culturally sensitive, and will work well with othery in án international team, 

Terms: This is envisaged asa two-year position based in Budapest but will require exten- 
sive travel. DARE  iMaat Si 
Familiarity with the Oper Soci 





s Anstitute: which promotes 
MANAGER to assist in 



















Professor 


of Economics/Economic History C4. 
The new deadline for applications is 20 April 2000. 




















TIONALLY? 


Executive $75K-500K+. Career searching into, within or out of 





















Network would be an advantage, as would knowledge of 










Rassian or another regional language. Ns i À T : een i fa 

We offer a competitive salary with attractive benefits ina professional international team. Asia / Europe / M.East / U.S.? Contact for Free Info & Critique 

Please send a cover letter and prof ; ülum Vite including contact details of three . f 

referees to the following address no late han April 3AA 2000 www.careerpath.co.uk 
AdminConsult Rt; ee Fax: Email: 












USA/Canada +1 202 4781698 — cpamerica@icareerpath.co.uk 
Europe +44 20 75048280 — cpeurope@eareerpath.co.uk 
Asia / M. East / Aus +662 2674688 cpasia@bkk loxinfo.co.th 









“Hungary | 
@insity 




















European 
Investment 
Bank 










A career in the heart of Europe 






The EIB, the financial institution of the European Union, is launching a pre-recruitment campaign for its Projects 
Directorate in Luxembourg, for (m/f) 


-Infrastructure 
Engineers & Economists 


(notably in transport, urban development & water/waste water) 


The Projects Directorate is responsible for the technical, economic and environmental a praisal of projects. Formed of multi- 
isciplinary teams of engineers and economists, the Directorate is sectorially organised and supports the lending activities in 
and outside the EU. 


Duties: * Assess the technical, environmental economic and financial viability of capital investment projects and programmes 
in the sectors cited above. * Monitor the implementation stage of such investments. « Prepare sector studies (economists oy 
* Assist the lending teams in identifying new investment opportunities. © Prepare short, incisive appraisal reports in English or French. 


Qualifications: 

Engineers (Ref.: PJOOECOO2): * University degree in engineering. © Wide experience of at least 10 years in the relevant 
sector with international exposure in a position or some reaper bily, e Experience should cover the feasibility, design, 
development and supervision phases of projects and include some management and operational practice. 

Economists (Ref.: PJOOECOO3): + Advanced academic qualifications in Economics with a good knowledge of applied 
quantitative methods, e A minimum of 3 years' practical sector experience, covering cost/benefit analysis and cash flow 
modelling, market and sector studies, risk analysis and the assessment of environmental impacts of projects. ¢ Experience in 

reparing and reviewing feasibility and sector studies would be useful. 

‘or both positions: » International experience, especially in developing countries. © Private sector participation in 
infrastructure projects would be an advantage. Specialisation in transport infrastructure (road, rail, intermodal), urban 
transport, municipal projects or water/waste water projects. * Proficiency in computer applications. © Excellent knowledge of 
English or French and a good command of the other. Knowledge of other European Union languages would be an advantage. 


Competencies: + Analytical approach. * Team player. * Ability to draft clear and concise reports. © Good interpersonal 
skills at all levels. © Ability to work under pressure. 


Applicants must be nationals of a European Union Member State. The EIB offers attractive terms. of 
employment and remuneration with a wide range of benefits. The EIB is an Equal Opportunity Employer. 


Applications should include a cover letter quoting the relevant reference number and a detailed curriculum vitae in 
English or French, together with a recent photograph, and be sent to: 
EUROPEAN INVESTMENT BANK, Recruitment Division, 
L-2950 LUXEMBOURG. Fax: + 352 4379 2545. E-mail: jobs@eib.org 


Applications will be treated in the strictest confidence. They will not be returned. 
Personal data are protected by Community Regulation. 
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PPOINTMENTS 


The Faculty of Economics and Business Mana- 


i 
gement at the University of Basel is seeking to UNITED NATIONS y: A INE, TONS UNIES 
fill the position of SA 


ee x D SOCIAL COMMISSION FOR 
_ Full Professor of Economics, ERONOMIG SLANG THE PACIFIC ee 


- Specialisation in Mi i PACIFIC OPERATIONS CENTRE (ESCAP/POC) 
_ Specialisation in Microeconomics “yell aah! ANOS 


October 1, 2000. HEAD, ESCAP PACIFIC OPERATIONS CENTRE, D- 


Under the direct supervision of the Executive Secretary, the incumbent acts 
The successful candidate is expected to teach as the representative of the Executive Secretary in the Pacific sub-region: 
: : 5 facilitate and enhance negotiations, laises and cooperates with and among 
economics at both, basic and higher level, to be the 17 Governments concerning their söcio:econonii needs tee ESCAP 
j i i role in meeting them; informs the Executive Secretary of the Pacific 
an internationally i ognized researcher and to Governments senseine and provides advice on policy matters; provides 
actively participate in the administration of the assistance to heads of substantive divisions inthe development, formulation 
Faculty and implementation of their respective work programmes involving the Pacific. 
` istand countries; liaises with government and non-governmental institutions 
as well as multi-lateral bodies and regional offices of UN agencies in the. 


Candidates are expected to have the « Habilita- Pacific; manages the staff and operations of the Centre. 


i i ificati Requirements: Advanced university degree in social sciences, preferably in 
tion» or an equivalent qualification. economics, development management, public or business administration 
A minimum of 18 years in ee managemen postion wn Yanhadty, of poln 
ication n nof affairs and culture of the. Pacific islands. Fluency in both written and spoken 
Applications should pe sentio mne Heanor ine English. Working knowledge ò! French desirable, and knowledge of other official: 
Faculty of Economics and Business Mana- UN languages fe. Arabic, Chinese, Russian and Spanish) would be anvasset, 


gement, Prof. Dr. H. Schierenbeck (Telefon Preference will be given to equally qualified women candidates. 


+4+41 61 267 32 32) Petersgraben 51, CH- Remuneration: Depending on protessional pearing ang experience, 

i j i i annual net salary (including. post adjustment) from 79,272 - (without 
4003 Basel. The deadline for applications is dependents) and US$85,761 - (with dependents) plus a number of additional 
May 5, 2000. benefits, when applicable, such as housing subsidy, dependency allowance, 
education allowance for children, repatriation grant, employer's contribution 
to pension fund, six weeks’ annual vacation, paid home leave every two years. 


The University of Basel is an equal opportunity Applications with full curriculum vitae, including salary history, birth date and 

employer. nationality, should be sent to (quoting reference number VA: 00-A-ESC- 
00X051-E-VA, Staffing Support Section, Olfice of Human Resources 
Management, Room §-2475, United: Nations, New York 10017, USA, Fax Nor 
(212) 963-3134 or (212) 963-9560. Internet address: staffing @un.org 
Closing date for receipt of applications: 6 May 2000. 2 














Established in 1966 and headquartered in Manila, Philippines, the overarching goal of ADB is to reduce poverty and improve the quality of 
fife of all people in the Asian and Pacific region. Our staff come from over 40 member countries of ADB. We are seeking a highly-skilled 
professional for the following position: 


EVALUATION SPECIALIST 


You will be primarily responsible for: 

Carrying out independent performance evaluation of individual ADB-financed projects, programs or technical assistance operations: 
undertaking impact, reevaluation, and other special evaluation studies on specific thematic topics, sectors: or countries; and reviewing 
and commenting on documents relating to new foans and technical assistance operations and other papers relevant to ADB's operations 
to ensure the effective feedback of lessons learned. Candidates are expected to. deal with projects/programs from a wide variety of 
sectors in heterogeneous environments of ADB's developing member countries (DMCs). The responsibilities have also been enlarged to 

‘fnclude the processing and administration of technical assistance operations for strengthening. project performance management/ 
evaluation capacity in ADB's DMCs. 


You must have: 

v At least a master’s degree in a relevant discipline; . 

v At least 5 years of professional experience in operational, economic, social and technical aspects of developing economies and/. 
of project preparation, appraisal, management and administration in key sectors of DMCs; expertise in such fields as macroeco- 
nomics, public sector reforms and governance, institutional capacity building, and social development and poverty issues, is an 
advantage; familiarity with the objectives and functions of multilateral development and financing agencies is desirable; ` 

v Strong analytical skills in order to undertake economic and financial analyses effectively, and the ability to conceptualize and 
evaluate complex development issues and problems, and 

v Leadership and good interpersonal skills, 

ADB offers an intemationally competitive salary paid in US dollars. Salaries and benefits are generally free. of tax except for citizens of 

some countries, primarily the USA and the Philippines, whose incomes are taxed by their respective governments. Applicants should be 

nationals of one of ADB's member countries. For further information about ADB, please visit www.adb.org and look for Employment 

Opportunities under Business Center. Women are actively encouraged ta apply. 


Send CV and cover letter by fax or mail quoting Ref. No. 00-20 by 22 April 2000 to: 
HUMAN RESOURCES DIVISION 
ASIAN DEVELOPMENT BANK 
P.O. BOX 789, 0980 MANILA, PHILIPPINES 
Fax: (63-2) 636-2550, E-mail: jobs@adb.org 
Only shortlisted candidates will be notified. 


/Iwww.adb.org 


http 


2) 


Asian Development Bank 
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THE UNIVERSITY FOR 
L HUMANIST STUDIES, 
Si] UTRECHT, 


EMERGENCE CHAIR IN MEANING IN ORGANIZATIONS 
ESTABLISHED 2000 BY THE INSTITUTE FOR THE STUDY OF 
COHERENCE AND EMERGENCE, BOSTON. 


Applications are invited for the Emergence Chair (0,2 fte) at UVH from any 
specialist in Management Studies with a focus on philosophy, ethics, 
relationships, and ontology. For this post, research and teaching expertise in a 
combination of Philosophy, Management, Humanism and Qualitative 
Methodologies is strongly preferred. This position was established at UVH 
following a commitment by the University to develop a teaching and research 
emphasis in Advice Organization and Policy. In collaboration with the Institute 
for the Study of Coherence and Emergency (the Boston-based research and 
educational foundation) the Emergence Chair is being founded to focus on the 
experience and understanding of meaning within organizations and within the 
processes of organization. It is expected that the successful applicant will 
complement and enhance the underlying research ethos of the University which 
approaches the study of Humanism from an intercdisciplinary, social science 
perspective. The successful applicant will be expected to add to the growing 
international research standing of both the UVH and ISCE as well as contribu ting 
to the teaching, publishing, and conference programs of both institutions. The 
successful candidate for the Chair will have an outstanding research record and 
international reputation in his/her field, proven proficiency at teaching in both 
Dutch and English, successful supervision of doctorate candidates and a 
thorough publications record with regard to philosophy, complexity, and 
ontology from the perspective of organization studies. In addition, the Chair 
holder, together with the other senior members of both the UVH and ISCE 
faculties, will be expected. to contribute to the future development of the Advice, 
Organization & Policy program at UVH including contributing to UVH's 
doctorate program. Salary for the Chair will be within the professional range pro- 
rated for one day each week. 




































Further particulars should be obtained from Dr Michael Lissack, Director, 
Institute for the Study of Coherence and Emergence, Phone and Fax: 001-212-208- 
4349, Email: lissack@lissack.com. The closing date for the receipt of applications 
is 30 April 2000. 








Equality of opportunity is University policy. 




















“The Ministry of Commerce and Industry, 
Botswana 


Resident Economic Consultant 


Reporting to the Permanent Secretary of the Ministry, the consultant 
will advise on a range of issues in the areas of industry, commerce, 
international trade and investment. 


In particular, the consultant will help guide the orderly 
implementation of a number of policies recently adopted by the 
Government, including the Industrial Development Policy and the 
Policy on SMME development. 


The ideal candidate should possess some 25 years of practical 
experience in-the areas of industry, commerce, international trade and 
investment and in the public/private sectors. The person should have 
worked in a policy, planning and development environment and have 
the ability to address complex issues /problems.and present 
recommendations in a clear and concise manner. Preferably the 
individual will have worked in a developing country context and 
particularly in Africa. He/she should possess excellent writing skills, 
be computer literate, be adaptable and have good interpersonal skills. 
Negotiable salary for a contract period of two years (renewable). 
Applications by 26r% April 2000 to 

Jan Isaksen 

Executive Director, BIDPA 

Private Bag BR29, Gaborone, Botswana 

Physical Address: 4th Floor Tshomarelo House, Gaborone 

Tel: Int 267 371750 

Fax: Int 267 371748 

Email: jani@bidpa.bw 


Further information at http://www. bidpa.bw 











an effective leader and manager of people and projects. 


work as part of a team and with the minimum of supervision. 


and part-time arrangements at both levels will be considered, 


< part-time). 


unable to accept telephone requests. 
An Equal Opportunities Employer 


u4 





Executive, Recruitment Unit, Room 316(AE), 16 Waterloo Place, Edinburgh, EH1 3DN 
(or E-mail: susari.fox@scotland.gov.uk providing your full postal address). We regret that we are 





Economic Advisers & Assistant Economists 


We have excellent opportunities for talented graduates to join our highly skilled and professional team of government economists. 
The Government Economic Service is responsible for providing information and advice to Scottish Ministers, the Scottish Parliament, 
and policy-making colleagues. The majority of posts are in Edinburgh a 
As an Economic Adviser you will analyse, evaluate and assess various aspects of the Scottish economy and provide advice and briefing 
on sectoral activity policies and programmes. You will have a sharp analytical mind and sound evaluative judgement. You will also 

have the necessary written and oral presentation skills. You will also have a proven track record in the field of economics and will be 


Ithough a limited number are in Glasgow. 


As an Assistant Economist you will support the work of the Economic Advisers. The ability to analyse complex issues, sometimes at 
short notice and to demonstrate strong numerical ability will be essential. You will be a highly motivated self-starter whois able to 


Full training and development opportunities will be provided for both positions. 

Both positions will require formal degree-level qualifications in economics. 

These are pensionable appointments. The Economic Adviser appointments are permanent. The Assistant Economist appointments will 
be for a fixed-term of two years - and permanent employment beyond that will depend upon the successful outcome of an application 
to the Civil Service Selection Board for a permanent appointment with the Government Economic Service. Applications for job-share 


Starting salaries will be in the range: £30, 188 to £38,476 for the Economic Adviser positions, with the opportunity to earn performance- 
related increases up to a total salary of £43,699. For Assistant Economists, starting salaries will be in the range: £12,376 to £17,284 (pay 
range under review). Initial placing on the ranges will depend on the qualifications and experience offered. (Salaries are pro rata for 


My, 


ai Moy 
ts 
s 


O52, 


For further details and an application form (to be returned by Friday 21 April 2000) please write to the Scottish 4 X 
WE Sd 
a 


sae INVESTOR IN PEOPLE 
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APPOINTMENTS _ 


DAMES & MOORE 


The Institutions Group of URS/Dames & Moore specialises in the provision 
f services to European and international institutions in all aspects of project 
le management. We wish to recruit a senior consultant/project manager 
f: 1G/1) to further develop our business. As the ideal candidate you will 
‘need to be a graduate with at least 10 years international experience in project 
nd/or general management, with well developed and professional report- 
iting and proposal preparation skills, and in addition have a range of the 
wing characteristics: 
nce with the major grant aid institutions and thorough 
knowledge of bilateral and IFI operations. 
Business development and marketing skills, 
-Professional expertise in areas such as monitoring and evaluation, 
human resources, or public administration 
* “Working knowledge of French or Spanish. 
«. Strong team working skills. 


Although you will be based at our offices in Wimbledon, UK, a large 
"proportion of your time will be spent travelling on overseas assignments. 





The Economics and Business Strategy Group specialises in consultancy 
services to public and private sector clients worldwide involving strategy and 
policy development, economic and financial appraisals, project and 
programme evaluation, project financing, business planning, economic impact 
assessment and environmental economics. We are seeking to recruit an 
economist (ref: EBS/1) with 3-5 years experience in these fields, preferably 
with a background in economic regeneration and development economics, 


URS/Dames & Moore offers an attractive working environment in 
Wimbledon, and competitive remuneration packages, including pension and 
share options. 

EU nationals interested in either position should send their CV with a short 
introduction on their suitability for our business, quoting the appropriate 
reference number to: 

Ms L Hebblethwaite 

Email: lyn_hebblethwaite@urscorp.com 


Closing date for submission: 30 April 2000 
























CHIEF, OFFICE OF DEMOCRACY AND GOVERNANCE 


aS The United States Agency for International Development, Kenya Mission 
i (USAID/KENYA) 


wishes fo contract for the services of a US Citizen or US resident alien to serve as the Office Chief 
of Democracy and Governance stationed in Nairobi, Keaya, and to provide the Mission and other 
development partners with the technical and intellectual leadership in the design, implementation, 
management and evaluation of programs needed to support democratic governance. 


: Required qualifications are: 


i, “Experience in providing leadership in the following areas: rule of law, elections and political 
processes, civil society and govemance, 
“Ability to carry out analyses of Kenyan democratic development and formulate appropriate 
1 Mission's objectives, targets, and strategies for achieving them, 
(3; Ability to design and manage the implementation of programs and projects through which the 
“> 'stralegies are implemented, 
4. Ability: to evaluate the results of projects and their effect on the achievement of related 
<ii objectives and targets in the democracy and governance sector in Kenya; 
5... An advanced degree in a relevant social science such as political science, political economy, 
public policy/administration, sociology, anthropology, or economics with special emphasis on 
esearch methodology and/or organizational and policy theory; 
east: five years of experience in performing political or economic analysis as well as 
vement in development assistance programs in Kenya specifically or in East Africa 
erally is highly desirable; 
xeellent communication skills in English with fluency in Swahili recommended, 
monsttated ability to manage an office or a team of highly skilled professionals. 


a 




























srgonal Services Contract will be far two years, with option to extend up to five years, 
“subject to continued need for the position and the availability of funds, 


; | The selected individual will be required to obtain a U.S. Government secret security clearance, 
A The candidate and any accompanying dependants will be required to obtain a medical clearance 
“Po prior to:taking up the position. 
USAID especially. encourages women and minority individuals to apply for this position in 
“accordance with Part 19 of the Federal Acquisition Regulations. 
Send applications; resume with SF 171 or optional form 612, a statement of previous work 
| experience, salary history and professional references to: 
Contracting Officer for USAID/Kenya, PSC REDSO/ESA/PRO 
Via U.S. Postal Service, Unit 64012, APO AE (9831-4102 
Via international mail: P.O. Box 30261, NAIROBI, Kenya 
And via courier ta: USAID/Kenya, Kasarani Road, Nairobi, Kenya. 

«Resume with SF 171 or Optional Form 612 is preferred. Forms can be obtained from. U.S. Post 


| Offices, Fax submissions to 254-2-86086 1/8608 70/860949 are acceptable. E-mail applications will 
not be accepted. Submissions must be received no later than 4:15 p.m. on April 28, 2000. 
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The Mekong River Commission Secrétariat, an inter-governmental 
organization established in 1995 by the governments of Cambodia, Lao PDR, 
Thailand and Viet Nam, to coordinate and promote “cooperation in all fields 
of sustainable development, utilization, management, and conservation of the 
water and related resources of the. Mekong River Basin”, with «its 
Headquarters in Phnom Penh, Cambodia, is seeking a qualified expatriate to 
fill its vacancy of a 


Senior System Analyst/Database Administrator | 









Duty Station: Phnom Penh, Cambodia, with some travel in the region 








Starting date: As soon as possible 






Duration: One year (with possibility for extension) 











































Core Responsibilities: — ee 
Under the direct supervision of the Chief Executive Officer, through the | 
Chief of the Technical Unit, the incumbent, in close co-operation with th 
database and GIS specialists, will be responsible for: 

- planning, designing and testing multi-database (i.e, bibliographic, 
statistical and spatial) structure and supporting systems; 

- development and support of graphical data access/exchange 
interfaces over LAN and Internet; ‘ 

- establishment and maintenance of interface, database and network» 
integrity: (1e; data backup recovery/security systems); 

- providing technical support for development of data presentation, 
modelling and stetistical analysis: 

- providing database management support, mechanisms and 
guidelines for data sharing, data verification and quality control to. 
MRCS and io riparian institutions which provide data to the MRCS: 

- supervising database, GIS and network specialists, and 

- supervising. development and implementation of staff training 
programme for the use of the systems; 












Qualifications: 

- Atleast a Masters degree or equivalent in computer sciences; 

- documented 5-10 years of operation and administration of database 
systems, particularly in a multi-disciplinary environment; 

- Current/prior experience in Oracle and Unix systems essential; o 

- Working experience in GIS and Arcinfo/ArcView software and. 
programming isan advantage; eg 

- Working knowledge of LAN topologies, groupware and ‘office. 
automation software desirable; cee 

- Working experieace in South-East Asia and able to work ina multi 
cultural and international environment; si 

- Excellent communication and personnel management skills; and 

- Fluency in spoken and written English language. 












Remuneration: 
UN/Mekong Salary System, level PAPS depending on qualification 
and experiences. 





Applications including full details of qualifications, experience and, 
references together with a passport size photo should be forwarded to: 


The Director, Division of Finance and Administration 
MRC Secretariat, P.O. Box 1112 

364 M.V. Preah Monivong 

Phnom Penh, Cambodia 

Tel. No.: +(855 23)-720 979; Fax No.: H855 23) 720972; 
E-mail: mres @bigpond.com.kh 


Closing Date for Application: Friday, 21 April 2000. 







































The Executive Director will lead organizational development in energy 
efficiency, renewable energy and sustainable infrastructure, Advanced degree in 
business, publie policy or administration, economics or related field: proven 
track record in business development aud management: minimum 15 years 
exp. recognized expertise in international energy policy sector, Unique 


opportunity to shape and lead the strategic direction of the HEC organization. 


The International Institute for Energy Conservation (HEC), nonprofit 
international division of the Civil Engineering Research Foundation (CERF), 
was founded to accelerate global adoption of sustainable energy and 
crvironmental practices. CERF is seeking a recognized expert in the fied of 
sustainable energy, climate change and international development to ikad 
the Washington DC-based HEC team, CERF offers a comprehensive benefite 
package and excellent potential for professional growth in a mission-deiven, 
interdisciplinary environment. Qualified candidates please send resame, 
salary requirements and cover letter indicating position of interest to: CERF, 
{ Attn: K. Hulan, 1015 15th Street NW, Suite 600, Washington, DC 20005; fax 
A (202) 326 5172; e-mail: jobbox@asce.org EOE M/PIDIV, 






















The Department of Economics is seeking to appoint one” 
or more Professors from September 2000 and invites. 
applications from candidates with an outstanding record. 
in academic research. Preference will be given to candidates . 
working in the theory and application of repeated games. 
Salary is negotiable. 

Further particulars and details of how to apply may be 
obtained from the Personnel Division, The London Schoo 
of Economics and Political Science, Houghton Street 
London WC2A 2AE (tel: 020 7955 7079; fax: 020 7955 6843; 
e-mail: j.brown@lse.ac.uk), The closing date for the 
receipt of applications is 5 May 2000. 


The School is closed Thursday 20 April to Wednesday 
26 April 2000 inclusive. 

The London School of Economics and Political Science is committed to equal 
opportunities and excellence in teaching and research 























Department for 
international 
Development 





(GoB) to provide a package of essential health services. 


DFID is supporting the.efforts-of the Government of Bangladesh 








HG 








Fulfilling Britain’s commitment to borer world 





Bangladesh Population and Health:Consortium (BPHC) was 
established in 1988 to ensure that essential health services reach: 
the. poorest and most under-served people in the country. The 
organisation is currently restructuring tö meet the needs of the 
GoB Health and Population Sector Programme (HPSP). A Team 
Leader is required to guide the development of the organisation 
and to oversee programme operations, 














In addition to taking overall responsibility for the BPHC 
programme’s administrative, financial, technical-and 
management support, you will manage and provide strategic 
guidance to professional and support staff, monitor progress and 
strengthen links with the Government and other development 
partners working in-the area of health and:population. 


Other key responsibilities. will include the disbursement of funds 


to NGOs, producing regular forecasting and expenditure reports 


_ and assessing skills requirements and recruitment needs to 


ensure the project meets its objectives, 
QUALIFICATIONS AND EXPERIENCE 
A postgraduate degree in a health-related, management, planning 


Application forms can be obtained, quoting reference AH304/3/AW/TE clearly on your envelope, from Department for 
international Development, Abercrombie House, Room AH304, Eaglesham Road, East Kilbride G75 8EA or telephone 
gov.uk = hittp://www.dfid.gov.uk 


(01355) 843597 (answerphone) or e-mail: Group3B1@dfid. 


The Department for International 
Development (DFID) is the UK’s 
government department responsible for 
promoting development and the reduction 
of poverty. DFID is committed to the 


internationally agreed target of halving the 
proportion of people living in extreme 
poverty by 2015. 


DFID works in partnership with 
governments, international and national 
non-governmental organisations, the 
private sector and institutions such as the 
World Bank, UN agencies and the European 
Commission. Most of our assistance is 
concentrated on the poorest countries in 


HEALTH PLANNING/ 
MANAGEMENT TEAM LEADER 
BANGLADESH 


or social sciences subject and at least 4 years’ experience of i 
managing aid-funded projects and working in developing 
countries, ideally in South Asia/Bangladesh is essential. Good | 
financial management, IT and writing skills will also be essential | 
as is a sound understanding of non-government organisations. 
Your ability to manage change should be supported by 
knowledge of DFID policy and procedures and, ideally, some 
experience of working in the health sector. 


TERMS. OF APPOINTMENT 
The appointment is for a fixed term period of 3 years and is 
subject to a probationary period of six months. The salary will 


be £30-35,000 p.a. (UK taxable) commensurate with 
qualifications and experience and includes an element in lieu of 


paid leave may be available according to status. 
Candidates should either be nationals of Member States of the 


European Economic Area (EEA), or Commonwealth citizens who 
have an established right of abode and the right to work in the 


United Kingdom. 
Closing date: 28th April 2000. 


“superannuation. Various tax free allowances and regular fare- 





Asia and sub-Saharan Africa, but we also 
work in middle income countries, and in 
Central and Eastern Europe. 

DFID is committed to a policy of Equal 
Opportunities and encourages applications 
from members of the ethnic minorities, 
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Legally & Ethically 
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Requirements: A PhD in Economics is highly desirable. 
Applicants should have the ability to teach quantitative courses 
“and carry out research. The successful applicant will be required 

to teach at least four of the following semester courses: 

‘Intermediate Macroeconomic Theory, Economic Analysis for 
Public Policy, Business and Economic Forecasting, Mathematics 
for Economists, and History of Economic Thought. 
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The closing date for applications is 31 May 2000. The successful Worldtariff 
applicant will be expected to assume duties on 1 August 2000 or 


as soon as possible thereafter. Law Offices of 


DOBKIN & SHERMAN, 
Detailed applications (three copies) giving full particulars of 12901 Middtetelt Roe. mi ; ; 
qualifications and experience, biodata and the names and oR Galad win woridtarift-comiacon , 
addresses of three referees should be sent as soon as possible 
to the CAMPUS REGISTRAR, UNIVERSITY OF THE WEST 
INDIES, PO BOX 64, BRIDGETOWN, BARBADOS, tel: 
{1 246] 417 4064/65; fax: [1 246] 417 0330; email: 
human_resources@uwichill.edu.bb. In order to expedite the 
appointment procedure, applicants are advised to request their 
referees to send references under confidential cover direct to 
the Campus Registrar without waiting to be contacted by the 
University. Further particulars for this post, including 
remuneration package are available on request. These 
particulars may also be obtained from the Association of 
Commonwealth Universities (48208), 36 Gordon Square, 
London WCIH OPF (tel: 020 7380 6706; fax: 020 7383 0368; 
email: adverts@acu.ac.uk), or visit our website at 


www.uwichill.edu.bb. 


STR 


The ultimate authority on the world’s best hotels 
hideawayreport.com 
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IMMIGRATION TO CANADA 
Experienced Canadian Immigration Lawyer 
will prepare Visa application for Skilled 
Workers, Businessmen, Investors. Very 
reasonable fees, Leonard Simene, Ref: E 
1245 Laird Blvd, Suite 208, Mown Roy 

2 C347) 739- 
imo visa.com 
Web: hitp//www.simenevinacom 


NEW AUTHORS 


PUBLISH YOUR WORK 


ALL SUBJECTS CONSIDERED 
WRITE OR SEND YOUR MANUSCRIPT TO: 


MINERVA PRESS 
315 ~ 317 REGENT ST LONDON. WIR 7YB UK 
wow.minerva-press,co.uk 



































Does thinking make you less 
intelligent? How did complex 
life evolve? Does Science 
work the way we think? 
Three of the questions for our” 


SPRING 
LECTURES 
2000 


in London, April 29 to June 3 
Speakers: David Pendlebury. 
‘Guy Clayton, Igor Aleksande: 
Mark Ridley, Brian Fordo 
Simon Hoggart ; 
Ring, write: The Institute for 
Cultural Research {E} =; 
PO. Box 2227, NW2 3BW 
Tel O181 452 0960 


Peete ete ees cee cetera 

















TENDERS 


















| Research Fellow, Asian Business Victoria 
University ot Wellington, New Zealand has 


Gfeated a new position to promote research = 
in aspects. of business environments, finance Wo ri B | d 
and economic management in Asia, You will 
hë a PHD in economics or a related 

INTERNATIONAL TRADE LEADS 


rg, and be responsible for developing 
‘ch programme within the above 


s fora fixed term of one year. See our COMPUTER LAPTOPS 
View details at: 
www.worldbid.com 
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APARTMENTS 


“Bost value in London” 
says ‘Frommers International 
Travel Guide’ 


Self-catering apartments 






















SAKON, A U.S, BASED COMPANY WITH 25 YEARS OF SATELLITE COMMUNICATIONS 
EXPERIENCE IS LOOKING FOR HIGH QUALITY PARTNERS AND REGIONAL 
CONSULTANTS/DIRECTORS TO MANAGE THE LICENSING, SALES, AND 
MARKETING OF OUR INNOVATIVE SATELLITE COMMUNICATIONS SERVICES. 
Sakon is building satellite systems in developing countries like Bahrain, Ethiopia, 
Haiti, india, Ivory Coast, Jamaica, Kenya, Pakistan, Senegal, Vietnam, Yemen 
and other areas where fiber is excessively expensive or non-existent. 

Our workd-cass SATELLITE COMMUNICATIONS SYSTEM offers the following services: 


Direct-Dial Voice Services 

Calling Centers and Cards 
Internet Access Service ihe 
experiance andor 














tion of the cost of 

comparable hotel accommedation, 

from £40 per night per person 
e y discounts) 













TO ADVERTISE WITHIN THE 
CLASSIFIED SECTION, CONTACT: 


Stephen Welch, New York 
Tek (1-212) 541 5730 Fax: (1-212) 247 1325 
ean or pleasure. email: stephenwelch@economist.com 


or: Will Wilkinson, London 
020.7590 6000 Tet (44-171) 830 7000 Fax, (44-171) 830 7711 


ah asa nal sr pent SWI ANR email: willwilkinsen@economist.com: 

US Toll Frees 1 800525 2810 or: Nathalie Henault, Paris. 
a Tet: (33-1) 53-93 66 OB: email: 

nathaliehenault@econcmist.com 
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For more information call Phil Gibson at 001-978-663-7890 x235 or via e-mail at: pgibson@sakon.com 


E-mail: salesiiastons-apartiments.com. 
Internet www.astons-apartments.com 
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Europe made easy 


Crossair of Switzerland, Europe's largest regional airline, offers more than 28 daily departures 
from the the UK and ireland to Switzerland. In addition, Crossair also offers more thon 100 desti 


ad 
nations in 36 European countries through its EuroCross hub ot EuroAirport Basle, Contact your crossdadir 
local travel agent or Crossair +44 845 607 3000. www.crossair.com @ The Gualitlyer Group 


BUSINESS & PERSONAL 
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SOVEREIGN 






lutions to protect your assets and minimise your tax. The Sovereign Group is a professional global practice of leading 
tax specialists, operating in 16 jurisdictions worldwide for over 10 years. For complimentary copies of our guides to international tax planning and 


trustee services, please contact your mast convenient Sovereign office. Alternatively call for expert practical advice free of obligation or charge. 


Innovative and cost-effective s 





HONG KONG: Stuart Stobie USA: Bill Andrews GIBRALTAR: Diane Dentith U.K.: Simon Denton TCAs Paul Winder 
Tel: +882 2542 1177 Tell <1 783736309669 Tek +350 26173 Fel +44 (0)207 479 7070 Tel +] 649 G46 5056 
Fax; #852 25451 3 158 





+44 (0)20 94438 Pax: +! 648 946 5052 
kdlsovercigngroup.com i 


Fax: #1 757 363 9668 Fax: 


hh@sovergigngroup.com gibeesovere 





AOD. COM 





agsove re bang ros. oon 


www, sovereigngroup.com 





go Trust (Gibraltar) Ginwtess is Heensed by the Finan 









Since 1977 The ICSL organisation has specialized in the establishment and administration of Offshore Companies, Trusts, 
Foundations and other structures with emphasis on Tax Mitigation, Asset Protection and Privacy. We also arrange no 
tax /low tax residency and alternative citizenship and passport. Fer information or an initial consultation without obligation 
please contact your most convenient ICSL office. Our corporate aim: to provide Quality Service at Reasonable Cast. 













ISLE OF MAN - JOHN GALLACHER IBERIA - ROD RAMSDEN. LLB LLM IRELAND - EILISH MURPHY 
International Company Services Limited ICSE Iberia Limited international Company Services (Ireland) Ltd 
Tek: +44 1624 801801 Fax: +44 1624 801800 Tel: +351 21314 2030 Fax: +35E21 314 2031 Tel: +353 1661 8490 Fax: +353 1 661 8493 
Email: iom@ICSL.com Email: por@ICSL.com Email: ire@iCSL.com 
UK - PEYMAN ZIA USA - JERRY BAKERJIAN BEA URUGUAY - DR. CARLOS QUERALTO 
international Company Services (UK) Lid Intemational Company Services (USA) Lac international Company Services S.A, 







‘Tel: +44 171 493 4244 Fax: +441714910605 Tek +19549431498 Fax: 41 954943 1499 Tek +598 29021165 Fax: +598 2 902 1191 
Email: uk@tiCSL.cor, Email: usa@iCSL.com Email: ay@ICSL.com 
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E Quality serviced apartma aring best value a2 
for money. Our apartments offer great sangs 
compared to hotels, Fully serviced. private 

a gaihtoom, kiehen, TV. telephone, centrat a 

a heating, elevator 













Henley & Partner, Inc. 


OFFICIAL PROGRAMS LEADING TO 










1] FuLL Crreiy ND PASSPORT 
Centrally located in Kensington area. 
M@ Tourist Board Approved W AX + 
Ashburn Garden Apartments LHENLEY PAR 
a 3 Ashburn Gardens a 


BY GOVERNMENT 


a South Kensington, London SW7 40G, UK a APPOINTMENT 


www.ashbum@gardens.co.uk 
@ = info@ashburngardens.co.uk W 


LS r A I HANDWRITING 


Sen eeeee ANALYSIS 


Examiner of disputed and anonymous 
oO F E S H (e) R E documents. Also apotude/character 
Companies from $250 


ASSESSMEE bor PECENE Purposes. 
READY MADE COMPANIES 


Philippa Lavell FAE 
4 Village Close, London NW3 SAH 
LOWEST ANNUAL FEES 
NOMINEE SERVICE 


Tek +4E0YT71 794 6060 
Fax: +44(Q0171 431 4699 

BANK INTRODUCTIONS 
OFFSHORE CREDIT CARDS 


Funds GE) express 
3-1-6790600 Fax:+353-1-6790475 


ge H k; yngham Road, 
ublin 6, ireland 













TEL +4420 7436 3201 


K +4420 7436 9203, 


E-mail: ecan®@com-exp.com 


Crenus: 
FeleS67-2752418 Fax:+387-2768722 


WW.Guracom.coiuk 


1402 TEANECK ROAD + SUITE 114 - TEANECK, NEW JERSEY - 07666 + ESA 


Established since 1980 
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Takin : g Compan 


sormation into the 
21st Century 


eeeeoeoeeaeoeo oe eee 
The Company Store Group [E Ready made & own choice of name | 


ni se ; Co's available in UK & worldwide. 
4 sonra of the E Free advice & colour brochure. | 
ongest establishe 


E Free name check. 
professional firms E We guarantee the 
specialising in 













lowest fees. 
E Complete 





this field. confidentiality, 

s E Full nominee 
YOU CAN'T services, domicilation, 
BUY CHEAPER - bank introductions, 
WE WILL MATCH ANY mail, tel, fax, e-mail and 

\associated services. 
OTHER QUOTE. # All major ¢ credit cards se es 
The Compay Store Group (Ameren) (Bahamas) (Belize B relond) (Nevis) (Panama 


26 North John Street, Liverpool L2 9RU, UK 
Tel: +44 (0) 151 258 1258 (24hrs) 
„Fax: +44 (0) 151 236 0653 


Visit our comprehensive website: 
www.companystoreworldwide.com 
FREEPHONE (UK) 0800 26-26-62 


Skrivanek Translation Services, Ltd. 


SKRIVANEK is registred EU deliverer (CCR CZE - 23379) 


We offer: 


- professional translation services in more 
than 100 language combinations! 
- interpreting, software localisation 


- company start-ups (call +420 603 514706) 
- large translation projects 
- franchising licence worldwide 


with no up-front charges 
(ask for free info: pavel@skrivanek.cz) 


SERVICES, Ltd 


TRANSLATION 


Poland - Warsaw +48 22 6997182, Katowice +48 602 764657, Lublin +48 81 4413346, 
Hungary - Budapest +36 1 3439897, Sloventa - Ljubljana +38 661 329516, 
Bulgaria - Sofia +35 92 686970, UK - London +44 7713431875, stsuki@cs.com, 
Slovakia -Bratislava +42 17 55568948-9 
Czech Republic - Prague 4, Na Dolinach 20 +420 2 41430022, prahačskrivanek.cz. 
Prague 6 +420 2 33320561-2, Bmo +420 5 41242186, Liberec +420 48 5104202. 
Hradec Kratové +420 49 5814335-6, Ostrava +420 69 6118554 


Ask for free info about us at praha@skrivanek.cz or +420 2 41430022 
mors info: WWW.Skrivanek.cz 


Reduce your costs, get high quality translations, translate with us! 


34 USD/ 1000 words! 
and Eastern Europe, 24 offices In 7 countries. 
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Prices from 





INSTANT RESPONSE 
CONFIDENTIALITY 
ASSURED 

29 LANGUAGES 
SPOKEN 


For over a quarter of the century, 
OCRA has offered unparalleled 
knowledge of international tax 
and asset protection planning for 
individual and corporate clients. 


Now delivered through a network 
of offices in 26 world financial 
centres and all time zones, the col- 
lective experience, skills and 
resources of more than 300 multi- 
skilled professionals including 
lawyers, chartered accountants 
and secretaries, economists and 
bankers are instantly accessible - 
wherever you are. 


THE MOST COMPREHENSIVE 

RANGE OF OFFSHORE SER- z Rae 
ONDON - Richard Coo! Sc (Hons) 
VICES Tel: +44 (20) 7355 1096 
Fax: +44 (20) 7495 3017 
E-mail: ilon@ocra.com 


LUXEMBOURG - Eveline Karis 
Tel: +352 224 286 

Fax: +352 224 287 

E-mail; ilux@ocra.com 


FINLAND - Til! Sahigren 85€ (Econ) 
Tel; +358 (9) 6969 2569 


services 
° corna ner 400 


Fax; +358 (9) 6969 2565 
E-mail: if@ocra.com 


MADEIRA - Dr David Fiske de Gouveia 
MIG BSc, MBA 

Tel; +351 (291) 201 700 

Fax: +351 (291) 227 144 

E-mail: imad@ocra.com 


HUNGARY - Laszlo Kiss 85c Econ 
Tel: +36 (1) 351 9959 
Fax: +36 (1) 351 9958 
E-mail: in@ocra.com 


BULGARIA - Stoyan Mavrodiev LLM 
Tel; +359 (2) 980 86 65 

Fax: +359 (2) 989 16 63, 

E-mail: ib@ocra.com 


CYPRUS - Christos Vassiliades Attorney 
Tel: +357 (2) 673 211 
Fax +357 (2) 673 463 
E-Mail: icy@ocra.com 


MAURITIUS - Ashiq Bacha Acca 
Tel; +230 211 5100 

Fax: +230 211 5400 

E-mail: imr@ocra.com 


SINGAPORE - Florence Nathan Acs 
Tel: +65 535 3382 

Fax: +65 535 3991 

E-mail: isin@ocra.com 


HONG KONG - Raymond Choi MLIA (Dip) 
Tel: +852 2522 0172 
Fax: +852 2521 1190 
E-mail: hk@ocra.com 


AUSTRALIA - Malcolm Cooper 
Tel; +61 (2) 9251 5822 

Fax: +61 (2) 9251 5050 

E-mail: ia@ocra.com 


USA AICS Ltd - Kevin Mirecki BS, 10, Eq 
Tel: +1 (949) 979 3344 

F Fax: +1 (949) 979 3300 
E-mail: iusa@ocra.com 


CREDIT CARDS 
ACCEPTED 


FOR OUR 110 PAGE COLOUR 
BROCHURE CONTACT 
CW Forster (Director) 





26 Offices Worldwide 


Freephone From UK: 
0800 269900 
Freephone From USA: 


1 800 283 4444 


Great Britain, M934 

TEL: +44 1624 815 

FAX: +44 1624 81708 
E-mail: economist@ecra.com 


www.ocra.com —— 


1509002 94 Certificated + A member of the Estate and General Group established in 1935 
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ECONOMIC INDICATORS 








OUTPUT, DEMAND AND JOBS Japan’s jobless rate hit a record of 4.9% in February. France’s 
fell to 10.2%; the euro area's was unchanged at 9.5%, and Germany’s at 10.0% Britain’s industrial 
output fell in February, trimming its year-on-year growth to 1.1%. In the 12 months to January, 
Canada’s industrial-output growth quickened to 7.0%; France’s slowed to 4.5%. 






















































































% change at annual rate The Economist poll industrial Retail sales = Unemployment 
a GDP GDP forecasts i {volume) ss % rate 
3mthst 1year 2000 2001 latest year ago 
Australia + 40 + 4) 4: 69 Ma 74 
| Austria na + 3.5 Feb 4.0 | 
| Belgium +50 +: 10.6 Mat 147 
Britain +33 + 59 ae! 63 
Canada 446 + 6.8 Feb T9 
Denmark +23 + 6.4 lan 53 jan 60 
France +36 + 4.5 Jan 10.2 Pes 11.4 
Germany +29 +- 2.8 e 10.0 Ma 10.6 
Italy +7 + 44 ari 11.2 Jan 11.7 






BA Feb 






































Euro-11 


+37 + 


“Mat seasonally adiusted. t Average of latest 3 months ¢ 
in February. § Derfeb. ** New series 











PRICES AND WAGES Japan’s consumer prices fell by 0.6% in the 12 months to February; 
wages rose by 2.1%. In March Italy’s inflation rate rose to 2.5%, its highest level since January 1997. 
Its producer prices rose by 4.6% in the 12 months to February, the fastest rate for four years. in the 
same period, French producer prices rose by 2.9%, the highest figure since October 1995. 





% change at annual rate The Economist poll 
Consumer prices* __.Wages/eamings 
____3 mths? 1year 3 mths? 
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Sweder ss na 3 Fab + Dac* 
Switzerland +22 +15 Mar + 0.7 1998 
United States + 27 + 3.2 Feb + 3.6 Feb 
Euro-11 + 20 +20 Feb +24 gt 
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COMMODITY PRICE INDEX 
Outbreaks of foot-and-moutk 
disease in Japan and South Korea may joli 
the recovery in demand for animal feed in 
Asia which has boosted world maize (corn, 
exports this season. Japan, which usually, 
imports 16m tonnes a year, is the world’s 
biggest maize importer and America’s big 
gest export market. But it has postponed 
buying American maize for shipment after 
June, for fear that many animals will have 
to be destroyed. After its first-ever outbreak 
of foot-and-mouth disease, South Korea, 
China’s biggest market for maize, has also 
cancelled deals with China. Many coun- 
tries have banned South Korean meat and 
dairy produce. South Korea had hoped to 
export $400m of pork this year, mostly to 
Japan. An outbreak of foot-and-mouth dis- 
ease in Taiwan in 1997 led to the slaughter of 
a quarter of the island's 14m pigs. 


















































19952100 % change on 
Mar 28th = Apr 4th* one one 
ee a month year 
Dollar index 
All items 744 744 4 04 + 49 
fod OMI ne +28 I7 
induswials SSS ee p 
AR 78.0 768 ~ 25 #148 
_Nfat 738 74s 02 +32 
Metais BLS 7330 - 46 +260 
Sterling index = ~ 
All items 74.0 735 -~ 05 + 45 
Food n3 8 4+ 18 - 21 
Industrials 6 789 - 34 plaa 
Euro index ee ee, 
All items 101.1 1025 +07 +183 
Food __975 100.0 + 31 +108 
Industrials BECAN 058 z 2A t295 
Yen index _ 
All items 83.8 
Food. 80.8 8G + 17 -139 
nask 88.0 es 3S Oe 
Gold 
$ per oz 280.75 
Crude oil North Sea Brent 
$ per barrel 25.63 23.83 7245 +585 





* Provisional. | Nonfood agricultural. 











| i ECONOMIC FORECASTS Every month 
The Economist surveys a group of econ- 


% change 








of forecasters, April averages (previous month's, if changed) 












Onsunier prices 





| omic forecasters and calculates the average 
of their predictions for economic growth, 
inflation and current-account balances for 
15 countries. The table also shows the high- 
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est and lowest forecasts for growth. The pre- BD ekg 232.4) 24 20D) 221 a 
vious month’s forecasts, where different, 42 B® 3.0 G4) 23 24) 23 OBE LA l 
are shown in brackets. The most eye-catch- ; 3 es 1s = T m z | 
ing change this month is that the panel has ae ey is E ‘re Ga) z | 
raised its prediction of America’s GDP 27 6 eo 1k : 
| growth rate this year by half a percentage ta a) 21) Od = 
| pointto 4.7%. Canadian growth is now fore- 38 B.6). 33 2.4 2.2) | 
cast to be 4.2%, up by 0.4 points. Growth 40 36 26 (2.5) J 
forecasts for six other countries, including ; 39 5 z E 1 ; ` n = 
France and Japan, and for the euro area, oe T : Tear wee oe Sea ~ | 
have also been increased, Inflation fore- | giroa4 “3360 3) Wo aa ee 
| casts for this year have been raised a little ior | 


Souices, ABN Arre Deutsche Bank, SU, Goldman Sachs, HSBC Securities; KAC Bank; Meteil (ynch. LP: Marg 
Decision Bionamics, Royal Bank of Canada, Salomon Sith Bamey, Warburg Dian Read, Scotiabank. y 





gan Stanley Daan Water, Nordbartken, Primark 
ieia Se | 





| for seven countries, and cut for four. 
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MONEY AND INTEREST RATES American bond m 
t a safe haven from stockmarket turmoil. The yie 
Australia raised its key interest rate by aquarter-point to 5.75%. 








Money supply* 


interest rates % p.a. (Apr 5th 2000) 


arkets had a good week as investors 
Id on ten-year Treasuries fell to 5.88%. 








% rise on year ago over- 


3-mth money market hanks 


2-year 


10-year gov't corporate 
ge 
latest? year ago bonds 
































narrow broad night latest yearago prime gov't bonds 
“Australia: +83 +88 Feb 5.80 6.03 4.77 8.75 620 6.27 5.30 
Britain $85 +27 Feb 5.50 6.16 5.19 700. 631 514 4.49 
‘Canada 413.7 +65 feo 5.18 5.27 4,58 7.00 578 585 500 
Denmark na +2.0 feb 3.55 4.06 3.33 6,75 4.92 5.44 4.22 
Japan i23 +21 feb 001 008 005 138 061 1781.64 
Sweden +91 +391 feo 375 3.99 288 496 4.96 523 _ 42 
Switzerland +27 -12 fe 249 282 121 4803.32 na 2.38 
(United States +10 +75 Feo 6.00 6.22 4.82 900 631 588 5.35 
“Buro-11= +104 +62 feb 356 4.00 2.90 3.90 4.36 5.05 3.84 





Trance 5i 7, Germany 5.05, Italy 5.42. Benchmarks: Japan No.219 1.78, US 30-year 5.81. +Germany for prime and bonds. §New series 





“Narrow: Mi except Britain MO, broad: M2 or 


construed as banks’ offers. 


i M3 except Britain M4 Sources: Commerzbank, Den Danske, J.P, Morgan, Royal Bank of Canada, Svenska 
Handelsbankeni, Warburg Dillon Read, WEFA Group, Westpac, Primark Datastream Rates carmot be 





LRN ERRNO TES 


STOCKMARKETS Wall Street swung wildly on April 4th 
dict. The Nasdaq index fell by nearly 14% in the morning, 
afternoon. A sell-off of technology shares helped to knock 6.8% 


in the aftermath of the Microsoft ver- 
but recovered most of its losses in the 
off Frankfurt and 7.8% off Paris. 














B EXCHANGE RATES A country’s trade- | 
weighted exchange rate is an average ofits | 
bilateral exchange rates with its trading | 
partners, weighted according to how much _ 
it trades with each of them. The measure 
captures the effect of currency changes on 
the competitiveness of a country’s exports: 
the higher the rate, the less competitive they | 
are, The yen’s trade-weighted value has 
shot up since the depths of the world finan 
cial crisis in 1998. Its trade-weighted valu 
has risen by 43.6% from its low at the starto 
August 1998. This makes Japanese exports 
relatively more expensive, which may help 
to explain Japan’s stuttering economic 
growth. But taken since the end of 1995, the 
yenis up by a more modest 10.4%. Over that 
period, the. dollar has risen by 14.9%. The 
strongest currency has been sterling. It has 
risen by 32.7% since the start of 1995. The 




























































































Market indices % change on _ | much-maligned euro has been the weakest | 
Aprsth kiah low Week year record Dec aise as | currency. Its notional trade-weighted value 
oer currency is down by 22.2%; the Swiss franc has fallen 
Australia (All Ordinaries) 31378 3,274.1 3,030.1 28 4 36 - 42 - 05 by 108%. 
Austria (ATX) 71067 1,236.1 1,029.4 06 - 80 -363  - 76 
Belgium (Bel 20) 2,885.8 3,340.4 2,532.2 24 ~ 13.4 ~21.6 ~ 13.6 ae eee i OPIRE 
Britain (FTSE 100) 6.3793 6,930.2 6,005.2 33 - 15-79 7 | Trade-weighted exchange rates 
Canada (Toronto Composite) 9,226.5 10,052.7 8,114.2 a5. 4359 - 82 + 97 _ | 
Denmark (Copenhagen SE) _ a506 6966 755.1 ao +384 - 51 + 98 ; a 140 
France (SBF 250) 38188 42179 35128 - 78 +405 = 95 + 02 Sterling | 
Germany (Xetra DAX) 73308 8,0650 6,4749 zs 4458 - 91 + 54 “130 
italy (BCI) 19018 2,182.3 1,6664 72 4195 2129 +47 | 
Japan (Nikkei 225) 20,4628 20,7270 18,1683 72 9236 -474 + 81 ena ye 
(Topix) SST 17548 1,558.2 22 4280 -42  - 16 „Dollar 
Netherlands (EOE) aoe 6879 6124 62 +18) - 69 ~ 46 Yen 149 
Spain (Madrid SE) 70380 11462 952.8 se 4167 94+ 29 no 
Sweden (Affarsvariden Gen) 5,949.6 69606 5,176.3 7A +645 -145 + 82 | 
Switzerland (Swiss Market) 74904 7,606.4 6,781.4 72 + 38-110 - 14 z ein ee 
United States (DJIA) 71,033.9 11,7230 9,796.0 or +94 - 59  - 40 ; ; ; 
(S&P 500) 1487.4 1,527.5 1,333.4 14. +121 - 26 + 12 SA ME 90 
(Nasdaq comp} 41595 5.0489 3,7271 - 102 +639 - 17.4 PEE He AMES oe | 
Europe (FTSE Eurotop 300)" 1.5798 16565 14725 - 46 {3230 = 46 = 02 a See | 
Euro-11 (FTSE Ebloc 100)* yazo 15053 12777. - 59 +343 - 62 +20 
World (MSCI)? 741036 14488 13235 - 23 +156 = 27 ete E a 
World bond market (Salomon)? 437.9 440.0 “aay 4 i5 -03 48 soda fisdeeeii iaetb janiaigrii jaiai A 





*in euro terms, "Morgan Stanley Capital international index includes individual markets isted above pi 
#sgiomon Smith Barney World Government Bond index, total return, in dollar terms, Provisional 
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TRADE, EXCHANGE RATES AND BUDGETS The euro area reco 
surplus down to $55.2 billion. Australia’s visible-trade deficit widened to $9.7 billion in the 12 m 
value fell by 0.7% over the week; the dollar's fell by 1.1%. 


lus eight others, in dollar terms 
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Trade balance*, $bn __Surrent account Exchange rate Currency units g D Budget 
latest latest 12 $bn The Economist poll trade-weighted? per per : per per balance 
month months latest 12 mths % of GOP, forecast AprSth  yearago $ £ DM euro % of Gpe 

n . z 2000 „2001 Apr5th  yearago | . i 19997 
Australia ~ 0.57 fee ~ 93 = 22.3 Od “47 “4.4 771 165 1.59 263 082 158 07 
Austria = 0.31 Dec? 53 = 4.4 jan 24 24 100.2 102.5 43 28 FARE 
Belgium + 059 Des + 154 + 119 Dec ai 42 98.9 102.1 gig 374 6652S 399 «HG 
Britain ~ 443 fan > 43.1 = 20.7 Q4 2.0 2.2 108.9 1019 063. 063-031 0.60 o7 
Canada + 313 an + 243 =" 29 6 o6 04 “BIO 1461.50 2324 O72 139 T6 
Denmark + 0.44 oe + 49 + 21 ders 06 07 7008 1054 771 6.88 123 38) 757 29 
France + 0.96 Jan +192 + 367 Dee O 25 24 101.7 105.4 67s 608 108 335 649-22 
Germany + 4.66 Jan + 66.6 MERETI DA -01 385 103.1 2.03 LBI 3.22 - 194-16 
Waly = 114 aS + 12.4 + 12.5 Jan 12 13 72.6 Zoos 1794 3191 98081628 
Japan + 12.39 Jan +1219 + 106.0 Jan 2.5 23 154.2 128.9 105 321 i67 519 100 76 
Netherlands + 084 8 + 122 + 227 a 43 a4 “97.7 1015 z328 264 363 113 218 06 
Spain SEEE “22 pe SS “Jat 76 C7 earl? 24 851 165 4 
Sweden + 120 feo + 158 + 62 an 23 22 84.4 86) 828 

Switzerland + 0.10 Feos + 07 + 316 36 9.3 “04.4 107.2 t63 1.48 

United States 34.74 an ~ 358.5 T3384 0 4a “41 1075 108.9 - - 

Euro-11 7385 as + 852+ 216 ant 08 09 796 105 0.93 








Not seasonally adjusted. * "New series. 
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| GLOBALISATION Singapore has the | ECONOMY Hungaryis booming: its Gor growth was 5.9% in the year to the fourth quarter. But 
| world’s most global economy, according to Turkey is in recession: its Gop shrank by 3.4% over the same period. Indonesian consumer 
| anew index by A.T. Kearney, a consulting | prices fell by 11% in the 12 months to March, as did Argentina’s. Indian inflation rose to 3.6% in 
| firm. It ranks countries by variables such as | the1z months to February. South Korea’s 12-month trade surplus fell to $20. billion in March. 
| Openness to trade and investment, credit- % change on year earlier Latest 12 months, $bn Foreign reserves*, $bn 
| worthiness and the importance of tourism GDP industrial — Consumer Trade Current Latest Year ago 
| and transfers from foreign workers. production prices balance account 
| r peene China vant 68 04 +120 Feb + 0.7 feb +28.2 Feb EE EA ial Se hi ie 
| | Most global economies. > Hong Kong _ 487a - 27 Qa ~ 5.3 Jan ~ 6.7 Feb + 0.6 1998 93.1 Feb 89.8 
| 11997, index. 000° ae ; | | india +t 55o + 84 è + 36rb ~ 8.3 feb ~ 3.8 g 327 pe 26.8 
; E Indonesia + 58 GAI +34.8 93 ~ 1.1 Mar +26.5 Feb + 47 Q3 26.5 vec 227 
Malaysia +10.6 Qa 26.0 Jan + 15 Feb +19.0 teb + 9.4 1999 32,2 Jan 27.2 
Philippines + 46 9% +11.6 Jan + 3.3 Mar + 4.2 aa + 7.2 dec 12.9 tew 8.9 
Singapore + 7.1 oa + 9.4 Feb + 4.3 Feb + 3.4 teb +21.5 04 76.8 pec 74.9 
South Korea +13.0 9a +25.4 re + L6 Ma +20.1} ma +222 Fa 76.7 an 535 
Taiwan „4 68 o +18.0 Feb + 0.9 feb +10.3 tet + 5.4 a4 103.5 Nov 88.1 
; Thailand + 6.5 04 + 9.1 Feb + 4.1 Mar + 9.0 feb +11.6 feb 31.9 han 28.3 
New Zealarid | Argentina + 01 oa + 36 ek = LI Ma =- 19 im -122 06 26.3 Der 24.8 
; Brazil + 3.4 04 +13.6 Feb + 7,4 Feb ~ 0.6 feb -23.3 feb 34.8 dec 42.6 
italy | Chile + 39+ G6 re 4 33re 4 20rb OO oe 14.4 bec 16.0 
Portugal Se “11.2 lan + 97 Mot LB en 59 1908 7.6 Oe 83 
Mexico + 52% + 81an + 105 Feb BA fe -J40 a 33.6 jan 317 
Venezuela ~ 45 04 na + 17.9 Feb + 5.6 oct + 5.5 94 12.2 Dec 11.9 
Egypt + 6.0 19998 + 973999 + 2.9 im 12.1 Qa ~ 1.5 Q4 15.0 he 182 
Greece t 3.5 1998 + 45 de + 2.9 Feb 217.3 Sep ~ 3.5 sep 16.6 jan 20.7 
| isra +t 30Q G Alam 3 6r de 2600 220 be 227 
AT Keamey : | South Africa + 21o Azun + 24r 2B OS Cm 4d 
ona Ps ; | Turke ~ 3.4 on +42 in + 679 ma -146 bn — 16 du 22.9 tn 20.3 
| TheP hilippines had the most rapidly globa- | on RoN + 1.0 08 + 39m + 37rb ~- 2.2 fe + 12o 12.7 Nov 12.4 
lising economy in 1993-97. But Malaysia, | ij "#249 tee + 98 ro 22m 19 in 116 94 
Mexico, Indonesia, Turkey and Egyptall be- +163 feb + 104 teh -15.1 eb -125 feb 245 pw 26.4 
| came less globalised. +13.7 reb + 25.1 feb +35.9 fan +21.1 03 E5 pe 78 
“Excluding gold, except Singapore; IMF definition. Visible and invisible wade balance Syear ending June. 
1 
i 
RNa RARE a 
T | FINANCIAL MARKETS The Microsoft ruling jangled nerves of technology-mad investors 
“Philippines: -| | around the world. In Asia, Seoul was down by 8.6% and Hong Kong by 9.8%. In Latin America, 
Argentina °°) Pose | Sao Paulo fell by 7.2% and Mexico city by 7.7%. Tel Aviv plunged by 10.3%. Warsaw fell by 7.6%; 
iingay Ba | | | Moscow by 7.7%. Bucking the trend were Athens, up by 1.2%, and Taipei, up by 3.9%. 
| China : Currency units _ interestrates Stockmarkets % change on 
4 | pers . perf short-term Apr Sth Dec 31st 1999 = 
i Apr Sth year ago Apr 5th % p.a. one in focal ins 
| week currency terms 
| China 8.28 B28 132 198 1,884.6 ~10 + 298 + 298 
| Hong Kong 779 775 124 629 16,218.4 -98  - 38 ~ 40 
india 436 427 69.4 9.17 4,7571 -68 - 50 ~ 52 
nen indonesia 7.815 8700 12438 1198 564.2 -46  ~ 16) - 248 
New zeala oe | | Malaysia 380 380 605 3.20 B51 - 3) + 176 + 176 
United States op pend Philippines a2 38.5 655 903 1,691.1 -00 - 4 +~ 227 
i a ; | | Singapore 172 173 273 2.25 2,055.3 ~58 -= ti - 196 
South Korea 1,115 1,223 4,775 7.00 g302** -86 - 193  ~ 180 
Taiwan 304 332 48.4 473 10,186.2 +39 + 206 + 242 
Thailand 381 377 606 400 395.3 -37 ~ 180 - 19.0 
Argentina 1.00 1,00 1.59 6.73 548,3 -61 -o -v 
Brazil 175 OTR 2.79 18.53 16,7144 = 72 - 22 - 00 
Chile 505 a84 804 5.257 5,102.2 ~ 07 = 13 + 36 
Colombia 1,969 1,546 3134 1038 9686 + 09 “29-76 
Mexico «9.37 950 149 1292 72728 -I7 + 20 + 32 
Venezuela 671 584 1,067 12.25 5,342.4 -45 - is - 46 
Egypt 3.43 341 5.46 9.08 12,393.1 -i6 -= 84 - 86 
Greece C37 n 5a 8.86 4830 +02 - o -iya 
israel “4.04 4.03 6.43 740 477.7 103 = 20 + 09 
South Africa 6.59 618 105 1010 77392 SAI = 9A 153 
Turkey "588,100 375.850 935.961 34.008 15,863.4 ~64 + 43 - 38 
Czech Republic 37.6 35.4 598 5.33 614.0 ~68 + 24 +197 
| | Hungary 268 as OE 1031 9,573.8 -49 + 86 3 27 
l | Poland 42 3% 6.71 18.39 20,864.3 -76 + 54 + 133 
| | Russia 287 257 45.7 33.00 214.65 -77 + 238 + 208 
| “Proxy, because of lack of interbank market. etiation-adjustes, New series, §in dollar terms. ** Apy 4th 
qT 








Soutce: AT Kearney 


i. 











| | | Sources: National statistics offices, 
he $ Monetary Authority, Centre for Mar 
H ji : Russiari Economie Trends, 





, central banks and stock exchanges; Primark Datastream ERY; Reuters, 
nitoring indian Economy, FEL; £FG-Hermes, Bank Leumi Le-israet: 


; Warburg Dillon Read, J.P Morgan; Hong Kong 
Standard Bank Group; Garanti Bank: Deutsche Sank: 





THE ECONOMIST APRIL 8TH 2000 


WHETHER YOU'RE BULLISH OR BEARISH 
YOU'LL LIKE OUR OFFERS. 


For details of special rates for the executive traveller - click here 


atrium @ amari.com 


575 guest rooms with superb facilities, perfectly located close to the commercial district of Sukhumvit 
makes us the executive traveller's choice. 


1880 New Petchburi Road, Bangkok 10320 Tel: (02) 718-2 000 -1 Fax: (02) 71€-200 our Web site: http://www.amari.com 









To stay ahead today, you need to be instantly 
aware of changes in the marketplace, and be 
firmly in the front of the pack. Wouldn't it 
be great if you had access, right on your 
desktop, to current trade activity throughout 
your industry, across the globe? What if you 
could search a database to analyze who might 
be importing and exporting similar products 


to your customers and prospects? 


Welcome to the information age. 
With PIERS, you can. 

PIERS — Your Global Market Trade Solution. 
Be sure to visit our web site at www.piers.com 


25th Floor Dah Sing Financial Centre + 108 Gloucester Road + Hong Kong + (852) 2585 3888 + FAX (852) 2802 7638 gry sonbalereyrnababaronany 


SPREAD YOUR WINGS 
WITH THE WORLD'S © 
BEST ELITE PROGRAMME, 
BEST REWARD REDEMPTIO 
BEST CUSTOMER SERVICE 


This year, Royal Orchid Plus was awa 
three prestigious Freddie Awards by 
InsideFlyer magazine and voted one of 
the best frequent flyer programmes in 
world. With global priority service, 
recognition and lounge access, you'll f 
higher than ever with Royal Orchid PI 


Visit www. thaiairways.com 





TWO KOREAS, 
The [NOT F ONE HEADACHE 
Economist ~ SQUABBLING 
Gore 4c a OVER ELEPHANTS 


Rosy prospects, 


forgotten dangers 


A testing time for the 
world economy 


[Subscriber Copy 











4 X 


Right Wrong 











|| 
Question Answer 


HSBC. It’s a sure sign that you're dealing with a world-class Those are the numbers. But it’s our integrity and comme 


financial services organisation. sense solutions that you can truly count on. 


We've been around for more than 130 years. Now we're Wherever you are in the world, wherever you are in yor 


in 82 countries and territories, serving over 20 million customers. life, HSBC will be there for you. 


HSBC €X> 


YOUR WORLD OF FINANCIAL SERVICES 


Issued by HSBC Holdings ple 









h 













BUSINESS 
63 Deutsche Telekom takes flight 
64 Danisco, Danish cluster-buster 
67 Be Amoco under attack 
67 Fatand thin at Unilever 
68 South Africa’s rr boom 
73 Matsushita goes online 


LETTERS Economist 

of On Britain, America’scourts,diaries, || = en 
Finland, America’s census, text 

messages, NASA, Egypt, British econo- 


mists, patenting genes, Colombia, 
anada, margin trading, fish 









rospects, forgotten dangers 





Eazel opens up Linux 
Koreas, one headache 
tuabbling over elephants auctioneer 
5 Fannie, Freddie and Uncle Sam 
«16. The fuss over sterling SPECIAL 


“17. Peru’s fight for democracy 78 Emerging economies 





| | 
SPECIAL | 


“49 The two Koreas 


FINANCE AND ECONOMICS 
83 America’s home-loan worry 
84 The ruand German state banks 
85 Our quarterly portfolio poll 
85 Europe’s productivity problem 
86 BCCI nine yearson 
87 Bank secrecy under attack 
87 Banking’s regulatory tangle 
88 Chase buys Robert Fleming 





ON THE COVER 

NEWS SUMMARIES America is booming, Europe is growing and 
the emerging markets areon track again:it 

: i; could be an excellent year. But there are 

24 Business this week mounting risks to this happy prospect, and 
complacency is increasing them: leader, 
page13;emerging markets bounce back, 
pages 78-80; Seattle comes to Washington, 
page 29; acentury of progress, page 90 





23 Politics this week 


JASIA 
25 China roars again at Taiwan 


| 
| 
i 
| 
| 
| 
| 
| 
| 74 
76 Face value: Ross Dove, new old 
| 
| 
| 
| 
È 
l 
| 
26 The Philippines’ worried president... | 





26 ...and his enigmatic deputy ~ 88 Japan’s interest rates to rise? 
27 Kazakhstan's Germans g0 Economics focus: A century of 
28` Searching for peace in Aceh EUROPE progress 
giorp 45 Germany’s opposition hails a leader... E 

UNITED STATES 46 -as the ex-communists lose one SCIENCE AND TECHNOLOGY 
29 Washington waits for trouble 46 A fighton the right for Paris a1 Trading in endangered species 
30 Primary colour 47 Russia’ S sange optimism 92 Tree-hugging in Africa 
31 A popular strike in Los Angeles 48 Georgia's president re-elected 93 Anvaluniinium car 





31 West Texas, stuck on oil 48 The latest opposition in Serbia 
.32. The fire ants march on 53 Turkey’s controversial new dervishes 
33. Fingerprinting teachers in Maine 56 Charlemagne: Costas Simitis, Greece’s 
33 The fugitive, retried cautious reformer 





93 Useless badger helpers 
94 Codes and popular culture 


i , F MOREOVER | 

34. Lexington: Americans and taxes 95 The geography of cool:a three-page | 
BRITAIN report on where is hot in London, New. | 
THEAMERICAS — 57 David Irving and Holocaust denial York, Berlin, Paris and Tokyo “A 
35 A dubious election in Peru 58 Could Britain join NAFTA? a | 

x 36 Bolivia's wave of protest | 59 Farewell to Glasgow socialism OBITUARY | 
: 36 Achallenger toChavezin Venezuela | 6o Bagehot: Asylum and the race card 98 Habib Bourguiba, successor to | 







38 Tackling Mexico's telecoms monopoly ~ Hannibal 










ERNATIONAL 
n South Africa rein in Zimbabwe? 
mbabwe’s land and landless 


INDICATORS 

16 Economic and financial statistics on15 
developed countries, plus closer looks ` 
at oil, Gor per person, and exports 


u8 Economic and financial statistics on 25 
emerging economies, plus a closer look 
at economic forecasts 


satire; new lode ition fom Ger 
and much,much more, after page60 








. n Iranian Jewson trial 
“44: Cricket’s shame 














INTERNET BY IDEM LONDON TIME GN THIGR STAY 
EDITORIAL OFFICES IN LONDON, AND ALSO: 5 
RONG JOUANNESBURG LOSANGELES MEXICOCITY MOSCOW NEW YORK PARIS SAN FRANCISCO SAQPALILO TORYO WASHINGTON 





THE ECONOMIST 
BANGKOK BENING BEIRUT BERLIN an 


2149 
EN e CAMHS g at 
% F. PRINCIPAL COMMERCIAL OFFICES 
29ST JAMES'S STREET @ Lol NSWIA THE TEL? ggft7830 7gbp * FAN: 44207839 2968/9 VL WEST STTH STREET © NEW YORK, NY LO019® THLD1212 541 OS00 © PANI 1 212 5419578 
% SIF DAH et a RE ® LOR GLOUCESTER ROAD * HONG KONG * TELI 8S2 2585 388R © FAX: 852 2802 7638 
©2000 THE ECONOMIST My PER LIME REPRODUCTION 18 PERMITTED IN WHOLE OK PART WITHOUT THE EXPRESS CONSENT OF THE ECONOMIST NEWSPAPER LIMITED 


eres 





wd 
gh OT VOLUME 355 NUMBER 8166 


MALTA. {P} No. 026/09/99 Pes 6777/00 














Britishness 


Sir—I think Bagehot (April ist) 
misses the point when he says: “Is 
the overwhelming English major- 
ity really so afraid of the Celtic 
fringe that it cannot abide the 
small anomaly that devolution 
has created? Is Britishness really 
in peril unless the Scots are pre- 
vented from voting in Westmin- 
ster?” The Labour Party has a 
huge lead over the Conservatives 
in both Scotland and Wales, but 
less so in England. The new ar- 
rangement gives Labour the best 
of both worlds, consolidating its 
power in Scotland and Wales 
while ensuring that its Scottish 
mps retain their influence. 

In Northern Ireland there is no 
way around the fact that Union- 
ists enjoy a clear majority of sup- 
port. All that can be done there is 
to carry out nationalist policies 
under the flag of the “Belfast 
Agreement”, which it is claimed 
that most people voted for—even 
though this vote was obtained on 
the basis of promises that have 
not been kept—and to attack any- 
one who dislikes this as “against 
the peace process”. And of course, 
to insist that the devolved gov- 
ernment includes as many na- 
tionalists as possible. 

One does not have to be in the 
least nationalistic to object to this 
blatant gerrymandering. 

Milton Keynes, 
Buckinghamshire ALex SWANSON 


Sir—I am sorry to see Bagehot 
drinking at a pool of shared jour- 
nalistic fallacy: “John Major 
thought the essence of Britishness 


was ‘long shadows on county 
cricket grounds.” The words— 
nearly right—were: “the shadows 
will still lengthen on the county 
grounds”, but the remark was 
made in the context of the over- 
wrought anti-Europeanism of Bill 
Cash and his orchestra suggesting: 
that all we hold dear, the very fi- 
bre of the nation tra-la, was under 
threat from Brussels. Mr Major 
was simply saying that the ordin- 
ary and intrinsic pleasantness of 
English life was safe from these 
fiends, cricket and warm beer not 
being amendable to a 20-metre 
wicket and compulsory lager. 
Half a generation of tired jour- 
nalists has got that speech wrong. 
The Economist of all people 
should recognise a rational de- 
fence of Europe when it sees one. 


Aston Clinton, EDWARD 
Buckinghamshire PEARCE 
ritear henri W 


Judging America 


Sır—ln your criticism of judicial 
activism in America (“The judges 
who rule Congress”, April ist) you 
conflate the Supreme Court's ac- 
tivist constitutional rulings, such 
as Roe v Wade, with the willing- 
ness of courts generally to permit 
lawsuits in tort cases, such as 
those against cigarette and gun 
makers. There is a big difference 
between the two. 

In the former, the Supreme 
Court has actually invalidated a 
law approved by the people's 
democratically elected represen- 
tatives. What is more, such deci- 
sions are immune to challenge in 
the normal legislative process. In 
the latter, on the other hand, the 
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court does not, as you indicate, 
“actually contradict Congress.” 
Congress remains able to pass leg- 
islation restricting class-action 
suits and punitive damages. In 
fact, both proposals were found 
in the “Contract with America”. 
The fact that a democratically 
elected Congress failed to enact 
such measures can be viewed as a 
democratic and legislative en- 
dorsement of one role which 
courts play in shaping American 
public policy. 


Tokyo LAWTON HAWKINS 


Diary entry 


Sir~Like so many California- 
based technophiles, Ivan Momt- 
chiloff (Letters, April ist) is ab- 
surdly off the mark in extolling 
anything done on a computer 
over the old technology it sup- 
posedly replaces. Tony Blair's of- 
fice will be wise to stick to the 
desk diary with its obvious ad- 
vantages. It can be moved about 
and travel with Mr Blair as neces- 
sary; a networked computer can- 
not. Notes can be written in the 
margins; changed appointments 
leave their history behind them 
on the page, rather than disap- 
pearing for good; and others 
wanting to access it have the ob- 
viously laborious task of opening 
a book rather than trying to grope 
their way through software. 

Best of all, the prime minister 
runs no risk of having his entire 
diary accidentally and irrevoca- 
bly removed from the network by 
his network’s “Help Desk”, as 
happened to me the day the letter 


was published. 

St Albans, 

Hertfordshire Davip Frost 
‘hs iene tia EIIE ana a EA PEOR „m 
Finland.com 


Sır—With one sentence, “Europe 
will build its new economy... 
slowly and late” (“Europe in cy- 
berspace", April 1st) you place 
Finland and the other Nordic 
countries outside Europe, and 
grant America undue credit. Fin- 
land has more Internet users and 
mobile phones per head than 
America. Most Finns have settled 
their bills via Internet banking for 
years, while Americans stick to 
hand-written cheques. Numerous 
firms in the Nordic countries offer 
wap Internet services compared 

















with none in America. For the in- 
formation of the eu’s leaders and 
The Economist: there is a cyber- 
space in the north. 


Helsinki Tapio PENTO 


Census and sensibility 


Sır—Your article on America’s de- 
cennial census (“Damned lies”, 
April ist) is flawed. The headline 
associates you with the un- 
schooled notion that statistics 
lacks scientific basis and method. 
You accept uneritically the view 
of one professor who has dis- 
missed the 1990 census under- 
count as inconsequential. 

The National Academy of Sci- 
ences and the Census Bureau do 
not agree with this view. The 1.6% 
undercount of the population in 
the 1990 census, which you and 
he cite, is a net figure which in- 
cludes an actual undercount of 
3.4% and a double count or other- 
wise incorrect count of another 
1.8%. Moreover, the 3.4% missed 
by the census in 1990 was not ran- 
domly distributed: for example, 
blacks and Hispanics were six-to- 
seven times more likely to be 
missed than whites, and children 
were twice as likely to be missed 
as adults. These inaccuracies af- 
fected our ability to provide full 
and equal representation to all 
people, fairly distribute more 
than $1 trillion in federal funds 
over the 1990s, and carry out well- 
informed state and local planning 
in myriad areas. 

Census 2000 will not make the 
same mistake. It will be much 
more accurate because it includes 
the use of statistical science to cor- 
rect precisely for undercounts 
and double counting. 

ROBERT SHAPIRO 

Under-secretary of 

commerce for 

Washington, pc economic affairs 





Getting the msg 


Sin—There is at least one interme- 
diate step in the technology- 
driven language-squashing be- 
tween the rise of telegramese a 
century or so. ago and the emer- 
gence of latter-day text messaging 
on mobile phones (“2zmoro & 
2moro & 2moro”, March 25th). In 
France in the mid-1980s, the on- 
line:-Minitel Rose services gave the 
French a new opportunity to talk 
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We are inventing the future through cutting-edge research and real-world experiments 


We are looking for special people. You will have good communication skills and be keen on collaborative working. You must 
have a good first degree; a higher degree is an advantage. You will have a strong background in computing. We want to find 
people who will complement our existing staff with different experience, especially in new ways of business thinking. 
Why stop inventing things just because you grew up? 

To apply, please e-mail hp@tmpw.co.uk with your CV and a letter outlining the contribution you can make to Hewlett-Packard. 
Please quote reference: 22248/EC in all correspondence. For more information see our web site at http:// www.hpl. hp.com 
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Excellent package 


and benefits 


Head of Investor Relations 


Global Multinational 


Switzerland 





This major international Group has exciting plans to undertake a significant and complex restractiring with far-reaching 


beneficial implications and improved value for its shareholder base. This crucial new role is a unique opportunity to 


THE ROLE 


Reporting to the Chief Financial Officer as a key member 
of the corporate team responsible for developing the 
strategic positioning with investors in Switzerland, UK 
and USA. 


Building an effective communications programme with 
investors, analysts and. financial media in the major 
investment locations, supporting the Chairman, Chief 
Executive and Finance Director, and creating positive 
investor support. 


Working with the business worldwide to identify the 
strategies and plans which are of direct relevance to 


contribute to the strategic development and positioning of the Company, ensuring that shareholder value is optimised. 


THE QUALIFICATIONS 
a 


Experienced Investor Relations professional of 10 years 
plus with European-based multinational company 
experience, ideally in an industry sector where 
regulation has been a strategic factor, or with a Bank 
or Financial Advisor. 


First hand experience of working on transactions. with 
investors, analysts and financial media at the most 
senior levels, and a current, wide network of contacts. 
Experience in the UK and US equity markets. 


First-class intellectua: ability, and strategic judgement 
combined with excellent communication skills. Prepared 


the development of the company with its investment 
community. 


to travel widely. 


A aia RIE ETRE 


Tel: 020 7298 3333 
Fax: 020 7298 3388 
smurdoch@spencerstuart.com 





. EEATT 
Please reply with full details to: 

Selector Europe, Ref. AVF/26432-3/40, 

16 Connaught Place, 

London W2 280 


Selector Europe 


Email: Spencer Stuart 


human 

dynamics 

human dynamics is a leading provider of premium consulting services to its clients in both public and 
private sectors throughout the EU, Central & Eastern Europe. the CIS, the Middle East and the 

i "Wien Fanka ga Buat 2] Mediterranean Countries. 


consulting & research 





A Challenges: Opportunities now exist for consultants with in-depth knowledge and experience in the areas listed below for long term, short term and retained 
consultancy assignments, 


/ s EU integration & approximation (El) 


~> energy sector 

~>- mining/steel industry: social & empl. measures (SE) 
«> defence industry restructuring 

~>- foreign investment promotion 

~>- SME promotion & credit schemes 

> economic forecasting: development & implem. (ECO) 


~> EU TA programme monitoring & evaluation (M&E) 
~» EU aid co-ordination management (ACM) 
~~ macro-political analysis (MPA) 
~»- 150 9000, HACCP, TQM (QM) 
~>- financial sector training {FHR} 
~>- proposal writing (PW) 


> public administration training (PAd) 
“> regional government reform (LG) 
s> public finance (PF) 
tax administration & tax HRD = (TAd) 
se EU Funds/ ISPA & SAPARD (SF) 


A Requirements include: Qualifications related to the above; 5-8 years work experience which may include civil service, private sector, lobbying or journalism; 
excellent English verbal & written communication skills; other languages highly desirable; resourcefulness, client orientation, strong conceptual, analytical & reporting 
skills; outstanding track record of successfully completed assignments. 


A Benefits: human dynamics offers competitive remuneration packages according to qualifications and experience plus premiums for outstanding performance. 


A Contact: if you are interested in contributing to the success of our challenging assignments you are invited to send your CV in electronic form, indicating and aneng 
» Specific area(s) of documented expertise, your preferences for long-term or short-term assignments and remuneration history to: 


-human dynamics int'l Recruitment Rathausstrasse 5 A-1010 Vienna Austria e-mail: recruitment@humandynamics.org website: hunandynamics on. 
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Established in 1966 and headquartered in Manila, Philippines, the overarching goal of ADB is to reduce poverty and improve the quality of 
life of all people in the Asian and Pacific region. Our staff come from over 40-snember countries of ADB. 


CHIEF ECONOMIST 
ECONOMICS AND DEVELOPMENT RESOURCE CENTER (EDRC) 


The Person 

ADB is looking for an internationally eminent economist who has management experience to lead and rnanage a large number of teams. 
The person should have a Ph.D. in economics with excellent track record of economic research and publications in internationally referred 
journals. The person should have established reputation in international academic circles and be able to project the role of ADB as a 
regional leader in development. The person should be able to demonstrate internationally acknowledged expertise in areas that support 
elements of ADB's concern on: (i) improving the quality of life of all people - poverty alleviation, natural resources and environment 
management, improvement in the status of women, progress in population planning and technological management; (ii) promoting 
economic growth and recognizing global economic interdependence; and (ili) modernizing governments and the changing role of states. 
Preference will be given to candidates having experience working in the region. 


The Office 

EORC undertakes research on economic development issues relevant to the region including areas of strategic concem to ADB: develops 
appropriate methodologies for the economic analysis of projects; participates in reviewing and commenting on the econamic evaluation of 
projects and other economic work being carried out in ADB; and collects statistical data to maintain a database and provide related support 
services, EDRC research efforts are closely coordinated with ADB's operational departments and provides analytical support and a 
macroeconomic basis for these operations. EDRC also plans, coordinates and executes the development resource center activities of 
ADB, including collaborative research with other institutions, conferences and seminars. 


D 
foes 
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ADB offers an internationally competitive salary paid in US dollars. Salaries and benefits are generally free of tax except for citizens of 
some countries, primarily the USA and the Philippines, whose incomes are taxed by their respective governments. Applicants should be 
nationals of one of ADB's member countries. For further information about ADB, please visit yaww.adb.org and icok for Employment 
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Opportunities under Business Center. Women are actively encouraged to apply. 


Send CV and cover letter by fax or mail quoting Ref. No. 00-19 by 29 Aprif 2000 to: 


HUMAN RESOURCES DIVISION 
ASIAN DEVELOPMENT BANK 


P.O, BOX 789, 0980 MANILA, PHILIPPINES 
Fax: (83-2) 636-2550, E-mail: jobs@adb.org 


Only shortlisted candidates will be notified. 





or, 


HEU 











United Nations Educational, Scientific and Cultural Organization 


The newly-elected Director-General has launched a process of change 
within the Organization so that it may more effectively respond to the 
challenges of the twenty-first century, To this end, he is building his 


Gecision-making team and wishes to recruit a suitably qualified person to 
a key position at UNESCO Headquarters in Paris, France. Applications 
are therefore invited for the post of 





Main responsibilities 
Under the authority of the Director-General, the incumbent will provide 
leadership in the overall management of the Communication, information and 
Informatics Sector. He or she will be responsible for the overall formulation, 
planning and coordination of UNESCO's strategy, programmes and plans of 
action in these fields. This will include: promoting freedom of the press, media 
independence and pluralism; fostering the use of communication and 
information for governance and development, with emphasis on the priority 
needs of the most disadvantaged, equal access to knowledge and information 
and the promotion of cultural diversity; stimulating global reflection on the 
challenges of the information society, strengthening capacities in Member 
States, particularly the developing countries, in the fields of communication, 
information and informatics, and reinforcing the role of libraries, archives and 
information services. The incumbent will cooperate closely and at the highest 
level with Ministries, Permanent Delegations to and National Commissions for 
UNESCO, NGOs, media and information industries, ete., with a view to 
furthering the purposes of UNESCO in these areas and building appropriate 
partnerships. He or she will also represent the Director-General in specialized 
commissions of the governing bodies of UNESCO as well as 
intergovernmental and. ministerial conferences. 


| 
| 
| 
| 
| 
| 
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| 
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Qualifications and Experience 

- University degree in fields related to communication, information and 
informatics. 

- Extensive professional experience in senior executive positions in one or 
more fields covered by the UNESCO Communication, Information and 
informatics Programme, including substantial assignments at regional and/or 
international level. 

- Several years of exposure to the requirements of international cooperation 
end proven famillarity with the work and activities of the UN and other 
arganizations in the fields of communication, information and informatics. 

- Demonstrated ability to direct processes of change at the substantive and 
management levels within large institutions of national or international scope. 

- Proven managerial skills in a multicultural setting and ability to set clear 
programme priorities and translate strategy into sustainabi¢ action. 

~ Excellent communication skills in interpersonai and institutional 
communication and high level negotiations. 

- Excellent command of English and French ~ the two working languages of 
UNESCO -- with excellent drafting ability in one of them, and good command 
of the other language. 





Applications from qualified women candidates are encouraged, as are applications from under-or non-represented Member States 
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Soges Group is a leading inter patiönal COY company 
basedin Turin, Italy, providingtechnical advisory and training 
services to both publi ic and private insitutions. 








In order to meet the needs of our expanding activities within 
the framework of a number of EU or ADB funded projects 
“world-wide, we urgently need advisors for short and long 
term assignments in the following areas: 


| EU TACIS Programme 

le macroeconomic policy trade development (including WTO 
| accession requirements), social policy, private sector 
development, public finance, economic statistics and public 
(administration; 

| + sector specific expertise in finance and banking, mining, 
| telecommunications, agriculture, energy and the 
environment. 


| Asian Development Bank 

| e poverty alleviation, urban poverty reduction and 
| monitoring, social development, basic education and higher 
education development, education systems management. 


| Excellent knowledge of the English language and experience 
| in TACIS or in Asia are a must. 


| If you are interested, please visit our web site at 
|} www.grupposoges.it and follow the instructions given to 
| send your CV directly to our International Operations 
A Division. 











The URANIUM INSTITUTE, the international association 
concerned with the production of electrical energy from 
nuclear fuel, is seeking a Secretary General. Founded in 


| 1975, the Institute has 75 corporate members from 20 
countries world-wide. 


SECRETARY GENERAL 


Central London : £80,000 - £100,000 


| The Secretary General must function effectively in an 
„international environment, both as a Chief Executive and in 

| directing a small professional staff in support of the Institute’s 
work programmes. Strong intellectual qualities, management 
lity, presentation skills, knowledge of energy matters and 
xxcellence of spoken and written English will be sought. The 
essful candidate is likely to have lived and worked in 

more than one country and should demonstrate recent 
jehievement in an industrial company or organisation at a 


Applications, accompanied by a curriculum vitae, should reach 
the Chairman of the Selection Committee by 5 May 2000. 


Address: The Uranium Institute (E) 


12th Floor, Bowater House West 
114 Knightsbridge, London SW1X 7LJ 


+44 20 7225 0308 
csc @uilondon.org 
http://www.uilondon.org 


Fax: 
E-mail: 
internet: 


EARS ECONOMIST APRIL STH 2000 























Participate in the NET ECONOMY by joining a European 1 
Leader specialized in the sale of on-line products and service 
intended for Scientific Research benefiting the following 
industries: Environmental, Chemistry and Biology, 


Pharmaceuticals and Food-processing. 


As a member of eur corporate global management team 
your entrepreneurial spirit and drive, coupled with. an. 
understanding of the current high tech industries market, 
will play a vital role in advancing the efforts of this dynami 
Euro-French Company. 


We are seeking applications from qualified individuals for: 


several positions. as listed below: 


SENIOR VICE PRESIDENT 


at * 4 + * tay y +, $e : 
Customer Service, Organization, Supply Chain. aud Quality 


Service. Position is at the corporate headquarters in 
PARIS, FRANCE. 
This individual will manage a customer service and quality 
team in a quick paced, results oriented work environment. 
An MS/PHD and MBA is preferred. 7-10 years experience in 
related fields is required, Candidates must be fluent in 
English and possess a good knowledge of French. 


Code MOOEC@BII1. 


AREA BUSINESS MANAGER 


Opportunities are available in several European locations. © | 
This individual will þe responsible for sales and business 
development. Contribution in building and developing a točil 
branch office will be required. An MS/PHD and MBA is- 
preferred. 5 years experience in related fields is required. 
Candidates must be fluent in English and possess a good 


knowledge of French. 


See locations listed below. 
LONDON code MOGEC@BO032, BASEL code MOOEC@BO3 
DUSSELDORF code MOVEC@B034, STOCKHOLM code 
MOOEC@B035, AMSTERDAM code MOOEC@B036, MILAN | 
code MOOEC@B037, MADRID code MOOEC@B038. | 


We offer a stimulating work environment, competitive salary 
and excellent benefits. 


To apply, send a CV and introductory cover letter to the 
address listed below. Please include a list of references. 


HERB J.P. Recruiting Co-ordinator EuroAccept Ltd 
42 Charles Street CARDIFF CF10 2GE 
Phone +44 2920231647 Fax +44 29202131659 
Direct Phone Coordinator +33 611984541 
To receive a detailed Job Description by e-mail, please 
submit your resume to herbjp@free.fr 


EuroAceept is an equal opportunity employer. 































N.1.C.O. (N-I, Public Sector Enterprises Ltd.) was established in 1992 to market the expertise 
and experiance of the Northem Ireland public sector overseas. 


The Company has gained and established a reputation as a leading provider of International 
Development consultancy services. It delivers major contracts on behalf of the Department 
for Intemational Development (D.F.L.D), The European Commission, The Asian Development 
Bank and The World Bank. 


As part of its strategic development N.J.C.O. now wishes to appoirit a 


Chief Executive 


who will be responsible for consolidating current business in Eastem Europe and the former 
Soviet Union, in addition to developing new markets in Africa and Asia, 

The candidate appointed will have a third ‘evel education and substantial experience of 
delivering Intemational Development consultancy services, This will include experience of 
Proposal Writing, Project Management and Business Development, He/she wilkbe expected 
to demonstrate an ability to mange complex projects working alongside intemational 
partners with diverse cultural backgrounds. Reporting to the Board, the Chief Executive will 
be directly responsible for achieving agreed annual tumover and profit targets.and for 
renewing and implementing the Company's Strategic and Business Plans. A good knowledge 
and experience of {09001 and IIP would be an advantage, 


This is a key appointment and the remuneration package will include a 
related element. The Company is prepared to consider a secondment from Public or Private 
sector organisations. 


All applications will be treated in the strictest confidence. Interested candidates 
should write requesting an application form and enclose a detailed C.V. to - 
Mr Pat O'Kane, Parity Ltd at the address below. 


Closing date for applications is 21st April 2000 


Parity Ltd. 
Blackstaff Chambers, 2 Amelia Street, Belfast. BT2 7GS 
NI-CO is and Equal Opportunity Employer, 








Our client, a leading European bank is seeking a dynamic Regional 
Asian Economist to build upon its existing Asian presence and 
enhanee its external and internal client coverage. 






The parameters of the role are: 


| 


@ Near native command of English 

@ Educated to Masters or Doctorate level in the field of Economics 

w Exceptional oral and written communication skills 

@ The willingness to work efficiently under tight deadlines 

m The ability to respond rapidly to ad hoe market news/events and 
prepare commentary on likely market impact 

@ The publication of regular country & market research reports 























B Experience in Asian macroeconomics & fixed income markets 
Presentations to external & internal clients of the Bank within 
the region and overseas 










This challenging position offers tremendous flexibility for someone 











wishing to customise the role to best suit their strengths. 
A competitive salary package is on offer to the successful candidate, 


Interested applicants are kindly requested to send CV with covering 










letter and copies of written research material quoting ref. 208 tw: 


City Analytics Lid, Suite 200, 405 Kings Road, 
London SW10 OBB. Tel: 44+ (0) 20 7351 6336. 
Fax: 44+ (0) 20 7352 2833. Email: parker@city-analyties.com 


ul ‘YAnalytics lad 


Executive Search & Selection - Specialists in Securities Markets Analysis 



















Preferred Global Health (PGH) is an international health services 
— group with offices in Bermuda, Boston, Oslo and London. The company has 
( K launched its innovative programme, Preferred Health Care™, in 11 national markets in 
co-operation with some of the world’s leading financial services groups including 
i HSBC, the Zurich Group and Skandia. 
PGH aims to become the market leader in critical health care, maximising its members’ 
PREFERRED GLOBAL HEALTH likelihood of returning to health after a life-threatening illness. PGH achieves this by combining 
access to the world’s best hospitals, focused quality control and care, and financial protection. 
The programme's uniquely global design makes it widely accessible. 


Global Sales Director 


C£100K + equity London 


Reporting to the CEO and as a member of the Executive you will lead the direct sales activities to large accounts. 
Committee, you will be responsible for global sales growth Candidates educated to degree level or equivalent, with at 
and management with aggressive targets. Working least one other European language, will have at least 
with the Executive Committee you will develop and 10 years’ proven experience in international business 
nurture new distribution relationships with the world's development and sales management. Ideally with a 
leading financial services groups. You will also manage background in Financial Services, Consulting, insurance or 
the team of regional sales managers who have other products requiring consultative selling, the successful 
operational responsibility for these relationships. Finally candidate will be willing to travel regularly, 









































Please apply in writing with full career details, and stating current salary, quoting reference PGH/GSDVE, to 
Paul Gilham, Mercuri Urval, Spencer House, 29 Grove Hill Road, Harrow, Middlesex HA1 3BN, 
Tel: 00 44 (0)20 8863 8466, Fax: 00 44 (0)20 8861 1978, or by e-mail to: response@mercuri-urval.co.uk 


www.pghworid.com www.mercuri-urval.com j 
(Mercuri Urval 
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EXECUTIVE DIRECTOR 


THE TRUST FOR CIVIL SOCIETY IN CENTRAL AND 
EASTERN EUROPE 


The Trust for Civil Society in Central and Eastern Europe ithe Trust) is seeking 
applicants for the position of executive director to manage a new $75 million 
grantmaking organization, The Trust is funded by a consortium of private 
organizations, It was established to support activities during the next ten years 
aimed at achieving the longterm sustainability of civil society and the 
nongovernmental sector in Bulgaria, the Czech Republic, Hungary, Poland, 
‘Romania, Slovakia, and Slovenia, The Trust will make block grants to focal 
intermediary organizations in each country which, in turn, will regrant these funds 
cal nongovernmental organizations (NGOs). 

ponsibilities: 

~The executive director will manage all facets of this new grantmaking organization. 
Po He/she will be responsible for strategic direction, programming, oversight and 
“evaluation of the local regranting intermediary organizations, annual budgets, 
fundraising, public relations and representation and should have a familiarity with 
agset management, The executive director will report to a board of tru his/her 


Swork-will be supported by a full-time program officer and a administrative assistant, 
Qualifications: 


The ideal candidate should have broad knowledge of the region, its governmental 
institutions, policy and non-governmental organizations. Applicants should have at 
“Igast five years of senior nonprofit management and grantmaking experience 
focused on building the NGO sector in Central and Eastern Europe or the New 
nidependent States (NIS). The successful applicant must have a university degree 
(preferably an advanced degree), excellent organizational and writing skills, and be 
fluent in English, He/she must have excellent judgment, and be able to work 
collegially. The working language of the Trust is English but knowledge of at least 
one Central European language is required. Office location is likely to be in Europe. 
Extensive travel is expected, This position is open fo all candidates who meet the 
above qualifications, with a preference for candidates trom Central and Eastern 
Europe. This full-time position will be compensated at a level commensurate with 
experience plus a generous benefits package. 
















































































interested candidates should submit a résumé detailing education and work 
experience and a cover letter explaining thelr interest in this position by Apri 30, 
2000 to: 










The German Marshall Fund of the United States 
Trust for Civil Saciety in Central and Eastern Europe 
11 Dupont Circle, NW, Suite 750, Washington, DC 20036, USA 


Information can also be faxed to (202) 265-1662 to the attention of C. Horsr. 


` = ECONOMIC DEVELOPMENT 
CARI COORDINATOR 


CARE, the international relief and development organization, is seeking an Economic 
Development Coordinator to be based in Kampala, Uganda. The environment for 
“ georiomic development in Uganda is currently very propitious, CARE is therefore 
 gonsolidating and expanding its economic development portfolio, using a combination of 
pero enterprise and agriculture-based strategies to help rural households increase their 
come from agriculture and non-agriculture activities. Specifically, areas covered include, 
business development and training services (BDS), liskages with financing institutions, 
[community-based savings and credit schemes, technology transfer, as well as on- farm 
siratėgies to enhance production and ensure extension services and technical assistance. 
The Economic Development Coordinator will lead this process, in addition to supervising 
and advising ongoing projects. The primary responsibilities of the position are: 








‘To provide leadership and guidance in micro enterprise (BDS) and agriculture best 

“practice, covering training, resource linkage technology conmercialization, food 

io production, agricultural marketing and extension. This also includes advising, 
“supervising, coaching and mentoring CARE staff, particularly the project managers 
‘porting to this position. To develop and expand CARE Uganda's portfolio in BDS and 
ptioulture interventions by researching, designing, writing and marketing new projects. 

To network among practitioners in Uganda and worldwide; and assist CARE Uganda to 

develop and strengthen its overall capacity and skills in economic development. 





He suecessful applicant will be up to date on BDS and agriculture best practice, and will 
ve atleast five years practical experience implementing and managing micro enterprise 
and agriculture projects. S/be will have an undergraduate or higher degree in business 

“administration, economics, rural development or a related discipline, and expertise and 
experience in a combination of business development services, training, agricultural 
production, extension and marketin, perience in technology commerciatisation and 
financial services would also be useful, 











S/he will also have a combination of technical skills, a firm base in project management, 

experience with donor relations and negotiation, and the conceptual ability and the skills 

to design new projects, Excellent communication skills and strong interpersonal and team 

building skills are also required. The applicant must be willing and able to spend 30-40% 
of time in the fekd. 





Please send applications to: CARE USA, Human Resources, 151 Ellis St. NE, Atlanta, 
GA 30303-2439, or FAX 404-577-9418, or e-mail hrfordham @ecare. org 


Please refer to Position #2192 
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Consulting 


DCDM 


Business integrators DCDM 


Representing Andersen Worldwide, SC in Mauritius, Madagascar Kenya, 
Malawi, Tanzania, Uganda, Zambia, Chad and Rwanda. 


Our office in Tanzania would like to invite on 
behalf of its client, an international oil company, 
applications from 


Tanzanian 
Executives 


Dynamic professionals with strong analytical skills 
and over 5 years’ post-qualification experience in 
the oil industry are urgently being sought for senior. 
executive and middle management positions: 
Tanzanian senior executives from other industries 
may also be considered. 


Attractive remuneration including excellent benefits 
will be negotiated with the successful candidates. 


lf you are interested, please e-mail us on 
dedmtz@raha.com attaching your full CV, including 
daytime telephone number and 3 references, or 
write to DCDM, PO Box 9912, Dar-es-Salaam, 
Tanzania. 




























INTERNATIONAL CONSULTING 





VINSTAR is a finance and banking consultancy company 
that undertakes assignments for international funding 
institutions. Due to rapid expansion, we are seeking high 
calibre individuals with developing country consulting 
experience in the following disciplines: 















Credit and Lending 
Bank Restructuring 


Risk Management 
Problem Loan Workouts 





Treasury Capital Markets Development 
Banking Supervision Asset and Liability Management 
Governance Investment Banking 

Rural Finance Micro Finance and Credit 

SME Development Strategic Planning 

Public Finance Financial Sector Retorm 


HRD and Training information Technology 





Please forward your CV, preferably by email, to: 
cv @vinstar.co.nz 


VINSTAR 
PO Box 78277, Auckland, New Zealand 
Fax: (64 9) 376 0046 
www. vinstar.co.nz 







VINSTAR 


“IMD was our springboard 
and it still maintains 
our momentum” 


Hans van der Velde 

President & CEO Visa International EU 
Alumnus of 

Seminar for Senior Executives, 1991 

(Now, Breakthrough Program for Senior Executives) 
Orchestrating Winning Performance, 1995 












Matti Alahuhta 

President Nokia Mobile Phones 
Alumnus of 

Managing Corporate Resources, 1989 
Orchestrating Winning Performance, 1995 
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Mr. Hans van der Velde, President and CEO of VISA International EU, and Mr. Matti Alahuhta, President of Nokia Mobile 
Phones have a lot in common. They both have international careers that benefited from attending a senior general 
management program at IMD. To keep their momentum going they both returned to Orchestrating Winning Performance. 








j 
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Both these top executives are convinced about the high return on the investments they have made in executive 
education. If you want to capitalize on your leadership potential and give your company a leading edge you should 
carefully consider attending one of IMD's senior executive development programs, some of which are shown below 












Breakthrough Program Managing Program for 
for Senior Executives Corporate Resources Executive Development 
Corporate growth and personal effectivene Driving business unit success and Prepanna fast-moving managers 
2-week general managem shaping corporate futures for the next bic 
international managers at e tee 3-week general management program for experienced 10-week comprehensive general manager 
group or divisional level who aim to lift the executives who formulate or implement unt program for upper middle manag 
business to new levels of value creation Strategy, incorporating company project Can be extended into an Executive MBA 
Starting dates: June 5 or October 9, 2000 Starting dates: May 8 or October 30, 2000 Starting dates: July 14 or October 9, 2000 
Competing Strategically Orchestrating 
with Information & Technology Winning Performance 
Building e-business capabilities Global business forum for the 3rd millenniurr 





1 week program for senior executives who need to better 6-da 
understand the mindsets of using information, peor 


ple and and teams, Offers personal selections of 
IT for implementing e-business strategies in their companies subjects from multiple electives 
Starting dates: May 28 or November 12, 2000 Starting cate: June 28, 2000 


Real World. Real Learning’ 


sed program for individual managers 











Please contact Ms. E.C. Gonzales at the International Institute for Management Devel pment, Lausanne, Switzerland 
Tel: +41 21/618 09 23. Fax: +41 21/618 07 15 E-mail: economist.info@imd.ch 
www.imd.ch 


Ms. Gonzales would also be pleased to inform you about IMD's Executive MBA program 
For information about our full-time MBA program, contact 
Tel: +41 21/618 02 98 Fax: +41 21/618 0615 E-mail: mbainfo@imd.ch 
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~ Rosy prospects, forgotten dangers 





~ APTLY enough, 2000 looks set fair to be a 
-L A wonderful year for the world economy. 
‘That, at any rate, is what the International 
‘Monetary Fund predicts in its new global 
economic forecasts, published this week. 
America is still booming, and the Fund ex- 
_ pects it to sustain for a while yet its recent 
“miraculous performance. Europe, with lots of 
ground to make up, has begun to surge as 
well. Best of all, for those who see diminish- 
ing poverty as the chief blessing of economic 
growth, the recovery in emerging economies 
that were battered by the financial gales of 
1997 and 1998 now looks firmly established 











much in judging the prospects both for the 
United States and for the rest of the world as 
whether the new-paradigmists are right about 
what is happening in America. If they are 
and America’s sustainable long-term rate of 
growth has increased by a full percentage. 
point or more, the outlook for everybody is. 
doubly fine. 
Why? Because when reality dawns on” 
Wall Street, as it will, and investors under- 
stand that not even a fabulous “new econ- 
omy” can plausibly justify the recent frenzy 
of speculation, the let-down may be compar- 
atively gentle. The financial shock to the Un- 
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(see pages 78-80). In East Asia, especially, 
things are going better than almost anybody expected even 
six months ago. Lately it has begun to seem that the emerging- 
markets crash of the late 1990s—-which once appeared to en- 
danger the global economy—will soon be regarded as a mere 
blip in the ongoing “Asian miracle”. Even Japan’s grossly mis- 
managed economy is beginning to hobble forward. 
Altogether, it is a marvellous prospect. Is it true? Maybe: 
there is nothing plain wrong in these predictions. But at times 
like these, forecasts of this kind (no fault of the Fund) are es- 
pecially prone to mislead. Taken at face value, they give no 
sense of the risks attached to the outlook. The risks this time 
are big and getting bigger. And the continuing flow of good 
news makes it less and less likely that governments will take 
the steps that they otherwise might feel obliged to in order to 
ward off the danger. This is no doubt a pity, but it was ever 
thus, and it explains a fairly reliable law of economics: the 
bigger the boom, the crueller the crunch. 


Locomotive to the world 


‘The world’s economic centre of gravity, from which much of 
this good news flows, is, needless to say, the United States. As 
recently as last October, the imr’s economists predicted that 
America would grow by 2.6% in 2000. That would have been 
an impressive performance by any standards—this is the 
ninth year of America’s current economic expansion, remem- 
ber—especially when combined, as the Fund said it would 
be, with an unemployment rate pressed down to an extraor- 


dinary low of 4%, and an inflation rate of just 2.5%. Well, the ` 


Fund now expects America to grow by a stunning 4.4% this 
year, and with inflation no higher than in its earlier forecast. 
That revision transforms the global outlook, not just because 
the United States accounts by itself for about a quarter of 
global cpr, but also because galloping demand in America 
will keep exerting a strong pull on economic activity in other 
regions, where it continues to be needed. 

This only goes to show that, taking a longer-term view 
than the Fund does in its forecasts, no question matters as 
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ited States and the rest of the world would be 

fairly mild. The second benefit is bigger: America’s productiv- 
ity revolution, if that is what it is, should be exportable 
around the world. Agreed, the United States has markets for- 
labour and capital, an approach to government and all man- 
ner of other customs and economic institutions that are pecu- 
liarly well-adapted to embracing radical economic change. 
But the “new economy”, such as it is, will diffuse with time 
around those parts of the world that are willing to accept it, 
just as earlier waves of technology-driven progress have done. 

If the new-paradigmists have got it wrong, however, the 
danger is clear. The dawning of reality on Wall Street might 
then be brutal. The gap between expected and actual earnings 
might be so large as te cause a collapse in share prices, with 
severe turbulence following across all the world’s financial 
markets; and America’s external deficit, which grows apace 
despite surging productivity, may prove hard to finance with- 
outa sharp fall in the collar. At the same time, the prospect of 
a global supply-side miracle would have been snatched away. 

For the moment it is wise, as most economic. historians: 
will tell you, to remain somewhat agnostic about the new 
economy: the evidence to settle the question will not be in for 
a good while yet. But you don’t need to be an economic histo- 
rian to know that it is also wise, while hoping for the best, t 
plan for the worst. The new mood of optimism about th 
world’s economic prospects may prove self-defeating—eve 
on the assumption that the new-paradigmists’ claims are. 
true—if it means that steps to make international financial 
markets safer, or to make Europe’s economies fiscally robust 
and more receptive to change, or to strengthen corporate, fi- 
nancial and political governance in emerging economies, are. 
not taken. These things need to happen anyway. Good news 
creates an especially favourable opportunity to respond. to 
such challenges. Unfortunately, it also subdues the will; 

The recent record of economic reform in the places that: 
need it most is decidedly mixed. There has been plenty of talk 
about new financial “architecture”—and there will be plenty 
more, protesters permitting, when finance ministers meet in 
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Washington, pc, this weekend—but there has been little ac- 
tion. Europe's appetite for fiscal reform, which is urgently 
needed in view of demographic trends, has diminished since 
the advent of the euro, and may disappear altogether as the 
cyclical upswing flatters the public accounts. In the de- 
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North and South Korea have plenty to talk about. But unless they also 
work to reduce military tensions, their talks will not get very far 


IGHT the cold war’s first frontier in Asia, and now all 

but its last redoubt anywhere, be about to fall? If their 
summit goes ahead as planned, in June the leaders of divided 
Korea will meet face-to-face for the first time ever, 50 years to 
the month after the Korean war started (see pages 19-22). As 
the Berlin Wall was to Europe, so the demilitarised zone be- 
tween the Koreas—actually, the world’s most heavily fortified 
border—still is to Asia: a symbol of conflict barely suppressed, 
and of the divide between freedom and dictatorship. 

It is also a dangerous anachronism. An anachronism be- 
cause everywhere but North Korea (and Cuba), Marx has 
been shouted down by the market. And dangerous because 
North Korea is armed to the teeth, bellicose and tottering. Just 
a few months ago, it was threatening to rain destruction on 
the neighbourhood. Tomorrow, it could just as easily collapse 
in violent upheaval. South Korea, America, Japan, even 
China, virtually the only friend North Korea has left, have 
been telling it to take its finger off the trigger, reduce tensions 
with South Korea and start trading goods, not threats. 

Even if nothing more comes out of it than an agreement to 
keep the dialogue going, the June summit will be a start. Yet, 
when the estranged leaders of the Koreas do meet, their talks 
are likely to be fraught with difficulty, since all they know of 
each other is seen down the barrel of a gun. Indeed, that is the 
first difficulty: without a reduction in military tensions on the 
peninsula, another crisis could be just around the corner. 

It would be difficult to exaggerate the gulf between the Ko- 
reas. South Korea’s is a feisty economy that has survived East 
Asia’s financial troubles; its equally lively democrats were this 
week slugging it out in parliamentary elections. North Korea, 
last hold-out of Stalinism, is slowly emerging from a mostly 
man-made famine that has killed hundreds of thousands of 
people. Its politics is communist-cum-feudal. The place needs 
a radical economic shake-up to survive, but reform could 
equally spell doom for its decrepit regime. So far it has re- 
sisted even the limited contacts that would come from allow- 
ing long-divided families to write or meet. 

Yet, if North Korea wants a new start in relations with the 
South, this is as safe a time as any for it to crawl out of its bun- 
ker. Although the South still officially dreams of reunification, 
the scale of North Korea’s problems makes the dream seem 
like a nightmare. Rather than nudge the North to collapse, 
South Korea is offering huge dollops of investment to prop it 
up. Others are equally keen to see North Korea totter on. 
America has 37,000 troops in the Korean firing line. China has 
no wish to watch the North collapse into the arms of the cap- 
italist South. And Japan knows that when reunification even- 
tually comes, it will be asked to help foot the bill. 
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veloping world, industrial and financial reform has some- 
times been impressive by earlier standards, yet remains sadly 
inadequate in relation to what is actually required. Were gov- 
ernments not so susceptible to complacency, the rosy outlook 
for 2000 would be much easier to enjoy. 
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Is North Korea seriously looking for a way out of its mess? 
South Korea is dangling plenty of generous carrots—aid, trade 
and expensive infrastructure projects—that the North badly 
needs. But, before handing anything over, the South’s presi- 
dent, Kim Dae Jung, would be wise to insist that any such 
good turn by his country gets another from North Korea. 

In the past, South Korea has proffered food, fertiliser and 
the like to coax the North into a little bit more contact, only to 
see the North pocket as many goodies as it can, while conced- 
ing nothing in return. Indeed, bad behaviour has often 
brought North Korea the best rewards, as outsiders, including 
America, have sought to buy off what they fear might be 
worse behaviour to come. As a result, the Koreas have stag- 
gered from crisis to crisis. What South Korea is now offering is 
hugely more generous. But, while working to get concessions 
that will ease the harshness of the divide, it also needs to 
press North Korea to do things to break this dangerous cycle. 


Security breeds content 


One of the needed changes is for North Korea to uphold the 
1994 agreement, negotiated by America, that freezes the 
North’s production of plutonium, from which nuclear bombs 
can be made, and offers in return two western-designed, less 
proliferation-prone nuclear reactors. Although the Interna- 
tional Atomic Energy Agency is monitoring the freeze, North 
Korea has done nothing to enable it to investigate past plu- 
tonium-dabbling, though it must do so eventually, if the deal 
is not to collapse. And the North still refuses to let the agency 
check its other nuclear sites, although its safeguards agree- 
ment stipulates that it should. 

A second matter for discussion is North Korea’s military 
ambitions, Another nuclear crisis on the peninsula, prompted 
perhaps by another test-firing of North Korea’s increasingly 
long-range rockets, would quickly destroy all hopes of nar- 
rowing the North-South divide. 

The summit agenda, however, should not neglect more 
mundane military matters. South Korea’s capital, Seoul, is 
within easy range of the thousands of artillery pieces and 
hundreds of thousands of soldiers dug in on the North Ko- 
rean side of the border. No one is expecting either side to dis- 
arm. But the North has balked even at exchanging military in- 
formation and observers. Cold-war borders are dangerous 
places. The one between naro and the Warsaw Pact bristled 
with weapons too. Yet timely arms-control and confidence- 
building agreements helped make its eventual dismantling an 
entirely peaceful affair. Just one of several troubling issues for 
the southern Mr Kim to think about during his journey north. 
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An elephantine problem 


Trade in rare species should be permitted, but only if it can be monitored 


to ensure it does not endanger the species’ survival 


ce UKE the whales” was a popular slogan among the 

politically incorrect in the 1980s. That is going a bit 
far. But the issue of whether and how to protect “charismatic 
megafauna” (whales, elephants, tigers and so on) raises strong 
passions. These passions are now on view in Nairobi, at a 
meeting of the convention on international trade in endan- 
gered species (cires) that ends next week (see page 91). The 
underlying question is whether exploiting wild animals de- 
stroys them or helps to preserve them. 

Most wildlife-conservation problems are about habitat 
destruction. Preserve the habitat and you preserve the wild- 
life. But a few creatures are in danger from people indepen- 
dently of their habitat. Whales supply large amounts of meat. 
Tigers have body parts that the ignorant believe will enhance 
sexual potency. And elephants, the animals generating most 
heat in Nairobi, yield ivory. 


Tusk, tusk 


Conservationists no longer throw up their hands in horror at 
the very idea of wildlife being exploited (for anything other 
than tourism, which was always all right). Now even drawing- 
room greens accept that conserving wildlife requires that the 
people living nearby have a stake in its preservation. This is 
what makes the argument over elephants so ironic. It is not 
between western do-gooders and hungry third-worlders; it is 
between two groups of third-world countries that see each 
other's plans as inimical to their financial interests. 

Those countries that wish to reopen the ivory trade— 
Botswana, Namibia, South Africa and Zimbabwe—claim to 
have elephants coming out of their ears. They are culling them 
in order to match numbers to available habitat, so why not 
turn a profit on the tusks? In Kenya, however, elephants are 
rarer. The Kenyans fear that restarting the trade is too risky. 

Until 1989, limited trading in ivory was permitted. Then it 
was banned entirely. Surprisingly, the price of ivory re- 
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sponded by dropping, rather than rising, and poaching fell 
off. In 1997 the southern African states were allowed a one-off 
sale to Japan of ivory stockpiled from culls. This seems (al- 
though the evidence is disputed) to have stimulated poaching 
again; illegal ivory was traded under cover of the legal stuff. 

Kenya’s elephant population fell from 40,000 in 1970 to 
5,000 in 1988, and only began to rise when the trading ban was 
enforced. Another big bout of poaching now could wipe it 
out. That is the nub of the Kenyan objection to resuming the 
ivory trade. But it seems harsh to punish those who have 
done well for their elephants by supporting those who, for 
whatever reason, have let their populations shrink. 

There may, however, be a way out. Poachers are interested 
only in ivory, which is valuable and easy to carry off. So trade 
in other products, notably leather, could be permitted at once. 
Second, better monitoring of where elephant products come 
from, and of the extent of poaching, is required. The existing 
crres system, known as MIKE (Monitoring of the Illegal Killing 
of Elephants) is widely seen as a laughing-stock, because it is 
underfinanced and not all countries give it full-hearted sup- 
port. A recent infusion of European Union money should 
change that, but better management is also required. This 
should be assisted by pna tests to allow a tusk to be traced to 
a particular place. And Japan, the main market for ivory, 
must be leaned on to enforce its ivory-trading laws. 

Better monitoring should reduce poaching and smuggling 
to acceptable levels, allowing legal trade to proceed without 
stimulating the illegal sort. The carrot of legalised trading 
should encourage all countries to give full backing to MIKE. 
Another idea would be for rich countries to club together to 
buy part of the surplus southern African ivory before the 
trade ban is lifted. That would give the poor countries some 
cash; and the rich ones would get their money back when 
trading resumed. The resumption of the trade would then be 
seen to be in everybody’s interests—including the elephants’. 








America’s government should get out of the mortgage business 


ANNIE and Freddie sound like a sweet couple living down 

" the street. But in America they are more likely to own the 
mortgage on your and your neighbours’ house. For Fannie 
Mae and Freddie Mac are two of America’s biggest financial 
institutions—and also two of its most indebted, with around 
$1 trillion of debt between them. Fannie Mae is the Federal Na- 
tional Mortgage Association, Freddie Mac the Federal Home 
Loan Mortgage Corporation. They dominate America’s mort- 
gage market, a pre-eminence that is becoming controversial 
because these “federal agencies” are assumed (despite official 
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Fannie, Freddie and Uncle Sam } 


denials) to be guaranteed by the government (see page 83). 

Fannie and Freddie stand accused of using their “gov- 
ernment guarantees” to steal business from unambiguously 
private lenders. One think-tank, the American Enterprise In- 
stitute, says they are on course to “nationalise” the mortgage 
market. Some congressmen now wish to change the law to 
tame these monsters before they stick the taxpayer with a bill 
reminiscent of the savings-and-loan bust in the 1980s. 

The original idea behind Fannie and Freddie was innocu- 
ous enough. It was to provide liquidity to mortgage lenders, 
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and so help people to buy homes, at a time when private mar- 
kets could not stump up enough money. But today the finan- 
cial markets are more than able to deliver. What the federal 
mortgage agencies do now is to distort the private market. 
This is a perfect example of what people mean when they 
talk of moral hazard caused by government intervention. 


American dreamers 


As state enterprises go, the two agencies are mongrels rather 
than thoroughbreds. Starting life as pure government bodies, 
Fannie and Freddie have since been allowed to sell shares. 
They are now among the most profitable companies quoted 
on the New York Stock Exchange. But this “quasi-public” sta- 
_ tus has only aggravated the moral hazard, for they now com- 
bine the incentives (and pay) of the private sector with the 
protection of the public sector, and impose none of the con- 
straints associated with either. If the modern version of the 
American dream is to privatise gains and socialise risks, then 
Fannie and Freddie are certainly living it. 

Imagine: exempt from state and local taxes, they also have 
less onerous capital-adequacy requirements than private ri- 
vals. And Wall Street is urging them into more profitable, but 
riskier, activities. What public enterprise can match Franklin 
Raines, boss of Fannie Mae, who is paid $14m a year, with 
share options on top? Or provide the American president 
with such generous patronage (he appoints five members of 
` their boards)? Or allow such huge scope for making political 
donations to congressmen from both parties? 

Fannie and Freddie have exploited fully the edge they get 
from the belief that they are government-guaranteed. Bor- 





Hard pounding 


The “high pound” is no great threat to the British economy—which is 


lucky, since little can be done about it 


HE pound sterling has been the death of many a British 

government. In the 1960s the Wilson government was dis- 
credited by its failure to ward off devaluation. In 1992 ster- 
ling’s humiliating ejection from the European Exchange Rate 
Mechanism did for John Major. Now it is Tony Blair’s turn to 
feel the heat. The strength of the pound is being blamed for 
the failure of the Rover car company and the troubles of Brit- 
ish manufacturing. This week, Mr Blair had to meet a delega- 
tion of disgruntled motor manufacturers. Those campaigning 
for Britain to join the single European currency—discouraged 
for many months—have found their voices again. 

But much of the debate about the “high pound” depends 
on some dubious logical jumps. In particular, there is a ten- 
dency to confuse the state of the car industry with the level of 
i foreign investment, and the level of foreign investment with 
the state of the British economy as a whole. 

It is true that the troubles at Rover's Longbridge plant may 
just be the beginning of a series of blows to the British car in- 
dustry; there are disquieting noises coming from Ford about 
its plant at Dagenham. Nissan and Toyota are also grumbling. 
The fact is, though, the whole of the European car industry 
suffers from overcapacity and is due for a shake-out. Weak 
firms were always likely to go under. (And some stronger ones 
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rowing at almost the same rates as the Treasury, they earn a 
fortune by investing the money in higher-vielding mortgages 
and mortgage-backed securities. In the past few years, they 
have increased their borrowing and lending spectacularly. 
Without the “guarantee”, the risks of mortgages would surely: 
have raised borrowing costs, and reduced their lending. 

Any doubts that the financial markets believe that the. 
government stands behind the federal mortgage agencies 
were dispelled recently when a senior official told Congress 
that the government did not guarantee their debt. Spreads be- 
tween Treasuries and Fannies and Freddies immediately wid- 
ened. Only soothing noises from the Treasury (but not a re- 
traction) calmed the markets down. 

Credit creation by the federal mortgage agencies has been 
accused of inflating a credit bubble. To meet their ambitious 
profit-growth targets, Fannie and Freddie will need to un- 
dertake ever riskier lending, and to retain ownership of a 
growing proportion of mortgages. They will find it ever 
harder to hedge away their risks. So any downturn in the 
housing market could easily cause one or both of them to 
stumble, with knock-on effects throughout the economy. Any 
bill would almost certainly go to the taxpayer. 

There is an alternative, although Fannie and Freddie’s per- 
vasive political connections will doubtless seek to stop it: to 
privatise them fully. Then they could borrow only at interest 
rates that reflect their true riskiness, forcing them to cut lend- 
ing. Fannie and Freddie may sound like kindly old codgers. 
But they are more like spoiled rich kids, at risk of getting out 
of control. Congress should force them to leave home before: 
they do serious damage to themselves and the economy. 
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are still expanding in Britain—witness Honda’s announce- 
ment this week that it will be producing a new model at its 
Swindon plant.) More important, the car industry has a to- 
temic status that is out of proportion to its real economic sig- 
nificance. If you look at the stock of For in Britain, cars and 
transport equipment are ranked twelfth by industry, at less 
than £3 billion ($4.7 billion), compared with over £35 billion 
invested in financial services. 

Foreign investors may indeed be worried by the high 
pound, but so far the evidence of this is purely anecdotal. The 
most recent figures (for 1999) show rpi into Britain hitting 
new heights. And the real test of the effect of the “high 
pound”—or any other economic policy—will be the impact it 
has on growth and employment. For the moment unemploy- 
ment is still falling, and the economy is still growing strongly. 
Even the volume of exports is still going up. 

Undeniably, manufacturers and farmers are having a 
tough time. Manufacturing output has fallen for each of the 
past three quarters—and this will hurt some of the poorer 
parts of the country disproportionately. But none of the quick 
fixes proposed for this problem is convincing. 

As Eddie George, the governor of the Bank of England, has 
pointed out, it would be rash to take a risk with inflation by 
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cutting interest rates too soon in the hope of causing the 
pound to fall. Certainly, it was irresponsible of Gordon 
Brown, the chancellor, to raise public spending so sharply in 
last month’s budget: Britain’s mix of monetary and fiscal pol- 
icy is now wrong. But the die is cast on public spending, and 
there is nothing the Bank can do about it. 


Short-term problem, long-term decision 


That leaves the euro. Some analysts have called for the gov- 
ernment to announce that it intends to join the euro as soon 
as possible. This, it is hoped, will put downward pressure on 
sterling, since the markets will assume Britain cannot join at 
the current rate. But attempts simultaneously to push sterling 
down and to join the euro as soon as possible would be if not 
actually contradictory then at least in tension. The European 
Central Bank says sterling would need a stable relationship 
with the euro for at least two years before joining. 
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The currency markets are also notoriously unpredictable. 
It is far from certain that any policy expressly designed to 
bring down the pound will work. Anyway, it is surely a mis- 
take to make a decision as profound as joining the euro on the 
basis of the month-by-month gyrations of the markets. 

Exporters will doubtless be infuriated by the sage advice 
from the chancellor and others that the only way to cope with 
the strength of the pound is to improve productivity. It is cer- 
tainly difficult to increase productivity fast enough to offset a 
14% rise against the euro since its launch. Still, British industry 
lacks nothing if not scope for higher productivity. And one 
clear lesson from post-war economic history is that a weak 
currency is no route to economic nirvana. Japan and Ger- 
many flourished while coping for decades with relentlessly 
rising currencies. Britain, in contrast, experienced a long-term 
decline in the value of the pound. Curiously, this did not pro- 
duce a flourishing industrial base. 








Peru's fight for democracy 


Outsiders should help to ensure that the second vote in the presidential election 


is cleaner than the first 


Fe ALL the imperfections of Latin American democracy, 
much progress has been made in the past two decades in 
the conduct of elections. Nowadays, these are normally fraud- 
free in voting and vote-counting. And, despite concerns about 
unequal financing, they are, in broad terms, fair. Neither of 
those claims holds true for last Sunday’s presidential election 
in Peru. In its lack of fairness and openness, it marked a big 
step backwards for the region, comparable only to the chaotic 
contest in the Dominican Republic in 1994 and the notorious 
presidential election in Mexico in 1988. 

The problems began with the determination of President 
Alberto Fujimori to seek a third consecutive term, which all 
but his own acolytes rightly held to be unconstitutional. The 
campaign was a charade. Mr Fujimori’s people abused the re- 
sources of the state, offering food and land to voters. The 
main television channels ignored the opposition candidates, 
and refused to accept their paid advertisements. Even so, in 
Alejandro Toledo, an economist of Andean Indian descent, a 
popular opponent to Mr Fujimori emerged. 

Sample counts by reputable observers and polling compa- 
nies showed Mr Fujimori ahead, but with less than the abso- 
lute majority required for outright victory. The prospect of a 
run-off against Mr Toledo seems to have rattled Mr Fujimori. 
Not only did observers report fraud at some polling stations, 
but the official vote count was a travesty. Partial results show- 
ing Mr Fujimori within a hair’s breadth of victory were an- 
nounced, even as the computer centres supposedly counting 
them were closed for hours on end (see page 35). As Mr To- 
ledo’s supporters took to the streets, foreign governments, led 
by the United States, warned Mr Fujimori that unless a sec- 
ond round were held, Peru could face international ostracism. 
That seemed to do the trick: after much delay, on April 12th 
the authorities eventually said that Mr Fujimori had fallen 
just short of outright victory. 

Mr Fujimori enjoys some genuine popular support, and 
for understandable reasons: he has brought peace, stability 
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and growth to his country. But he has also built an autocracy, 
reliant on a sinister intelligence boss and a handful of fa- 
voured military chiefs. His regime is cleverly based on the ap- 
pearance of the rule of law and utterly devoid of the indepen- 
dent institutions that make such rule a reality to be relied 
upon. That has now become his greatest liability. 

The lack of a truly independent election authority means 
that, even if Mr Fujimori had in fact won the election, nobody 
could believe him—not a propitious way to start a new term. 
Instability, disorder and violence would be real threats if 
Peru’s next government were to lack legitimacy. 

Outsiders were therefore right to insist on a second vote. 
But it must be held under fairer conditions than the first. Both 
candidates should have equal access to the media. More in- 
ternational observers will be needed, to cover polling stations 
in remote, army-controlled areas, and with the power to 
watch over the electoral authority’s computer systems. 

Until now, the United States has been reluctant to push 
Mr Fujimori hard. He has been a reliable ally against drug- 
trafficking, his country a bulwark of apparent stability in the 
troubled Andean region. And he has lacked a credible opposi- 
tion. Such arguments no longer apply. 


Two terms, and you should be history 


Resolute outside pressure could yet ensure that some good 
comes from Peru’s election. Mr Toledo, an inveterate talker 
with occasionally populist tendencies, is not beyond criti- 
cism. But the surge of popular support for his candidacy 
shows a powerful democratic impulse in the Peruvian people. 
And there is another lesson for Latin America: in a region of 
strong presidencies and otherwise weak institutions, it is folly 
for an incumbent to seek a third consecutive term. Mr Fuji- 
mori might have been stepping down this year to some ac- 
claim in the history books. Instead, his reckless pursuit of per- 
manent power risks undermining many of his achievements. 

— = 
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‘The Wor din 2050 writing competition for visionaries. 


www.worldin2050,com ee Organised by Shell International and The Economist 
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If you have a vision of what the world might be like in 50 years, For more information 
now's the time to enter The World In: 2050 writing competition, 


: ? > WWW. www.worldin2050.com 
organised by Shell International and The Economist. 


Fill in your details and fax this form to 


in no more: than’ 2,050 words, present your views. Judges +44 20 7930 2340 

of the Prize include Bill Emmott, Editor of The Economist; Or, post this form to 

Mark Moody-Stuart, Chairman of the Committee of Managing Ba The Awards Progranime Co-ordinator. 
Directors Royal Outch/Shell Group of Companies: and Shell international and 

Richard O'Brien, Partner in Outsights.. The overall winning entry The Economist World. in. 2050 Prize 
will be published in The Economist publication The World in 2001 Econor 
and there will be prize money of $65,000: 
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THE TWO KOREAS 


Mr Kim, meet Mr Kim 


In June, for the first time, the leaders of North and South Korea are to hold 
summit talks. But North Korea’s mischief-making is far from over 


P IS 50 years since the Korean war began 
and, technically, it has not ended yet. 
North Korea, the communist hermit king- 
dom, and South Korea, the bustling capitalist 
democracy, are still in each other's rifle- 
sights. Neither side trusts, knows much 
about, or even understands the other. No 
one expects the tensions between these two 
cold-war professionals to fade away soon. 

Yet it is also true that the two Koreas are 
bound to be unified some 
day and, once unified, will 
become a powerful weight in 
East Asia. The only question 
is whether this will come 
about through peaceful ne- 
gotiation, as South Korea 
hopes, or through violent up- 
heaval in the North. In June, 
for the first time since 1948, 
the two sides will at least 
make a stab at talking. 

A relaxation of trigger- 
fingers would be welcomed 
by the United States, which 
for the past six years has had 
the thankless task of coaxing 
belligerent North Korea out 
of its bunker. China, Japan 
and Russia all have a particu- 
lar interest, too, in seeing the 


tween these two estranged siblings. 

But there are other reasons, less flattering 
to his southern counterpart, for the northern 
Mr Kim’s sudden decision to talk. The first 
has to do with America. The Clinton admin- 
istration has been remarkably patient with 
North Korea, hoping that determined dip- 
lomacy and a steady drip of food aid could 
stave off another crisis like that in 1994, when 
North Korea was suspected of illicitly mak- 


mosphere” for the talks was scooped up 
with alacrity by North Korea, which still de- 
mands anything up to $10 billion in com- 
pensation from Japan for its years of colonial 
rule on the peninsula. 

North Korea has also been courting other 
countries that might become alternative 
channels of assistance or influence if Amer- 
ica turned difficult. Since the start of the year, 
envoys have been swapped with places as 
far away as Canada and Australia. Closer 
contact has been made with several mem- 
bers of the European Union, led by Italy, 
which, to the surprise of its partners, estab- 
lished diplomatic relations with North Ko- 
rea in January. A new friendship treaty with 
Russia no longer commits that country to 
come to North Korea’s aid if attacked, but it 
marks a new start after Russia, like China, 
decided to abandon its unquestioning cold- 
war support for the North in favour of better 
relations with richer and less 











Koreas talking again. 

Kim Dae Jung, South Ko- 
rea’s president, is pretty pleased with him- 
self. He pulled off this diplomatic coup just 
days before the parliamentary elections to 
be held in South Korea on April 13th. The op- 
position is suspicious: perhaps the timing of 
the announcement was North Korea’s way 
of helping Mr Kim’s Millennium Democratic 
Party through a difficult election. The agree- 
ment to talk looks like a vindication of his 
controversial “sunshine policy”: warming 
up economic ties with North Korea, in the 
hope of defrosting political relations later. 
Until now, the sun has shone all one way. 
North Korea’s leader, Kim Jong Il, has taken 
the increasing dollops of economic help on 
offer, and has refused to give an inch on is- 
sues—such as the reunion of separated fam- 
ilies—that might foster wider contacts be- 
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ing plutonium, a basic component of nu- 
clear bombs, and threatened to withdraw 
from the Nuclear Non-Proliferation Treaty. 
More recently, its missile-testing programme 
has exercised American diplomats and Con- 
gress: one test in 1998 showed that North Ko- 
rean rockets could hit any part of Japan, and 
the next test could demonstrate a capacity to 
hit the shores of America itself. Just in case 
the next administration in Washington is a 
harder-nosed Republican one, it makes 
sense for North Korea to bid now foras much 
economic help as it can get—both from 
South Korea and from others. 

With this in mind, talks on normalising 
relations reopened last week with Japan, 
after a seven-year break. Japan’s sweetener 
of 100,000 tonnes of rice to create a “good at- 


troublesome South Korea. 
North Korea’s mysterious 
leader (who is thought to 
have travelled only twice out- 
side his country) may visit 
China, too. But first it makes 
sense for him to look for help 
from the south. 


First, see each other 
If it comes off, the meeting of 
the two Kims face-to-face in 
Pyongyang, North Korea’s 
capital, will be an extraordi- 
nary event. South Koreans 
see this personal contact as 
vital in itself. They are doubt- 
ful, as well they might be, 
whether anything will 
emerge from the talks them- 
selves. Ice-chipping agree- 
ments have been signed in 
the past—a Basic Agreement on Reconcilia- 
tion and Non-Aggression in 1991 and a Joint 
Declaration on the Denuclearisation of the 
Korean Peninsula in 1992—and then ignored 
by North Korea. Perhaps that is why the 
South's Mr Kim was this week talking up 
reunification as the task of the century, 
rather than of the year or even the decade. 
Indeed, though Mr Kim would not quite 
put it that way, the slower the better. South 
Korean officials talk these days of reconcilia- 
tion first, reunification a distant second. 
What they want of the June meeting is, 
above all, the reuniting of families; after that, 
they hope for some agreement on free travel 
back and forth and the free exchange of let- 
ters. These are small, basic steps. The first gap 
to be bridged between the Koreas is a huge 
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THE TWO KOREAS 


psychological one. The two sides do not see 
each other's media; after 50 years, they do 
not even understand some of the words in 
each other’s language. Each side is indoctri- 
nated to regard the other as a basket case. 
South Koreans were astonished recently to 
see on television that Pyongyang has a metro 
station. A story going round in South Korea 
claims that North Korean officials, being dri- 
ven to Seoul a while ago, thought the free- 
way had been built for their benefit and the 
traffic shipped in from America. 

Reunification is not only a distant 
dream; it is also prohibitively costly.On a re- 
cent visit to Germany, the South’s Mr Kim re- 
marked that German reunification—with a 
much narrower economic gap between the 
two countries—had ended up costing vastly 
more than had originally been estimated. 
Thatis why he has offered tostart, quite liter- 
ally, building bridges now. 

South Korea has set aside a fund of 500 
billion won ($450m) to help the North, But 
the idea is still a controversial one. And 







Wary South... 


much depends on North Korea’s behaviour. 
That has sometimes seemed reckless. De- 
spite the South Korean president's best ef- 
forts to insulate economic ties from political 
difficulties, North Korean spy submarines 
still occasionally beach on South Korea's 
coast. Most recently, North Korea threatened 
violence if South Korean ships sailed into 
disputed waters in the Yellow Sea. (It came 
off worse in a short naval clash with South 
Korea in the same area last year.) 

But even assuming no sudden upsets, 
the sum set aside by South Korea is woefully 
inadequate to finance the sort of infrastruc- 
ture projects, in energy, telecoms and tran- 
sport, that North Korea needs. Thus the 
South’s Mr Kim is likely to use the June meet- 
ing to urge the North to join international 
organisations, such as the Asian Develop- 
ment Bank and the International Bank for 
Reconstruction and Development, that can 
provide aid and low-interest loans. 

Meanwhile, direct North-South busi- 
ness will also be discussed. The two sides re- 
cently started marketing a new brand of cig- 
arettes, produced in North Korea but sold in 
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both countries. There are plenty of other 
opportunities for South Korean businesses 
to supply technology, machinery, and mar- 
keting and distribution skills, while the 
North provides cheap, semi-skilled labour. 
The South Korean government is likely to 
lean on big firms, such as Hyundai and Sam- 
sung, to build the road and rail connections 
needed for such investments to pay off. It 
knows that western companies will never 
invest in North Korea until the infrastructure 
is in place; and that, however unfairly, they 
are waiting for South Korea to provide it. 


Isolated and dangerous 

Ever since he was elected president in 1997, 
the South’s Mr Kim has been working to en- 
courage economic contacts in the hope of 
wearing down North Korean hostility. Last 
year, inter-Korean trade amounted to 
$333.5m, its highest total since it began in 
1989. Strictly controlled tours, in which South 
Koreans take cruise ships to view Mount 
Kumgang, just north of the heavily fortified 
border, are expected to bring the North reve- 
nues of up to $1 billion over six years. When 
the two leaders meet, North Korea will ex- 
pect more goodies. 
i Will they haveany effect? 


iiia: North Korea certainly needs 






help. China is virtually the 

only friend it has, but some 

years ago even China 
stopped supplying oil and 
other goods to North Korea at “friendship 
prices”. The North’seconomy, a victim of the 
sort of Stalinism that was abandoned with 
relief by almostall other communist regimes 
in the 1960s or 1970s, has shrunk by at least 
40% over the past decade. Most of its 21m 
people are malnourished; between im and 
3m of them may have died of famine and re- 
lated diseases over the past five years, al- 
though international aid—most of it from 
hated America and South Korea, plus some 
from China—has eased the immediate 
shortages. 

Floods and drought have at times taken 
an almost biblical toll, but most of the blame 
for North Korea’s plight lies with its leaders: 
Kim II Sung (dead, but president for eternity) 
and his son (alive, but almost invisible). 
These men have let the economy rot while 
maintaining the world’s fifth-largest army 
and building ever-bigger missiles. If South 
Korea had hoped the proceeds from the 
tourism project might alleviate the suffering 
of ordinary North Koreans, it was mistaken: 
last year, despite its desperate straits, North 
Korea managed to find the cash to import a 
few dozen mic fighters from Kazakhstan. 
The only notable North Korean exports are 
missiles (sent to other unsavoury regimes) 
and counterfeit American dollars. 

In the past year, however, North Korea’s 
darkened factories may have showna flicker 
of life. The worst of the famine seems to have 
passed. The obvious next stage of recovery 


would be to accept outside help in the re- 
habilitation of the country’s agriculture, But, 
a few small pilot projects aside, the regime 
seems uninterested. Some aid organisations 
have already pulled out of the country, say- 
ing the government would not let them 
check that their help was going to those who 
really needed it. More may follow. 

Might North Korea find the courage to 
try reforms of its own? China has long been 
recommending the sorts of reforms which, 
over the past 20 years, have lifted many Chi- 
nese out of dire poverty, even in the country- 
side. North Korea has experimented with 
pallid versions of China’s special economic 
zones, but seems determined to ensure that 
any heretical economic notions they incu- 
bate are kept in strict quarantine. A handful 
of North Koreans have been sent abroad to 
study wily western banking practices, but 
not enough to suggest that an economic 
revolution is in the offing. 

So far, North Korea’s biggest gamble on 
the outside world has been to accept the con- 
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struction of two western-designed, less pro- 
liferation-prone reactors, which will mostly 
be paid for by South Korea and Japan. This is 
part of a 1994 agreement with America to 
halt the North’s production of home-made 
plutonium. After many stops and starts, 
construction of the reactors is under way, 
bringing hundreds of South Korean workers 
and engineers, supervised by the American- 
led Korean Peninsula Energy Development 
Organisation, to work on the site. But any 
hopes that all this might grow into some- 
thing bigger have been frustrated by North 
Korea’s determination to keep the two sides 
from socialising. 

By agreeing to the summit in June, the 
North’s Mr Kim is suggesting a greater readi- 
ness for economic contact with South Korea. 
But there is no sign yet that he is preparing to 
loosen his grip on the economy. If all he does 
is pocket more economic help from South 
Korea and then walk away from the table, 
the disappointment will be felt not just in 
Seoul, but in Washington, Tokyo and Beijing 
as well. 

America, Japan and China all have an 
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| Announcement 


to all owners of 


Patek Philippe watches. : 





To mark the end of the twentieth century, Philippe Stern, 
President of Patek Philippe, has decided to reward all owners 
of Patek Philippe watches with a unique gift: the opportunity 
to own one of the last ten complicated watches created by the 


company in the twentieth century, and engraved as such. 


All ten watches - ref. 5054 - will be presented personally by 
Philippe Stern, to those selected, at a special reception to mark the 
opening of Patek Philippe's Watchmaking Treasures Museum. This 


will take place in autumn 2001. 


All we ask is that you send us the reference, case and 
movement numbers of the Patek Philippe watches that you 
own and purchased prior to January ist 2000, along with your | 
name, address and the name of your preferred Patek Philippe 
retailer. You will have as many possibilities to be selected as 
the number of watches that you own. This information should 
preferably be registered on the Patek Philippe website, or sent 
to us via fax or mail before December. 31st 2000; using the 
relevant addresses listed below. 

Philippe Stern would like to take this opportunity to thank | 
all those who, through their custom and loyalty, have helped to : 
ensure that Patek Philippe will continue to practice its unique 
approach to the art of fine watchmaking for future generations. 


i 


PATEK PHILIPPE 
GENEVE 


Begin your own tradition. 


www.patek.com Patek Philippe S.A., P.O. Box 2654. 121: Geneva 2. Switzerland. Fax: (41) 22 884 2060. 


Please see the Patek Philippe website for Terms and Conditions. 








THE TWO KOREAS 


interest in avoiding another crisis in the re- 
gion, whether triggered by a sudden increase 
in the flow of North Korean refugees or by 
another rocket-propelled raspberry from its 
unpredictable regime. But North Korea is an 
unlikely regional power. Weak and virtually 
friendless, it would be nomatch for America, 
missiles or no missiles. So why not simply 
leave the two Koreas to sort out their pro- 
blems between themselves? 

One reason is that North Korea has two- 
thirds ofits 1.2m-strong army and thousands 
of artillery pieces dug in within easy striking- 
distance of South Korea’s capital. Another is 
that not even quirky North Korea would use 
its expensive long-range rocketry to carry 
conventional high explosives. The military 
value of these missiles is that they are capa- 
ble of delivering much more destructive 
chemical, biological or nuclear weapons. 
And North Korea routinely threatens tobum 
up the neighbourhood. 

Five years ago, when North Korea agreed 
to freeze and eventually abandon its pluto- 
nium production, many outsiders suspected 
that it had secretly produced a couple of 
bombs. It has since been shopping for equip- 
ment and technology to enrich uranium, an- 
other bomb-making ingredient. And it al- 
ready has chemical and biological weapons. 

Even if North Korea keeps its finger off 
the firing button, over the years its shorter- 
range rockets have found their way into the 
armouries of most of the world’s dodgier re- 
gimes. More recently, it is thought to have 
helped both Iran and Pakistan develop their 
latest medium-range missiles. 

Indeed, when it comes to North Korea, 
nothing can be ruled out. It has been inter- 
mittently threatening to tear up the armistice 
that ended the Korean war in 1953. And it 
wants America’s 37,000 troops out of South 
Korea. It could even be that North Korea be- 
lieves its own propaganda: it has long pro- 
claimed thatit will unite North and South by 
armed force if necessary. It may be hoping 
that its new long-range missiles would make 
South Korea’s allies, including America, 
think twice before joining the fray. 

Inan attempt to persuade North Korea of 
the folly of such ways, South Korea, America 
and Japan have successfully co-ordinated 
their policy in recent years, although each 
also has its own interests to pursue. South 
Korea wants to widen co-operation with 
North Korea, almost come what may. Amer- 
ica wants to prevent the proliferation of 
North Korean weapons technology and 
know-how to other unstable regions. Japan 
simply wants to fend off missile threats to its 
territory. Now that North Korea has decided 
toenter the diplomatic field more actively it- 
self, it may be harder for America, South Ko- 
rea and Japan to keep their policies in close 
formation. 

Until now, America has taken the lead in 
dealing with the threat that North Korea 
poses. But diplomatic hopes are buffeted by 
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experience. North Korea’s bad behaviour, in- 
cluding its 1998 missile test, has made it hard 
to keep the reactor project going and to 
scrape together the funds for the fuel-oil de- 
liveries that are promised until the reactors 
come on stream. Congress has been under- 
standably wary ofhelpingsucha regime, 
In an effort to break this vicious circle, 
President Clinton, at Congress’s insistence, 
appointed William Perry, a former defence 
secretary, to review North Korea policy. Mr 
Perry put his proposals for a “comprehen- 
sive” diplomatic package to the North Kore- 
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Inevitably, but not soon 


ans last year. America would lift remaining 
economic sanctions and upgrade diplomatic 
contacts if North Korea would both stick to 
the 1994 nuclear agreement and halt the test- 
ing and sales of its missiles, 

Although it has allowed America, grud- 
glingly and of course in return for still more 
food aid, to check that it is keeping to the let- 
ter of the nuclear agreement, North Korea 
has so far agreed to halt tests only while talks 
continue. The two sides are now haggling 
over the additional price America must pay 
to receive a high-level North Korean visitor 


to pursue this dialogue. Now that it has 
South Korea on the hook, with the prospect 
of lots more economic aid tocome, North Ko- 
rea may see little point in advancing its talks 
with America, which has balked at North 
Korea’s demand for at least $500m as the 
price for abandoning its missile sales. 


Watch for the fallout 


North Korea will no doubt try to gain maxi- 
mum advantage by playing South Korea, 
America and Japan off against each other. If 
it fails to get the result—and the cash—it 
wants from its new diplomatic gambit, it 
may simply abandon the enterprise. Yet the 
effect, if diplomacy does collapse again, 
could be more dangerous than on previous 
occasions and the damage done more long- 
lasting. It is not just that a frustrated North 
Korea could be tempted to lash out; or that 
South Korea, while open for talks with the 
North, has been using its missile tests to per- 
suade America to lift the strict limits on the 
South’s much more modest missile pro- 
gramme. The tensions of the past six years 
have also exacerbated rivalries in the region 
that, even without another Korean crisis, 
may now prove hard to contain. 

North Korea’s rocket-launch over Japan 
concentrated minds in Tokyo. Japan has 
now agreed, after years of foot-dragging, to 
step up its co-operation with America in the 
development of theatre missile defences. It is 
also considering reinterpreting its suppos- 
edly pacifist constitution to allow for more 
robust self-defence. And Japan and South 
Korea, always prickly allies at best, have 
started talking regularly to each other as well 
as with America about security and defence 
matters. Last year, the Japanese and South 
Korean navies held their first joint search- 
and-rescue exercise. 

All this has alarmed China, which has 
long been critical of efforts to strengthen the 
American-Japanese alliance. It worries that 
America will seek to involve Japan in anew 
stand-off between itself and America over 
Taiwan. Similarly, China had long argued 
that Japan should not help build missile de- 
fences with America. China is worried that 
such defences may undermine its own nu- 
clear deterrent. Above all, it fears that a mis- 
sile shield developed to help defend Japan 
from North Korea could also be used some 
day to protect Taiwan from China. Now that 
argument with Japan has been lost too. 

North Korea’s Mr Kim may seldom ap- 
pear in public. But he is no doubt privately 
gleeful at the influence his destitute country 
has managed to have on relations among his 
bigger neighbours and rivals. None of them 
has an interest in letting North Korea foster 
another regional crisis. But their influence 
over the regime is limited. Only by working 
together can they hope to contain North Ko- 
reas mischief-making. But that may be 
about to get harder, noteasier, to do. 

m 
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June in Pyongyang 


Kim Jong Il, the reclusive 
leader of North Korea, un- 
expectedly agreed to meet 
President Kim Dae Jung of 
South Korea in Pyongyang, the 
North’s capital, in June. The 
news was expected to boost 
the government in the South’s 
parliamentary elections on 
April 13th. 


Indonesia's ex-president, 
Suharto, was banned from 
leaving the capital, Jakarta, 
while government prosecutors 
continued to try to question 
him about allegations of cor- 
ruption during his 32 years of 
rule. Meanwhile, Muslim mili- 
tants threatened a holy war 
against Christians in Indone- 
sia’s Molucca islands. 


Some 200 people drowned 
when a ship carrying 
would-be migrants from the 
Middle East to Australia sank 
after calling at Java. In a sepa- 
rate incident in the southern 

| Philippines, more than 50 lives 
were believed lost when a 
cargo boat went down. 


In the bloodiest attack of its 
kind for a year, 14 people 
were killed by mystery gun- 
men at a prayer meeting of 
Shia Muslims in northern 
Pakistan. 


The governor of Tokyo, 
Shintaro Ishihara, said that 
foreigners might stage an 
uprising, using a natural disas- 
ter such as an earthquake as a 
diversion. Japan’s government 
distanced itself from Mr Ishih- 
ara’s remarks. 


May, maybe 
Zimbabwe's parliament dis- 
solved itself at the end of a 
five-year term. No date has yet 
been set for an election. Al- 
though President Robert Mu- 
gabe has talked of May, the 
body fixing new constituency 
boundaries says its job could 
take three months. 
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Leaders and representatives of 
133 developing countries 
gathered in Havana for the 
first G77 summit. They listened 
to impassioned appeals from 
Fidel Castro to stand up to the 
developed world, but their fi- 
nal declaration was a more 
modest wishlist. 


Catherine Bertini, head of the 
World Food Programme, vis- 
ited areas of the Horn of 
Africa hardest hit by the 
drought that threatens up to 
16m people in the region. 


Hansie Cronje was sacked as 
captain of South Africa’s 
cricket team after admitting 
that he had accepted money 
from an Indian bookie for 
forecasting the result of a 
match. The Indian police had 
charged him with match- 
fixing, but this he denies. 


President Bill Clinton and Is- 
rael’s prime minister, Ehud Ba- 
rak, had a three-hour session 
in Washington, pc, trying to 
reawaken the Middle East 
peace process, particularly 
the negotiations on a perma- 
nent solution to the Israeli- 
Palestinian conflict. 


The trial of 13 Iranian Jews, 
suspected of espionage, began 
in Shiraz. 





President Jiang Zemin paid the 
first visit of a Chinese head of 
state to Israel. Israel insists 
that it will go ahead with a 
controversial deal to supply 
China with an advanced 
early-warning radar plane, de- 
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POLITICS THIS WEEK 


spite objections by the Unized 
States. 


Carrying on 


Greece's election 
Number of seats (% share of vote*) 


Pasok New 
| 158 (43.8) —> Democr 
l > 125 (42. 






| Communists 
| 11 (5.5) 

Left coalition MEd vin a- 
6 (3.2) quality for representation 











The ruling Panhellenic Socialist 
Movement, led by Costas 
Simitis, the incumbent prime 
minister, narrowly won 
Greece’s general election, beat- 
ing the centre-right New 
Democracy party, led by Con- 
stantine Karamanlis, by a sin- 
gle percentage point. 


Georgia’s president since 
1992, Edward Shevardnadze, a 
former Soviet foreign minister, 
easily won re-election. 


A congress of Germany's 
Christian Democrats formally 
chose Angela Merkel as 
their new leader. The par- 
liamentary leader of the ex- 
communist Party of Demo- 
cratic Socialism, Gregor Gysi, 
said he would resign. 


For the first time since the UN 
took over the administration 
of Kosovo last year, ethnic 
Serbs attended the ruling 
council. But they have yet to 
take part in other institutions 
designed to share out power 
among different groups. 


The European Parliament re- 
fused to toughen a European 
Union law making producers 
of genetically modified 
foods legally responsible for 
any damage they caused to 
public health or the environ- 
ment. 


Slovenia's prime minister, 
Janez Dmovsek, who heads 
the middle-of-the-road Liberal 











Democrats, called for a general 
election after a junior partner 
in his coalition pulled out of 
government. 





Andris Skele, the prime minis- 
ter of Latvia, said he would 
resign after a party withdrew 
from his coalition government 
just nine months after it had 
been formed. 


Peru decides 


After long delays, claims of a 
fraudulent count and much 
diplomatic pressure, it was an- 
nounced that President Al- 
berto Fujimori had narrowly 
failed to win 50% of the vote 
in Peru's presidential election. 
He now faces a run-off against 
Alejandro Toledo, who polled 
40.3% of the vote. 





flit wire’ wil 


Six people died in clashes 
after Bolivia’s government de- 
clared a state of emergency 
and called out troops to quell 
protests over issues ranging 
from water charges to econ- 
omic stagnation. 


In the United States, Kenneth 
Starr's successor as indepen- 
dent counsel, Robert Ray, 
said that the Monica Lewinsky 
case was still an “open investi- 
gation”. He may seek an in- 
dictment after Bill Clinton 
leaves the White House next 
January. 


In the continuing squabble 
over Elian Gonzalez, the 
Cuban boy's father, Juan Mi- 
guel, refused an offer of asy- 
lum in the United States. It 
seemed likely that he would 
at last meet his son. 
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Nasdaq nosedives 





Nasdaq composite index 


| Low tech | 
Feb 8th 1971=100 | 


Nasdaq, America’s high-tech 
dominated stockmarket, took 
another pounding as investors 
deserted it in favour of invest- 
ments in traditional compa- 
nies. Falls earlier in the week 

| were followed by a drop of 
74% on April 13th. It is now 
over 25% down from its peak 
in early March. 


Tesco, a British supermarket 
chain, said that it would in- 
vest £35m ($55m) in its highly 
successful e-commerce opera- 
tion (said to be the world’s 
largest and actually making a 
profit), and spin it off as a 
wholly owned subsidiary. The 
company also announced pre- 
tax profits for 1999 up 10.8%, 
and an extra 20,000 jobs 
worldwide. 





Nina Brink, chairman of 
World Online, a Dutch In- 
ternet service provider, came 
under more pressure to resign 
after revelations that she had 
sold shares in the company 
before its initial public offer- 
ing. Banks that led the reo 
want her to go, but the Sandoz 
Family Foundation, owners of 
a 43% stake in World Online, 
stood by her as the share price 
began to recover. 


The European Commission 
approved the €176 billion 
($169 billion) takeover of 
Mannesmann by Voda- 
fone AirTouch after Voda- 
fone said it would allow other 
companies to use its network 
at a fair price and sell Man- 
nesmann’s Orange mobile- 
phone network in Britain. 








| 
| Telstra announced an alli- 


Finland’s Nokia, Sweden's | 
Ericsson and America’s Mo- | 
torola announced an alliance 
to develop a single standard 
for e-commerce on mobile 
phones. They expect the intro- 
duction of war-enabled 
phones, capable of Internet ac- 
cess, to create a big demand 
for “m-commerce” services. 


| Hong Kong's Pacific Century 
CyberWorks and Australia’s 





| ance. Telstra will invest $3 bil- 
| lion in ecew, half of it di- 
| 





rectly in the company and | 

| half in a mobile-telephony | 
| joint venture. The two compa- | 
nies also plan a new Internet | 
venture. l 
| 

i 

| 


Fourteen companies, led by 
Shell and BP Amoco and 

| including Dow Chemical, Phil- 
| lips Petroleum and Conoco, 
with procurement spending 
totalling around $125 billion, | 
are to join together to form an | 
online exchange that is likely | 
to be rapidly floated, 








No barrel of laughs 


Britain’s government, commit- 
ted to an “ethical” foreign pol- 
icy, called on Premier Oil to 
| pull out of its 27% interest in a 
| $650m gas project in Myan- 
mar. Despite Myanmar’s woe- 
| ful record of human-rights 
abuses, Charles Jamieson, Pre- 
mier’s chief executive, said he 
favoured “constructive engage- 
| ment” in the country. 


to be near agreement on a 
cross-shareholding alliance 
that would create one of the 
world’s biggest truck makers, 
after a bid by Volvo to acquire 
Renault's European and Amer- 

| ican truck-making operations 

| was rejected, 


i 
| 
| 
| 
| 
| 
| 
Volvo and Renault are said 


| 

| Still reeling from its failed 

| merger with Deutsche Bank, 
| Dresdner Bank agreed to give 
| more autonomy to its invest- 
| ment bank, Dresdner Klein- 
| wort Benson, whose fa 


{aval 
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| was the cause of the deals col- 


| been offered guaranteed bo- 
| nuses to stop them defecting 


| and fund-management opera- 





lapse. Kleinwort staff have 


to rival firms, 


Thrill of the Chase 


Chase Manhattan, an 
American bank, unveiled a 
long-awaited offer of £4.9 bil- 
lion ($78 billion) for Robert 
Fleming, a small British in- | 


vestment bank. Acquiring | | 


Robert Fleming will allow 
Chase to expand its European 


tions and give it a foothold in 
Asia through Jardine Fleming. 








Unilever, a giant Anglo- 
Dutch consumer-geods firm, 
bought America’s Slim-Fast 
Foods, a diet and food com- 
pany, for $2.3 billion. Unilever 
wants to sell Slim-Fast’s pro- 
ducts outside America’s well- 
developed market and be- 
lieves that Europe’s demand 
for its products is expanding 
as fast as European waistlines. 
In a less healthy frame of 
mind, Unilever also an- 
nounced it would acquire the 
“socially conscious” ice-cream 
maker Ben & Jerry’s for a 
capitalist-sounding $326m. 





A big English law firm, Fresh- 
fields, and a German counter- 
part, Bruckhaus Westrick 
Heller Loeber, are in merger 
talks to build a law firm capa- 
ble of dealing with an ex- 
pected wave of German merg- 
ers and acquisitions in the 
wake of Vodafone AirTouch’s 
takeover of Mannesmann. 
Freshfields finalised a merger 
with another German law 
ECONOMIST.COM | 
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firm in January; other British 
firms have also sought Ger- 
man partnerships. 


Growing optimism 










% increase on a year earlier 
Developing countries 
World 





Advanced economies - 


The IME was upbeat about 
the prospects for the world. 
economy in its biannual 
World Economic Outlook. It 
forecast that world cop will 
grow 4.2% this year, slowing 
only slightly to 3.9%. in 2001, 
with a “soft landing” for 
America’s economy in which 
growth will slow only to 3% 
next year. But it expressed 
concern that key exchange 
rates were “misaligned” and 
that stockmarket valuations 
were “very high”. it also criti- 
cised Britain’s recent budget as 
“regrettably pro-cyclical”. 


Britain said that it was pre-° 
pared to crack down on tax 
evasion in the zu through a 
system of information ex- 
change about non-domestic 
investors’ income from inter- 
est, rather than through an 
EU-wide withholding tax on 
non-resident savings. The pro- 
posal was rejected by Luxem- 
bourg and Austria for compro- 
mising banking secrecy. 


Japan, hosts of this year’s G7 
summit, belatedly agreed to 
follow other G7. countries and 
forgive up to 100% of the debts 
owed to it by the world’s 
poorest countries. It also 
agreed to raise its contribution 
to the World Bank’s debt-relief 
trust fund. Separately, Masaru 
Hayami, the boss of Japan's 
central bank, hinted that it 
might soon end its policy of 
zero interest rates. 
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Taiwan takes another broadside 
from the mainland 


ZEUING AND TAIPEI 


China has resumed its verbal assault on Taiwan, this time attacking the new 
vice-president. It is a mark of the mainland’s growing insecurity 


ONG KONG'S last governor, Chris Pat- 

ten, was always proud of the epithet, 
“the triple violator”, that China pinned on 
him: the insult, after all, was deliciously ob- 
scure. Past condemnations of Taiwan’s out- 
going president, Lee Teng-hui, have been 
clearer. “A deformed test-tube baby culti- 
vated in the political laboratory of hostile 
anti-China forces” is a measure of the collec- 
tive genius of the propaganda department. 
And now the Communist word-factory has 
been turning out munitions 
against a new target: Tai- 
wan’s vice-president-to-be, 
Annette Lu Hsiu-lien. The 
gravity of her crime is not in 
doubt. This week the Chi- 
nese government declared 
that Miss Lu, having “ex- 
posed her true hideous face 
of an extremist and incur- 
able Taiwan independence 
agitator” was “the number- 
one scum of the Chinese na- 
tion”. She was pushing Tai- 
wan towards war. 

Whatever has this imp- 
ish, rather grandmotherly 
figure been up to? The osten- 
sible cause of China’s wrath 
is what she tells inquiring 
journalists. First, that be- 
cause of Taiwan’s half-cen- 
tury of colonisation by Ja- 
pan, the island’s history is 
different from the main- 
land’s. Second, that because of this, Taiwan 
and China are close neighbours but also dis- 
tant relations. Taiwan, indeed, is already as 
good as independent and sovereign. Miss Lu 
makes no secret of her support for Taiwan's 
membership of the United Nations, even 
though, she tells The Economist, “it will take 
us acouple more years to get in”. 

Miss Lu herself dismisses China’s verbal 
lobs as being little different from the “gim- 
micks” that Taiwan's long-ruling Nationalist 
Party (the Kuomintang) used against her two 
decades ago. It imprisoned her for over five 
years on trumped-up charges of sedition. 
Taiwan’s new president, Chen Shui-bian, 
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Chen and Lu hail the motherla 


was a defence lawyer at the time. The Tai- 
wanese stockmarket has also appeared to 
shrug off the attacks, being far more con- 
cerned with the ups and downs of its coun- 
terpart in the United States. Mr Chen has 
played down the row, counselling calm and 
patience, which he describes as a particu- 
larly “Chinese” virtue. 

Western political analysts, on the other 
hand, are anxious. At first, China had to get 
over the shock of Mr Chen’s victory at the 





Nor is the United States happy. It had 
long been cajoling the Taiwanese to restart 
discussions with China on cross-strait af- 
fairs, though in vain. The Clinton adminis- 
tration was therefore heartened by Mr 
Chen’s conciliatory stance after his election 
victory. He has gone so far as to appoint a 
Nationalist, Taiwan’s outgoing defence min- 
ister, Tang Fei, as his new prime minister in 
charge of running a coalition cabinet: the 
armed forces in Taiwan, as in China, are the 
strongest supporters of unification. 

Mr Chen has also said that everything is 
on the table for discussion with China, in- 
cluding the “one-China” principle that the 
Chinese insist on. But all this, it seems, is not 
going to be enough for a blustering China. 
And that makes life complicated for the 
Americans. The administration is in the mid- 
dle of trying to persuade Congress to vote in 
favour of granting China normal trading re- 
lations. It is also trying to persuade Congress 
not to pass the Taiwan Secu- 
rity Enhancement Bill, 
which would force America 
into much closer military re- 
lations with the island, tothe 
possibly unquenchable fury 
of China. Out of fear for that 
likely tantrum, America 
finds itself trying to soothe 
China’s current one. 


Domestic consumption 

Matters may not yet have 
come to the awful pass that 
some analysts assume. 
There is a need to take ac- 
count of China’s domestic 
audience in the light of any- 
thing the leadership says. In 
this case, China’s armed 
forces are impatient to 
blacken Taiwan’s eye. Presi- 
dent Jiang Zemin and his al- 





nd 


pollson March 18th. His Democratic Progres- 
sive Party supports independence, even 
though MrChen has distanced himself from 
the cause. For a while, China appeared to 
have adopted a wait-and-see attitude to- 
wards Mr Chen, at least until his “true inten- 
tions” towards the question of unification 
became clearer after his inauguration on 
May 20th. However, some now fear the grace 
period has been cut short. In addition, re- 
ports have been planted in the Hong Kong 
press of a military build-up opposite Taiwan. 
A senior Chinese official has warned the 
Hong Kong media not to report views that 
advocate independence for Taiwan. 





lies know their entire econ- 

omic programme would be 
thrown into doubt were force unleashed. To 
avoid physical violence, the armed forces 
have to be bought off, at least for a while, 
with some verbal violence. The Communist 
Party has for so long lectured the Chinese on 
its self-appointed role of guarding the na- 
tion’s sovereignty that it lacks the self-confi- 
dence to let up on its Taiwan-bashing even 
for a few weeks. 

Atthesame time, the government in Beij- 
ing faces growing uncertainty about where 
the modernisation of China is leading and 
what that means for the future of the Com- 
munist Party. This insecurity can be seen 
through an increase in the stridency of criti- 
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cism at home, much of itaimed at whatis of- 
ten seen as the sort of western liberal values 
that renegade Taiwan already aspires to. 
Hence a recent revival of Marxist-style 
purges and campaigns, the stuff of a previ- 
ousera. A handful of leading academics who 
called too boldly for political and economic 
reform were recently fired by the Chinese 
Academy of Social Science. 

The verbal attacks on Taiwan, however, 
seem directed not against Mr Chen, but, 
pointedly, at his deputy. As such they may 
have hit the mark better than the Chinese 
leadership could have imagined. The day 
after Mr Chen’s election victory, Taiwanese 
presidential aides were already admitting 
that Miss Lu, though an admirable fighter for 
Taiwan’s interests and for human rights, was 
also something of a “loose cannon”. Miss Lu 
is now having trouble denying reports that 
in private she has already grumbled about 
being kept out of the loop by Mr Chen. In 
truth, the Taiwanese vice-presidency is a 
post with weak, ill-defined powers. 

So, China’s wait-and-see policy may still 
be in place in some form or another. But can 
Mr Chen be conciliatory enough for China’s 
liking? China insists that the one-China 
principle should be the basis for talks, Once 
thatis agreed on, it says, everything else is up 
for discussion. But by maintaining that 
everything is already up for discussion, Mr 


Chen does not accept the principle of one- 
China as a precondition for talks. 

There could be room for a little ambigu- 
ity that gives face to both sides. China and 
Taiwan could agree, for instance, to hold dif- 
ferent definitions of one-China. But this 
week a foreign-ministry spokesman in Beij- 
ing removed some of the room for such 
ambiguity. When asked to define what ex- 
actly one-China meant, he replied: “The Peo- 
ple’s Republic of China is the sole legal gov- 
ernment of China.” The mainland’s new 
broadside will do little to convince Taiwan of 
the appeal of unification. The problem, as 
ever, remains in Beijing, not in Taiwan. 

— a a 


The Philippines 


Patience runs 
out 


MANILA 


| i than two yearsafter winning the presi- 
dency of the Philippines by a bigger mar- 
gin than any of his predecessors, Joseph Es- 
trada is beset by accusations that his 
administration is inept and corrupt. There is 
a growing clamour for him to step down, or 
be thrown out, although quite how he could 


be disposed of against his will is unclear. 

Members of a group called the Silen 
Protesters have been plastering cars ane 
buildings with stickers bearing a white ex 
clamation mark on a black background 
symbolising their ultimatum to Mr Estrada 
reform, resign or be removed. Who is leading 
this shadowy group? All its supporters will 
say is that it is a non-partisan movement of 
“ordinary citizens”. 

Its supporters appear to be from the ur- 
ban middle class and unlikely to have voted 
for Mr Estrada. Trade unions and leftist non- 
government organisations are likely to be 
sympathisers. The famous upholders of 
democratic rights in the Philippines, such as 
ex-President Corazon Aquino and Cardinal 
Jaime Sin, the vanquishers of despotic Ferdi- 
nand Marcos in 1986, have not lent their 
names to the organisation. They were critical 
of Mr Estrada last year, but have been quiet 
since. Fidel Ramos, who held the presidency 
immediately before Mr Estrada, regularly 
speaks out against his successor, but he does 
so openly, not as a bill-poster. 

Senator Teofisto Guingona, the presi- 
dent of the main opposition party, Lakas, 
has written an open letter to Mr Estrada call- 
ing for his resignation because of the “disar- 
ray” in the country. There is talk within La- 
kas of forming a shadow cabinet, and 
members of Congress mutter about im- 








MANILA 


i IS one of the charms of the Philippines 
that at present the president and vice- 
president belong to rival parties. Gloria Ma- 
capagal Arroyo won the job of vice-presi- 
dent by direct election in 1998. President Jo- 
seph Estrada then made her secretary for 
social welfare, though she says she did not 
ask him to. Since taking the job, her popu- 
larity ratings have remained high even as 
her boss’s have declined. 

In response to questions about 
her loyalties, she offers awkward 
answers, or none at all. But any- 
thing she might say, she told The 
Economist recently, “would give 
[the president] comfort.” When Mr 
Estrada is away, Mrs Arroyo slips 
into his chair and likes the feel of it. 
She clearly wants to be president, 
either by taking over should Mr Es- 
trada step down, or by winning the 
next election, and is disinclined to 
offer hostages to fortune. 

On her marriage, to a lawyer, 
she retained Macapagal as part of 
her name, and it has done her no 
harm. Her father, Diosdado Ma- 
capagal, was an outstanding presi- 
dent of the Philippines (1961-65). 








Gloria of the Philippines 


Such family associations have often 
proved valuable in Asian politics: Mega- 
wati Sukarnoputri, the vice-president of 
Indonesia, has risen to her present post on 
little else. Mrs Arroyo is regarded as clever. 
She had a posh education in the United 
States, studied economics back home and 
worked for a time as a teacher. She was a ju- 
nior minister in trade and industry during 
Corazon Aquino’s presidency. During her 


past seven years in the Senate, she has 
changed parties several times, a not un- 
usual practice in the Philippines. She is | 
now 52, the mother of three children. On 
her website, she looks no older than 16. 

In her welfare job, she has set out to be 
seen as a friend of the poor, a policy pur- 
sued by her father, who started his life in 
utter poverty. No one seems to mind that 
she comes from a well-off family. The gov- 
ernment is itself hard-up and has little 
money for welfare. However, Mrs Arroyo 
has energetically sought out foreign money 
for specific projects. When there is an 
earthquake, a flood ora big fire, Mrs 
Arroyo's agency will be seen lead- 
ing the rescue. Although she will 
say nothing critical of her boss, Mrs 
Arroyo is keen to highlight her own 
record of opposition to corruption. 
“They see from my own personal 
example that I don't tolerate any ir- 
regularities or playing favourites,” 
she says of her employees. | 

Ata conference in Singapore in | 
October, Mrs Arroyo spoke of the 
need for good government, treat- 
ing everyone fairly and efficiently 
and enforcing the rule of law. Al- 
though she was not referring spe- 
cifically to the Philippines, this 
seemed to come dangerously close 








to makinga political statement. 
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peaching the ill-starred president. 

Many Filipinos, including, it appears, the 
president himself, regard these develop- 
ments as sinister attempts to destabilise the 
democratically elected government. Mr Es- 
trada, in the manner of the tough-guy char- 
acters he used to portray when he wasa film 
actor, has described the Silent Protest move- 
ment as “crazy”. He says the only disarray in 
the Philippines is in Senator Guingona’s 
mind. But Mr Estrada has failed to stem 
growing worries that crony capitalism is on 
the rise, and that the sluggishness of the 
economy and the persistence of the commu- 
nist and Muslim separatist insurgencies are 
the government's fault. 

Although the opinion polls indicate a 
sharp fall in his popularity, those who say 
they are satisfied with his performance still 
outnumber those who are dissatisfied. No 
wonder, therefore, that Mr Estrada appears 
tohave nointention of resigning, or of calling 
an early election. The only other way of get- 
ting rid of Mr Estrada constitutionally would 
be for Congress to impeach him for some 
wrongdoing. But Mr Estrada’s party domi- 
nates Congress. Even if the opposition were 
to win the congressional elections due next 
year, the outcome of any attempt at im- 
peachment would be unpredictable. 

The opposition has a particular weak- 
ness: the silence of Gloria Macapagal Arroyo. 
As wellas being a leading figure in Lakas, Mrs 
Arroyo is vice-president of the Philippines. 
She won this post by direct election: it is not 
in the president's gift. But she has accepted a 
job in Mr Estrada’s cabinet, as secretary for 
social welfare. She declines to comment on 
the president's performance, keeping her 
opinions to herself. Mrs Arroyo is much 
more popular than Mr Estrada and, as things 
look now, she is likely to be elected to replace 
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But can Estrada cure the body politic? 


him when his term ends (see box on previ- 
ous page). If the president fails to complete 
his term, the vice-president would automati- 
cally take over. But unless Mrs Arroyo de- 
cides to leave the cabinet and openly oppose 
Mr Estrada, efforts to remove him from of- 
fice are unlikely to succeed. 

However, any debate about getting rid of 
Mr Estrada by constitutional means is con- 
fused by talk of deposing him by uncon- 
stitutional means. Memories are still alive of 
the popular revolt that overthrew Marcos, 
and of several unsuccessful attempts by 
parts of the armed forces to depose Mrs 
Aquino. A spate of rumours earlier this 
month suggested a military coup was in the 
offing. They were dismissed by the govern- 
ment, correctly, as it turned out. Still, the 
thought lives on as a possibility. Removing 
Mr Estrada from office need not be a revolu- 
tionary act, but the way the debate is being 
conducted suggests that it would be, thus 
portraying what should be a democratic dis- 
cussion asa threat to democracy itself. 
iae E 


Kazakhstan 


Auf 
Wiedersehen 


ALMATY 


N THE days when Kazakhstan was part of 

the Soviet Union, it was considered un- 
wise to say you were an ethnic German. War- 
time memories might be stirred. After Ger- 
many’s invasion of Russia in 1941, many 
thousands of ethnic Germans who had lived 
in the Volga region since the 1760s were tran- 
sported to Kazakhstan, where they were re- 


ASIA 
garded as the enemy. Life is still not much 
fun for ethnic Germans in Kazakhstan, 
which is independent now, but they can at 
least get out: the German government will 
give them a ticket “home”. 

But it does soever more reluctantly. Both 
the German and the Kazakhstani govern- 
ments would like the remaining ethnic Ger- 
mans to stay. Germany has an unemploy- 
ment rate of 10%. Many of the migrants from 
Kazakhstan are farmers with little to offer in- 
dustrialised Germany, even if jobs were 
available. A few months ago, the German 
authorities, in an effort to discourage the 
flow, ended the offer of free flights. Emi- 
grants from Kazakhstan now have to go by 
bus, taking up tosix days. 

Most of the ım Germans who used to 
live in Kazakhstan went while the going was 
good, by air. The German government reck- 
ons that only about 170,000 remain, al- 
though many more people claimed German 
ancestry during the 1999 national census. For 
its part, Kazakhstan has seen its population 
shrink by almost 8%, from 16.2m at the last 
Soviet census in 1989 to 14.95m in 1999, and it 
hates the idea of losing any more. In addition 
to the ethnic Germans, it has lost 1.6m Rus- 
sians, 300,000 Ukrainians and 70,000 Tatars. 
Despite an increase in the number of Ka- 
zakhs, a country the size of Western Europe 
looks almost empty. 

So many people have emigrated that en- 
tire villages in northern Kazakhstan are now 
deserted. German culture has almost gone. 
The pressure to follow the family—mosteth- 
nic Germans now have a relation in Ger- 
many—is great. 

To encourage people to stay on, Ger- 
many has spent about DM100m ($50m) over 
the past ten years supplying coal, flour and 
medicine to ethnic Germans and promoting 
small businesses in Kazakhstan. Even so, the 
prospect of being unemployed in a rich 
country seems preferable to staying in pov- 
erty in Kazakhstan. 

How many ethnic Germans decide to 
stay will partly depend on the political and 


economic conditions in Kazakhstan. As Jo- ` 


chen Welt, a member of the German parlia- 
ment who was in Kazakhstan last week, ac- 
knowledges, these may be beyond the 
control of the government. 

Ethnic Germans are nervously watching 
both the increasing nationalism in Russia 
and the rise of Islamic fundamentalism in 


Central Asia. After an attack by Islamic mili- © 


tants in Kirgizstan last summer, the number 
of ethnic Germans applying to go “home” 
shot up. Many in Kazakhstan are not waiting 
for another event. Galina Schmunk, for in- 
stance, an ethnic-German journalist in 
northern Kazakhstan, has no desire to leave. 
Nevertheless, like lots of others, she has ap- 
plied for admission to Germany. With an ac- 
ceptance letter in her pocket, she knows she 
can leave at any time, should the need arise. 

m s 
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Ready to talk in Aceh? 


BANDA ACEH 


President Abdurrahman Wahid is hoping that Aceh will settle for 
autonomy, not independence. First he’ll have to deal with his security forces 


To flock of jumbo jets that dwarfed the 
tiny terminal at Banda Aceh’s airport re- 
cently have now gone. The big jets had come 
to ferry devout Muslims directly to and from 
Mecca for the haj:no longer do pilgrims have 
to fly toone of Indonesia’slarger airports and 
then change flights. For this improvement, 
the locals can thank B.J. Habibie, who took 
over as president when Suharto was forced 
from office in 1998. Mr Habibie decided to ex- 
tend the runway serving the provincial capi- 
tal of Aceh, hoping it would help to tum this 
deeply Islamic province away from de- 
mands for independence. It was a nice ges- 
ture, but, after decades of unchecked brutal- 
ity by Indonesia’s armed forces, more than 
gestures are required. 

Mr Habibie’s successor, Abdurrahman 
Wahid, thinks he has the answer. Since he 
took over last year, Mr Wahid, a respected 
Muslim scholar, has been following the 
same strategy but on a grander scale, offering 
as many concessions as he can in an effort to 
boost Acehnese support for auton- 


have changed for the better and that auton- 
omy can satisfy their demands. 

On April 17th, after several delays, more 
than 20 soldiers accused of killing a Muslim 
leader and dozens of his students are due to 
goon trial. Other trials of soldiers accused of 
committing atrocities in Aceh are expected 
to follow. In another development, several 
non-government organisations are planning 
to hold a congress in Aceh. Although some 
groups want the gathering cancelled or ig- 
nored, it may yet bring together many of the 
opposition factions. The congress could ap- 
point a team to negotiate with the govern- 
ment for more freedom for Aceh and press 
foran end to violence. 

Back in November, a rally drew perhaps 
a fifth of Aceh’s 4.5m people on to the streets 
to demand a referendum on the province’s 
future. Such a vote had been held three 
months earlier in East Timor, the former Por- 
tuguese colomy annexed by Indonesia in 
1976. But demands fora referendum on inde- 


pendence for Aceh have now subsided a lit- 
tle. Not that thismeans many Acehnese have 
come to trust the government in the capital, 
Jakarta. It may be democratically elected, 
but the loathing of the security forces is as 
strong as ever. And the guerrillas of the Free 
Aceh Movement, known by its vernacular 
acronym, GAM, still say they will accept 
nothing less than outright independence. 

The general dislike of the authorities is 
not quite the same as fervent support for the 
GAM. Its fighters are dismissed by some 
Acehnese as mere bandits—and their activi- 
ties often earn them no thanks among the lo- 
cals. When the rebels ambush a policeman 
in a village, it is usually the villagers who 
have their houses shot up and burned in re- 
taliation. Even though they hate the armed 
forces more than the guerrillas, the vast ma- 
jority of Acehnese wish both sides would 
stop shooting. 

By appealing to the war-weary majority, 
Mr Wahid hopes to strike a deal on auton- 
omy. He may find, however, that it is easier 
to isolate the Gam than to rein in his own 
armed forces, who are still out of control in 
the province. Mistrust of Indonesia’s men in 
uniform is the main reason that so many 
Acehnese believe that only independence 
can bring them security. 

Mr Wahid remains optimistic, but he 
continues to make three big mistakes. First, 
he is largely ignoring Aceh’s women’s 
groups, most of which want peace at any 
cost and would therefore make natural al- 
lies. Second, he frequently makes contradic- 
tory statements, which may do him no harm 
in Indonesia's main island of Java, where 
oblique utterances are the norm, but which 
infuriate the straight-talking people of Aceh. 
By promising a referendum last year, then 
abruptly changing his mind, Mr Wahid may 
already have done irreparable damage to his 
reputation in Aceh. 

Lastly, Mr Wahid fails to condemn the 
armed forces in the province or hold them to 
account for their recent behaviour, which 
has come in for heavy criticism from inde- 
pendent onlookers. Not only has he said that 
the security forces are winning, but he has 
also suggested that some recent atrocities 
were committed by Gam members wearing 
Indonesian military uniforms. All this only 
helps to turn Acehnese against him. 

Mr Wahid must hope that when the 











trials start he will be able to change a 
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Seattle comes to Washington 


WASHINGTON, OC 


Will next week’s protests in the capital say anything revealing about 


America’s attitude to globalisation? 


win a difference the possibility of a 
riot makes. The World Bank and the 
International Monetary Fund have been 
holding their spring meetings in Washington 
since 1975, causing little but polite interest. 
Yet no sooner had the activists who dis- 
rupted the World Trade Organisation in Se- 
attle last winter announced their interest in 
this springs meeting than it became the 
most fascinating event on the planet. An un- 
precedented 1,700 journalists have registered 
for the meetings on April 16th-17th. 
Protesters plan two big events. 
The hard-core lot will try to prevent 
the 750 delegates and their staff 
members from attending the joint 
meeting of the imr and the World 
Bank, something the police are de- 
termined not to allow. People of a 
less combative disposition will 
gather on the Ellipse to listen to 
speeches from assorted celebrities 
and enthusiasts. 
These events will mark the cul- 
mination of weeks of smaller do- 
ings. Campuses across the country 
have been putting on teach-ins 
about how to bring Seattle to Wash- 
ington. Churches have been hold- 
ing prayer vigils “in solidarity with 
the victims of the World Bank”. On 
April 9th thousands of people, 
braving icy winds, formed a human 
chain around the Capitol to de- 
mand that the rich nations show 
biblical forgiveness by cancelling 
< billions of dollars in debt owed by poor 
countries. On April 12th, thousands prot- 
~ ested against China’s accession to the wro 
(as one watching schoolchild memorably 
~ observed:“Where will we get our toys from if 
they won't let us trade with China?”). 
Almostevery group with a grievance has 
its own special event. Steelworkers held a 
candlelight vigil. Latinos protested about the 
links between a spate of local evictions in 
Washington and “their connection to the 
World Bank/imr/wro structural adjust- 

ment and global corporate expansion.” The 
Free Burma Coalition held a dinner. The 
“Green Party held a pot-luck supper. 
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Even more has been going on behind the 
scenes. The Ruckus Society and the Direct 
Action Network are teaching civil disobedi- 
ence. The Midnight Special Law Collective 


` provides 24-hour legal advice. The protesters 


have also established a communal kitchen 
to feed thousands, medical clinics to care for 
anyone who is injured, bicycle couriers to 
ferry food, supplies and intelligence (“the 
revolution will not be motorised”), and 
workshops on giant puppet making and 
street theatre. For their part, the police have 
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spent $ım on riot gear for the event, and 
studied how to prevent up to 5,000 people 
from blocking Pennsylvania Avenue. 

All this frantic activity raises two imme- 
diate questions: who are the protesters, and 
what are they trying to say? The labour un- 
ions remain broadly supportive: some 1,500 
trade unionists turned up at the debt-relief 
protest, and the art-cio has belatedly en- 
dorsed the rally on the Ellipse. But the unions 
will distance themselves from the protesters 
at the first sign of broken windows. 

The bulk of the protesters are not blue- 
collar types but students and what used to 
be known as activists. The list of sponsoring 

































organisations is a Who’s Who of non-gov- 
emmental organisations—from the fringe 
(the National Queer Commission) to the ob-.. 
scure (the Nicaragua Network Peace and So- 
cial Justice Centre of South Central Kansas): 
and the tediously predictable (the Young 
Communist League). 

Thisis all alittle odd. Even globalisation’s 
defenders admit that the process can be a`. 
cruel one, and many global institutions are 
distinctly accident-prone. It is hardly sur- 
prising, for instance, that middle-aged South ©. 
Korean workers took to the streets of Seoulin: 
1998 wearing bandanas claiming that IMF 
stood for “I'm Fired” after thatinstitution ap- 
peared to force several banks into closure. — 
But the United States, currently in its ninth 
year of economic expansion, has never been 
on the receiving end of imF policies. And In- 
ternet-savvy white American college kids 
are precisely the sort of people who enjoy 
most of globalisation’s benefits. 

Trying to work out what the protesters 
want gets harder the more teach-ins 
you go to. Some groups want defi- 
nite, if difficult, things such as debt 
relief. Some want nebulous things _ 
like “global justice”. Some want to 
shackle capitalism with tougher 
rules. Others want to get rid of 
global corporations entirely. 

The one thing the protesters all 
seem to agree upon is that the IMF 
and the World Bank are flawed in- 
stitutions. A fair point, but an odd 
one to make at a time when the 
emerging economies are generally 
growing rapidly (see page 78) and 
when both the imr and particularly 
the World Bank are makingsomeef: 
fort to be more accountable. The 
Bank now involves. non-govem- 
mental organisations in many of its: 
decisions and conducts an environ: 
mental audit of most of its policies. 
The protesters seem split on what to 
do about this. Some would be 
happy if the World Bank paid alittle more at 
tention to environmental concerns. Others 
think the Bank is evil beyond salvation. 

Many have jumped upon a somewhat 
melodramatic jaccuse essay by Joseph Sti- 
glitz in the currentissue of the New Republic. 
(“I was chief economist at the World Bank 
from 1996 until last November during the 
gravest global economic crisis in a half-cen- 
tury. I saw how the me, in tandem with the 
Treasury Department, responded. And Twas 
appalled.”) But Mr Stiglitz’s argument run 
into trouble with the (for him) inconvenien 
recovery of the economies concerned; and 
his remedies are alittlecomplicated. No ban- 
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It’s a big country 
“I was raised in the west, the west of Texas. 
It's pretty close to California. In more ways 
than Washington, pc, is close to Texas.” 
George W. Bush touting his California cre- 
dentials, Los Angeles Times, April 8th 

wk 
Endorsement of the week 
“Pll be damned if I'll have Bush in the White 
House. So I'm going to back Gore even 
though it’s killing me. Plus, I require more 
than a 2.0 grade-point average for my presi- 
dent. You know, | had better than that.” 
Dee Snider, lead singer of Twisted Sister, a 
heavy-metal band once cited by the Gores 
as an example of what was wrong with 
modern popular music, “Equal Time”, 
MSNBC, April toth 





ners have yet been spotted saying: “Mone- 
tary policy in South Korea was too tight.” 

Interestingly, the woman often cited as 
the eminence grise behind the anti-global 
forces in Seattle is playing a more subdued 
role in Washington. Lori Wallach, the (sur- 
prisingly humorous) director of Public Citi- 
zen Global Trade Watch, prefers to focus on 
the normalisation of trade with China, due 
to be discussed in Congress in May, rather 
than on the Bretton Woods twins. 

When people marched against the 
bombor the Vietnam war, they could at least 
claim to have a lot of other people applaud- 
ing them. An even odder thing about this 
bunch of demonstrators is that they seem to 
be out of step with their country’s general 
sentiment about globalisation. 

A recent study of polling data by the Pro- 
gramme on International Policy Attitudes 
found that 61% of Americans favour moving 
ahead with globalisation, and only 35% want 
to slow it down or reverse it (see chart 1). Al- 
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Goreism of the week 
“My mother always made it clear to my sis- 
ter and me that women and men were 
equal—if not more so.” 
Al Gore, Associated Press, Aprilioth 

kkk 
Poll of the week 
Asked by Glamour magazine to select 
their key issue, the young women of Amer- 
ica plumped for health care (24%), taxes 
(22%), education (14%) and abortion (14%). 
No one chose foreign policy. Fewer than 
one in four wanted a woman on the presi- 
dential ticket. Mr Bush was more popular 
than Mr Gore. The same poll also revealed 
that 46% of women are “always looking to 
try new and different beauty products”. 

we 
Out of the closet 
Mr Bush has agreed to meet prominent ho- 
mosextial Republicans, but not the na- 
tional Log Cabin Republicans. He and they 
have been aflutter ever since the party’s 
leading homosexual group leaned towards 
John McCain. 

kik 
Candidate of the Week 
“That's a race between someone who 
doesn't know himself~Gore—and some- 


most 80% of the respondents sup- 
ported more international co-opera- 
tion. There were majorities in favour 
of strengthening the wro and abiding 
by its decisions even when these go 
against the United States. A plurality 
even favours strengthening the mr. 

Does this mean that the protesters 
are doomed to irrelevance? Not nec- 
essarily, for two reasons. The first is 
that, if you look behind the numbers, 
it is clear that quite a lot of people 
have doubts about free trade. Overwhelm- 
ing majorities of Americans think that their 
trade negotiators pay “too little” attention to 
“working Americans” (see chart 2). People 
generally support attaching labour and envi- 
ronmental conditions to trade agreements. 
They are particularly hostile to normalising 
trade with China. Polls taken earlier this year 
found most Americans expressing some 
sympathy for the protesters at Seattle. 

The second reason is that the opponents 
of globalisation seem to feel more strongly 
about the phenomenon than its supporters 
do. No congressman has paid at the ballot 
box for being “anti-global”, whether it be 
voting against paying uN dues or voting for 
subsidies for local producers. But last month 
Matthew Martinez, a nine-term congress- 
man from suburban Los Angeles, lost his 
Democratic primary largely because the un- 
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one who doesn’t know anything-—-W.” i 
Pat Buchanan, Associated Press, April 8th | 
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Counter-Quayle | 
While visiting a class of first-graders in | 
Ohio, Mr Gore remained silent as the | 
teachers and pupils spelled “sincerely” as | 
“sincerly”, perhaps mindful of what hap- | 
pened to the last vice-president who tried | 
tospell in public. | 
New York Times, April 12th | 
| 
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The insider 

Ralph Reed, a Bush adviser, was hired by 

Microsoft to lobby the Texas governor on i 

the company’s behalf. Mr Reed, formerly l 

head of the Christian Coalition, subse- | 
i 
| 


quently apologised and promised to stop 
lobbying Mr Bush. 






working Americans: ooo. 


Too much 
About right 


ions were furious about his support for “fast- 
track” trade deals. Bill Clinton, who boldly 
pushed through narra, lost his nerve in Se- 
attle last year. One reason he did so was to 
buttress union support for Al Gore. That is 
not auspicious. 

The current fracas is also yielding results. 
On April 10th, only three days before a na- 
tionwide campaign against it was due to be- 
gin, Starbucks announced that it would start 
selling “Fair Trade Certified Coffee”. Ms Wal- 
lach is confident that the to-do in Washing- 
ton will help to defeat the White House’s at- 
tempts to normalise trade relations with 
China when the topic comes before the 
House next month. That would scuttle this 
year’s most important trade negotiation, just 
as the rumpus in Seattle put paid to a fresh 
round of global trade talks. 
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Trade unions 


Cleaning up in LA 


LOS ANGELES 





F HARRISON GRAY OTIS or any of the 
other hard-nosed businessmen who 
founded Los Angeles were to spring back to 
life, they would not be happy. The city’s po- 
lice are writhing through a corruption scan- 
dal that has sent their popularity toits lowest 
point since the riots of 1992. Los Angeles’s 
schools are overcrowded, short of money 
and sometimes dangerously polluted. The 
local paper Otis founded, the Los Angeles 
Times, has been sold to the Chicago Tribune. 
Even more perversely—at least to any of 
the city’s water-grabbing, strike-breaking 
founders—the only local institution that 
seems a focal point for civic pride is, of all 
things, a trade union. A month ago the Ser- 
vice Employees International Union (se1u) 
Local 1877, which represents the people who 
clean office buildings in La, was hardly a 
household name. Now itis as celebrated as a 
movie star. Even more strangely, it has be- 
come so by making life less convenient for 
anyone in La who has to drive around— 
which means pretty much everyone. 

Since April 3rd, a growing proportion of 
the 8,500 members of Local 1877 have been 
onstrike. A first week of demonstrations cul- 
minated in a march on April 7th along ten 
miles of Wilshire Boulevard, home to many 
of the skyscrapers whose floors they sweep 
and polish. Jesse Jackson, himself the son of 
a janitor, has joined the marchers and pick- 
ets. Cardinal Mahony, the head of the Ro- 
man Catholic archdiocese of Los Angeles, 
and various local politicians including Rich- 
ard Riordan, the Republican mayor of LA, 
have also given their support to the cleaners. 

The janitors want a pay rise. They called 
the strike when negotiations over a new 
three-year contract with the 18 firms that 
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clean 70% of La’s office space broke down. 
The union is asking for $1 an hour more for 
each of the next three years. Today its mem- 
bers make between $6.80 and $7.80 an hour. 
Although more than the minimum wage of 
$5.75 earned by non-unionised janitors, this 
isconsiderably less than the $12-14 eamed by 
janitors in San Francisco and the $15-17 they 
earn in New York, and is less than the 
amount required to keep a family of four 
above the poverty line, according to federal 
standards. It is also less, adjusted for infla- 
tion, than office cleaners earned 20 years ago. 
The employers, having at first asked for a 
pay freeze, have proposed a rise of 50 cents 
an hour for janitors who work in the centre 
of townand nothing for those in the suburbs 
(which is more than half of them) in the first 
year, and then raises of 40 cents an hour for 
the second and third years. In a time of such 
obviously booming business, the janitors are 
winning more sympathy than the employ- 
ers from Angelenos, who sense in the con- 
trast between the cleaners who scrub lava- 
tories and the bosses who use them all the 
unfairness of the digitally divided boom. 
The power and militancy of Local 1877,a 
novelty in a town long inhospitable to un- 
ions, are the result of immigration. Newcom- 
ers from Mexico and Central America, where 
labour is vocal and street protests part of the 
political tradition, make up 98% of the mem- 
bers of Local 1877. Originally immigration 
worked to the advantage of the employers; 
in the mid-1980s they were able to fire union- 
ised workers, who were mainly black and 
earning around $7.30 an hour, and replace 
them with non-unionised Hispanic cleaners 
at half the wage. But now steady recruiting 
by the seu has raised membership of Local 
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1877 from 1,500 people in 1986 to today’s 
8,500. 

The growing unionisation of cleaners re- 
flects the corporate consolidation that has 
taken place in the industry. The two biggest 
employers of office cleaners in Los Angeles— 
and across America—are American Building 
Maintenance, which is based in Washington 
state, and OneSource, run from Atlanta and 
owned by acompany based in Belize. 

Cleverly, the seru has co-ordinated its 
contract negotiations nationally so that 
many five-year contracts are coming due 
over the next couple of months. This allows 
the union to deploy its muscle across the 
country. In Chicago, janitors’ contracts end 
on April 15th; in New York on April zoth,and 
further contracts are due over the next six 
months in San Jose, Cleveland, Seattle, De- 
troit, Denver, Philadelphia and elsewhere. 
Already other unions are starting to show 
sympathy for the La janitors’ strike. In New 
York doormen and lift operators marched 
up Park Avenue on strike, and urs couriers 
and dustbin-lorry drivers who are members 
of the Teamsters’ road-haulage union have 
refused to cross seu picket lines in LA. 

To add to the union’s leverage, the 
Democratic Party’s national convention is 
due to take place in Los Angeles in August. 
Nobody wants a street battle then. Several of 
the buildings being picketed by the strikers 
house the offices of prominent local Demo- 
crats, including Warren Christopher, Bill 
Clinton’s firstsecretary of state. As The Econ- 
omist went to press, rumours suggested that 
an imminent resolution would give the jani- 
tors most of what they wanted. The chances 
of Local 1877 having to imitate Otis’s labour 
opponents, who in 1910 blew up the Los An- 
geies Times building, look slim. 
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Oil in Texas 
A dim gurgle 


MIDLAND, TEXAS 


E THE spring of 1948, George Bush stood 
on an airport runway in west Texas await- 
ing the arrival of his wife and two-year-old 
son, who is now running for president. He 
had arrived in the area two weeks ahead of 
his family, to begin a career asan oilman in a 
booming region with seemingly endless 
opportunities. Half a century later, Vincent 
Matthews looks out of the window of his of- 
fice in Midland and ponders a bleaker fu- 
ture: “These days, what is going to bring a 
George Bush to this barren place?” 

As head of the Centre for Energy and 
Economic Diversification, Mr Matthews has 
the job of helping to build a less oily future 
for west Texas. Much of the rest of Texas 
basks in high-tech euphoria, but oil produc- 
tion in the Permian basin has declined for 
the past 25 years and little new industry has 


3i 


E a | 


kaidi 


UNITED STATES 
moved in to take its place. The fortunes of 
“the oil patch” depend on the countries 
around the Persian Gulf, thousands of miles 
away, whose decisions set the price of oil. 
“Midland needs to change,” says Mr Mat- 
thews, “but Midland doesn’t like to change.” 

The numbers are pretty bleak. Oil output 
in Texas reached its peak in 1973, when 656m 
barrels were produced. Since then produc- 
tion has declined each year: it was only 312m 
barrels in 1998. The big oil firms have scaled 
back their operations, putting their money 
into cheaper drilling sites elsewhere. Their 
place has been taken by smaller producers 
Operating “stripper” wells, which now ac- 
count for 83% of the wells in Texas. These pro- 
duce less than ten barrels a day, are expen- 
sive to operate, and are the first to be closed 
when oil is cheap. About 135,000 of Amer- 
ica’s stripper wells were stopped in 1997-99. 

The problem is compounded by the fact 
that, when the price of oil rises, the industry 
tends to forget its problems. Fora time earlier 
this year there was once again talk of the 
worst being over. When the price of West 
Texas Intermediate rose to $32 a barrel in 
early March, it became profitable for inde- 
pendent producers to reopen wells they had 
shut in the days of $10 oil. In March, there 
were 286 rigs drilling for oil in Texas, up from 
the 1999 average of 227. Even the current 
price of $24 or so offers some comfort. 

In some ways, a volatile price is as bad as 
a low one, particularly for small indepen- 
dent producers. As one of them puts it, “How 
can I plan a major project when I have no 
idea where the price of oil will be a year from 
now?” Companies now have great trouble 
trying to persuade Wall Street to reinvest in 
the business of finding and extracting do- 
mestic oil. Capital investment in this field 
shrank by more than a fifth last year, and is 
not expected to increase dramatically in 
2000. The big companies’ exploration bud- 
gets are all down. That hits the drilling- 
equipment and servicing firms that make up 
such a large part of the west Texas economy. 


All pumped out 

The recent meeting of the opec countries has 
raised hopes that oil will stay above $20 a 
barrel at least for the rest of this year. Never- 
theless, many producers in west Texas feel 
powerless. Their resentment is reinforced by 
the fact that labour, as well as capital, is now 
in short supply. Thousands of families left 
the region during the oil bust of the late 1990s 
in search of more stable jobs. The Indepen- 
dent Petroleum Association of America esti- 
mates that the number of employees in the 
industry fell from 350,000 in 1997 to 284,000 
in 1999. So far this year, the higher price has 
added only 7,000 jobs, 

If its oil-dependent economy is so trou- 
bled even when the price is up, what can 
west Texas do? The obvious solution is a 
more diversified economy. But it is far from 
clear that the oil patch can attract much in 


32 


the way of new business. “Why would a 
technology company locate in Midland in- 
stead of Austin?” asks Mr Matthews, 

To be sure, many people were equally 
sceptical about Austin and Houston 15 years 
ago. During the oil and property bust of the 
1980s, both cities had a bad time until the 
high-tech renaissance came their way. The 
trouble is that west Texas cities such as Mid- 
land and Odessa, unlike Austin and Hous- 
ton, do not have a large pool of well-edu- 
cated workers suitable for new-economy 
jobs. They lack both large universities and a 
serious white-collar industry. And today’s 
ambitious youngsters find little appeal in the 


Unlimited pain 


region's flat, desolate landscape. 

In the old days, the big oil companies 
could attract lots of young Ivy Leaguers by 
offering them a good living and a safe place 
to raise their families. That is how east-coast 
ways came to the oil patch; Midland even 
found itself with a poloclub. But there is little 
to pull anyone into the region now that the 
big boys have gone. Bush the Elder once 
made a stunning fortune here. By the time his 
son launched his oil career in the 1970s, the 
prospects had dimmed. Having found only a 
succession of dry holes, George W. Bush gave 
up, and decided to make money in baseball. 
And that was the beginningof another story. 
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The fire ants are coming 


CLEMSON AND LITCHFIELD BEACH, SOUTH CAROLINA 


TANLEY SCHUMAN was on his knees, 

gardening, when he accidentally invaded 
the space of a fire-ant colony. It was a serious 
mistake. Weeks later, his legs still sported 
blotchy red stings. The irony is that Dr Schu- 
man isone of the world’s experts on the fero- 
cious creatures, and the havoc they wreak. 

The fact that each spring some part of 
America gets into an undue panic about the 
arrival of fire ants tends to obscure two 
harsher truths: they are spreading relent- 
lessly (see map); and they are pretty nasty. 
Their venom, thought to be unique in thean- 
imal kingdom, consists overwhelmingly of 
an unpleasant, pepper-like substance. By 
the time you feel it, the fire ant may already 
have bitten you three times. And unlike the 
bee which dies for the cause when it stings 
you, the fire ant can run off and bite you 
again tomorrow. 

Fire ants move collectively in a “boiling” 
pattern; a seemingly insignificant distur- 
bance near a fire-ant mound may instantly 
set off a wave of co-ordinated attacks. Fire 
ants can kill household pets, deer fawns and 
lambs. About 80% of the human population, 
including Dr Schuman, suffer only a sharp 
annoyance from a fire-ant attack. Around 
15% get a swollen limb for a week. But one or 
twoinevery hundred, if stung badly enough, 
can experience a constricted throat, shocks 
to the heart and even death. The dead vic- 





Coming to a picnic near you 
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tim’s skin shows no reaction. “You can’teven 
tellin an autopsy. It’s the perfect murder,” Dr 
Schuman cheerfully explains. 

The invader is believed to have arrived in 
the United States 70-80 years ago via Mobile, 
Alabama, probably in a ship's ballast. Back 
in Brazil and Argentina, the fire ant faced 
well-established predators that kept its 
numbers in check. The United States had no 
such defences, and the fire ants spread like 
wildfire. Today, fire-ant country covers all of 
the south-eastern United States, from Texas 
to Virginia. Inadvertent transport by hu- 
mans has helped the ant to reach as far away 
as California. Given time, the critter may 
eventually colonise the Pacific coast up to 
Canada and most of the Atlantic seaboard. 

Like high-tech armaments, the ants are 
also getting steadily more sophisticated. One 
emerging problem is hybridisation between 
the fire ant’s red and black varieties, which 
has given the ant new and apparently useful 
genetic adaptations. Even worse is the emer- 
gence of colonies that operate with more 
than one queen. Multiple-queen colonies 
can produce far more than the 350,000 eggs 
per year that colonies with one queen usu- 
ally churn out. Moreover, the presence of 
two or more queens seems to help colonies 
recover from an attack by pesticides. Besides 
sending 30,000 people to hospital every year, 
fire antsare hurting the economy. They dam- 
age the nursery and sod-growing industry, 
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»which is worth $200m a year in South Caro- 

fina alone. They love electrical wiring; when 
they eat through wires, they can put large ap- 
pliances out of action. A study reckoned 
that, all in all, they cost South Carolinians 
$80 per household last year. Texans have to 
fork out even more. 

Beating the fire ants is not easy. Edward 
Wilson of Harvard, who knows more about 
this subject than almost anybody else, once 
called the decades-long war against them 
“the Vietnam of the insect world”. Popular 
techniques such as feeding them grits, the 
hot breakfast cereal popular in the South, 
have now been proved ineffective; fire ants 
don’teat solid food. Using petrol is both risky 
and environmentally harmful. The best de- 
fence, it seems, is to spread soybean oil 
baited with a slow-acting pesticide. 

There is some good news. Allergy tests 
and desensitisation regimes—if ordered by 
doctors, which is a big if—identify and for- 
tify the people mostat risk. And the counter- 
attackers have imported some clever tricks 
from the ant’s native habitat. One involves 
putting an ant-specific disease into the ant- 
mounds. Another is a parasitic fly that lays 
its larvae inside the ant’s head. The larvae eat 
through the inside of the head until it falls 
off, and the other ants remove the carcass. 

Fine, if grisly. But the fly method, tested 
twice with some success last year, suffers 
from the problem of rearing enough flies. 
You need 3,000 to make a serious assault. An 
entomologist, Clyde Gorsuch, says that “we 
don’t know where the flies rest, or where 
they come from, or how long they live.” The 
struggle continues. 
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Fingerprinting teachers 
Mainelining 


HEN Carl Chase, a band instructor at 

George Stevens Academy, went to his 
mailbox one day last year, he discovered a 
sheaf of papers instructing him to make an 
appointment to be fingerprinted, to submit 
to a background check and to answer ques- 
tions under oath. His reaction, as a teacher of 
35 years’ standing, was outrage. “I was so re- 
volted that I wrote a letter to the headmaster 
and said I couldn't go along with this.” 

Last year, the Maine State Legislature 
passed a law making fingerprinting manda- 
tory for all the state’s 35,000 teachers. Most 
seem to be opposed to fingerprinting—their 
humour not helped by the $49 fingerprint- 
ing fee. So far around 100 have publicly said 
they will quit rather than submit. 

The law, which is supposed to weed out 
child abusers, has the backing of the Maine 
teachers union (another source of fury to 
people like Mr Chase), and the independent 
governor, Angus King, who would like to ex- 
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Ds Sam Sheppard, a philandering 
Ohio doctor, kill his pregnant wife 
Marilyn to escape from a suffocating mar- 
riage? Or was the murderer the “bushy- 
haired intruder’ who Sheppard says 
knocked him senseless before raping and 
killing Mrs Sheppard? Given that the mur- 
der took place in 1954, and the doctor has 
been dead nearly 30 years, this would 
seem to be one for the history books, not 
the courts. Yet on April 12th, the case took 
another turn when a Cleveland jury 
unanimously refused to clear Sheppard. 

The doctor was convicted of murder 
in 1954 in a chaotic trial that was the 1950s 
equivalent of the O.J. Simpson affair. He 
served ten years of his sentence before the 
Supreme Court overturned his conviction 
because of the pre-trial publicity. Shep- 
pard, found not guilty in a second trial in 
1966, died some years later. The story led to 
a television series, “The Fugitive”, and 
then moved on to the big screen. 

The present case was prompted by 
Sheppard's son, Sam Reese Sheppard, who 
sued the state of Ohio for wrongful 
imprisonment of his father. If he had won 
the civil suit, he would have been eligible 
for millions of dollars in compensation 
from the state. That required convincing 
six of eight jurors that the evidence 
showed Sheppard to have been innocent. 
None agreed, leaving the son “bloodied 
ut not bowed.” 

„The two-and-a-half-month trial res- 
urrected the original question: Did Shep- 
pard kill his wife? The most compelling 
new evidence seemed to be pna analysis 





of blood and semen samples which put a 


The doctor or the window-cleaner 
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Still wanted 


third person at the scene of the crime. That 
person, say Sheppard's defenders, was 
Richard Eberling, a window-cleaner who 
was later convicted of killing an elderly 
woman. The pna evidence alone was not 
enough to prove that Eberling, who died 
in prison, was the killer, but a witness 
called by the Sheppard team says he pri- 
vately confessed to killing Mrs Sheppard. 
The state attacked the pna evidence 
as unreliable, insisting that the devious 
and unfaithful Sheppard killed his wife in 
a jealous rage. It produced much of his 
original confused and contradictory testi- 
mony, and presented medical evidence to 
suggest that he faked the injuries suppos- 
edly sustained when he was knocked out 
by the killer. A lawyer defending the state 
advised the jury not to “reward the killer's 
son for the killer bludgeoning his wife”. 








tend it to other professions that look after 
children. As Carol Jo Morse of the Maine 
Congress of Parents and Teachers puts it, “All 
people that work in our schools are not child 
abusers. What we do know is that some pae- 
dophiles are teachers, guidance counsellors, 
custodians and coaches.” 

In an age when pna is being demanded 
with increasing regularity, fighting finger- 
printing seems rather quaint. As the gover- 
nor has argued somewhat melodramati- 
cally, a small infringement of civil liberties is 
surely worthwhile if one child is saved. At 
least 30 other states require some variation of 
background checks, or fingerprinting, or 
both. Some 1,200 Maine teachers have prof- 
fered their paws to be printed. The teachers 
have got only marginal support from the 
Maine Civil Liberties Union. 

The rebel teachers will have none of this. 
They argue that the fingerprinting will do 
nothing to ferret out abusers who don't have 


records. For them the processis intrusive and 
adirect threat to liberty. Such things matter a 
lot in Maine, which has a reputation for 
what some call independence and others 
call “plain cussedness”. 

The issue has hung over the current legis- 
lative session. Several bills proposing one 
compromise or another have been ignored. 
This week the Senate finally passed a motion 
saying that fingerprinting should apply only 
to “newly hired” teachers—a category that 
would include both complete newcomers 
and old-timers who change schools. On 
April 12th, the House agreed a measure 
pretty much along the same lines. 

Now everything seems to depend on 
Governor King, who looks set against any re- 
peal. In Maine, a state with two Republican 
senators, some of the most left-wing people 
in America and a strong hankering to be dif- 
ferent, anything is possible. 
= - = = m = 
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T IS spring and tax-filing time. Fruit-tree blossoms flutter on to 
the freshly-cut grass. Completed irs 1040 forms lie sprinkledon ata time of budget surpluses. 
the floor. Taxpayers whistle blithely while they fill in the still un- 
completed ones. 

Well, perhaps not. The American tax code remains as horribly 
complicated as ever. But in a country built on a tax revolt it is re- 
markable that, as the April 17th tax-filing deadline approaches, the 
United States is gripped by a surge of contentment over tax. Steve 
Forbes’s attempt to become president on the promise of a flat tax 
went nowhere. Republican Congressmen, even those who believe 
that government is a sin, are proposing smaller tax cuts than last 
year. George W. Bush, to be sure, wants a big tax cut; but this seems 
to worry rather than excite voters. 
In poll after poll, tax cuts come way 
down on the list of voters’ con- 
cerns, somewhere above the cost 
of Pokemon cards. 

Which is, at least when you 
first look at it, rather odd. As Re- 
publicans never tire of pointing 
out, the federal tax burden now is 
higher--over 20% of national in- 
come~than it was 20 years ago, 
when Ronald Reagan came to of- 
fice, promising to slash federal 
taxes after the success of Califor- 
nia’s tax-cutting Proposition 13. 
Last year, the Internal Revenue Ser- 
vice collected $1.7 trillion. This sum 
was larger than Britain's entire 
and 
enough toensure that America had 
a budget surplus for the third year 
running. Why on earth isn’t there a 
clamour to cut taxes? 

The popular response is: it’s the 
economy, stupid. Americans are doing so well these days that they 
don’t need a big tax cut. Inflation and unemployment are low; in- 
comes are rising. When Mr Reagan came to office, it was a different 
story: inflation was 13%; unemployment was 7%; output was stag- 
nant. Tax cuts were then seen as a way to stimulate the economy. 
That hardly seems necessary now. 

There is clearly something in this, and it means that, if prosper- 
ity were all there was toit, you would expect demand for tax cuts to 
rise again as soon as growth starts to falter, But that may not be all 
there is to it. In three different ways, taxpayers’ expectations may 
bechangingsoas to mute the tax clamour, at least partly,even after 
the next downturn. 

First, voters may have become more cynical about tax cuts. 
They have listened to people saying “read my lips, no new taxes” 
and have reasonably concluded that a politician promising big tax 
cuts is either lying or cannot keep his promises. 


The age of fiscal socialism 





minds with “lower social services” and “higher debt burden” even 


Third, people may no longer judge the weight of their tax bur- 
den on the scales of income alone. They also take into account total 
wealth, including the huge capital gains they have made over the 
past five years in the stock markets. This may not actually make 
much sense. With a few exceptions (notably inheritance duties), 
people's tax bills are based on their incomes. Still, more than half of 
all Americans now own shares, mostly through pension plans,so 
itis inevitable that their stockmarket gains make them feel wealth- 
ier, and their tax burden lighter. Indeed, if you measure taxes as a 
share not of income alone, but of income plus the change in house- 
holds’ net worth, the tax burden is 
falling. 

All these are reasons for think- 
ing that taxpayers may be chang- 
ing their minds about what counts 
as “too much” tax. It certainly 
makes any tax revolt harder to 
foresee. But, in addition to all this,a 
more fundamental change is rec- 
onciling people to their apparently 
high tax burdens. 

Most people aren’t paying 
these high overall taxes. Much of 
the tax burden in super-capitalist, 
anti-egalitarian, winner-takes-all 
America falls on, er, the rich. The 
middle class and poor are paying 
less than they used to. 

Twenty years ago, America’s 
super-rich—the wealthiest 1% of 
taxpayers—paid 19% of all federal 
taxes. Now they pay a third. The 
share 
wealthy—-the top 5%—has risen 
from just over a third to just over half during the same period. 

Naturally, the middle class and the poor are paying far less. 
Those with so-called median incomes, the mid-point in the in- 
come scale, or the middle of the middle class, now have their low- 
est income-tax burden since 1966. And families at the bottom are 
doing even better. The Earned Income Tax Credit—a sort of reverse 
income tax for the working poor--means that those getting half 
the median income get paid more in erre credits than they pay out 
in income taxes. No wonder the vast majority of taxpayers are not 
bothered by the increasing tax burden: they are not bearing it. 

And the rich can afford to. Earnings at the top have shot up 
over the past 20 years and, in the age of the longest-ever economic 
expansion, when the gap between rich and poor has yawned ever 
wider, few rich Americans are likely to start complaining vocifer- 
ously about their tax bill getting in the way of that new kitchen in 
their (second) house in the Hamptons. Besides, the top marginal 

Second, even if voters are just as gullible as ever, they arenow, rate has come down from 70% in 1980 to 39.6%. 
on average, older, nearer retirement and more concerned about 
the Social Security and Medicare programmes. This concern helps 
to make sense of what is otherwise a puzzling finding: that nearly 
everyone thinks taxes are too high, even though no one seems un- 
duly concerned about cutting them (70% said taxes were too high 
in a recent Economist poll). The explanation is that voters do care 
about taxes, but are more worried about the solvency of Social Se- 
curity and the cost of the national debt. It is a triumph of the Clin- 
ton administration’s ability to associate “tax cuts” in people's _ fied with this new state of affairs. 


In short, the years of tax revolt seem to have achieved a re- 
markable (and unintended) outcome: in the country thought of as 
friendlier to the rich than almost any other, there has been a huge 
swing in the tax burden away from the poor and towards the rich. 
Marx might have asked for a little more; a few European thinkers 
will doubtless whimper about the need for a third way. But, fis- 
cally speaking at least, America seems to be making the rich pay. 
And—except possibly on tax-filing day—almost everyone is satis- 
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Swelling opposition and a suspicious vote-count all point to the beginning of 
the end for Alberto Fujimori, even if he wins Peru’s next round 


Fe ALMOST four days this week, Peru 
teetered on a machete’s edge. As crowds 
gathered in cities across the country in prot- 
est at what they claimed was electoral fraud, 
President Alberto Fujimori stayed closeted 
with advisers, and diplomats from the Un- 
ited States and other countries urged him to 
delay declaring victory. In the end, the pres- 
sure told: on April 12th, three days after the 
presidential election, the authorities an- 
nounced that with almost 98% of the ballots 
counted Mr Fujimori had 49.84% of the vote, 
just short of an absolute majority. 

That means he will face a run-off ballot 
against Alejandro Toledo, an American-edu- 
cated economist of Andean Indian descent, 
who had 40.3%. Like Mr Fujimori himself in 
an election in 1990, in six weeks Mr Toledo 
had. come from nowhere in the polls. The 
president is not a man to be underestimated, 
but for the first time in a decade he now faces 
the real prospect of defeat. 

The news brought ecstatic celebration 
from some 40,000 of Mr Toledo's supporters, 
who had jammed into Lima’s Plaza San Mar- 
tin to denounce what they claimed were ir- 
regularities in voting and a rigged count 
aimed at stealing the election for Mr Fuji- 
mori. Protests in the capital and around the 
country the previous night had been largely 
peaceful, but on election night police had 
tear-gassed Mr Toledo’s supporters when 
they marched to the presidential palace. 
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These protests had come at the end of 
one of the dirtiest election campaigns in 
Peru's spotty democratic history. The oppo- 
sition complained of irregularities during 
voting, such as ballot slips with Mr Toledo's 
name excised. But after the polls closed, mat- 
ters worsened, according to Eduardo Stein, a 
former Guatemalan foreign minister who 
headed a team of observers from the Orga- 
nisation of American States (OAs). 

The National Electoral Processes Office 
(onre), the supposedly independent elec- 
toral body set up under Mr Fujimori’s gov- 
ernment, had promised a result within 
hours of the vote. But the collection of ballots 
was chaotic. The computer system was not 
designed to allow monitoring of the count, 
and was vulnerable to outside interference, 
according to Mr Stein. 

The day after voting, observers found 
most of onPe’s computer centres closed. Yet 
ONPE announced partial results showing Mr 
Fujimori within a whisker of an absolute 
majority. These results were “coming out of 
nowhere,” said Mr Stein. “Something very 
sinister is going on.” 

Sample counts completed on election 
night by polling firms and by Transparency, 
an observer body financed by foreign gov- 
ernments, all showed Mr Fujimori with 
47-48%, pointing to a run-off. Citing these 
counts, the oas, the United States and sev- 
eral European governments took the un- 





usual step of stating publicly that they ex- 
pected there to be a second round. Without 
one, the United States would raise “serious 
questions”, warned Joe Lockhart, the White 
House spokesman. 

Francisco Tudela, Mr Fujimori’s vice- 
presidential candidate, criticised “interna- 
tional intervention”, and accused Mr Toledo 
of sedition. But if Mr Fujimori had been 
tempted to defy international opprobrium, 
he appears to have changed his mind. 

Even so, the second round, due early in 
June, will be tight. Unless it is held far more 
cleanly than this week’s vote, a crisis may 
merely have been postponed. 

The president has support among many 
Peruvians, especially those from poor and 
remote Andean villages and coastal shanty- 
towns, both because of his success in the 
early 1990s in overcoming terrorism and hy- 
perinflation, and because of his record of 
building schools, health clinics and roads. 
But in his quest to prolong his rule, his regime 
has become increasingly authoritarian. 

As Mr Toledo’s challenge gathered, the 
government's tendency to silence opposing 
views became ever more heavy-handed.On 
the campaign's final day, while the presi- 
dent's closing rally was at one point being 
transmitted simultaneously by all seven 
free-access television channels, those of op- 
position candidates did not appear at all. On 
election day, only one free-access channel 
provided full coverage, and it switched 
abruptly toa Mexican comedy film when Mr 
Toledo's protests began. For ordinary Peruvi- 
ans, there is a news blackout. 

Mr Toledo wants greater media access, 
and has called for new electoral officials to 
be appointed: even before the election, a se- 
nior onre official had been suspended over 
his involvement in a scheme in which 1m 
voter signatures were forged to register a pro- 
Fujimori party. Such changes are essential to 
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ensure the legitimacy of the election result, 
but they will be resisted by Mr Fujimori. 
Much will depend on how hard the outside 
world, especially the United States, is pre- 
pared to push for a fair election. American 
officials increasingly dislike Mr Fujimori’s 
authoritarianism. They could oppose imF 
support to Peru, and cut their own financial 
aid ($176m this year), though much of this is 
for fighting drugs. 

Were they todo so, that would be in part 
because in Mr Toledo, for the first time in a 
decade, Peru would seem to have a credible 
opposition. For all his populist flourishes 
and the impulsiveness he sometimes shows 
under pressure, Mr Toledo has indicated 
thatin broad terms he would stick to Mr Fuji- 
mori’s market economics. 

In six weeks, he has united a fractious op- 
position, and cut into Mr Fujimori’s support. 
That gives him great momentum for the sec- 
ond round. But the president is a skilful and 
patient politician. He will appeal to Peruvi- 
ans’ deep, and justified, fear of instability. He 
isnot beaten yet. 

Deep down, however, this week has 
seen a big break in Peruvian politics. The 
country is now evenly split, between those 
who cleave to Mr Fujimori and those who 
want him to depart. His power is no longer 
inevitable. The election campaign and the 
vote count have shown thatit is increasingly 
arbitrary. That may start to worry the finan- 
cial markets, which have hitherto doted on 
Peru’s president. Whatever the outcome of 
the second round, Mr Fujimori’s decline has 
begun, and looks irreversible. 





Bolivia 
To the 
barricades 


LA PAZ 


ORMERLY coup-prone, and still poor, Bo- 

livia has nonetheless come in recent years 
to seem a model of democratic harmony 
compared with many of its neighbours. So 
the imposition of a state of emergency on 
April 8th came as something of a surprise. It 
followed a week of protests across the coun- 
try,and prompted a weekend of violent con- 
frontations in which six people died. To 
complicate matters, the police briefly went 
on strike, and several unions called a one- 
day strike. Itall added up to the biggest politi- 
cal challenge to the government of President 
Hugo Banzer since it took office in 1997. 

The biggest protest was in Cochabamba, 
where much of the city came to a halt in a 
strike against proposed new water charges. 
These are being raised to finance an expen- 
sive new reservoir project managed by 
Aguas del Tunari,a group of international in- 
vestors. The plan sparked similar protests 
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earlier this year. This time, the unrest coin- 
cided with protests by peasant farmers’ un- 
ions, whose blockades shut down roads 
across the altiplano. the high Andean plain. 
Throwing up barricades to block the coun- 
try’s limited network of trunk roads is a tra- 
ditional, and effective, means of protest in 
Bolivia. Previous governments have often re- 
sponded with martial law, but not, hitherto, 
Mr Banzer’s. He ruled Bolivia as a dictator in 
the 1970s but is anxious now to be seen as a 
democrat. 

The disorder this time was widespread. 
Armed with the state of emergency, Mr Ban- 
zer called out the army and its tanks to clear 
the blockades. The troops faced stiff resis- 
tance. In Cochabamba and Oruro, angry 
crowds attacked and set fire to government 
vehicles and buildings. In the village of 
Achacachi, a mob lynched an army captain. 
Elsewhere two demonstrators died, report- 
edly from army bullets. A score of trade- 
union and civic leaders were arrested and 
temporarily banished toa remote area. 

Amid the confusion, the police seized 
the moment to go on strike. They had been 
pressing their claims for a pay increase for 
several weeks. Some policemen earn only 
$65 a month. The police strike left Mr Banzer 
without his specially trained riot-control 
squads. Within 48 hours, the government 
capitulated, granting a 50% pay rise for 
lower-paid ranks. It also backed down over 
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the Cochabamba water scheme, saying i 
would renegotiate the contract with Aguas 
del Tunari. 

That may not be enough to end the dis- 
content. The violence of the protests seemed 
to owe much to popular frustration about 
the economy, whose rate of growth fell last 
year to 1%, and toa government which seems 
incapable of reducing poverty. 

Some well-intentioned government 
policies, such as customs reform and coca 
eradication, have had the side-effect of cut- 
ting incomes, albeit illegal ones. An “econ- 
omic reactivation” plan launched this 
month may eventually help, but to many Bo- 
livians it seems to offer favours to big busi- 
ness and nothing for the two out of three 
wholive below the poverty line. 

While the government talks vaguely 
about measures to relieve poverty, out on the 
barricades Bolivia's once-powerful rural un- 
ion movement seems to be undergoing a 
modest revival under its radical new leader, 
Felipe Quispe. Mr Banzer has been warmed. 





Venezuela 


The opponent 


MARACABO 


UST a few weeks ago, Hugo Chavez en- 
J joyed popularity ratings of 80%, and his 
easy re-election as Venezuela’s president 
in a ballot due on May 28th seemed a fore- 
gone conclusion. Now, suddenly, MrChavez 
faces a serious challenge. It comes from the 
surprise decision last month by Francisco 
Arias Cardenas, a former supporter of Mr 
Chavez's “peaceful revolution”, to contest 
the presidency. P 

Unlike the discredited leaders of Ven- 
ezuela’s moribund traditional parties, Mr 
Arias has impeccable “revolutionary” cre- 
dentials. He was one of the leaders of an at- 
tempted coup against an unpopular demo- 
cratic government in February 1992 that 
turned Hugo Chavez, then a paratroop lieu- 
tenant-colonel, into a national hero. Mr 
Arias also has his own power base, as gover- 
nor since 1995 of the wester state of Zulia, 
which includes Maracaibo, Venezuela’s oil 
capital and its second city. 

Not only has Mr Arias immediately 
picked up the support of the 30% or so of the 
electorate that has always been hostile to Mr 
Chavez, but he also seems to have won over 
others more recently disaffected. One opin- 
ion poll last month gave Mr Arias 30%, 
against 54% for Mr Chavez. More recent sur- 
veys suggest the gap may have narrowed. 

Ironically, Mr Chavez, who was elected 
president in December 1998, is facing the 
voters again next month only because he 
wanted to strengthen his own mandate in 
what was already to be a “mega-election”: 
thousands of lesser posts in Congress and 
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lower tiers of government will also'be con- e 
tested, in keeping with the requirements ofa 


new constitution hurried through last year 
by Mr Chavez. The plan was not just to dis- 
place the remnants of the old order, but also 
to open the way to 13 years in power for Mr 
Chavez, since the new constitution extends 
the presidential term to six years from five, 
and permits twoconsecutive terms. 

The 13-year presidency now looks over- 
ambitious. Certainly, the challenge from Mr 
Arias is the first sign that Mr Chavez’s popu- 
larity is wearing thin. Many businessmen, 
who are weary of the president's relentlessly 
confrontational, often pro-Cuban, rhetoric, 
have welcomed Mr Arias’s emergence. 

But with the oil price high, the president 
has been able to relieve economic recession 
with public spending. He is still popular 
with many of the four out of five Venezue- 
lans who are poor. 

Mr Arias may find it hard to increase his 
own support, especially outside Zulia. And 
whereas Mr Chavez is a gregarious, baseball- 
playing, wise-cracking natural politician, his 
new rival is handicapped by a much stiffer, 
more aloof public image. He grew up in Ta- 
chira, a devoutly Catholic Andean state, and 
was destined for the priesthood. But after 
eight years as a seminarian, he chose to enter 
the military academy. An artillery officer 
with a degree in political science, he was the 
ideologue in the 1992 coup plot while Mr 
Chavez was the action-man. 

Now Mr Arias presents himself as a prag- 
matist. In government, he says, he would 
promote private-sector investment, rather 
than the populist distribution of oil “rents”, 
and be closer to the United States and cooler 
towards Cuba. He would reduce both the 
power of the presidency and the numbers of 
military officers in government jobs. But Mr 
Arias admits that his movement is hetero- 
geneous. His manifesto is being drafted by a 
socialist former air-force officer. And 
whereas Mr Arias styles himself the candi- 
date of “civil society”, his campaign includes 
many retired military officers. Mr Arias has 
no party of his own. His candidacy is backed 
by several small parties, including Causa r,a 
syndicalist party which did fairly well in the 
presidential race in 1993, but is now weaker. 
Anew, and genuinely democratic, party will 
emerge from his presidential campaign, 
claims Mr Arias. 

Mr Chavez, who regards all dissent as 
counter-revolutionary treachery, professes 
to be unconcerned by the split with his old 
ally. “Eagles don’t catch flies,” he says, in an 
unconvincing effort to dismiss his rival as be- 
neath his notice. But despite the odds against 
his opponent, Mr Chavez might do well to 
remember that presidents born in the state 
of Tachira have governed Venezuela for 62 of 
the past 100 years. And even if he wins in 
May, he will face a far stronger opposition 
than once seemed likely. 

a O, 
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Engaged 


MEXICO CITY 


INCE it came into force in 1994, the North 

American Free-Trade Agreement has 
tranformed many aspects of economic life 
in Mexico, and has helped the country 
achieve several years of steady growth. Yet 
some Mexican habits remain defiantly unre- 
formed. Despite the boasts of ministers that 
they have created a deregulated market 
economy, monopoly and official patronage 
still count for much in Mexico, 

Nowhere is this more starkly illustrated 
than in the current row over competition in 
the telecoms industry. A decade after its pri- 
vatisation, that industry is still dominated 
by Telmex, the former state-owned monop- 
oly, whose controlling shareholder is Carlos 
Slim, Latin America’s richest man. 

Telmex enjoyed ade facto monopoly (ex- 
cept in mobile phones) until 1997, when the 
long-distance market was opened up. The 
first local service customers were signed up 
by competitors only last year. But Telmex 
still has 75% of Mexico’s long-distance busi- 
ness, 95% of its fixed lines, and four-fifths of 
its mobile-phone customers. One result of 
that stranglehold is that Mexico has fewer 
telephone lines per person than other Latin 
American cauntries—even Brazil, which pri- 
vatised its telephones only in 1998 (see chart). 

Although the government eventually set 
upa proper regulator for the telecoms indus- 
try (known as Cofetel) in 1996, this body has 
long been accused of being soft on Telmex. 
And at the slightest hint of pressure, Telmex 
has won injunctions from the country’s su- 
pine courts to protect its privileged position. 

In 1998, Mexico’s competition commis- 
sion declared that Telmex had “market dom- 
inance”,a finding that allowed Cofetel toim- 
pose tougher rules on it than on its 
competitors. So far Cofetel has not done so. 
Last month, after talks broke down between 
Telmex and the other companies on issues 
such as interconnection rates (what long- 
distance providers must pay Telmex to con- 
nect calls through its local network), the 
agency at last said it would step in. 

To be fair to Cofetel, the odds were al- 
ways stacked against it. Telmex accounts for 
nearly 30% of the value of Mexico's stock- 






ket, and Mr Slim, who heads a diversi 
fied conglomerate with businesses ranging 
from retailing to internettery, has huge po 
litical clout. Indeed, Telmex’s power allowsi 
to behave like a bully. Some Telmex custom: 
ers have been told that their lines will work 
properly only if they use Telmex handsets) 
which is illegal under the competition law: 
One Telmex engineer admitted toa custome 
that, if she used another long-distance pro- 
vider, such things as digital services pro- 
vided by Telmex would—deliberately—no# 
work properly. 

However, Telmex’s main competitors, 
Avantel and Alestra (in which, respectively, 
mci WorldCom and arar have large share- 
holdings) are up to their own tricks. One of 
these is known as bypass, or disguising long- 
distance calls as local ones to avoid paying 
interconnection fees. They are also trying 
some political pressure of their own, 
through their American shareholders, Ear- 
lier this month, Charlene Barshefsky, the 
United States trade representative, threat- 
ened to take a telecoms complaint against 
Mexico to the World Trade Organisation. 

Yet such pressure may not help. Telmex, 
in which ssc Communications, an Ameri- 
can company, has a 9% shareholding, has 
used anti-American propaganda to attack its 
competitors in the past. And Telmex’s sup- 
porters point out that its rivals hardly lack 
their own local political connections. Avan- 
tel’s Mexican shareholder is Banamex, the 
country’s biggest bank. Alestra is backed by 
Grupo Alfa, a powerful industrial conglom- 
erate. Defenders of Telmex thus have little 
sympathy for its competitors’ cries of unfair 
treatment. With such heavyweights as these 
in the ring, it is no surprise that even Presi- 
dent Ernesto Zedillo has preferred to lookon 
in silence. 

Those really hurt by these bullying tac- 
tics, however, are consumers, Lack of 
tougher regulation is one reason why some 
potential competitors to Telmex have yet to 
offer local service, despite having held li- 
cences for over a year. Though competition 
has made life cheaper for businesses that 
make a lot of long-distance calls, ordinary 
people still pay high prices for lines and local 
calls. The sooner Telmex is reined in, the bet- 
ter for them. Better still,a tough line in favour 
of competition in such a big industry would 
send a ringing message to monopolies in 
other branches of the economy. 
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South Africa’s anxious eyes on 


Zimbabwe 


JOHANNESBURG 


President Thabo Mbeki’s softly-softly approach to President Robert Mugabe 
reflects anxieties about South Africa’s own rural poor 


Wan Thabo Mbeki bumped into Rob- 
ert Mugabe during coffee breaks at the 
6-77 summit of developing countries in Ha- 
vana this week, the air must have turned 
frosty. The presidents of South Africa and 
Zimbabwe are not on good terms. Mr Mbeki 
is the widely respected, fairly elected leader 
of Africa’s richest and most powerful nation. 
Mr Mugabe is, in the words of Desmond 
Tutu, a former archbishop of Cape Town, 
“almost a caricature of all the things people 
think black African leaders do.” As Mr Mu- 
gabe proceeds to wreck the Zimbabwean 
economy by printing money, pursuing a 
senseless war in Congo and encouraging 
mobs to seize commercial farms, the reper- 
cussions are felt throughout the region. 

Watching demonstrators in Harare pum- 
melled by club-wielding thugs, foreign fund 
managers often see not chaos in Zimbabwe, 
butchaos in Africa. Hearing Mr Mugabedefy 
hisown laws and scorn the property rights of 
Zimbabwean citizens, potential inves- 
tors keep their wallets shut. South- 
ern African stockmarkets, cur- 
rencies and trade all begin to 
wobble as Mr Mugabe pursues 
his stubborn way. 

South Africa is the only country 
with the muscle to make Mr Mugabe be- 
have. The government insists that its di- 
plomats are working tirelessly and noise- 
lessly to urge sanity on Comrade Bob. A 
discreet approach, it argues, is less likely to 
provoke its volatile neighbour than the loud 
insults emanating from Britain. European 
countries, by cutting off aid to Zimbabwe, 
risk sparking an economic collapse. Given 
Zimbabwe's record of not paying its electric- 
ity bills, South Africa would be justified in 
switching off the supply. But it does not, for 
fear of losing 8 billion rand ($1.3 billion) in an- 
nual cross-border trade and gaining a flood 
of refugees. If keeping Zimbabwe afloat 
means subsidising a despot, so be it. 

Noteveryone is satisfied with this softly- 
softly approach. Morgan Tsvangirai, Zimba- 
bwe's opposition leader. complained this 
week that quiet diplomacy had yet to yield 
visible results. He called for South Africa to 
mediate between the Zimbabwean govern- 
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ment and opposition, which, he said, are not 
talking to one another. He also wants South 
Africa to use its influence to make sure that 
the election, now promised for May (but 
which could be postponed), actually takes 
place. Kevin Wakeford, head of the South Af- 
tican Chamber of Business, has urged Mr 
Mbeki publicly to distance himself from 
whatis going on in Zimbabwe. 

But one reason why Mr Mbeki may be 



























bweans found that only 30% of them wanted 


blamed the government, rather than white 





afraid to chide Mr Mugabe is that the Zim- 
bakwean invasions of white-owned land 
are evoking sympathy among black South 
Africans. Several parliamentarians have — 
pledged their support to the Zimbabwean 
squatters. Worse, a recent survey suggested 
that a slim majority of South Africans, espe- 
cially poor ones, believe that the “war veter- 
aris” were right to seize the whites’ land. 

-A recent opinion poll of 1,900 Zimba- 


all the white farms to be seized. Revealingly, : 
almost three-quarters of the people asked 


farmers, for the fact that land reform had still 
not been accomplished 20 years after inde- 
pendence. Many realise by now that much 
of the land acquired for distribution among 
the poor has gone to Mr Mugabe's prosper- 
ous friends(see next article). 

The South African governmentis acutely 
aware of the hunger for land among itsown 
rural blacks. The first law passed by the Afri- 
can National Congress in 1994 was to allow 
families who had been evicted during the > 
apartheid years to reclaim their ancestral 
property. The law is well-meaning. Current 
owners are to be compensated at market. 
prices. If they do not wish to sell, or if 
claimants prefer, evicted families can. 
y, receivecash compensation. 

4 Thestumbling-block to land reform 
in Zimbabwe is both corruption and in- 
efficiency; in South Africa, it is inefi- 
ciency alone. Of the 63,400 claims 

lodged with South Africa’s land com- 
mission, only 4,000 have been set- 
ded, benefiting 13,500 house- 
~ holds. Most claimants may well 
~ die before hearing a verdict. 
‘To speed things up, South Af. 
rica’s land minister, Thoko Didiza,is 
making the process less legalistic.Giving 
people the exact piece of land from which 
their parents were evicted is difficult. There is 
ofter, no written proof of who owned what, 
or who is related to the original owner. In- 
stead of trying to untangle this mess, Ms Di- 
diza is starting simply to buy land and give it 
to relatively poor people who demonstrate 
that they can make use of it. Some 55,000 
households have benefited from this 
scheme. An even better idea—distributing 
idle state land (of which there 1s a lot) among 
the tlandless—has barely taken off. 

The government's priority is to create a 
class of black commercial farmers: those 
who already have money qualify for bigger 
handouts. However, if South Africa wants to: 
avoid Zimbabwe's crisis, it may have tocon-. 
centrate on helping the truly destitute. ae 
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HARARE 


Fe more than 100 years, Zimbabwe has 
been tom by land battles. Rhodesian 
colonialists ejected Africans from the best 
farming country. They were corralled into 
land that was rather more arid and which, 
because of overgrazing and overpopula- 
tion, soon became unproductive. This is 
where most remain today. All sides—black 
peasants, white farmers, the government, 
the opposition and foreign donors—agree 
that Zimbabwe needs far- 
reaching land reform, including 
redistribution. But there is no 
agreement on how this should 
be accomplished or who 
should pay forit. 

At the 1979 Lancaster House 
talks which brought Zimbabwe 
to independence, Britain and 
America offered, albeit in 
ambiguous terms, to help with 
resettlement, on a basis of will- 
ing seller, willing buyer. Robert 
Mugabe started off in 1980 with 
| ambitious plans to resettle 
162,000 families in five years. To 
date, Britain has provided 
£44m for resettlement,and 3.5m 
hectares (8.7m acres) of land 
have been acquired (with white farmers 
still sitting on 1.2m hectares). But only 
70,000 families have been resettled. 

Because of bad planning and the lack 
of follow-up support, many of the resettled 
families are still desperately poor, having 
merely swapped a peasant’s existence on 
one piece of land for the same existence on 
another. Under President Mugabe’s social- 
ist principles, they were not granted title to 
their new plots, so could not borrow 
money to develop their farms. 

In 1990, Mr Mugabe’s government 








The long struggle for Zimbabwe's land 


started a programme to help blacks be- 
come large-scale commercial farmers. 
About 400,000 hectares of the land that 
had been bought for resettlement of poor 
blacks was instead handed out to 400 peo- 
ple connected with Mr Mugabe's ruling 
ZANU-PF party, including cabinet minis- 
ters, provincial governors and senior army 
officers. Since few of them had any farming 
experience, most of the land is under-used. 





Outside donors, looking at the mess, 
stopped providing financial assistance. In 
September 1998, the government held an 
international conference to raise money 
for land redistribution. But donor coun- 
tries uniformly refused to give Mr Mugabe 
much help until he came up with a good 
plan for reducing rural poverty. Ample 
funds, they said, would be available once 
the plan was in place. 

Since he has not produced any such 
plan, donor finance remains negligible. 
Now Mr Mugabe is concentrating on Brit- 





ain. Last week, the government passed a 
constitutional amendment stating that 
Britain, as the ex-colonial power, was ob- 
liged to pay for land stolen from the Afri- 
can people during the colonial period. If 
Britain does not pay, says the amendment, 
the Zimbabwean government is justified 
in seizing the land without compensation. 

By insisting that his own government 
should pay nothing for land reform, Mr 
Mugabe is ignoring the spending needed to 
make redistribution successful. Experts es- 
timate that the cost of buying land is only a 
quarter of the total cost of a resettlement 
project. New roads must be 
built, water points provided, | 
schools and clinics constructed, 
and seeds, fertiliser and equip- 
ment supplied. Subsistence 
farmers need extensive training 
to make the land productive. 

Nor can redistribution | 
alone solve Zimbabwe's land 
problems. Many poor blacks 
will remain on the old land and 
they, too, need help. For in- 
stance, setting up small farm 
industries would provide em- 
ployment. These sorts of mea- 
sures are far less dramatic than 
seizing land, but they are crucial 
ifrural blacks are tobe lifted out 
of grinding poverty. 

It would be a terrible waste if poor 
blacks were given good land and still could 
manage only to scratch out a subsistence 
existence. Zimbabwe has enough land to 
support both large and small farms, and 
white farmers and black peasants have 
enough in common toembark on a form of 
land reform that would satisfy both 
groups. Donors have expressed interest in 
supporting such a plan. What is absent is a 
cool, professional approach by Mr Mu- 
gabe’s government. As tensions continue 
to grow, time is running out. 








Israel 


How to cleanse the political stable 


JERUSALEM 


A zealous attorney-general investigates Israel’s mess of scandals 


S THEIR president, prime minister, an ex- 
prime minister, another minister and a 


leading rabbi all anxiously await decisions 
by the attorney-general, Elyakim Rubinstein, 
on various alleged misdeeds, Israelis worry 
about the shift of power from politicians to 
prosecutors. People are generally gratified to 
see the high and mighty brought to book. But 
Israelis are beginning to be uncomfortable at 
Mr Rubinstein’s burgeoning role as the ulti- 
mate arbiter of political ethics. 
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His highest, if not mightiest, victim is 
popular, back-slapping President Ezer Weiz- 
man. The president, who allegedly received 
$400,000 in cash gifts over several years from 
a foreign businessman and failed to disclose 
them, professed himself delighted at the 
weekend when the police recommended 
that he should not be indicted for either 
bribery or breach of trust. But a closer read- 
ing of their reasoning—“insufficient evi- 
dence to ensure conviction” on one count, 


and the possible effect of the statute of limi- 
tations on the other—left him less sanguine. 

The attorney-general is preparing a for- 
mal report that is expected toclose the crimi- 
nal file but will deal with the ethical aspects 
of Mr Weizman’s actions. The report will 
probably be devastating. Politicians from all 
parties are urging the president, aged 76, to 
resign to spare himself embarrassment— 
and also to avoid the awkward precedent of 
a civil servant passing moral judgment on a 
very senior elected official. Mr Weizman’s 
latest offer, leaked to the press this week, isto 
announce in May that he will resign in Sep- 
tember, two-and-a-half years before the end 
of his term. He says he had actually planned 
to leave in May, but must now stay on, in or- 
der to go “with dignity”. 

Mr Rubinstein is also grappling with a 
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(police recommendation to in- 
dict Binyamin Netanyahu, 
prime minister in the previous 
government, and his wife, 
Sara. He is suspected of alleg- 
edly accepting bribes in the 
form of free services from a 
handyman; she of allegedly 
purloining hundreds of offi- 
cial gifts when they left office 
last year. If the attorney-gen- 
eral decides to prosecute, Mr 
Netanyahu’s hopes of a politi- 
cal comeback would presum- 
ably be dashed. Such hopes are not fanciful: 
an opinion poll last weekend showed him 
neck-and-neck with the incumbent prime 
minister, Ehud Barak. 

Mr Barak's own political future, too, may 
eventually be decided by Mr Rubinstein, 
who has ordered an inquiry into alleged 
campaign-finance offences in last year’s 
election. Detectives are beavering away at 
the links between Mr Barak’s campaign and 
various well-endowed and generous non- 
profit organisations. Mr Barak’s supporters 
are busy digging up similar stories about 
rival parties, in the hope of deflecting or at 
least attenuating Mr Rubinstein’s wrath. 

In a more immediate, though more 
oblique, threat to Mr Barak’s political well- 
being, the attorney-general recently ordered 
the police to investigate Rabbi Ovadia Yosef, 
spiritual leader of the traditionalist Shas 
party, for publicly cursing Yossi Sarid, the 
education minister and leader of the secular- 
ist Meretz party. Shas is the second-largest 
party in Mr Barak's coalition. If its rabbi is in- 
dicted, it will certainly secede. Rabbi Yosef 
compared Mr Sarid (also a coalition mem- 
ber) to the biblical badman, Haman, which 
Mr Rubinstein saw as possible incitement to 
murder despite the rabbi’s subsequent 
protestations that his homily had been 
purely metaphorical. 

Yet another of Mr Rubinstein’s political 
hot potatoes is a police investigation, now 
nearing completion, into allegations of sex- 
ual assault and sexual harassment by yet an- 
other coalition member, Yitzhak Mordechai, 
transport minister and leader of the Centre 
Party. Mr Rubinstein has also recently in- 
dicted his own former boss, the minister of 
justice in Mr Netanyahu’s goverment, for 
breach of trust. 

What is to be made of it all? Some aca- 
demics and commentators exult over what 
they maintain is a long-overdue stable- 
cleaning, encouraged by a campaigning 
press and supported by a public increasingly 
exposed, in the media and on the Internet, to 
western standards of accountability. 

They see the turning-point in early 1997, 
when Mr Netanyahu and his closest advis- 
ers tried to install one of their political allies, 
Roni Bar-On, as attorney-general. A howl of 
public protest and the threat of a court chal- 
lenge forced him out after only 48 hours. The 
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General Rubinstein 


suspicion was that Arye Deri, 
the leader of Shas (then part of 
the Likud coalition), who at 
the time was facing trial for 
bribery and fraud, would be 
pardoned if Mr Bar-On had 
the job. Mr Rubinstein, a bril- 
liant diplomat who had be- 
come a judge, was prevailed 
upon to take the vacant posi- 
tion. He wrote a scathing pub- 
lic report on Mr Netanyahu’s 
conduct, which the prime 
minister blithely welcomed as 
an effective exoneration. 

Since then, Mr Rubinstein has been at 
pains to be seen to be tough, aware that any 
perceived soft-pedalling of politicians’ 
peccadillos will instantly be challenged in 
the High Court. But this incessant involve- 
ment of the state’s top legal officer in the af- 
fairs and fates of its politicians is not univer- 
sally applauded. Critics of the High Court’s 
current doctrine of judicial activism see Mr 
Rubinstein’s role as an extension of a danger- 
ous and destabilising process. 
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Tunisia 


Under the 
shadow 


TUNIS 


ERE mention of the country’s found- 

ing father, Habib Bourguiba, used to 
be considered an attack on the man who 
ousted him, President Zine el-Abidine Ben 
Ali. But at the old man’s funeral, the crowds 
turned subversive. “Bourguiba lives on,” 
they taunted Mr Ben Ali, as he walked like 
Hamlet's uncle behind the cortège. The next 
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Flawed man into flawless myth 
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moming, the gates of Mr Bourguiba's tower- 
ing marble mausoleum were chained witha 
bicycle lock to bar access. Security vans were 
parked nearby. Death, and the government's 
bid to play it all down, is tuning the man 
inte a myth, his mausoleum into a shrine. 

Mr Bourguiba dominated Tunisia for 
most of the 2oth century (see page 98). For 20 
years, he led the independence movement 
against French rule; for 30, he ruled the small 
republic; and for the past ten, he lived under 
house arrest, his shadow tormenting his suc- 
cessor. Now that shadow is even longer. 

The state decreed seven days of mourn- 
ing, but government offices and banks re- 
ceived instructions to continue working as 
normal. The heavily censored press stuck 
Pamela Anderson on their front pages, not 
the country’s colossus. State-run television 
opted for anannying diet of programmes on 
family planning and animal protection. To 
national fury, the funeral was not even 
broadcast live. 

The authorities cannot argue that the 
death took them by surprise. Mr Ben Ali, 
who ousted Mr Bourguiba in 1987 on the 
grounds of senility and ill-health, has had 
many years to prepare for the funeral. His eu- 
logy, relayed on loudspeakers, spoke of the 
Blessed Change of 1987 as preserving Bour- 
guiba’s legacy. But as he marched behind 
four machinegun-toting commandos in 
black balaclavas, the president did not look 
likea man confident of a popular reception. 

Western diplomats suggest that the cur- 
rent mood marks the most serious challenge 
yet to Mr Ben Ali's legitimacy. “It’s a water- 
shed,” said one. “The funeral is galvanising a 
generation too frightened to speak.” With 
the exception of Syria and Libya, Tunisia has 
the most closed society on the Mediterra- 
nean coast. Communications are tapped, 
and encrypting e-mail is illegal. 

Until now, open dissent has been lim- 
ited toa few daring human-rights activists. A 
young journalist, Taoufiq Ben Brik, is spend- 
ing his second week on hunger strike in pro- 
test at state harassment. Banned from writ- 
ing for the Tunisian press, Mr Ben Brik is 
being tried for defamation because of arti- 
cles he wrote for two Swiss journals. His trial 
is closed, his lawyer's telephone line has 
been cut, and her passport removed. 

But there are signs that Tunisia’s activists 
are no longer lone voices. Anger has been 
brewing since last October’s election, which 
Mr Ben Ali won by a galling 99.44%, a figure 
Tunisians deride as an insult to their intelli- 
gence. Since then there have been flashes of 
unrest. In February, the mere threat of a rise 
in the price of bread was enough to spark 
riots in the south. 

It is a hard test for Mr Ben Ali, who was 
Tunisia’s ambassador to Poland in the early 
1980s, when Poles took to the streets against 
General Wojciech Jaruzelski. Until now he 
has sold Tunisians a formula of “be quiet 
and make money”. The government says 
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that 60% of the population is middle-class, 
and that 80% of households own their own 
home. With few natural resources, Tunisia’s 
literacy rates and income per person are 
higher than anywhere else in North Africa, 
save only for Libya. 

But it is getting harder to keep people 
quiet. Allegations of corruption are gaining 
currency. And the funeral provoked Tuni- 
sians into openly comparing their two auto- 
cratic presidents. Both blithely won elections 
with scores of 99%. But one of them had cha- 
risma and the other has not. 
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Iran 


Jews on trial 


SHIRAZ 


B’ THE time the 13 Iranian Jews accused 
of espionage had their day in court, all 
sides were searching for a graceful way out. 
Their trial in Shiraz, the southern city where 
most of the accused Jews live, opened on 
Aprilı3th;itwill continue on May 1st. But the 
charges were filed a year ago, and the inter- 
vening period has been filled with the noisy 
outrage of western governments and Jewish 
groups. Jewish leaders inside Iran admit pri- 
vately that they wish that their defenders in 
the West had been a little less zealous in their 
support. And some senior Iranians concede 
that, if their people had applied a bit of com- 
mon sense before bringing the charges, the 
whole episode would have been avoided. 

Iran faces the dual task of convincing the 
world that the Jews will receive justice while, 
at the same time, insisting that outsiders 
should mind their own business. A week 
ago, the presiding judge paid a rare visit to 
the ten accused in jail (three are out on bail) 
towish them a happy Passover. At the trial it- 
self, the judge said that he was considering a 
plea to let them go home for the festival, 
which starts on April 2oth. 

The judge’s savvy public relations, in- 
tended to head off potential charges of reli- 
gious persecution, was balanced by an an- 
nouncement from Iran’s foreign-ministry 
spokesman that the views of other countries 
would have noimpacton the verdict. He was 
responding to repeated wamings, particu- 
larly from France and the United States, that 
the case was being watched with care. Al- 
though neither diplomats nor journalists 
were allowed into the courtroom, the di- 
plomats made their presence felt. 

The key question is whether the accused, 
who include a rabbi, three Hebrew teachers, 
a kosher butcher and a teenage boy, did in 
fact spy for Israel. Iranian law recognises five 
different degrees of espionage, which carry 
penalties that range from six months in pri- 
son to execution. 

Although the Iranian authorities did not 
reveal in advance what specific misdeeds 
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| Cronje caught out 


CCTTS like the death of Diana,” wailed 

one grief-stricken South African. 
Worse, some might say. On April uth, 
Hansie Cronje, captain of the national 
cricket team, was sacked for “providing 
information and forecasts” to a book- 
maker in exchange for $10,000-15,000 dur- 
inga series of matches in India last month. 
The Indian police have charged MrCronje 
and three other South Africans with 
match-fixing. Mr Cronje admits receiving 
money, but denies match-fixing. The po- 
lice have published a tape recording of a 
telephone conversation, apparently be- 
tween Mr Cronje and a bookie, to back 
their claim. 

Few countries are as mad about sport 
as South Africa: for whites especially, 
rugby and cricket are the prime sources of 
national pride in victory and shame in de- 
feat. And no one personified the new, ac- 
ceptable image of Afrikaners better than 
Mr Cronje. He comes from the 
Free State, the heart of Afrikaner- 
dom, yet is a hero to little black 
and white boys alike. He is known 
for hardness on the field and holi- 
ness off it: it was his “Christian 
conviction”, he said, that made 
him confess his guilt. “He was an 
icon,” says a distraught cricket 
fan. “Now he’s justa con.” 

What of the name of cricket, a 
byword for fair play? Sadly, its im- 
age was looking grubby even be- 
fore this week. Almost the only 
surprising thing about the scan- 
dal is Mr Cronje’s involvement. 
Match-rigging allegations have 





whirled around Indian and Pakistani 
cricket for several years. According to an 
Indian cricket official, hundreds of mil- 
lions of dollars are wagered on every game 
involving his country, even though bet- 
tingon cricketis illegal there. Several crick- 
eters visiting the subcontinent have com- 
plained about being pestered by bookies. 

Cricket’s authorities have only them- 
selves to blame. The Indian and Pakistani 
authorities have long sat on reports into 
allegations of match-fixing that involved 
their players. Only in 1998 did Australian 
officials reveal that three yearsearlier they 
had fined two players for providing in- 
formation on ground conditions to boo- 
kies. One of these players, Shane Warne, 
was named last week as one of the five | 
cricketers of the 20th century by “Wis- 
den”, the cricketers’ annual bible. More 
such scandals, and cricket lovers may lose 
their faith in the aust. 











the Jews are accused of, one of the 13 has now 
been identified as a “lead suspect”. At the 
hearing on Thursday, four of the other sus- 
pects were said to have confessed to their 
crime and asked the judge for leniency. The 
chief defence lawyer denies this. 

The imprecision of the charges, over the 
past year, has fuelled the assumption that 
the suspects probably did no great wrong. 
Iran's Jewish community feel sure that they 
are innocent. Their worst offence, insist their 
fellow-Jews, may be that they sent faxes or e- 
mails to relations in Israel. Such communica- 
tion, though officially illegal in Iran, is usu- 
ally tolerated. Many Jews openly admit that 
they have been in touch with their Israeli re- 
lations for years. 

Hardliners in the judiciary may have 
pressed the charges because they wanted to 
chill President Muhammad Khatami’s 
slowly warming relations with western gov- 
emments. Another theory, advanced by 
some Jewish sources in Iran, points to inter- 


Jewish rivalry. Jews living in Tehran are 
much less strict in their beliefs than those in 
Shiraz, and it is conceivable that this led to 
somebody supplying bait for the undiscern- 
ing Iranian authorities, thus prompting an 
investigation. Once the case gathered mo- 
mentum, there was no turning back. 

Iran’s Jewish leaders reject the claim 
made by Jewish groups abroad that the case 
is based on religious persecution. Since the 
early years of the 1979 Islamic revolution, 
Iran’s 35,000 or so Jews have gained consider- 
able freedom to practise their beliefs. There 
are 56 synagogues across the country; He- 
brew classes are held. The government has 
donated 11 tonnes of flour to the Jewish com- 
munity this year to make unleavened bread 
for Passover. Even the current pressure is not 
driving Jews toemigrate. “We like our lives in 
Iran and we are striving to keep the commu- 
nity alive,” maintains Manuchehr Eliasi, the 
Jews’ representative in parliament. 
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Germany's new Christian 
Democratic voice 


ESSEN 


At a congress last weekend, Germany’s Christian Democrats gave their new 
leader, Angela Merkel, a rousing welcome. But she has a daunting task ahead 


HE speech contained virtually nothing 

novel or gripping, but at the end of the 
new leader’s 80-minute oration, in the 
Rhineland industrial city of Essen on April 
10th, the Christian Democrats’ 1,001 dele- 
gates roared their approval. Rarely, on such 
occasions, has an ovation lasted so long. And 
why? More for what Angela Merkel, the cler- 
gyman’s daughter from eastern Germany, 
symbolises than for what she has done or 
says she intends to do. Her greatest merit, so 
far, is that she looks like a break with the 
party's recent scandal-ridden past. Hitherto 
demoralised and disoriented, the Christian 
Democrats are longing to give her a chance. 
At present, ordinary Germans across the 
land seem sympathetic. By the autumn, 
sterner judgments may be made. 

To date, the very things that were held 
against her by old hands in the party are be- 
ing viewed as assets. Being a woman—the 
first to lead a major party in Germany—and 
coming from the ex-communist east are 
both seen as pluses. Even her lack of a 
power-base within the party may better en- 
able her, argue the optimists, to heal wounds. 
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And her limited political experience, which 
began only after the Berlin Wall came down 
a decade ago, frees her from suspicion of in- 
volvement in the unsavoury cronyism, 
party-finance skulduggery and back-room 
dealing that have besmirched the Christian 
Democrats’ reputation. 

True, the man who oversaw the old sys- 
tem, Helmut Kohl, was once her mentor. But 
she was the first party notable, in December, 
to call for an “end to the Kohl era”. Many 
Christian Democrats loyal to the man who 
had led the party for 25 years, 16 of them as 
chancellor, hated her for that. Indeed, opin- 
ion polls suggest that two-thirds of Germans 
who vote for the Christian Democrats still 
think well of him—and regret that he has ig- 
nominiously had to give up the party’s hon- 
orary presidency. 

They thought the reticence of govern- 
mentand party over Mr Kohl's 7oth birthday 
earlier this month was shabby. And they 
were shocked last week when Wolfgang 
Schäuble, the Christian Democrat who took 
over from Mr Kohl after the party's general- 
election defeat 18 months ago, joined in the 


denunciation of the disgraced former leader. 
So it was with grateful relief that the dele- 
gates heard Mrs Merkel pay tribute to “dear 
Helmut Kohl”, absent from a party congress 
for the first time since 1951, for his “outstand- 
ingcontribution” to history. 

The new leader’s prime task in Essen this 
week was to dispel the gloom that has crip- 
pled the Christian Democrats and given the 
Social Democratic chancellor, Gerhard 
Schröder, a free run for the five months since 
the party-finance scandal erupted. “We're 
back!” she proclaimed. “Our opponents’ 
hour is over! We shall once again become 
Germany’s number-one political force!” 

That, of course, was what the Christian 
Democrats wanted to believe. They warmed 
to the lack of pretension about the former 
physicist. They liked her apparent sincerity 
and straightforwardness. They enjoyed her 
humour and wit. 

But Mrs Merkel knows very well that her 
party’s troubles are far from over. The Chris- 
tian Democrats were, after all, in a fix even 
before the scandal cropped up. After a quar- 
ter of a century's domination by Mr Kohl, 
their coffers were empty, their policies floun- 
dering, their organisation top-heavy. De- 
spite a string of regional election successes 
last year, due more to the voters’ disgruntle- 
ment with Mr Schroder’s Social Democrats 
than to any new-found love of the Christian 
Democrats, the party was still reeling from 
its general-election rout in September 1998. 

Moreover, the slush-fund scandal will 
not fade away simply because the Christian 
Democrats’ new leader has been endorsed 
by a resounding 96% of the delegates’ votes. 
Criminal investigations continue. A par- 
liamentary committee of inquiry isexpected 
to hold hearings into the affair right up until 
the next general election, in 2002. Both Mr 
Kohl and Mr Schäuble have promised togive 
their inevitably conflicting version of events 
in forthcoming books. And court-imposed 
fines for breaking the party-finance law are 
worsening the Christian Democrats’ already 
dire financial plight. They will have to spend 
far less on coming election campaigns and 
party administration. The party's 630,000 
members will be told to cough up more. 

Mrs Merkel, however, is off to a good 
start. She has a new team in place. The lib- 
eral-minded Ruprecht Polenz succeeds her 
as general secretary. Friedrich Merz, an able 
and ambitious conservative, takes over from 
Mr Schäuble as leader of the party in parlia- 
ment, while Ulrich Cartellieri, a high-flyer 
from Deutsche Bank, takes the awkward— 
perhaps critical—job of treasurer. 

The only shadow over the event in Essen 
was the looming presence of Edmund Stoi- 
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G a last autumn, Germany's Demo- 
cratic Socialists, direct successors of 
thecommunists who used to rule East Ger- 
many, were cock-a-hoop. They had just 
won 40% of the vote in east Berlin. In Ger- 
many’s five former eastern states they had 
more than doubled their tally since Ger- 
man unification, to 20-25%. They had, for 
the first time, joined a state government (in 
Mecklenburg-West Pomerania). And they 
had increased their seats in the national 
parliament to 37, a new record, after em- 
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With Gysi gone, might Pau pop up? 











Germany's shaken ex-communists 


bracing a defector from the disillusioned 
Social Democrats. There was even talk of 
their overtaking the Greens and the Free 
Democrats, Germany's liberals, to become 
the country’s third force. 

But that was before last weekend’s dis- 
mal party congress in Miinster, in North 
Rhine-Westphalia. There the ex-commu- 
nists were hit by a string of setbacks. Gregor 
Gysi, their founding chairman and star 
turn, decided that he would step down as 
the party's leader in parliament and per- 
haps leave politics altogether. This 
blow was followed by a resound- 
ing defeat of the party’s modernis- 
ers at the hands of an unexpected 
alliance of the old-guard commu- 
nists from the east and some newly 
recruited pacifist fundamentalists 
from the west. The reformers had 
urged delegates not to condemn 
UN military intervention out of 
hand (in Kosovo and elsewhere) 
but to judge it case by case. No way, 
said the new front of young Wessis 
and old Ossis. Germans should 


I 8 me Se ee a 


ne ae 


never take part in, or support, military in- 
tervention abroad. 

Some ex-communists fear that the 
party may fold. For many, Mr Gysi was its 
embodiment. He spoke eloquently, fought 
fiercely for Ossis, and flayed the country’s 
two main (western-based) parties. He has 
struggled to turn an outfit heavily influ- 
enced by old eastern communists into a 
pragmatic organisation that might find 
support across the country and perhaps 
even, one day, join a ruling coalition in par- 
liament. Now such hopes look forlorn. 

So the Party of Democratic Socialism 
looks as if it will creep back to its dogmatic 
past. Half of its 95,000 members are over 65. 
With Mr Gysi gone, attempts to spread its 
influence westwards look doomed. An- 
other reformer, Lothar Bisky, its chairman 
since 1993, has bowed out, tired of the 
squabbling. Worse for the reformers, his 
heir-apparent, Dietmar Bartsch, looks un- 
likely to take Mr Bisky’s job in parliament. 

The latest hope for the modermisers 
may be Petra Pau, a plucky 36-year-old red- 
head, who may yet try to take Mr Bisky’s 
post. The irony is that the Ossis’ most 
prominent representative in parliament 
nowadays is the Christian Democrats’ new 
leader, Angela Merkel. 
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ber, leader of the Christian Democrats’ right- 
wing Bavarian sister-party, the Christian So- 
cial Union, whose polished and punchy per- 
formance reminded the delegates that, if 
their new leader were to stumble, he would 
be more than willing to become the twocon- 
servative parties’ joint candidate for the 
chancellorship. Though he expressed early 
doubts about Mrs Merkel, he fully backed 
her at the congress. 


So far, the Merkel effect has worked 
wonders, Whereas Mr Schäuble was trailing 
a wretched 30 percentage points behind Mr 
Schroder in the opmion polls when he de- 
cided to step down as party leader two 
months ago, German voters already say Mrs 
Merkel could beat the incumbent. But she is 
canny enough to know that, before she has a 
real chance of becoming chancellor, she will 
have to produce some solid new policies. 





France 


A capital contest on the right 


PARIS 


An intriguing battle to become the right’s candidate to fight for the job of 
mayor of Paris could affect the presidency itself 


j ni parade before the photographers, 
pontificate on the talk shows, petition 
the press for flattering profiles. One is a for- 
mer prime minister, Edouard Balladur; an- 
other is an aspiring president, Philippe Sé- 
guin; a third is Francoise de Panafieu, wife of 
a tycoon and scion of a political family. With 
less than a year to go before Paris elects its 
next mayor, the candidates of the political 
nght are jostling for a nomination that can- 
not long be deferred. And amid all the pub- 
licity, a fourth candidate on the right is al- 
most forgotten: the incumbent, Jean Tiberi, 
apparently too tainted by allegations of cor- 
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ruption to be acceptable to the hierarchy of 
the Gaullists’ Rally for the Republic (rPR). 

But why the fuss? And, in particular, 
why is Jacques Chirac, France’s conservative 
president, so intently watching every twitch 
of the capital’s opinion polls? 

The first reason is symbolic. Paris is 
thought to “belong” to the right. Before as- 
cending to the presidency in 1995, Mr Chirac 
himself was mayor for 18 years. To let the left 
take the job would be a bad omen for the 
right in the parliamentary elections sched- 
uled a year later, and for Mr Chirac in the 
presidential poll in May 2002. Indeed, the 


omen would be terrible: after all, by making 
Jack Lang his new minister of education, Lio- 
nel Jospin, France’s Socialist prime minister, 
has just taken the left’s most likely Paris win- 
ner out of the running, leaving as its official 
mayoral candidate the doughty but unin- 
spiring Bertrand Delanoe. 

The second reason is that being mayor of 
Paris brings control not just of an annual 
budget of almost $5 billion for spending on 
2.1m residents in 20 arrondissements (dis- 
tricts) but of a political machine too. No 
wonder Mr Chirac, a president condemned 
since the general election of 1997 to cohabit 
with a left-wing government, is keeping a 
close eye on the capital: a friendly mayor 
could help him stay in power. 

That was supposed to be the role of Mr 
Tiberi, a 65-year-old Chirac loyalist for more 
than a quarter of a century. However, Mr 
Tiberi, who says he is being made the scape- 
goat for abuses that predate his term of of- 
fice, is no longer the sort of friend a president 
can afford to have. His wife has only recently 
been acquitted of receiving taxpayers’ 
money for fictitious work; he is still under in- 
vestigation for a public-housing scandal; 
and he has just been dismissed as head of the 
RPk’s Paris branch for allegedly inflating the 
voters’ roll. So it is barely conceivable that the 
RPR, Which has discussed the idea of a com- 
mon conservative candidate with the Liberal 
Democrats and the Union for French De- 
mocracy, will promote a second Tiberi term. 
Yet for the moment the mayor remains a 
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candidate, either out of resentment towards 
his better-educated, better-born critics or, as 
the cynics say, to extract a price. 

So who will be chosen to run for the 
right? Mrs de Panafieu, a minister of tourism 
in the government of Alain Juppé, has al- 
ways been a Chirac supporter. Her father 
was a minister under de Gaulle, her mother 
under President Valéry Giscard d'Estaing. 
Moreover, the soignée 51-year-old symbol- 
ises a new, less male-dominated rer, along 
with Michèle Alliot-Marie, the Gaullists’ new 
president. Mr Chirac may be a male chau- 
vinist at heart, but he can see the electoral ad- 
vantages of a female mayor for Paris. 

In terms of experience, there could surely 
be no better candidate than Edouard Balla- 
dur, prime minister from 1993 to 1995 anda 
past rival of Mr Chirac’s for the presidency. 
This is surely his last bid for public office. Al- 
most 71, he looksold. And he dislikes the hus- 
tings: it was said that he preferred to wear a 
hat during his presidential campaigning so 
that he could doff it to the voters rather than 
shake their hands. But from Mr Chirac’s 
point of view, Mr Balladur's age means he is 
no future threat. 

That cannot be said for 56-year-old Mr 
Séguin—which is why it was so intriguing, at 
the start of this month, that he emerged smil- 
ing from talks with Mr Chirac at the Elysée. 
That was Mr Séguin’s first visit to the presi- 
dential palace since his abrupt resignation in 
April 1999 from the presidency of the Gaull- 
ists’ RPR. Given that he and Mr Chirac have 
had their differences, and that Mr Séguin 
sees himself asa president in the making, the 
inevitable rumour is that they have madea 
deal promising mutual support. 

Mr Chirac naturally affects a presiden- 
tial aloofness from such partisan machina- 
tion. He even had a “very cordial, very 
friendly” lunch this week with Charles Pas- 
qua, a founder of the rer wholast year broke 
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Séguin and Chirac, wariest of friends 
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away to set up his own Eurosceptical party, 
the Rally for France. Mr Pasqua made it clear 
that he would fight Mr Chirac for the presi- 
dency but would not try to influence the 
Gaullists’ choice of a candidate to run Paris. 
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Which leaves Mr Chirac to ponder the 
tealeaves. As the polls stand, only Mrs de Pa- 
nafieu and Mr Séguin can be relied upon to 
keep Paris for the right—and Mr Séguin still 
looks a surer bet than Mrs de Panafieu. 
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Russia 


The eternal hopes of spring 


MOSCOW 


President-elect Vladimir Putin is telling the world why he is optimistic about 
Russia, though wariness towards his new regime is still in order 


HERE is an adage that Russia is never as 

strong, or as weak, as it appears. Indeed, 
the Kremlin’s new occupants may be repeat- 
ing it to themselves under their breath as 
they try to keep within reasonable limits the 
surge of exuberance that often takes hold of 
Moscow’s ruling class in spring. President- 
elect Vladimir Putin and his lieutenants 
have several reasons to be tempted into eu- 
phoria, and several reasons to be cautious. 

First, the economy. Especially if they are 
not examined too closely, Russia’s financial 
statistics continue to look better than the 
wildest optimist could have predicted at the 
time of Moscow’s financial crash in August 
1998. Although it is widely agreed that a 
windfall from rising oil revenues has simply 
masked a continuing failure to make any ser- 
ious structural reforms, a number of indi- 
cators—industrial production, budget reve- 
nues and foreign-exchange reserves—still 
look rosy, even as crude-oil prices tumble 
from their peak. 

Mikhail Kasyanov, the deputy prime 
minister responsible for the economy, 
gloated toa group of American businessmen 
this week that in the first quarter of this year 
the government had achieved a budget sur- 
plus of 4% of Gpr. On shakier ground, he ar- 
gued that because the new government, at 
least in the short term, was awash with reve- 
nue, it would be less reliant on the patronage 
of politically-minded tycoons. 

The same mood of defiant optimism is 
discernible in Russia’s view of the world, 
even though the government was stung 
when the parliamentary assembly of the 
Council of Europe voted last week to sus- 
pend Russian participation unless it be- 
haved better in Chechnya. There was quiet 
chortling in the Kremlin this week as the Ger- 
man government squirmed with embarrass- 
ment over a revelation that its intelligence 
chief had paid a friendly visit to the Russian 
side of the Chechen war front. 

Meanwhile, American visitors to Mos- 
cow have been complimented by their Rus- 
sian hosts for the “understanding” their 
country has shown for Russia’s policy in 
Chechnya: such a welcome change from the 
pesky moralising of West Europeans. Rus- 
sian spokesmen also cite as a sign of fresh 


confidence the apparent readiness of parlia- 
ment, after seven years’ prevarication, to 
heed the Kremlin’s wishes and ratify the 
Start-2 agreement to slash the nuclear arse- 
nals of America and Russia. 

Whatever impression Mr Putin makes in 
western countries—such as Britain, where he 
is due on April 16th—there is still some scep- 
ticism at home about his ability to impose 
his authority on rival centres of power in 
Russia, including regional barons and the 
“oligarchs”, as the political tycoons are 
known. Putin-watchers are trying to work 
out which of the two forces that propelled 
this obscure, middle-ranking intelligence of- 
ficer to supreme power will have more clout: 
the armed services or the financial, media 
and raw-materials empire of the arch 
-oligarch, Boris Berezovsky. 

It is almost a year since Yevgeny Prima- 
kov, the former prime minister, fell from 
power after he blessed an investigation into 
the financial dealings at Aeroflot, the airline 
Mr Berezovsky controls. There were rumours 
in Moscow this week that this probe had 
started again—and there was mystery over 
Mr Berezovsky’s whereabouts. 

In any event, Mr Putin has in recent days 
suffered a blow to his domestic credibility: 
the withdrawal of his nominee, Valentina 
Matviyenko, from next month’s contest for 
the governorship of St Petersburg. The city’s 
current boss, Vladimir Yakovlev, humiliated 
Mr Putin in 1996 by trouncing his mentor, 
Anatoly Sobchak. 

For Mr Putin, building up his own au- 
thority and keeping rivals in check is not just 
a matter of point-scoring or personal sat- 
isfaction. It is almost a prerequisite for his 
political survival—and for his ability to pro- 
mote Russia’s economic recovery. However 
good the numbers now look, the economy 
will badly need investment over the next 
few years, as Soviet-era industrial plant and 
infrastructure rust away. But little cash will 
come unless the division of political and ju- 
dicial power between Moscow and the re- 
gions is better defined. 

Already, the deadly effects of squabbling 
between Russia’s over-mighty barons and 
the fragility of the economic uptum have 
been shown up by a row between two of the 


47 








EUROPE 


country’s most powerful economic compa- 
nies: the electricity-grid operator, Unified 
Energy Systems (ues), run by Anatoly Chub- 
ais, and Gazprom, the gas monopoly. Gaz- 
prom sharply cut supplies toues this month, 
pleading that it could not fulfil its lucrative 
export contracts while keeping demand sat- 
isfied at home; Mr Chubais would simply 
have to rely on costlier energy, such as coal 
and oil, to keep the power on. The row, at 
least provisionally settled by a Kremlin com- 
promise this week, highlighted one of the 
economy’s most serious worries—the risk of 
power cuts. Even in the giddy atmosphere of 
Russia’s spring, that sort of battle is serious 
enough to dampen anyone’s euphoria. 
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Georgia 
His last chance 


TBILISI 


WEN will an old man choose: his place 
in history, or the habits of a lifetime? 
The answer will determine the future of sm 
Georgians and one of the trickiest cornersof 
the Eurasian landmass. President Edward 
Shevardnadze, to nobody's surprise, had an 
easy re-election on April 9th, with more than 
80% of the vote. There was no serious opposi- 
tion, and officialdom grossly favoured the 
72-year-old former Soviet foreign minister 
even in a one-and-a-half-horse race. 

Mr Shevardnadze would probably have 
won a fair election. Though Georgians, com- 
paratively prosperous in Soviet days, are fed 
up with their tiny wages, poor public ser- 
vices, erratic energy supplies and rapacious 
bureaucrats, no other politician can match 
him. Yet western observers complained of 
ballot-stuffing and tampering with the re- 
sults. In some places they were obstructed by 
local officials. Even people close to “Shevvy” 
find the scale of his victory distasteful. “Local 
governors showed too much zeal,” says Mik- 
heil Saakashvili, the leader of the parlia- 
ment’s pro-presidential majority. 

Will MrShevardnadze’s victory bringthe 
start of some real reforms? His success so far 
has been mainly in dodging disaster. He took 
over the country’s leadership in 1992, when 
Georgia was virtually disintegrating. Since 
then the economy has recovered a bit, and 
relations with two breakaway regions are 
calmer. Georgia has edged closer to the West 
and away from Russia. But foreign invest- 
ment is a dribble; farming and industry are 
clapped out; the civil service, especially the 
parts of it handling tax and customs, is a hid- 
eous mess. Georgian bureaucrats are “even 
worse than Russians”, says a lawyer who 
knows both breeds, “because they are more 
incompetent and ill educated.” 

Until now, reform has stalled chiefly be- 
cause of caution at the top. Mr Shevard- 
nadze’s instinct has been to balance thecor- 
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rupt clans that run the country, not to bash 
them. Georgia’s impressive crop of western- 
educated young reformers believes he is 
now strong enough to back them instead. 
They want smaller government, speedier 
privatisation and punishment for crooked 
officials; last year they had a few fired. Some 
of the young reformers speak admiringly of 
Estonia in 1992, when a new cabinet with an 
average age of around 30zapped the country 
with useful reforms (before getting booted 
out at the polls). Mr Saakashvili, 32, once a 
lawyer in New York, says hopefully: “A cor- 
rupt Central Asian dictatorship is not what 
Mr Shevardnadze aspires to. Hecan godown 
in history as the person who created the 
modern Georgian state.” 

If so, it will bea huge task. The fraudulent 
election has done nothing to build public 
confidence. Mr Shevardnadze’s own inner 
circle mixes the best and the worst in Geor- 
gian politics. “It is oriental. Everyone wants 
to please the boss,”’says a foreigner. Plenty of 
rich, powerful people like things much the 
way they are. Even the president's allies do 
not claim that he has an intuitive grasp of 
what makes a modern economy tick. 

Then there is Russia, which maintains 
four menacing military bases in Georgia, as 
well as backing regional mischief-makers 
within Georgia who run damaging smug- 
gling rackets. President Vladimir Putin has 
been talking nicely to Georgia recently, but 





Shevvy unchased 


there are no signs yetof deeds to match. 

Yet, for all its problems, mostly free, 
peaceable Georgia is easily the region's most 
promising partner for the West. It gets lots of 
American aid, besides the attention of peo- 
ple who see it, perhaps correctly, as a bul- 
wark against resurgent Russian imperialism. 
If reforms fail in Georgia, the nearest post- 
Soviet success story will be on the Baltic. It 
matters what Mr Shevardnadze does now. 

“The president knows that corruption is 
a guarantee of political stability in this coun- 
try. Some of his parliamentarians, some of 
his officials, some of his ministers are cor- 
rupt. He can't fire them all at once, but we 


need shock therapy on taxes and customs, 
says Fady Asly,a Lebanese trader who is pres- 
ident of the American Chamber of Com- 
merce in Georgia. If Mr Shevardnadze fails to 
provide even this, his young allies in parlia- 
ment could desert him. 

“It's about our own political future,” says 
Giorgi Baramidze, another 32-year-old re- 
former who led an anti-corruption commit- 
tee in the previous parliament. Six months 
after his party won a general election, the 
committee has yet to be re-established. 
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Serbia 


A glimmer of 
opposition 


BELGRADE 


AC of students gather round a make- 
shift stand in Belgrade’s main pedes- 
trian street, handing out leaflets and posters 
stencilled with a picture of a clenched fist 
and the word Otpor, meaning resistance. 
The movement has no formal structure, and 
mostof its members are in their early 20s. But 
Otpor is one of Serbia’s few opposition 
groups whose stature is rising: a sign that 
more and more of those people who want 
change are looking away from the estab- 
lished opposition parties. Is there a fresh mo- 
mentum for toppling Slobodan Milosevic, 
Yugoslavia’ embattled but durable presi- 
dent? Not, it seems, in the near future. 

Though opinion pollsters say that two- 
thirds of Serbians wantchange, the country’s 
two older opposition parties have dismally 
failed to tap into the dissatisfaction. After a 
decade of recrimination between their two 
top leaders, many disaffected Serbs loathe 
the official opposition almost as much as 
they hate the government. Some 40% of eligi- 
ble voters say they do not know which party 
to vote for in the local and general elections 
due later this year. 

The opposition parties have called a 
rally in Belgrade for April 14th, admitting 
that they will be lucky to get as many as 
50,000 people to turn out: several times as 
many thronged towns across Serbia last 
summer and seemed, atone point, to be win- 
ning enough support to topple the govern- 
ment. Yet Mr Milosevic hung on—and since 
then has actually strengthened his grip. 

One reason is that, as economic sanc- 
tions push Serbia’s economy deeper into the 
mire, the government has gone to great 
lengths to protect the living standards of or- 
dinary Serbs. It has managed to keep the 
prices of most essential commodities and 
energy low. People pay only half of what it 
costs for the state to buy electricity from 
abroad. Bread, milk, sugar and other basic 
commodities are cheap. 

Another way Mr Milosevic has man- 
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A new way of thinking about life sciences: 
From understanding the secrets of life to creati 


One of the secrets of life is that all life is b 
on the genetic code. Scientists are unscrambling this code at a breathtaking rate. And they’re using their increasing knowl 
to develop new and highly effective pharmaceuticals for treating and curing diseases. They're also helping farmers improve 
quality and yield of crops through integrated crop protection and production. As one of the world's leading life sciences compa 


we see biotechnology as a key to groundbreaking discoveries which in the future will improve the quality of life. 
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Diversification predicted 
to drive up number of daily 
global trades 100% 





WHILE GLOBAL INVESTING GROWS EXPONENTIALLY, 
THE NUMBER OF HOURS IN THE DAY 1S NOT 
PROJECTED TO INCREASE AT ALL. 


There is no question that global investing offers a lot of opportunity. It also presents 
some logistical challenges. Not the least of which is reconciliation. That is why we are leading the 
way to straight through processing. We also offer everything you need for today’s increasingly 
complex investment concepts, from industry-leading trading technology to quantitative 
investment strategies to global custody and fund administration capabilities. V/e would say 
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aged to tide Serbia over is by getting help 
from less choosy friends. China has lent 
$300m and has paid for some of Serbia’s elec- 
tricity; despite dire warnings, there were few 
cuts during this year's severe winter, Russia 
has let Serbia have oil and gas on tick. 

Atthe same time, the government has re- 
built enough of the infrastructure destroyed 
last summer by NATO's bombs to keep most 
basic services going. Roads have been made 
passable, bridges have been hitched up, and 
buses and railways run as they did before. 
Many Serbs, relieved that the country has 
not come toa halt, are reluctant to lose what 
little security they have by throwing in their 
lot with the opposition. 

Besides, many are frightened. A mood of 
paranoia still prevails. Knowing that Mr Mil- 
osevic has been indicted for war crimes by 
the international tribunal at The Hague, 
most Serbs reckon that he will stop at noth- 
ing to hold on to power. His government has 
becomeever more ruthless in stifling dissent. 
Critical newspapers receive heavy fines, in- 
dependent television stations have been 
shut down, outspoken judges and errant 
members of the ruling Socialist Party are dis- 
missed. Town councils run by the opposi- 
tion face legal obstacles, even when they try 
tocollect rubbish efficiently. 


baf = F3 Ss 





But will he rattle Milosevic? 


The government and the state media 
continue, with some success, to make people 
feel that they are still at war—and that criti- 
cising the government or the president is 
treachery. A recent government poster cam- 
paign portrayed Madeleine Albright, the 
American secretary of state, with a fistful of 
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dollars, wearing an Otpor t-shirt. Some 300 
Otpor members have been arrested. 

Not surprisingly, many Serbs feel they 
are being battered from two sides—by their 
own government, and by the West. Many 
feel, bitterly, that western sanctions have 
strengthened Mr Milosevic’s grip and have, 
moreover, helped local criminals to domi- 
nate the economy. “As things stand, the 
economy can ignore the rules of the market,” 
says Mila Korugic, an economist. “Instead, it 
isrun by the bureaucracy”. 

All the same, Otpor’s growing popularity 
shows that quite a lot of Serbs are prepared 
to defy the government. Some reservists 
have protested against a new wave of call- 
ups. In some towns, people have refused to 
let the authorities in Belgrade close their local 
television stations down. 

There are signs, too, that some people 
within Mr Milosevic’s own ruling circle are 
trying to distance themselves from him, for 
fear they may be caught up in the war-crime 
tribunal's indictments. More and more busi- 
nessmen in Belgrade want Serbia’s isolation 
toend. 

The country is suffering, But its govern- 
ment, though understress, is noton its knees. 
Otpor has a long way to go yet. 








Turkey’s rival dervishes 


ISTANBUL 


T IS another night of devotion at the an- 

cient tekke, as buildings that house der- 
vish communities are known, in Istanbul’s 
Uskudar district. The faithful are begin- 
ning to file in. Trendy bankers, waddling 
old peasant women and earnest teenagers 
remove their shoes, then bow reverently 
before an old man sitting cross-legged on a 
green-carpeted floor. 

His disciples consider him the spiritual 
successor of Mevlana Celalettin Rumi, the 
Afghan-bom Sufi mystic who founded the 
dervish order late in the nth century after 
Christ, preaching love and tolerance. A 
rhythmic “Allah! Allah!” comes from the 
lips of his followers as they shake their 
heads from side to side in the throes of an 
ecstatic trance. A few rise to don flowing 
robes and conical hats. To the haunting 
sound of the ney, a Turkish flute, the der- 
vishes slowly and gracefully begin to whirl. 

There is nothing odd about the scene, 
repeated for centuries in tekkes across Tur- 
key. But closer scrutiny reveals that—un- 
usually—these spinning figures include fe- 
males, banned from taking part in the 
rituals since a17th-century ruling by ortho- 
dox elders of the order. And the women are 
not swathed in traditional white but in 
bright pinks, oranges and greens. Just as in- 
congruously, a giant portrait of Ataturk, the 








ardently secular founder of modern Tur- 
key, gazes down benignly at the flock, 
alongside likenesses of the white-bearded 
Mevlana and the Shia prophet Ali, the Pro- 
phet Muhammad's son-in-law. 

One of the first actions taken by Ata- 
turk, after he came to power in 1923, was to 
ban the shadowy Islamic brotherhoods, 
including the mild Mevlevis, the name for 
followers of Mevlana. Yet Didem Edman, a 
vivacious young architect who became the 
country’s first female semazen, as whirling 
dervishes are called, sees nothing odd 
about this. “Ataturk”, she says, “is as holy to 
us as Allah, Muhammad, Ali and our own 
exalted Mevlana. Ataturk saw 
men and women as equal.” 

Not surprisingly, such behav- 
iour has set off a furore among 
more conservative dervishes, 
who accuse the Contemporary 
Lovers of the Mevlana, as the new 
group is known, and its guru, Has- 
an Cikar, of apostasy. “Men and 
women whirling together? No!” 
thunders Nail Kesova, a leader of 
a rival, strictly male, assembly of 
whirlers known as the Galata, 
after another district of Istanbul 
on the other side of the Bosporus. 
“Tt should not be!” 





Whirlies but not—in those days—girlies 


So have the tarikats, the Sufi brother- 
hoods that still thrive despite Ataturk’s 
ban, become the new battleground where 
Turkey's pro-secular generals will have to 
take on the religious conservatives? By em- 
bracing Ataturk, Mr Cikar’sdervishes so far 
are on the right side of the soldiers, who 
have again begun tocrack down on Islamic 
groups, tarikats included. 

But the row between the dervishes 
may also be about something a lot less spir- 
itual or doctrinal: money. The funky, 
mixed-sex dervishes are already pulling in 
many more tourists and cash than their 
stern, all-male rivals at the Galata. Mr Cikar 
loftily brushes aside such explanations 
with one of his master’s sayings: “From 
God we receive. To man we give. We keep 
nothing to ourselves.” 
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Environment 

Time for remediation 

The recent spillages into Hungary’s Tisza River 
point up a problem with which the EU will 
have to deal. "Such transboundary cases of 
pollution pose major dangers for all 
jurisdictions, including the EU," contends 
Janos Borbély, Deputy State Secretary at the 
Ministry of Environmental Protection. 

Mr Borbély proposes more than just an 
ounce of prevention. "First, high-risk indust- 
rial processes, such as the one using deadly 
cyanide for gold recovery, should be curtailed, 
otherwise the clean-up and revitalisation 
efforts costing up to Fr10 billion ($37m) 
could be all for nought as the river could 
become polluted all over again the next day.” 

In the ministry’s view such sensitive zones 
could be best protected by early warning 
systems thar would monitor surface waters. 
A system would take two to three years to 
install and cost $5-10m. Mr Borbély thinks 
that the euro 82m earmarked for Hungary 
this year under the unlimited pre-accession 
structural assistance (ISPA) program could be 
expanded to help finance the project. 

Hungary's government and industry are 
spending Ft153 billion this year ($577m) on 
the environment. The ministry’s budget is 
Ft59 billion and its most important programs 
fall into three areas: municipal waste 
management, for which a new law is due to 
pass parliament in May; wastewater law 
harmonisation, which is expected by the end 
of 2001, and air quality protection, where the 
central budget will foot 80% of clean-up costs 
and municipalities, assisted by the EU's Phare 
program and ISPA funds, the rest. 

While Hungary intends to reach EU 
environmental standards as soon as possible, 
Prime Minister Viktor Orban has said that as 
the cost will likely exceed Fri trillion, the 
country may seek derogations until 2015 in 
the clean up of wastewater and until 2007 in 
the case of industrial installations, That 
should leave Mr Borbély adequate time to 
beef up personnel and equipment in the 
ministry as well as in Hungary’s 12 local 
inspectorates to ensure compliance. 





Electricity 

MVM cleans up its act 

Hungarian Power Companies (MVM), which 
is responsible for the operational control of 
the country’s power system as well as 
electricity transmission and wholesale, 
including exports and imports, has been 
incrementally upgrading its environmental 
credentials since 1993 in anticipation of EU 
accession. While some thorny issues still 
remain to be sorted out, much of the heavy 
lifting has been done or is already in progress 
at the state-owned firm. "Fortunately MVM 
does not have too much environmental catch 
up work to do,” says Istvan Bakdes, general 
manager. 
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A new regulatory framework adopted in 

1995 laid the groundwork for the first stage 
of privatisation of the electricity sector in 
which the country's six regional electricity 
distribution companies and six of eight power 
plants were partly privatised by sale to 
strategic investors. Since then the investors 
have rationalised and restructured those 
operations. 

The next step involves finding an EU- 
conform solution for outdated and dirty coal- 
fired power plants in such countryside 
locations as Borsod, Bakony, Pécs and Inota. 
Possibilities include shutting them down, 
retrofitting them with desulphurisation 


scrubbers or converting them to efficient and 
clean combined-cycle gas turbine (CCGT) 
technology. For example, Hungary‘ s Matra 
plant, owned by a German consortium of 
RWE-EnBW together with MVM, is being 
retrofitted with EU-conform scrubbers in a 
Ft10 billion ($37m) project and will be re- 
commissioned later this year. The program is 
financed by a syndicated loan Matra raised 
from Hungarian commercial banks. A 
combustion turbine plant is being built by 
MVM at Lorinci and winners of a capacity 
tender issued by MVM and announced in 
February 1999, which include AES of the US 
and The Budapest Power Plant (owned by a 
Finnish-Japanese consortium of IVO and 
Tomen, respectively), will each build CCGT 
plants in addition to the two already under 
construction by PowerGen of the UK and 
Bayernwerk of Germany. 

Oil-fired plants such as the Dunamenti 
facility, in which Belgium's Tractebel has 
invested and MVM holds a 25.1% interest, 
cause considerable amounts of vanadium and 
sulphur emissions. "As residual oils are 
becoming less common we are switching to 
cleaner-burning fuel oil by 2002 at the latest,” 
Mr Bakacs says. There is also a three-year 
program under way to mop up oil seepage 
and implement preventive measures such as 
the installation of concrete platforms to 
prevent further leaks. While the cost of this 
program is relatively modest at Fel billion, the 
logistics are all the more difficult given the 
need to maintain service while the work takes 
place. 

MVM's nearly fully owned nuclear plant 
at Paks along the Danube River south of 
Budapest is handled differently. "In nuclear 
power, safety and environmental policy are 
synonymous,” says Mr Bakdes, “Paks is 
operating according to Western standards and 
has been acknowledged by such bodies as the 
International Atomic Energy Agency and the 
Society of European Nuclear Ra to 
maintain the highest safety standards." 
part of its continuous security a M 
facility is in the midst of a three-year Ft60 
billion safety upgrading, which will also be 
completed by 2002. All of the work is 
financed internally except the Siemens reactor 
control system replacement, which is funded 
by a loan from the supplier, 

MVM, which in 1999 plowed Fr20 billion 
into capital investments to improve 
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transmission and reserve-generating capacity, 
is gradually approaching EU standards in 
terms of plant and equipment quality. 

The most difficult issues relate to the 
Vértes Power Plant (VéRt.), in which MVM 
holds a 43% share and other state organ- 
igations an additional 42%. The plant burns 
expensive, locally mined lignite coal and 
produces significant air pollution. While 
‘retrofitting the VéRt. plant with desul- 
phurising scrubbers is not economic, the four- 
unit complex directly and indirectly employs 
20,000, bringing social issues into the 
‘decision-making process. "The government 
has been wrestling for some time with tough 
political and economic decisions on this 
issue," says Mr Bakács "and they will no 
doubt come to a final decision soon." 

MVM is keen to pursue renewable fuel 
sources but sets two conditions. "Either the 
government must subsidise the implement- 
ation of, or research into, renewables or 
energy prices would have to increase to the 
extent that they provide an incentive,” says 
Mr Bakáes, noting that he believes that the 
Hungarian government may launch a 
renewables initiative. 

“MVM is now looking abroad for possible 
growth via acquisition of generating capacity. 
Indeed, the firm is in the second round of 
bidding for a privatisation tender of a two- 
year-old, 220-megawatt, Siemens CCGT 
power station in Bratislava, Slovakia. The 
winner is due to be announced by June 30. 

In its results for 1999, MVM reported 
higher revenue and profits compared with 

"1998, Net revenue rose 7% to Ft316.1 billion 
($1.3 billion) while net profits increased 
468:4% to Fr10.8 billion, of which Frit] 
billion was operating income and Fré billion 
was dividend income from unconsolidated 
subsidiaries. 


Oil and gas 
‘Winds of change 
Qn April 3rd Hungarian oil and gas company 
MOL announced that it agreed to buy 36.2% 
of Slovak refinery Slovnaft for $262m. This 
transaction, the first major contemporary 
‘¢ross-border strategic investment amongst 
“Central European firms, demonstrates not 
‘only that national rivalries are waning, but 
also that the management of Central 
European firms are adopting more internat- 
ionally-orientated and progressive approaches 
toward value creation. 
While MOL's strategy of international 
expansion in Central Europe is well known, it 
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is part of a considerably more comprehensive 
effort to implement best practice throughout 
the entire company. A case in point is MOL's 
revamped health, safety and environment 
(HSE) policy, which was set forth in 
December 1999, While HSE issues tend to 
make headlines only in the case of disaster, 
the commitment of MOL's top management 
to the cause is a significant development in a 
region that has suffered decades of 
environmental neglect. 

“MOL is committed to make its 
technologies, workplace practices, products 
and services safe and to impose the smallest 
possible burden on the environment," 
declares CEO György Mosonyi, "We are 
continuously enhancing MOL's quality-based 
HSE management system, including the 
ongoing development of ISO 14001- 
compliant environmental management 
systems (EMS)." MOL operates four ISO- 
14001-compliant EMS, two of which are 
integrated with quality management systems. 
"But we are focused more on practical 
operations than in accumulating certificates," 
notes Mr Mosonyi. 
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An emphasis on HSE issues is not new to 
the company. In fact during the past 10 years 
MOL has spent more than $500m on 
equipment and technologies designed to 
minimise environmental harm and was the 
first company in Hungary to issue an HSE 
annual report in 1996, a move that about 20 
Hungarian firms have followed. 

What is new is that MOL's organisational 
structure was modified in January 2000 such 
that the director for HSE and quality now 
reports to the CEO. "HSE and quality 
management have been integrated for 
company-wide implementation at the 
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corporate, division and operative levels, and 
all managers, including me, have been made 
responsible for the continuous improvement 
of HSE performance,” says Mr Mosonyi. 

MOL has already adopted all of the 
regulations issued in Hungary’s legislative 
harmonisation required for EU accession and 
is on target to keep pace with this ongoing 
procedure. In some cases MOL is ahead of 
EU environmental prescriptions. There are 
two sorts of regulations relevant for MOL: 
those applying in general to the chemicals 
and energy sector and those focused on 
product quality. The former involves the 
implementation of the Integrated Pollution 
Prevention and Control Directive while the 
latter concerns the content of harmful elem- 
ents such as lead and sulphur in motor fuels. 

To this end MOL spent approximately 
Fr11 billion ($46m) during 199%, Ft3 billion 
of which was used for the remediation of 
contaminated soil and groundwater as well 
as hazardous waste disposal. The balancing 
Ft8 billion was allocated toward so-called 
sustainable development projects, including 
product quality improvements and the reduc- 
tion in pollution at MOL's own facilities. í 

In terms of product quality, MOL's 
gasoline and diesel motor fuels have met EU: 
standards since 1993 and 1998, respectively, 
inchiding the withdrawal of leaded products 
in advance of the EU's deadline, Moreover, in 
December 1999 MOL introduced 98-octane 
gasoline that.is already compliant with EU 
directives planned for 2005. Aad in MOL's 
continual program of reducing. greenhouse © 
gas emissions pursuant to the Geneva 
Convention of 1991, of which Hungary is a 
signatory, the company has introduced a 
vapour recovery system that decreases the 
release of hydrocarbon gases æ its filling 
stations by 95-98%. 

‘While operating in different legal 
environments, MOL. and Slovaaft plan to 
share best practice and MOUs experience in 
corporate transformation and-efficiency 
improvement~including the increasingly 
important HSE issues related to EU accession: 
preparations«as this is in the mterest of both 
companies. While the currentadiffering 
national legislation means that environmental 
issues of the two firms must be considered on 
a country-specific basis, legislative harmon- 
isation with the EU may allow for synergies 
in handling environmental liabilities. And this 
would certainly be a development enabling 
stakeholders in both countries to breathe a 
bit more easily. 
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Costas Simitis, Greece's cautious helmsman 


IKE most Greeks, Costas Simitis, the prime minister, likes to 
spend his holidays on an Aegean island. But unlike many in his 
Panhellenic Socialist Movement, better known as Pasok, which 
has held power for all but three of the past 19 years, Mr Simitis es- 
chews the showier perks of office. He owns neither a villa nor a ko- 
tero, one of those fancy little motor yachts. On quiet Sifnos, his fa- 
vourite island, he pays rent. When he wants a trip at sea, he joins a 
local fishing family in an old-fashioned wooden boat. 

Mr Simitis’s unassuming way of life is one of the things that 
makes him popular. At the general election on April 9th, Pasok 
won a third term in a row—a record in modern Greece--albeit by 
the slimmest of margins. It won 43.8% of the vote, against 42.7% for 
the right-of-centre New Democracy. Though Greeks seem tobe tir- 
ing of Pasok, cutting the margin of its victory over the right by 
nearly three percentage points com- 
pared with the 1996 election, they are 
reluctant to put their country’s for- 
tunes in the hands of the inexperi- 
enced Constantine Karamanlis, a 43- 
year-old lawyer who became New De- 
mocracy’s leader partly on the strength 
of his name: his uncle and namesake, 
who died in 1998, took Greece into 
what was then the European Commu- 
nity. The younger Karamanlis has 
never held even a junior cabinet post. 

At the very least, Mr Simitis is a safe 
pair of hands. His steady, sometimes 
plodding, style is very different from 
that of his populist, wayward pre- 
cedessor, Andreas Papandreou. Mr 
Simitis is nicknamed “the book- 
keeper” for his fondness for boring au- 
diences with statistics. But he has a 
knack of getting things done. In his four 
years at the top, the economy has re- 
vived so perkily that Greece looks set to 
join Europe's single currency early next 
year. He has also put relations with 
Turkey, Greece’s old enemy, on a 
sounder and friendlier footing—dquite 
an achievement, given the humiliating 
setback for Greece last year when it 
bungled its effort to hide Abdullah 
Ocalan, the Kurdish rebel leader, in its ambassador's house in Ke- 
nya. This year, Mr Simitis is tomake the first official visit by a Greek 
prime minister in half a century to Ankara, Turkey's capital, 

At home, Mr Simitis has also managed to help blur the histori- 
cal division of politics that goes back to Greece’s civil war in the 
1940s between communists and nationalists. He comes from the 
old left: his father joined the outlawed communist-led “govern- 
ment of the mountain”. He himself won his spurs in a group that 
resisted the Greek colonels’ junta (1967-74), escaping to Italy ona 
forged passport. But, unlike most of his comrades, he acquired a 
social democrat’s outlook while studying, and later teaching, com- 
mercial law at a German university. His views may be a bit dated 
by the standards of Europe's “third way”: he says he prefers the 
current French version of socialism to the trendier British one. All 
the same, when it comes to reforming Greece, it is notable that Mr 
Simitis’s instincts are closer to New Labour than to the old kind. 

Another of his useful qualities is that, unusually for a Greek 
politician, Mr Simitis is good at delegating-—-and can resist med- 





dling. Yannos Papantoniou, his finance minister, has been in the 
job six years and looks likely to stay on at least until January, when 
he hopes that the drachma will give way to the euro. George Pa- 
pandreou, the soft-spoken eldest son of the late prime minister, 
who took over as foreign minister after the Ocalan debacle, ex- 
pects togoon havinga free hand torun policy towards Turkey. An- 
other sign of Mr Simitis’s confidence is that other, less loyal, cabinet 
members have kept their jobs, including Akis Tsochatzopoulos, | 
the old-style populist defence minister who was once a rival to Mr 
Simitis for the top spot. It also helps that several hardline Pasok 
oldies on the backbenches, who were among the most vehement | 
opponents of the rapprochement with Turkey, lost their seats last | 
weekend, while 4o-plus younger Pasok types, mostly from Mr | 
Simitis's moderate wing, were elected for the first time. | 

But with Pasok holdingjustı58out | 
of 300 seats in parliament, Mr Simitis, | 
who has hinted that this could be his | 
last term as prime minister, has a | 
much smaller majority than before. | 
So will he have the nerve to shove | 
through the economic and social re- 
forms needed to lock Greece into the | 
euro-zone? He has had a habit of 
putting off awkward decisions, on 
such issues as the sale of state-owned | 
utilities and reform of public pen- | 
sions. His instinct is to compromise | 
rather than bludgeon. He has dith- | 
ered over the revampingof inefficient, | 
debt-ridden state outfits such as | 
Olympic Airways and the railways. | 
He has argued that outright con- | 
frontation with public-sector trade 
unions would hamper efforts to join 
Europe’s common currency. Critics 
often call Mr Simitis a wimp. 

As a result, Greece still lags behind 
other countries in the gu’s “Club 
Med” in making its public sector com- 
petitive. Over 600,000 migrant work- 
ers, mostly from Albania, have low- 
paid jobs in Greece, yet unemploy- 
ment among young university 
graduates is more than 20%. Foreign 
investment is still scant. The “new economy” has yet to arrive. | 
Greeks own fewer computers, proportionately, than others in the | 
EU, though Mr Simitis says that, thanks partly to an ev grant, every | 
Greek child should have access to one at school by 2004. But even 
with the latest chunk of largesse earmarked in the eu budget that 
runs until 2006, it will probably take at least 15 years before Gop per 
person in Greece reaches the current £u average. i 

However slim his majority, Mr Simitis must new become | 
much bolder, or else the Greeks may well become stuck, as An- | 
dreas Papandreou used to moan, as “the waiters of Europe” rather | 
than as revellers at the top table. Mr Simitis will have to become a 
more radical reformer if his country is eventually to get top-class | 
hospitals and schools--and a public service where you no longer | 
have to bribe in order, for instance, to get a copy of a birth certifi- | 
cate. He says he wants, above all, to get rid of miseria, the Balkan | 
underdog mentality that still taints Greek attitudes. | 

He sounds optimistic. A decent macroeconomic foundation is | 
there. Now Mr Simitis has a chance of making Greece really buzz. | 
l 
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BRITAIN 


Slugging through the mud 


David Irving’s lost libel case not only brands him as a Holocaust denier. It 
should also remove any doubts that he has always been primarily a 
politically motivated activist rather than a historian 


AN THE press conference after her libel 
victory this week, Deborah Lipstadt, an 
American historian who had been sued by 
David Irving for branding the Briton a “Holo- 
caust-denier”, said the most moving mo- 
ment of her three-month ordeal came when 
she was “enveloped by [Holocaust] survi- 
vors” as she left the Royal Courts of Justice 
for the last time. It was testimony to the pas- 
sions stirred by one of the most complex and 
emotionally charged cases in recent British 
legal history. 

Ms Lipstadt and her publisher, Penguin 
Books, were sued by Mr Irving, who repre- 
sented himself in court. He alleged that Ms 
Lipstadt had libelled him in her 
1994 book “Denying the Holocaust: 
the Growing Assault on Truth and 
Memory.” No one, except Mr Irving, 
seemed to relish the weeks of pick- 
ing through the often horrendous 
detail of the history of the Nazi re- 
gime. As Ms Lipstadt putit, “We had 
toslug through the mud to get to the 
other side.” 

At the heart of the case was Mr 
Irving’s contention that he is an 
honest, serious and objective histo- 
rian. Mr Irving claimed that he had 
shown, through the application of 
the usual methodology of historical 
investigation, that, among other 
things, Hitler had no knowledge of 
the Holocaust, that there were no 
gas chambers at Auschwitz and that 
there had been no planned, system- 
atic extermination of European 
Jewry during the second world war. 

During the course of writing 
many books on the Nazi regime, Mr 
Irving, now 62, had indeed acquired 
a reputation as a diligent, energetic 
and methodical scholar. The re- 
spect that his work has generated 
meant that some historians greeted 
this week’s verdict with a degree of 
regret, even unease. Donald Cam- 
eron Watt, a former professor of in- 
ternational history at London Uni- 
versity, wrote of the admiration he 
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had formed for Mr Irving's professionalism 
when collaborating with him on some re- 
search many years previously. “No book of 
his has ever failed to come up with new evi- 
dence,” noted Mr Watt. 

Writing in the Daily Telegraph, John 
Keegan, a much-respected military histo- 
rian, praised Mr Irving's “extraordinary abil- 
ity to describe and analyse Hitler’s conduct 
of military operations.” Mr Keegan was also 
clearly impressed by Mr Irving's bearing in 
court: “He is a large, strong, handsome man, 
excellently dressed, with the appearance of a 
leading oc...asking, in a firm but courteous 
voice, precise questions which demonstrate 





Bad news, mein Fiihrer 


his detailed knowledge of an enormous 
body of material.” 

Mr Keegan's and Mr Watt's desire to be 
fair-minded and not to kick a man when he 
is down may be admirable. But it is hard to 
accept their central contention, that it is pos- 
sible to distinguish between the “good Ir- 
ving’—the meticulous, dogged historian— 
and the “bad Irving’—the propagandist 
with his strange views about the gas cham- 
bers, and his suggestion that Jews should ask 
themselves why the Nazis were so keen to 
kill them. 

For, as this week’s verdict made clear, Mr 
Irving's activities as a historian are almost 
impossible to separate from his political 
views. Mr Justice Gray did accept that “his 
knowledge of World War Two is unparal- 
leled.” But he also concluded that Mr Irving 
has “for his own ideological reasons persis- 
tently and deliberately misrepresented and 
manipulated historical evidence.” The judge 
highlighted 19 instances in which the de- 
fence had argued that Mr Irving had wilfully 
distorted historical evidence—“I have come 
to the conclusion that the criticisms ad- 
vanced by the defendants are almost invari- 
ably well-founded,” noted the 
judge. For example, Mr Irving's evi- 
dence for declaring that the gas 
chambers at Auschwitz were a fic- 
tion was a report by Fred Leuchter, a 
self-taught American expert on exe- 
cution techniques, whose work had 
already been discredited in a court 
case in Canada. 

Why should Mr Irving have in- 
dulged in these distortions? The evi- 
dence before the court showed 
compellingly that he is on the far 
right of politics. The court was 
shown footage of Mr Irving ad- 
dressing neo-Nazi rallies in Ger- 
many. As Mr Watt noted in his 
newspaper article, in these appear- 
ances Mr Irving “both looks and 
sounds uncannily like Hitler.” The 
court also heard extracts from Mr Ir- 
ving’s speeches to assorted right- 
wing gatherings around the world, 
and extracts from his diaries. In one 
entry he makes smug references to 
attending a dinner at which a toast 
was drunk to Hitler. Mr Irving 
noted, “I had no glass, as I don't 
drink.” Based on all this evidence, 
the judge found Mr Irving to be an 
“active Holocaust-denier”, an anti- 
Semite and a “racist who associates 
with right-wing extremists who pro- 
mote neo-Nazism.” 

As for Mr Irving, steeled with 
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remains entirely unrepentant. Listening to 
the judgment in his shirtsleeves, his suit 
Jacket having been the casualty of a well- 
aimed egg on his way into court, he showed 
no signs of regret or even discomfort. Indeed, 
he immediately promised to take his case to 
the Court of Appeal. 

After being spirited out of the court by 
security guards, Mr Irving went straight back 
to his website, which he has been using to 
update what he calls his “gang” of “world- 
wide consultants”. Here, the judgment was 
treated as little more than a faintly embar- 
rassing mishap. On the website, Mr Irving 





Britain and NAFTA 


Dream on? 


WASHINGTON, DC 


the inner conviction of the true obsessive, he 





her “Israeli paymasters”. 

The mystery remains as to who contin- 
ues to provide the money for his campaign. 
Some of the money must go on his website, 
which is sophisticated and comprehensive. 
Mr Irving may be close to bankruptcy all the 
same. No doubt, he will go on peddling his 
twisted version of history until his dying 
breath. This trial has afforded him plenty of 
publicity, which may be why he went to 
court in the first place. But the hope now 
must be that although Mr Irving will go on 
talking and writing, fewer and fewer people 
will be listening and reading. 


promises to fight on against Ms Lipstadt and - 


The idea that Britain could join the North American Free-Trade Agreement is 
dismissed as a fantasy of anti-European Tories. But this week America’s 
International Trade Commission began hearings, at the instigation of the 











powerful Senate Finance Committee 


ATE last year, several members of the Tory 
shadow cabinet met their counterparts 
from America’s Republican Party at the Heri- 
tage Foundation, a right-wing think-tank 
just behind the Capitol in Washington. Their 
subject was “After the Third Way: Reviving 
Conservative leadership in America and 
Britain.” Surprisingly enough, their vision 
appeared to hinge not on domestic matters 
(should state pensions be privatised? what’s 
next in crime prevention?) but on foreign 
policy. 
The assembled conservatives talked 


dreamily about setting up an “English 


Speaking Union”—a club of like-minded 
democracies with similar political tradi- 
tions, able both to revive the Thatcher-Rea- 
gan days of international conservative dom- 
inance and to provide the world with a dose 
of commonsense leadership in place of the 
waffly third way-ish practices of the Euro- 
pean Union. For some members of the right, 
this is “the next big thing’. This week, it 
moved from the backroom of think-tanks to 
the corridors of power. 

The fact that the International Trade 
Commission is holding hearings on the pos- 
sibility of Britain joining narta does not 
mean the idea will take wing any time soon. 
In the American system, there are numerous 
ways to bury a proposal—and one of them is 
toget the rrc to do a detailed study for a Sen- 
ate committee, which later forgets all about 
the idea. Neither the Clinton nor the Blair 
governments have any interest in Britain 
Joining narta--indeed they regard the idea 
as a zany irrelevance. 

On both sides of the Atlantic the enthu- 
siasts for British membership of NAFTA are 
strong conservatives—people like Phil 


58 


Gramm, a Republican Senator from Texas, 
and Conrad Black, a Canadian newspaper 
mogul who owns Britain’s Daily Telegraph. 
Still, if the history of Thatcherism and Rea- 
ganism teaches anything, it is that ideas 
which are dismissed in one decade as the 
preserve of right-wing eccentrics can quickly 
move into the mainstream when 

the ideological wind changes. 

At the rre hearings, how- 
ever, it became uncomfort- 
ably clear that the idea’s two 
main sponsors have different 
approaches. Mr Gramm is one 
of the leading free-traders in 
America. He argued that Brit- 
ain should join Narra, which 
currently takes in the United 
States, Canada and Mexico, for 
economic reasons. British 
membership, he maintained, 
would restrain the protection- 
ism of the European Union (eu) 
by increasing pressure to scrap 
the treaty articles which give the 
European Commission sole 
power to negotiate trade deals 
on behalf of its members. 

This power, argued Mr 
Gramm, is not only bad in itself, 
because it prevents European 
countries signing trade-widen- 
ing accords with others (as 
NAFTA members can; Mexico 
has a trade deal with the £u). 
Worse, he said, a dozen 
other regional trading 
blocks are moving away 
from the “open” arrange- 
ment of narta towards the 
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“closed” one exemplified by the EU. British 


membership of narra, to Mr Gramm 
would be a means of preventing the division 
of the world into regional trading groups and 
a step towards worldwide free trade. The 
step after that, he said, might be for NAFTA to 
sign an agreement with the £u itself. Mr 
Gramm said that: “I am not interested in 
drawing Britain away from Europe.” 

But for Mr Black, that is precisely one of 
the idea’s attractions. He thinks that British 
membership of narta would be a way to 
bash the sovereignty-destroying, regulation- 
loving statists who really run Europe. Freer 
trade sounds like a by-product. Britain 
should pull out of the political bits of the eu, 
he said—notably the Council of Ministers— 
and join Norway and others in the European 
Economic Area. This would give it the econ- 
omic benefits of tu membership, but none 
of the political drawbacks—and would 
mean it could apply for Narra membership. 

Instrictly legal terms, the Black version of 
the relationship between Britain and NAFTA 
makes more sense. It is precisely the feature 
of the £u that Mr Gramm most objects to— 
its refusal to allow member states to negoti- 
ate trade agreements on their own behalf— 
that appears to make it impossible for Brit- 
ain to join NAFTA and stay in the eu. 

The Black version of why Britain should 
Join Narta also probably chimes most 
closely with the ideas of Tory Eurosceptics. 
Although the official position of William 
Hague’s party is that the Tories should be “in 
Europe, but not run by Europe”, more than a 
few senior Tories undoubtedly believe that 
Britain will ultimately have to leave the gu. 
In their more relaxed off-the-record mo- 

ments in the United States, some are 
happy to admit this. 

These sorts of Tories often re- 

gard Britain as culturally closer to 


ae America than to Europe. As for 


the awkward fact that Britain is 
physically closer to Europe and—ac- 
cording to world maps—not part of 
North America, the enthu- 
siasts point out that the 
NAFTA acronym could eas- 
ily be adapted to stand for 
North Atlantic. 

Culture aside, it is also 
true that narra lacks the 
sovereignty-guzzling charac- 
teristics that makes Tories so 
wary of the Ev. For years 
Britain has pushed unsuc- 
cessfully for the Eu to be lit- 
tle more than a free-trade 
area. NAFTA ‘really is not 
much more than a trade ar- 
rangement, since it lacks the 
panoply of laws, courts and 
parliament that give the 
European Union the ele- 

ments of a nascent state. 
For all that, the notion of 
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Britain joining NAFTA is still miles from the 
mainstream. The British government regards 
it as a mischievous attempt to pull Britain 
away from Europe. The Clinton administra- 
tion is also less than keen. Since Eisenhower, 
American governments have encouraged 
Britain to join its European neighbours. A re- 
cent speech in London by Strobe Talbott, 
America’s deputy secretary of state, was 
firmly in this tradition. 

But the idea of Britain joining NAFTA is 
likely to keep buzzing around the fringes of 
debate. Many senior Tories are clearly drawn 
tothe notion, even if they are reluctant todis- 
cuss it much in public, because of the impli- 
cation that Britain would have to leave the 
gu. And Mr Gramm is not its sole supporter 
in America. Newt Gingrich, a former Repub- 
lican leader in the Congress, is another. So is 
Steve Forbes, a failed candidate for the Re- 
publican Party’s presidential nomination: he 
has said that if he were elected president, he 
would invite both Britain and Ireland into 
NAFTA. And in Canada Preston Manning, the 
leader of the opposition Reform Party, has 
also said that he wants Britain to think about 
NAFTA membership. 

Politics may play a part. Lately, conserva- 
tives in Congress have been finding unusu- 
ally large numbers of foreign-policy sticks 
with which to beat the administration. The 
dizzy idea of Britain joining NAFTA could be- 
come yet another opportunity for Congress- 
men to annoy the president—which could 
keep the notion alive. 

_s 





Public housing 
Revolution on 
the Clyde 


GLASGOW 


N THE 19th century, Glasgow pioneered 

municipal socialism. It was the first British 
city to build a council-owned public water 
supply in 1859. In the 20th century the city’s 
inhabitants became a byword for socialist 
radicalism; in 1919 the government put tanks 
on the streets to prevent a feared Bolshevik 
uprising. But in the 21st century, despite this 
history of red politics, Glasgow is heading in 
a different direction altogether. It is starting 
by getting rid of that monument to munici- 
pal socialism—council housing. 

On April 10th, Donald Dewar, the La- 
bour first minister of the devolved Scottish 
government, announced that he had ap- 
proved a Glasgow City Council scheme to 
hand over all its 94,000 council houses to a 
housing association—a house-owning non- 
profit-making body owned and run by ten- 
ants. In turn, this association will aim to shift 
all its houses on to smaller associations, 
probably of about 500 houses each. 

These small associations will be grouped 
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Another happy council tenant 


into 14 area organisations, which will work 
with the council and other housing bodies to 
improve existing houses and build new 
ones. Because housing associations, unlike 
the council, can get loans from banks and 
building societies, repayable from rents, the 
council expects that about £1.6 billion ($2.5 
billion) will be raised to smarten up these 
houses over the next 10 years. 

This handover comes two months after 
the council made another surprising move— 
agreeing to a £220m plan to rebuild and 
modemise all of the city’s 29 secondary 
schools, using private finance. Ignoring prot- 
ests that handing ownership of the schools 
to a group of private builders meant that the 
city’s education system was being privatised, 
the council pressed on, boasting that by 2002 
Glasgow will have the most modern schools 
in Britain. 

This is not happening because the coun- 
cil has been captured by Conservatives. 
Glasgow's ruling Labour group still holds 74 
of the 79 council seats. Nor is the council 
noted for its devotion to Blairism. Instead, it 
has been driven down a New Labour road 
by necessity. 

Charlie Gordon, the council leader, says 
that if the council had borrowed money for 
school repairs, government limits on bor- 
rowing would have meant that rebuilding 
the city’s schools would have taken 25 years. 
And if it had tried doing up its even more de- 
crepit housing stock by borrowing, it would 
never have got the job done at all; 47% of the 
rent it collects—and the rents are among the 
highest in Scotland—goes towards paying 
off its existing housing debt. 

Under the deal announced this week, 
Mr Dewar’s administration will pay off the 
housing debt, now costing £107m a year. The 
council will then preside over (but not run, 
or own) whatit claims will be the biggest ur- 
ban regeneration scheme in Britain. But be- 
fore any of this happens, the council's ten- 





ants will have to vote for the new schemeina 
ballot to be held in the spring of next year. 

Trade unions oppose the scheme be- 
cause they fear council staff will lose their 
jobs. The Scottish National Party is against. It 
would prefer just to write off the council 
debt, and then free the council to borrow 
again to fix up its housing stock. And some 
tenants’ groups dislike the new scheme be- 
cause they worry that rents will go up. 

But the council’s Mr Gordon thinks that 
most of the city’s tenants will leap at the 
prospect that their housing may improve 
under the new regime. It isa testament to the 
failure of council management that 25% of 
Glasgow's council’s homes have no central 
heating, and 37% suffer from damp. Housing 
associations already own 50,000 houses in 
Glasgow, and they generally enjoy a better 
reputation than council houses. 

To sweeten the transfer to housing asso- 
ciations further for voters, rent increases 
(which have averaged 6% a year) will be 
capped for five years. Ominously, job guar- 
antees are being negotiated with the unions. 
Tenants will also keep the right to buy their 
houses at discounted prices under the new 
arrangements. 

Politically, Mr Dewar desperately needs 
this scheme to succeed. He has taken a terri- 
ble battering in the Scottish press recently. 
Opinion polls and recent by-election results 
also suggest that disillusionment with devo- 
lution is setting in, causing some voters tode- 
fect from the Labour Party to the Scottish Na- 
tionalists. And while Edinburgh—largely 
thanks to the financial-services industry—is 
booming, Glasgow—Scotland’s largest 
city—is stagnating. Its Gor per head is only 
around three-quarters that of Edinburgh’s. If 
he can convince voters that Glasgow really 
can be miles better under his administration, 
Mr Dewar will have made a significant po- 
litical gain. 

SS 
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Unspeakable supplicants 


pan is proud of its history as a refuge. But the past makes 
fewer demands than the present. Britain’s exemplary refugees 
are the likes of Isaiah Berlin, Friedrich Hayek or Nikolaus Pevsner. 
Berlin, admittedly, turned into the sort of “woolly” liberal whom 
the home secretary, Jack Straw, might nowadays call a trouble- 
maker. But Hayek became a liberal of the tougher sort, whose ideas 
inspired Margaret Thatcher. An earlier arrival, Karl Marx, filled the 
heads of Mr Straw’s socialist ancestors with a lot of dangerous 
ideas. Disraeli, albeit a second-generation Brit, made the Tories into 
the party of flag and empire. But all of them saw Britain as a sanctu- 
ary; or even as a sanatorium. Arthur Koestler called the place “a 
kind of Davos for internally bruised veterans of the totalitarian 
age”. And even ifsome of these fam- 





1998 White Paper on asylum (“Fairer, Faster, Firmer’), which ad- 
mitted that the system was being abused by people migrating for 
purely economic reasons. And yet the Tories’ language has upset 
the un High Commissioner for Refugees and inspired the Liberal 
Democrats to refer both other parties to the Commission for Ra- 
cial Equality for politicising this sensitive debate. 

This charge is peculiar. So long as they do not incite hatred, 
why shouldn't politicians “politicise” asylum? Voters care about 
who is let into their country, and why. Declaring the discussion 
out of bounds is neither liberal nor democratic. Furthermore, Brit- 
ain is indeed a “soft touch”. Although the welfare benefits it offers 
asylum-seekers are not the most generous in the European Union, 
British judges interpret the 1951 con- 





ous imports imported subversive 
ideas, all are now hymned for hav- 
ing enriched their host country. 

Not many of the young Koso- 
vars armed with mops and squee- 
gees who cause discomfort by wip- 
ing the windscreens of Londoners’ 
BMWS at traffic lights will go on to 
found intellectual movements, or 
even to Oxford colleges. But nor did 
most of the migrants who arrived 
with Isaiah Berlin. Today’s head- 
scarved women who beg outside 
railway stations with babies on 
their hips (‘vile’, says Barbara 
Roche, one of Mr Straw’s ministers) 
are not yet making an extravagant 
contribution to Britain's economy. 
But they are clearly needy. Then 
again, the totalitarian age is sup- 
posed to be over. How many of 
these seekers of asylum can genu- 
inely claim, as required under the 
1951 UN convention which Britain 
has signed, to owe their presence in 
the country to a well-founded fear 
of being persecuted at home for rea- 
sons of race, religion, nationality, 
membership of a particular social 





vention more liberally than others, 
by accepting that refugees can be 
persecuted by groups and not just 
states. Better still, asylum-seekers 
find Britain easy to disappear into 
once they have arrived and added 
their application to the heap of 
cases pending. Hence the undigni- 
fied competition between Mr Straw 
and Ann Widdecombe, his Tory 
shadow, to appear more mean-spir- 
ited than the other. Both argue, with 
good evidence, that making the 
waiting period as miserable as pos- 
sible is an effective way of deterring 
the bogus without putting off those 
with real cause to fear persecution 
at home. Neither has said enough to 
be convicted of “playing the race 
card”. Perish the thought. 

Mr Straw and Miss Widde- 
combe are, however, guilty of other 
things, incompetence for example. 
Last summer a snarl-up at the pass- 
port office made it hard for many 
people to leave Britain. Mr Straw 
now presides over an asylum sys- 
tem that cannot manage the num- 
ber of arrivals who ask to stay. The 








group or political opinion? The pro- 
portion can only be guessed at, but may not be much over 50%. 

Until recently, the number of people seeking asylum in Britain 
was tiny. But it rose from around 4,000 a year in the late 1980s to al- 
most 45,000 in 1991 alone. Applications have fallen when Britain 
has tightened its asylum rules or reduced welfare benefits, and 
risen with upheavals of the sort that occurred in Bosnia in 1993 and 
Kosovo last year. In ordinary years, three out of four of those asy- 
lum seekers whose cases are heard (a backlog of more than 100,000 
applications is pending) are refused asylum. Last year, when NATO 
waged war in Kosovo, about half of those whose cases were heard 
were found to have a real fear of persecution or were allowed to 
stay on other grounds. This suggests that even when the Balkans 
explode, about haif of those seeking asylum are not genuine. 

Or, to use a perfectly good word in danger this week of being 
ruled politically incorrect, they are “bogus”. The Conservative 
manifesto for the local-government elections next month accuses 





resulting chaos, with its opportuni- 
ties for endless delays and appeals, is itself one of the things that at- 
tracts bogus refugees to Britain. Miss Widdecombe did no better 
when she was a Home Office minister in the previous government. 

They have alsocommitted a sin of omission. Politicians should 
not stifle the asylum debate. But they could add perspective, plus a 
plea for tolerance in light of the calamity that has struck the Bal- 
kans. A backlog of 100,000 asylum seekers, with an annual inflow 
not much smaller, sounds alarming. It has put some local authori- 
ties under real strain. But measured by asylum applications per 
100 of population, Britain ranked eighth out of 15 eu countries last 
year. Britain has absorbed bigger numbers of immigrants before, 
especially from the Caribbean and the Indian subcontinent. The 
last census found that about one Briton in 20 was from an ethnic 
minority. It could surely absorb more if its people wanted it to. 

Do they? Immigrants who arrive under false pretences cannot 
expect a warm welcome. But why make economic migrants dis- 
guise themselves as refugees in the first place? Britain might both 
welcome, and profit from, straightforward economic migration if 
politicians made an honest case for it. So far,none has dared to. 
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Depend on these authoritative business books for sound advice and expert analysis 
of important issues in a very readable style, qualities you would expect in every 


Economist publication. 


This guide provides a clear and detailed 
explanation of the different financial 
markets. For anyone who wants a better 
understanding of the way financial 
markets work, especially those whose 
work involves those markets, it will 

be an invaluable source of reference 
New title, published November 1999. £20.00 


For everyone who aspires to use and 
communicate effectively with numbers. 
Besides pointing out common errors, it 
explains techniques for solving problems, 
analysing information and making 
business decisions. 
Published June 1997. £16.99 

nti 
This book provides guidance in how to 
design management development 
nitiatives, choose appropriate suppliers 
and assess the outcome. It also gives advice 
on how to get the best value from courses 
and programmes aimed at the individual. 
New title, published July 1999. £20.00 


Originally written for Economist 
journalists, the Style Guide will enlighten 
and amuse, while helping you to write 
clearty and succinctly. It steers you through 
the vagaries of grammar and spelling, 

the use of punctuation, and the pitfalls 

of British and American English. 

Mew Edition February 2000. £15.99 


ê it Ideas 
This guide is essential reading for anyone 
wanting to understand the concepts 
behind current business success. It distils 
the 100 most significant management 
ideas of the 20th Century, and provides 
an overview of the intellectual framework 
that has guided management thinking. 
New titie, published March 2000. £16.99 


There are many ways to analyse a 
company’s performance from available 
information. This handbook highlights 
the elements that really matter. Invaluable 
for investors or competitors who want 

to make an informal judgment about 

a company. 

New Edition December 1999. £20.00 


rnatic ) inan 
This invaluable reference book provides 
succinct explanations of more than 
2,000 terms used in today’s global 
financial markets. It cuts through the 
maze of jargon and explains everything 
from Acid ratio to Zaitech 

New title, published March 1999. £25.00 
Assessing future performance plays an 
increasingly important role in business 
management. This new book illustrates 
different types of measurement and 
their roles, and presents a framework 
for organisational thinking in this area. 
Published October 1998. £20.00 


This book presents the expert analysis of 
The Economist's specialist economics 
writers on the forces that influence the 
modern global economy. The second part 
of the book focuses on the use and abuse 
of the science of economics 

New title, published November 1999, £20.00 
Drawing on the principles of complexity 
science, this quide provides a wealth of 
insight and detailed practical quidance 
on how companies can adapt, survive and 
prosper in the complex environment that 
globalisation and the connected economy 
have brought about 

New title, published March 2000. £20.00 
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THE ECONOMIST REVIEW 


The roots of the Kosovo calamity 


Two new books underscore how confused NATO policy was towards Kosovo 


and how it still has no clear answers 


To worse it gets, the better it is. This old 
revolutionary slogan was, it seems, a 
guiding principle for the leaders of Kosovo's 
ethnic-Albanian majority during the dark 
years of direct rule from Serbia which fol- 
lowed the suppression of the province’s 
autonomy in 1989. Whether they favoured 
the pacifist approach of Ibrahim Rugova, 
their unofficial president, or reckoned that 
only force would drive the Serbs away, the 
shrewder leaders of the Kosovar community 
calculated that the brutishness of Slobodan 
Milosevic was playing into their hands. 

For one thing, the wars which Mr Milos- 
evic sponsored in Croatia and Bosnia 
seemed to underpin the principle that the 
constituent republics of communist Yugo- 
slavia could and should be broken up along 
ethnic lines. If that route could be followed 
by the Serbs, why not by the Albanians too? 
If Mr Milosevic could sloganise “All Serbs in 
one state”, why should the Kosovars not as- 
pire to bring all Albanians into a single politi- 
cal unit? 

For Kosovar tacticians, the worst thing 
that could have happened was the emer- 
gence of a more moderate leader in Ser- 
bia—as seemed possible in 1992. “Frankly itis 
better to continue with Milosevic,” said 
Fehmi Agani, a Kosovar leader quoted in 
‘Tim Judah's illuminating book on the latest 
of the Balkan wars, the worst European con- 
flict for half a century. 

Agani himself was killed (probably by 
Mr Milosevic’s police) soon after the Kosovo 
war broke out last year, but arguably his ax- 
iom holds good. Kosovo’s hopes of convine- 
ing the world to recognise its independence 
will be enhanced if the Yugoslav regime con- 
tinues to be brutal and authoritarian. 

Akeen sense for paradoxes of the Balkan 
variety is one of the best things about Mr Ju- 
dah’s book. After a decade reporting from 
the wreckage of collapsing Yugoslavia for 
American and British newspapers (includ- 
ing The Economist), he is good at seeing how 
adversaries serve one another’s interests. 

He is strongest and most original in de- 
scribing the background to the war, having 
used a good deal of shoe leather in tracking 
down the Kosovo diaspora at conference 
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| Judah. Yale University Press; 288 pages; 
$37.50 and £25. 

NaATO’s Empty Victory. Edited by Ted 
Galen Carpenter. Cato Institute; 194 
pages; $18.95 
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halls in London and lakeside restaurants in 
Switzerland as well as on rougher Albanian 
hillsides. The resultis an intelligent, readable 
book, written with speed and verve by a 
conscientious reporter with a strong sense of 
history. There is possibly more detail about 
the internal politics of the Kosovar diaspora, 
and their highly complex relations with the 
Albanian motherland, than most general 
readers will need. But given that Albanian 
nationalism is unmistakably a rising force in 
south-eastern Europe, it is helpful to have 
some guide to its leading personalities. 

Students of the Balkans—and of unin- 
tended consequences—will also be in- 
trigued by Mr Judah’s blow-by-blow ac- 
count of the meeting on Kosovo's future at 
Rambouillet, near Paris, in February 1999, 
whose failure was the trigger for NATO’s air 
war. The conference, convened by Britain 
and France with the United States as back- 
seat driver, has been strongly criticised in the 
western media, both by hawks and doves. 

According to the hawks, since it was al- 
ready clear that Serbia favoured a military 
solution to the Kosovo conflict, including 
mass expulsions, the conference simply 
wasted valuable time; Nato should have in- 
tervened earlier. In the doves’ view, it was a 
violation of international law—and an omi- 
nous precedent in international rela- 
tions—to bomb Belgrade simply for refusing 
to sign up at Rambouillet to a document 
which would have meant giving away some 
of its territory and allowing nato free rein 
over the rest of Serbia. 

The latter argument is among those elab- 
orated in a collection of essays by the Cato 
Institute in Washington, pc, a bastion of con- 
servative unilateralism. Contributors attack 
the war on several other grounds: that it did 
lasting damage to relations with Russia and 
China (and drove them closer together); that 























it seriously harmed other economies in the 
region; and that nato's claim to have 
launched its bombers on humanitarian 
grounds—to prevent genocide—was hypo- 
critical and inconsistent with western policy 
elsewhere. 

Hypocritical perhaps, but the moral im- 
perative not to let Mr Milosevic’s brutality 
stand was a more convincing casus belli 
than Serbia's mere refusal to sign up at Ram- 
bouillet. Fortunately for western policy 
makers, Mr Milosevic eased their dilemma 
by pursuing his campaign of ethnic-cleans- 
ing with such ruthlessness, both before, and 
toaneven greater extent, after NaTo’s bombs 
started dropping, that the alliance's spin- 
doctors hardly needed to think twice about 
how to present the war. The more obvious it 
became that Yugoslavia was deliberately 
provoking the world by piling on the agony 
of its ethnic-Albanian citizens, the fewer 
questions had to be asked about the fairness 
of naro’s other demands. 

As Mr Judah’s “Kosovo” underlines, this 
was a conflict in which each side gained le- 
gitimacy from the other's behaviour. Mr Mil- 
osevic, for his part, won moral authority in 
Serbia from the sight of his broadcasting 
headquarters reduced to rubble, with its 
young, female employees crushed under the 
debris. In Russia as well as Serbia, this scene 
provided a better argument for the justice of 
Serbia’s cause than any of the demented pro- 
paganda which had poured forth from that 
building. No wonder the Serb authorities, 
though forewarned of Nato’s attack, de- 
cided not to evacuate the premises. 

It is not surprising, either, that the Ko- 
sovo war ended in a way that broadly suited 
the interests of all the powerful players in- 
volved. Nato could claim that most of its 
war aims (barring the initial one of “averting 
a humanitarian disaster’) had been fulfilled. 
Belgrade could take pride in the fact that its 
army survived 78 days of bombing in re- 
markably good shape, and it more or less 
won its argument about the primacy of the 
UN Over NATO. The Kosovo Liberation Army, 
for its part, took a massive step towards its 
goal of independence for Kosovo. 

However satisfactory the war's conclu- 
sion may have been for the powerful, the 
fact that it happened at all was still an un- 
< speakable tragedy for hundreds of thou- 
sands of powerless people, both Albanian 
and Serb. That is why it is still worth asking 
~ whether fighting could have been avoided. 

The hard truth is that if the avoidance of 
suffering had been the main aim of western 
governments, then their policy would have 
had a different emphasis. The top priority 
would have been the deployment as early as 
possible (in other words, without having to 
bomb first) of a robust peacekeeping force, 
witha un licence and amandate todeal with 
provocations by either side. 

As Mr Judah shows, this aim would have 
been very hard to achieve. By the time of 
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“Rambouillet, the Kosovars were determined 








to wage war, almost regardless of the cost in 
lives, unless they were promised full inde- 
pendence. The Serb side was prepared to toy 
with greater self-rule for Kosovo, but op- 
posed any foreign military deployments on 
its soil. Russia would not allow the uN to 
sanction anything the Serbs did not want. 
Perhaps most important, a western inter- 
vention that involved facing down the Koso- 
var guerrillas as well as the Serbs would have 
been hard toconceive, military and morally. 

In the end, it took 1 weeks of aerial pun- 
ishment with its attendant horrors to close 
those gaps—in other words, to create a situa- 
tion in which the Kosovars would settle for 
something less than guaranteed indepen- 
dence, the Serbs were prepared to pull their 
forces out and let waro take over, and the 
Russians would grudgingly agree to license 
NATO as a peacekeeper. 

Perhaps nothing except war would have 
achieved that result; but western govern- 
ments would have a stronger moral case if 
they had tried harder to avoid it. 

BRUCE CLARK 


Our policy is to identify the reviewer of any book by or 
about someone closely connected with The Economist, 


Predictions about technology 
It isn't nigh 


THE SoctaL LIFE OF INFORMATION. By John 
Seely Brown and Paul Duguid. Harvard Busi- 
ness School Press. 304 pages; $25.95. 
McGraw-Hill; £16.99 


ALFWAY through this book is an en- 

chanting anecdote. Paul Duguid, one of 
the authors, was working in an archive of a 
250-year-old company, reading correspon- 
dence written at the time of the American 
Revolution. Coughing asthmatically at the 
clouds of dust, he was aghast to see another 





<: historian arrive one day and go through the 









letters, sniffing each envelope in turn. Occa- 
sionally he would open one, examine it 
briefly, make a note and move on. He was, he 
explained, a medical historian, document- 
ing outbreaks of cholera. When an outbreak 
occurred in an 18th-century town, all its mail 
was disinfected with vinegar. From letters 
that still carried the faint whiff, he could 
chart the progress of cholera outbreaks. 

The tale illustrates perfectly the main 
theme of this book: the perils of separating, 
as the authors put it, “text from context”, 
Many of the claims made for the digital revo- 
lution have turned out to be false, and the 
reason is almost invariably that their makers 
have failed to understand the true complex- 
ity of the world in which the revolution is 
taking place. They suffer, instead, from “tun- 
nel vision”: they see only the narrow way 
ahead, and not the rich and confused land- 
scape on each side. They therefore predict 
the end of everything from distance to the 
university to the firm—-a habit the authors 
dub “endism”—in spite of a Jong history of 
failure for such predictions. 

Take the paperless office—confidently 
promised in Business Week way back in 1975. 
Since then paper consumption in offices has 
doubled, from 100 pounds to 200 pounds per 
head per year. Why? “Paper has wonderful 
properties,” say the authors, one of whom is 
chief scientist at Xerox and one an academic 
at the University of California at Berkeley: 
“properties that lie beyond information, 
helping people work, communicate and 
think together.” 

These communal activities are the ones 
that surround and steer any technological 
innovation. Ignoring them is a short-cut to 
failure. The authors offer a wry account of 
the failure by Chiat/Day, a trendy advertis- 
ing agency, to persuade its staff to work 
without permanent offices, desks or physi- 
cal equipment of any kind. The result was a 
campaign of civil disobedience and an out- 
break of turf wars. What Chiat/Day ignored 
was not just the inconve- 
nience of having no desk of 
one’s own:it was the ability of 
people to learn at work from 
watching and talking to those 
around them. People who 
work at home (the authors 
quote a wince-making diary 
of a home-office worker's ef- 
forts to set upan account with 
a new Internet service pro- 
vider) lack such support, 
which is why conventional 
offices, in some form or other, 
are here to stay. 

Physical propinquity re- 
mains a powerful force for in- 
novation: Silicon Valley and 
all its imitators suggest that 
geography is far from dead. 
Distance learning, while 
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much hyped, will never replace some of the 
most important kinds of learning that take 
place when groups of people assemble in 
one physical place to acquire academic skills 
and knowledge. Knowledge itself is not the 
one-dimensional commodity that much ex- 
_ citable writing in the past decade has sug- 
gested, = 
The book is more than just a welcome 
antidote to digital silliness. It is also an im- 
portant description of the complexities of in- 
novation. In the thick of an undoubtedly im- 
portant technological revolution, it is 
important to be reminded that innovation is 
not just about technology. It is also about 
those curious, unpredictable, inventive and 
cussed creatures: human beings. Forget 
them, and you might as well forget every- 
thing else. 


American evangelism 
The godcousin 


o SwWAGGART: THE UNAUTHORIZED BIOGRA- 

PHY OF AN AMERICAN EVANGELIST. By Ann 
Rowe Seaman. Continuum; 440 pages; $27.50 
and £16.99 


IMMY SWAGGART found the Lord as an 
eight-year-old boy while queuing for a 
ten-cent matinee in Ferriday, Louisiana. 
He hiad the strength of character back then to 
give up movies for good. Movies were sinful, 
God told him. Would that he had been able 
to'summon that same willpower several de- 
cades later, when he found himself repeat- 
‘edly steering his Lincoln toward the seedy 
strips of Baton Rouge. He could not, instead 
paying prostitutes $20 to pose for him until, 
inthe autumn of 1987, he was caught and hu- 
miliated. If the mighty fall hard, self-righ- 
teous preachers fall even harder. Yet all of us, 
not just the Lord, love sinners who repent. 
‘Mr Swaggart said sorry, and such was his fol- 
lowing that he might have saved his minis- 
` try~had he not, barely four years later, been 
caught with another prostitute. 
“Mr Swaggart’s story is surprisingly mov- 
ing: He grew up poor, the son of sharecrop- 
pers in rural Louisiana. His first cousin and 
-childhood pal was Jerry Lee Lewis, a great 
“and early rock star. They grew into curious 
opposites. Mr Lewis lived the definitive life 
of sin as preached by Mr Swaggart. Yet it was 
he who paid for the car his cousin used to get 
started on the gospel circuit, and as if to re- 
“turn the favour it was then Mr Swaggart who 
years later dragged the drunk and stoned 
rocker from the stage and tried to dry him 
out. As boys they played Pentecostal “holy- 
ghost boogie” music together. It was wild 
music, with raucous vocals and furious pia- 
“noit was a prototype of rock. 
The Lewis and Swaggart clans were, in 
the harsh modern parlance, white trash. 
“They lived in the black partof town, and had 
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close relations with blacks. Mr Swaggart’s 
preaching and Mr Lewis's music were 
strongly influenced by black culture. 
“Jimmy Swaggart was as black as a white 
man can be,” said black elders in Ferriday. 

Stories about preachers usually come in 
two types: hagiographies and hatchet jobs. 
Ann Rowe Seaman offers a more balanced 
view. Mr Swaggart was flawed but no mon- 
ster. Even in his moment of desolation, Ms 
Seaman says, Mr Swaggart showed dignity 
and force of character lacking in the other te- 
levangelist sinners, Jim and Tammy Faye 
Bakker. There are none of the usual cheap 
shots: Mr Swaggart’s failure to graduate from 
high school, his hillbilly southern accent, his 
showmanship, and his 15-year-old wife are 
all noted but never sneered at. 

Sometimes, it is true, the tone errs too far 
towards Christian forgiveness. The book’s 
strongest criticism is reserved for Frances 
Swaggart. Ms Seaman argues that Mr Swag- 
gart was owned and ruthlessly ruled by his 
wife. Even if true, Mr Swaggart only had him- 
self to blame. The tabloid media beat him 
with a stick he himself had fashioned. Pray, 
pay, and be saved, was the standard pitch of 
televangelists. Mr Swaggart added his own 
twist. Demons such as the sex demon (ap- 
propriately, a large serpent) could not be 
bought off, he said, they had to be con- 
fronted. It was crude, manipulative fire-and- 
brimstone stuff, but Mr Swaggart preached it 
like few others. 

In time he found himself in America’s 
evangelical major league along with the re- 
spectable Billy Graham, and the less respect- 
able Oral Roberts, Pat Robertson, and Jerry 
Falwell. By 1986, Mr Swaggart’s television 
ministry had an American audience of 2m 
people; a multilingual international broad- 
cast reached 143 countries; the ministry re- 
ceived more mail than any other entity in the 
state of Louisiana; and when Mr Swaggart 
travelled to Latin America he was received 
by heads of state. 

Until the 1970s Pentecostalists like Mr 
Swaggart were visibly conservative. No 
wearing of shorts, no chewing gum, no 
smoking, no drinking, no worldly maga- 
zines, no movies. As they moved up the so- 
cial ladder, many Pentecostalists saw fit to 
loosen the strictures. Some preachers, nota- 
bly the Bakkers, went further. They, more 
than anyone, “went Nashville”-dressing 
and behaving like entertainers and creating a 
corrupt empire that redefined the notion of 
gaudy. Other preachers, notably Pat Robert- 
son, turned to political activism, forging the 
Christian Coalition, politicising abortion, 
and winning over large swathes of grassroots 
Republicanism. 

Yet preachers like Mr Swaggart seemed to 
offer something blue-collar Americans 
wanted: not just an entertainment on the 
right side of the devil but an instant and in- 
tensely “personal relationship with Christ”. 
An 18th-century evangelist, Jonathan Ed- 


wards, spoke in terms of saving families; M 
Swaggart addressed the individual directl 
if the audience were emotionally manipu- 
tated, they seemed not to care; popular cu 
ture did the same and more every day. Mr 
Swaggart was not without consequence. H 
helped restructure American religion. Along 
with other conservative televangelists, he 
pushed American Christians off a middle 
ground, forcing them to choose between 
loose set of liberal, utilitarian beliefs and: 
fundamentalist, politicised faith. 





Smoking 


Hard core 


THE SMOKING Book. By Lesley Stern. Uni- 
versity of Chicago Press; 238 pages; $22. Dis- 
tributed in Britain by John Wiley; £15.50 


HE great accomplishment of Lesley 

Stern may be not so much that she has. 
written’ a book about smoking but that itis 
now on sale, shamelessly. Anything written. 
about smoking is the new pornography. Bt 
far from being sold under plain cover, “Tk 
Smoking Book” has a stylish jacket with a 
photograph of a woman with a cigarette bl. 
tantly between her lips, taken, as it happens, 
by Man Ray, who invented that subversive 
art called Dada. Miss Stern has eminently r 
spectable supporters; not just a disti 
guished publisher, but the Getty Research 
Institute and the University of Queensland, 
to which she gives grateful thanks at the start, 
of the book. How, it is reasonable to wonder, 
did these institutions receive Miss Stern's. 
proposals? S 

A smoking book: what would that be 





Stern might reply that she saw it more as a 
collection of prose and poetic prose, images, 
a meditation, an experiment. Oh, well, that 
sounds all right; a bit strange, baffling even, 
but reassuringly so in this world of anti- 
smoking health fascists. 

It is indeed rather strange. It seems to be 
offered as a work of fiction but has no clear 
story. It consists of 54 chapters with such ti- 
tles as “To forget” and “Black hole spinning 
(the physics of writing)”. It is tempting to be- 
lieve that these titles are to disguise the na- 
ture of the book, a book that is not about 
smoking at all, not about the stuff that is con- 
sumed furtively in doorways, the stuff that 
carries a death sentence. A casual customer 
in no mood for metaphors might put the 
book back on the bookshop shelf after no 
more than a glance, assuming that smoking 
is here a metaphor for something. 

But look more carefully and you come 
on this. “A cigarette offers itself, you inhale, 
and the smoke insinuates your system, 
spreading instantaneous calm. You exhale, 
and the smoke,.a life-giving mist, disperses 
blackness, cleansing the world—and your 
being—of grease and grime.” This is hard 
core. But even the soft core is well disguised. 
The chapter headed “Seasickness”, for exam- 
ple, at first seems to have nothing about 

“smoking, but then you come across a de- 
scription of a montage of cigarette packets. 
Hunting for the smokes becomes rewarding. 
It must have been like this when “Ulysses” 
first came out, and you looked through it for 
the elusive, but notorious, sex bits. 

Miss Stern, clearly an unreformed addict 
of nicotine, has written a book that, one has 
to admit, is addictive. Better buy it before it is 
banned. And keep it out of sight of the chil- 
dren, 


actly? Hints and tips, that sort of thing? Miss 


‘Historical biography 


Prussian genius 


FREDERICK THE GREAT: KING OF PRUSSIA. 
By David Fraser. Allen Lane: The Penguin 
Press; 720 pages; £25, 

FREDERICK THE GREAT: A Lire IN DEED AND 
Letters. By Giles MacDonogh. St Martin’s 
Press; 448 pages; $27.95. Weidenfeld & Nicol- 
son; £25 


SK the average British or American col- 
lege graduate to free-associate about 
Frederick the Great and the response is al- 
most certain to be hesitant. Didn’t he play 
the flute or something like that? Wasn't he a 
great general? Isn't he the one whose father 
had him locked up? Beyond the confines of 
his native land, popular ignorance of one of 
the most extraordinary monarchs in Euro- 
pean history is almost unfathomable. Even 
the French, somewhat better informed, tend 
to remember him only as the Prussian king 
who had the wit to befriend Voltaire. 

These two massive biographies—both 
worthy of their subject and constructed on a 
heroic scale--will at last begin the long la- 
bour of dispelling foreigners’ ignorance. No 
longer will there be any mystery about why 
contemporaries dubbed Frederick “the 
Great”. He emerges from these pages as Ger- 
many’s equivalent of America’s Thomas Jef- 
ferson or Britain’s William Ewart Gladstone: 
a polymath of prodigious energy and for- 
midable intellectual power. “What a man”, 
a French visitor exclaimed towards the end 
of the great man’s life. “Where does he find 
the time for all this?” That is almost the only 
question that neither Sir David Fraser nor 
Giles MacDonogh can answer. Probably no 
one can. 

itis a miracle that Frederick survived his 
childhood. His father, a violent-tempered 
autocrat, was appalled to discover that his 
eldest son, far from being a puritanical boor 
like himself, showed every sign of develop- 
ing into a charming, fun-loving youth, with 
advanced aesthetic tastes. The older man’s 
response was to beat his boy mercilessly, to 
deny him companions of his own age and to 
seize every opportunity of humiliating him 
in public. Unsurprisingly, Frederick, aged 19 
and desperate, tried to run away. His punish- 
ment, when he was recaptured, took the 
form of two years’ imprisonment. For good 
measure, he was forced to watch from his 
prison cell while his best friend, an accom- 
plice in the escape attempt, was decapitated. 

Thereafter and for the rest of his life, 
Frederick, who became king on his father’s 
death in 1740, craved affection while keeping 
his own counsel. His reserve could be im- 
penetrable. Nevertheless, and almost de- 
spite his father’s best efforts, Frederick inher- 
ited extreme conscientiousness, a passionate 
devotion toduty and an even greater passion 
for hard work. He was devoted to the inter- 






















ests of Prussia. He was also devoted to the in- 
terests of Prussia’s people, rejoicing in the 
nicknames of l'avocat du pauvre and le roi 
des gueux (poor man’s advocate and king of 
the beggars). 

However, had Frederick turned out to be 
merely an energetic and competent king of 
Prussia, history would long since have for- 
gotten him. He was, as both these biogra- 
phies make clear, far more than that. He was 
a brilliant soldier and diplomat and a man 
whose range of intellectual and artistic 
accomplishments astonished the rest of Eu- 
rope. He was a phenomenon. Everyone 
knew it. Tourists flocked to Berlm and Pots- 
dam togazeon him as he drilled his troops or 
superintended the gardeners at Sans Souci. A 
Dutch tourist was shown round Sans Souci 
by an old man whem he took tabe one of the 
gardeners. The visitor realised his error only 
when the old man refused a tip, saying 
“We're not allow[ed] to accept, Pm afraid”. 

Frederick was perhaps the greatest mili- 
tary genius of the 18th century, and it is this 
aspect of his career that Sir David Fraser em- 
phasises (appropriately, given that Sir David 
is a retired British army general and the biog- 
rapher of Erwin Rommel). Even though his 
armies were often heavily outnumbered, 
Frederick won 12 of the 15 battles he fought 
and recovered quickly from the few he lost. 
He excelled at organisation and training and 
was always the first to learn from his own 
mistakes. The young Napoleon was a close 
student of Frederick’s methods and, after de- 
feating Prussian armies at Jena and Auer- 
stadt in 1806, took his marshals to visit Fred- 
erick’s tomb in Potsdam. “Hats off, 
gentlemen,” he said. “If he were still alive, we 
would not be here.” 

The king wrote extensively about mili- 
tary matters. He also wrote extensively about 
almost everything else: history, diplomacy, 
French literature, German literature (in this 
case, on the lack of it), religion, philosophy 
and the practical arts of government (in 
which he himself excelled). He was a prodi- 
gious letter-writer, a fact of which Mr Mac- 
Donogh, in particular, has taken full advan- 
tage. When not writing, he was reading 
voraciously or playing the flute to profes- 
sional standard. He composed music, wrote 
passable poetry (always in French), bought 
Old Masters on the European artmarket, col- 
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lected porcelain, patronised architects (who 
frequently worked from the king's own 
drawings) and more or less single-handedly 
conducted the affairs of the Prussian state. 
His schedule was manic. “Adieu,” he con- 
cluded a letter to a friend. “I'm going to write 
to the king of France, compose a solo, pen 
some verses for Voltaire, change the rules of 
the army and perform another hundred 
things of that sort.” Bravado? Perhaps, but he 
did them all. 

It might be thought unfortunate that 
these two excellent biographies have ap- 
peared more or less simultaneously, but in 
fact they have surprisingly little in common. 
Mr MacDonogh’s book is the more “literary” 
of the two, emphasising Frederick’s artistic 
and intellectual interests and dwelling on his 
personal relationships, especially his love- 
hate relationship with Voltaire. Its only 
weakness is that the author never quite suc- 
ceeds in bringing Frederick’s personality into 
focus. He describes him several times as a 
misanthrope but then produces copious— 
and often touching—evidence to the con- 
trary. Sir David's book is tougher and much 
harder edged, with far more attention paid 
not merely to military matters but to the di- 
plomatic and strategic context in which 
Frederick the Great operated. Significantly, 
the Fraser volume contains numerous maps, 
the MacDonogh volume, confusingly, none. 

There is really nothing for it. It is not a 
case of Fraser or MacDonogh. Anyone inter- 
ested in exploring the life of this most re- 
markable of men has no option but to read 
them both. 


DEPENSA r e 





Population ageing 
All-clear? 


SociAL Security: THE PHONY Crisis. By 
Dean Baker and Mark Weisbrot. University of 
Chicago Press; 175 pages; $22 and £15.50. 

THE IMAGINARY TIME Boms. By Phil Mul- 
lan. LB. Tauris; 239 pages; $39.50 and £24.50 


THAD to happen. After years of warnings 

-F about the “demographic time bomb” due 

“ todetonate some time around 2020, the anti- 
-Cassandras are now piping up. Don't panic, 

they say: the problem has been vastly exag- 
‘gerated. All we need is a modest amount of 
‘economic growth, and everything will 
be fine. Phew. 

When the World Bank six years ago 
published its study, “Averting the Old 
Age Crisis”, to draw attention to the pro- 
blem, it was still news to many. The 
study pointed out that the world was 
ageing so fast that things like pensions 
and medical care would become much 
harder or even impossible to finance at 
current levels of benefit. This was true 
for both the developed and the de- 

"veloping countries, but the rich coun- 
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tries would get into trouble sooner. There, 
the ratio of people of working age to those 
over 65, currently about four to one, would 
halve to two to one by 2030, imposing a fear- 
some burden on the working population. 
Governments had been aware of this pros- 
pect for some time, but had done little be- 
cause they were unwilling to inflict political 
pain to avoid a calamity so far beyond their 
electoral horizons. On the other hand they 
could not go on ignoring the issue because it 
was bound to creep up on them eventually: 
the people who would cause this demo- 
graphic imbalance had already been born. 
There followed a torrent of books, get-to- 
gethers and policy initiatives, and a little ac- 
tion by a few governments. 

But was it simply a bomb hoax? A new 
school of don’t-worriers, using the same fig- 
ures as everyone else but putting a different 
interpretation on them, is now setting out to 
show that itis all an anti-statist, pro-private- 
sector ploy. In their recent book on Amer- 
ica’s Social Security (public pension) system, 
Dean Baker and Mark Weisbrot have no 
trouble at all demonstrating that even on 
highly conservative assumptions about 
economic growth, the much-forecast insol- 
vency of the Social Security system by about 
2030 is most unlikely to happen then, if in- 
deed ever. Much of the pressure to privatise 
the system, they suggest, has come from Wall 
Street. This is because if Social Security were 
to be replaced with individual private pen- 
sions, America’s financial-services industry 
would stand to gain nom new investment 
accounts. 

Phil Mullan’s polemic goes much fur- 
ther. Society is indeed ageing, he says, butitis 
wrong to attribute its contemporary pro- 
blems to this fact. The obsession with ageing 
arises not from demographic developments, 
but from the current state of western 
thought: dominated by a mood of nervous- 
ness, heightened risk awareness, and pessi- 
mism for the future. “The ageing fetish”, he 
says, “is more than an innocent, diversion- 
ary scapegoat. It becomes an apology for 
many social problems.” 

Intriguing, but where is the evidence? 
Here Mr Mullan disappoints. Many of the 
supposed “myths” about ageing which he 
sets out to demolish turn out to be Aunt Sal- 
lies that can be knocked over with a feather. 
According to his myth number one, ageing 





populations are the consequence of falling : 
death rates. But you do not need a degree in 
demography to see that lower birth rates 
must come into the equation too. Another of © 
the myths he seeks to discredit is that ageing _ 
is a permanent trend. But by now it has be-: 
come conventional wisdom that the popula- 
tion bulge was caused by the post-war baby 
boom and bust, and will deflate of its own 
accord by mid-century when it has worked | 
its way to the top of the age pyramid. Lee 
Mr Mullan’s “myth” about the costs of 
health care for older people—that more old - 
people mean an exponential rise in ill health, 
and dependency—also seems a vast exagger 
ation of what most people believe. To b 
sure, common sense as well as plenty of em- 
pirical evidence suggest that as people get 
older, they consume more health care. He 
himself quotes academic studies showing 
that in most industrial countries over half of 
health-service spending goes on. the- 
over-64s. But no matter, he says: people are 
living longer and healthier lives all the time, 
and their illnesses may be getting more con- 
centrated towards the very end of their lives,. 
keeping down the cost. Carping about the. 
expense of providing for old people's medi- 
cal needs is just a pretext for attacking wel- 
fare spending in general. | 
Another of the “myths” Mr Mullan at- 
tacks—that if nothing is done, ageing popu 
lations will bankrupt state pension. 
schemes—does in fact have a respectable 
following: the oec calculated a few years 
ago that on unchanged policies, by 2030. 





pension payments would push up the level 


of public debt to totally unacceptable levels: 
in most rich countries (except Britain, which 
is saved from this fate by an exceptionally. 
mean public pension scheme). Already 
many governments devote a quarter to a 
third of their total expenditure to public pen- 
sions. But Mr Mullan does notsee it that way: 
Financial pressures on governments, he 

says, are caused not by too many old people, 
but by “the absence of adequate productive 
activity to generate sufficient wealth expan- 
sion for all members of society, of every age, 

to live well from.” 

So is there anything that needs doing 
cope with an ageing population? Not 
cording to Mr Mullan. The “demographi 
time bomb” is a dangerous delusion, he says, 
invented by people with vested interests 
who are trying to put a pseudo-scien- 
tific gloss on their concerns by attrib- 
uting them to the supposedly natural 
phenomenon of ageing. “Modest lev- 
els of future economic growth will be 
more than sufficient to create the 
wealth required to sustain greater 
numbers of elderly dependents.” Per- 
haps; but will the next generation be 
content to devote most of the econ- 
omic growth it generates to keeping its 
elders in comfort? es 





- British government : 


George Street 
blues 


Tue Secret TREAsuRY. By David Lipsey. Vi- 
king; 278 pages: £20 


HE scheming of ministers and manda- 

rins is endlessly fascinating, at least to au- 
thors and publishers, if not perhaps to all 
readers. Think of the many books about the 
sinister power of Japan’s Ministry of Finance 
and Ministry of International Trade and In- 
dustry, for instance; or about France’s bril- 
liant, arrogant Enarques. 

The British Treasury might not sound as 
fearsome as any of these. Yet, as Lord Lipsey 
observes, it is unusually powerful by inter- 
national standards. It combines in one insti- 
tution several broad functions, such as mac- 
roeconomic policy, —_ public-spending 
control, tax, privatisation and financial regu- 
lation, that in most other countries are di- 
vided among several departments. More- 
over, under the present chancellor, Gordon 
“Brown, its power over the rest of Whitehall 
“cmay be ata peak. When it comes todomestic 
policymaking in Britain, the Treasury is now 
more in control than ever. 

Why then are so many Treasury manda- 
rins so gloomy? That, in essence, is the big 
question that simmers throughout Lord Lip- 
sey’s book. Much of it is a solid account of 
how the department actually functions, 
complete with a rather confusing organi- 
gramme. As such, it willcommand a place on 
the shelves, alongside such classics as “Steer- 
ing the Economy” by Samuel Brittan and 
“The Private Governance of Public Money” 
by Hugh Heclo and Aaron Wildavsky. But 
the more interesting part of the book is its 
analysis of the department’s mood since the 
Labour government arrived in May 1997. 

As a new Labour peer, Lord Lipsey is of 
course biased, despite his career as a journal- 
ist (including, most recently, several years at 
The Economist). And though his book is 
well-researched, it relies too heavily on inter- 


views with Treasury. officials, and not 
enough on the departments many vocifer- 
ous critics. These two points go a long way to 
explaining why it is, in general, so sympa- 
thetic to its subject. Lord Lipsey even con- 
cludes that Britain is a better country and 
society thanks to the efforts of those same 
Treasury officials. That claim may be true, 
but not much evidence is presented for it in 
this book, 

Despite these faults, the thrust of Lord 
Lipsey’s explanation of why the mood at the 
Treasury is so sour is pretty convincing, 
Much of the trouble stems from the Trea- 
sury’s “three Bs": Brown, Balls and Burns. Mr 
Brown may be a powerful chancellor, but he 
is clearly not an easy man to work for. Ed 
Balls, who was Mr Brown’s adviser when he 
was in opposition, plays a greater policy- 









making role than most predecessors have » 


done: indeed, he is now the chancellor's 
chief economic adviser, a post that used to 
be filled by a career civil servant. And Sir Ter- 
ence Burns, himself a former chief economic 
adviser who served as permanent secretary 
from 1991 to 1998, was regarded by the in- 
coming team of Messrs Brown and Balls with 
such suspicion that he soon found himself 
out of the policy loop. Sir Terence was, how- 
ever, also responsible for something else that 
has made the Treasury’s life much harder: 
the fundamental expenditure review carried 
out in 1992-94, under the previous Tory gov- 
ernment. As Lord Lipsey astutely observes, 
the department has always tried to be holier 
than the pope when it comes to public 
money; hence its drab building, ghastly lino- 
leum and tired office furniture. When it 
came to setting an example to other depart- 
ments with one of the first of these funda- 
mental reviews, Sir Terence acquiesced in a 
rationalisation that slashed staff, stripped 
out entire grades in the hierarchy and sought 
to switch the mandarins’ focus even more 
firmly towards management and away from 
policymaking. The author argues that the re- 
sult is a department that is badly under-re- 
sourced to cope with implementing a de- 
manding government agenda. Hence its 
state of demoralisation. 

Does it matter? Lord Lipsey, who often 
writes as if he could conceive 
of no better life than to be a 
Treasury official himself, 
clearly thinks it does. This re- 
viewer, who spent ten years 
in the place, is not so sure. A 
fully staffed-up Treasury that 
has taken the cream of Brit- 
ain’s university graduates is a 
very splendid thing, to be 
sure. But some of the depart- 
ment’s past policy failures— 
stop-go economics, troubles 
with sterling, inflation, too 
many cuts in capital not cur- 
rent spending—may have 
arisen partly because it had 
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O mal ght people tinkering with 
cles arid dreaming up new ideas. For si 
reasons, the best chancellors have ofte 
been the cleverest ones. Simplicity in p 
policymaking, and in budgeting, can s 
times be a great virtue. 

JOHN 
Our policy is to identify the reviewer of any book 
about someone closely connected with The Econon 


Afghanistan 


To the rescue 





TALIBAN? ISLAM, OIL AND THE New Ge 
GAME IN CENTRAL ASIA. By Ahmed Ras 
Yale; $27.50. IB. Tauris; 274 pages: £12.95 


NDER the Taliban almost all of 

ghanistan is at peace, or at least cov 
in the 90% of the country under their cor 
the fighting population has been largely 
armed and the roads have been clearet 
bandits. Rebuilding of the battered to 
and villages has started. It might be thot 
that the end of years of strife would 
greeted with relief by the rest of the we 
But only three countries, Pakistar:, Saudi / 
bia and United Arab Emirates, recognise 
Taliban as the government of Afghanis 
Otherwise it is regarded with varying 
grees of hostility. 

It is tempting to account for Afgh: 
stan’s isolation by saying that iz is run 
thoroughly nasty people. The Taliban p 
tise a strict version of Islamic law. Thie 
have their hands amputated. There are p 
lic executions. Women are not allowec 
pursue careers, Education for girls is limi 
These are grievances much advertised 
westerners, and the ways of the Taliban 
seem medieval in character. Anyone read 
Ahmed Rashid’s immensely informali 
book may end up deciding that never co 
Afghanistan be admitted into the comr 
nity of nations, not under any circu 
stances, at any conceivable time in the 
ture, whoever is running it. 

It is not that Mr Rashid is hostile to 
Afghans; rather the reverse. For most of 
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working life as a journalist he has not been 
able tọ stay away from the place. In a sense, 
he knows too much: of its divisive history; its 
impossible politics; its feuding clans; its tal- 
ent for making enemies; its criminal econ- 
omy based on opium and heroin, of which it 
is the world’s main supplier. All this makes 
‘Mr Rashid very gloomy. 
“Someone, though, with the capacity to 
see through the clutter of detail, will have to 
rescue Afghanistan. Central Asia is too im- 
portant to suffer this black hole. That some- 
one will almost certainly be an American, 
with the unflagging patience that Henry 
_ Kissinger brought to the Middle East. In the 
4980s, when the Russians invaded Afghani- 
‘stan, America helped the Afghans to get rid 
of them, and assumed, foolishly, that in 
gratitude Afghanistan would join the Ameri- 
can camp. But the Afghans, or at least the Ta- 
liban, are not grateful. They take the under- 
standable view that they fought a proxy war 
_ for the United States against the Russians, 
and now that the Russians are no longer a 
threat, Afghanistan has been discarded. 
America, for its part, is horrified by what has 
happened to the country it helped to liber- 
ate,and has effectively vetoed any moves by 
western countries to recognise the Taliban. 
Many repressive governments, their se- 
verity underpinned by religion or ideology, 
usually have no great difficulty getting recog- 
nised once their grip on a country is verified. 
America will have to acknowledge that Af- 
ghanistan is not like other countries. It has 
never been colonised, either through occu- 
pation by a European country, or by Ameri- 
can culture. The Americans will have to put 
‘aside their repugnance of the more severe as- 
pects of Islamic law, and hope that it will 
gradually be modified, as is happening in 
Saudi Arabia and Iran. It will have to accept 
the Taliban’s assurances that Osama bin 
Laden is not being allowed to practise terro- 
ristactivities. The opium farmers will have to 
be offered alternative means of making a liv- 
ing, as they have been elsewhere. It could be 
done. Standing back in horror is not an at- 
tractive alternative. 
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“‘Trimpue. By Henry MacDonald. Blooms- 
“bury; 342 pages; £16.99 








FNN THE face of it, the complications of 
David Trimble make him a perfect 
“leader of Northern Ireland’s divided Union- 
ists. When young, he won his credentials as a 
hard man by agreeing with extreme loyalist 
groups that looming civil war in Northern 
Ireland required the resort to physical force. 
His defence of the right of the Portadown 
Orange Lodge to walk down the Garvaghy 
Road in the summers of 1995-97 earned him 
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the gratitude of the Orange Order. 

On the other hand, his decency when 
dealing with individual Roman Catholics 
and his affirmation, as early as his Vanguard 
days, thathe could work with Nationalists in 
a coalition, places him nearer the liberal 
Unionist tradition. His experience as an aca- 
demic lawyer trained him in paying atten- 
tion to detail, a valuable asset for one en- 
gaged in the arduous business of close 
negotiation. His work in the House of Com- 
mons, and especially on committees, gained 
him the respect of mainland politicians, no- 
tably Tony Blair. Above all, his desire from 
the beginning of his political career to have 
devolved government restored to Northern 
Ireland has won the support not only of the 
Ulster Unionist party (whose last leader, 
William Molyneux, was a firm integration- 
ist) but of Nationalists, including Sinn Fein. 

And yet, as Henry MacDonald explains, 
itisstill possible that Mr Trimble could suffer 
the fate of previous Unionist leaders: re- 
jected by his own supporters, pilloried by 
opponents for moving too slowly towards a 
settlement, and cornered by the Westmin- 
ster and Dublin governments as they switch 
the searchlight of blame from Nationalist 
foot-dragging to Unionist intransigence. 

Mr MacDonald’s careful research sug- 
gest weaknesses in Mr Trimble’s otherwise 
impressive armoury. He lacks some of the 
personal skills that are indispensable in Ul- 
ster politics. He is reserved, in a society where 
people expect what they call “readiness”. A 
man who can ask, “Who is Bono?” when the 
world famous rock star offered his services 
in support of the “yes” campaign for the 
Good Friday Agreement must have endear- 
ing traits, but has not perhaps yet mastered 
the art of politics in a media culture. He does 
not always appreciate his friends, and he is 
not nearly hard enough on his enemies, no- 
tably the would-be heir apparent, Geoffrey 
Donaldson, whose ambition for the leader- 
ship outruns his fitness for the job. Mr Trim- 
ble is at times inclined to take British politi- 
cians at their spinning word, as the summer 
of 1999 revealed, when the claim from 


had made a.“seismic shift” nearly left h 
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dangling in the wind. oe 
Mr Trimble suffers perhaps the defects 
of his virtues, as a Presbyterian who comes 
from decent people, where a proper stan: 
dard of behaviour is expected. But it may be 
that his position is an impossible one. When 
Lord Cranborne placed Hatfield House at: 
the disposal of Unionists to talk things 
chrough in November 1997, the result was a - 
meeting after the style of the fighting Kil- 
kenny cats. Mr MacDonald catches the 
depth of Orange feeling against Mr Trimble 
over what the Portadown Lodge regards as 
his apostasy, when he no longer lent his sup- 
port to the Drumcree project. Mr Trimble’s 
willingness to sit down in government with 
Sinn Fein is acceptable to the liberal wing of 
Ulster Unionism and to what Mr MacDori- 
ald calls its “rational” adherents, but it has 
offended many Unionists—and not just ex- 
tremists—in a small society where the vios = 
lence of the past 30 years has left deep scars. 
His habit of taking outside advice, however | 
excellent that might be, runs the risk of ne- 
glecting the local scene. : 
Mr MacDonald traces the way in which 
the Trimble political base has diminished 
since the Good Friday Agreement of 1998. Yet 
the agreement is a good bargain for Union- 
ists, leaving them with a hold over their own. 
destiny. It is too early to judge if MrTrimble’s 
task is beyond his powers. There is an irony 
that the man who committed himself to 
bringing down the power-sharing executive 
of 1974 is now engaged in shoring up a simi- 
lar edifice. It is easy for Mr Trimble’s critics to. 
point out his inconsistencies, including his 
willingness to attack past Unionist leaders. 
for failing to stand up for the Union. But, = 
whatever the outcome of the present im- 
passe, and whatever the immediate future 
holds for Mr Trimble, he has defined a more 
open and more positive sort of Ulster Union- 
ism, one that from now on will be used asā 
benchmark by all those who are genuine 
seeking a solution in Northern Ireland. 











FROM SUBSISTENCE TO EXCHANGE AND 
OTHER Essays. By Peter Bauer. Princeton 
University Press; 168 pages; $19.95 and 
£12.50 

OR half a century, Peter Bauer has been 

a towering iconoclast among develop- 
ment economists, consistently unafraid to 
demolish conventional wisdom with 
penetrating insight. He is best known as an 
ardent critic of foreign aid, and as a lonely 
advocate of market economics in poor 
countries during the decades when both 
academics and policymakers were deeply 
suspicious of the invisible hand. 

At least until the 1970s, it was fashion- 
able among development economists to 
claim that poor countries faced a “vicious 
circle of poverty”. With incomes that were 
too low to allow any saving and invest- 
ment, the argument went, poor countries 
would be doomed toremain poor. The pre- 
vailing orthodoxy argued that only large- 
scale transfers (in other words, foreign aid) 
and widespread state controls on the econ- 
omy could break this cycle of misery. 

Lord Bauer disagreed, and spent his ca- 
reer analysing and explaining the role of 
market principles in poor countries. He 
was an early champion of international 
trade; a pioneer in the analysis of how do- 
mestic trade improves efficiency and en- 
hances growth. And he has argued persua- 
sively that it is wholly wrongheaded to 
view population pressure as the cause of 
poverty. Though heretical at the time, 
much of what he argued is now conven- 
tional wisdom. All of these subjects, and 
more, are touched on in this excellent col- 
lection of essays. They do not encompass 
the breadth of Lord Bauer’s work, but they 
are a wonderful introduction to a mind 
that takes no prisoners. 


PUBLIC FINANCE AND PuBLic CHoice. By 

James M. Buchanan and Richard A. Mus- 

pe MIT Press; 264 pages; $16.95. Distri- 
ted in Britain by John Wiley; £16.95 


VER the period of a week in March 

1998, two of the most influential 2oth- 
century analysts of the economics of pub- 
lic finance sat down for a series of debates 
about the role of government. 

James Buchanan, a Nobel laureate, is 
the principal founder of the economic field 
of public choice. He pioneered analysis of 
the incentives and interests that motivate a 
government. His research has stressed the 
shortcomings of politics and its methods. 


mal science 


The economic essay is far from dead, as four new examples show 


Distrustful of government's effectiveness, 
Mr Buchanan believes in the need to re- 
strain state actions, 

Richard Musgrave, who was for many 
years a professor at Harvard University, is 
one of the founders of modern theories of 
public finance. He believes that govern- 
ment has a role in providing public goods, 
addressing distributive inequity and 
contributing to macroeconomic stability. 
He has much greater confidence in govern- 
ment than Mr Buchanan. 

This fascinating book is the result of 
their discussions. Simply presented as a se- 
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ries of lectures, replies and discussion, the 
book shows powerfully how these two 
outstanding economists explain and de- 
fend their very different views of the state. 
Their discussion ranges from current pol- 
icy issues (such as the flat tax and fiscal fed- 
eralism) to more fundamental questions of 
public finance (has government become 
too big?) and even the philosophical un- 
derpinnings of government. 


WITHOUT A Map: POLITICAL TACTICS AND 
ECONOMIC Rerorm IN Russia. By Andrei 
Shleifer and Daniel Treisman. mir Press; 232 
pages; $25.95. Distributed in Britain by John 
Wiley: £15.95 


To written by two academics 
closely involved in Russia’s economic 
reform, this book on the whole avoids self- 
justification. Rather, it is a dispassionate, 
fact-based essay. In economics and politi- 
cal science, research abounds on the 
“when” of reform: why some reforms oc- 
cur before or after others. Andrei Shleifer 
and Daniel Treisman concentrate on the 
“how” of reform: working out policies that 
are politically doable. 

Russia’s reformers, they explain, 
needed ways to get round opposition from 
entrenched “stakeholders”. Whether 
workers and managers in state enterprises, 
clerks in the regions or officials in minis- 





tries, stakeholders were those with an in- 
terest in the status quo. For reform to suc- 
ceed, they had to be expropriated or 
co-opted. By expropriation, the authors 
mean removing the stakeholder’s leverage 
over policy. By co-optation they mean per- 
suading the stakeholder not to obstruct re- 
form. The book shows that much of Rus- 
sia’s reform process involved co-opting 
stakeholders by offering them new bene- 
fits in place of the old ones. 

Asexamples, the authors offer two suc- 
cesses (privatisation and macroeconomic 
stabilisation) and one failure (fiscal reform 
to stop the persistent decline in tax reve- 
nues). They show how high inflation was 
finally conquered in the mid-1990s when 
the government co-opted commercial 
banks (which had been making money 
from inflation) by offering high returns 
from the domestic government debt mar- 
ket, and billions of dollars of assets free un- 
der the “loans for shares” programme. By 
contrast, powerful stakeholders have 
blocked reform of Russia’s federal taxes. 
They offer a “co-opting” alternative. 


“WHAT MARSHALL Dipn’t Know”. By Wil- 
liam J. Baumol. The Quarterly Journal of 
Economics; Volume CXV, February 2000, Is- 
sue 1; 44 pages. Available from mit Press at 
$38 per issue 


ie ITS first issue of the new century, the 
Quarterly Journal of Economics, a Har- 
vard-based economics journal, has begun 
a fascinating series of papers on what was 
learnt about economics in the previous 
one. This volume contains, among other 
good things, an overview essay by William 
Baumol of New York University. He begins 
with what he calls the “textbook test”. 
What is in economics textbooks today that 
was not in Alfred Marshall's “Principles of 
Economics” (1890)? The biggest change, he 
says, is macroeconomics, a subject almost 
entirely absent then. In microeconomics, 
by contrast, he sees only two topics that 
were not there in some form when Mar- 
shall was writing: one is externalities and 
public goods, the other oligopoly and 
monopolistic competition. 

As Mr Baumol sees it, formalising mac- 
roeconomics was probably the century's 
main achievement. But he welcomes also 
new kinds of empirical analysis, as well as 
the now commonplace habit of combining 
theory and econometrics in policy making: 
economics these days underpins thinking 
and decision in almost all areas of policy, 
from the law to public administration. 
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Literary biography 


Suspect success 


Jacques Prévert. By Yves Courrière. Gal- 
limard; 720 pages; FFriés 


YN A recent speech by Claude Allegre, 
“J Frances education minister, the only 
writer mentioned was Jacques Prévert. This 
fact was noted in literary circles with some 
disdain. Prévert’s tales and poems are taught 
in schools; his complete works are published 
in Gallimard’s Pléiade series alongside 
Proust, Shakespeare and Borges. Yet he is still 
widely considered to be a second-rate au- 
thor, perhaps because he is hugely popular, 
a tare achievement on the French book 
scene, where success is almost suspect. 
As a new biography by Yves Courriére 
shows, he had a unique ability, in his way of 
life as in his writings, to straddle the high- 
‘and low-brow cultures of his time, to pick 
~ gut the iconoclastic strands in both and 
blend them into an explosive mixture of de- 
rision and pathos. As a child, Jacques, who 
-was born in 1900, was encouraged to play 
; truant by his father, who never held a job for 
_ long. What formal education he got was at a 
Catholic school, which he attended until he 
was 14 to please his bourgeois grandparents: 
it left him with a love of well-written French 
and a loathing of organised religion. The rest 
“he learnt roaming Paris streets, cafés and, 
increasingly, cinemas, in the company of his 
father and his brother Pierre, who ultimately 
made it from studio sweeper to director. 
For his scripts, Pierre turned to Jacques, 
whose talents in this field were soon in de- 
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mand. His partnership with Marcel Carné 
produced such classics of the French cinema 
as “Quai des Brumes” (1938), “Le jour se lève” 
(1939) and “Les Enfants du paradis” (1945). He 
shared with Carné the artof creating a mood 
of poignancy in the dingiest setting, of punc- 
turing tension with laughter or improbable 
dialogue. Prévert had a way with words (his 
first book of poems, published in 1946, was 
called, simply, “Paroles”). Already in the 
19208, the endless stories he told made his ta- 
ble the hub of the cafés he haunted in the 
company of the Surrealist poets and artists 
he had bumped into, such as André Breton, 
Yves Tanguy and Max Ernst. 

He was too independent, though, to owe 
anyone allegiance and soon quarrelled with 
Breton, just as later he refused to join the 
Communist Party, even though he champi- 


Russian satire 


True to life 


BasyLon. By Victor Pelevin, Faber and Faber; 250 pages; £9.99. 
THe Exile: Sex, DRUGS AND LiBeL IN THE New Russia. Edited by Mark Ames and Matt 


Taibbi. Grove Press; 256 pages; $16 


HY bother explaining contemporary 

Russia with facts when fiction and sat- 
ire do the job better? In Victor Pelevin’s 
novel, “Generation P”, a conspiracy of sinis- 
ter advertising moguls runs Russia, using 
computer-generated images of the country’s 
politicians. And why not? During President 
Boris Yeltsin's twilight years, many Russians 
suspected that the real Yeltsin was dead or 
comatose, and that an actor (or an android, 
for the truly conspiratorial) carried out his 
public duties, with just the right dose of 
drunkenness and pratfalls. 

“Generation P”, newly published in Eng- 
lish as “Babylon”, shares the qualities of the 
world it describes: vivid, chaotic, revolting, 
self-indulgent and ultimately disappointing. 
The central character, Babylen Tatarsky, is a 
failed poet working as a sales assistant. His 
skill at word-play, coupled with a self-de- 
structive and fatalistic attitude to life (in a 
Russian intellectual, no less) lands him a job 
first as a copywriter, and then as something 
more sinister. In between, he drinks. 

The author, one of Russia’s most popular 
novelists, mixes savage and convincing de- 
scriptions of wealthy and brutal “new Rus- 
sians” from the advertising world with mys- 
tical reflections, which will fail to interest 
readers in Russian or English. 

Self-destructive urges are also the central 
theme of “Sex, Drugs and Libel”, an account 
of the lives and (Rabelaisian) times of the 
editors of the Exile, a seamy but irresistible 
expatriate magazine in Moscow. 

The editors, Mark Ames and Matt Taibbi, 
have no illusions about human nature. The 
main section of their magazine rates Mos- 
cow’s nightspots by price, danger and the 
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oned many of itscauses, writing plays for the _ 
Groupe Octobre, which performed in fac- 
tories and working-class districts. Irreverent 
slogans “à la Prévert” lent poetry of sorts to 
the May 1968 students’ revolt, which was 
supported by the ageing poet. 

Prévert died in 1977, but his words live 
on. “Paroles” is the most popular volume of 
French poetry ever published, The scores of . 
songs for which he wrote the lyrics—his 
most famous was “Feuilles mortes”—have 
survived the axe of time. Schoolchildren love 
his wry poems about spelling, learning by 
rote and other hardships of education. Many. 
phrases that he coined, such as “eau plate’ 
(still water) or “bizarre, vous avez dit bis 
zarre?” have become part of the French lan: 
guage. All in all, quite an achievement fora 
second-rater. 


pick-up factor (illustrated by pictograms of 
crouched couples). The rest includes critical 
reportage on the corruption and incompe- 
tence of Russia’s rulers, on the shortcomings 
of trendy cultural icons such as Mr Pelevin, 
whois “pretentious” in their view, and, with 
special glee, on the shallowness of western 
coverage of Russia. 

The current series on the “worst foreign 
correspondent in Moscow” is characteristi- 
cally brutal. The contest is described in the 
style of an American basketball game. Pairs 
of hapless hacks are judged by the past 
week’s work: if you show enough plagia- 
rism, exaggeration, sloppy logic and bias you _ 
advance into the next round (your corre- 
spondent did not make it to the final, thank 
goodness). Other stunts include practical 








jokes. These are sometimes feeble: calling up : 


embassies to inquire if Mr Putin—in uncon- 
scious tribute perhaps to Mr Pelevin’s 
book—is not a hologram; and sometimes 
brilliant (for example, tempting an over-tol- 
erant western pr agency to offer to make 
over the image of a nasty and incompetent 
provincial police force). 

The book from the editors of the Exile 
goes some way to explain the paper's pecu- 
liarly harsh blend of misanthropic (and no- 
tably misogynistic) humour. Both are Ameri- 
cans. Both find their own country dull, and 
their fellow countrymen abroad arrogant 
and hypocritical. Both seem to have had un- 
happy personal lives. Both enjoy taunting 
authority. Both have learnt that attention- 
seeking bad behaviour pays off. 
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New novels (1) 


Back to basics 


WHEN We Were OrrpHans. By Kazuo Ishi- 
guro. Faber and Faber; 320 pages; £16.99 


AZUO ISHIGURO'S gently engaging 

novels of social displacement—this is 
his fifth in almost 20 years—are closely 
linked to the facts of his own life. At the end 
of the 1950s when he was five years old, his 
father was seconded to the British govern- 
ment as an oceanographer and his family 
left Nagasaki for the south of England. Never 
expecting to stay, they looked on the habits 
of their neighbours with the interest ofever- 
curious strangers. Their home remained a 
kind of mini-Japan, and though speaking 
English outside, their son was encouraged to 
learn Japanese, with its 2,000 odd characters. 

Those years of temporary exile grew lon- 
ger and longer, and Kazuo, who attended a 
local school, became as much English as Jap- 
anese. Soon he gave up trying to read and 
write Japanese, though he was able to speak 
it well enough over the telephone. He did not 
return to Japan until many years later. 

It was not an especially bookish child- 
hood, and his desire to write fiction emerged 
relatively late, when he was in his early 20s. 
His first two novels, “A Pale View of Hills” 
(1982) and “An Artist of the Floating World” 
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create the Japan that he had known intim- 
ately for only a fragment of his life, to rescue 
those tenuous memories before they van- 
ished for good. His third novel, “The Re- 
mains of the Day” (1989), a beautifully 
crafted monologue narrated by an English 
butler, was a huge commercial success in 
England and overseas. It sold more than 
500,000 copies in America alone, placing Mr 
Ishiguro beside Graham Swift, an English 
novelist of similar age, as one of the few writ- 
ers of literary fiction whose work has truly 
international appeal. 

Mr Ishiguro’s next book, “The Uncon- 
soled” (1995), did something unexpected. 
Much longer than his earlier works, itoweda 
lot to European models. The narrator, a pia- 
nist called Ryder, is about to give a concert of 
great moment in a mid-European city. But he 
is forever losing his schedule. Though explor- 
ing familiar themes, Mr Ishiguro’s tone in 
this novel was uncertain, veering with 
disconcerting speed from anxiety to slap- 
stick. It leaned heavily on Dostoyevsky (in 
the manner and extraordinary length of its 
set-piece speeches), on Kafka (in its atmo- 
sphere of psychological instability), as well 
as on other more or less discernible literary 
examples. Compared with his previous 
work, “The Unconsoled” was nota success. 

In its atmosphere and in the nature of its 
telling, Mr Ishiguro's latest novel is a return to 
his starting point. As before, the story is told 
from a first-person perspective. The narra- 
tor, Christopher Banks, is a celebrated detec- 
tive trying to solve a crime whose mystery 
haunts him. The story begins in the 1930s and 
ends 20 years later. The conversations be- 
tween the characters, sifted through the 
speaking voice of Banks, are almost ritual- 
ised in their mannerism and echo the stiff 
world of 1930s detective fiction. Banks, we 
learn, lived as a child in Shanghai, but spent 
his school years and much of his later life in 
England. Like his creator, he is engaged in the 
Job of ordering and making sense out of his 
childhood memories. A defining moment 
comes when his parents disappear, appar- 
ently the victims of a kidnapping. The novel 
reaches a powerful psychological climax as 
Banks’s riddle is solved, by a man once taken 
to bea trusted family friend. 

Despite these story-telling strengths, 
there are several other things about the book 
and its style which fail toconvince. The char- 
acterisation is not deep enough to engage the 
attention for long, and the undue reliance on 
conversations sifted through the mind and 
the memory of the narrator makes the dia- 
logue monotonous. The strongest impres- 
sion is of nostalgia-soaked pastiche, as if Mr 
Ishiguro had deliberately set out to combine 
a novel of manners with a particular kind of 
detective fiction, For all its attention to detail, 
the writing feels adrift from the world it is at 
such pains to describe. 
ei riaa uhm nnn ennai ee inion a 


(1986) were a conscious endeavour to re 








New novels (2) : 
Love’s labours 


THE ABOMINATION. By Paul Golding. Pica- 
dor; 516 pages; £16; Knopf (autumn 2000) 


TITLE containing the words “abase- 
ment” and “abuse” might have done, 
but “The Abomination” conveys exactly the 
baroque, rhetorical flavour of this essentially 
Catholic passage through Sodom and Go- 
morrah, This is not your everyday gay sex 
nothing like, say, the cheerful horniness of 
Alan Hollinghurst’s “The Swimming Pool Li- 
brary”. Here are Bosch-like scenes from Hell, 
gyrations of the damned—buggery with all 
the trimmings. 
Fifty or so pages into the book, and with 
their malign shadow always at his back, the 
hero-narrator, Santiago Moore Zamora, ex- 





plains how it all began: on a sunny island 
where his distant, beautiful Spanish mother 
and his blazer-wearing, back-slapping Eng- 
lish father exile him, not anly from their own 
love, but from a barely remembered Eden in 
the arms of “mam’zelle”, leaving him to the 
bossy care of a starched English nanny. Then 
comes further exile, aged nine, to his father’s 
Catholic prep and public schools in York- 
shire, and to the variously tender and brutal 
sexual attentions of masters and boys there; 
followed by Oxford and so, 450 pages later, 
to 1990s London and the blackest pits of the 
gay scene. 

Summarised like that, the book sounds 
shocking but predictable. And at one level it 
is—~an almost text-book case, But Paul Gol- 
ding tells it with extraordinary intensity. His 
style is studied, formally exotic, something 
into which he canslip a line or two of poetry, 
from a Shakespeare sonnet for example, 
without breaking his stride. He can be lyrical 
(“my lover takes me up fully now,gathers me 
fully like a word of honour to his breast”), or 
fin de siécle ornate (“his shins, I see, are vari- 
cose, riddied with worms, diseased eely rib- 
bons of aquamarine”); he is sometimes over- 
blown and on occasion almost absurdly 
Jamesian (“the orbicularly tailored waist- 
coats that he wore, that even his watch- 
chain was stretched to navigate, alone paid 
credence to his portliness”), He can also, 
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when necessary, deal out words as plain as 
pebbles: “I think that I wanted my father to 
love me. 1 don't think that 1 knew that he 
didn’t know how.” But whichever way it 
goes, his language backlights his miserable 
story. 

And that sense of theatre is borne out 
further in the habitual use of the present 
tense, as though the narrator were an actor, 
reliving the past rather than describing it. In 
fact he is a natural—inevitably so, perhaps, 
where (to adapt Lewis Carroll’s queen alittle) 
six impossible decisions about how to sit or 
whether to cross his legs have to be made 
each morning before breakfast. He can do 
you a voice or mime you a scene—his fa- 
ther’s Old School Boy bluster, for example, or 
a cameo part of his own, where to his par- 
ents’ horror and in front of their guests he 
conjures a cigarette box into a powder-com- 
pact in which to check his lips, and shape, 
with moistened finger, his eyebrows. His 
dialogues are virtuoso set pieces, sliding in 
and out of reported and direct speech, with 
stage directions, and bracketed asides, as 
though written for a voice swapping parts. In 
fact-the whole book is a dramatic mono- 
“Jodue,a solipsistic world where other charac- 

ters are inflected through one sensibility. 
“lt is an aristocratic, scornful sensibility 
(“my mother’s haughty blood”) governed al- 
most. entirely by aesthetics; and with so 
many thick ankles, nylon trousers and 
stretch-covered sofas around, not many 
people get past him. In fact, one sometimes 
wonders whether English plebeian taste or 
the pleasurings of the varicosed and orbicu- 
lar music master (for it is he) is the worse 
abomination. The reader may smile, but the 
trouble is that Mr Golding doesn’t really. He 
canbe very funny in a waspish way, but he is 
too hot and close to his narrator—oris it him- 
self?—for that. Too hot, in fact, with too 
many other things. He wants to convey the 
special quality of the boy, but he also wants 
totell and tell, to relieve himself, to revile, rid- 
‘icule, and expose~like a mixture of confes- 
sion, whistle-blowing and therapy. 
‘Yet after all, it's the boy himself, his po- 
“etry and obnoxiousness, his alienated, rar- 
efied world of feeling that is the book’s real 

~ fascination; the rest—the next betrayal, the 
‘next outrage--gradually becomes a kind of 
noise, a hideously compulsive beat, a diver- 
sion. So that, although there are moments in 
the later sections--his wonderful solo trans- 
vestite dance, for example, at the school’s 
leaving party—it is the nursery and prep- 
school chapters that express his inwardness 
best: “an ingrained sense of embarrassment, 
of ancient, premature sadness, of displace- 
ment, of too much knowledge too early on.” 
And by the end, perhaps not quite enough 
knowledge. The narrator closes where he be- 
gan, a supplicant-victim, in desperate need 
-of Jove and yet, like his father, not knowing 
how to give it. 
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New novels (3) 


Passions of the trailer-park 


Fay. By Larry Brown. Algonquin Books of Chapel Hill; 504 pages; $24.95 


ARRY BROWN may live in Oxford, Missis- 
sippi, but noone could accuse him of imi- 
tating its favourite son, William Faulkner. In 
his fourth novel, “Fay”, Mr Brown continues 
to employ a style that is remorselessly plain. 
He defines his characters by what they do, 
which is largely to get into trouble. If his 
trailer-park creations are not given to brood- 
ing on the nature of the universe, Mr Brown 
is not inclined to do so, either. 

Fay Jones walks out of northern Mississ- 
sippi’s backwoods with just $2, running 
away from an abusive father. Fay is a17-year- 
old naif; she leaves one of those dollars be- 
hind to compensate for pilfering a church 
kitchen, but tipping in adiner is an alien con- 
cept. It is Fay’s innocence as much as her un- 
self-conscious beauty that ensnares men, on 
whom she has at times a literally fatal effect. 
The young rube who picks her up hitchhik- 
ing early in her odyssey should count him- 
self lucky. Fay may vomit on his genitals as 
he forces her to fellate him, but at least he es- 
capes the encounter alive. 

Fay is rescued from such depredations 
by a handsome state trooper who brings her 
home, where his wife is drinking away the 
death of their teenage daughter. (These 
pages are so soaked in alcohol that to label 
any one character a lush seems unfair.) Con- 
veniently, the wife dies in a car accident. The 
blooms have barely wilted on her grave be- 
fore the widowed trooper is deflowering his 
houseguest, who promptly becomes preg- 
nant. Their brief domestic bliss is shattered 
when Fay murders the trooper’s homicidal 
former mistress in self-defence. Fearful of 
the law, she flees to sleazy Biloxi, a coastal 












































town of strip joints, cheap hotels, and casual 
violence. 

Thatis only the start, for “Fay” is bursting 
with plot. Indeed, Norman Mailer might ask, 
as he did about Tom Wolfe’s “A Man in Full”: 
entertaining, yes, but is it literature? Mr 
Brown is a source of neither elegant Wharto- 
nian syntax, nor the serene reflections of his 
closer kin, Ernest Hemingway. Yet his stark 
prose conveys action with the clarity of film. 
Over 500 pages or so, not one line jars. The di- 
alogue is perfectly pitched, slurring and la- 
conic. The authors scrupulous refusal to 
judge his whores, batterers, and garden-va- 
riety losers suggests not merely a propensity 
but a philosophy. And, literature or not, the 
book is enjoyable. Readers of more ostentas: 
tiously literary fare may find relief in anars 
tistic novel that does not lavish 25 pages ona 
trip to the post office. 

That said, the book’s ending is almost 
unaccountably disappointing. The faint let- 
down may be attributable to Mr Brown'sdis- 
ciplined absence of comment. Aftersomany 
beatings, booze-ups, and cigarettes, some 
readers may wonder what to make of itall,in... 
testimony to the fact that writers who do in- 
terpret their material have powers at their 
disposal that Mr Brown has foregone. It's for 
the best that all novels do not conform to this 
literal, uninflected model: “The door 
opened. Two men came in and looked 
around and headed toward the bar where 
she was standing.” Yet he offers an authent 
detour to America’s coarse Deep. South, 
where ignorance has poignancy, and riff-raff 
have passions. nee 











New novels (4) a — | 
sounds funny 


CRÉATURE. By René Belletto. P.O.L; 348 pages; 
FFri3o 


HARACTERS, like their emotions, can 

be hard to pin down and in this novel 
they veer off into empty space. Literally. One 
of them, ethereally beautiful, comes from a 
planet that consists of sound waves. Another 
is actually a planet; when its or his energy 
runs down, it or he visits the earth in the 
guise of a man to recharge his batteries. His 
sexual drive is such that the earth is soon ex- 
hausted and comes toa standstill. 

Or does it? The solution, ultimately, is in 
the hands of Michel Rey, a police detective 
turned guitar maker who returns to sleuth- 
ing as a private detective after his wife disap- 
pears, An astronomer tracking a meteorite 
that is approaching earth, she comes to a 


Recent fiction from Germany 


frigid end after meeting a psychopath who 


shares her tastes in music. She ends up in a 
freezer. 

Characters come and go, swapping tips 
about hi-fi equipment. Some of them end up 
meeting the faces behind the voices—to find 
that the soprano they most admire, Estelle, 
has a perfect body but a face disfigured by a 
wine-coloured birthmark. Another singer, 
Thérèse, is about the ugliest woman in the 
world, an assemblage of unmatched limbs 
and features. She cannot bear the thought 
that Estelle may be about to get rid of her 
birthmark and become, not only the most 
beautiful voice in the world, but the most 
beautiful face. 

Strange as it sounds, this is a classy novel, 
which draws on the science-fiction and de- 
tective-story genres while avoiding their 
drawbacks. Using them, or something simi- 
lar, was probably the only way of bringing 
down to earth a character composed of 
sounds. 


Feckless men, determined women 


NTIL 1997 Bernhard Schlink, 

a lawyer by profession, wasa 
moderately successful writer of 
crime fiction. Then in that year he 
published “Der Vorleser” (The 
Reader), a bestseller world-wide 
and likely soon to be filmed by 
Hollywood. “Liebesfluchten” is a collection 
of short stories; and though they will not 
damage Mr Schlink’s reputation, they will 
not develop it either. The title has an uncer- 
tain sense: flights to love, of love and from 
love are the subjects of the stories: but mostly 
from cowardice, irresponsibility and be- 
trayal. A man in his late gos strings three 
women along, congratulates himself on his 
juggling skills, then in a sudden panic bolts 
(dressed as a monk) and finishes in a wheel- 
chair at the mercy of an alliance of all three 
of them. A man reports on his wife to the 
Stasi, in the hope of protecting her and their 
child. 

As “Der Vorleser” proved, Mr Schlink is 
an admirable storyteller; in “Liebesfluchten” 
he tells another seven just as well. Plot is his 
forte and, it seems, his weakness. Everything 
is in what happens, and the chief interest is 
in what happens next. The plot of “Der Vor- 
leser” was extraordinary enough--an ad- 





| LIEBESFLUCHTEN. By Bernhard Schlink. 
Diogenes; 320 pages; DM 39.90. 

| StapT LAND Fiuss. By Christoph Pe- 
ters. Frankfurter Verlagsanstalt; 278 

| pages; DM38. 

| Die SCHATTENBOXERIN. By Inka Parei, 

l Schöffling & Co; 182 pages; DM 34 
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olescent’s love-affair with a for- 
mer camp-guard chiefly ashamed 
that she cannot read or write; in 
these tales too you can discern 
both the lawyer, listening to and 
lucidly presenting the tangles hu- 
man beings get themselves into, 
and the detective, taking pleasure in unravel- 
ling. The risk is that the reader’s interest 
ceases with the solution. 

In the opening story the son, after much 
pondering, suddenly confronts his widowed 
mother with his insight into their rather 
loveless relationship: that he owes his con- 
ception to his father’s raping her. In fact, he 
surmises the exact circumstances, as a pros- 
ecutor might who has finally nailed the de- 
fendant in a court; and the 
effect is not at all one of 
moral shock, but merely 
one of solution and ex- 
planation, a meagre intel- 
lectual satisfaction. That 
failure feels characteristic. 

“Stadt Land Fluss” 
(Town, Country, River) is 
Christoph Peterss first 
novel. Its plot is very sim- 
ple: a young man falls in 
love with his dentist, courts 
her, marries her, and she 
dies of breast cancer. In the 
first person he writes his ac- 
count, There is no suspense. 
The outcome is soon made 
known. The corrosive sad- 
ness of it works, so to speak, 
backwards from that con- 









clusion through all the writer's effort to relate 
his love and loss. 

Never very effective—he is an unem- 
ployed art historian who left the business of 
earning a living to his skilled and energetic 
wife—he is quite unmanned by her death; 
drinks and smokes more and more, and 
seems to be drifting into dissolution. His one 
hold on himself is the writing of biography— 
his own, his wife’s, his family’s—but much of 
this material is weighted with death and 
tends in that direction. 

His roots are in a tiny village on the 
Lower Rhine, a place that has since vanished 
from the map; his academic work, never to 
be finished, concerns an obscure local artist 
of the early 16th century, a man fading out of 
historical record even as the late medieval 
age itself and its religious art fades out. His 
Rhineland family and their rural life are go- 
ing the same way. (Glance at a map of the 
Lower Rhine: where in that tangle of motor- 
ways and dense spread of the bombed and 
rebuilt conurbations could any such life sur- 
vive?) The tone is elegiac, shot through with a 
jokey self-awareness that is very close toself- 
contempt; the narration moves in fits and 
starts, evasively, as though its author hasn’t 
the courage to drive forward in a consequen- 
tial way. Mr Peters, unlike MrSchlink, dwells 
on the history and, by force of writing, in the 
tone and in the techniques of his narration, 
brings a common experience to life. 

“Die Schattenboxerin” (The Shadow 
Boxer) is also a first novel, and the best writ- 
ten and the most disturbing of the three 
books reviewed here. it is set in today’s Ber- 
lin, in a frightful underworld of squats, “de- 
velopment”, violence, terror and determina- 
tion to survive. Mr Peters laments the 
advance of rootlessness. In Inka Parei’s Berlin 
it is complete; everyone is foreign, nobody 
belongs. The narration is more fragmented, 
harder to piece together; and rightly so, since 
at the heart of it, in sick horror frequently re- 
verted to, is the narrator’s rape. 

Characters encounter one another in a 
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peculiarly haphazard way. With a man 
led Marz, an amateur and lachrymose 
bankrobber, she trails across to East Berlin 
_ after his lost father; they discover him infan- 
- tile and drunk in a derelict garden. As a fa- 
your in return (but without knowing the 
story) März leads her to within striking dis- 
tance of the man who raped her. 
"She has learned Kung Fu in the mean- 
--time, and could surely be revenged; but in 
the dark, having seen him—he is dwarfish, 
hideous—she tums away, and as the novel 
finishes she seems on the verge of a new and 
better life with a mysterious neighbour in 











her illegal housing, a woman by the name of 
Dunkel (dark). Her own name is Hell (light). 
The plot is intriguing; itiseven blackly funny; 
but the compelling force of this novel lies 
neither in the plot nor in the characters. In- 
deed, as the two women’s names perhaps in- 
dicate, they are scarcely characters at all. The 
chief protagonist is the city itself, its tene- 
ments, windy streets, wastelands. These 
overwhelm the fleeting and unstable citi- 
zens. The place has the feel of nightmare, plot 
and characters border on the surreal; but at 
the same time all the surface appearances, 
whether tenement walls or human faces, are 
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dwelton in asort of close-up, ina hyper-real- 
ism whose chief constituent is horror. It is as 
though in the world we have created (or al- 
lowed tohappen) human identity counts for 
less and less. 

One striking feature in all three works is 
how badly the men do; how feckless they 
are, how treacherous, weepy, self-obsessed 
and violent. The women-—especially in these 
two first novels by authors in their 30s—have. 
al! the energy, determination and compas- 
sion. And in the rootless and anxious world 
here truthfully depicted, they will need it. 











: r YOU want your autobiography to sell 
inAmericaor Britain these days, itis best 

“to have been a professional wrestler or a 
“-miserable youth. Wrestlers’ memoirs are 
fourth in America, and sixth and eighth in 
Britain. Does this presage more wrestler- 
governors, to follow Minnesota’s Jesse 
‘Ventura? Frank McCourt’s “ Tis”, which is 
ninth in both countries, recounts the best- 
selling writer’s bleak New York restart in 
life as a young man, including “two of the 
grimmest Christmases ever described in 
literature” according to Amazon’s review. 
Wasn't one enough? Dave Eggers, a suc- 
cessful satirist, publisher-editor and man 
about town, retells the ups and downs of 


| What the world is reading 


caring for his kid brother on no money 
after the death of both parents from unre- 
lated cancers (tenth in America). 

Between the spelling guides that book- 
end the German list are the usual food, 
diet, get-rich and self-help books. Some of 
these, though, are staples with a difference. 
Among the diet advisories is one by the 
Green and now slim foreign minister, 
Joschka Fischer. On a more intellectual 
note, Dietrich Schwanitz, Germany’s Da- 
vid Lodge, who satirised university life in 
“Der Campus” a few years back, squeezes 
into 540 high-toned pages what all well- 
educated people should supposedly 
know. Germany’s top Tv critic, Marcel 


Reich-Ranicki, is at number two with his | 
turbulent life story, which includes the | 
Warsaw ghetto in occupied Poland and | 
communist East Germany. Sigrid Damm 
shows how comprehensively Goethe | 
failed to treat his mistress, Christiane Vul- | 
pius, as a caring, 2ist-century partner 
ought. France’s social conscience is pricked, 
to judge from several current bestsellers, 
which include an inside look at La Santé 
prison, an attack on ultra-liberalism, and 
an interview with a farm activist who dis- 
trusts technology. Anti-communism still 
sells, with yet another explanation of 
Marxist failures and an attack on (mainly) 
left-wing intellectuals. Sermons and po- 
lemics do not, however, top the French list: 
first and second are tell-all “revenge” mem- 
girs by well-known personalities. 
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BUSINESS IN AFRICA CONFERENCES 


Topics to be presented by an international 

panel of expert speakers include: 

1. Banks and Stock Markets as Catalysts in the 
Engine of Growth in Africa. 

2. The Importance of Accelerated Capital Markets 
Activities and Long Term Capital Formation 
in Africa. 

3. The Role of Appropriate Information Tech- 
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Internet Banking. 
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prospects and problems? 
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Capital Markets. 

6. The Growth, Development, Impact and Pros- 
pects of Venture Capital Activities in Africa. 

7. Portfolio Investment Management in Africa: 
A capital market development imperative. 

8. Corporate Banking and Multinational Corpora- 
tions: the chase is on. 

9. Retail Banking and the Profit Impact of Infor- 
mation Technology in Africa. 
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The world beyond Deutsche 


Telekom 


FRANKFURT 


‘Germany’s telecoms giant may have built the world’s second-biggest Internet 
service provider. But it still needs an international strategy 





J EN, in 1995, Ron Sommer left a plum 
-V job at Sony for the top spot at Deut- 
sche Telekom, Germany’s state-owned tele- 
‘phone monopoly, many saw it asa poisoned 
chalice. His brief was, first, to turn a bloated 
government department into a dynamic, 
‘customer-driven communications group; 
and, second, to build an international busi- 
ness that would more than offset an ex- 
pected slump in domestic revenues. On the 
- first count, Mr Sommer has confounded the 
sceptics. On the second, he still has a long 
‘way to go. 

He is, however, in confident mood, talk- 
ing of a “year of superlatives” ahead for the 
now-privatised giant. On April 17th, Telekom 
will floata 9% stake in its Internet service pro- 
vider, T-Online, on the Neuer Markt, Frank- 
furt’s smaller version of America’s Nasdaq. 
Later in the year, it plans to float part of Tele- 
korn’s mobile-phone business and complete 
the sale of its cable network. 

T-Online’s listing is already a guaranteed 
success. Telekom initially hoped to bag 
€40-50($38-48)a share, but the recent turbu- 

-lence in technology shares eventually led it 

to play:safe with a €26-32 price range. With 

“the issue already heavily oversubscribed 
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and investment funds asking for up to 


$100m-worth of shares each, the starting 
price is sure to be at the top of that range, 
valuing T-Online at a cool €36 billion and 
making it easily Europe’s biggest Internet flo- 
tation to date. The listing will also give T-On- 
line a pure Internet currency--its new 
shares—with which to buy up smaller Euro- 
pean rivals in the wave of online consolida- 
tion expected over the next year or two. 

By selling part of T-Online, Telekom 
hopes not only to increase transparency and 
accountability, but also to turn a largely do- 
mestic business into a European Internet 
brand that can take on companies such as 
America Online and Vodafone/Mannes- 
mann, whose merger was cleared by the 
European Commission on April 12th. Up to 
now, T-Online has had the same shortcom- 
ingas its parent:its 5m subscribers are mostly 
German. For all Mr Sommer’s success in 
transforming Telekom's civil-service culture, 
he has failed on the international front. 

Certainly Telekom has the sort of home- 
grown strengths that most telecoms compa- 
nies would kill for. Its fixed-line network is 
one of the world’s most advanced, with a 
high level of ison digital penetration. Inside 


Germany, itis slowly shedding its reputation =: 
for shoddy service and has turned its pink 
“T logo into a valuable consumer brand. Its = 
domestic mobile-phone business, which.al- | 
ready has1om customers, should continueto 
grow strongly as German mobile penetra- 
tion, now only 29%, catches up with the 
European average, currently 40%. 
As the share price has powered ahead | 
(see chart on next page), the company has 
also built a loyal base of shareholders. For- 
eign institutional investors are impressed 
that Telekom has so far kept the promisesit’ 
made when it went public in 1996. True to its’. 
word, it has paid down a large chunk of the 
DMi00 billion ($49.2 billion) debt it incurred 
rebuilding eastern Germany’s telephone net-: 
works. And it has already met its goal of 
shedding 60,000 staff by the end of 2000. 








































Look out 


The question now is: can Telekom build on: 
this restructuring with a quick enough push © 
into foreign markets? Others facea similaris- ; 
sue: on April 13th, Britain’s BT announced a 
huge restructuring and a new European ex- 
pansion strategy. But for Telekom, the ques- 
tion is starker, given the determination of 
Germany’s telecoms regulator tocreatecom- 
petition. Telekom’s domestic business has 
been bombarded by new carriers that can 
poach customers on a “call by call” basis, 
without ever having to sign them-up. The 
price of long-distance calls has fallen by 40% 
since the market was thrown-open in'1998.. 
Telekom has had to slash its prices and offer 
all manner of incentives to-hold on to cus- : 
tomers. Asa result, its net profit last year was. 
an estimated 45% down on the previous 
year. With tariffs expected to keep falling, it 
faces an acute form of the choice confronting | 
all former telephone monopolies: build new 
markets abroad, or settle in for a long domes- 
tic decline. k 

Telekom has wooed several foreign 
brides, but getting them to the altar has: 
proved altogether trickier. Last year, it made 
an abortive attempt to rescue Telecom Italia, 
Italy’s former monopolist, from the clutches 
of Olivetti. Earlier this year, it made unre- 
quited advances to Qwest, an American car- 
rier thatis merging with us West. Its grandi-. 
ose Global One alliance with France Telecom. 
and America’s Sprint recently fell to pieces” 
when Sprint was bought by mci WorldCom. 
The only big success to date has been win- 
ning the hand of One-2-One, the smallest of 


| Matthew Symonds, our IT and communications - | ; 
| editor, has won this years Wincott prize for 
| senior financial journalist of the year. 
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Britain’s four mobile operators, for a per- 
subscriber price that looks cheap compared 
with subsequent deals in that business. So 
for all its wooing, Telekom is left with a rag- 
bag of minority stakes in Europe and Asia 
and not much at all in America. Foreign in- 
vestments contribute a mere 8% of group rev- 
enues, barely more than they did in 1996. 

Bob House of Renaissance Strategy, a 
communications consultancy, thinks Tele- 
kom is strategically bold, but tactically naive. 
More than once it has signalled merger talks, 
but failed to deliver. And, by revealing its de- 
sire for acquisitions, it has driven up prices 
and given itself a reputation for desperation. 
All this amounts to a “huge management 
credibility problem”, he believes, 

The man who hopes to silence the critics 
is Jeffrey Hedberg, a 38-year-old American 
who has been running Telekom’s interna- 
tional activities since he was poached from 
Swisscom last year. Mr Hedberg has helped 
to bring clarity to Telekom’s affairs. The inter- 
national strategy, he explains, now rests 
firmly on four pillars: Internet, mobile, fixed 
networks and services for corporate clients. 
He has also been involved in boardroom 
talks about an organisational shake-up that 
would see all four parts listed, with Telekom 
itself becoming a holding company. That, it 
is hoped, would free board members to fo- 
cus more on grand strategy than on day-to- 
day operations. 

Mr Hedberg is also rethinking Telekom’s 
investing approach. In the past, it forged 
multi-carrier alliances with its foreign peers. 
But the Global One debacle has shown that, 
in such groupings, “executives tend to spend 
more time in meeting rooms than dealing 
with customers,” he says. In future, Telekom 
will insist on control, or on a clear path to 
control, in all deals. As well as making invest- 
ments easier to manage, that should increase 
scope for synergies in billing, technology and 
marketing. This strategy is already at work in 
Central Europe, where Telekom's holdings 
have been scattered until now. It recently 
bought control of Croatia’s largest telephone 
company and is buying out its partners in a 
Czech mobile venture. 

Telekom lost a lot of time squabbling 
over Global One, which was the vehicle 
through which it serviced its multinational 
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clients. Now thatit has sold out, it must build 
a business of its own. Under the sale agree- 
ment, Telekom clients may continue to use 
Global One, now wholly owned by France 
Telecom, for up to two years. After that,as Mr 
Hedberg concedes, there could be a “giant 
sucking sound” unless Telekom comes up 
with an attractive alternative. 

That explains Telekom’s willingness to 
pay $5.5 billion for control of Debis, Daimler- 
Chryslers technology-services arm, in 
March. Though not cheap, the deal may 
prove canny. It brings Europe-wide clout in 
systems integration—which includes such 
things as developing information systems 
and e-commerce platforms for corporate cli- 
ents. This business is fiddly, but enjoys high 
margins and is growing fast. By one estimate, 
worldwide revenues have increased to $7 
billion, from just $150m two years ago. 

Debis, however, does nothing to plug Te- 
lekom’s most gaping hole: America. Since 
parting with Sprint, through which it ran its 
American traffic, Telekom has been left high 
and dry. Growing organically is not an op- 
tion, because it does not have enough traffic 
of its own to load on to any American net- 
works it might build. It knows that it needs a 
big acquisition for a shot at global super-car- 
rier status. Mr Hedberg will not comment on 
the talks with Qwest, but admits to “a sense 
of urgency”. The list of other possible part- 
ners includes America’s ssc Communica- 
tions, Bermuda-based Global Crossing and 
Cable & Wireless, a British group with global 
spread. 

Can Telekom deliver? It will help to have 
Mr Hedberg, whois liked by other American 
executives. Another advantage is Telekom's 
share price, which has risen by 160% since the 
start of 1999, giving it a market value of €220 
billion and making it theoretically feasible to 
digest all but the very biggest rivals. Mr 
Hedberg acknowledges that there may be no 
better time to strike than in the coming 
months. This time, though, there is no room 
for error. Another failed deal might just con- 
vince investors that Telekom’s American 
ambitions are jinxed, and send its sky-high 
shares into a nosedive. That would make 
2000 a year of superlatives all right, but not 
of the kind Mr Sommer has in mind. 








Danisco 


Cluster buster 


COPENHAGEN AND BRASRAND 


LUSTERS—groups of firms in linke 

industries that thrive on proximity ani 
mutual support—are all the rage in Europi 
As numerous examples attest, they are grea 
at helping companies to start up and togrow 
But what comes next for successful off 
spring? Growing beyond a cluster is almost. 
bigger challenge than getting started. 

Consider the case of Danisco. Based it 
Copenhagen, itis the world’s largest supplie 
of specialist ingredients to the food-manu 
facturing industry. It has exploited Scandi 
navian firms’ longstanding cluster—ad 
mired by Michael Porter, a guru o 
clusterdom—based on their skill with en 
zymes (proteins that act as catalysts for suck 
processes as digestion), building first a re 
gional and now a global business. And it ha: 
a problem. Danisco’s share price has tum 
bled by around one-fifth to DKr249 ($32 
over the past year, and by over 40% since Oc 
tober 1998, when the Asian crisis led it to is 
sue a profits warning. Since then, it ha: 
merged with Cultor, a Finnish rival, in Marck 
1999; exceeded its financial goals; and 
strengthened its market-leading positions 
Yet the further it has ventured from the skills 
cluster in Scandinavia, the greater the chal- 
lenge it has faced to persuade investors tha! 
itcan cope. 

“Clearly the market is looking else- 
where,” muses Alf Duch-Pedersen, the 
group's chief executive since 1997, when 
asked about the soggy share price. After 
years of steady, but unremarkable, organic 
growth, he notes, Danisco successfully 
sought a big deal to propel itself to global size. 
Having acquired Cultor, the group has 
streamlined its operations. Several busi- 
nesses are being sold. It now focuses on three 
product groups: ingredients, sugar and 
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= A detailed review of your personal finances 
=Œ Guidance to help you achieve your financial goals 


=Œ A Gold International Debit Card for instant access to 
your offshore money 


=Œ An automatic overdraft facility and preferential charges 
=Œ Access to the privacy and comfort of our 50 Priority 
Banking Centres around the world 

Priority Banking is free if you invest £100,000 or more with us. 
So, to enjoy all these benefits, contact us today. 
Tel: +44 (0) 1534 507001 
Fax: +44 (0) 1534 507112 

E-mail: noreen.lecornu@uk.standardchartered.com 








“You need 


T a bank of 
| ideas 









naiding at aest £ 
Bian (Ci) Umi 









To: Mrs Noreen Le Cornu, Standard Chartered Bank (CI) Limited. PO Box 830. 
Conway Street, St Helier, Jersey JES OUF, Channel Islands. Fax: +44 (0) 1534 507112 
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Please let me have a better idea cf Standard Chartered's Priority Banking Service 





| 
Please send me a copy of your free booklet ‘The Do's and Don'ts of Offshore Banking’ [J 


Mr/Mrs/Miss/Ms: - 
Address: 


initias: Surname: ____ 














Nationality: 


ary 





i tandard % Chartered 


5 ESI SOOT TEPER ITS WEI BUSS Ry SETS ASIST OS EISELE 


die i 


PEPEN Aaen aitei a 


EESE E a EA E SEL oe S E 


i 
P 


Bd Wet alt lt 


> 


t 


I È 
PERE OPEN 


a ence Se a alr A>. 















| 






































Move your mind. 
Drive your future. 






Ranked #1 m Asia S Oveania by Asie Ine, 1990 

In the last 17 years, 1460 senior executives from 30 countries 
have gained from this highly regarded program, 

A truly cross-cultural learning experience with 25 countries 

represented in every program. 

ome and learn state-of-the art business practices from the East 
West from a leading team of professors from the two universities. 





Speakers include: 


e Charles Bonini 
Co-author of Quantitative Analysis 
for Management, 1997 
* David Brady 
Author of “Revolving Gridlock & Critical 
Elections in the U.S. House of Representatives” 
e George Parker 
Author of “Risk Management: 
Problems & Solutions” 


* Tan Kong Yam 
A Leading Economist in Asia 
e Wee Chow Hou 


Senior Author of Sun Tzu: War and Management, 
1997 & The 36 Strategies of the Chinese, 1998 


The 20th Program: 30 July - 18 August 2000 
Course Fee : US$9,800 


For more information and program brochures, 
please contact; Ramona 
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‘The National University of Singapore 


STANFORD UNIVERSITY 


All payments must be m | University of Singapore, 
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delivering sustainability 


WORLD WATER VISION sæ 
Making Water Everybody's Business a 
William J Cosgrove & Frank R Rijsberman for the World Water Council 
The most comprehensive analysis ever undertaken of one of the most P 
critical issues facing the world — the growing shortage o7 fresh water. The} 
implications for health, prosperity and security are enormous. The crisis is} 
one of management, and there are solutions. Integrated management of | 
the world’s highly complex water systems can reverse the current 

alarming trends. 


A free CD-ROM containing all the background data, regional and sector 
scenarios accompanies the volume, making this an indispensable 
resource, 

PB © £12.95/$19,95 e 1 85383 730 X 
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GLOBAL ENVIRONMENT OUTLOOK 2000 


United Nations Environment Programme 


‘The most authoritative summing up of the environmental situation for the new 
millennium’ The Independent 


The flagship publication of the world's leading environmental 
organization, this is based on information provided by more than 30 
regional and international collaborating centres. Written in clear, non- 
technical language and packed with informative graphics and tables, this 
is the benchmark reference to the state of the global environment. 


PB e £20.00/$32.50 © 1 85383 588 9 @HB © £50.00/$85.00 è 1 85383 587 0 








































Farmer’s Choice 
Invitation to Bid 


Lonrho Africa Ple invites offers for its wholly owned Kenyan based 
subsidiary Farmer’s Choice. The disposal is part of Lonrho Africa’s 
on-going restructuring and reorganisation programme, 


Farmer's Choice’s principal operations consist of the processing and 
distribution of pork products. It operates an EU and WHO 
standard slaughterhouse and factory in Nairobi. Farmer’s Choice is 
an established brand name, long recognized for producing quality 
meat products, whose customers include retailers, the hotel 
industry, and the fast food sector. 


Lonrho Africa Ple seeks expressions of interest from all interested 
parties, Potential bidders should contact those listed below for 
further information 


United Kingdom 

Lonrho Africa Ple 

John Garnett - Ag. Finance Director 
directors@lonafico.uk 

Tel +44 151 236 8881 

Fax: +44 151 236 6018 


Kenya 
Lonrho Africa Management Services 


Carisa Graf - Strategic Planning 


Tel: + 254-2 448 393/350 881 
Fax: + 254 2 448398 











‘sweeteners, and flexible packaging. And, de- 
Spite relentless price pressure from custom- 
pers, it has done much to squeeze out higher 


iweturns, notably by instilling a. “one-stop 
shopping” concept that has helped it to be- 
come a favoured supplier to leading firms 
»such as Nestle. 
- -= Judging by the share price, investors re- 
main unconvinced that Danisco’s strategy 
makes sense. The company’s biggest pro- 
blem has been its flexible-packaging busi- 
“ness, the smallest of the three main product 
groups, which has been hit by fierce compe- 
_ tition in Europe and by poor management. 
_ Henrik Jansdorf took over the struggling unit 
„in January 1999 and is trying to boost its re- 
turns to the 8-10% level that Mr Duch-Peder- 
-sen says would be acceptable. Last year Da- 
-pisco spent DKri.2 billion buying Sidlaw, a 
British firm, to extend its reach. It is now one 
_of Europe’s top three in the industry by turn- 
‘over, and sees scope for further deals. 
The real question is whether flexible 
‘packaging has any logical connection with 
_ Danisco’s main focus on food ingredients. 
Danisco argues that developing clever new 
packaging can strengthen relationships with 
buyers of its other products. Mr Jansdorf 

-says that, as more consumers live on their 
own, so there will be growing demand for 
higher-margin products such as reclosable 

. packs that allow longer storage. Maybe, but 
developing the packaging division will mean 
a heavy demand for investment capital from 
aunit with low returns. 

A more fundamental doubt about Da- 
nisco’s strategy is how long it will take to 
demonstrate that the one-stop concept is a 
winner in the company’s ingredients busi- 

“ness: The concept is beguiling. After the 
merger with Cultor, Danisco’s annual sales 
of specialist ingredients are around DkKré bil- 
lion. It has strong positions in a portfolio of 
products rivalled for breadth only by Quest, 
a division of Britain’s 1c1. And, notes Bob 
Mayer, an American who runs the ingredi- 
ents division, itis in almost the only bit of the 
food industry that, thanks to its high level of 
service, enjoys high margins. 

< Typically, Danisco’s ingredients repre- 
sent less than 1% of the volume of a finished 

“food product, such as an ice cream. But by 

specialising in emulsifiers, enzymes and fla- 

~vours, rather than such bulk ingredients as 
flour and milk, Danisco controls the ingredi- 
ents that are critical in helping manufactur- 
ers to distinguish their products from rival 
ones. Mr Mayer is championing the idea that 
Danisco should be a partner capable of de- 
veloping new solutions for, say, baking the 
perfect cake or using pectin to replace gela- 
tine in chewy sweets. 

One problem with this strategy is that 
food manufacturers still tend to lack central- 
ised buying operations, preferring to leave 
local managers to deal with a bunch of small 
suppliers, each selling a single ingredient. 
Even where Danisco succeeds in becominga 
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OT so long ago, sp Amoco was being 

feted by “ethical investment” funds 

and environmental groups. In spite of be- 
ing one of the world’s biggest purveyors of 

| fossil fuels, the firm has made some sur- 
| prisingly green investments. For example, 
| BP now controls Solarex, the world’s big- 
| 


Slippery slope 
| 
| 


gest solar-energy company. And it has vo- 
luntarily decided to curb emissions of 
greenhouse gases, and is building an inter- 
nal carbon-trading scheme. 

It is surprising, then, that the firm 
should now be under attack from activist 
groups on both sides of the Atlantic. In 
America, a curious coalition ranging from 
the American Anti-Slavery Group and the 
International Campaign for Tibet to 
Friends of the Earth is threatening a boy- 
cott of Br’s petrol stations. In London, a 
group led by Greenpeace barracked sp’s 
annual general meeting on April 13th. 

These attacks are a bit unfair. The 











wrath of the American groups, for exam- 
ple, is really directed at China National Pe- 
troleum Corporation (cenre), which they 
believe is involved in human-rights atroc- 
ities and environmental misdeeds every- 
where from Tibet to Sudan. This group 
mobilised opposition to last week's flota- 
tion of PetroChina, a division of CNPC, 
and nearly sank it. pp attracted their ire 
when, in:a friendly gesture to Beijing, it < 
bought a big tranche at the last minute. 

Greenpeace usually throws tomatoes 
from the outside atannual meetings of oil 
firms. This time; it won the support of Tril- |. 
lium Asset Management, an American 
firm specialising in socially responsible 
investment, which has become a big 
shareholder in sr. Trillium put forward a 
resolution at the AGM that pp’s resources 
should be redirected from Alaska to its so- 
lat-enérgy venture. Even its sponsors ac- 
knowledged that the measure was never 
likely. to pass, but was designed to win 
publicity for the plight of cuddly polar 
bears. The attack was meant to highlight 
hew vulnerable the Arctic is to global 
warming generally, and not just to BP's 
Alaskan projects, which are not de- 
monstrably dirtier than others. 

Does all this mean that sP’s green cre- 
dentials have faded? In truth, no: the so- 
lar-energy company flourishes, and the 
firm’s commitment to carbon reduction 
still wins praise in many quarters. “We al- 
ways knew it wasn’t going to be easy to 
plough a straight furrow, but we will con- 
tinue to try,” says one company official. As 
these incidents show, it is not easy being 
green—especially if you are an oil giant. 











favoured supplier for several ingredients to, 
say, Nestlé in France, it might not fill that role 
for Nestlé in Switzerland. Until that changes, 
Danisco may find that it has limited oppor- 
tunities to cross-sell its products. 

A further limitation is the food indus- 
try’s pricing structure. New food products 
must endure the same costly testing for tox- 
icity as drugs, but do not offer drug-like re- 
turns. Although it spends plenty on research, 
Danisco is concentrating on developing new 
uses for existing products, rather than on real 
innovations. The group runs an impressive 
facility in Braband in Jutland, where scien- 
tists can work in small-scale operations that 
mimic real production lines. These “applica- 
tions” make sense because they are relatively 
low-risk and can lead to big cost savings for 
customers. But they are not going to give a big 
lift to the share price. 

In spite of its leading position, Danisco 
has a share of the world ingredients market 
estimated by analysts at a mere 6%. That is a 


measure of the opportunity it has, but alsoof 
the challenge it faces. With limitless funds, it 
could snap up firms in each of its three busi- 
nesses, driving down costs and using scaleto: 
fluster competitors. More realistically, it is 
trying todo too much with toolittle. Unless it 
woos investors with a better strategy, it: 
might find itself victim rather than predator. 





Unilever 


Fat and thin 


NEW YORK 


ROM slurp to squeeze. On April 1ath Uni- 

lever, a British consumer-goods giant, 
swallowed both Ben & Jerry’s, socially con»: < 
cerned makers of outrageous ice-cream fla - 
vours such as Chunky Monkey and Cherry- 
Garcia, and Slim-Fast, which sells tinned 
shakes and bars for the desperate dieter, fora 
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» combined $2.6 billion. 


Both deals look sweet. In Europe, Un- 
ilever’s ice-cream brands include non-milk- 
fat concoctions such as Magnum and Solero. 
Ben & Jerry’s, with Unilever’s distribution 
and marketing machine behind it, has a 
chance of becoming a global brand—90% of 
its sales are currently in North America. And 
Unilever has the reach to take Slim-Fast into 
new markets—diet ice-cream perhaps? 

But there is more to these deals than syn- 
ergies. Global food companies yearn for 
growth. Their margins grow thinner and 
their sales slow as retailers consolidate and 
own-label products take more share. New 
products are one of the few ways left to raise 
prices and expand markets. Unfortunately, 
food companies are poor innovators. A re- 
cent survey from PricewaterhouseCoopers 
found that they earned just 21% of their sales 
from new products, compared with 32% for 
consumer packaged-goods companies and 
38% across all industries. Another survey 
found that, of the 15,000 new food and drink 
products launched globally in 1999, less than 
6% were truly innovative. 

The result is that food giants are gobbling 
small, innovative brands, especially in 
America where valuations are depressed. 
Unilever’s latest buys fit the pattern—with 
Ben & Jerry’s selling for just $326m, or less 
than 15 times sales. Both are in two hot new 
markets—ethical foods and “functional” 
foods. As Julian Mellentin, co-author of a 
coming book on functional foods, says, “Or- 
dinary food is a no-growth business. 
Healthy and natural foods are the only 
chance for big companies to grow earnings.” 

Small companies innovate best. Though 
Unilever, Nestlé and Novartis, a drugs com- 
pany, are developing their own ranges of 
foods, packed with ingredients such as bac- 
teria to promote good digestion or choles- 
terol-lowering enzymes, sales are still small. 
Hence a rash of deals: last year Heinz took a 
stake in Hain Food and Kellogg bought Wor- 
thington Foods—both makers of quick-sell- 
ing organic foods. There are plenty of targets 
left: such as Honest Tea, a new company that 
makes naturally sweetened tea with ingredi- 
ents bought from American Indians, thus 
combining health with ethics. 

Ben & Jerry’s, founded in Vermont 22 
years ago by two hippies, has built its brand 
on supporting social causes such as saving 
the rainforest, as well as using hormone-free 
milk from local farms. Notonly will Unilever 
continue to donate 7.5% of Ben & Jerry’s op- 
erating profits to charity, but it will use Ben 
Cohen and Jerry Greenfield to help design its 
social policy. Meanwhile Slim-Fast, unlike its 
shakes, looks particularly appealing. The 
company has 45% of America’s $1.3 billion 
nutritional-supplement and slimming mar- 
ket. Its revenues are growing at 20% a year 
and its operating margins, a plump 20%, are 
the stuff of Unilever’s dreams. 

— a 
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South African software 


Geeks of the bushveld 


JOHANNESBURG 


How the constraints on the South African job market have given IT a shove 


OMETIMES, obstacles create opportuni- 
ties. So it has been in South Africa's in- 
formation technology (17) business. 

Corporate South Africa hungers for new 
technology. Combined with other cumber- 
some labour laws, “affirmative action” 
prompts companies to replace people with 
machines wherever practical. A bank that 
fails to hire or promote a black cashier may 
be subject to a racial-discrimination lawsuit. 
An automatic teller, by contrast, works 24 
hours a day and never sues. 

So it is that Nedcor, the South African 
bank with the most admired rr systems, has 
shaved 25% off its operating costs over the 
past three years through automation. Stan- 
nic, the vehicle-finance arm of Standard 
Bank, recently closed all 46 of its offices, laid 
off more than 900 people and moved its op- 
erations to call centres and the Internet. 

Banking is not the only business using ıt 
to replace people. jo Group, a retailer of so- 
fas, washing-machines and other chunky 
consumer durables, has so many branches 
in remote places with poor telecommunica- 
tions that it rented part of a satellite to let its 
computers talk to each other uninterrupted. 
Many of jo's skilled white managers have 
emigrated; the firm has replaced them 
largely with software. Tasks such as control- 
ling stocks and making sure that indebted 
customers do not fall behind on payments 
are now largely automated. The number of 
employees has been cut from 13,000 in 1993 
to 9,500 today. 

Nor is it just companies that yearn for rr. 
South Africa has many more mobile tele- 
phones and computers than the rest of the 
continent (indeed, there are three times as 
many mobile-phone subscribers in South 
Africa as in the rest of Africa put together), 
and that creates opportunities for innova- 
tion. Firms are already drooling at the pros- 
pect of wireless application protocol (war) 
technology, which will allow people to gain 
access to the Internet via their mobile 
phones. Old Mutual, an insurer, recently 
started to allow customers to buy and sell 
unit trusts over the Internet, using war. Rob- 
bie Brozin, head of Nando's, a fast-food 
chain, believes that wap will reassure poten- 
tial customers who fear to disclose their 
credit-card numbers online. Since users al- 
ready have a mobile-phone account, he 
hopes to sell home-delivered chillied 
chicken burgers via mobiles, and simply add 
the price to the monthly telephone bill. 

rr also provides a flexible career path for 
young whites. Unwelcome in the public ser- 
vice, they are more likely than blacks to seek 





Call for you on the mobile 


marketable skills, such as accountancy or 
computing. Young programmers can easily 
find work in South Africa. Or they can emi- 
grate. Or they can enjoy the best of both 
worlds by telecommuting to California, 
earning dollars but paying rent in rand. 

The rt firms that provide the know-how 
for all this are among the most popular com- 
panies on Johannesburg's stock exchange. 
Dimension Data (Didata), the country’s larg- 
est ır firm, is valued at 50.8 billion rand ($7.7 
billion); Datatec, the fastest-growing over the 
past five years, has vaulted from 40m rand in 
1994 to 12.6 billion rand today. 

Despite the escalating demand in South 
Africa, the industry suffers from several of 
the handicaps that plague so many of the 
country’s businesses. For example, both Di- 
data and Datatec now do mest of their busi- 
ness overseas. Datatec does not plan to list 
abroad, but two of its subsidiaries will prob- 
ably soon list on Nasdaq and in London. Di- 
data hopes to move its primary listing to 
London later this year, because it is easier to 
raise money there, and because its employ- 
ees in Asia and Europe do not want their 
share options denominated in rand. Also, 
South African rr professionals often emi- 
grate. Jeremy Ord, chairman of Didata, ar- 
gues that it is easier to retain staff if he can of- 
fer them jobs in London or Singapore. 

More serious is the effect of Telkom, the 
state telephone monopoly. In theory, the In- 
ternet ought to allow South African rr com- 
panies to overcome the drawback of being 
far from big markets. In practice, bandwidth 
is roughly 30 times as expensive in South Af- 
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WebCollect™: 


Global e-Payments - Problem Solved! 


Every day more and more people around the 
world are shopping on the internet. So how do you 
solve the issue of cross border payments? 
WebCollect™ maximises your sales by providing your 
customers with a range of payment methods including 
local bank transfers, cheques, on-line credit cards and 
direct debit. Whilst we collect the payments in your 


Australia 02 9319 8714 + Hong Kong 2331 2663 © India 080 299 8188 © japan 
03 5445 1302 © Malaysia 03 4022 3282 + New Zealand 09 255 0549 + Philippines 
02 55! 0918 » Singapore 789 2337 * Taiwan 02 2791 8277 * Thailand 02 249 0242 


customer’s local currency, we return the payments 
to you in your currency of choice. It couldn't be 
easier. You get an efficient, convenient method of 
collection which means reduced time and administrative 
costs, and best of all more opportunities to increase 
sales. To increase the success of your e-commerce 


activities, call us, or visit us at www.tnt.com. 
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BECAUSE WE’RE BIG WE’RE THE WORLD'S LARGEST INSTITUTIONAL INVESTMENT M ANA GER. 
BECAUSE WE’RE BIG WE NOW HAVE MORE OFFICES IN EUROPE THAN ANY OTHER UK BANK 
BECAUSE WE’RE BIG YOU CAN HAVE FREE ONLINE BANKING. 


www.barclays.com 


Barclays Bank PLC, Registered No, 1026167 Registered in England 54 Lombard Street. London EC3P 3AH 


















ca as itis in America. “Because of Telkom, 
tone of our South African clients is glob- 
ily competitive,” complains Mr Ord. The 
yonopoly is due to end in 2002 or 2003, but 







wnment is reluctant to lose control of Tel- 
om, partly because it is a useful way of de- 
-vering contracts to black business. 

Helping the cluster of small rr firms to 
ill be difficult. South Africa has yet to 
Internet start-up boom like that in 
or Europe. Johannesburg's venture 
ts are fewer and less venturesome 
those in California. The most prolific 
ers of small rr firms have generally been 
arge rt firms such as Didata and Datatec. 
there are still relatively few 20-something 
millionaires, such as Mark Shuttleworth, a 
Sapetonian whose Internet security soft- 
wate firm, Thawte, is valued at 3.5 billion 
“and; or Nicolaas Vlok, whose software firm, 
idion, is valued at 1.3 billion rand. Mr Shuttle- 
worth sold his company to an American ri- 
val; he would probably have raised far less 
oy listing in Johannesburg. 

Invaddition, there is no vibrant growth of 











rr companies run or staffed by blacks. Most 
of South Africa's successful 17 firms are as 
white as traditional cricketing trousers. De- 
prived of education under apartheid, few 
black South Africans yet have computing 
skills. Those blacks who make it to university 
tend to study literature or social sciences, of- 
ten with the aim of entering government. 
Most black-run rt firms survive by doing 
business with the government or with state- 
owned firms, which give preference to black 
tenders. Some of them were formerly white- 
owned, bought by “black empowerment” 
holding companies in order to leverage black 
ownership into government contracts. Cape 
Empowerment Trust (cer), a firm that has 
close links with the ruling African National 
Congress, has one subsidiary that supplies 
cables to Telkom, and another that is bidding 
for a government contract to introduce elec- 
tronic payment systems for minibus taxis. 
Chris Nissen, the chairman, argues that 
South Africa needs a black-run 11 firm to ri- 
val Didata and Datatec. But he complains 
that white ıt bosses are reluctant to surren- 
der control of their companies. Odd, that. 
siping he eal EI dipper oll 








Business-to-business in Japan 


DJi CITY 


No room in the nest 


Will the Internet transform links between big Japanese companies and their 
suppliers? The experiences of Matsushita could prove enlightening 














THE factory of Sanko Kasei is not exactly 
A the sort of marvel of high-tech manufac- 
turing for which Japan is famous. On a 
cramped shop-floor, eight clunky machines 
spit out plastic buttons for car stereos. Out- 
side the plant, farmers tend rice paddies and 
fields of cabbages. But the information-tech- 
nology revolution has arrived in this remote 
corner. Over a cup of green tea, Toshitsugu 
Hirose, the company president, presents the 
firm’s new desktop computer, on which he 
hasstarted taking orders for buttons over the 
Internet. From here, says Mr Hirose, any of 
5employeescan read off the week's pro- 
( ction schedule. There will be fewer mis- 
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takes, less paperwork and lower costs. 
Alone, Sanko Kasei is unlikely to alter the 
course of Japan’s consumer-electronics in- 
dustry. The bigger picture, however, is worth 
asecond look. The firm is one of 30 suppliers 
to Taiyo, a larger parts company in neigh- 
bouring Osaka, Japan’s second city. Taiyo, in 
turn, is one of 7,000 suppliers to Matsushita, a 
giant consumer-electronics manufacturer. 
And Matsushita has recently announced big 
plans to use the Internet throughout its sup- 
plier network. By March 2001, the company 
hopes, 3,000 suppliers and 100 Matsushita 
factories will be linked to each other via the 
Internet, exchanging orders, payments and 
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information. For a company that is con- 
stantly struggling against low-cost rivals 
overseas, the efficiencies that this promises 
are not tobe sniffed at. 

The bigger claims for the Internet in Ja- 
pan, however, go far beyond mere cost say- 
ings, Its use, say enthusiasts, will introduce 
hard-nosed Anglo-Saxi ays into Japan’s 
cosy business culture, 































race on be firms as 

mother hen. One big change could be in the 
way Japanese suppliers work with manu- 
facturers, Exclusive, long-term business ties 
will give way to the sort of flat, open an 
competitive web-based parts market that 
America’s car makers:are setting up. That 
promises an even bigger boost to Japanese — 
businesses than: to American ones. Long 
term relationships may have helped Japa- 
nese companies plan and invest wisely. But 
they have got in the way of the restructuring 
that has swept corporate America. ; 

For Matsushita, the potential for savings 
is huge. The ¥2.2 trillion ($21 billion) worth of 
parts that it buys every year account for 
about half of its manufacturing costs. Until 
now, the purchasing department's informa 
tion-technology budget. has been: spent : 
building an ep: (Electronic Data: Inter- 
change) network, a forerunner to Internet: 
technology that uses costly private commu- 
nications equipment instead of the web's 
public network. Because of its cost, only the 
biggest suppliers have signed up—about 900 
of them since Matsushita launched the pro- 
gramme in 1994. Potentially, all of Matsush- 
ita’s suppliers can now adopt low-cost In- 
ternet technology, whatever their size. For 
now, Matsushita uses its epi network only to 
send out purchase orders for parts. Its new 
Internet-based system will handle price ne- 
gotiations, delivery and payment as well. 

This should bring the sorts of benefits 
that the Internet delivers everywhere, tight- 
ening up the supply chain, making Matsush- 
ita more responsive to changes in demand: 
and allowing it to carry less stock. At the mo- 
ment, says Koji Susa, head of purchasing, - 
Matsushita’s factories dispatch parts orders: 
once or twice a month. When they are using 
the Internet, they will e-mail v 
to their suppliers: That, h 
mean Matsushita can reduce its stock o 
parts by ¥30 billion-40 billion—and so save 
financing costs. 

How it affects those famous Japanese 
relationships is a more delicate and compli- 
cated matter. For a start, crude keiretsu char- « 
acterisations seem out of date at Matsushita. 
The firm has no stakes in its suppliers and al- 
lows no exchange of personnel. It encour- 
ages even its closest suppliers to diversify ` 
ame from an unhealthy dependence ona 
single, big customer. Taiyo, for instance, has 
been sending parts to Matsushita for 60- 
years. About 30 years ago, says. Takayuki 
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Tsuji, the company’s president, Matsushita 
bought 90% of what it made. Then came the 
oil shock and recession, which taught Taiyo 
to spread its risks. Business with Matsushita 
has grown since then, but trade with outside 
customers has grown faster, so that Matsush- 
ita now buys only about one-third of its pro- 
duction. “We no longer have a keiretsu rela- 
tionship with Matsushita,” says Mr Tsuji. “I 
don’t think we even had one ten years ago.” 
On the other hand, Matsushita hardly 
runs an Anglo-Saxon free-for-all either. It 
calls its closest suppliers kyoei gaisha (liter- 
ally, “co-prosperity companies”). The kyoei 


ae 
Open sesame 


SAN FRANCISCO 


REE software, such as Linux, the operat- 

ing system that has been developed by 
thousands of volunteers, is often better 
than the stuff for sale. Except for one thing: 
it is not very user-friendly. Its user interface 
is unattractive, and it is daunting both to 
install and to upgrade. 

Enter Eazel, a Silicon Valley start-up, 
founded by members of the team that de- 
veloped the original Apple Macintosh. 
They want to turn Linux and other open- 
source software into products that can be 
used easily by people who have never laid 
eyes on a line of source-code. Eazel, says 
Andy Hertzfeld, the firm’s software wizard 
and one of the fathers of the Macintosh, 
will be the company responsible for the 
“ease of use of open-source software.” 

A tall order. But if Eazel succeeds, Linux 
could become an even bigger competitor 
to Microsofts Windows. And the firm 
could be a model for the software industry 
of the future: the infrastructure (operating 
systems, networking technologies and user 
interfaces) will be largely provided free asa 
public good, while services (online appli- 
cations, support and training) and special- 
ised programs will be for sale. 

» Eazel’s first product will be a graphical 
user interface for Linux. Although a first 
version is not likely to. be released before 
the summer, the program already looks 
promising. Users can completely custo- 
mise their computer desktop, changing, for 


gaisha have their own club, nd between 


them its 260 members account for about 
one-fifth of Matsushita's parts purchases. 
Matsushita prides itself on its close work 
with this club, helping to improve training 
and quality control, for instance, as well as 
running insurance and pension pro- 
„grammes for workers. Matsushita also works 
closely with kyoei gaisha individually, shar- 
ing key technologies and bringing them in 


z” early at the design stage of production. These 


supplier support programmes, Matsushita 
reckons, are the best in the industry, 


In the cold 


if anything, the Internet seems destined to 
draw the kyoei gaisha even closer to Mat- 
sushita, as it shares ever more information 
online about its design and production pro- 
cesses. “We want toextend our arms and legs 
to these companies,” says Mr Susa, “and 
make them part of our own factories,” 

But this is only part of the picture. With 
no special technology or skills, the 6,700-odd 
suppliers that are not members of the kyoei 
gaisha club face a much less comfortable fu- 
ture. Matsushita could use the Internet, for 





example, to set up a business-to-busines 
parts market among these firms, helping 4 
drive down costs and encouraging them t 
merge with each other. Mr Susa chooses h 
words carefully. There are no plans for such 
market yet, he says, but “obviously, this is th 
natural trend.” Mr Susa points out, for exam 
ple, that the electronics industry’s trade ass¢ 
ciation is working on a common data star’ 
dard which, if everyone adopts it, couli 
form the basis for an industry-wide elec 
tronic-parts exchange. 

There is plenty of slack to take up. M 
Susa says that, as the number of gadgets tha 
Matsushita sells has risen, so has the overlay 
in its supplier base. It has five steel supplier: 
for instance, and more than 20 suppliers o 
plastic resins. The 3,000 firms that Matsush 
ita has chosen to join its Internet project 
meanwhile, together make 98% of its parts 
leaving only 2% to the other 4,000. “Regard 
less of their interest in the Internet project, 
says Mr Susa, “we may narrow down ow 
suppliers.” Even before Matsushita meet 
the Internet, the company seems ready to ig 
nore the squeaks from excluded nestlings. 











example, its colour and look. And they can 
enlarge icons so that they can see the con- 
tentof each file. 

But a slick interface is only part of 
achieving ease of use, argues Mr Hertzfeld. 
At least as important is making sure that 
the computer keeps working smoothly as 
users fill up their hard disks or add new 
software. That is why his firm intends to of- 
fer an online service that monitors a PC, 
warns a user if there is a problem and per- 
forms automatic upgrades. 

Besides open source, Eazel is thus also 
riding the other big trend that is changing 
the computer industry: software will 
increasingly be delivered as an online ser- 
vice and on a subscription basis. Indeed, 


Lively Linux 
Server operating systems, market share, % 
Other 








Unix 







NetWare l 
























Linux 























that is how the start-up intends to make 
money. The graphical user interface will be 
free. But consumers will have to pay for 
maintenance, although the firm has not 
decided how much it will charge. 

A more user-friendly program, how- 
ever, is no guarantee that Linux will com- 
pete with Windows as seriously on the 
desktop as it already does in the market for 
server computers, where it has a 25% share 
(see chart). For a long time, the Macintosh 
operating system was better than Win- 
dows, yet it never unseated its rival. Linux, 
like Macintosh, must deal with the “appli- 
cations barrier”: thousands of programs 
run on Windows, but not on Linux. 

Eazel is confident that it can vault the 
barrier. Online applications services are 
already lowering it, since they can be used 
from any computer, whatever its operating 
system. The firm also intends to develop | 
easy-to-use versions of software for Linux, | 
such as word-processing or spreadsheet | 
programs, which users might want to run, 
not over the Internet, but on their personal | 
computers, | 

Even if Eazel does not achieve its goal, | 
the idea on which the company is based | 
will live on, argues Mr Hertzfeld. Open | 
source, he says, will undo the business | 
model of firms making proprietary soft- | 
ware, especially Microsoft-—just as pcs 
have made it almost impossible to sell ex- 
pensive bundles of proprietary hardware 
and software except for high-end comput- 
ers. This, though, would not be the first 
time that Microsoft has been wrongly writ- 
tenoff. 
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Looking beyond 
the Age of Either/Or. 


Global markets. 

Infinite bandwidth. 

Lots of facts (not much wisdom). 
No question, you can have it all. 
But can you handle it? 


All the rules keep changing. 


Yesterday's. collaborators? 
Today's competitors. 

Earnings and shareholder value - 
total strangers? 


That company: you want to buy? 
Now warits to buy you. 


Welcome to the 21st century. 
And Catch 22. 


At Deutsche Bank, we move beyond the 
Age of Either/Or. l 


Brains and brawn. 

We routinely put our own cash on the table to 
seal a deal. But cash.is only as valuable as the 
ideas behird it. You need capital to play the game, 
thought leadership to winit. We deliver both, 


Global and local. 

To master strategic markets in the Age of Allyou 
need global expertise, cultural nuance and local s 
intelligence. Through our 90,000 professionals on 
the ground in every time zone, you get it all. 


Debt/equity and advisory. 

You need innovation: and liquidity on both. sides 
of the equation, and the tools to balance it. 
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debt, leveraged finance and world-class advisory. 
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The new old thing 


The real promise of the new economy is the technological transformation of old-economy 
companies. Ross Dove is the leap personified 


M of the business-to-business (B28) e- 
commerce start-ups that are now so 
much in vogue are the product of some latte- 
quaffing youth with a business plan and a few 
good contacts. Ross Dove is different: a 47- 
year-old brawny auctioneer who looks as if he 
had stepped straight out of “The Sopranos”. He 
is a third-generation boss of one of the grittiest 
businesses around, a firm based south of San 
Francisco that sells used factory machinery 
from shut-down plants. Now he is turning his 
world of broad-shouldered men and forklifts 
into dot.com billions. 

Itall started one evening in August 1998, the 
éist year of Dove Brothers. Mr Dove and his 
brother Kirk had just finished selling more 
than $ım of manufacturing equipment at an 
auction in a closing Raytheon plant, earning a 
commission of about $100,000, which was big 
money for the firm. As they toasted their suc- 
cess with martinis in the Oak Bar of Manhat- 
tan’s Plaza Hotel, they saw on the tv a stockmarket report that 
mentioned that eBay, the Internet auctioneer, had just passed $10 
billion in market capitalisation (it is now closer to $20 billion). 

The Dove brothers stared at the screen. “Someone should do 
this in our business,” suggested one. “We should do it.” But they 
doubted whether any venture capitalist would give money toa 60- 
year-old family firm to auction industrial assets online. Still, they 
scribbled ideas on a cocktail napkin. DoveBid was born. 

The previous big technological innovation in the auction busi- 
ness was the microphone, which allowed the auctioneer to reach 
the back of larger rooms. The Internet, the brothers realised, was 
simply a bigger microphone. They could use it to broadcast their 
auctions to the world, using everything from digital photos to real- 
time streamed video. 

In fact, their first approach to the venture capitalists did not go 
at all badly. True, they had no business plan, but they did have a 
business: they were one of the world’s leading auctioneers of in- 
building capital assets (as opposed to aircraft or boats, for in- 
stance). This industry is huge: $150 billion-worth of such second- 
hand goods are sold annually. But it is also local and fragmented, 
with most auctions taking place either at the factory itself or in an 
auctioneer’s warehouse. 

As eBay had proved, the Internet could change the auction 
business dramatically. More buyers usually means more compe- 
tition, which in turn means higher prices for sellers. But online auc- 
tions can also help buyers. For any given good, 
be it a metal lathe or a silicon-wafer saw, most 
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cal auction. Too far away or too unsophisti- 
cated, most will either buy a new machine, 
even when an old one would do, or buy from a 
reseller at a big mark-up. The Internet allows 
them to buy at an auction for the first time. 
Once one venture capitalist was on board 
behind DoveBid, others were quick to join. The 
company has now raised $130m from such In- 
ternet giants as Softbank, Yahoo! and Sun Mi- 
crosystems. Over the past 18 months it has 
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grown from 50 people to nearly 300. In May, 
DoveBid plans to go public on Nasdaq in what 
may be one of the biggest 828 floats of the year, 
with a valuation likely to be in the billions. 
With the money it has already raised, it has ac- 
quired eight other regional auctioneers and, 
once public, it will accelerate its expansion, 
buying other old-line second- and third-gen- 
eration businesses that were once its main 
competitors. The appraisers and auctioneers 
will stay, but the business will all now be done 
globally on DoveBid.com. Mr Dove calls this an 
“analogue roll-up with a digital interface”. 

The site now hosts real-time webcasts of 
live auctions once a week or so, with web bid- 
ders represented in the real-world auction 
room by a Dove employee with a paddle. This 
is much like the old model of telephone bid- 
ders, with the difference that the remote par- 
ticipants can see the room, examine each item 
and lurk, rather than bid. Because it is soeasy to 
participate, Mr Dove thinks that auctions will turn from being 
events one attends only to buy, into places for analysts to gauge 
market trends, competitors to see what rivals are selling, manufac- 
turers to check the resale price of their equipment. and potential 
sellers to see what they might get for their own unneeded goods. 

Although DoveBid also has eBay-like automatic auctions for 
small lots, it keeps humans in charge for the large ones. A real auc- 
tioneer can generate a rapid-fire excitement that pushes prices up, 
can extract that last bid and can mediate disputes. “When you've 
gota robot umpiring behind the plate in baseball, we'll switch toa 
robot auctioneer,” Mr Dove says. 
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New wealth for old hands 


For all its blue-collar swagger and forklift pride, Dove Brothers was 
always one of the more innovative firms in the business. It was one 
of the first to introduce “sit-down auctions”, with a video screen 
instead of the usual weary procession through a factory from 
machine to machine. But the move from Dove Brothers to Dove- 
Bid has changed it in ways the founders could hardly have imag- 
ined. Forklift operators who have been with the company for de- 
cades have stock options that could make them rich. For an 
old-economy firm in the middle of Silicon Valley, this makes all the 
difference: suddenly its employees can share in the wealth they 
see being created all around them. 

It also allows DoveBid to hire top people in the tightest labour 
market in America. Recruitment is the biggest 
problem for any old-economy firm trying to re- 
invent itself, Not many can copy Dove, offering 
lavish new-economy stock options: they are too 
big already, or in an industry less likely to be 
transformed. “Spin-outs” of dot.com opera- 
tions into separate companies raise control and 
synergy problems. “Tracking stocks” (listing a 
company division as a stand-alone firm) create 
conflicts of interest in management. The lesson 
o. Of DoveBid is that fast, radical transformation 

works best—but how many companies can be 
Doves? 


1,500 
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The Age of All is here. 


As you steg into the new millennium, you'll need it 
all. You'll need financial advisers with 360° vision 
and serious resources, who responc instantly to 
change, cope elegantly with chaos and have a 
proven track record in every corner of the globe 


Any less and you risk it all 


Selected recent awards and poll results:* 


e Most Imeressive Investment Bank for Overal 
Capital Raising in 1999 

e World's No. 1 Investment Bank for Raising Capital 

e Bond House of the Year 

e Euro Bond House of the Year 

e Best Bank for Securitization 


e Advisor of the Year — Asia Pacific 











e Best Bank in Euroland 
e Project Finance House 1999 
Global performance is e Credit Derivatives House of the Year 
e Interest Fate Derivatives House of the Year 


e European Loan House of the Year 


M&A Aavisory of the Decade 
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Euromoney Poll of Polls: 
“A new pecking order emerges...” 
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Let the good times roll 


WASHINGTON, OC 


Emerging economies are enjoying a new boom. Might it lead to another future 


bust? 


HE spring meetings of the International 

Monetary Fund and World Bank are usu- 
ally low-key affairs. Not this year. Thou- 
sands of protesters are gathering in Washing- 
ton, pc, this weekend to demonstrate 
against the Fund and the Bank because, ac- 
cording to the protesters’ website, they “im- 
poverish and oppress the majority of the 
world’s peoples...while enriching them- 
selves and corporations.” Such accusations 
seem particularly absurd right now. Barely 18 
months after Bill Clinton declared that the 
international financial system faced its 
gravest crisis for half a century, most emerg- 
ing economies are enjoying an impressive re- 
bound (see chart 1). 

Asia’s turnaround has been spectacular. 
The region’s emerging economies that were 
hit by the 1997-98 crists grew three times as 
fast in 1999 as most analysts were forecasting 
only a year ago. South Korea’s cpp rose by al- 
Most 11% in 1999: its output is now above pre- 
crisis levels. Malaysia, too, is doing well, with 
almost 6% cpr growth in 1999. By the end of 
2000 it and Thailand will have clawed back 
the output lost by the crisis. Indonesia has 
lagged, but even there cpr was growing at an 
annual rate of 6% in the fourth quarter of 
1999. 

Latin America is also looking much perk- 
ier. Mexico is the region’s star performer, 
helped by the booming American economy 
{over 80% of Mexico's exports go to the Un- 
ited States) and higher oil prices. Mexico's 
economy grew by 3.7% last year; last month, 
Moody’s, a credit-rating agency, upgraded 
Mexican government debt to investment- 
grade status for the first time. Brazil has also 
recovered more quickly than expected from 
its 1999 currency crisis. The imF reckons that 
Brazil’s economy is likely to grow by 4% this 
year. Latin countries that rely heavily on 
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commodity exports, such as Chile, could see 
growth of 6% or more as commodity prices 
strengthen. Even Argentina is returning to 
healthy growth. 

Europe's emerging economies are also 
doing well, as growth in Westem Europe 
strengthens and the loss of confidence fol- 
lowing Russia’s collapse fades. On average, 
Central and Eastern European countries 
could see their growth rates double. Poland 
and Hungary are expected to grow by 
around 5% again this year. After a severe re- 
cession in 1999, Turkey is likely to rebound as 
exports recover and rebuilding after last 
year’s earthquakes boosts growth. Even Rus- 
sia is in better shape, largely thanks to higher 
oil prices. 

There are exceptions to this rosy picture. 
Ecuador, for instance, has yet toemerge from 
its worst economic crisis since the 1930. But 
it is hard to find an emerging economy 
whose situation is now getting worse; and in 
most cases, as our latest consensus forecasts 
(see page 118) show, the recovery is proving 
stronger than expected. 
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It is also prompting a renewed rise in 
portfolio capital flows to emerging markets, 
Equity prices have rallied strongly. The 1rc/ 
Standard & Poor's emerging-market invest- 
able index rose by more than 60% in 1999. 
Bond markets have also strengthened. The 
Institute of International Finance (nF), a 
bankers’ think-tank, expects net private 
flows to the main emerging economies to hit 
almost $200 billion this year, up from $150 
billion in 1999 (see chart 2 on next page). That 
is still short of the $330 billion that emerging 
economies saw in the boom of 1996; but itisa 
striking turnaround, given that ten of the 27 
countries accounting for more than 90% of 
all private capital inflows suffered deep fi- 
nancial crises between 1997 and 1999. 


Erecting defences 

The big question hanging over all this good 
news is simple: will boom, once again, be fol- 
lowed by bust? The answer lies in three other 
questions. Have emerging economies learnt 
the right lessons from their troubles, and 
shored up their economic defences? Have in- 
vestors similarly learnt the right lessons? 
And have reforms tothe international finan- 
cial system done enough to make it safer? 

A lot of the credit for the turnaround in 
emerging economies is external, Rising com- 
modity prices and strong demand for ex- 
ports, particularly from America, have fu- 
elled their recovery. Americans’ insatiable 
demand for Asian electronics, for instance, 
was a huge boost to Malaysia, South Korea 
and Taiwan. Central Europe’s economies are 
similarly getting a boost from faster growth 
in Western Europe. 

But even more credit is due to emerging- 
market governments. Most reacted to their 
1997-99 problems with prudence rather than 
populism. From Brasilia to Bangkok, the 
thetoric has been all about macroeconomic 
discipline, restructuring and reform. And 
much of that reformist impulse has been di- 
rected towards the two big weaknesses that 
undermined the emerging economies. 

The first was the widespread use of 
pegged but adjustable exchange rates. Too 
many currencies were fixed at rates that 
proved unsustainable. The second was 
emerging economies’ feeble financial sys- 
tems. Too often banks and companies were 
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ble to borrow copiously and carelessly, 
aying little attention to mismatches in the 
drrency composition or maturity structure 
F their balance sheets. Cronyism and weak 
dpervision made matters worse. No gov- 
rnment put enough emphasis on tracking 
s country’s aggregate borrowings, or on en- 
uring that there was enough liquidity to 
tå sudden investor panic. 
exchange rates, several emerging 
conomies in Asia that had quasi-pegged re- 
imes—Thailand, South Korea and Indone- 
ia, for instance—now have (officially) float- 
ng ‘currencies. In Latin America, Brazil, 
‘hile; Colombia, Peru and Mexico all have 
ioating currencies. A few countries have 
noved to the other extreme, Argentina has 
ts currency board; Ecuador is dollarising 
ind a few countries in Central America are 
lebating following suit. In Europe, Poland 
loated its currency, the zloty, on April 12th, 
vhile Estonia and Lithuania have currency 
yoards. A few countries cling to the middle 
‘round. China, for instance, has an almost 
ixed exchange rate, with capital controls. 
jut the big shift in the past two years has 
yeen towards floating. 

~ Sofar,ithas been remarkably successful. 
Despite asteep fall in their currencies, Asian 
countries did not suffer the large jump in 
onsumer prices that many economists had 
eared. More surprisingly, given its history of 
ugh and pernicious inflation, nor did Brazil. 
Zonsumer prices rose by less than 9% in 
999. Nor have floating exchange rates 
neant unsettling currency volatility. 

That may be because there is less to the 
loating than meets the eye. Most govern- 
nents have actively intervened to keep ex- 
‘hange rates stable. In Asia, large current-ac- 
‘ount surpluses and renewed capital 
nflows would normally have caused float- 
ng currencies to appreciate. But, although 
here has been some appreciation, central 
sanks have dramatically increased their re- 
ierves rather than allow exchange rates to 
‘ise sharply. South Korea has increased its 
evel of foreign-exchange reserves nearly 
enfold, from $9 billion at the end of 1997 to 
$83 billion at the end of March 2000. 

The desire to rebuild reserves makes 
some sense. Higher reserves should help to 
nsure that emerging economies have suffi- 
tient liquidity to cope with future crises. 
some policymakers now suggest that emerg- 
ng economies should hold reserves to cover 
inentire year’s worth of maturing liabilities. 
3ut there is a downside. Unless the reserve 
auild-up is “sterilised” by selling bonds, the 
‘esulting increase in the money supply will 
‘aise inflationary pressures. And the illusion 
of exchange-rate stability could also rekindle 
a sense of unwarranted security among in- 
vestors, fuelling new, reckless borrowing. For 
joating exchange rates to provide more 
safety than fixed ones, countries must allow 
‘heir currencies to move more. 

In Latin America, too, floating has been 
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far from free. In 1999, when markets were 


_ nervous about the region’s prospects, inter- 


est rates were used to influence exchange 
rates, Latin governments were determined to 
maintain macroeconomic stability, and cur- 
rency fluctuations might have made it 
harder for them to reach their inflation tar- 
gets. Many of these economies also have 
large amounts of liabilities denominated in 
dollars. As the chaos in Ecuador shows, large 
drops in the currency when loans are dollar- 
denominated is a recipe for disaster. 

That so few emerging economies let their 
exchange rates really float has led some 
economists to question the benefits of float- 
ing. Ricardo Hausmann, chief economist at 
the InterAmerican Development Bank, reck- 
ons that countries pay a high price (in higher 
interest rates) and gain little flexibility from 
floating. The real problem, he reckons, is that 
emerging economies cannot borrow inter- 
nationally in their own currencies, thus 
making effective hedging impossible. Nei- 
ther floating nor fixed exchange rates solve 
this, which is why he advocates full dollari- 
sation. Both Mr Hausmann’s critique and his 
solution may be extreme. But until they have 
been tested in more turbulent times, floating 
rates cannot be declared an outright success. 

There has been remarkably little interest 
among emerging economies in capital con- 
trols. Malaysia was the only country to intro- 
duce capital-ouflow controls, and these are 
being gradually lifted. More surprisingly, al- 
though there has been much talk about the 
wisdom of discouraging short-term capital 
inflows, little action has followed yet. Chile, 
the poster-child for taxes on short-term capi- 
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action on controlling capital inflows may be — 
because they have not risen to dangerous 
levels. But it may also be because emerging 
economies are concentrating their efforts on 
strengthening their financial systems. 


Reform and rebuild 


Asia’s emerging economies have had by far 
the biggest mess to clean up. On paper, they 
have made substantial progress, passing 
new. laws and regulations that range from 
more efficient bankruptcy procedures toim- 
proving bank supervisory standards. Gov- 
ernraents have closed down the most insol- 
vent institutions, poured money into 
recapitalising weak banks, and created pub- 
lic asset-management companies to sell”. 
non-performing loans. To promote. cor- 
porate restructuring, bankruptcy proce: ; 
dures havealso been speeded up. 
The star performer is South Korea. The 
country has made a huge effort to strengthen 
and diversify its financial system. Banks 
have been recapitalised and non-perform- 
ing loans sold and restructured. There has 
been a widespread reduction in leverage (net 
lending to the big conglomerates, or chaebol, 
for instance, shrank last year despite the 
economy's phenomenal growth). South Ko- 
rea’snascent bond market is growing fast. 
Yet, for all this progress, there is still a 
long way. to go. Even in South Korea cor- 
porate reform has barely begun, despite the 
much-publicised restructuring of Daewoo, =. 
one of the country’s biggest chaebol. At the 
other extreme, Indonesia has hardly started 
reform. With very high levels of non-per- 
forming loans (60% of all loans), the banking 
system is extremely weak. There has been 
virtually no corporate restructuring. 
In the short term, such slow progress car- 
ries relatively few risks. Economic recovery 
has.occurred despite a contraction in bank 
lending. The fresh influx of cash via bond 
and equity markets will finance some 
growth even if banks remain mired in bad 
debts, But the danger is that rapid economic 
recovery will make for complacency over re-.. 
form. If financial systems stay weak, the re-. 
gion will remain vulnerable. 
Latin America has already reaped the 
benefits of a stronger financial sector. After 
being hit hard by the 1995 “Tequila crisis”) 
Argentina now has one of the safest banking: 
systems among emerging markets, with ` 
widespread foreign ownership and high lev- 
els of liquidity and capital. One reason that 
Brazil weathered its crisis well is that its 
banks were in relatively good shape. The Lat- 
ins are busy strengthening financial systems 
further. Brazil is preparing to privatise nine 
of its16 remaining state banks. Mexico, longa 
laggard in financial reform, is at last putting: 
its banks in order. A recent law allowing ma- 
jority foreign ownership in banks has 
sparked a wave of mergers and acquisitions. 
Latin American countries have also put 
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huge emphasis on fiscal stability and debt 
management. Given its low savings rate, the 
region relies heavily on external finance. But 
from Mexico to Argentina, governments are 
lengthening the maturity structure of their 
debt and avoiding the bunching of pay- 
ments, There have also been fiscal reforms. 
Brazil has made progress on long-promised 
reforms to its pension system. Mexico has in- 
stituted strict rules on the use of oil revenues. 
Brazil, Peru and Argentina have passed “fis- 
cal responsibility laws” placing restrictions 
on budget deficits. 

Yet the work of strengthening emerging 
economies’ defences against new crises is far 
from over. As Morris Goldstein of the Insti- 
tute for International Economics puts it, “We 
are only two years into a five-year process.” 
And itremains all too possible that renewed 
capital inflows might dangerously slow the 
momentum for reform. 


Investors burned? 


If emerging markets have only half finished 
their reforms, what of private investors? 
Some are venturing back into emerging mar- 
kets. This year the ur expects net portfolio 
equity flows to double to $42 billion, more 
than in 1996. It also estimates that emerging 
economies issued $25 billion of new bonds 
in the first quarter of 2000, up from only $57 
billion in the whole of 1999. 

And yet there are signs that investors 
have learnt some lessons. Although they are 
willing to buy emerging-market bonds, they 
are not repeating the mistake of thinking 
that these bonds carry little more risk than 
their first-world equivalents. Three years 
ago, at the height of the emerging-market 
boom, the gap between interest rates on 
emerging-market bonds and safer us Trea- 
sury bonds fell to less than four percentage 
points, Today, the spread is: almost nine 
points (see chart 3 on previous page). 

The question is whether this new inves- 
tor prudence is permanent. Today's caution 
may reflect the painful memories (and costs) 
of Russia’s default in 1998. It may also be be- 
cause several emerging-market governments 
have defaulted on their bonds, or demanded 
restructurings. Ukraine, Pakistan and Roma- 
nia -have all renegotiated. their bond con- 
tracts. Ecuador simply defaulted, These ac- 
tions have not closed down emerging bond 
markets, as many investors said they would, 
But they have added a new dimension of 
risk, reducing the chance of excessive in- 
flows—which is all tothe good. 
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Bank lenders seem even more cautious. 
Net bank loans are still falling, particularly to 
Asia, which previously relied heavily on 
them. But the pace of bank withdrawal has 
slowed. This year the 1F expects net repay- 
ments of around $1 billion. The other big 
change in investor behaviour is the lower 
profile of hedge funds and other highly le- 
veraged institutions in emerging markets. In- 
creased market discipline, greater oversight 
from their creditors and lost bets in other 
markets have combined to clip their wings. 

Add these factors together, and the risk 
of a new excessive rush into emerging mar- 
kets seems small, though investors might 
pour herdlike into some countries: Mexico, 
say, or Poland. But that does not mean that 
emerging economies can take today’s benign 
environment for granted. An external shock, 
such as a sharp fall on Wall Street, could up- 
set confidence. The impact of such a shock 
depends in part on the third area of reform: 
has enough progress been made in strength- 
ening the international financial system? 

Given the amount of time that interna- 
tional bureaucrats have spent talking about 
how to improve the international financial 
architecture, remarkably few changes have 
been made. Some new talking-shops have 
been set up. The G20, a group of emerged and 
emerging economies, now meets regularly to 
jawbone about financial architecture. The 
Financial Stability Forum is another group 
that studies big issues in international finan- 
cial stability, But there have been no new in- 
stitutions or radical shifts in focus. 

Some useful, if modest, progress is being 
made on helping countries to prevent future 
crises: there are international standards on 
everything from statistical transparency to 
monetary policy. Several emerging econo- 
mies have joined a scheme designed to mon- 
itor how well they adhere to these standards. 
The Basle Committee of bank supervisors 
has published new guidelines on how banks 
should manage their liquidity. It is in the 
midst of reviewing the Basle capital ade- 
quacy standards (see page 87). 

Much less progress, however, has been 
made on how to deal with a crisis when it 
happens. That is primarily because funda- 
mental questions about the mr remain un- 
answered, or controversial. Should the Fund 
act as an international lender of last resort, 
lending freely, but only to healthy countries 
in a panic? That is the vision recently pre- 
sented to Congress by the Meltzer Commis- 
sion. Or should mmr assistance be limited, 





and accompanied by tough conditions? The 
answer depends in part on whether it was 
“moral hazard”, where investors lent reck- 
lessly, convinced they would be bailed out, 
that caused the recent crises; or whether the 
problem was unwarranted investor panic. 

So far, the rhetoric of reform has been 
aimed at both. Politicians have said loudly 
that there will be no more big mmr bail-outs. 
There has been alot of talk about “bailingin” 
private-sector creditors. On the other hand, 
the imr now has a new lending facility, 
called the contingency credit line, designed 
to help healthy countries deal with a panic. 
Yet in reality, there have been few changes in 
IMF lending practices. Some rarely-used 
lending windows have been scrapped. At 
their meetings this weekend, the imF’s share- 
holders will discuss changing the price and 
maturity structure of their remaining types 
of loans. One goal is to make the contingency 
credit line more attractive. No country has 
yet applied for it. 

Nor has there been a clear resolution of 
how exactly private creditors should be 
“bailed in” ifa country hits trouble. There is a 
division between those who want clear 
rules, defined in advance, and those who 
prefer a case-by-case approach. Ecuador, 
Pakistan, Ukraine and Romania have set up 
some recent case history. However, these are 
all relatively small countries. There is little 
clarity on what kind of bail-out there might 
be, or how much the private sector would 
have to pay, ifa big country got into severe fi- 
nancial troubles. 

If the main cause of financial crises is 
emerging economies’ own mistakes, then 
matters have improved. Emerging markets 
are trying to reduce their vulnerability, 
though they need to do more. The interna- 
tional system is also better than it was at 
spotting financial weakness. Similarly, there 
are helpful signs that investors are now more 
cautious. The emphasis on “bailing in” priv- 
ate creditors may keep them that way. If 
reckless lending was the prime cause of cri- 
sis, that suggests the international system 
has also become safer, at least for a while. 

The most limited progress of all, how- 
ever, has been on finding new ways of deal- 
ing with financial panics. And since panics 
are bound to recur, that alone is enough to 
suggest that the emerging economies’ boom- 
and-bust cycle has not gone for good. It is 
here that the governors of the international 
financial system should do more work. 
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Thanks to its well-considered expansion and 
diversification strategy, ABX LOGISTICS is one of 
the top 5 logistics providers in Europe today. 
This systematic growth is a hallmark of ABX 
LOGISTICS’ strategy of tirelessly building a reliable 
and efficient partnership to serve our clients, 
brick by brick. The one-stop-shopping concept 
saves you time and effort, and 
therefore money. ABX LOGISTICS 
can offer you the experience and 
professionalism of one of the most 
powerful networks on the market 
for all your road transportation 


requirements in Europe. This extremely reliable 
network guarantees you the greatest possible 
efficiency. For every cross-border shipment you 
can rely on an unrivalled know-how. The special 
Full Loads division will always take care of any 


extremely heavy, fragile, or hazardous cargo. 
ABX LOGISTICS can also offer you a tailor-made 
service for small parcels or the 


transport of palettes. No matter 
what you want to send, ABX 
LOGISTICS will work with you to 
find the best solution. Quickly, 
safely and reliably. 
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Homesick blues 


NEW YORK 





“America’s booming housing market, and the government-sponsored agencies 
that are financing it, may be the source of nasty economic problems ahead 


Hee: prices are notoriously cyclical. So 
it is fair to assume that the boom cur- 
tently being experienced by America’s hous- 
ing market will not last forever. When the 
“market does turn down, it will have the 
usual dampening effect on economic 
growth. In this cycle, however, there may be 
even more to worry about. A re- 
versalin the housing market could 
have serious implications for the 
institutions whose lending has fu- 
elled the boom. These include gov- 
emiment-“sponsored” mortgage 
‘agencies such as Fannie Mae (the 
Federal National Mortgage Associ- 
ation), Freddie Mac (the Federal 
Home Loan Mortgage Corpora- 
tion} and the Federal Home Loan 
bank system, which is mutually 
owned. by thrifts. These institu- 
tions are increasingly important to 
the health of America’s entire fi- 
“nancial system. 

This week a Republican con- 
gressmian, Richard Baker, was fret- 
ting about the growing risk of 
these agencies. He argued that 

“they might eventually land the 
taxpayer with a bill that dwarfs 
the savings-and-loan mess of a de- 

` cade ago. The agencies have been 
increasing their lending at a 20% 
annual rate in the past couple of 
years, as, to rather less attention, 
has the Federal Home Loan sys- 
tem. The federal mortgage agencies already 
have combined debts of $1.4 trillion. On cur- 
rent trends, by 2003 they will be bearing 
some of the risk on half of America’s residen- 
tial mortgages, up from one-third in 1995. 

The financial markets may be allowing 
this to. happen only because they believe, 
with some justification, that if things go 
wrong, the government will come to the res- 
cue. Housing is a political minefield. Even as 
Mr Baker worried about excessive lending, 
Fannie and Freddie were fighting off com- 
plaints that they were lending too little, par- 
ticularly to the poor and toethnic minorities. 

Nonetheless, it is the ballooning balance 
sheets, and the potential liabilities for the 
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taxpayer, that are the most urgent focus of 
attention. Although they started life as fully 
public bodies—Fannie Mae in 1938, Freddie 
Mac in 1970—they have since moved into a 
twilight zone between the public and private 
sectors. Shares in both are listed on the New 
York Stock Exchange. Both say they are genu- 





inely private companies, which do not re- 
ceive a penny from the government. Indeed, 
they are among the 50 most profitable Amer- 
ican companies. 

Yet they also enjoy benefits not available 
to any truly private firm, such as exemption 
from state and local taxes. They face less test- 
ing capital requirements than their private- 
sector rivals, allowing them to load on much 
higher levels of borrowing. Fannie and Fred- 
die have roughly $32 of debt for each dollar 
of capital, compared with $11.50 of debt per 
dollar at large banks. Their implicit govern- 
ment guarantees allow them to borrow 
cheaply. And they have an emergency 
credit-line from the Treasury of $8.5 billion 





































































(so far unused). A third agency, the Govern- 
ment National Mortgage Association; 
known as Ginnie Mae, has an explicit guar- 
antee, but is amuch smaller organisation. 
In 1996, various official reports lookingat 
the case for a complete privatisation of Fan- 
nie and Freddie concluded that its quasi 
public status represented a’ sul wor’ 
around $6 billion a year. Accord 
ports, as much as one-third of the subsid 
not passed on to mortgagees, Instead, it goe 
to shareholders and employees. Recently, 
Fannie’s and Freddie’s return on equity has 
averaged 24%, compared with 15-17% for 
private banks and securities firms. And pay 
is way above public-sector (and indeed most 
private-sector) rates. wo 
At first, the federal mortgage agencies. 
provided useful liquidity, making | 
it easier for people to get a home. 
loan. In the 1970s and 1980$ they. 
led the development of asset- 
backed securities markets, by sell- 
ing bundles of mortgages, some-: 
thing none of America’s. then 
small mortgage banks could have 
dreamed of doing. Now, though, 
the financial markets are large and. 
sophisticated enough to-do with- 
outafederalhelpinghand. = o 
So Fannie and Freddie may be 
doing more harm than good, They 
make mortgages slightly cheaper,» 
while mostly stifling truly private: 
competition (though currently- 
they are making it easier for 
start-up Internet lenders to takeon 
the established banks, prompting . 
the banks to lobby harder against. 
them). And they are expanding. 
their range of activities. They are 
moving into “sub-prime” lending 
to less creditworthy borrowers. 
Some of the firms in that market 
reckon that the agencies’ recent 
crusade against “predatory lend-. 
ing” in these markets is merely a- figleaf to 
cover up their own predatory swoop. 
A recent study* by the American Enter- 
prise Institute says that Fannie and Freddie. 
are on course to “nationalise” the residential- 
mortgage market. Bert Ely, a co-author, reck- 
ons that their profit goals may lead them to 
expand into “jumbo” mortgages, above their 
current lending ceiling for individual mort- 
gage loans, and even into commercial mort- 
gages and small-business loans. 
There are further reasons to worry. Fan- 
nie-and Freddie's debt and securities are ex- 





**Nationalising Mortgage Risk. The Growth of Fannie Mae. 
and Freddie Mac”. By Peter Wallison and Bert Ely, Ar, 2000 -57 
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empt from regulations that 
limit banks’ exposure to the 
securities of any single priv- 
ate company. Currently, 
bank-held federal-agency 
securities and debt amount 
to one-third of total bank 
capital—a highly concen- 
trated risk. 

Fannie and Freddie 
may have fuelled an un- 
sustainable credit bubble. 
The expansion of their bal- 
ance sheets in the past two 
years represents massive 
credit-creation. Doug Noland of David Tice, 
a fund-management firm, reckons that their 
purchases of mortgage-backed securities 
during the financial crisis in autumn 1998 
bailed out many troubled financial firms. 
Their continued expansion since then has 
pumped liquidity into the system when the 
Federal Reserve was trying to reduce it. 

Precisely what their role has been is hard 
to measure, not least because they have been 
big participants in the less transparent cor- 
ners of the derivatives markets. Nobody sug- 
gests the agencies are in any immediate dan- 
ger. Fannie points out that defaults total only 
three cents for every $100 it lends. But, since 
they expanded so fast, the quality of their 
risk management has not been tested by a 
market downtum. Ominously, during the 
last housing bust in the 1980s, Fannie became 
technically insolvent, though regulators al- 
lowed it to “grow out of its difficulties”. 

The markets may be waking up to the 
risks. Ironically, the tuming-point came ear- 
lier this year, when it was suggested that, as 
the supply of Treasury bonds dwindles 
thanks to the federal government's surplus, 
mortgage-agency debt could replace them as 
the benchmark used for pricing other fixed- 
income securities. The Treasury expects 
agency debt-issuance to exceed its own new 
issues by 2003. But Treasuries are guaranteed 
by the federal government, whereas Fannie’s 
and Freddie's debt is not, at least in theory. 
This was made clear last month in congress- 
ional testimony by Gary Gensler, a senior 
Treasury official, which prompted a sharp 
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sell-off in Fannie’s and 
Freddie’s debt. The markets 
À were reassured when Mr 
| Genslers remarks were 
“clarified” as reaffirming 
the Treasury’s historic posi- 
| tion, which they clearly see 
300, asan implicit guarantee. 
Proposals for reform 
fall into two broad camps. 
10) One is to try to rein in the 
agencies, by keeping them 
0| to their narrow lending re- 
mit and imposing tougher 
capital requirements. The 
other, cleaner, approach would be to priva- 
tise them, so that the markets are left in no 
doubt that their debt carries no government 
guarantee, implicit or explicit. There is an en- 
couraging precedent: in 1997 Sallie Mae, the 
student loans agency, was privatised by 
separating its government-guaranteed loans 
and debts from its future, non-guaranteed, 
activities. Expect Fannie and Freddie to pull 
all their influential political strings to stop it 
happening to them. 
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Public-sector banks 


To court 


FRANKFURT 


HE courtroom itis, then. When the Euro- 

pean Commission ruled last year that 
one of Germany’s 12 state-backed Landes- 
banks should repay illegal government aid, 
few expected a smooth outcome. The subse- 
quent wrangling between Brussels and Ber- 
lin has certainly been anything but smooth. 
This week, the commission lost patience 
with the German government's excuses for 
not reclaiming the money, and referred the 
case to the European Court of Justice. 

The bank at the centre of the row, West- 
deutsche Landesbank (Wests), is the largest 
of several public-sector banks that received 
capital from local governments at well be- 
low market rates in the early 1990s. Last July, 
a full five years after Germany’s private-sec- 
tor banks had first complained, 
thecommission told Wests thatit 
had to give back to the govern- 
ment of North Rhine-Westphalia 
pM16 billion (800m), plus 
DM600m in interest. This repre- 
sented the amount the bank was 
calculated to have gained from the 
government's transfer to it of 
property it owned, giving it capital 
on the cheap. 

Mario Monti, the European 
Union’s competition commis- 
sioner, last year rejected one re- 
imbursement plan put forward by 
Berlin. More recently he rejected a 
second plan, deemed little better 


than the first. Under this plan, Wests would 
repay the capital with interest, while the 
state simultaneously reinvested the same 
amount back in the bank through a “silent 
partnership reserve”, a quirky equity instru- 
ment common in Germany but frowned on 
by international regulators; the bank would 
then start to pay interest at a market rate. It 
did not take Mr Monti long to rule this out as 
nothing like a proper repayment. He is 
clearly inno mood for games. 

Wests has, once again, come out fight- 
ing. Turning the original complaint on its 
head, it has accused the commission of dis- 
crimination. It claims that the latest German 
solution “conforms with market practice”, 
pointing out, cunningly, that Germany's 
private-sector banks are heavy users of silent 
partnerships. It also insists that the kind of 
repayment Mr Monti wants would punish it 
unfairly. To reimburse the state in cash, it 
would have to dip into reserves that, once re- 
leased, would be subject to tax. This could 
cost it an extra pm2.5 billion on top of the 
DM2.2 billion owed. Worse, it would have to 
pay this before a German appeal against the 
commission’s ruling had been heard. 

What now? Both sides say they will keep 
talking, but the battle looks far from over. 
Germany's powerful Lander (states), which 
hold direct stakes in many of the Landes- 
banks, are reluctant to compromise. They 
fear that Brussels is out to destroy Germany's 
social-market economy and that it may add 
public broadcasters and Sparkassen (sav- 
ings banks) toits list of targets if it wins. They 
have even threatened to block reforms of eu 
institutions. The German chancellor, Ger- 
hard Schroder, has also waded in, suggesting 
the commission changes (ie, relaxes) its state- 
aid rules. 

The Landesbanks have much to fear 
from a commission victory. Six others owing 
pM114 billion are due to come under the 
spotlight next. Their real worry, though, is 
that Mr Monti will turn his attention to the 
unlimited state guarantees that give them a 
top-notch credit rating, allowing them to 
raise funds at cheaper rates than private-sec- 
tor rivals. The state guarantees seem increas- 
ingly unjustified, as the Landesbanks be- 





Super Mario points the way to court 
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have more and more like commercial banks, 
involving themselves in activities such as in- 
westment banking and lending to emerging 
markets. Credit-rating agencies are starting 
to doubt the guarantees’ durability: in a re- 
went report, Standard & Poor’s cut its outlook 
‘for several Landesbanks to negative. Given 
‘their paltry returns, the Landesbanks’ fi- 
mancing costs would spiral if they lost the 
guarantees; several would see their debt 
marked down to junk status. 

Judging by recent behind-the-scenes ac- 
tivity, the Landesbanks think size may be 
their best defence. Wests is said to be con- 
sidering a merger, with the smaller Nord- 
deutsche Landesbank. It is also keen to take 
over Helaba, a Landesbank based in Frank- 
furt, which has been holding on-off talks 
with its peers in Bavaria and Baden-Wurt- 
temberg about creating a southern German 
super-Landesbank. This week, Bankgesell- 
schaft Berlin, a hybrid that controls Berlin's 
Landesbank but is publicly listed, said that it 
too was interested in taking other Landes- 
banks under its wing, should Brussels turn 
up the heat. The number of Landesbanks 
could fall to “no more than four within a few 
years”, according to the boss of one of them. 
That might give Mr Monti another reason to 
pry—this time as a trustbuster. 


Productivity growth 


Europe flops 


NEW economy? Notin Europe. Ignore all 
the blather about the Internet revolu- 
tion. Look at the figures instead. Productivity 
growth in the euro area last year was a miser- 
able 0.6%—its slowest since 1975. If sustained, 
this slump would be disastrous for econ- 
omic growth, in a continent already saddled 
with high unemployment. 

Until recently, the euro area was notch- 
ing up some impressive productivity gains. 
Indeed, it has outpaced America for most of 
the past 25 years. From 1973 to 1995, pro- 
ductivity growth averaged 1.6-1.7% in France 
and Germany, compared with a mere 0.4% 
in America. But America overtook the euro 
area in 1995. And over the past two years, 
America’s productivity growth has bounded 
ahead, while the euro area’s has taken a dive. 

This downturn is partly cyclical. Al- 
though cpr growth has recently picked up 
in the euro area, it has been disappointingly 
low for most of the past two years. When the 
economy slows, productivity growth usu- 
ally falls too, because firms are reluctant to 
fire workers and mothball factories. That is 
especially true in continental Europe, where 








VEN before this month’s stockmarket 
gyrations, especially in technology 
shares, some of the contributors to our 
portfolio poll were developing cold feet 
about share prices. Credit Suisse, for exam- 
-ple,now has only 35% of its model portfolio 
| in equities. Daiwa has also cut its holdings, 
from 70% last October to 50% now. 
Opinions are divided over which 
“stockmarkets are attractive. Julius Baer, one 
‘of the most bullish on shares, is also most 
enthusiastic about American markets. 
Daiwa, in contrast, favours switching into 
Germany, France and Japan. Others are 
warier of the Japanese market, which has 
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companies are often constrained by rigid: 
employment-protection laws. 
But there is more to the recent decline 
than sluggish demand. Productivity growth; 
which tends to track cpr growth quite: 
closely, has fallen unusually far of late (see: 
chart). One reason for this may be that the: 
rate of technological progress has. slowed. in 
that case, prospects for long-term economic 
growth, which is the sum of productivity 
growth, employment growth and the in- 
crease in the capital stock, would be grim. 
But do not despair. A more likely ex- 
planation is that the economyis adjusting to. 
some much-needed labour-market reforms. 
That, at any rate, is the view o” Robert Prior- 
Wandesforde, an economist at Hs8c, a Brit- 





Our quarterly portfolio poll 


soared in local-currency terms, and looks 
even pricier in dollar terms because of the 
yen’s strength. Britain, which often follows 
America, has fallen out of favour: none of 
our sample thinks it advisable to increase 
equity holdings there. 

But our managers are not generally 
switching into cash, as they did in the pre- 
vious quarter. Perhaps that is because 
bond markets usually do well when stock- 
markets fall sharply. Whatever their mo- 
tives, our managers believe that bonds are 
more attractive, although yields have fallen 
in recent weeks. Or at least some do, Much 
of the increase is accounted for by Daiwa, 


which, rather oddly—given that it is also 
bullish on Japanese equities—has. in- 
creased its recommended exposure to yen- 
denominated bonds, despite their low 
yields. he 

None of our managers, with the excep- 
tion of Standard Life, reckons that inves- 
tors should increase their expesure to dol- 
lar bonds, perhaps because yields have 
fallen so much in recent weeks. or perhaps 
because of fears about the greenback. 
Euro-area bonds have slid even more out’) 
of favour. Although Robeco and Credit: 
Suisse are increasing their holdings, Daiwa 
has cut its proposed’ weighting by more | 
than half. So while our managers seem. 
braced for a dollar slide, they do not seem 
toexpect the euro to bounce yer. 
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need not slow down even in the short term, 
because such reforms may boost employ- 
ment growth. 

Many European countries, notably the 
Netherlands, France and Spain, have com- 
bined labour-market reforms with wage re- 
straint in recent years. This has encouraged 
firms to employ more young, part-time and 
unskilled workers, whom previously they 
could not afford to hire. Just look at the euro 
area’s unemployment rate. In previous re- 
coveries, it scarcely dipped. Yet, despite 
patchy economic growth over the past two 
years, it has fallen from 11.2% to 9.5%. 

Weak productivity growth may in fact 
be just the flip side of this job-creating econ- 
omic growth. Employing more, but less pro- 
ductive, workers lowers the average skill 
level of the labour force. So firms have to use 
more resources to achieve a given rise in out- 
put, and productivity growth falls. Strikingly, 
despite low cpr growth, productivity 
growth has been better in Germany and It- 
aly, which have done little to deregulate la- 
bour markets, than in France and Spain. 

The deterioration of Europe's productiv- 
ity growth is probably not as bad as it seems. 
Buteu leaders cannot afford to relax. Even al- 
lowing for its reforms, Europe’s productivity 
performance is bad compared with Amer- 
ica’s. And a demographic timebomb is tick- 
ing. As Europe's baby-boorn generation re- 
tires, the population of working age will fall 
faster than in America, where it is still being 
replenished by immigration. Unless Euro- 
pean governments get more people into 
work by pressing on with labour-market re- 
forms, employment growth will soon grind 
to a halt, dragging Gor growth down. To 
stave off stagnation, Europeans would then 
be reduced to praying for the miracles of the 
new economy. 





BCCI 


Dead and 
buried 


NEW YORK 


EMEMBER scc? Maybe you should, 

and not only if you were one of the un- 
fortunates who lost money when the Bank 
of Credit and Commerce International col- 
lapsed in 1991. Nearly a decade after its de- 
mise, its epitaph has finally been written, by 
an American court. This should, by now, be 
no more than a nasty historical footnote: 
BCCI was involved in smelly businesses such 
as tax evasion, narcotics trafficking and 
money laundering. But it makes more dis- 
quieting reading, Little has been done to rem- 
edy the supervisory and regulatory failings 
that allowed such a disaster to happen. So 
one could happen again. 
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-ish bank. If he is right, economic growth. 


















Certainly Harry Albright, the trustee in 
charge of liquidating First American, Bccr’s 
American subsidiary, is in no doubt on that 
score. “BECI was born of a combination of 
international competition by laxity of regu- 
lation and banking secrecy laws,” he wrote. 
“Both remain rampant.” Mr Albright’s 
gloomy conclusion is buried in his final re- 
port, which was quietly filed at the end of 
last year with the District Court in Washing- 
ton, oc, where it has been gathering dust un- 
noticed. 

That is a shame. The topic of money- 
laundering will not go away. Bank of New 
York, the epitome of a restrained American 
company, is enmeshed m a scandal to do 
with dirty Russian money. And this week 
nearly 300 bankers packed a conference 
about money-laundering, arranged in New 
York by kema, an accounting firm. Attend- 
ees were told that five pieces of related legis- 
lation are circulating through Congress. 

Real action, however, is another thing al- 
together. The most recent significant bill, 
which requires banks to report suspicious 
activity, was approved in 1994. It remains 
hard for regulators to prepare money-laun- 
dering cases for criminal prosecution. And, 
as Mr Albright himself is all too aware, 
harder still to bring them to a speedy and 
successful conclusion. When he finally 
stepped down from his role as the trustee for 
First American, at the beginning of this year, 
he had spenteight years ona task that he had 
expected to take 18 months. A successor has 
taken over, to continue litigation in Luxem- 
bourg against Price Waterhouse (now Price- 
waterhouseCoopers), Bcc1’s and First Amer- 
ican’s former auditors. No end is in sight. 

Compared with initial expectations, Mr 
Albright’s experience with First American 
was a smashing success. His orderly liquida- 
tion produced a surplus of $540m, instead of 
the $300m deficit expected when he started. 
Most of the surplus was remitted to overseas 
depositors, who by May should have re- 
ceived back 60% of their deposits, and may 
get more in future. Though still a huge loss, 
especially given the long delay, that is far bet- 
ter than early estimates, which ranged from 


zero tO 10%. 

When Mr Albright began his trustee- 
ship, the economy was in the throes of a re- 
cession that had eroded the value of First 
American's large portfolio of property loans. 
But, in fact, finding buyers for its banking op- 
erations turned out to be the easy part. Key 
Bank acquired the branches in New York, 
and First Union those surrounding Washing- 
ton, nc. It was a done deal within a year. 

The real difficulties lay, on the one hand, 
inside the bank, and on the other, in the 
shortcomings of international regulation. A 
management team appointed by the old 
BCCI regime sought to continue running First 
American. They enjoyed the financial back- 
ing of accr’s old owners, Abu Dhabi’s royal 
family, and had every expectation of receiv- 
ing huge pay packages for their labours. But, 
thanks to the backing of the District Court 
overseeing the liquidation, Mr Albright was 
able to scrap those contracts and bring in a 
new management team. 

Greater difficulties emerged when ac- 
tions occurred beyond the court's jurisdic- 
tion. Abu Dhabi claimed a large share of the 
$540m in proceeds from the sale of First 
American’s operations. Challenging that 
claim required an understanding of the 
complicated financial structure of both 
banks, which insiders were in no mood to 
share. In his report Mr Albright is scathing 
about their efforts to withhold information. 

But his sharpest criticisms were aimed at 
the bank’s accountants, for failing to provide 
a true picture of all sccr’s affiliates. “By ful- 
filling its professional responsibilities as au- 
ditors,” Mr Albright wrote, Price Waterhouse 
“could have avoided the worldwide collapse 
of scc and the ultimate demise of First 
American.” 


Broken reeds 


International regulators proved almost as 
disappointing. The Bank of England first re- 
sponded to numerous requests for docu- 
ments and information by providing what it 
called “anil return”. Citing secrecy concerns, 
it never turned over the results. of its own in- 
vestigation of acct to the New York District 
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Secret no more 


THAS been a bad week for bank secrets. 
On April 9th European finance minis- 
ters welcomed proposals by Britain’s Gor- 
don Brown that countries should ex- 
change information on bank accounts 
rather than impose an ru-wide withhold- 
ing tax on savings interest. Three days later 
the orcn issued a report, backed by all 29 
members, calling on banks to 
give other countries’ tax au- 
thorities access to accounts in 
pursuit of specific tax-eva- 
sion inquiries. 
| Yet reports of the demise 
of bank secrecy are greatly ex- 
aggerated. Both proposals are 
just that: proposals. The oecD 
| has no sanction over mem- 
bers. Mr Brown’s plan, which 
would avoid the damage that 
a withholding tax might do to 
London's eurobond market, 
is fiercely opposed by Luxem- 
bourg and Austria. Luxem- 
bourg makes a good living on the savings 
of other £u nationals. Austria has a long 
history of anonymous accounts. 
Austria has agreed to phase out its 
Sparbuch accounts, but it wants to keep 
~— other bits of bank secrecy, as does Ger- 
- many. In February the orcp threatened to 
‘suspend Austria from its anti-money- 
laundering task-force because of the 
“anonymous accounts. Already a pariah 
because the far-right Freedom Party is in 
the governing coalition, Austria decided it 
did not want to be the first country to en- 
‘joy that particular distinction. 
| As well as getting rid of anonymous 
accounts, the orc is recommending that 
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beneficial owners of money they hold, 
and that countries should require their 
banks to help other countries’ tax authori- 
ties. The orco is also planning a “dia- 
logue” with those countries that do not 
provide such information because they 
do not recognise tax crime~ie, the tax ha- 
vens that the orco has been 
seeking toclean up for years. 

But even the oEcD ad- 
mits that, whatever Mr 
Brown might wish, this is 
not the end of banking se- 
crecy. Tax authorities will 
not be allowed to go “fish- 
ing” for information. The 
OECD proposals, while re- 
flecting the same concerns 
about cross-border tax eva- 
sion that the eu has ex- 
pressed, do not include the 
automatic exchange of in- 
formation. 

Britain’s Treasury, which thinks that 
“banking secrecy has no place in the mod- 
ern world”, believes that the information 
required would be cheap and easy for 
banks to collect. But Britain’s bankers are 
not so sure. Clifford Dammers, secretary- 
general of the International Primary Mar- 
ket Association, which represents bond- 
dealers, says that what the Treasury wants 
sounds easier toget than what the taxman 
would in practice demand. But however 
easy or hard it is to collect information, 
many bankers fear that rich clients will go 
elsewhere if too much is shared. Perhaps | 
they are customers Mr Brown does not | 
want. | 


banks should find out the identity of the 
| 











Attorney, who was leading the prosecution. 
Equally bad, in 1990, just as cci was falling 
apart, the Bank allowed important informa- 
tion to be shipped from London to Abu 
Dhabi, where it was long out of reach to 
American investigators. As well as com- 
plicating settlement claims, that may also 
‘have played an important role in limiting the 
evidence available for prosecutions. 

This sorry saga shows how much still 
needs to be done to improve international 
co-operation. The oEcp’s latest moves on 
banking-secrecy standards (see box), de- 
signed to curb tax evasion, may help a little. 
So. will its financial action task-force on 
money laundering, which intends by June to 
list on a website those countries it sees as es- 
pecially unco-operative. The hope is that 
-such-exposure will provide a cure. In the 
‘meantime, no doubt, it will also provide a 
good map for acertain kind of investor. 
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Financial regulation 


Basle bust 


OR two years now, committees of politi- 

cians and regulators have been looking 
into what went wrong in the financial crises 
of 1997-98, and working out how topreventa 
recurrence. It had been hoped that they 
might by now be near a consensus. No such 
luck. In two key committees, 
serious disagreements per- 
sist on fundamental issues: 
how to calculate how much 
capital banks need, and 
whether hedge funds 
should be regulated. 

The Basle Committee of 
international bank regula- 
tors has long been trying to 
put right the perverse incen- 























































tives that flow from current rules-about: 
banks’ capital requirements. The commit- 
tee’s efforts were speeded up by the crises. 
The period allowed for comments on their 
draft proposals has justexpired. 

The trouble with the present Basle Ac- 
cord is that it rewards risky lending, because 
it recuires banks to put aside the same. 
amount of capital against loans to shaky 
borrowers as against those to more robust: 
credits. So last year, the committee proposed 
two changes. The first was to tie capital to: 
credit ratings by agencies such as Moody's 
and Standard & Poor's. Everybody, includ- 
ing the agencies, thought this a dreadful idea, : 
partly because it was marred by a messy 
compromise. More companies in America. 
than elsewhere are rated. If rated companies 
were given favourable capital treatment 
American banks would enjoy an advantage. 
The compromise was to force banks to put 
up the same capital for unrated or lowly 
rated borrowers as to.all but the most credit- 
worthy. So much for risk-based capital. 

The alternative idea was touse banks’ im- 
ternal credit-ratings as the basis for how 
much capital they should set aside. Daniele 
Nouy,secretary-general of the Basle commit- 
tee, is optimistic that the sub-committees 
beavering away on internal ratings will be 
able to present a coherent approach to the. 
overall committee in July. That means sure: 
mounting such big hurdles as the need for: 
consistency, and the difficulties of compar 
ing d:fferent banks’ ratings. 

Using internal ratings means that some 
countries might rely unduly on two other 
trammels: (besides. capital requirements) 
that the Basle committee has proposed to 
keep banks'on the straight and narrow: su- 
pervision and market discipline, For coun: 
tries with sophisticated supervisorsand cap- 
ital -markets, this is straightforward. But in 
countries such as Germany, with. frag- 
mented banking systems; a lack of sophisti- 
cated capital markets, and leaden regulators, 
itis more of a problem. Nor is itclear how in- 
ternal ratings ‘can ‘be compared between 
countries with different bankruptcy and ac- 
courting regimes. And, for all the efforts to 
find: common. ground, that is: something: 
countries are unlikely to agree to change. 

Also in time for the spring meetings of 
the mr and the World Bank. the Financia 
Stability Forum (rsr), set up last year, has 
produced three reports, on capital ae off- 
shore financial centres and “highly | ever- 
aged institutions” (mostly 
hedge funds). Most interest- 
ing is the third, from a com- 
mittee chaired by Howard 
Davies, boss of Britain’s Fi- 
nancial Services Authority: 
After the Asian crash, some 
governments accused för- 
eign investors, especially 
hedge funds, of ganging up ` 
on them, turning problems 
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FINANCE AND ECONOMICS | 
the Russian default in 1998, had little idea of 


into crises. Their support for open markets, 
never strong, wavered. As Mr Davies says: “If 
you cannot give open economies some kind 
of assurance that they will not be subject to 
speculative attack, then they will close up.” 

The report found that hedge funds and 
other leveraged institutions did play a desta- 
bilising role in some smaller economies dur- 
ing the Asian crisis, although it stops short of 
saying that they colluded with each other. 
The French and Germans thought that the 
best way to rein hedge funds in was to regu- 
late them. America and Britain were against 
this: hedge funds could simply move to an 
offshore financial centre, and bringing them 
under the regulatory umbrella could mis- 
lead investors into thinking they had a regu- 
latory stamp of approval. 

Asa sop to the Germans and the French, 
the committee held out the prospect of regu- 
lation if things did not improve. It is also in 
favour of moves in the American Congress 
to require the biggest hedge funds to disclose 
more about their positions. Greater transpa- 
rency,it thought, particularly from lenders to 
hedge funds, would go a long way to solving 
the problems. The banks that lent to Long- 
Term Capital Management, a highly lever- 
aged hedge fund that nearly went bust after 
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what it was up to. In the quest for higher re- 
turns, their lending practices slipped badly. 
Supervisors will be keeping a beadier eye on 
such lending in future—even if they cannot 
decide how tocurbit. 

aid = 





Japanese monetary policy 


Debt trap 


TOKYO 


S JAPAN about to raise interest rates? 
Strong words this week from Masaru 
Hayami, governor of the Bank of Japan, the 
central bank, suggest that a rise may be im- 
minent. More likely, he will take it a little 
more gingerly. Japan may be over the worst 
of its recession and financial crisis. But econ- 
omic recovery will bring its own headaches. 
The reason for all the talk is anew note of 
optimism in the Bank's monthly economic 
report. After months of gloomy prognosis, 
the Bank has at last spotted signs of sustain- 
able growth in Japan, thanks to stronger 
business investment. Recently, the Bank has 
hinted that rising business investment 





Fleming bonds 


S A banker in Singapore two decades 
ago, Roddie Fleming affected the 
mannerisms of an upper-class twit. To un- 
kind souls who thought that this might 
have come naturally, Mr Fleming has 
found the perfect riposte. Having risen to 
become chairman of the family’s invest- 
ment bank, Robert Fleming, on April 10th 
he sold it to Chase Manhattan for a 
princely £4.9 billion ($7.8 billion)—almost 
twice the original estimate of 
the bank’s value, and far 
more than the £3.5 billion 
that Commerzbank had of- 
fered for Flemings last year. 

The deal may be his best 
ever, but also his last. He will 
leave after the takeover. And 
with the sale of Robert Flem- 
ing, the number of indepen- 
dent British investment 
banks has dwindled to al- 
most nothing. 

Like Schroders, which 
was bought by Citigroup last 
January, Flemings had felt 
the chill wind of globalisation buffeting its 
franchise. Better to be part of a foreign 
group than to see clients ebbing away to 
the big American investment banks. Signs 
that it was readying itself for sale came 16 
months ago, when it managed to get Jar- 
dine Matheson, a trading firm, to agree to 
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Roddie’s class act 





its taking sole control of the two firms’ 
Asian joint venture. Jardine Fleming. Un- 
like Schroders, which kept its asset-man- 
agement business, Fleming is selling out 
entirely, netting the family, which owns 
30% of its shares, some £1.5 billion. 

But what is in it for Chase? Its preten- 
sions in investment banking are an open 
secret. It is strong in debt markets, and rea- 
sonably so in mergers and acquisitions, 
but its equities business is 
weak, and its presence in Eu- 
rope and Asia weaker still. It 
has been rebuffed by just 
about every big investment 
bank an Wall Street it has ap- 
proached about a possible 
merger. 

Asaresultit has resorted 
to smaller purchases. Last 
year it bought Hambrecht & 
Quist, an investment bank 
that specialises in high-tech 
deals. Now it is buying Flem- 
ings, which will give itan en- 
trée into Asia, and a good 
fund-management operation. This is not, 
Chase executives concede, the big deal 
they are seeking in their drive to becomea 
global investment bank. But, like Ham- 
brecht & Quist, this is a bank with a good 
name in an appealing market. Which 
helps explain why itcostso much. 
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would be the acid test for abandoning its 
“zero interest-rate policy”, under which it 
has kept short-term interest rates as close to 
zero as possible by flooding Japan’s short- 
term lending markets with money. Mr 
Hayami seemed to leave even less room for 
doubt, saying that he wanted to raise rates 
“at the earliest possible time”. 

Two factors are likely to delay that mo- 
ment. First, there are worries that higher in- 
terest rates would lead to a stronger yen and 
so choke the fragile recovery. That is some- 
thing the Ministry of Finance is desperate to 
avoid. Already, the yen is worth a third more 
against the dollar than it was in the summer 
of 1998. The ministry has been exhausting its 
linguistic resources trying to persuade fellow 
members of the G7 group of rich countries to 
support a weaker yen, so far with little effect. 
The Bank has some sympathy with these 
worries, in part because a strong yen, by 
pushing down import prices, intensifies de- 
flationary forces. Even the prospect—let 
alone the reality—of higher rates could cause 
damage. Just after Mr Hayami’s comments, 
the yen surged against the dollar by 1%. 

The second worry is even bigger. One of 
the effects of Mr Hayami’s policy has been to 
keep down long-term interest rates, despite 
brightening economic prospects. That is be- 
cause the Bank’s action in driving short-term 
interest rates down towards zero has helped 
to drag down government-bond yields as 
well. Ten-year government bonds still yield 
less than 2% (see chart), in effect forecasting a 
boutof deflation in Japan for the foreseeable 
future. 

But not even the gloomiest forecasters 
predict anything of the sort, suggesting that, 
at some point, there will be a massive sell-off 
in the bond market. Japan’s banks, still weak 
and undercapitalised, have been the most 
enthusiastic buyers of government bonds 
recently. In the past 12 months alone, they 
have bought ¥29 trillion ($262 billion) of 
them. So the banking sector is vulnerable to 
rising interest rates, which would hit bond 
prices. Higher interest rates would also hurt 
other financially stretched firms—and so 
bring yet more trouble for the banks. Which 
may explain Mr Hayami’s unusually bold 
words. Better to test the market first than be 


blamed for another banking crisis. 
= = 
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A century of progress 


Material prosperity has increased by more in the past 100 years than in all 
of the rest of human history. Can this staggering rate of advance continue? 


HE flow of reflections on the past cen- 

tury, prompted by the calendar and by 
mankind’s sensible preference for round 
numbers, continues unabated. This week, 
with the publication of its new “World 
Economic Outlook”, even the normally 
austere mr has indulged itself, with a 
chapter on the subject, and a supporting 
paper by Nicholas Crafts, of the London 
School of Economics. The Oxford Review 
of Economic Policy recently devoted a 
whole issue to the theme. And Brad De- 
Long, of the University of California at 
Berkeley, is about to add a book to the 
genre: in a neighbourly gesture, he has just 
circulated drafts of the first two chapters as 
working papers for the National Bureau of 
Economic Research. 

Several themes come through strongly 
in all these commentaries. One is the strik- 
ing singularity of the 2oth century. The 
growth achieved in the past 100 years is 
awe-inspiring when you see it in the con- 
text of the centuries that went before. 

In the 19th century, with the industrial 
revolution vigorously under way in Eu- 
rope and America, Karl Marx could write 
that the capitalist class “during its rule of 
scarce one hundred years, [has] created 
more massive and more colossal produc- 
tive forces than have all preceding genera- 
tions together. The subjection of nature’s 
forces to man, machinery, the application 
of chemistry. to industry and agriculture, 
steam navigation, the railways, electric 
telegraphs, the clearing of entire continents 
for cultivation... [What] earlier century 
had even a presentiment that such produc- 
tive forces slumbered in the lapof social la- 
bour?” Marx was right. Yet, as Mr DeLong 
points out, “Compared to the pace of econ- 
omic growth in the zoth century, all other 
centuries—even the 19th that so impressed 
Karl Marx—were standing still.” 

As the catalogue of industrial innova- 
tion expanded remarkably during the 19th 
century, GDP per head grew at between 1% 
and 1.5% a year in Britain and America. In 





the 20th century, as the pace of innovation 
accelerated, incomes per head grew faster 
as well, at alittle under 2% a year. Sustained 
for decade after decade, growth at these 
rates roughly doubled American Gor per 
head between 1870 and 1913, then raised it 
almost by a factor of five between 1913 and 
the mid-1990s. Yet those annual growth 
rates look rather puny, don't they? 

Allowing for growth in population of 
around 1% a year, America’s long-term 
growth in incomes per head is estimated 
today at between. say, 1.5% (by old-ecan- 
omy stick-in-the-muds) and 3% or more 
(by new-economy enthusiasts). One thing 
you learn frora looking at the history of 
growth is that very dramatic things indeed 
need to be happening if growth per head is 
to be kept even as high as 2% in the leading- 
edge economies. The kind of economic 
miracle posited today by the most optimis- 
tic new-paradigmists implicitly regards 
current innovations in networked com- 
puters and telecemmunications as not 
merely on a par with the greatest break- 
throughs of the past two centuries, but as 
greater and more far-reaching. 

Which is by no means to say that the 
new-paradigmists must be wrong. For the 
most part, the authors of these com- 
mentaries are sceptical: it would be diffi- 
cult for economie historians (reluctant 
even to speculate except on the basis of de- 
cades of data) to be anything else. Just as 
Marx failed to envisage progress faster than 
he had witnessed in his own time, so to- 
day’s new-economy sceptics may have 
fallen victim to a failure of imagination. 
What history does teach, though, is that 
“old-economy” growth rates are not “nor- 
mal” in any long-term historical sense: they 
are already exceptional. The new-paradig- 
mists are arguing that anew economic mir- 
acle has been superimposed on the one 
that was already going on. While not neces- 





sarily false, that is a very much bolder 
claim than most of its advocates appear to 
understand. 

A second main theme concerns in- 
equality. The gap between the richest and 
the poorest countries has widened dra- 
matically during the past century. This is 
partly because the richest countries have 
been rapidly getting richer, but also be- 
cause many of the poorest countries have 
been getting poorer. Mr Crafts points out 
that incomes per head ir: Mozambique fell 
from roughly $1,000 a year in 1950 to 
roughly $850 in 1990, whereas in America 
they went up from nearly $10,000 to nearly 
$24,000 (all at 1990 prices). Incomes in Mo- 
zambique in 1990 were lower in real terms 
than incomes anywhere in Europe (east or 
west, including Russia) in 1870. 

The picture is a bit less bleak, as Mr 
Crafts points out, if you consider broader 
measures, such as the Human Develop- 
ment Index (HD1), a statistic proposed by 
the United Nations Development Pro- 
gramme to capture the escape from pov- 
erty, and which includes data on educa- 
tion and health as well as incomes. Using 
this yardstick, Mozambique in the 1990s is 
better off than some parts of Europe were 
in 1870—admittedly, a reminder of how far 
Europe has come as much as any tribute to 
progress in Mozambique. And according to 
the Hpi, global inequality has fallen 
sharply since 1950. 

Policy matters a lot, the authors find, a 
point particularly stressed by Mr Crafts. 
The poorest countries can hope to catch up 
if they establish the basic economic institu- 
tions (starting with property rights and the 
rule of law) and do lots of other things right. 
They are not bound by the leading-country 
limit, wherever that may lie, East Asia; its 
recent troubles notwithstanding, has 
shown what can be done. On the other 


. hand, history suggests that catching-up is 


more than a matter of merely avoiding mis- 
takes. Getting everything right at once, and 
adapting as circumstances change, is as dif- 
ficult for the laggards as it is for the leaders 
to keep pushing that ceiling. 


Mr DeLong’s draft chapters are NBER Working Papers 
7569 and 7602. The new IMP “World Economic Outlook” 
and Mr Craft's background paper.can be downloaded 
from www.imforg/extemal/pubind. htm. 
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Excitement at CITES 


NAIROBI 


Every two years, the delicate sensibilities of conservationists are roughed up 
by a bunch of hard-nosed diplomats at an international meeting on trade in 


endangered species 


ANIEL ARAP MOI, Kenya’s president, 

opened the uth meeting of cites (the 
convention on international trade in endan- 
gered species of wild fauna and flora) on 
Apnil 10th with an impassioned plea for the 
‘conference to outlaw any more trade in 
ivory. There are 2,500 delegates from 151 
member countries at the United Nations 
Environment Programme (UNEP) headquar- 
ters in Nairobi, and the main talk among 
them is of the resumption of trade in turtle, 
whale and elephant products. 

Cuba wants to sell off its stockpile of tor- 
toiseshells and to resume fishing for the 
hawksbill turtles that provide them. Norway 
and Japan want to resume the hunting of 
minke and grey whales. But it is the desire of 
Botswana, Namibia, South Africa and Zim- 
babwe to profit from the culling of their sur- 
plus elephants by selling ivory and leather 
from the beasts that has really put the cat 
among the pigeons. There is very little mid- 
dle ground, and those delegates with mini- 
mal direct concern about pachyderms can 
be swayed by their desire to receive foreign 
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aid, or by offers to trade their votes for sup- 
porton other, less controversial, points, such 
as the protection of monkey-puzzle trees. 

The horse-trading is constant—Japan, 
for example, has been pouring aid into wild- 
life projects in African states in the hope that 
they will reciprocate by supporting the Japa- 
nese wish to resume commercial whaling— 
but it reaches a peak at these biannual 
events. This meeting is particularly frenetic, 
since it isa year late. It should have been held 
in Jakarta in 1999 but was postponed and 
moved to Kenya due to the insecurity then 
prevalent in Indonesia. Asa result elephants, 
the host nation’s main concern, have 
jumped to the top of the agenda. 


Atrunkfull of problems 


The “southem African elephant range” 
states say they have healthy herds of ele- 
phants that they need to cull. They wish to 
make their elephants commercially useful 
by tradingin ivory, skins and associated pro- 
ducts. In Kenya however, and in many other 
countries where elephants can be found, the 


words “game” and “utility” are seldom spo- 
ken too closely together, particularly in rela- 
tion to such emotive animals as elephants, 
for fear of putting off the tourists. Kenya and 
India, in particular, have united to oppose 
the southern African proposals. 

In 1989 cites banned all international 
trade in elephant products. Contrary to the 
predictions of some economists, poaching 
slowed down as a result (although the ruth- 
less treatment of poachers in Kenya, at the 
hands of that country’s wildlife service, also 
had some deterrent effect). At the 1997 CITES 
conference in Harare, it was agreed that Zim- 
babwe, Namibia and Botswana would be al- 
lowed to make a one-off sale of up to 60 
tonnes of their substantial ivory stocks to Ja- 
pan. A system called mike (Monitoring of 
the Illegal Killing of Elephants) was set up to 
see what effect the limited trade in ivory 
would have on poaching. mike hasbeen sin- 
gularly unsuccessful, yet few statistics other 
than the minimal number it generates are 
accepted by the crres secretariat. 

Mr Moi, in his opening address, pointed 
out that “mike, as currently structured, will 
not provide the data required until after six 
years...We hold the view that no ivory trade 
should be permitted under any circum- 
stances until sucha time as an effective mon- 
itoring capacity is established and is opera- 
tional.” The fact that the European Union 
has just given €4m (about $4m) to MIKE 
might help to speed this process up. But the 
Kenyan and Indian delegates to crres, and 
their supporters, say that poaching could 
haveincreased so much over this period that 
there will be noelephants left. 

These opponents of trade tadvised from 
behind the scenes by Richard Leakey, the 
founder of the Kenya Wildlife Service and 
now the head of Kenya’s civil service) insist 
that, since the ban on ivory sales was relaxed 
in 1997, poaching has increased. Facts, how- 
ever, are so pitifully few on the ground that 
this is a non-argument. Every country and 
group has different statistics, end there is no 
overall arbiter. Southern Africa and its pres- 
sure groups say that poachimg has not in- 
creased. Kenya and India, and their pressure 
groups, retort that it has. 

Even Kenya’s and India’s own figures, 
however, do not back up their statements. 
The Kenya Wildlife Service’s data show that 
seizures of ivory have risen from 159kg in 
1997, to 348kg in 1998 and to 1,880kg in 1999. 
That seems to prove their case. But when 
looked at more closely, it emerges that the 
later figures include a couple of massive sei- 
zures made at Nairobi’s Jomo Kenyatta air- 
port when returning diplomats were found 
to be in possession of huge quantities of 
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ivory after flights from central Africa were 

re-routed through Kenya. Including those 
seizures in the Kenyan “indigenous” figures 
looks a little dodgy. 

There are some figures that might back 
up the Kenyan and Indian argument—the 
numbers of rangers and poachers killed each 
year in the dirty little war that is fought out 
between them in Kenya’s game preserves. 
Off-the-record evidence suggests that these 
numbers are large. To release them, however, 
would not be good for Kenya’s most impor- 
tant foreign-exchange eamer: tourism. India, 
which is less dependent on tourism, claims 
that 51 of its rangers were killed protecting 
endangered animals last year. 

There are many other issues at stake at 
the conference. The British delegation, led by 
Robert Hepworth, a civil servant who cur- 
rently chairs the standing committee that is 
CITEs’s permanent embodiment, is seeking 
to have basking sharks protected. America is 
concerned about rattlesnakes. Germany is 
strangely interested in the Quince monitor 
lizard, a native of Indonesia. And trade in ti- 
ger products is also under the microscope. 

The real debate, though, goes on in the 
side meetings and continues in muttering 
groups that gather in the uNep complex’s 
many comers. The corridors are filled with 
the stands of pressure groups seeking to ad- 
vise delegates on how to vote. The display of 
the High North Alliance (petitioning to be al- 
lowed to hunt whales) sits uneasily next to 
the Save the Elephants stand—though the 
smiling Norwegians have yet to come to 
blows with their neighbours. 





Too common for its own good 


All issues are haggled over in smaller 
groups before they are discussed on the con- 
ference floor. Japan and Norway wish to 
have minke and grey whales downgraded 
from Appendix 1 {a total ban on trade or 
hunting) to Appendix 1 (regulated fishing) 
on the basis that the two species exist in sus- 
tainable numbers. There are an estimated 
22,000 greys and up to ım minkes. The move 
is fiercely opposed by organisations such as 
Greenpeace, and by countries such as India 
and the many African states that wanta total 
ban on ivory trading. 

Thus the futures of the largest animals 
from land and sea seem inextricably linked. 
The last cires meeting denied a similar Ja- 
pano-Norwegian petition, but the twocoun- 





All bark, no bite 


LEPHANTS may get all the attention, 

but they are not the only living things 
that man is killing mercilessly for their 
body parts. Prunus africana, an evergreen 
tree found only in Africa, is within five to 
ten years of extinction. So-called “bark 
poachers” are stripping these trees of their 
bark, leaving them todie. Others are cutting 
down entire trees just for the bark. 

The reason is that the tree’s bark is 
much sought after as a remedy for prostate 
disorders. Studies have shown that “py- 
geum” powder extracted from the bark 
provides relief from such maladies as be- 
nign prostatic hyperplasia, a swelling of 
the prostate gland. Prunus preparations, 
which are the best natural remedies for 
such disorders, fetched some $220m in re- 
tail sales last year, mostly in Europe. 

Enough of this bounty trickles back to 
Africa to motivate impoverished farmers. 
They stripped about 3,500 tonnes of bark 
last year, up from 200 tonnes in 1980. Al- 
though the tree is protected under Appen- 
dix 1 of the crres accord, which allows 





only restricted trade, its fondness for 
mountainous climes makes policing hard. 
This might not be such a tragedy but for the 
fact that Prunus is so slow-growing. It takes 
15 to 20 years for a tree to produce seeds in 
the wild, and almost as long to produce the 
much-coveted bark. 

But now researchers at the Interna- 
tional Centre for Research in Agroforestry 
(1cRAF) in Nairobi have come up with a 
clever solution: trick the tree into produc- 
ing offspring more quickly. After removing 
the bark from a branch, they smother the 
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tries are ever more persuasive and the recov: 
ery of whale stocks seems to back them ups 
Japan’s attempt to have Greenpeace evicted 
from the conference, however, won it fewa 
friends in such an animal-friendly meeting. 

It is most likely, though—politics being 
what they are—that in such a closely foughs 
debate the fates of the giant mammals willi 
rest with a delegation more interested in, say 
Asian ginseng or great white sharks. Those 
wishing to protect “Jaws” (Australia andi 
America) may find themselves trading off 
elephants and whales in order to gain sup- 
port for their own motions. Whether great 
whites have the same popular appeal as ele- 
phants, or even whales, is a moot point. 

— es. =» 





naked limb in peat and cover it with plas- 
tic. This induces the branch to produce 
roots that can then be planted separately. 

The technique, known as marcotting, 
hasalready been successful with dwarf ap- 
ple trees in temperate zones. But it is not so 
easy to adapt to the 25-metre-tall Prunus. 
Researchers at 1cRAF estimate that apply- 
ing marcotting willy-nilly to trees in the 
wild would produce a success rate of less 
than 5%. Much depends on the age of the 
tree, the season, the humidity, the tempera- 
ture and so on. By adjusting for such fac- 
tors, however, they have cut the tree’s gen- 
eration time to three years. 

Tony Simons, one of the ICRAF re- 
searchers, hopes to win people over to 
marcotting now that his team has achieved 
success rates of 70% or so. He also hopes to 
teach them sustainable techniques that do 
not kill the tree, such as harvesting bark a 
bit at a time to allow regrowth. In return, 
ICRAF wants to help farmers to earn a 
“green” premium in the market. Given that 
African farmers get less than a dollar per 
kilogram of bark collected—under a hun- 
dredth of the retail price—such a top-up 
would no doubt be welcome. 
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Aluminium cars 
Audi-lite 


ECKERSULM. 


UEL economy is doubly virtuous. It 
makescarscheaper torun. And, by reduc- 
ng the amount of carbon dioxide (CO,) they 
release into the atmosphere, it lessens the 
reenhouse effect. The obvious place to look 
For fuel economy is in the engine: hence the 
currentinterestin such novel power packs as 
Fuel cells and petrol/electric hybrids. But 
there is also a lower-tech way of reducing the 
famountof fuel thatcars burn. This is to make 
them lighter. 

Highfalutin composite plastics aside, the 
best way of doing this is to use aluminium 
finstead of steel. Aluminium-intensive vehi- 
icles (A1vs) have two attractions. They weigh 
roughly half as much as similar vehicles 
made of steel, which improves fuel econ- 
omy by around 40%. And aluminium com- 
panies (not, of course, entirely disinterested 
observers) reckon that using aluminium in- 
stead of steel reduces CO, emissions over a 
vehicle’s lifetime by 20%. 

The drawbacks are that aluminium is 
more difficult to work than steel (itcannot be 
pressed into shape so easily, and welding it 
tends to distort it) and that it costs around 
$1,500 a tonne—three times as much as steel. 
Even allowing for the fact that you need less 
weight-of-metal, an aluminium car may 
thus cost as much as 50% more to make than 
asteel one. 

Obstacles like these are, however, there 
for engineers to leap over. And the engineers 
at Audi, part of the Volkswagen group, now 
seem to have leapt high enough for their firm 
to be able to launch its first high-volume, all- 
aluminium car, the a2, in June. 

There have been arvs in the past, but 
they have been low-volume, luxury vehicles 
suchas the BMw z8 and Audi's own a8, only 





That’s a lot of milk-bottle tops 
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80 of which are made a day. The a2 will be 
produced at the firm’s Neckersulm factory 
in south-west Germany ata rate of 300a day. 

The secret behind the a2 is known as 
aluminium space-frame (asr) technology. It 
results in a body that is 40% (in this case, 
150kg) lighter than that of a similar steel car. 
Space-frames are metal skeletons similar to 
those around which aircraft are built. The 
body panels are hung on to this skeleton, 
adding extra strength as well as making the 
structure aerodynamic and keeping the 
wind off the driver. 

Steel cars are made of “monocoque” 
metal shells. Their strength and ability to 
bear loads resides largely in pressed-steel 
structures. Key parts of these structures, such 
as the floor-pan and the door pillars, involve 
complicated pressings for which steel, a duc- 
tile alloy, is well suited. But aluminium is not 
so ductile, and cannot easily be pressed into 
strong monocoques. To build an aluminium 
car, therefore, requires different techniques. 

Instead of being pressed into shape, the 
key, load-bearing components of an asr are 
cast or forged. Other elements, such as the 
less-demanding parts of the frame and the 
panels, are extruded. 

Another technique is to use tailored 
blanks. These vary in thickness so that they 
are large where strength is required and 
small where it is not. The result is a car body 
assembled from about 240 pieces, rather 
than twice that number welded into a steel 
body. (The steel industry is now employing 
similar techniques, such as tailored blanks, 
to achieve weight savings of up to one-fifth 
on conventional steel bodies.) 

The problem of welding aluminium has 
been solved, too. Audi’s engineers have over- 
come the difficulty of joining pieces of alu- 
minium to one another by employing lasers. 
These beams of light are not as distorting as 
conventional welding techniques. And dis- 
tortion is further reduced by cutting people 
out of the assembly loop. Some four-fifths of 
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the welding and body-assembly is auto- 
mated. which makes it easier to work to ex- 
tremely tight tolerances (around a fifth of a 
millimetre). The whole process is closely 
monitored by computers, so that problems 
can be spotted early. 

Other manufacturers will be watching 
the a2 with interest. Ford, for example, has 
several prototypes in which clever design 
has reduced costs to the point where a more- 
or-less all-aluminium car is only 10% more 
expensive than a steel one. But the firm has 
not yet dared put any into production. 

Perhaps it should be bolder. Aluminium 
cars, if they sell, would change the econom- 
ics of motor manufacturing, as well as being 
cheaper to run and greener. That is because 
space-frame technology should be competi- 
tive at quantities as low as 50,000 a year. Vol- 
ume production of steel cars needs anything 
between 200,000 and 500,000 per plant to 
reap economies of scale (particularly for the 
expensive giant presses that bash the panels 
out). The car market is already veering to- 
wards a preference for low-volume, niche 
models that appeal to fashion. Aluminium 
could be part of the supply change that 
meets that demand. 

a 





Animal behaviour 


Helpless 
badgers 


sg GET by with a little help from my 
friends,” wrote Lennon and McCart- 
ney in one of their songs from the 1960s. It is a 
refrain that some mammals, such as foxes, 
badgers and jackals—and even a few birds— 
seem to have taken to heart. Breeding groups 
of these animals often include non-breeding 
individuals, dubbed “helpers” by the zoolo- 
gists who discovered them, that seem to 
share the chores of bringing up youngsters. 

Studies of such groups suggest that they 
have a better record of reproductive success 
than those with no helpers. Indeed, the dis- 
covery of helpers, who are usually close rela- 
tivesof a breeding individual, helped to sup- 
port the theory of kin selection that was 
devised, also in the 1960s, by Bill Hamilton, a 
renowned zoologist who died a few weeks 
ago. Hamilton observed that even a non- 
breeding individual could get some of its 
genes into the next generation if it helped to 
raise the reproductive output of a close rela- 
tive. Apparent altruism directed towards 
such a relative was therefore a form of ge- 
netic selfishness in disguise. 

That interpretation does, however, de- 
pend on whether the “helpers” really are 
helping. And a study of badgers by Rosie 
Woodroffe and David Macdonald of Oxford 
University, just published in the Journal of 
the Zoological Society of London, casts con- 
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A fat lot of help you are 
siderable doubt on the matter. Indeed, Dr 
Woodroffe and Dr Macdonald suggest that, 
at least in British badger populations, so- 
called helpers are in fact an active hindrance. 
The two researchers studied groups of 
badgers in a wood located near the univer- 
sity. They found that, in groups without 
helpers, as many as four cubs survived for at 
least a year.Groups with one helper raised as 
many as six. And those with three helpers 





managed to go as far as 11. Strong evidence, 
on the face of it, for Hamilton’s theory. But 
when they examined the quality of the bad- 
gers’ territories, they discovered that things 
were not so straightforward. The largest part 
of a badger's diet is earthworms. Those 
groups that had the most helpers, and pro- 
duced the most offspring, also occupied the 
territories richest in the sorts of habitat 
(meadows and deciduous woodlands) that 





Why codes are cool 


(OMEWHAT surprisingly for a subject 

that relies on complex mathematics, 
cryptography—the study of secret codes 
and ciphers—is enjoying a wave of popu- 
larity. Filming for “Enigma”, a movie based 
on Robert Harris's bestselling novel set 
among second-world-war codebreakers at 
Bletchley Park, is due to start this month. 
“Cryptonomicon”, Neal Stephenson's epic 
novel linking wartime and modern-day 
codebreakers, has become an interna- 
tional bestseller. “The Code Book”, a best- 
selling history of codes and ciphers written 
by Simon Singh, is now being tumed into a 
television series. 

British cryptomaniacs have been able 
to feed their passion in recent months by 
visiting the British Museum’s 
“Cracking Codes” exhibition, at- 
tending a tie-in lecture given by a 
cryptographical guru, Whitfield Dif- 
fie (one of the co-inventors of pub- 
lic-key encryption, which is used to 
secure Internet transactions), and 
then curling up in front of the televi- 
sion to watch “Station x”, Channel 
4's three-part series about Bletchley 
Park. Not to mention reading the ac- 
companying book. 

Lawrence Lessig, a Harvard law 
professor, has weighed in with 
“Code, and other laws of cyber- 
space”, a hefty tome that examines 








Enigma variations 


questions of privacy, secrecy and the pro- 
tection of intellectual property on the In- 
ternet, all of which are intricately bound 
up with cryptography. Computer scientist 
Clifford Pickover has published “Crypto- 
runes”, which mixes historical anecdotes 
with code-cracking puzzles. And Sarah 
Flannery, an Irish teenager who made a 
name for herself last year by inventing a 
new encryption algorithm, has just pub- 
lished an autobiography entitled “In 
Code”. It is even tempting to conclude that 
the new edition of P.G. Wodehouse’s book 
“The Code of the Woosters”, being pub- 
lished next month, may be an attempt to 
cash in on the popularity of anything with 
the word “code” in its title. 





worms prefer to live in. 

When they controlled their sample te 
take account of the quality of the territories 
Dr Woodroffe and Dr Macdonald found tha 
the average litter size actually fell asthe num 
ber of helpers increased. Nor did they fin 
thatcubs put on weight any faster with more 
helpers around to obtain food (if anything 
the cubs did slightly worse). To put a fina’ 
nail in altruism’s coffin, they found that the 
mothers of badger cubs with live-in helpers 
were in slightly poorer condition after they 
had finished suckling their cubs than those 
without such presumed help. 

All of which raises the question of why 
the “helpers” are tolerated. One possibility i: 
that groups are an evolutionary hangovei 
from the days, not so long ago, when badger: 
had predators (wolves, for example). Num 
bers might then have helped with group de- 
fence. Another possibility is that the tolera- 
tion is just that: the recognition that it would 
be more trouble and danger, in a territory 
well-stocked with food, to drive out surplus 
individuals than to put up with them. Bad: 
gers have a reputation for being grumpy. Per- 
haps it is caused by suppressed indignation 
at the freeloaders sharing their ranges. 
= 








Clearly, the whole subject of cryptog- 
raphy, from the cracking of the Enigma ci- 
pher during the second world war to the 
latest developments in computer security, 
is something people want to know about. 
Codes have become cool. But why now? 

Simon Singh believes that the popular- 
ity of all things cryptographical results 
from the confluence of two separate 
trends. Interest in the Enigma story, he says, 
has been rekindled as historians and docu- 
mentary makers have rushed to record 
first-hand accounts from the surviving 
participants before itis too late. At the same 
time, the rise of the Internet means that 
cryptography has suddenly become a fea- 
ture of everyday life for many people, as 
they worry about the safety of tapping 
credit-card details and so on into their web 
browsers. Both of these developments 
have fuelled public interest. 

Some people evidently take 
their enthusiasm for the subject too 
far. On April ist an Enigma cipher 
machine was stolen from a display 
case at Bletchley Park. At first, the 
theft was thought to be a prank, but 
it now seems otherwise. The mach- 
ine was of a particularly rare type 
used by German military intelli- 
gence, called an Abwehr Enigma, of 
which only a handful survive. Since 
this would make the machine very 
difficult to sell, it suggests that it 
may have been stolen to order for a 
collector. An Enigma, indeed. 
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The geography of cool 


What defines cool in a city, and why does the temperature change? We look at 
seasonal shifts in London, New York, Berlin, Paris and Tokyo 


ONDON never set out to be cool. Indeed, 

London never set out to be anything, 
which may be the secret of its success. The 
British capital is essentially a conservative 
city: communes belong in Paris, springs in 
Prague and revolutions in St Petersburg. Lon- 
don has never used its built environment to 
proclaim a sense of change. Even today, of 
the billions of pounds of lottery money be- 
ing spent in the capital, most is going on fix- 
ing up existing structures, such as the Royal 
Opera House and the new Tate Bankside gal- 
lery. London will never get a pyramid in the 
forecourt of Buckingham Palace. 

Then again London has never had a poli- 
tician to carry out such a plan. Even the new 
mayor won't have the power of his counter- 
parts in Paris, Barcelona or New York to push 
through grandiose schemes. Officially sanc- 
tioned modemising projects usually fall flat 
in London. And Londoners are often the first 
to deride projects like the hapless Millen- 
nium Dome. The Pompidou Centre (co-de- 
signed by a Briton) was built in Paris, not 
London. 

No. Cool in London is a village affair. 
Uniquely, London is a haphazard conglom- 
eration of villages. And the villages were 
shaped into a city more by the accidents of 
history than by the imperatives of town- 
planning. Sometimes a village manages to 
capture the spirit of the age, to reflect a wider 
social and cultural phenomenon. Chelsea 
did so in the “swinging sixties”. In the 
mid-1990s, “Cool Britannia” was supposed 
to be spilling out on to the streets of Camden 
and Islington. 

Thus creating “cool” in London is a 
uniquely organic and authentic process. It is 
this very authenticity which makes the city 
such a magnet for the youth of Europe. So 
how doesa London village become trendy in 
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the first place? Here is a step-by-step guide: 

e To begin with the area has to be relatively 
seedy and poor, with a plentiful supply of 
cheap, but solid, housing. Fortunately, Lon- 
don’s villages are well provided with an 
abundant stock of large Victorian and Geor- 
gian accommodation. 

e This means that young, trend-setting bohe- 
mians—active agents from London's enor- 
mous number of art schools—can afford to 
move into the area when they are at their 
penniless but creative best. Since the 1960s, 
artists have been joined by rock musicians, 
fashion designers and the like. 

e For real bohemia you also need immi- 
grants. These are essential to create cultural 
diversity and to challenge the complacent 
mono-culture of the resident English. Two of 
the trendiest parts of London in recent years, 
affluent Notting Hill and upcoming Brixton, 
were both hosts to large numbers of West In- 
dian immigrants in the 1950s, because they 
could afford the cheap rents in the areas. 

e The ethnic mix of the areas have contrib- 
uted to the sense of edginess and roughness 
that first attracted the trendsetters to the area. 
Since the late 1950s Brixton and Notting Hill 
have both seen violent riots. 

e This sense of danger is a strong draw for the 
more adventurous members of the middle 
and upper classes, as long as the violence can 
be viewed from a safe distance. They bring 
money into the area, and institutionalise bo- 
hemia into shops and cafés. Most of the 
trendy areas have been spillovers from the 
smarter parts of town. Thus Notting Hill 
from Kensington, Islington from the City and 
Chelsea from Belgravia. 

e All this has to be fuelled by a plentiful sup- 
ply of drugs. Drugs were as essential to the 
1960s as they were to creating the clubbing 
and dance scene of the 1990s. Though Britain 





has some of the harshest drug laws in Eu- 
rope, its capital has one of the most flourish- 
ing drug economies. 

Put these ingredients together, and a vil- 
lage will reach critical mass—but only for a 
while. Thus Chelsea was the trendiest part of 
town in the Victorian era, boasting painters 
such as James Whistler and writers such as 
Oscar Wilde amongst its residents. The Chel- 
sea Arts Club survives to this day as a re- 
minder of this vanished era. 

Notting Hill started to take off in the late 
1960s, when artists and designers like David 
Hockney and Ossie Clark moved in. Jimi 
Hendrix died there in 1970, and “The Clash” 
made it into a centre of punk rock in 1976. Is- 
lington began to move in the late 1970s, and 
the upwardly mobile middle classes (such as 
Tony Blair) arrived en masse in the late 1980s. 

To be “cool”, all these villages had to 
strike a delicate balance between holding on 
to enough of the danger, the seediness and 
the ethnic and cultural mix that made them 
chic in the first place, while surrendering 
enough of it to make it safe for incomers to 
enjoy. The moment it becomes too comfort- 
able, trendification leads inexorably to gen- 
trification, accompanied by rapid house- 
price inflation. At which point the party 
moves on. 

By the time the film “Notting Hill” inter- 
nationalised the appeal of that particular 
village, the game was up. Notting Hill’s estate 
agenzs now trade on an ersatz trendiness. A 
two-bedroom maisonette in the All Saints 
Road, once London's dingiest drugs den, 
now sells for half a million. But then it is in 
the middle of a “very trendy” area. 

So where is cool now? Hoxton, just east 
of the City of London, has been the centre of 
the “Britart’” movement during the 1990s. 
White Cube’, an offshoot of Landon’s smart- 
est art gallery, opens there this week. It looks 
set to start a stampede as the more avant- 
garde galleries migrate across town from 
Mayfair and St James's. But the arrival of so 
many dealers, let alone the imminent open- 
ing of the Prince of Wales’s school of ar- 
chitecture, spells the end of the Hoxton 
scene. And for the future? Watch out for Brix- 
ton, which still has some way to go, and 
Hackney Downs. 
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Geography of cool: New York 


Alphabet soup 


OU might call it a Manhattan tragedy. 

Two young people who thought they had 
it all: money, avant-garde taste, and now a 
loft downtown. But barely had the couple 
unpacked when they discovered Rupert 
Murdoch moving into their street in SoHo. 
“Why did we bother moving from the Upper 
East Side?” one of them wails. When your 
neighbour is a 69-year-old billionaire, you 
can hardly claim to be cutting edge. 

This may be unfair on several counts. 
SoHo was probably the choice of the new 
Mrs Murdoch, Wendy Deng. SoHo and Tri- 
BeCa still offer a better chance of spotting 
rock stars, actresses and other forms of celeb- 
rity than pretty much anywhere else in the 
world. A spacious high-ceilinged SoHo loft 
is, by most standards, an extremely nice 
place to live. But is it cool? SoHo (short for 
“south of Houston”) used to be an artists’ col- 
ony. Now the “artists” moving in are more 
likely to think a masterpiece is a limited 
stock offering with reverse coupon warrants 
attached. Trendy shops are dangerously ac- 
cessible; Dean & Deluca, once a neighbour- 
hood store, is now a national brand with an 
Internet catalogue. Just like Greenwich Vil- 
lage before it, SoHo has gentrified. And atten- 
tion has switched to rawer areas, such as Al- 
phabet City and Harlem. Keith McNally, 
Manhattan’s trendiest restaurateur, made 
his name with Balthazar in SoHo. His new 
venture, Pastis, is in the meat-packing district 
in the Lower West Side. 

Underneath all this social manoeuvring 
is a predictable formula. As New York dein- 
dustrialises, trendy poor people with mini- 
mal hygiene requirements colonise its space. 
Warehouses become huge studios. Slightly 
richer people (the gay middle class are often 
pioneers) follow. Developers install bath- 
rooms and what passes in Manhattan for a 
kitchen. Suddenly Chelsea is the sort of place 
you take your parents for brunch. 

Three things have speeded up this cycle 
immeasurably. The first is safety. Twenty 
years ago people like Mr Murdoch feared for 
their lives if they left the Upper East Side. 
Now as Rudy Giuliani never stops telling 
people, New York is one of the safest large cit- 
ies in the world. 

The second is price. When Jackson Pol- 
lock and Andy Warhol came here, space was 
cheap. By the mid-1980s, as Tama Jamowitz’s 
novel “Slaves of New York” pointed out, it 
was extremely difficult for “somebody with- 
out a proper job” (a real-estate agent’s term 
for bohemian) to afford anywhere on the is- 
land. Now it’s an almost impossible task. A 
recent survey of the property market by 
New York magazine concluded that $150,000 
might get you one very small room in Man- 
hattan. Pollock's splatter paintings would 
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have been slightly smaller affairs nowadays. 

The third point is that Manhattan has 
begun to run out of space. Islands are finite 
places. There are roughly a third fewer apart- 
ments for sale now than in 1996, and a fifth 
fewer to rent. Yes, new buildings are going 
up. But the super-rich are busy trying to turn 
old brownstones around Gramercy Park 
into single-occupancy houses and the sup- 
ply of people who want tolive in Manhattan 
seems inexhaustibly great. 

The inevitable result? The geography of 
cool has crossed the river. Most of the atten- 
tion seems to be on Brooklyn. Long a haven 
to liberal, middle-class professionals with 
families, Brooklyn was the sort of place 
where you could discuss New York Times 
editorials with the people who wrote the 
things. Now edgier parts of the borough are 
being celebrated, such as Fort Green (Spike 
Lee’s home town), Dumbo (Down Under- 
neath Manhattan Bridge Overpass) and 
Clinton Hill. The most prominent benefi- 
ciary, though, is Williamsburg, with its nicely 
industrial history centred on the now-closed 
Schaeffer brewery, sugar refineries and the 
docks. A 1930s guide book called it “a slum”, 
and even in the 1980s it was rough. Now, ac- 
cording to Time Out New York, it has 9,000 
artists—the highest per capita ratio of bohe- 
mians in New York. Certainly a night out in 
Williamsburg feels a lot more like “the Vil- 
lage” than, say, Greenwich Village. Doors are 
left unlocked. Untidy look- 
ing young people wander 
into each others’ houses to 
commiserate on why no- 
body will finance their pro- 
jects. Everybody seems to 
eat very late. 

But change is sadly un- 
der way. The only place to 
buy books used to be the 
Salvation Army; now there 
is a cluster of new book- 
stores. Next month there 
will be a film festival. Kati 
Connors, a leather designer 
who fled the East Village 
four years ago “when the 
freaks and punk rockers were squeezed out”, 
now talks longingly about Bushwick, a “rela- 
tively untainted” Latino stronghold with an 
endearingly high crime rate. In short, just the 
place for Rupert and Wendy to move on to. 


Geography of cool: Berlin 


Back to front 


| Ga hang has drawn this city’s map 
of cool. The fall of the wall in 1989 not 
only brought an end to the division between 
east and west, between communism and 
capitalism, it also redefined what was hip. 
Almost overnight the east, once a scene of 


low-wattage gloom, became the in-place. 
Rents were cheap in the crumbling tene 
ment blocks in Prenzlauer Berg, Mitte and 
later, Friedrichshain. A predominanth 
working-class pedigree offered a certain ca 
chet. Prenzlauer Berg’s history as a centre fo 
writers and artists under communism pro 
vided extra credibility. The battered infra 
structure and pot-holed roads were a defian 
counter-point to the blatant and often sti 
fling affluence of western Germany. And fi 
nally, what could be more cool than know 
ing that, for westerners, only a short while 
ago, all this was forbidden territory? 
Tocatch aslice of the new cool Berlin, vis 
itors should head for the cafés at the Wasser 
turm in Prenzlauer Berg or the restaurants a 
the Hackesche Höfe in Mitte. The more arty 
inclined might go to Auguststrasse, now cen: 























tre of the city’s gallery scene. 
The lurch eastwards has re- 
versed an old trend. Like 
other European cities Ber- 
lin traditionally looked 
west when it came to fash- 
ionable expansion, but 
these days west Berlin has 
fallen from favour. 
Predictably, many of 
the early post-wall pioneers find that things 
have gone too far. The tourist buses on the 
cobble-stoned streets of Prenzlauer Berg or 
groups of schoolchildren hovering around 
the bars of Mitte have tarnished some of the 
original glamour. The arrival last year of 
thousands of politicians and bureaucrats, 
along with all the hangers-on who accompa- 
nied the federal government as it moved 
from Bonn to Berlin, has not improved mat- 
ters. Renovation and gentrification have al- 
ready pushed up rents. A drift towards the 
cheaper, eastern, borough of Friedrichshain 
isnow well under way. Who knows, perhaps 
another generation of cool Berliners will re- 
discover that dowdy place called west Berlin 
and decide it is ripe for a makeover. 
—_ a 
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3eography of cool: Paris 
Tu m'aimes? 


FOOL Paris? Jazz-clubs in the Latin Quar- 
wu ter; the sidewalk cafés of St Germain- 
les-Prés; crowded bistros where earnest 
intellectuals” wreathe themselves in phi- 
osophy and cigarette smoke—the cliche re- 
nains strong enough to at- 
ract 25m tourists a year, 
nost of whom end up 
iouth of the Seine, on the 
æft Bank, in search of the 
:ool and trendy. 

That is precisely the 
sroblem. Whatever the 
nemories of Hemingway 


and Sartre, no place can be cool, or branché 
as the Parisians would say, if it is overrun by 
sneaker-wearing Americans looking for the 
Café de Flore or Les Deux Magots. One rea- 
son is that they and other tourists bring in 
their wake tawdry souvenir shops and fast- 
food restaurant chains. The second is that 
the tourist demand raises property prices be- 
yond the reach of the young, the adventur- 
ous and the innovative—the three human 
characteristics essential to coolness. 

So where is cool Paris? The answer today 
lies on the Right Bank, in particular the Ma- 
rais district, just to the east of the revamped 
Pompidou Centre. As one restaurateur puts 
it:“Of course this is a quartier branché. We're 
young, artistic and gay.” Quite so. Nowhere 
else in Paris can match the Marais for its non- 
chalant acceptance of the leather-clad fe- 
tishist or the diner who casually puts a 
fold-up scooter under his chair. The ques- 
tion is, why the Marais and not elsewhere? In 
the 1980s the Bastille area, to the east of the 
Marais, was cool—but now it suffers from 
too many tourists and, sniff the true Pari- 
sians, too many weekenders from the sub- 
urbs. Some have hopes for nearby Rue Ober- 
kampf and Rue Ménilmontant. But being 
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cool means being part of a self-defining tribe. 
Where the Marais scores is in its sense of 
community. Once it was the sanctuary of the 
capital’s Jews; now itis the centre for its gays, 
its designers and its artists. Assume that no 
foolish urban plan exists to bulldoze away 
the centuries-old warren of narrow streets, 
and the likelihood is that the quartier will re- 
main special for many years yet. But tribes 
can, of course, be nomadic. The trick is to of- 
fer a suitable oasis. The 
young will go virtually any- 
where for the right blend of 
trendy py and “French 
touch” music from people 
such as Jack de Marseille 
and Daft Punk. And for 
those “too old to rock `n’ 
roll, too young to die”, as Je- 
thro Tull once put it, the 
hint of stardom remains a 
powerful lure, hence the 
success of the Buddha Bar, 
near the Place de la Con- 
corde, and the optimism of 
the Man Ray restaurant, 
justoff the Champs Elysées, 
which boasts among its owners Johnny 
Depp, a film star, and also Mick Hucknall, 
lead singer of Simply Red. Whether such 
places will remain cool is another matter. 
Since stardom tends to be transient, the 
Buddha Bar may benefit in the end more 
from its location than its clientele (which 
now includes, for example, a fundamentally 
untrendy adviser to President Chirac). 
Beautiful people, however, will always 
be cool, and even anorexic fashion models 
need tonibble. Recognising that the Marais is 
a little too far away from the capital's haute 
couture shops and model agencies, the en- 
trepreneurial Costes brothers have satisfied 
the need. Their establishments, from the Hô- 
tel Costes in Rue St Honoré to L’Avenue res- 
taurant in Avenue Montaigne, have one 
thing in common. Thanks to the models and 
their film-business boyfriends, they are, as 
the Parisians say, “M’as-tu vu?” (Did you see 
me?) places. Which is surely what being cool 
is all about. 
n = 





Geography of cool: Tokyo 


Secret village 


| Se since Junichiro Tanizaki, a cele- 
brated Japanese novelist, complained 
that “foreigners and Japanese alike de- 
nounce our capital as not a city but a collec- 
tion of villages,” visitors to Tokyo have re- 
marked that this city without a centre is 
really a cluster of small separate towns. But 
what they rarely mention is that, without its 
small-town provincialism, the sheer size of 
Tokyo would make it wholly unliveable, 
There are fashionable districts such as 
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Omote Sando, Azabu Juban and Daika- 
nyama where people flock to restaurants, 
bars, boutiques and galleries. And teen-ag- 
ers, of course, have Shibuya, Harajuku, Rop- 
pongi to draw them from far and wide for 
the bizarre shops, discos and weird street life. 
That aside, though, it is hard to find any one 
place in the city that is universally magnetic. 

What Tokyo has instead are its secret 
hideaways; Kagurazaka is top of the list. 
Measuring little more than 500 metres from 
end toend, Kagurazaka isa sloping warren of 
tiny cobbled lanes just a few minutes north 
of the imperial palace. Its most obvious at- 
traction is that it is the last of Tokyo's old- 
style geisha quarters, where a customer has 
to be introduced to its discreet restaurants 
by a trusted client before being invited in. 

In its heyday half a century ago, Kagura- 
zaka was home to some 700 geisha-san. The 
ladies of Kagurazaka were prized for their 
musical and dancing skills as well as for their 
intelligence. By poetic coincidence, the dis- 
trict’sname, which predates itsoccupational 
interests, means “The Slope (zaka) of Sacred 
Music and Dance (kagura)”. It is perhaps no 
accident that up the slope sits the Yarai stage 
of the leading school of Noh theatre. 

More than anything, it has always been 
the clientele who frequented the floating 
world of Kagurazaka’s mizushobai (literally 
“water business”) who have made the place 
so special. Where well-heeled businessmen 
and politicians have favoured Tokyo's other 
iromachi (towns of sensuality), Kagurazaka 
has attracted men of letters. Soseki Natsume 
and Ogai Mori set their tales amidst Kagura- 
zaka’s discreet charm. Large publishing 
houses, like Shinchosha and Obunsha, have 
established strongholds there. And local 
folklore is replete with accounts of editors 
pulling recalcitrant writers from the arms of 
their paramours and settling their bills. 

Twoestablishments stand out asicons of 
its cultured past. One is the Wakana Hotel, 
whose elegant proprietress has made a point 
of attending to writers struggling to meet a 
deadline. Yoji Yamada, who wrote and di- 
rected all 48 of the Tora-san films—the most 
loved and successful series in the post-war 
Japanese cinema—produced all his screen- 
plays while secluded in the Wakana. The 
other establishment is the Isefuji pub. In its 
gloomy darkness, the kimono-clad owner 
sits sternly by the charcoal brazier, warming 
sake, rarely speaking and deciding what he 
will allow his literary customers to eat. Any- 
one ill-mannered enough to make demands 
or order a beer will quickly find himself put 
out. Customers are forbidden even to raise 
their voices. But sit quietly in the semi-dark- 
ness witha flask of sake and a plate of squid, 
and the conversation will gently ebb and 
flow—about up-and-coming authors, of for- 
eign styles in characterisation, of plots yet to 
be told. In a city grown crass and ugly, Kagu- 
razaka is nostalgically endearing. 

s s 
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Habib Bourguiba 


T HIS palace in Tunis Habib 
Bourguiba liked to show visi- 
tors portraits of four men from 
North Africa he most admired. 
They were Hannibal, perhaps the 
greatest of military commanders, 
St Augustine, who was bom in 
what is now Algeria, Jugurtha, a 
king who stood up to the Romans, 
and Ibn Khaldun, who changed 
the way of writing history. Above 
these portraits was a larger one, of 
Mr Bourguiba. Modesty was 
never his problem. And, indeed, 
if you put aside the more absurd, 
and nasty, aspects of his life, there 
remained great accomplish- 
ments. He may not be remem- 
bered as a saint, or even as “the 
mighty warrior” described in the 
Tunisian constitution, but he did 
things that were, in their own 
way, remarkable. 

Soon after he had won inde- 
pendence from France, he abol- 
ished polygamy, legalised abor- 
tion, allowed women to contract 
their own marriages, sue for di- 
vorce, and marry non-Muslims, a 
liberation of women that today 
remains unmatched in the Arab 
world. Within a decade of inde- 
pendence, two thirds of Tunisians 
were literate, up from a third in 
colonial times. He created a mod- 
em, largely secular state, which 
attracted investors. 

Tunisia remained formally Is- 
lamic, but with much of the 
dogma dumped. Mr Bourguiba 
sought to end fasting during Ramadan. His ransacking of religious 
trusts had echoes of Henry vit's dissolution of the monasteries. 
Tunisia was the only Arab state without a minister for Islamic af- 
fairs. He was anti-colonial, but, he insisted, not anti-western; time 
has made his foreign policies look visionary. He advocated recog- 
nition of Israel at a time when most Arab nations still sought its ex- 
tinction. Tunisia boycotted the Arab League. Yet, seemingly chari- 
tably, he gave Yasser Arafat and his Palestinians sanctuary when 
they were driven from Lebanon in 1982 and looked a spent force. 


His way with opponents 


Habib Bourguiba was a French-trained lawyer. Back in the 1930s he 
first became prominent in independence politics. The French 
knew a troublemaker when they saw one and Mr Bourguiba spent 
some 12 years in French jails, in the Sahara and on the Brittany is- 
land of Groix. Nevertheless, he said he admired the French, even 
while fighting them. During the second world war, when most Tu- 
nisian nationalists supported the German-Italian axis, Mr Bour- 
guiba declined to reject the French, even when in 1942 the Ger- 
mans let him out of his French prison. By then America had 
entered the war and the Germans were faltering in Russia. It 
looked likely that the French would be the future negotiators. 








Habib Ben Ali Bourguiba, successor to 
Hannibal, died on April 6th, aged 96 


In 1956 Tunisia was granted 
| independence, with the Bey of 
Tunis as head of state and Mr 
Bourguiba as his prime minister. 
But Mr Bourguiba, who styled 
himself as the first independent 
leader of his country since Hanni- 
bal, was disinclined to share 
power. One year after indepen- 
dence, he abolished the monar- 
chy and became president. His 
Tunisia was a one-party state. Op- 
ponents were cruelly swept aside. 
Rival independence leaders were 
either hounded into exile or hu- 
miliated in show-trials. Mr Bour- 
guiba spat in public at ministers 
he sought to discipline. In 1961, Tu- 
nisian agents murdered a former 
comrade of Mr Bourguiba, Salah 
Ben Youssef, in Frankfurt. 

Statues began popping up. 
His birthday, August 3rd, became 
Tunisia’s national day. Streets 
were named after him. He had a 
mausoleum built of white marble 
and decorated with gold leaf. In 
1975 he had parliament declare 
him president for life. Some peo- 
ple thought he was losing his 
mind. Tunisians were astonished 
when he said on television that he 
had only one testicle. 

This fascinating disclosure 
was naturally much discussed by 
Tunisians. The mighty warrior 
had one son, by his first wife, 
Mathilde Lorrain, but other 
women were also important in 
his life. In 1961 he divorced Math- 
ilde, after she had imbued him with her ideas of equality for 
women, apparently because Tunisians considered that a true pa- 
triot would not have a French spouse. His second wife, Wassila Ben 
Ammar, became a power behind the throne. Officials said she 
bugged cabinet meetings, and decided who should be a minister. 
For the first time in the Arab world, a photo of the first lady began 
to appear along side that of her husband. Mr Bourguiba divorced 
her in 1986, and he was looked after by his niece, Saida Sassi. 

But by then Tunis’s Camelot was unravelling. The judiciary, 
the press, the trade unions, which had all tasted freedom in the 
early years of the republic, had been shackled. Bread-riots were be- 
coming frequent. Crushing Islamists was becoming an obsession. 
Mr Bourguiba was demanding mass executions after bombings in 
the tourist resorts of Sousse and Monastir. 

In the end, Mr Bourguiba was better treated than he had 
treated his rivals. The coup was medical: on November 6th 1987, 
the prime minister, Zine el-Abidine Ben Ali, gathered a council of 
seven doctors who pronounced Mr Bourguiba senile and incom- 
petent. For the next 13 years until his death he was under house ar- 
rest, his visitors mainly restricted to relations. if he sought a change 
of scenery he could visit his mausoleum, with the words engraved 
on the door, “Liberator of women, builder of modern Tunisia”. 











THE ECONOMIST APRIL 15TH 2000 








The Oxford Advanced 
Management Programme 


18 June — 15 July | 1- 28 October 2000 


Presents a global overview of the business enterprise and its strategic challenges. This 
programme at Templeton provides a unique opportunity to stand back and pursue your own 
learning agenda, assisted by a world class team of individual tutors and in the company of 
some of the most international and high calibre senior executives. 


Name 
Please send details of: 
The Oxford Advanced Management Programme Address 
Return to: 
Caroline Lomas 
Templeton College, University of Oxford 
Oxford 0x1 5NY, England Tel 
Tel +44 (0)1865 422771 Fax +44 (0)1865 422501 Fax 
Email amp@templeton.oxford.ac.uk 
www.templeton.ox.ac.uk Email 


Templeton College is a graduate college established under Royal Charter within the University of Oxford 


THE ECONOMIST APRIL 15TH 2000 99 


Stop thinking about your potential. 
Start using it. 





INFORMATION EVENINGS The Executive MBA is London 
Wednesday 19 April 2000 
Wednesday 17 May 2000 
Wednesday 31 May 2000 
Wednesday 21 June 2000 


Wednesday 19 July 2000 


Business School's part-time MBA 
programme, designed for experienced 
business professionals. 

Its day release format allows 


E participants to integrate management 





theory with real-life practice, their 
PART-TIME MBA 
COMPLETED IN TWO YEARS enhanced skills and knowledge being immediately appreciated 
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on NW1 4SA 
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INTERNATIONAL EXECUTIVE EDUCATION 







Something {0e 


It has to do with 
Size... 
Globalization... 
E-business... 


Are these your allies? 
Or your enemies? 


~N 
June 25 - July 7, 2000 


The Global Program 
for Management Development 


| 
The world’s best in Barcelor 


For more information, contact 


Mr. Rory Simpson 
Director of International Executive Education 


IESE 

Barcelona, Spain 
Tel.: +34 93 253 4366 
Fax: +34 93 253 4343 


E-mail: rsimpson@iese.edu 


www.iese.edu 
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IMM - THE INTERNATIONAL 
MASTER’S IN MANAGEMENT 


AN INNOVATIVE EXECUTIVE 
MBA 


Unique schedule 
Six two-week modules over two years 
at three different locations 


Internet communication while off campus 


A joint venture by the business schools 
of three major universities: 
Purdue University, USA 
Tilburg University, The Netherlands 
Budapest University of Economic Sciences, Hungary 


A European and a US degree 
AACSB accredited 


International in all dimensions: 





participants, locations, faculty, curriculum, 
case studies and projects 


Start: January 2001 


For more information: 


Purdue P +1 765 494 77 00 
. keepinfo@mgmt.purdue.edu 







E 
Tilburg P. +31 13 466 86 00 
E. tias.imm@kub.nl 
Budapest P. +36 | 210 02 31 
E 


. mfindrik@mail.vki.bke.hu 


http://tias.kub.nl/information/imm 
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EXECUTIVE COURSES 
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INTERNATIONAL CENTER FOR 
FINANCIAL ASSET MANAGEMENT ANU ENGINEERING 


IN FINANCE 


13 


14 









GENEVA 2000 


During the past two decades, the FAME-ICMB 
Executive Courses in Finance have become the 
benchmark for executive training in asset 
allocation, risk management, forecasting and 
quantitative analysis. 


The emphasis on practical applications and our 
renowned international faculty ensure that 
participants build skilis that are directly 
applicable to their daily work environment. 





Marek Musiela and Salih Neftci May.15 - 19 i | 
PRACTICAL IMPLEMENTATION OF FORWARD LIBOR AND | 
FORWARD SWAP MODELS ; 


Francis X; Diebold May 22 - 26 
ESTIMATING AND FORECASTING FINANCIAL MARKET 
VOLATILITY AND CORRELATION 


G. Andrew Karolyi June 26 - 30 
EQUITY PORTFOLIO MANAGEMENT 
Yacing Alt-Sahalia duly 3-7 


INTEREST-RATE MODELS: THEORY AND PRACTICAL 
APPLICATIONS 


Kevin Wilson August 21 - 25 
SHAREHOLDER VALUATION AND SECURITIES ANALYSIS 
Richard Levich August 28 - September 1 


EXCHANGE-RATE AND INTEREST-RATE ECONOMICS AND 
FORECASTING 





IMPLEMENTING QUANTITATIVE TECHNIQUES FOR 
FINANCIAL MARKETS 


Didier Cossin November 13 - 16 
CREDIT RISK PRICING, MANAGEMENT AND THE USE OF 
CREDIT. DERIVATIVES 


Salih Neftch i November 20°- 24 
ADVANCED MATHEMATICS OF DERIVATIVE PRODUCTS 


Francis X. Diebold September 4 - 8 
FORECASTING FINANCIAL MARKETS 
Stephen Schaefer September 11-15 
BOND PORTFOLIO AND INTEREST-RATE RISK | 
MANAGEMENT 
Philippe Jorion September 18 - 22 
GLOBAL ASSET ALLOCATION 
Paul Embrechts October 2 - 6 
EXTREME VALUE THEORY AND RISK MANAGEMENT | 
René Stulz a October 9 - 13 
INTEGRATED RISK’ MANAGEMENT 
David Cox November 6 - 10 


To register and obtain our detailed brochure, 
please contact: 

Fabienne Scagliola.or Béatrice Candolfi 
FAME-ICMB 

Ay. Blane 49,1202. Geneva, Switzerland 

Te: +41-22/731 95:55. Fax: +41-22/731 95 75 
E-mail geneva-courses@fame.ch 

URL: www fame ch/executlive-education/geneva 








Executive Development 





In the City 





City University Business Schoo! is a leading 
provider of Executive Development. Our 
expanding portfolio of open programmes provides 
professionals with the tools to meet today’s 
business challenges. 


MASTERING FINANCE SERIES 


Interest-Rate Option Models. R. Rebonato, 
starting 8 May,10 weekly evening sessions 


Fixed Income Securities and their Derivatives. 
G. Questa, 7-9 June 


Credit Risk Management and Credit Derivatives. 
D. Tambakis, 13-16 June 


Introduction to Stochastic Yield Curve Models. 
D. Cox, 5-7 July i 
Asset Management Performance Measurement 

and Attribution. M. Levis,t1-14 July 


Optimal Risk Management: VaR and Beyond. 
G. Questa, 18-21 July 


Behavioural Finance for Asset Management and 
Trading. M. Levis, 26-28 July 


Financial Econometrics. M. Salmon, 13-15 Sept 





STRATEGY AND MARKETING SERIES 
E-Commerce Management: Strategy, 
Implementation and Exploitation. C. Holtham, 
N. Courtney, 9-10 May 

Managing the Dynamics of Strategy Design. 
E. Larsen, A. Ginsberg, 1-2 June 

Creating Value: Shaping Tomorrow’s Business. 
S Mathur, 8-9 June 

Marketing Financial Services. G. Randall, 

G. Harris, 22-23 June 

Understanding Turbulent Futures. E. Larsen, 
A. Lomi, 29-30 June 












www.city.ac.uk/cubs/ed 


For AOA 





City University Business Executive 
London School Development 
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Do you want to transform the future? 








ENIOR EXECUTIVE 
PROGRAMME 






Four weeks in 
which to renew your 
business vision 



















17 September - 
13 October 2000 


22 April - 18 May 2001 |» Rated 4.5 out of 5 by participants. 


| rule-maker, not a rule-taker. 


Regent's Park 





T EXECUTIVE 
EDUCATION 


siness School exists to 
ing and research in 
nd Management 


SP9903 


















Could you achieve even more for your company? You are running a challenging business in a rapidly changing world, 

Perhaps it is time to step back and consider how you are going to transform the future - before the future transforms you, 

The Senior Executive Programme is a four-week forum in strategic leadership. for. general managers. It addresses the. 

critical issue of transforming global businesses through three key themes: growth, innovation and: leadership, 

A demanding and interactive experience, the Senior Executive Programme is: 

* Taught by Londen Business School's senior faculty, including Sumantra Ghoshal, Michael Earl, Rob Goffee, Jay Conger and 
John Stopford, who contribute with distinction to contemporary business practice and thought. i 

* Attended by CEOs, Managing Directors, General Managers, Directors & Vice Presidents from many industries across the. 
world (senior managers of over 70 nationalities have attended the programme}, l 


Leaders are not paid to make the inevitable happen. The Senior Executive Programme will help you to 


London NW1 45A, UK 
Contact: Lucie Grant 

Tel: +44 (0) 20 7706 6811 
Fax: +44 (0) 20 7724 6051 


email: execinfo@london.edu 
www.london.edu/execed 






become a. 


London 
Business 
School 


ransforming futures 




















® AMBA Accredited Degree. 





. An intensive nine-month bilingual program (French/English). 


@ The leading school in Political Science and Economics, | 


| 
a founded in 1871. 
i 


@ A distinguished international faculty. 





@ An urban campus in the heart of Paris. 


@ Next Information Session : Thursday 27° April 2000 
at 6.30 p.m. in our premises in Paris. 













174, Bd Saint-Germain 78006 PARIS - FRANCE - Tél. : + 33 1 45 44 B7 43 -Fax : +33 1 45 44 68 92 
Website : hitp : / www.selences-po.fr - E-Mail : mba@sciences-po.fr 
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A transnational 
‘boost to your future 


| Our one-year, English-language MBA in Paris is ranked among the 

most international in the world. it brings together 55 experienced 
participants from 25 countries, In-small groups, with faculty from 15 
countries and with seminars in Berlin, Brussel, Madrid and Silicon 
Valley, you wil develop multi-cultural mindsets and business skills 
for a world without boundaries. This transnational focus and our 
strong emphasis on innovation and entrepreneurship have led our 
graduates to top positions worldwide. 








+ 33 1 44 09 33 32 


| 
mba @ escp-eap. net | 


i 
| Britta Dethay 
iw 


ESCP-EAP 


Graduate School of Management 








Learn everywhere. Manage anywhere. 


CHAMBRE DE COMMERCE ET D'INDUSTRIE DE PARIS 




















Ethical Issues in 
International 
Health Research 


Date: July 16-21, 2000 


This executive program offers a comprehensive overview of 
the role of ethics in international health research. Conducted 
by experts in the field, you will explore the theoretical basis 
for current guidelines and identify current mechanisms for 
assuring ethical conduct. The John F Kennedy School of 
Government at Harvard University is a co-sponsor of this 
course, which is currently being offered in Durban, South Africa, 


For further information and application, please contact: 
Marie-Christine Ryckaert, Program Director 

Phone: 617-496-0484, ext. 141 

e-mail: marie-christine_ryckaert@horvard.edu 


www.execprog.org 


HARVARD UNIVERSITY 


JOHN F. KENNEDY SCHOOL OF GOVERNMENT 






LEARN GLOBALLY. STUDY LOCALLY. 


Are you an experienced interna- 
tional affairs professional who wants 
to further your education ~ without 
taking a year off to do so? Then 
consider the GMAP offered by The 
Fletcher Schoot at Tufts University. 
This one-of-a-kind, one-year masters 
program in international relations 
combines three (3) two-week resi- 
dency sessions with 31 weeks of 
mediated Web-based learning. 


As a GMAP student, you can continue 
to perform your professional duties 
while you pursue your education, 
You'll work closely with our highly 
respected faculty and receive a 
top quality Fletcher education. Plus, 
you'll become part of our active and 
influential international community 
The first class starts in late July 2000. 
Cantact us today to learn more 
about this challenging program. 


THE GMAP INTERNATIONAL CURRICULUM INCLUDES: 
















Crisis Management & Analysis © Finance 
international Economic & Business Law 
Leadership & Management + Negotiations 
Technology Policy © Trade Economics & Political Economy 
Transriational Social issues 
TEL: 617-627-2429 WEB: www.fletcher.tufts.edu 
E-mait: fletchergmap@tults.edu 


























“The PIBOES Network - Professional Capacity Building for 
Human Rights Field Missions 


Training Course 
for Human Rights Field Officers 


Colchester, UK, 4-15 September 2000 





Under the patronage and with the support of the 
European Commission. 


Professional Capacity Building for Human Rights Field Missions is a i 
series of three Training Courses organised by the PIBOES Network -a | 











joint endeavour of three Universities based at Pisa, Bochum, and Essex 
- to contribute to the professionalisation of human rights field personnel. 
The Training Courses are designed to provide participants with the 
necessary background education and skills that will be of optimum use 
in the field. The University of Essex will be hosting the upcoming 
Training Course for Human Rights Field Officers, now in its third year. 

The Course will feature lectures, seminars, practical training and role- 
playing sessions. It will be conducted in English by distinguished 
international experts from both academic and applied settings. 

The Course is open to no more than 25 participants. Applicants must 
be EU citizens, non-EU citizens who are regular residents of an EU 
country, or citizens of European countries that have applied for EU 
membership. They must be between 25 and 50 years of age, have an 
excellent knowledge of the English language, and a university degree in 
a relevant field, including law, social sciences, and health. 

The total cost for registration is 300 Euro. Scholarships towards 
participants’ travel expenses and subsistence costs are provided. 

Applications are due by 2 June 2000. 








Detailed information and application forms are available at: 
www2. essex.ac.uk/human_rights_centre (ink at ‘practice’) 
or contact: 


Human Rights Centre, University of Essex 
Wivenhoe Park, UK-Colchester, CO4 380 
Tel: +44 1206 872558 Fax: +44 1206 873627 
E-mail: piboes@ essex.ac.uk 


























| : 
| REWARD YOUR AMBITIONS 
| AT THE AMSTERDAM Law SCHOOL 

| 2000 - 2001 
| 

| 

















The AMSTERDAM Law SCHOOL offers five postgraduate law programmes 
leading to a Master of Laws Degree within a single academic year, 
commencing in September of 2000 





* European Union Business Law, LL.M. 

l * European Union and International Trade Law, LL.M. 
* International and European Environmental Law, LL.M. 
* Comparative Law, LL.M. 





‘These programmes have an established international reputation. In addition, 
the Amsterdam Law School presents two new programmes: 

+ Public International Law, LL.M. 

* PhD programme 


Join the Amsterdam Law School, located in the heart of Amsterdam. 





Application deadline For infarmation contact: 





Jane f, 2 
Tuition 





AMSTERDAM LAW SCHOOL 


$ 
| 
Face the millennium in a rewarding and stimulating international legal environment. 
| 
i 
| 
| 
i 









Amsterdam | 





sjur. 
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hepi www jurnuveni/als 


UNIVERSITETI VAN AMSTERDAM 
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Amsterdam 
Institute of Finance 


In cooperation with the faculty of 


INSEAD 


Foundations 
of Finance 
(June 29 - july 21, 2000) 


A compressed version of the financial core of an 
“MBA, this three-week course covers the following: 


Financial Analysis, Capital Budgeting 

and Financial Markets 

Valuation, Capital Structure and Derivatives 
Equity and Debt Financing 


For information, please visit our Web site of contact us directly. 


AIF - Herengracht 205, 1016 BE Amsterdam, The Netherlands 
telephone: +31-20-5200 162/160 - fax: +31-20-5200161 
e-maik info@aif.nt - internet: www.aifnl 


; MBA (Marketing) 
MBA (International Finance) 
“MBA (Human Resource Management) 


The University of North London offers a comprehensive range of 


distance learning MBA programmes which commence on 3 July 2000. 


“Developed in conjunction with employers and leading academics, each 
‘of our courses offers participants a stimulating and challenging 
programme of study combining academic excellence with practical 
business relevance, 


è Choose from the generic MBA or the specialist programmes of MBA 
(Marketing), MBA (International Finance) or MBA (Human 
Resource Management) 

Open and distance learning supported by workshops, module web 

sites, access to Tutors via email, phone or fax, and the course 
‘members’ network 

Flexible, modular programmes allow progression at a rate 
“gorminensurate with individual par ticipant’s commitments 

Develop excellent, relevant and transferable skills leading to personal 

and professional development 


for further information, please contact Postgraduate Admissions, 
University of North London, 166 - 220 Holloway Road, London N7 
oO BDB, Tel + 44 (0) 20 7753 3333 Fax + 44 (0) 20 7753 3272, Email 


“pybadistlearn@@unl.ac.uk www unlac.ulypgprospectus/courses/mbad} hin 
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Amsterdam 
Institute of Finance 


announces a new course 


Rational Valuation of 
Internet Companies 


and High-tech Projects _ 


{October 2-3, 2000) 
taught by Sas 
Professor Eduardo S. Schwartz of UCLA 


the world’s leading expert in the 
valuation of high-tech firms 


Using real options theory and modern capital budgeting, this course 
presents innovative methodology and software applications for 
pricing Internet companies and high-tech projects. 


For information, please visit-our Web site or contact us directly. 


AIF - Herengracht 208, 1016 BE Amsterdam, The Netherlands 
telephone: +31-20-5200162/160 - fax: +31-20-5200161 
e-mail: info@aif.ni - internet: www.aifnl 


GRADUATE PROGRAMME IN ECONOMICS 
MEc and PhD 


We invite applicants to ou Graduate Programme in Economics. 


aster degree ees 


Í quanitiative 


5 d courses and: 
and trains the smphasis of the 
‘yh 


hD is on n public ae finance, international ect 
We offer fina 


Q y particul eresi to our ocriicipants 

t particular interest 1o ovr participants 
or ic Research 

h 


For detailed pose and application forms please. visit oof titernet sites a 
wwwi.uni-bocconi.it/mec 
www.uni-bocconi.it/phd_ec 


Office of Graduate Studies in Economics 
pewetnie Bocconi 
A 25 
20136 Milano -haly 
al +39-02-58 36.3367 
+3902: 5836.3310 
noil; m ®un Fhoceoni 
En mail ot 
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in ENGLAND, in JAPAN, in BELGIUM 


in FRANCE, i 


SPANISH 


in SPAIN 








in BELGIUM 
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in BELGIUM 













in JAPAN, in BELGIUM 








SES FOR 
zD PEOPLE 
ADULTS from 19 years 
* RETIRED PEOPLE OF 55 AND ABOVE 
(Special conditions available} 
* JUNIORS from If to 18 years 
~ FRENCH in BEL GIUM 
- ENGI LISH i in ED 
























up to 43 private and/or group lessons 
and pedagogical activities 


Putting into practice with our teachers: 











ane ation: al ir mk i mation 
and reservations: 


Tel: + 32- 87-79 11 22 
Pax: + 32- 87-79 11 88 
E-mail: 
Customer @ceran. be 





Since 1975" 
in USA: I 
Tels i4 
Fax: 1 (413 


eee y 
1335 

















Founded in 1823, Birkbeck 
is based in Bloomsbury 
and has the highest 
proportion of research 
active staff of any college 
or university in the 

greater London area. 





4 Birkbeck 


UNIVERSITY OF LONDON 
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Postgraduate evening study in 
Management and Economics 


Department of Management 

MSc international Business 

MRes Management and Organizational Behaviour 
l year fulltime or 2 years part-time 


MPhil/PhD programme 


College and ESRC studentships available for MSc courses. 
Deadline for ESRC applications is 24 April 2000. 


http://www.bbk.ac.uk/manop/man/ 
Lshailer@bbk.ac.uk 


Department of Economics 

MSc Economics 

MSc Finance 

1 year fulltime or 2 years part-time 


Postgraduate Certificate in Economics or Finance 
1 year part-time 


Postgraduate Diploma/MSc in E-Commerce 
4-2 years part-time 
http://www.ecommerce-london.org 


MPhil/PhD programme 


http://www.econ.bbk.ac.uk 
courses@econ.bbk,ac.uk 


Further details and.application forms from The Registry, 
tek: 0845 601 0174, admissions @bbk.ac.uk 








at breaks, meals and evening socio-cultural activities 
a 














Internet; 
1 584- S046 bttpvAw WAVCeTaN, com | 








INIMUM OF TIME 





Home Study Course in Economics 
A lGiesson study that will throw light 


on today’s baffling problems. Tuition 
free—smail charge tor materials. 


Write: Henry George Institute, 
121 Bast 30th Street, 
New York NY 10016, USA 


an ihe Web! http Jheeww henry george.org 







asse, 
aluation! Send | resume 
6400 UPTOWN BLVD NE + SUITE 398-W 


Dept. 34- ALBUQ., NM B7TI0-USA 

war  MẸEcenuryuniverity edu 
1-800-240-6757 | 

ONLINE OPTIONS 











IS YOUR SUPPLY 
CHAIN GOING 
GLOBAL? 


Georgia Tech is now accepting applications for an Executive Master's degree in 
International Logistics (EMILI. 


Earn a Master's degree in global supply chain management from the Georgia 
Institute of Technology, a top ranked school with an excelent track record in 
Logistics. The EMIL faculty is drawn from Georgia Tech as well as from top man- 
agement schools in Europe and Asia. 


The program consists of five twoweek residence sessions, three in the United 
States, one in Asia and one in Europe. 


We are looking for companies with operations requiting them to sell, deliver and 
Support customers across the globe. EMIL will educate executives on designing 
and implementing a corporate logistics strategy, 


Go to our EMIL website for more information about this new educational opportunity. 


WWW.EMIL.GATECH.EDU/TE 
Download an application today. Registration for our Fail class ends June 1. 


To discuss EMIL, contact: 


BRYNN RUNKLE ù DIRECTOR, EMIL 
GEORGIA INSTITUTE OF TECHNOLOGY 
ATLANTA, GA 30332-0205 
peel (404) 894-2300 
FAX: (404) 894-2301 
E-MAIL: EMILG@ISYE.GATECH.EDU 


Georgialnstt 
oftechnciogy 





















THE, ENONOMIST APRIL BATH 2000 









9.1 Fax: +34 914 915.054) 
injo @aliseda com 
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ee through Distance Education 
On-Campus Programs: BBA, BSCS and MBA 
available for International Students 
at our Cheyenne Campus. 
Accredited by W.A.U.C. + Licensed by the Wyoming State 
1o Department of Education under W.S, 21-2-401 to 21-2-407. 
Preston University. Dep EC25/2: 
1204 Airport Parkway * Cheyenne, WY 82001 © USA 
Tel: + 1 (307) 634 1440 © Fax: + 1 (307) 634 3091 
Email: admissions @preston.edu * www.preston.edu 



























































www.isim.edu 
Denver, Colorado 


. S Accredited Member DETC 
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COMPU 
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en T ching French to adults for 29 years 


Overlooking the Riviera’s most ANC bay 
‘A UNIQUE TOTAL IMMERSION PROGRAM 
8 ¥:hrs a day with 2 meals. 8 levels : Beg. I to Ady. H 
i ACCOMMODATION IN PRIVATE APARTMENTS 
Next 2-4 week course starts 8 May, 5 June and all year 
06230 Villefranche/Mer EDIS, France, Tel: (33) 493 01 88 44 Fax; (33) 493 76 4217 


www.institutdefrancais.com 





A different way of leaming 
www. nillefeuile-provence. com 


i Intensive French courses 
Studying and living at Chateau Correnson [Provence] 


Selected by business people and diplomats 
Ph: +33 466 50 46 63 Fax: +33 466 50 22 05 


PRESTON 


UNIVERSITY 









Become Tomorrow's eStrategist 


‘Recreate yourself by earning your graduate degree online. Get your MS 

‘in information Technology, MS in Information Management, or MBA-- 

| Without ‘going back to school’. That means no time out from your career. 
Log on ‘and you're there. Network as you learn. interact with respected 

“technology leaders and fellow professionals from around the globe. 


join us at www.isim.edu, the award-winning, accredited online 
university. Applications are now being accepted for the Summer, Fall 
and Winter terms. Apply online or call our admissions mentor Robin, 
at: 303.333.4224, ext. 177, or Toll-free at 1.800.441.4746, ext. 177, 


isim university 


eCreate Yourself 






® HILD of HARVARD UNIVERSITY 


PRIVATIZATION, REGULATORY REFORM| 
& CORPORATE GOVERNANCE 


June 26 - July 14, 2000 Cambridge, Massachusetts, USA 


















* The Record on Performance and + Methods of Privatization. Auctions 
Reform of State-Owned Enterprises Share Flotation, Concessions and 
* The Rationale for and Problems a7 Strategic Investors 


Public Ownership «Mass. Privatization in Transition 
» Privatization of Natural Mondpoties: Economies 
Theory and Evidence * Recent Privatizations: Data and 
Conclusions 
* Post Privatization Corporate Governance 
* Sector Case Studies 


PTolegimmonications Teamspatiation, Usiiiens 


* Regulation: Structure and Methods 
* Deregulation and Competition Policy 
* Labor and Privatization 











PE i DEENEN ert 
Lecturers included: Kenneth Arrow, William Baumol, Bduarde Engel, Paul Keema, 
Jetfrey Sachs, Joseph Stiglitz, Lawrence Sammers, Jean Tirole. (Directed by Eyjan Sheshinski). 


HARVARD INSTITUTE FOR INTERNATIONAL DEVELOPMENT 
+4-Story Street, Gambrdge, MA 02128, USA, Atte Mike Hricz 
Fax: (617) 499-9786, Tele GAAR Email pep@hild harvand.edu 


WWW.HEID. HARVARD. .EDU/TRAINING 


WASHINGTON INTERNATIONAL UNIVERSITY 
Bachelor * Master * Ph.D. : 


Business (6MBA Majors) - Engineering 
Liberal Arts - Computer 
































Distance 
Education 
University 


Accelerated degree programs * Academie credit tor work \ 
experience * Seudents-from 112 countries and 36 states in 
the USA « Send 2 page resume/ C. for no cost evaluation. 
P.O. Box 1138): Bryn Mawr, PA 19010-USA 
fax: 610.527.1008 « e-mail: admissions@washintedu * wweewashintedu 

























14TH ANNUAL PROGRAM ON 
BUDGETING & FINANCIAL MANAGEMENT 


IN THE PUBLIC SECTOR 


July 47 -August 18, 2000 
Cambridge, Massachusetts, USA 


Designed for budget directors & analysts and public sector officials, with 
responsibilities for budget planning and management in developing and 
transitional economies. Topics include (but not limited to): 


Approaches to macrolevel public expenditure planning 
* Public expenditures and economic growth 

. Fiscal adjustment in industrial and developing countries 

+ Organization and management of the budget process 

+ Conceptual approaches to allocation of resources 

« Managing budget implementation 

+ Institutional issues in the management of public expenditures 






HARVARD INSTITUTE FOR INTERNATIONAL DEVELOPMENT 

14 Story Street, Cambridge, MA USA.02138, ATTN: Patricia Carney 
FAX: (617) 495-9786; Phone: (617) 495-4324 

budgetws@hiid.harvard.edu www. hiid harvard.edu/training/budget.html 






APPOINTMENTS 
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THE CINCINNATI MBA E 
Unique One year Program in US ay to 
Excellent ROL Begins 14.06.00 
For intormati 
graduate@uc.edu 
www. cha.uceda/mba 
513.556.7026 
513.556.7006 (fax) 
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www.bloomberg.com 


nue 





Raise your interest rate 


Account Management. Relationship Building. Growing the Business. 
Our success is built on intelligence, technology and people with vision. 


There are no job titles, no company cars, and no tired clichés. Just an organisation 
that looks forward to the future. 


We are looking for bright, energetic new colleagues to help us manage our 
continued growth. It will be your job to make sure that thousands of financial 
markets professionals get the service they need. 


We have a truly multicultural work environment and are interested in hearing from 
people from a diverse range of backgrounds and experiences. 


Television - News - Radio - Technology 


Bloomberg always has room for talented people. Check out our website 
www.bloomberg.com for more information about careers at Bloomberg. 


Please send your CV and a covering letter, quoting reference 
HWE to: Alex Cummins, Human Resources, Bloomberg LP, 
39-45 Finsbury Square, London EC2A 1PQ, 

or fax to 020 7392 6749. Email: alexcummins@bloomberg.net 


Bloomberg is committed to equal opportunities 


Bloomberg 
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` The Ministry of Commerce and Industry, 
oo Botswana 


Resident Economic Consultant 


| Reporting to the Permanent Secretary of the Ministry, the consultant 
advise On a range of issues in the areas of industry, commerce, 
international trade and investment. 

: n particular, the consultant will help guide the orderly 
‘implementation of a number of policies recently adopted by the 
“Government, including the Industrial Development Policy and the 
“Policy ot SMME development. 





The ideal candidate should possess some 25 years of practical 
experience in the areas of industry, commerce, international trade and 
javestment and in the public/private sectors. The person should have 
worked in-a policy, planning and development environment and have 
the ability to address complex issues /problems and present 
“recommendations in a clear and concise manner. Preferably the 
“individual will have worked in a developing country context and 
particularly in Africa. He/she should possess excellent writing skills, 
be computer literate, be adaptable and have good interpersonal skills. 
| Negotiable salary for a contract period of two years (renewable). 
| Applications by 26th April 2000 to 
oo Jan Isaksen 
Executive Director, BIDPA 
20 Private Bag BR29, Gaborone, Botswana 
“Physical Address: 4th Floor Tshomarelo House, Gaborone 
Tel: Int 267 371750 
Fax: Int 267 371748 
Email: jani@bidpa.bw 





Further information at hetp://www.bidpa,bw 





BUSINESS ECONOMIST 


You won't be | 
recycling statistics, you'll be creating success 


: £27k + outstanding benefits 


“Forward in our looking and innovative in our thinking, 
“| Nationwide continues to stay well ahead of the financial 
“service game. In fact, it's something we've always done. 
“Not only were we the first to implement online banking, 
but we're more than used to receiving accolades, most 
recently the Lender of the Decade award. We've achieved 
all this through solid planning and innovative strategic 
development. In short, by knowing what's coming next 
ein a highly competitive market. 


‘Put simply, you'll be a major influence on our business. 

“Immediately you'll have a high level of responsibility as you 
enter this environment and broaden your knowledge of our 
market and business trends. Your role will be wide ranging 
and flexible in scope, allowing you to build up a broad range 
of skills and experience. A sharp analytical thinker, you'll 
undertake research into our key competitors and markets. 
Your all-round commercial understanding ensures that you 
can take a step back from your analysis, highlight key trends 
and communicate them throughout our business. 


Q 


INVESTOR IN PEOPLE 
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c Nationwide 


www.nationwide.co.uk 


ECONOMIST/STATISTICIAN 


The Economist Newspaper's research department is | 
looking for an economist/statistician with some j: 
experience. The work includes general research for 
journalists, the preparation and clear presentation: 
of a wide variety of data for charts and tables as_ 
well as fact-checking. a 


A graduate with a strong economics/maths - 
background, you will be numerate, highly computer 
literate and be interested in and knowledgeab 
about current affairs, particularly business, finance 
and economics. 


You must also be able to perform under pressure, I 
be a good team worker and be willing to work. 
flexible hours. 


Please apply in writing with full CV to the Head of : 
Research at the address below by April 28th 2000. 


Applicants must either be citizens of the EEA or 2 
have a valid UK work permit. 






The ... The Economist Newspaper 
iWaiteitkia 25 st James’s Street 
London SWIA IHG 





Swindon 


Of graduate (possibly even postgraduate) calibre, you may 
have spent 2-3 years in financial services or an economic 
consultancy. Whatever your background, you can count on 
building valuable relationships across the organisation, 
becoming the expert poirt-of-contact for a number 
departments. Naturally, this will lead tò genuine career 
development opportunities in the future. 


Having achieved Investors in People, we believe in 
developing all our staff, both professionally and personally. 
We also offer an excellent salary and benefits package, 
including subsidised mortgage, bonus, pension scheme, 
private healthcare and generous relocation assistance 
where appropriate. 


Please write with your CV and current salary details to: 
Debbie Mitchard, Personnel and Development Operations, 
Nationwide Building Society, Nationwide House, Pipers Way, 
Swindon SN38 2GN. Closing date: 28 April 2000. 
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Emerging Markets Analysts and Editors 


| REQUIRED FOR LAUNC 


OF NEW ONLINE SERVICE | 





produce high value added, forward looking editorial on: 


University 
of Durha 











Chair in Strategic Management 


As part of the Business School's development we are looking to 
appoint an outstanding researcher and teacher to lead major growth 
in this important area of our work. 






When appointed to this new Chair, you will play a significant part in 
the current phase of the School’s growth, which is building on recent 
success to achieve sustained excellence in research and scholarship 
in business management. You will be able to demonstrate proven 
achievements in published research and in teaching in one area or 
more of strategic management that is relevant to the School’s work. 
A specialist interest in the evaluation of the contribution of business 
to the development of regions will be a particular advantage, 


The Director of the Business School welcomes informal enquiries, 
(e-mail: tony.cockerill@durham.ac.uk or tel: 0191 374 2201). 











An application form is available on-line at the University Personnel 
web-site http:/vww.dur.ac.uk/Personnel/vacancies/ It may also be 
obtained from the Director of Personnel, University of Durham, 

Old Shire Hall, Durham DH1 3HP, to whom applications (8 copies) 
should be submitted, including the names of three referees, 
(Candidates outside the British Isles may submit one copy only). 
{Tel: +44 (0)191 374 3140, fax: +44 {0/191 374 7253 or e-mail: 
La.cook@durham.ac.uk). 


Closing date: 26 April 2000 and interviews will take place on 
Tuesday 17 and Wednesday 18 May 2000. Please quote 
reference CO79. 














Business Monitor International, leading specialist publisher on global emerging markets, is 
launching an online service for which we are recruiting full-time analysts and editors to write and 


ASIA + LATIN AMERICA + EMERGING EUROPE + MIDDLE EAST + AFRICA 


if you have a solid background in political, economic, financial or industry analysis of emerging 
markets, are numerate, with strong writing and aditing skills, we would like to hear from you. 


Send full CV, letter and 


recent writing samples to: 





Jonathan Feroz 

Business Monitor International Ltd, 
179 Queen Victoria Street 

London EC4Y 4DU 
jferoze@businessmonitor. com 
www businessmonitor.com 


This is an excellent career opportunity fo write both online and for highly respected print titles, as 
part of a multi-skilled editorial team in an award-winning, fast growing company. Competitive 
salary and conditions apply in riverside offices in Blackfriars, London. 


THE WORLD HEALTH ORGANIZATION 


For its South-East Asia Regional Office 
Seeks 

PERSONNEL OFFICER 

(NEW DELHI - INDIA) 








| staff at all levels on personnel management practices and the personnel 





THE SUCCESSFUL CANDIDATE WILL report to the Director, General 
Management, advise the Regional Director, programme and administrative 





policies of WHO; implement/administer the established personnel policies 
in the areas of classification, recruitment, staff development and training 
and salary administration, explaining such pelicies to staff concerned: 
ensure the planning, \dentification and selection of appropriate staff, 
manage the Human Resources Unit of the Regional Office. 


QUALIFICATIONS REQUIRED: University degree in personne! 
management, public or business administration, industrial relations, i 
psychology or other social sciences or training courses in the field of | 
personnel management. Advanced degree ot training in any of these 
areas and a degree in law would be an asset. Knowledge of personnel 
management theories and principles and stafi/management relations: 
interpersonal skills, negotiating and persuasive abilities. Analytical ability 
and ability to present information in a clear and logical manner. Tact and 
discretion. The following would be an advantage: knowledge of WHO rules 
and regulations, supervisory skills; familiarity with the structure and issues 

of the UN common system. | 








EXPERIENCE: Considerable wide-ranging experience in personnel 
management at the national level plus similar experience with an 
international organization or a private enterprise with international 
operations including advice to senior management. 


LANGUAGE: Excellent knowledge of spoken and written English. 
Knowledge of French or any other WHO official language wouid be an asset. 


ANNUAL SALARY (net of tax): US$50,767 at single rate and US$54,516 
with primary dependants Post Adjustment: 22.9% of the above figures. 
This percentage is to be considered as indicative since variations may 
occur each month either upwards or downwards due to currency 
exchange rate fluctuations or inflation. 





Applicants are requested to submit either an application form (Personal 
History Form) which is available on the Web site at 
http:/www.who.ch/per/vacancies, or a detailed curriculum vitae. The 
application/CV should reach the following office within two weeks of 
publication quoting reference ‘PER/SEARO’. E-mail address for receiving | 
applications is: searvac@whosea.org or by post to the attention of 
Personnel Officer, World Health Organization for South-East Asia, 
World Health House, IP Estate, Mahatma Gandhi Road, New Dethi - 
110 002, India, FAX: 91-11-3318607, 91-11-3927972 





WHO has a smoke free environment. Applications from women are 
encouraged, 
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Executive $75K-500K+. Career searching into, within or out of 
Asia / Europe / M.East / U.S.? Contact for Free Info & Critique 


www.careerpath.co.uk 
Fax: Email: 
+1 202 4781698 
; +44 20 75048280 
Asia | M East / Aus +66 2 2674688 















cpamerica@ 


cpasia(@bkk.loxinfo.co.th 





















UNIVERSITY OF 
CAMBRIDGE 


Faculty of Economics and Politics 





CA Temporary Lectureship in Economic Theory is tenable for 
3 years from 1 October 2000. The appointment is to provide 
| replacement teaching while Professor C J Harris holds a British 
Academy Research Professorship. 










“Appointment will be made at Lecturer level at a salary commensurate 
with age.and experience on the University scale ranging between £20,811 
‘a year to £32,095. 

i Further information may be obtained from the Faculty’s web page (URL 
: http://www.econ.cam.ac.uk) or from the Secretary of the Appointments 
‘Committee. E-mail: app.sec@econ.cam.ac.uk 


The University has a policy on arrangements for part-time work. 

















The University is committed to equality of opportunity 












CBS Copenhagen Business School 
_ CEES (Center for East European Studies) affiliated to the 
Department of International Economics and Management 
invites applications for 















.a Assistant Professorship 
sanda Ph.D. Fellowship in 


nterprise Transformation in Transition Economies 





< For further information please contact Director, Niels Mygind, 
telr445 3815 3032, fax: +45 3815 2500, e-mail: nm.cees@chs.dk 









Appointment and salary will be in accordance with the Ministry of 
| Finance's agreement with the Central Academic Organisation, 





@ application must be submitted on the basis of the full official 
‘announcement, see: www.cbs.dk “news and events” (and an 

2 application form for the Ph.D. Fellowship, see www.chs.dk research”) 
; or contact the Personnel Office, 

tel: +45 3815 2683, fax +45 3815 2015, e-mail: nsc.perskt@chs.dk 


_ Application deadline: June 15, 2000 12.00 noon. 


‘Late applications and applications received on e-mail or disk will 
not be considered. 





The chief mission of the Faculty of Economics and Business Administration is to be a 
nationally and internationally recognized center of knowledge within the fields of 
management and business operations, The Faculty develops new, independent and 

in-depth knowledge about business related issues. This knowledge is communicated 

cotheeugh research publications, teaching, advisory services to institutions and enterprises 
as well as in public debate. 
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TENDERS 


Baiminantis 


®WorldBid 





www.worldbid.com 


The creme always rises to the top, so 
why shouldn’t you? 


Looking for the way to achieve that higher level of income? If you're an 
international senior executive, over 40, and currently earning +100K per year, 
we can assist you in attaining your goals. Resume Broadcast International, 
will manage your career searen with the personal contact necessary for 
success, Our commitment is not just 40 hours per week, but 24 hours a day, 
365 days a year. Contact us to meet our executive staff in London from 
28/12/99-17/1/2000 at Tel: (909) 866-4213, Fax: (909) 866-4244 or E-mail: 
102224.3306 @ compuserve.com and open the doors to opportunity today. 


Resume 
VOGTER 
International 



















Resume Broadcast International 

P.O. Box 6390, San Diego, California 92166, USA. 
Tal: 619 224 9257, Fax: 619 224 9268 

Email: 102224.3306 @compuserve.com: 





International Enterprise Development 


PROGRAMME MANAGER South Asia 


Based North UK Salary c £24,000 















Traidcraft is one of the UK's leading fair trade organisations with a mission: o 
fighting poverty through trade. Traideraft Exchange (TX) is a development charity 
with a proven track record in enterprise development in Asia and Africa. Workin 
with local partner organisations the TX team focus onedevelo-ping the local 
to support small businesses through business development services with a focus on 

promoting fair trade, creating employment in poor communities. í 


With a commitment to doubling its impact by 2002, Traidcraft is ooking to add to 
its innovative team of developrneat and enterprise specialists with this exciting new 
position to nke forward new projects in South Asia. As part of the Asia team this 
person will help develop ‘Traideraft’s work in South Asia leading a seam of specialists, 
developing, projects and relationships with existing parmers and funders and 
developing projects and relationships with new ones. Applicants will have 4 years 
development experience in South Asia, preferably India or Pakistan. 





‘The position will be a 2 year contract and candidates will need to have a sympathy o ; 
with Traidcraft’s Christian basis. 

Previous applicants need not apply. 

Closing date for applications 8 May 2000. Interviews will 
be held Gy Gateshead week commencing 22 May 2000. 







For furtaer information awian application form please 









Ye contact Beryl Scott. at bervis@raideraft.co.uk 
far ) OF write ta at Mot 
Ae Traideratt Exchange, Kingsway, Se o/s 
Traidcraft Gateshead, Tyne & Wear z 
ý NEI CNE. Ad 




















DELAWARE (USA) 
CORPORATIONS —_ 


fr el aman ior TR 
provide confidential 
“eee 


3511 Sveria HOSE + 19810, 
i emai 
debiyi cam. 


Eoy 7-9000» 800-321 
Kea cpg «nent 


U.S. Bank Account 
Opening Service 


CALL ANYTIME Tel: 1.800.423.2893 
(toll free) or +302.996,5819 
Fax: 1.800.423.0423 (USA/Canada only) A 
or Fax: +302.996.5818 
E-mait: inc info@delbusinc.com 
Internet: http://www.delbusinc.com 
Delaware Business Incorporators, fic. 


































INTERNATIONAL 
PROPERTY 


SWITZERLAND | 
Lake Geneva & Alps 


Attractive properties, i ae Tito 
5 bedrooms, trom SFr 250'000. Sale to Nor 
Swiss citizens authorized ry. 






Halal TRADE LEADS 


52, Montbrillant, CH-1211 GENEVA 
Tel. +4414 92/734 45 40, Fax 734 4 20. 
WWW. fevac net: x 


View details at: 









The World Bank 
Robert 8. McNamara Fellowships Program SAKON, A U.S, BASED COMPANY WITH 25 YEARS OF SATELLITE COMMUNICATION 
EXPERIENCE 1S LOOKING FOR HIGH QUALITY PARTNERS AND REGION: 

CONSULTANTS/DIRECTORS TO MANAGE THE LICENSING, SALES, AND 
MARKETING OF OUR INNOVATIVE SATELLITE COMMUNICATIONS SERVICES: 
Sakon is building satellite systems in developing countries like Bahrain, Ethiopia, 
Haiti, india, Ivory Coast, Jamaica, Kenya, Pakistan, Senegal, Vietnam, Yemen 

and other areas where fiber is excessively expensive or non-existent. 
yr ; p s world-class IMMUN! offers the following services: 
SUSTAINABLE TECHNOLOGIES Me PATELLTE COMMUNICATIONS SYATEN oers lca 






The Program offers 12-month Fellowships for research in the general area of 
economic development, For the 2001 Fellowships cycle, the Program in 
search proposals on ONE of the following topics within the broad theme of 
“Sustainable Development”: 

























URBANIZATION 





» COMMUNITY-BASED NATURAL RESOURCE Petit mecasc nea Cs 


MANAGEMENT v Carrier ‘Termination Ps 3k Om) 
Contact the Program Office, noted below, for a detailed focus on the topics. For more information call Phil prep Elbe besioe x235 or via e-mail at: pgibson@sakon.com 














To be eligible, an applicant MUST: 






* be a national and resident of a World Bank member developing country; 












* hold a minimum of a Master's degree or equivalent; 






* be 35 years of age or under (exceptional cases considered up to 40 years of ron 






* intend to carry out the research in his/her country of residence. in association 
with a local research institute. 
















TO ADVERTISE WITHIN THE 
CLASSIFIED SECTION, CONTACT: 


Stephen Welch, New York 
Tek (1-212) 544 5730 Fax: (1-212) 247 1325 
email: stepheawelch@economist.com 






The amount of the Fellowship is $7,500 and is intended to cover the cost of the 
research and its dissemination. A seminar is organized for the fellows during the 
fellowship year. The final research product will be considered for publication. 






HANDWRITING 
ANALYSIS 






The Program does not support degree studies. 
The deadline for applications for the 2001 cycle is August 15, 2000, of: WHE Wilkinson, London 
Tek 4d-471}-830 7000 Fax: (44-171) 8307111 
email wihadikinsan@economist.com 






For application forms, please cite our reference RSM/01/2 and contact: 
The Robert $. McNamara Fellowships Program 
World Bank Headquarters 
1818 H Street, N.W. 14-053 
Washington, DC 20433, USA 
E-Mail: rsm_ fellowships @ 
Fax: (2023 522 





















vw forrecru 
Phillippa Lavell FA 

9 Village Close, London NW3 SAH 
Tek +44 (017 7.794 6060 
Fax: +44(0}171 431 4699 


seme 





NEN Purpeses. 






or: Nathalie Henault, Paris 
Yel: (33-1753 93 6608 email: 
nathalishenault@economist.com 

















COURSES 






Andersen In The Anderson School 


Consulting at UCLA 
> University of Washington 


Institute for 
Strategic Change Business School 


present 









eCommerce and 
Global Business Forum 
May 17-19, 2000 
Santa Cruz, California 


The World’s First Conference 
to bring together Senior Executives, Academics, and 
Government Officials to explore the impact of 
eCommerce on international business. 


d.the world respect- 
ot arning the 







experience are require 


One-year Full-time MBA 


inl i the Netherlands” 
Two-year Part-time MBA 
in Utrecht; the Netherlands and in Berlin, Bontuand 
Mainz, Germany ; ee 
Two-year Executiv : 
seven 9-day sessions in 4 European countries 















Speakers 

William Daley, US Secretary of Commerce 
George Vradenburg, Ill, SVP at America Online 
Anthony Foster, ClO at ICI PLC 


Individual consultations alse available -please Contact us for 
further details : puns 





AS Graduate School of Management 
The Net 8 


o information and registration: 


ww.giobalecomm.or 





MBAS.com 
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International 


D) F | D) as k NOWLEDGE PROGRAMMES FOR BETTER 
Development HEALTH: 2001 - 2006 






As part of its strategy for eliminating poverty in poorer countries, influences on access to services for TB and adherence to 
the Department for International Development (DFID) works to treatment: Gi) developing and testing affordable approaches to 
improve the health of the world’s poor people. DFID supports improving the speed and accuracy of diagnosis and testing new 
“health and population research and related activities with a strategies to improve coverage and treatment outcomes in TB 
potential to enhance the health of poor people and reduce the control programmes; (iv) evaluating innovative ways to promote 
- impoverishing effects of illness. synergy between services for TB and HIV in countries most 
‘This support includes programme funding for multidisciplinary affected by the dual epidemic; and (v) exploring approaches to 


teams of scientists working to strengthen research capacity in reducing the threat of multi-drug resistant TB. 

poorer countries, increase understanding of priority health * INFANT AND CHILD HEALTH 

problems, test new ways to tackle them, and communicate new Focus is expected to include (i) testing strategies for incorporating 
knowledge to policy makers and practitioners. interventions to improve perinatal and neonatal outcomes into 
Céllaborative teams comprising UK research institutions and: antenatal, maternity and postnatal care services; and (i) improving 
partners in poorer countries are invited to submit proposals for understanding of the factors that contribute to mother-to-child 
programme support in the following four areas: > tratismission of HIV, testing interventions to reduce MICT and, 


yvi ; iyi CRA ; ic where appropriate, exploring ways to incorporate these 
s BIv/ADS AND SEXUAL YIRANSMIITED INFECTIONS j interventions into antenatal, maternity and postnatal care services. 
Focus is expected to encompass most; if not all, of the following: 


x : k i E + HEALTH SYSTEMS DEVELOPMENT 
G improving understanding of social, economic and, cultural ue i we 3 ET 
influences on the sexual behaviours-thataffect transmission of HIV- rodie 5 expected to include (i) Improving understanding OF POor 
and STis; (i) increasing křiowledge of biomedical risk factors for ==) n ople : omens ae ca i aN, the quality oa oS 
nsmission of STi and HI ) improving understanding ofthe =, ey Rg ate de eati Qutcomen Ue beeen a 
tors that affect the:utilisation and ‘effectiveness of services for identifying the kinds of legislative ang regulatory arrangemenis 
“prevention and care.of HIV/AIDS and STis; and (iv) assessment of that make the most of the comparative advantages of the public 
"© the impact of new interventions to promote safer behaviour, and aaa spror n the financi gand pron isen ot- higalth 
"mitigate modifiable risk factors, and improve the coverage, quali pi (i) developing and testing practical ways to gauge the 
j Pe i een veered fe performance of health systems - in terms of impact or the health 
cost-effectiveness a itilisation status of poor people - and use the resulting information to 
:* TUBERCULOSIS a oe Ea. oe improve, performance; and (iv) exploring approaches to the : 
cus is-expected to encompass most; if natal; of the following: ‘development and implementation of effective inter-sectoral 

















































































ent to a 






{i better understanding of the social, economic and cultural’. “policies and programmes. 


one or more of the four broad areas listed above. Programmes of three to five 
April 2001. The maximum funding for a single programme is likely to be around 
will depend on the quality of applications received and the 
welcomed. 





The Department for International DFID works in partnership with Asia and sub-Saharan Africa, but we also 
Development (DFID) is the UK's _ ; governments, international and national work in middle income countries, and in 
ty ry Ww aS $ q = . . pe 
government department responsible for non-governmental organisations, the Central and Eastern Europe. 
promoting development and the reduction hs Ba ene 
private sector and institutions such as the DFID is committed to a policy of Equal 


of poverty, DFID is committed to the i 2 
internationally agreed target of halving the World Bank, UN agencies and the European Opportunities and encourages applications 
proportion of people living in extreme Commission. Most of our assistance is from members of the ethnic minorities. 


poverty by 2015. concentrated on the poorest countries in 


Fulfilling Britain’s comm 


BUSINESS & PERSONAL 


leading tax spe 
and trustee services, 
Simon Denton 
44 (0207 479 7070 
439 4436 








_ Sovereign ‘Trust (Gibraltar) Limited is licensed by the Financial Services Commission ~ Licence No: FRC OOT43B. nostis 
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Revitalising the economy through second generation reforms 


llth Roundtable with the Government of the Republic of India 


India is at a turning point. Even though its many investment obstacles 
won't be eradicated overnight, economic recovery 1s well underway; 
the political outlook is positive; and foreign and domestic investors 
have never been as bullish. 





Providing an opportunity to get to the heart of policy 
direction and assess the prospects for growth in India’s 
rapidly evolving business environment, this Roundtable Tn 
could not come at a better time. May 15th-1é6th, 2000 + The Oberoi, New Delhi 


Join prominent political leaders and senior executives to probe such issues as: 

e What will be the key factors driving economic recovery; œ Is renewed investor optimism warranted: what would 
and does India have what it takes to become the next stimulate new areas of business activity and how does 
Asian economic miracle? the government plan to eradicate the existing roadblocks? 

e What are the overriding priorities of the Finance Ministry How is ‘economic diplomacy developing in India: and 
and what does this imply for the economy and your what does this new order imply for transnational corporations? 
business; will the limited ability to push through economic 


legislation hinder growth? Sponsored by: K` In association with: 
EIU India /IMA India 


CHUBB 





For further information on this cutting edge event, please contact: x tonomisi 
p a ference Coordinator, The Economist Ce IER EAE 





BUSINESS & PERSONAL 


Worldtariff 

























BANKS & INSURANCE Co. 


Duly Licensed in Europe: just register 
ready for immediate d anc 
ks for US $19,950 
Ce. for US $15,500 
info at: ANp-/uvonwemontenegro-banks.com 
Fax: (011-35077213 03 38 - from USA 
Fax: (00-507)213-03 38 - from Europe 


2ND PASSPORTS, DRIVER'S 
LICENCES, DEGREES, BANK 
A'Cs, CAMOUFLAGE PASSPORTS, 



































Email 1004 
https Awww. globa 





ATI PUseTVe GOTI 
TONEY com 









www.worldtariff.com/econ 














Legally & Ethicall 
OWN YOUR OWN 


BAHAMAS FOR LESS $599 
8 DAYS/7 NIGHTS 
SANDYPORT BEACHES RESORT 


w 














The ultimate authority on the world’s best hotels Beautiful RCI affiliated Gold Crown resort, sear ls 
. y nabs URE, Report, reach us at: 
hideawayreport.com e [offshoreanswers.com] 


















anaana inian oeaan aeaa aeann anaana saaana a i nnn 


ICSL KEENAN a 4) 


Since 1977 The ICSL organisation has specialized in the establishment and administration of Offshore Companies, Trusts, 
Foundations and other structures with emphasis on Tax Mitigation, Asset Protection and Privacy, We also arrange no 
tax/low tax residency and alternative citizenship and passport, For information or an initial consultation without obligation 
please contact your most convenient ICSL office. Our corporate aim: to provide Quality Service at Reasonable Cast. 






















ISLE OF MAN - JOHN GALLACHER IBERIA - ROD RAMSDEN LLB LLM IRELAND - EILISH MURPHY 
International Company Services Limited ICSI Iberia Limited International Company Services (ireland) Lid 
Tel: +44 1624 801801 Fax; +44 1624 801800 Tel: +351213142030 Fax: +351 21 314 2031 Tel: +353 1661 8490 Fax: +393 1 661 8493. 
Email: iom@ICSL.com Email por@ICSL.com Emails ire@ICSL.com 
UK - PEYMAN ZIA. USA - JERRY BAKERJIAN BBA URUGUAY - DR, CARLOS QUERALTO 
International Company Services (UK) Lid International Company Services (SA) Inc international Company Services S.A. 





Tel: +44 171 493 4244 Fax: 444171491 0605 Teli +1 954943 1498 Fax: +1954 949 1499 Tel: +598 29021165 Fax: +598 2 9021191 
Email: uk@ICstcom Emaih usa@ICSL.com Email: uwy@ICSL.com 








www.ICSL.com 
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USINESS & PERSONAL 
























CUT THE COST OF YOUR 
STAY IN LONDON 


Comforlable self-contained serviced studio flats 
in Knightsbridge near Harrods, fully equipped 
kitchan-dinette, bathroom, phone, satellite T.V. 
central heating, elevator, maid service, resident 





NEW AUTHORS 


PUBLISH YOUR WORK 


ALL SUBJECTS CONSIDERED 
WRITE OR SEND YOUR MANUSCRIPT TO: 


MINERVA PRESS 
316 - 317 REGENT ST LONDON W1R 7YB UK 
www. minerva-press. co.uk 


OFFSHORE 


READY MADE COMPANIES 
LOWEST ANNUAL FEES 
NOMINEE SERVICE 

BANK INTRODUCTIONS 
OFFSHORE CREDIT CARDS 








manager, Suit 1-2 parsons, Brochure by AirMail: 
Knightsbridge Service Apartments 
45 Ennismore Gardens, London SW7 1AQ. 
TEL: 0474 584 4123, Fax: 0171 584 9058, 
info@ksflats.dermon.co.uk 
ww. ksflats.demon.co.uk 






























#@*LONDON'A 


| Quality serviced apartments offering bast value u 

tor money. Our apartments offer great savings 
compared to hotels, Fully serviced, private 

a bathroom, kitchen, TY, telephone, central a 
heating, elevator, 

a Centrally located in Kensington area. a 


wm Tourist Board Approved W 
Ashburn Garden Apartments 
a 3 Ashburn Gardens. a 


Funds T Express 
‘m South Kensington, London SW7 4DG, UK 


‘Yel: +353-1-6790600 Fax:+350-1-6790475 ,ashburngardens.co.uk 


Ridge House, 1 Conyngham Road, a info@ashburngarniens.co.uk 
Dubtin 8, Ireland 


Tet: ++44 207 370 2663 
E-mail: econ@conrexp.com A Fax: ++44 207 370 6743 I 
Cyprus: i 
Tat:+357-2752418 Fax:+357-2766722 as n ann a8 


Established since 1980 


{v CANADA IMMIGRATION W 


up of former Visa Officers, with over 35 years experience 
assistance and ance to your immigration proce: Applications 
confidentially prepared. Our money-back guarantee sur assurance of su 
and email service, Specialists for skilled workers, businessmen and investors 
OIC CONFRATERNITY CANADA LTD, 
823-409 GRANVILLE ST. VANCOUVER, BC, CANADA, V6C 1T2 


TEL: (604) 669 0389 FAX: (604) 669 3905 
INTERNET- www.ciccanada.com E-MAIL-passport@infoserve.net 


Mayfair Life MELL 




















8434 


Im an 
PELE COMBENECATIONS 









402 TEANECK ROAD + SUITE 114 > TEANECK, NEW JERSEY - 07666 - USA 





Let our exclusive g 














ast pernet 


NTERNATIONAL PROPERTY 














NEW HEREFORD HOUSE 
MAYFAIR- LONDON 


SIX NEW PENTHOUSES NEAR HYDE PARK 


Moments from the tranquillity of Hyde Park, the 
excellence of London's finest stores, New Hereford House 
represents the very best of London life. 


ee SE SE SE SE SE 


+ 2/3 Reception rooms +3 Bedroom suites + TV/Bed 4 i Aeon CARDS 


+ Terraces + Fully equipped kitchens + Luxurious bathrooms ACCEPTED | 
* Comfort cooling + 24 Hr porterage + CCTV 


PO Box 55, Ramsey, Isle 
ed BONN Great Britain, IM99 4EE 
JOINT SOLE AGENTS TEL: +44 1624 B1554 
FAX: +44 1624 817080 
E-mail: economist@otra.com 


Prices on application 





+44(0) 20 7409 2233  +44(0) 20 7824 9011 rane www.ocra.com — 


1509002 94 Certificated » A member ef the Estate and General Group established in 1935 





wavw.new-hereford-house.co.uk NHH/E07 
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OUTPUT, DEMAND AND JOBS America 


’s unemployment rate was unchanged, at 4.1%, in 
March, as was Canada’s, at 6.8%. Switzerland's jobless rate edged down to 2.3%. German indus- i 
trial output leapt by 3.4% in February, makingit 6.9% higher than a year earlier. The volume of re- 
tail sales in the euro area rose by 2.3% in the 12 months to January. 




















































































% change at annual rate The Economist poll Industrial Retail sales = Unemployment 

| GDP GDP forecasts production (volume)  %rate 

| 3 mths? tyear 20 3 mths? 1year 1 year latest year ago 
Australia + 40 743 0 E 

| Austria + + 38 Q4 na + 68 79 Oe 3.5 fe 40 
Belgium + + 3.5 Oct 410.6 Mart 17 o 
Britain + 33+ 30 47 fey 5.9 eh 63 
Canada t46 + 4.7 QA Dec 6.8 Mar 79 
Denmark +23 +20 Qa Dec 5.3 Feb 6.0 
France „A36 + 3.2 04 Jan 10.2 Fee 114 
Germany + 29 +23 Os. Feb 10.0 Ma 10.6 
kaly + 17 +21 Qa Jan 11.2 Jan 11.7 
Japan -55 nil 
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Feb** 4.1 Mar 
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in February.§ Dec-feb. * "New series 


“Not seasonally adjusted. T average of latest 3 months compared with average of previous 3 


months, at annual r 














in Britain, it slowed to 2.3%. Japanese wholesale prices fell in the 12 months to March. American | 


% change at annual rate 
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| 
| 



























Consumer prices* 
_. 3mthst 1 year 
Australia +23 418 Qa 
Austria + 37 1.7 Feb 
| Belgium +34. 4 23 Mar 
Britain + 18 
| Canada 2.2 




















+25, 
















































































+ 5.7 feb + 





*Not seasonally adjusted, tAverage of latest 3 months compared with a 


werage of previous 3 months, at annual rate. **New series. 





COMMODITY PRICE INDEX. 

| The price of opec’s basket off 

seven crude oils slipped below $22 a barrei, 
this week for the first time since nine mem: 
bers of the cartel agreed to raise output by: 


145m barrels a day at the end of March. Iran; 
which was not part of the deal, has since’ 
raised its Output too. oP Ec is aiming to keepy 
oil prices between $22. and $28 a barrel. If the: 
basket price stays below the floor for more: 
than 20 trading days, opec will cut output’ 
by 500,000 barrels a day. But oil prices: 
edged up later in the week, despite a rise in: 
fuel stocks in America. The International 
Energy Agency has warned that output will 
need to rise by as much as am barrels a day 
more in order to meet rising demand in rich 
countries in the second half of the year, and 
to rebuild stocks. Demand in the second 
quarter is expected to rise to 75.2m barrels a 
day, 2.8% up on a year earlier. 
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$ per oz 277.40 282.75 ~ 23 = 04 
Crude oil North SeaBrent. = =~ SSS 

$ per barrel 23.83 é 1.74  ~=237 + 43.4 








RR CES SEAS PSI CM TN STE NN NSAID 
@ INCOME PER HEAD The simplest way 
of comparing living standards in different 
countries is to look at Gop per head in a 
common currency at current exchange 
rates. But this can give a misleading picture. 
In poorer countries non-tradable services 
are cheaper than in rich ones, so the gap in 
living standards is smaller than compari- 
sons at current exchange rates suggest. In 
addition, a strengthening currency can 
make a country look as if it is getting richer 
than itis; a flagging currency has the reverse 
effect. Our chart shows cpr per head mea- 
sured at purchasing-power-parity ex- 
change rates, which adjust for differences 
in purchasing power. This narrows the gap 
between rich and poor, compared with the 
current-exchange-rate measure, and strips 
out the effect of exchange-rate fluctuations 
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| other single country. But the European Un- 


| bigger share (18.9%) of world trace. World 
| exports grew by 3% in 1999 to $5,670 billion, 
| after a 2% fall in 1998, according tothe latest 
| World Trade Organisation figures. 


SLATER TNT, 
E TOP EXPORTERS With foreign sales of 
$695 billion last year, 12.4% of worlc exports, 
America exported more goods tan any 


ion, with exports of $798.6 billion, took a 
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TRADE, EXCHANGE RATES AND BUDGETS In February Japan’scurrent-account surplus was a third larger than a year earlier, pushing the 
rose to $124.1 billion over the same period. In the 12 months to February, Germany’s 
current-account deficit narrowed to $19.1 billion. The Australian dollar’s trade-weighted value fell by 0.8%; the American dollar rove by 0.7%. 


12-month surplus to $109.6 billion. Its visible-trade surplus 
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ECD estimate. 











@ ECONOMIC FORECASTS Every three 
months The Economist polls a group of 
forecasters and calculates the average of 
their predictions for growth and current- 
account balances in 25 emerging econo- 
mies. Since our last poll in January, our 
panel has increased its estimates for growth 
in 2000 for 20 emerging economies, in some 
cases quite substantially. Our forecasters 
now expect Russia, for instance, to grow by 
3.4% this year. Three months ago, they reck- 
oned it would grow by only 1.5%. 
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FINANCIAL MARKETS The Polish central bank allowed the zloty to float on April 12th. Until 


this week, it had traded in a wide band around a central parity, fixed against the euro and the 
dollar, which was devalued by 0.3% a month. The currency rose by 3.0% against the dollar over 
the week. Shares in Mumbai ended 14.1% up, after a strong showing by high-tech stocks. 
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i ASIA’S BOOM The economic recovery in 
East Asia continues to be much stronger 
than our forecasters had originally ex- 
pected. A year ago, they expected Hong 
Kong’s GDP to grow by only 1.7% in 2000. 
Now they predict growth of 5.6%. Malaysia’s 
expected growth has been revised up to 
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Growth forecasts for 2000 have also been 
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Any Wall Street expert who 
would rather talk than listen 
has forgotten what made him 
an expert in the first place. 


Our people and our experience are useless if they're not solving the right 
problems, At Goldman Sachs, we take the time to develop a true understanding 
of what you're looking for. Perhaps this is why our client relationships are some 


| the longest on Wall Street. But enough about us. How can we help you? 
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Actually, the good 
news is great minds 
don’t think alike. 


At Goldman Sachs we believe the best ideas come from a room full of differing 
opinions. With our substantial global resources, we're able to bring different 


minds and disciplines to the table. The result is out-of-the-box thinking 


instead of conventional solutions. And that’s news everyone can agree on. 
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LETTERS 


Teachers’ triumph 


Sir- You go to great lengths to ig- 
nore the remarkable changes un- 
derway in America’s public 
schools (“America’s education 
choice”, April 1st). Parents, teach- 
ers, administrators and public of- 
ficials have pushed for higher 
standards, stronger discipline 
policies and targeted resources to 
enable all children to succeed, 
While more remains to be done, 
particularly in our poorest neigh- 
bourhoods, the result of these ef- 
forts is positive. Test scores are 
higher, drop-out rates are lower, 
and more students are taking 
challenging courses and going on 
to college. 

What is even more remarkable 
is that achievement is rising at a 
time when our schools are edu- 
cating the most ethnically and 
economically diverse group of 
young people in the world. You 
claim that America’s schools have 
suffered “30 years of decline”, but 
ignore the fact that drop-out rates 
30 years ago were substantially 
higher than today, children with 
disabilities were ignored, and 
only a relatively elite group of stu- 
dents even thought of attending 
college. In the past 30 years, 
graduation rates have soared and 
the achievement gap between 
whites and blacks has been cut in 
half. You even cite bogus num- 
bers to advance a false impression 
of failure, such as your distortion 
of the results in Milwaukee’s 
voucher programme by using a 
statistic that focuses on students 
in only three of the 20 private 
schools involved. 

Your suggestion that teachers’ 
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unions oppose change and re- 
form in education ignores our re- 
cord. We have been leaders in the 
push for higher standards and 
have created programmes to turn 
around failing schools; efforts that 
are having an impact in Chicago, 
Boston, New York and other cities 
where student achievement is im- 
proving. We support testing of 
new teachers and evaluation pro- 
grammes that are more rigorous 
than those currently in place in 
most school districts. 

We have also taken the lead in 
fighting for the resources students 
need to meet higher standards, 
high-quality professional de- 
velopment for teachers, and after- 
school and summer-school 
schemes to help children who 
may be falling behind. Indeed, 
long before George W. Bush ran 
for governor of Texas, our affiliate 
in that state led the fight for the 
very reforms you praise, such as 
improving the state’s standards, 
placing an emphasis on reading, 
ending the policy of social pro- 
motion and requiring account- 
ability through regular testing. 

SANDRA FELDMAN 

President 

American Federation 

Washington, oc of Teachers 


Zimbabwe's victims 


Sir—Your leader on Zimbabwe 
(Countdown in Zimbabwe”, 
April 8th) centres the current cri- 
sis around the land issue and race 
relations. Little attention is given 
to the growing number of black 
Zimbabweans who have been 
beaten and even killed over the 
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past few weeks. A prominent 
leader of the opposition Move- 
ment for Democratic Change 
(mpc) was stoned to death by 
anti-mMDC supporters in an inci- 
dent that has received minimal 
coverage internationally. There 
have been two confirmed deaths 
of black moc supporters and two 
arson attacks recently. 

The issue of violence against 
white farmers and the threat to 
Zimbabwe's commercial farming 
economy is. important but the 
story is not just that of a despotic 
government attacking the white 
population. The despotic gov- 
ernment attacks anyone no longer 
willing to put up with corruption, 
economic misery and a shameful 
disregard of the law and human 
rights. 
Oxford 
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A-bomb remembered 


Sin—In your obituary of Thomas 
Ferebee (March 5th), who 
dropped the atomic bomb on Hi- 
roshima, you say that a second 
atomic bomb was dropped on 
Nagasaki three days later. That 
bomb, though more powerful 
than the first, did less damage be- 
cause of the hilly terrain and the 
poor aim of the bombardier in- 
duced by bad weather. The esti- 
mated casualties were 70,000 
dead by the end of the year from 
the blast and radiation. In Hiro- 
shima an estimated 140,000 died. 

Having been a navigator on 
board a s-24 Liberator in the vi- 
cinity of Nagasaki the day the sec- 
ond bomb fell, I have more than 
an academic interest in the sub- 


ject. The co-pilot on that long-ago 


day, Ed O'Connor, and I were the 
only ones out of a crew of ten to 
be morally shaken by the act. 


Middleburg, 
Virginia CHESTER Low 
Managing health care 


Sir—Your article on how spend- 
ing more on Britains National 
Health Service will not necessar- 
ily improve it (“A new prescrip- 
tion”, March 25th) misses a vital 
ingredient—health-service man- 
agement. Good management 
monitors performance and de- 
tects problems early, not years 
later and only as the result of 
campaigning whistle-blowers 
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whose own careers are put id 
jeopardy, as the nns currently! 
discovers its own deficiencies. 

it 1s paradoxical that the pres 
calls for revalidation of doctors. 
who usually have had to com 
plete at least 14 years of highly ses 
lective training and repeated, | 
tough postgraduate exams, and: 
yet allows health-service manage- | 
ment to limp along undetected. In 
my experience, most managers in. 
the health service have no creden- 
tials and have passed no tests of | 
competence, although medicine. 
and health-service management 
are very complex affairs. 

Good management is vital ev- 
erywhere and in particular in the 
health service. Yet the best man- 
agers are not likely to opt for 
working in the health service un- 
til a coherent training can be 
created with better incentives and « 
a proper career structure with an 
educational component. 

Dr Ray PERSAUD 
Maudsley Hospital 
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London 


Nigeria's ruler 


Sir—You suggest that Nigeria's 
president, Olusegun Obasanjo, 
should be “more of a figurehead” 
and should not try to “microman- 
age the country” (“Obasanjo on 
his own”, April 8th). How could a 
country with such crumbling in- 
frastructure and untested politi- 
cal institutions do well under a 
figurehead? We need a strong 
president ‘rather than an all- 
knowing one, and an alert legisla- 
ture not a prickly one. As long as 
each overplays its hand the na- 
tion suffers. 
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No second thoughts 

SrR=—Omar Khayyam, writing 


1,000 years ago, seemed well 
aware of the perils of the ill- 
considered e-mail (“Negotiating 
by e-mail”, April 8th): 

The moving finger writes; and, 

having writ 

Moves on: nor all thy piety 

nor wit 

Shall iure it back to cancel 

half a line, 

Nor all thy tears wash out a 

word of it. 
Barefield, 
Ireland lan BOTHWELL 
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A SAFE, JUST, TOLERANT SOCIETY. 
HELP MAKE IT HAPPEN. 


Strategic Policy Team 
£30K - £65K + Full-time/Part-time Central London 


A small number of opportunities now exist to join a dynamic, multi-disciplinary team to formulate and develop long term 
policies across the full spectrum of Home Office responsibilities. 

Working on 3~6 month projects, at the very heart of government, you will be making.a key contribution to the creation of a 
safe, just and tolerant society. 

We are looking for high achievers from the private, public or voluntary sector; people who can generate and present innovative 
ideas about public policy; people with the analytical skills to understand the fundamental issues in complex problems. 

You will not need a detailed knowledge of current policy issues but you will need to demonstrate that you have the 
credibility to deal directly with the Home Secretary, Home Office ministers, senior civil servants and organisations outside 
government, 

You will have demonstrated excellence in your own field. There is no requirement for experience in any specific area, but a 
background in any of the following may be an advantage:~ business strategy, ICT strategy, local government, the police, the 
criminal justice system, the NHS, management consultancy or academic research, particularly economics or social policy. 
Appointments will be for up to two years, but applications will also be welcomed from those who would like to join on 
shorter term or part-time contracts or on a secondment basis. In the future, there may also be opportunities for contract 
extensions and permanent positions. Salary will depend on skills and experience but is likely to be in the range £30K - E65K, 
but more may be available to an exceptional candidate. 

If you want further details and an application form (to be returned by Friday 12 May), write to Capita RAS, Innovation Court, 
New Street, Basingstoke, Hampshire RG21 7JB, or telephone 01325 745170 (24 hours), or fax 01256 383787. 


internet: http://www.rasnet.co.uk/ 
CAPITA RA S 


Home Office 
BUILDING A SAFE, JUST 
AND TOLERANT SOCIETY 


The Home Office is an equal 
opportunities employer and 
welcomes applications from 
i condidotes regardless of ethnic 
origin, religious belief, gender, 
So sexuahorentation, disability or 
any other irrelevant factor. 


Please quote reference B4923. 
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THE FORD FOUNDATION 
320 East 43rd Street 
New York, NY 10017 














Program Officer, Development Finance and Economic 
Security, Mexico and Central America (Based in Mexico City) 











Develop and manage program activities in the field of 
development finance and economic security. He/she will expand 
support for locally based development finance initiatives to 
improve access to financial services for low-income and 
disadvantaged populations, including rural and indigenous 
groups, poor communities, and micro and small-scale enterprises. 
The goal is to build financial assets and improve the economic 
security and livelihoods of these populations. The Foundation's 
work emphasizes the expansion of development finance networks 
and institutions: building capacity among research and academic 
groups to incarporate into their work themes related to 
development finance, poverty alleviation and financial asset 
building for the poor; and development and analysis of policy 
initiatives to help create a supportive policy environment for micro 
and small enterprise development. 





















Qualifications: Significant experience with development trends in 
the formal and informal sectors. development finance strategies 
and institutional models that provide financial services. Ability to 
promote the formulation of applied research that can advance 
the field and analyze development finance policies: capacity to 
interpret institutional dynamics; a teamwork orientation and ability 
to interact effectively with colleagues from diverse disciplines and 
perspectives; strong conceptual, organizational, financial analysis. 
and oral and written communication skills in Spanish and English. 










To apply: please send resume. cover letter, and brief writing 
sample to Ms. 3. Gordon at the above address by 15 June, 2000. 






Equal employment opportunity and having a diverse staff are 
fundamental principles at The Ford Foundation. 





L 


che 


Scottish Consulting company involved in providing 
technical assistance for EU, EBRD/ IBRD/ADB 
financed projects, seeks to urgently update its roster to 
meet ongoing and future commitments. 


Applications are requested from individuals with 
minimum of a post graduate degree and five years 
experience in the following fields of specialisation: 

economics -- public finance, trade, labour, social 
security, population and health; government 
accounting, budgeting, treasury and information 
technology; education/training: basic, vocational, 
secondary, distance learning, curriculum design, needs 
assessment, workshop design and delivery, and 
education financing; rural development and natural 
resources; poverty reduction and social safety nets; 
privatisation and enterprise restructuring; SME 
development and rural credit; highway and port 
engineering; procurement and PMU management. 


Please e-mail CVs to mail@cdr.fm 
attention Selina Toma, 
or fax to +44 207 2210275. 
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THE FORD FOUNDATION 
320 East 43rd Street 
New York, NY 10017 








Program Officer, Human Rights, Brazil 
(Based in Rio de Janeiro) 












Responsible for identifying, developing and monitoring projects to 
protect the civil, political, economic, cultural, and social rights of 
women and African Brazilians by promoting greater access to 
justice and other strategies to combat violence and 
discrimination in Brazil. The primary tasks are to: 1) strengthen 
leading human rights organizations anc train leaders especially 
those affiliated with the Black and women’s movements; 2) 
promote the use of the media for advocacy; 3) encourage 
research to examine the mechanisms of gender, race and class- 
based inequalities in Brazilian society: and 4) explore the use of 
international law to enforce human rights on behalf of women 
and African Brazilians. The Program Officer will collaborate on a 
common approach to building a strong and democratic civil 
society in Brazil and will also contribute to buiding the field of 
human rights in Latin America and worldwide. 


















Qualifications: Significant experience in the field of human rights, 
especially with regards to women and minorities; familiarity with 
relevant programs and institutions in Brozi or other Latin American 
countries, with particular emphasis on institutional capacity 
building, promoting effective advocacy and legal redress for acts 
of discrimination. Advanced training in the socii sciences or law: 
demonstrated analytical, organizational, oral and written 
communication skills in English are essential. Fluency in Portuguese 
or Spanish is also required, as is the ability to work closely with 
colleagues and grantees of diverse backgrounds and 
perspectives. 












To apply: piease send resume. cover letter, and brief writing 
sample to Ms. 5. Gordon at the above address by % June, 2000. 






Equal employment opportunity and having a diverse staff are 
fundamental principles at The Ford Foundation. 
















The OPEC Fund for International Development, 


a multilateral development finance institution based in Vienna, Austria, 
has immediate and anticipated apenings for: 


INVESTM 










The incumbents will provide legal advice te the Fund in respect of its 
recently established facility for financing private sector operations, in 
particular, through debt and equity participation in projects or intermediary 
banking and other financial institutions, venture capital, infrastructure 
investments and others. Assignments would encompass the development 
aspects of small and medium enterprises.in middle and low income countries, 
including participation in investment identification and preparation, due 
diligence, negetiation, execution and monitoring, as well as drafting and 
interpretation of legal documentation. 















Employment will be initiated on fixed-term contracts but those with proven 
competence would eventually have the option of other forms of tenure, 
including permanent employment. 






Applicants must be law graduates (preferably with post-graduate 
qualifications) who have not less than 5 years practical experience in the 
areas outlined above. Such practical experience is to be assessed by reference 
to the date of admission to practice at national level or entry into and working 
as a lawyer in an international organization. The bias is towards lawyers who 
have an outreach in either of the two areas, that is to say civil law (French, 
Spanish, etc) or the general legal system prevailing in the Middle East but, 
who nevertheless, have some grounding in the common. law. 











Good command of English is an essential requirement. Proficiency in a 
second language (Arabic or French or Spanish) would be an advantage. 






Qualified applicants should send their CVs to: 
The Director of Administration and Personnel 
P.O. Box 995, A-1011 Vienna, Austria 


Note: Only shortlisted candidates will be notified. 
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Secretary General 


Based London 


\mnesty International is a global voluntary movement 
with over one million members in more than 150 
countries. Independent of any government, political 
deology, economic interest or religious creed, we 
work for the protection and promotion of human rights 
throughout the world. 

We are commencing an international search for the 
successor to Pierre Sané, our current Secretary 
General, who leaves in September 2001 after two 
successful terms of office. 

Your role includes representing Amnesty international 
in its contact with governments and inter- 
governmental organisations, the world’s media and 
the general public. Acting as our principal political 
advisor, you will develop and co-ordinate strategies to 


protect human rights, direct the decision-making 
process in crisis situations and provide inspirational 
leadership for members and staff worldwide. 

You should ideally combine an impressive record of 
decision-making, negotiation and policy development 
in international affairs with substantial senior 
management experience. You will have proven ability 
to resolve acute human rights problems in complex 
political, social or economic contexts, preferably 
complemented by experience of motivating a 
volunteer movement to achieve significant goals. 

A strong commitment to human rights is essential, as 
is political impartiality and rigorous intellectual integrity. 
Capable of creating rapport with people at all levels 
and building positive relationships at the highest strata 


of world politics, you must combine a good command 
of written and spoken English with knowledge of 
another significant language. Experience of 

fundraising campaigns will be of particular relevance 
We will assist with relocation to London and invite = 
applications from suitably qualified candidates from 
all parts of the world. Visit our website on 
www.apply-amnesty.org to download information: 

and apply online, or write for further Information and 
an application form to Amnesty International, == 
c/o Scott Edgar Response, 75 Farringdon Road, 
London ECIM 3PH. 

Please do not- send your curriculum vitae. 


The closing date for receipt of completed 


The International Secretariat of Amnesty International 
actively promotes cultural diversity and Equal Opportunities. 


The Economist 
Intelligence Unit 


Pyramid Research 


PYRAMID 


‘We. offer.a truly global perspective on the opportunities and risks in the 


“dynamic communications industry. We provide rigorous and 
independent advice and analysis to key industry players around the 
“world, from operators to equipment vendors to investors, 


Strategy Analysts 


+ Wireless 

** Internet/E-commerce 

* Broadband 

Junior and Senior positions availabk. 
Positions available in all of our regional groups including Asta, Latin 
America, Eastern and Western Europe, Africa and the Middle East. 
Relevant foreign language proficiency is essential to the job. 

Send cover letter, curriculum vitae, 2-page writing sample (in English) 
and salary expectations to: Jobst¢ 


to Karen Caines, Human Resources, The Economist Building, 58 
Charles Street, Cambridge, MA 02141, USA. www.pyr-com. 


Pyramid Research is the communications division of the EIU. 
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yr.com, fax to 617-494-8898, or mail 


application forms is 7 July 2000. 


amnesty 
international 


CERF nee 


The Civil Engineering Research Foundation (CERF) and the International Institute Tor F 
Energy Conservation (EC) pave vecently merged to create a dynamic and rapidly growing 
organization with offices. hroughowl the world. CERF/IEC operates on the level of a] 
management consulting firm, working to bring new. technologies into practice for the design 
and construction industry through innovation centers, working in developing countries oi 
energy efficiency and environmental issues, consortia programs and international activities, 
among others. We offer a number of epportunities at many levels. See below. 


VICE PRESIDENT INTERNATIONAL OPERATIONS 


This position offers a multi-dimerisional opportunity for an entrepreneurial individual 
skilled in all aspects of international operations, including business development, banking: 
relations, international contracts and grants, credit, and finance. This individual will’be f 
responsible for monitoring contractaal and financial issues, forecasting and budgeting, 
project costing and corporate financial planning in a 50 person, $8 million dollari} 
international not-for-profit organization. In addition, the position will oversee grants 
functions, fund accounting, and international business issues, 


The successful candidate will have. 10 plus years experience in a. management consulting 
and/or technical environment; advanced degree in business, finance, administr 
international policy, or a related fieletia plus, Candidate must have a proven tack reco: 
leadership position in an international, technical environment. Experience: in’ 
communications and e-commerce a pius. 


EXECUTIVE DIRECTOR 


The Executive Director will lead organizational development in energy efficiency, 
renewable energy and sustainable infrastructure. Advanced degree in business, public policy | 
or administration, economics or:related field; proven wack record in business development: f: 
and management; minimum 15 years exp; recognized expertise in international energy 
policy sector, Unique opportunity to shape and lead the strategic direction of the HEC 
organization. 


The International Institute for Energy Conservation (HEC), non-profit international 
division of the Civil Engineering Research Foundation (CERF), was founded to accelerate: 
global adoption of sustainable energy and environmental practices, CERF is seeking a” 
recognized expert in the field of sustainable energy, climate change and international 
development to lead the Washington DC-based HEC team. CERF offers a comprehensive 
benefits package, a competitive salary and excellent potential for professional growth ina 
mission-driven, interdisciplinary environment, Qualified candidates please send resume, sal | 
reqs and cover letter indicating position of interest to: CERF, ATTN: K Hulan, 1015 15th 
Street, NW, Suite 600, Washington, DC 20005; fax 202-326-5172; e-mail: jobbox @ asce.org 
EOE M/F/D/V. 





SO NNIGIETAINEES 
& EXPERTS 










Private Companies throughout the world. 





Consultants & Experts 


FAS International Consulting is currently involved in 








years experience) with in-depth knowledge and 
experience in the following sectors: 









Vocational Education & Training 
-General Education 

Social Protection 

Labour Market and Employment Policy 


SME and Micro Finance 
information Technology 
Health Systems 

Public Administration 











Preference will be given to applicants who can 







Russian will be considered an asset. 








If you are interested in being considered for project 
opportunities you are invited to send an electronic 






thttp://www.fas.ie/fic.htm) to fasinterAfas.ie 





FAS, Ireland's Training & Employment Authority 





FAS International Consulting Limited, 
27-33 Upper Baggot Street, Dublin 4, Ireland. 

Tel: 00 353 () 6070500 Fax: 00 353 () 6601802 
e-mail: fasinter @ fas.ie 





International 
7 Consulting Limited 








‘GREENPEACE 


INTERNATIONAL 





ecutive Director 





FAS International Consulting provides consultancy 
and training services to Government Ministries, 
State Organisations, International Agencies and 










numerous projects in Central Eastern Europe, NIS, Middle 
East and Africa, Due to continued expansion on contracts 
being carried out on behalf of the European Union, World 
Bank and international agencies, we are seeking senior 
professional consultants and experts (more than five 











Regional Development - including EU Structural Funds 









THE UNIVERSITY OF TEXAS AT AUSTIN 







demonstrate extensive experience of project work in 
Central Eastern Europe, NIS, Asia, Africa, Middle East and 
the Mediterranean countries. Proficiency in English is 
required: other languages - French, Spanish, Portuguese, 









version of your CV in the format shown on our website 


FAS International is the technical co-operation arm of 














Greenpeace USA 
Washington, DC 


Established in 1971, Greenpeace is an independent campaigning 
organization which uses non-violent creative confrontation to 
expose global environmental problems, and to force solutions which 
are essential to a green and peaceful future. Greenpeace’s campaigtis 
arise out of a few simple global imperatives to save our ancient 
forests, to protect our oceans’ eco-systems, to end naclear threats, to 
stop global warming, to end toxic pollution, and to eliminate the 
threat posed by genetic engineering. 





The executive director reports to Greenpeace USA Board of 
Directors. The major responsibility is to establish Greenpeace USA’s 
credibility among activist and environmental communities, 


The ideal person should have strong leadership skills. Be able to lead 
and supervise the campaigns through a campaigns director, and the 
finance, administration communications /marketing and. human 
resources through seasoned senior directors. Should be able to 
operate at the highest level, such as go to deputy secretary of state 
or senior policy makers on the Hill. Should be able to think 
strategically, and in an integrated way, for instance combining 
campaigns, actions and media. Another example might be to 
combine political with strategic objectives, and mix public relations 
and media. 


| 
| 
i 
| 
| 
| 











Respond in complete confidence to: Robert Sellery Associates, Ltd.: 
1155 Connecticut Avenue, N.W.; Washington, DC 20036. Email: 
sellery@cais.com Fax: 202.333.1167. For farther details on this 
position, visit: www.sellery.com 









Vice President for information Technology 


The University of Texas at Austin. seeks candidates for a new position of Vice President for 

Information Technology, The Vice President for Information Technology will provide 

leadership for the University’s information services, and will have responsibility for the | 
integrity and strategic development of the information/communtications hardware infrastracture, | 
the systems infrastructure for mission-central functi ind administration, as well as the | 
related education and training functions of the University. The Vice President reports directly to | 
the President and is the chief advisor in strategic planning for the acquisition, use, and | 
development of campus-wide information resources fer immavative support of education, | 
research, and administrative operations. 











The functional areas reporting directly to the Vice President for teformation Technology are: 
Administrative Computing es, the Academic Computing and Instructional Technology 
Services, and Telecommunications, The Vice President will provide leadership and oversight 
for the budgeting, personnel administration, and procurement authority of these units. 














Candidates for the position should possess an advanced degree in an appropriate discipline, and 
have at jeast ten years experience as a faculty member or udm trator with demonstrated 
leadership in information technology management in a complex org ation, ideally inchiding 
familiarity with, and understanding of, the academic enterpr ndidates should: have 
experience in working collaboratively in the field of information technology and have 
ely more demanding administrative experience with strategic IT planning and 
fiscal/oudgetary responsibility. This person should have outstanding leadership, 
interpersonal and communication skills. The Vice President shoukl be a service-oriented leader 
who has a comprehensive understanding of a wide range of academic and administrative 
systems technologies, including the unique issues that are faced in an academie setting, A 
proven tack record of collaboration with the academic research community is preferred. The 
individual should be able to communicate and collaborate successfully with diverse 
constituents throughout the University and with external stakeholders and information 
technology companies, 


The University of Texas at Austin was founded in 1883, and is the largest of the 15 component 
campuses of the University of Texas System. itis ranked among the nation’s most distinguished 
educational and research institutions, The diverse campus inches approximately 49,000 
undergraduates and graduate/professional students and 11000 faculry and staff members, 





























Salary is negotiable based on experience. 





To ensure full consideration candidates should submit a letter of interest, a carrent curriculum 
vitae, and the names of three references by July 3, 2000, to 
Office of the President, Attention: Dr Bien Streetman, Chair 
Search Committee for Vice President for information Technology 
The University of Texas at Austin, Post Office Box T, Austin, Texas 78713-8926 


Norkinations are olko encouraged ond should be-gabmitted by daly 3 2900, to the abire address, 










The University af Texas at Austin isan Equa Empieyment Oppertinity Employer 
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Chicago Ahmedabad 


The best gateway to the world business in Europe. 
ESSEC Business School, Paris © Door to Europe ® Innovation © International openning 


Multicultural selection © Academic excellence ® A range of MBAs, BBAs, and Ph.Ds 
Partnership & interactivity with the companies ® A network of 22000 alumni. 






Call now : 00.33.1.34.43.39.90 in Paris www.essec.fr 











Fax : 00.33.1.34.43.39.91 ACTING FIRST indigo @essec.fr 










A, 


Esset Business School - Cergy Pontoise. Pats. 
EME » Essec Management Education » Paris, Lo Défense 
La manon des Essec - Poris, XVI 





BASEL BLAEN ESS SCHOOL PRIVATE INS TELECON OF HIGHER EEUCATION Al IAPED gdhi prir SO COMMERCE AND INDUS TI OF VERSAHLIS VAL DEHSE 
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Swiss Life | Ta e 





WHEN THE TOUGH GET GOING. 


Looking for clear directions for your international employee benefit Bangkok Life Assurance Lad. 
23/115 Royal City Avenue 
Rama 9 Road 

Bangkok 10320 / Thailand 
Telephone +662 / 203 00 55 


plans? Swiss Life is the way to go for coordinated global programs and 


real financial savings. As the world's leading international network of life aTe S 65 
5 © www. bangkoklife.com 
insurers, we're never far from where you need us. And every Swiss Life 
Kuo Hua Life 
r ə j se cope i2, See, 2, Ch Shan N. Rd. 
Network Partner is a local leader, with the expertise, flexibility and ser- O Taipei / Taiwan R.O.C. 
A$ Telephone +8862 / 2562 11 01 
vice capabilities to meet your most challenging insurance and benefit re- ionini R s sag lami 


wwwkhLcom.tw 


quirements. It's a sign of the times that more and more top multinationals 
follow the Swiss Life route. Call us in Zurich on +411/284 3797, or 
contact your local Network Partner. It can be tough out there. But with 


Swiss Life, you're never on your own. 


Swiss Lif 


www.swisslife.com THE RIGHT DECISION 
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At risk in Africa 


RE outsiders making too much of the dis- 
turbances in Zimbabwe? Africa has be- 
come a violent continent. Only six years ago, 
it was the scene, in Rwanda, of the world’s 
greatest genocidal slaughter for half a century. 
Since then, war has spread from Ethiopia and 
Eritrea across a swathe in the middle to An- 
gola in the south-west. Warlords have butch- 
ered and mutilated the people of Sierra Leone. 
At the end of February, hundreds of Nigeri- 
ans died in an outbreak of ethnic violence 
that raised the spectre, at least for a few days, 
of a repetition of civil war in the continent's 
most populous country. Far more people 
were killed in a single explosion in Congo last 
week than have died in two months of farm invasions in Zim- 
babwe (see pages 17-19). Is the western world’s concern about 
the turn of events there just a reflection of the fact that some 
of the people being beaten and shot in Zimbabwe are white? 
Yes. There is no other honest answer. Yet that should give 
comfort to no one. Outsiders are right to be concerned about 
Zimbabwe, not least because what happens there will have 
an effect upon what happens in other parts of Africa, and 
therefore upon all Africans, black and white. 

Zimbabwe, it is true, is not a very rich country, nor even a 
big one. But it has been a hopeful country, one of relatively 
few in Africa. For most of its 20 years of independence, the 
former British colony of Southern Rhodesia has been tran- 
quil, harmonious and reasonably prosperous. This was no 
mean achievement. Zimbabweans had reason to be bitter: the 
majority-chosen government that they might have expected 
in the mid-1960s was denied them by lan Smith’s unilateral 
declaration of independence. This led to 14 years in which the 
white minority imposed a semi-sanitised form of apartheid 
and the black majority increasingly took up arms as guerrillas. 

Robert Mugabe, who in 1980 eventually led Zimbabwe to 
independence, never showed the capacity for reconciliation 
that Nelson Mandela was later to show in South Africa next 
door, but neither was he vindictive. Many whites stayed on. 
They contributed usefully to an economy that the imr and 
others considered well run. The press was lively. The judiciary 
was, and is, commendably independent. Many black Zimba- 
bweans died in a series of massacres in Matabeleland in the 
early 1980s, but after that the country seemed set for a decent 
future. With political stability, a fair infrastructure and a large 
tourist potential, it could expect investment and other sup- 
port from abroad. It would be refreshingly different from the 
bloodstained basket-cases that have done so much to tarnish 
Africa’s name. 

Now all of that is in doubt. The country is still far from de- 
generating into butchery. Indeed, deplorable as it is, the vio- 
lence that has so often accompanied the occupation of white 
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farms is not, in itself, the main cause for con- 
cern. Nor are the calls for land reform, a long- 
standing and legitimate demand in Zimba- 
bwe. The sinister feature, rather, is the 
president's role in the current campaign. He 
“regrets” the deaths, but he supports the take- 
overs in which they happen, calling white 
farmers “the enemy of the state”. Above all, 
he refuses to condemn the violence unequiv- 
ocally and have it stopped. The High Court 
has ruled the occupations illegal; the vice- 
president too has said they must end. But the 
president says, “This is not a problem that can 
be corrected by the courts.” He thereby, in ef- 
fect, lends his support to mob rule. 

It is not hard to see why Mr Mugabe is doing this. The gen- 
erally hopeful picture of his country outlined above is nowa- 
days largely a memory. The president's rule has become ever 
more autocratic, the government ever more corrupt and the 
economy ever more enervated. Battered by inflation, unem- 
ployment, chronic fuel shortages and their country’s involve- 
ment in a pointless war in Congo, Zimbabweans are increas- 
ingly turning away from their president’s party, which must 
face an election before August. Mr Mugabe received a bloody 
nose when he put the draft of a new constitution to the voters 
in February. No doubt he thinks the issue of land reform, viol- 
ent or not, will help him do better in the coming poll. 


A job for Africans 


It may be that no one can bring him to his senses. It certainly 
will not be Robin Cook, Britain’s foreign secretary: any inter- 
vention from the former colonial power is likely only to anta- 
gonise Mr Mugabe. A better bet would be an African voice, 
preferably several. Apart from that of Kofi Annan, the uN 
secretary-general, they have been notably silent so far, per- 
haps because they are talking privately, perhaps because they 
have some sympathy for Mr Mugabe or at least fear that criti- 
cism might lose them support in their own countries. 

In any event, they should lose their inhibitions. If Mr Mu- 
gabe continues to override the rule of law in Zimbabwe, the 
violence will intensify, whites will leave, investment will dry 
up—and the infection will spread. All Africa’s countries risk 
some damage, but those that stand to lose most are those 
closest by. Of these, much the most influential is South Africa. 
It can exert economic pressure: Zimbabwe depends on it for 
oil and electricity. It can also speak with moral authority. 

South Africa has the strongest of reasons to do so. The de- 
generation of Zimbabwe into lawlessness and instability 
would be seen as confirmation of the opinion, long held by 
white racists, that majority rule in Africa inevitably means au- 
tocracy, incompetence and corruption. Nowhere has that 
view been held more firmly than in South Africa, and no- 





a ete LB) 


LEADERS 

where has it been shaken more effectively, thanks to Mr Man- 
dela. By staying silent, Thabo Mbeki, South Africa’s new presi- 
dent, risks being seen as condoning the behaviour of Mr 


Mugabe. Whatever feelings of solidarity Mr Mbeki has for a 
fellow president—one who, like him, struggled against white 





rule—he has a duty to speak out. Zimbabwe needs the rule o 
law, an unfettered opposition and free elections. If it does no 
get them, and Mr Mbeki stays mute, the inevitable conclusio! 
will be that they are at risk in South Africa—a dreadful pros 
pect for the last, best hope in a strife-torn continent. 








The pawns of Fidel 


By defying the law, Miami’s Cuban-Americans are playing into his hands 


PRIL has never been a gentle month for Janet Reno, Amer- 
ica’s attorney-general. On April 19th 1993, when she was 
brand-new to her job, four federal agents were killed and 87 
people incinerated in the siege of the Branch Davidians’ head- 
quarters outside Waco, in Texas. Two years later, to the very 
day, a bomb planted in revenge for Waco in Oklahoma City 
killed 169 people. Now, perilously near those anniversaries, 
crowds are massing in Miami to prevent the seizure by federal 
agents of Elian Gonzalez, a six-year-old Cuban refugee who 
must, under American law, be returned to his father and to 
Cuba. For all her uncompromising talk, Ms Reno clearly does 
not know which way to turn. 

The parallels with Waco are disquieting. In that case, Ms 
Reno justified her intervention because children were said to 
be being abused inside the Branch Davidian compound. In 
Elian’s case, too, the charges and counter-charges are now 
about child abuse: whether his Miami relatives, who took 
him in last November, are turning the boy against his father, 
or whether his father would treat him more cruelly by taking 
him back to Cardenas. But most important, Ms Reno now 
faces—as at Waco—a crowd of believers, convinced that Elian 
has been saved by a miracle for a life in the United States and 
determined to die martyrs’ deaths to keep him there. 

It need not have come to this. When Elian was first res- 
cued from the sea, one of three survivors of a raft-load of Cu- 
bans, it seemed that matters would be sorted out swiftly. Both 
national and international law are clear on the issue: a child 
belongs with his surviving parent, unless that parent is unfit. 
Juan Miguel Gonzalez, Elian’s father, had nothing that could 
be held against him—except that he lived in Cuba. But that 
was enough. As the relatives became increasingly attached to 
Elian, their attitudes hardened, and one can understand why. 
Since Elian’s mother had risked everything on that hazardous 
journey across the Florida Straits, it was surely her wish that 
her son should become an American. To send him back 
would mark another “betrayal” by the government, a be- 
trayal as callous as when it abandoned the band of paramil- 
itaries who were sent by the c1A, in 1961, to try to invade Cuba 
at the Bay of Pigs. That anniversary, too, fell this week. 

Elian thus became, and remains, a captive of the poison- 
ous relationship between Cuba and the United States. Since 
1960, the two countries have neither traded nor had di- 
plomatic relations with each other. They lie a mere 90 miles 
apart, the citadel of free enterprise and the western world’s 
last sad, failed remnant of communist central planning. Cuba 
longs for the dollars on which it subsists; much of Miami 
yearns to be reunited with struggling Cuban relations. But 
both sides are far too proud to admit to any complications in 
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their public loathing of each other. 

This long hatred is now summed up in one bitterly di 
vided family. Neither side trusts, or will even speak to, th 
other. Elian’s father, dispirited, waits in Maryland, while th 
Miami relatives try to engineer yet more legal delays. The: 
have defied a court order to turn Elian over; his father, the: 
say, is simply a tool of Cuba’s dictatorial leader, Fidel Castre 
Politicians are not helping: the two local mayors, both facin 
tough election fights, have said they will not lend support t 
any federal agents who are sent to seize the child. At nationa 
level, both George W. Bush and Al Gore are scrambling fo 
Floridian votes by saying that Elian should stay. 


The rule of law 


He should not stay. Despite the best efforts of his relatives tt 
lure him with toys, clothes and video games, his place is wit! 
his father. But it is hard to see how matters can be resolvec 
without violence. Miami’s Cuban exiles, though their powe 
has been waning in recent years, are utterly immovable o1 
one point: they will not deal with Cuba while Fidel Castro i 
in power. He is the devil, and Elian their saint. His case ha 
become the pivot on which all their arguments, and all thei 
hopes, turn. They are determined not to lose it. This small bo: 
encapsulates their message that Cuba is evil, America is good 
and that the two sides must not do business with each othe 
until the regime has changed. If they have to defy their ow: 
government to make this point, so be it. 

How misguided they are. The Economist yields to nobod: 
when it comes to contempt for Mr Castro. But to use Elian fo 
propaganda purposes, as the exiles now are, is exactly the tac 
tic Mr Castro would choose. He is getting huge mileage out o 
this case. It shows, even better than the trade embargo can 
how vindictive and inhumane the United States can be 
Elian’s Miami relatives believe they are doing the best thin; 
for him, literally saving his life. But actually they are playin; 
into the devil’s hands; and, in the process, they are also re 
stricting Elian’s choices as surely as Mr Castro would. 

There is also a more fundamental point. These exiles cami 
to America after the Cuban revolution not just because they 
believed in capitalism, but because, presumably, they be 
lieved in the rule of law. They are now treating the rule of lav 
as contemptuously as Mr Castro himself does. They wil 
abide by it merely if it suits them. This defiance does no 
show Mr Castro, and Cuba, that America is a morally su 
perior place. On the contrary, it displays a country wher 
even an administration with law on its side may be bulliec 
out of doing the right thing because it is election year. 
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Tung-tied Hong Kong 


‘The main obstacle to democracy lies with the territory’s own leader, not 


with the Communists in Beijing 


ONG KONG'S democrats have little to cheer. The terri- 

tory’s quasi-constitution, the Basic Law, allows for gra- 
dual democratisation before 2007 and for the possibility of 
directly electing both the legislative council (Legco) and the 
chief executive after that. The people are eager, and eligible, 
but their hopes have rarely seemed so forlorn. 

The main obstacle is their own chief executive, Tung 
Chee-hwa, elected by a mere 400 people. He ignores the views 
of Legco—a dangerously populist chamber, in his view, even 
though a mere third of its members are directly elected. He 
has disbanded the elected municipal councils. And he thinks 
2007 is far too soon for participatory politics. 

Worse, he appears to be set on another five-year term, 
from 2002, for himself. This is a grim prospect. Just last week, 
Christine Loh, perhaps Legco’s most gifted member, an- 
nounced she was stepping down because, she said, “the exec- 
utive branch sees the legislature as an inconvenience that has 
to be overcome.” Mr Tung’s chief secretary, Anson Chan, who 
is sometimes called Hong Kong’s conscience, is also known to 
be unhappy with her master’s cautious instincts. 

Mr Tung’s anti-democratic campaign is supported by sev- 
eral tycoons, such as Gordon Wu, Peter Woo and Ronnie 
Chan. Only the richest one-third of Hong Kong’s working 
population pays income tax, they note, so only one-third 
should have a say in how the government is run. They like 
Legco’s “functional” constituencies, which represent various 
business interests and are due to be phased out slowly under 
the Basic Law. Get rid of these in favour of universal suffrage, 
they say, and even the Basic Law's guarantees about Hong 
Kong’s capitalist system would be in doubt. “No taxation 
without representation” is the rallying cry of Mr Woo. He says 
Hong Kong's top 500,000 professionals are ready to pay 90% of 
the income taxes because only they understand how an ab- 
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sence of democracy prometes stability and prosperity. 

The tycoons’ views are tosh. Though many people in 
Hong Kong do indeed pay no income tax, they do pay indi- 
rect taxes. There is no populist desire for welfarism; no place 
on earth is so business-minded as Hong Kong. In truth, the ty- 
coons abhor democracy chiefly because it would put an end 
to a system that blesses cosy business arrangements—quasi- 
monopolies and cartels—in property, bank interes” rates, elec- 
tricity and ports, while the rest of the population is bought off 
with subsidised housing and health care. 

One reason why this system cannot go on much longer is 
that Asia’s crisis of 1997-98 put the budget deeply into deficit 
and, unaided, it may not return to surplus. The firance secre- 
tary, Donald Tsang, says that he must broaden the base for in- 
come and other taxes, but the idea is stoutly resisted by the ty- 
coons, amongst others. A participatory governmert would be 
far more likely to find the needed consensus on taxes. 

There are political imperatives for more democracy, too. 
In colonial days, democratic Westminster could always take 
the undemocratic colonial government to task. Moreover, co- 
ercion and government intervention were expensive, so econ- 
omic freedoms and legal protections grew. A free press pros- 
pered. Hong Kong had many of the outcomes of democracy, 
even though it had few of the mechanisms. 

The mechanisms are now badly needed. Coerzion creeps 
in from Beijing, mainly because Mr Tung does little to defend 
Hong Kong’s boundaries. Last week a mainland official 
warned Hong Kong's press not to report on Taiwanese matters 
when the mainland deems them to involve the question of 
independence. If Mr Tung is not going to protest strongly 
against such interference, all the more reason for Hong Kong 
to want democratic mechanisms that would be less supine 
than him. 





Brazil’s 500 years of solitude 
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It’s high time for South America’s giant to shake off its inferiority complex aad’ “es 


HE rest of the Americas celebrated, or mourned, their 

“discovery” by Europeans back in 1992, the quincenten- 
ary of Columbus’s landfall. But that meant little in Brazil. Its 
discovery by the Portuguese came eight years later, on April 
22nd 1500, and by accident, when a fleet commanded by Pe- 
dro Alvares Cabral and bound for India was blown off 
course. Brazilians mark that event this weekend, with a few 
protests, and much soul-searching about what makes them 
unique. Elsewhere, the anniversary is being almost wholly ig- 
nored. Both reactions are predictable. Language, geography 
and history have combined to isolate Brazil from its Spanish- 
speaking neighbours on the far side of the Amazon rainforest 
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and the Parana basin, let alone from the wider world. 
Isolation has bred introversion. That partly reflects Brazil’s 
vast size, self-sufficiency and fairly peaceful history. But it re- 
flects, too, a sense of shame, much of it derived from slavery, 
which lasted longer and involved larger numbers in Brazil 
than anywhere else. Its legacies include ugly everyday vio- 
lence and deep-rooted social inequalities. Brazil's self- 
confidence has been shaken, too, by recurring economic cri- 
ses, and by difficulties in establishing a stable democracy. 
Yet at 500, Brazil is in many ways still a young country, 
and of unappreciated achievements. Only Japan recorded 
faster economic growth between 1900 and 1982. And though 
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Brazil is not free of racism, it ‘thas been erilingly m more success- 


ful than the United States and many other countries in creat- 
ing a multi-racial society (see page 33). Its recent democratic 
governments have made big efforts to tackle other social pro- 


blems, ranging from education to land reform. Having over- 
come hyperinflation, and ridden out last year’s devaluation, 
the economy is now set to grow again. 

Much remains to be done. Yet if Brazil’s prospects now 
look brighter, it is partly because over the past decade the 
country has moved far in opening itself up: it has slashed ta- 
riffs, abolished state monopolies and sold off state-owned 
businesses to private investors, many of them foreigners. 

Some Brazilians argue that change has gone far enough. 
They are cautious about further trade liberalisation, through a 
proposed Free-Trade Area of the Americas, for example. Yet 
Fernando Henrique Cardoso, who as president since 1994 has 
pushed through many of the reforms, is right when he argues 
that Brazil has more to gain than to lose from further market 
opening, and from playing a more active role in the world. 


A dwarf trader 


Such arguments may seem odd. After all, a degree of econ- 
omic introversion is typical of countries of “continental” scale 
and large domestic markets, such as India, Russia, China or, 
yes, the United States. And whereas India’s geopolitical ambi- 





Disarming again 


Arms control is proceeding too slowly. But the present approach is 


still the best 


Te MANY of the governments and lobby groups arriving 
in New York next week for a month-long review of the 
Nuclear Non-Proliferation Treaty, last week’s ratification by 
Russia’s Duma of the Start-2 strategic-arms-cutting treaty with 
America rates barely a single cheer. They have some reason to 
feel gloomy. Since they last met to review NPT progress five 
years ago, India and Pakistan have blasted their way un- 
officially into the nuclear club. And the nuclear-testing ban 
still languishes unratified by most signatories, notably the 
United States. Meanwhile, whatever else it does, they would 
argue, Start-2 does too little, too late. 

Indeed, many governments, from fiery Mexico’s to calmer 
Australia’s, are losing patience with the slow progress in arms 
control. They are right to argue that America, Russia and the 
world’s other nuclear powers should be doing much more to 
make the world safer. They are wrong, however, to disdain 
the achievement of the Start talks—and equally wrong to as- 
sume that the renunciation of nuclear weapons by all 
responsible countries would make the world genuinely safer. 

Getting reStarted does several useful things at once. It sig- 
nals that President Putin’s Russia is once again, after a long 
huff, open for arms-cutting business. Since Congress, which 
ratified Start-2.in 1996, understandably insisted there could be 
no Start-3 until the Duma did likewise, Start has been stopped 
in its tracks. Now; at least talks on deeper cuts can resume. 

And all that, in turn, clears the way politically for a possi- 
ble deal to prevent the next crisis in America-Russia relations: 
a real bust-up over America’s demand for modifications to 
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tions have equipped it merely with kiden weapons, Brazil's 
‘democracy has scrapped a military dictatorship’s nuclear: 
arms plans, and swapped a prickly rivalry with Argentina foa 
‘co-operation in Mercosur. 


If they care about it at all, though, Brazilians tend to see 
Mercosur as a refuge from the wider world. Not, it is true, a 
very elaborate refuge: they have not shown themselves eager 
to turn it into a genuine common market, still less to contem: 
plate the loss of sovereignty involved in deepening it in other 
ways. Neither has Mercosur, nor economic reform, trans- 
formed Brazil’s export performance. Between 1989 and 1999, 
India’s exports increased by 128%, China’s by 271% and those 
of the United States by 91%, while Brazil’s rose by a paltry 
40%. Brazil’s share of world trade is smaller than in the 
mid-1970s. Brazil is less poor than India, China or Russia, but 
it is in some ways less open: its total trade amounts to a lower 
share of cpr than in any of those countries. 

Reversing that decline might be helped if Brazil were to 
overcome its lingering inferiority complex. Brazil’s diplomats. 
have traditionally been reluctant to strut the world stage, or 
even the region’s. They do not often take the lead. That makes: 
Mr Cardoso’s initiative in calling, for September, a meeting of 
South American leaders to discuss democracy an interesting 
one. But it is no substitute for a stronger effort to compete in 
the developed world. At 500, inexperience is hardly an excuse. 








the Anti-Ballistic Missile treaty. Originally negotiated almost 
30 years ago, by limiting each side’s ability to shield itself 
against attack, it gave each added confidence that the other 
would not be tempted to strike out. Now the Clinton admin- 
istration is worried, not about a huge missile attack from Rus- 
sia, but about much more limited threats from a rogue regime. 
The solution, it believes, is to build limited defences to cope 
with such a threat without destroying the Asm treaty’s stabil- 
ity-preserving benefits and provoking Russia to abandon Start 
entirely. Yet if Start-3 is to help America, and Russia, over this 
next bump in the road, it will probably have to do more am- 
bitious things than either side originally intended. 


Just a start 


When Start-2 was first negotiated, cutting each side’s weapons 
from Start-1’s 6,500 to 3,000-3,500 looked like real progress, No 
longer. Start-3 will plug some loopholes. It promises still 
deeper cuts and tougher counting rules. For the first time, the 
two sides will be obliged to dismantle warheads, not just the 
missiles and bombers that carry them. Still more intrusive 
checking will be needed to give each side confidence that the 
other cannot suddenly disrupt this dwindling balance. Yet al- 
ready it is clear that the numbers first thought of for Start-3— 
some 2,000 to 2,500 weapons apiece—are too high. Officially, 
America still insists that, in order to cover all its targets, it 
needs as many weapons as the original Start-3 limits would 
have allowed it. But those targets were chosen in the early 
days after the cold war. Realistically, 1,000 to 1,500 would be 
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Announcement 


to all owners of 


Patek Philippe watc. 1es. 


To mark the end of the twentieth century, Philippe Stern, 





President of Patek Philippe, has decided to reward all owners. 
of Patek Philippe watches with a unique gift: the opportunity 
to own one of the last ten complicated watches created dy the 


company in the twentieth century, and engraved as such, 


All ten watches - ref: 5054 - will be presented personally by - 
Philippe Stern, to those selected, at a special reception to mark the 
opening of Patek Philippe’s Watchmaking Treasures Museum. This 


will take place in autumn 2001. 


All we ask is that you send us the reference, case and 
movement numbers of the Patek Philippe watches that you 
own and purchased prior to January ist 2000, along with your 
name, address and the name of your preferred Patek Philippe 
retailer. You will have as many possibilities to be selected as 
the number of watches that you own. This information should => 
preferably be registered on the Patek Philippe website, or sent 
to us via fax or mail before December 31st 2000, using the 


relevant addresses listed below. 


Philippe Stern would like to take this opportunity to thank 
all those who, through their custom and loyalty, have helped to 
ensure that Patek Philippe will continue to practice its unique 


approach to the art of fine watchmaking for future generations. 


kg 


PATEK PHILIPPE 
GENEVE 


Begin your own tradition, 


www.patek.com Patek Philippe S-A., P.O. Box 2654, 121 Geneva 2, Switzerland. Fax: (41) 22 884 2060. 
Please see the Patek Philippe website for Terms and Conditions. 











- taliation would be swift, sure and utterly devastating. 
Deeper cuts could also help persuade Russia to drop its 
reservations about America’s plans for modest missile: de- 
fences too. Russia dislikes Start-2, because it can no longer af- 
ford to maintain even the reduced number of weapons the 
treaty envisages. Rather than see its own weapons stockpile 
shrink more rapidly than America’s, Russia wants quick pro- 
gress and even deeper cuts in a negotiated Start-3. Even at 
Start-3’s more modest numbers, Russia claims it would need 
to mount more than one warhead on some of its missiles—an 
old cold-war practice banned under Start-2. But if Start-3 





Inflation is beginning to pick up in America 


MERICA’S famous “new economy” promised rapid 
growth without inflation. Yet its inflation rate is now the 
highest of any big rich economy. No wonder share prices 
tumbled when the latest figures were published on April 14th 
(see page 75). A prudent central bank increases interest rates at 
the first sign of overheating, before inflation actually takes off. 
So far the Federal Reserve has been too lax, and that now 
makes its task doubly difficult. 

Some of the jump in consumer-price inflation—to 3.7% in 
March, up from 1.7% a year ago—can be blamed on higher oil 
prices. Inflation should drop a bit once these fall out of the 
year-on-year figures. Several optimists still say the March 
number will turn out to be a blip caused by special factors. 
But after a time it becomes implausible to keep asserting that 
inflation is subdued if only one leaves out all the prices that 
are actually rising. Tellingly, the “core” rate of inflation (ex- 
cluding volatile energy and food) is also now creeping up. 

Plenty of other indicators suggest that America’s economy 
is overheating. Retail sales jumped by 10% in the 12 months to 
March. Gpr figures out next week are expected to show real 
growth continuing at an annual rate of 5-6% in the first quar- 
ter of this year. Credit is expanding alarmingly. And the trade 
and current-account deficits continue to hit records as ram- 
pant domestic demand sucks in imports. 

Since last June the Fed has raised interest rates, in quarter- 
- point steps, from 4.75% to 6%. But this followed a sharp cut in 
rates in the autumn of 1998 in the wake of Russia’s financial 
meltdown. Interest rates are still only half a point higher than 
they were in the summer of 1998. And because inflation has 
risen, real rates have actually fallen slightly. Add in the fact 
that share prices are still 30% higher, on average, than in Au- 
gust 1998, helping to fuel domestic spending because consum- 
ers feel so much wealthier, and overall financial conditions 
are looser today than they were in 1998, despite the econ- 
omy’s annual average growth since then of 4%. 

The explosion in stockmarket wealth has been an impor- 
tant driving force behind consumer spending. From this point 
of view, indeed, the recent weakness in equities is welcome. It 
is certainly no reason for the Fed to stop pushing up interest 
rates. A failure to raise rates would probably cause share 
prices to surge upwards once again. Overall, the Fed has been 
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nu bers dropped dese 0 1,000, Russia's problem in eats 
up with America would diminish too, yet it would still have 
more than enough to overwhelm America’s defences. Hence 
an obvious trade: deeper cuts to reassure Russia, combined 
with modest asm twiddles to reassure America. 

If all this goes well, and the two countries with the most 
weapons can move on beyond Start-3, the way will be open 
to bring in the other nuclear powers. The procedure seems, 
and is, tedious. It would be nice to see all nukes banished 
overnight and for ever: nice but, unfortunately, impossible. 
The way forward is to speed up the way that has already been 
adopted, and is now at last moving again. Roll on Start-3. 





Goldilocks gets a mauling 





too cautious. Each time the markets have been well prepared 
for a modest rise, and share prices have rallied after the Fed 
has acted, blunting the impact of higher interest rates. 

Some Fed officials would have preferred to move faster, 
but Alan Greenspan, the Fed’s chairman, has been more sym- 
pathetic to the idea that the faster productivity growth of the 
new economy has significantly increased the economy’s safe 
speed limit. He is right to detect some evidence of this. But the 
snag is that actual demand has increased faster still. 

It will now be even harder for the Fed to engineer a soft 
landing, with growth slowing smoothly to a sustainable rate. 
The rise in inflation suggests that the economy is already op- 
erating well above capacity, so growth will need to be slowed 
more sharply to below its trend rate. This increases the risk of 
a hard landing, in which output actually declines. 


No gain without pain 

Not only has the Fed been too slow to raise interest rates to 
prevent inflation from rising, but it has also failed to dispel 
the belief of many investors that it is ready to ease immedi- 
ately after share prices drop—as it did after the market fell in 
both 1987 and 1998. This has created a moral hazard that has 
encouraged investors to take bigger risks. And it makes it even 
more important that the Fed does not flinch from the task of 
raising interest rates, even if stockmarkets remain wobbly. 
The Fed should therefore raise interest rates by half a point at 
its next policy meeting on May 16th. 

In recent years America’s economy has enjoyed a virtuous 
circle. Rising share prices have lured foreign capital and 
pushed up the dollar; this, in turn, has helped to hold down 
inflation and interest rates, and so supported share prices. 
The risk now is that the circle could turn vicious: if stockmark- 
ets tumble, foreigners could flee, pushing the dollar down and 
inflation up, leading to further monetary tightening. In such 
conditions, rising inflation would leave the Fed with less 
room to cut interest rates to protect the economy from a se- 
vere stockmarket crash. Those who have, over the past few 
years, made much of the Goldilocks economy (neither too 
hot, nor too-cold) should have remembered that the tale ends 
with Goldilocks being chased away by the bears. 
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The mess one man makes 


HARARE 


Robert Mugabe is wrecking Zimbabwe. But if voters reject his party at the 


elections, there is hope 


HERE should have been military bands, 

synchronised gymnastics and lashings 
of cold Zambezi beer. But celebrations to 
mark the 20th anniversary of Zimbabwe's 
independence, which fell on April 18th, were 
cancelled. The official reason was that the 
government thought it better to spend the 
money on the victims of the cyclone that 
drowned much of south-western Zimbab- 
we in February. A more likely explanation is 
that President Robert Mugabe is afraid to ad- 
dress a large crowd. 

Rather than taking his usual podium ata 
packed football stadium, the president 
therefore spoke to the nation from the safety 
of a television studio. It was a wise move. 
Zimbabweans are increasingly sceptical of 
Mr Mugabe’s excuses for why the country is 
in such a mess. He blames the mr, white rac- 
ists, and a nebulous homosexual conspiracy 
led by Britain’s prime minister, Tony Blair. 
Zimbabweans reply: “tmer!’—It’s Mugabe's 
Fault. 

How timeschange. Twenty years ago, Mr 
Mugabe was a hero, praised in rebel songs for 
his courage. Zimbabweans hailed him as 
their liberator from the misery of colonial 
rule: from what Chenjerai Hove, a poet, de- 
scribed as 


the rat-hole 

where husband, wife, child, pot, fire, mealie-meal 
share the same mat, 

and only mother’s empty nipple 

soothes the starved gums 

of children who lie like discarded biltong 
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Now that Mr Mugabe has been in charge 
of Zimbabwe for two decades, his people 
harmonise to new lyrics. Thomas Mapfumo, 
a popstar oncejailed by the old white regime 
and honoured by Mr Mugabe for his chimu- 
renga (struggle) songs, now sings protest bal- 
lads about “the beautiful country that Mu- 
gabe has turned into hell”. The Zimbabwe 
Congress of Trade Unions (zcTu), once an 
obedient puppy of the ruling party, is now 
the core of a strident opposition with a real 
chance of winning power. The rump of 
white Zimbabweans who stayed on after in- 
dependence, once a quiet and apolitical mi- 
nority, now openly march with the opposi- 
tion Movement for Democratic Change 
(mpc). The violence unleashed on some 
MDC supporters—their farms invaded, their 
faces pulped with bricks, a few murdered— 
suggests the desperation of a despot who 
fears his time is up. 

Why is Mr Mugabe so much less popular 
than he used to be? Zimbabweans have 
many reasons to resent him. Members of the 
minority Ndebele tribe cannot forget the 
massacre of perhaps 20,000 of their kinsfolk 
by Mr Mugabe’s troops in the early 1980s. 
White Zimbabweans do not like the way Mr 
Mugabe describes them as “the enemy of the 
state”, and Zimbabwean homosexuals are 
not exactly thrilled when he calls them 
“worse than dogs and pigs”. 

The president calculates that baiting mi- 
norities gains him more votes than it loses. 
He is probably wrong. Few Zimbabweans 






still blame whites for their problems; there — 


are, after all, more elephants (75,000) than 
whites (70,000) in Zimbabwe. And Mr Mu- 
gabe loses support by the cityful for his 
wretched handling of the economy. 

In 1980, when he came to power, average 
income per person in Zimbabwe was $950, 
and a “Zim” dollar was worth more than an 
American one. Now the average Zimbab- 
wean is one-third poorer, with Gop per per- 
son a wretched $600. It takes 38 Zim dollars to 
buy agreenback at the official exchange rate, 
and Zimbabweans find it all but impossible 
to lay their hands on hard currency. Fuel is 
scarce, and sporadic power cuts make 
homes gloomy and roads hazardous by 
night. Half the workforce is unemployed. 
The only ill that is not Mr Mugabe's fault is 
Hrv, the virus that causes Arps, which afflicts 
a quarter of the adult population. 


From peacemaker to parasite 

Strange to recall, Mr Mugabe started well. 
The first two years after independence saw 
impressive economic growth of 28%. The 
civil war was over, sanctions had been lifted, 
Mr Mugabe preached racial reconciliation, 
the rains were good and the national mood 
was optimistic. It did not last. 

Mr Mugabe’s grasp of economics is 
shaky, his spending habits profligate. During 
the 1980s he ran up large budget deficits— 
partly for hospitals and schools, but partly 
for weapons—and saddled the economy 
with a plethora of controls. In 1990 he turned 
to the imr for assistance and attempted half- 
heartedly to liberalise. Droughts, together 
with Mr Mugabe's inability to rein in expen- 
diture, derailed reform. After several policy 
flip-flops, the ruling party no longer stands 
for a coherent ideology. Instead, it is Mr Mu- 
gabe's patronage machine. 

Government finances, never frugal, 
went haywire in the mid-1990s. Mr Mugabe, 
caught between dwindling aid flows and ris- 
ing anger at continuing poverty, tried to buy 
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popularity. In 1997, he awarded hefty, un- 
budgeted pensions to veterans of the libera- 
tion war that brought him to power, He also 
threatened to expropriate, without com- 
pensation, land belonging to white commer- 
cial farmers, a prospect that scared off inves- 
tors. The Zim dollar plunged. 

In 1998, Mr Mugabe sent 6,000 troops to 
Congo, a country in which Zimbabwe had 
no strategic interest, to defend the feeble 
Congolese government against rebels. The 
Zimbabwean force has since expanded to 
11,000 and has cost an estimated $500m, 
equivalent to one-third of Zimbabwe’s total 
budget for 1999. The war gives Zimbabwean 
generals a chance to loot Congo's diamond 
mines, but brings no benefit to Zimbabwe. 
During February’s floods, there were few he- 
licopters to rescue stranded families because 
they were in Congo. 

This year, Mr Mugabe handed out pay 
rises of 60-90% to the civil service and the 
army. He himself received an even bigger 
rise and, by a remarkable coincidence, won a 
lottery organised by the state-owned Zim- 
bank. The annual budget deficit is now at 
least 10% of Gpr. Inflation peaked at 70% in 
October, and is expected to average over 50% 
this year. Buy a basket of groceries in Harare, 
and the change comes in ominously crisp, 
newly printed banknotes. A failure to 
tighten fiscal and monetary policy in the sec- 
ond half of this year could result in hyper- 
inflation, according to Tony Hawkins, an 
economist at the University of Zimbabwe. 
The achievements of Mr Mugabe's early 
years—better education and health care for 
poor Zimbabweans—have been eroded by 
his economic incompetence. 


Trouble on the farm 


In February, Mr Mugabe held a referendum 
on the adoption of a new constitution that 
would have given him greater powers. Zim- 
babweans saw it as a vote of confidence in 
the government, and rejected it. It was Mr 
Mugabe’s first electoral defeat, and raised the 
possibility that his party, zANU-PF, might 
lose the parliamentary election that was 
then scheduled for April. Within days, 
groups claiming to be veterans of the civil 
war of the 1970s (though many were in their 
teens) started to occupy white-owned com- 
mercial farms. 

Mr Mugabe denies ordering the farm in- 
vasions, but the invaders arrive in ZANU-PF 
vehicles and are given food, money and in- 
structions by officials with mobile tele- 
phones. About 1,000 farms, almost a quarter 
of the total, have been occupied. Veterans 
have beaten farmers and their employees 
with whips and golf clubs, sometimes bind- 
ing them first with wire. Farmers known to 
support the mpc are singled out. At least six 
people have been killed. Mr Mugabe refuses 
tocondemn the murders, though he used the 
word “regrettably” in his speech on inde- 
pendence day. The courts have ruled the 
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farm invasions illegal and have ordered the 
invaders to leave. Mr Mugabe has told the 
police not to intervene. 

The president promises to return to black 
Zimbabweans the land that was stolen from 
their forefathers by British colonialists. It is 
an emotive issue. White farmers own about 
70% of the most fertile farmland in Zimbab- 
we. They employ 350,000 (mainly black) 
workers who, in turn, support about 1.6m 
family members, according to the Commer- 
cial Farmers’ Union (crv). The rest of the ru- 
ral population is crammed on to marginal 
plots or shares communal pastures. Mr Mu- 
gabe hopes that the land-hungry will vote 
for ZANU-PF in the expectation of free land. 
Some, doubtless, trust him. But Mr Mugabe 
has been promising redistribution for 20 
years, without delivering much. 

He blames Britain for not bankrolling his 

mme. But Britain forked out £44m 
($102m) for land reform after independence. 
Some 70,000 poor families were resettled on 
land bought at market rates. Free at last to 
work for themselves, many enjoyed a rapid 





rise in incomes. Donor funds dried up only 
when it appeared that much of the 
land—270 farms in a single year, by a recent 
report—had been given or leased at trifling 
rents to Mr Mugabe’s cronies. 

The land invasions are not merely a 
lousy way of tackling rural poverty. They 
also hurt the rest of the economy. Agricul- 
ture, obviously, is suffering. Fear of invasion 
makes farmers hesitate to plant new crops, 
let alone invest in new machinery. They can- 
not get credit, either. No bank will accept as 
collateral land that may be overrun or seized 
without compensation. Tobacco farmers, 
whoeam a third of Zimbabwe's export reve- 
nues, are reluctant to sell this year’s crop un- 
til the currency is devalued. Commercial 
banks, which have yielded to government 
pressure since January last year to freeze the 
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exchange rate, say they will soon unfreeze it. 
But will Mr Mugabe, who does not want a 
devaluation just before an election, allow 
this to happen? 

A few white farmers have signed over 
their property to the invaders and fled to Ha- 
rare. But most are sitting tight, praying for a 
change of government and swapping grim 
jokes. What’s the worst way to abuse your 
children? Leave them your farm in your will. 


The deterrent effect 


Every other sector of the economy has been 
damaged, too. Manufacturing output is at its 
lowest level for 15 years, according to a report 
published by Standard Chartered, a British 
bank. Workers arrive late because their 
buses have no fuel. Firms employ full-time 
staff to queue for petrol. Lack of foreign cur- 
rency makes it hard to import capital goods 
and spare parts. Taxes are punitive, and cor- 
ruption adds to the burden. A businessman 
in Bulawayo laments: “The people in govern- 
ment are just thieves. If they see you have 
something, they try to take it. I drive a bat- 
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tered second-hand car in the hope that they 
won't notice me.” 

Surgimed, a maker and distributor of 
medical equipment in Harare, used to sup- 
ply public hospitals, but Danny Meyer, its 
managing director, grew frustrated with 
crooked tendering procedures and late pay- 
ments. “We delivered 15 anaesthetic ma- 
chines at about £15,000 [$24,000] each. The 
government took a year and a half to pay us. 
With interest rates at 70%, this nearly sank us. 
From then on, we stopped dealing with the 
government.” 

Zimbabwe has sizeable deposits of gold, 
coal and base metals. But Mr Mugabe’s un- 
predictability deters mining firms from sink- 
ing the necessary long-term investments 
into the Zimbabwean rock. In hard-currency 
terms, mining output has declined by a third 
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ver the past five years. Last year, 
Hp, an Australian mining group, 
ulled the plug on the largest single 
rivate investment in Zimbabwe 
ince independence, the $585m Har- 
ley platinum mine. The mine made 
iuge losses, partly because BHP mis- 
udged the local geology, but also be- 
ause of obstruction by the govern- 
nent, which would not, for example, 
llow the firm to hire enough techni- 
ally skilled expatriates. BHP’s with- 
lrawal meant the loss of 3,500 jobs. 

Mr Mugabe frightens tourists, 
00. Television pictures of elderly de- 
nonstrators drenched in blood deter 
ill but the hardiest of travellers. In 
act, the country’s main attractions, 
uch as Victoria Falls, have not seen 
»olitical violence. Tourists are proba- 
ly safe, so long as they do not visit 
arms or attend political rallies. But 
nany are choosing to visit Botswana 
w Kenya instead. 





"hespark of enterprise 

"he damage that Mr Mugabe has in- 
licted on Zimbabwe is grave, but it is 
yot irreparable. Zimbabwe has excel- 
ent farmland, a well-educated 
vorkforce, an independent judiciary 
ind the most diversified sub-Saha- 
an economy outside South Africa. 
Jespite the government, many Zim- 
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but MrChiluba’s government is now 
generally acknowledged +o be as cor- 
rupt as Mr Kaunda’s was, and Zam- 
bia is no better off. 

By law, Zimbabwe must hold an 
election within the next three 
months, Can the mpc win it? Mr Mu- 
gabe’s heroic image has not wholly 
faded. An opinion poll in February 
found that he enjoys the solid sup- 
port of about one-third o? the voters, 
mainly in rural areas. Almost two- 
thirds of Zimbabweans want a new 
government, but only one-fifth say 
that they support Mr Tsvangirai. The 
rest are undecided, or favour minor 
politicians. The election will hang on 
the don’t-knows, as well as on how 
effectively Mr Mugabe rigs the poll. 

He holds several levers. ZANU-PF 
receives state funds anc the adula- 
tion of the state-owned media. The 
ruling party mans the polling booths, 
too. During the referendum, cam- 
paigners for a No vote found that 
they did better in constituencies 
where they were able te sleep with 
the ballot box to prevent it being 
stuffed. The electoral roll .s soold that 
about a quarter of the registered vot- 
ers are dead. Since the dead are con- 
servative, voting without exception 
for the ruling party, it wil be a disas- 
ter for the opposition if their names 





yabwean businesses manage some- 
10w to survive or even thrive. When 
yetrol queues lengthen, traders sell 
10t coffee to frustrated motorists. 
The dreadful state telephone mo- 
iopoly has created opportunities for 
nobile telephone companies. Eco- 
ret, the market leader, was recently 
1amed by Salomon Smith Barney, an 
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are not removed. The regsster is being 
updated, but will probably not beac- 
curate in time for the election. 
Constituencies are also gerry- 
mandered to favour Mr Mugabe’s 
own Shona group, and the president 
directly appoints a fifth of the 150 
seats in parliament. If, despite all 
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E) these advantages, Mr Mugabe still 





American investment bank, as one 
of the most attractive shares in Africa. For 
years, the government tried to deny Econet a 
icence because its founder, Strive Masiyiwa, 
would not give a share of the business to Mr 
Mugabe’s nephew. Despite death threats, Mr 
Masiyiwa fought his way to the highest court 
ind won. Imagine how such entrepreneurs 
‘ould thrive under a better government. 

For the first time since independence, a 
‘hange of government now looks plausible. 
Jntil recently, most Zimbabweans had not 
1eard of the mpc. Now they have, mainly 
yecause Mr Mugabe devotes long televised 
ypeeches to denouncing it. The party was 
founded last year by a trade-union boss, 
Morgan Tsvangirai. Mr Tsvangirai rose to 
drominence in the late 1990s, leading strikes 
‘0 protest against excessive taxation, infla- 
ion and corruption. The mpc was the prin- 
tipal campaigner for the No vote in the ref- 
endum, and the main organiser of a 
yeaceful demonstration that was broken up 
3y ZANU-PF thugs on April ist. The ruling 
oarty recognises the threat that the mpc 
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poses. The state media accuse Mr Tsvangirai 
of conspiring with white South Africans to 
impose apartheid on Zimbabwe. His driver 
was murdered with a petrol bomb on April 
15th, and there has been at least one attempt 
on his own life. 

The mpc’s manifesto is sensible. If he 
wins control of parliament, Mr Tsvangirai 
promises to impose a 100-day, imF-style sta- 
bilisation programme. The civil service will 
be purged of crooks, the army pulled out of 
Congo, the central bank given autonomy, 
and all state-owned companies privatised 
within two years. The mpc also promises a 
complete restructuring of government. 

Since the party has no record in office, it 
is impossible to know whether Mr Tsvangi- 
rai can do all this. Mr Mugabe does not face 
re-election as executive president until 2002, 
and can be relied upon to obstruct reform. 
Neighbouring Zambia, too, provides a cau- 
tionary precedent. There, a popular trade- 
union leader, Frederick Chiluba, defeated an 
ageing autocrat, Kenneth Kaunda, in 1991; 


fears that his party will lose, he can 
declare a state of emergency ard postpone 
the election. 

If the election is held, and zANu-PF wins, 
it will be a calamity for Zimbabwe. If the 
MDC wins, relations between the executive 
president and the legislature will be stormy. 
The veterans have threatened a civil war if 
zANu-PF loses. They probably could not 
wage one, but what of the army? 

Several generals owe their crooked for- 
tunes to Mr Mugabe's patronag2, and might 
not stand by if he lost control. But there are 
signs that many within the rulmg party are 
fed up with him. A few have asked when he 
will retire. Some ministers have called for an 
end to farm invasions, only to be overruled. 

Given the state to which Mr Mugabe has 
reduced the country, a palace coup is possi- 
ble. That would be an awful outcome. But if 
Mr Mugabe goes peacefully, there will be a 
surge of international goodwill and aid. Zim- 
babwe has terrific potential. The country 
only needs a better leader to unkash it. 

m 
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President Robert Mugabe, 
speaking on the 2oth anniver- 
sary of Zimbabwe's inde- 
pendence, said he was deter- 
mined to resolve the question 
of land, once and for all. Two 
white farmers were killed in 
the continuing violence, as 
were some black members of 
the opposition. Kofi Annan, 
the UN secretary-general, ap- 
pealed for calm and Nigeria’s 
President Olusegun Obasanjo 
offered to mediate. 


Paul Kagame, who has been 
the real power in Rwanda 
since his Rwandan Patriotic 
Front overthrew the genocidal 
government in 1994, decided 
to become the country’s presi- 
dent. Parliament “elected” him 
to the job after the resignation 
of the Hutu president. 


An explosion at the airport of 
Congo’s capital, Kinshasa, in 
a hangar used as an arms de- 
pot, killed at least 101 people. 
An electrical problem may 
have been the cause but, given 
the 20-month war between 
the Congolese government 
and rebels, an inquiry will ex- 
amine the possibility that it 
was sabotage. 





The Convention on the Inter- 
national Trade in Endangered 
Species, meeting in Nairobi, 
agreed on a compromise that 
would delay resuming ivory 
sales for at least two years. 
Four southern African coun- 
tries which wanted to resume 
limited trade were opposed by 
Kenya, whose herds were rav- 
aged by poaching in the 1980s. 
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Israel's government, ordered to 
do so by the Supreme Court, 
set about releasing 13 Leba- 
nese detainees. They had 
been held without trial for 
more than ten years as a bar- 
gaining chip in Israel's efforts 
to get news of its servicemen 
missing in Lebanon, 


Amnesty International re- 
ported that at least 1,800 peo- 
ple were executed in 31 coun- 
tries last year, over half of 
them in China. This is fewer 
than in 1998, but America, 
Saudi Arabia and Iran all re- 
corded big increases. 


Upset in Italy 


Italy’s prime minister, Mas- 
simo D’Alema, said he 
would resign after his centre- 
left coalition was beaten in re- 
gional elections by a right- 
wing alliance led by Silvio 
Berlusconi, a tycoon. 





Vladimir Putin visited Lon- 
don on his first official trip to 
the West since being elected 
Russia's president in March. A 
few days before, Russia’s 
Duma, its lower house of par- 
liament, approved START-2, an 
arms-control treaty with 
America that will reduce both 
countries’ nuclear arsenals. 


Russia’s Supreme Court up- 
held a lower court’s acquittal 
of a former naval captain 
turned environmentalist, 
Alexander Nikitin, who 
had been tried for spying. 


A government-commissioned 
report into the seizure of Jew- 
ish assets in Nazi-occupied 
France estimated that goods 
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worth FFr88 billion ($1.3 bil- 
lion) in today’s money had 
been confiscated. The commis- 
sion recommended compensa- 
tion for victims or their heirs, 
and proposed a fund worth 
FFr2.4 billion to commemorate 
the persecution of Jews in oc- 
cupied France. 


Britain and Spain agreed terms 
for bank and insurance firms 
based in Gibraltar to sell 
products across the £u and for 
EU-wide recognition of iden- 
tity cards issued there. This 
may clear the way for a new 
Eu takeover law and for Brit- 
ain to accept more of the Un- 
ion’s open-border policies. 


Karl-Heinz Grasser, a member 
of the far-right Freedom Party, 
who is the finance minister in 
Austria's coalition govern- 
ment, said that his country 
might withhold payments to 
the European Union in protest 
against the refusal by other eu 
countries to have top-level 
contacts with Austria. 


An extreme nationalist, Vytau- 
tas Sustauskas, who is widely 
accused of being anti-Semitic, 
was elected mayor of Kaunas, 
Lithuania’s second city. 


The sceptics win 


South Korea's ruling party 
failed to secure a majority in 
parliamentary elections. The 
government assured sceptics 
that its proposed summit with 
North Korea in June would 
put the two countries on a 
“new footing of reconciliation 
and co-operation”. 


The United States sold missiles 
and radar to Taiwan, but de- 
ferred a decision to sell four 
destroyers requested by the 
Taiwanese. China, which re- 
gards Taiwan as a rebel prov- 
ince, said that any arms sale 
“inflates the arrogance of Tai- 
wan’s independence forces”. 


Work began on a new runway 
for Tokyo’s Narita airport 
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after 30 years of delay caused 
by farmers’ refusal to sell their 
land. The runway will not be 
long enough for jumbo jets. 


An aircraft crashed in the 
Philippines killing all 131 
people on board. 


In a rare street protest in Viet- 
nam, about 30 people gath- 
ered outside the Communist 
Party’s headquarters in Hanoi, 
to decry the absence of de- 
mocracy in the country. 


The battle for Elian 


The United States’ government 
remained unable to break a 
deadlock in the dispute over 
Elian Gonzalez, the six- 
year-old Cuban at the centre 
of a custody dispute. The 
courts were due to give cus- 
tody of the boy to his father, 
who had come from Cuba to 
collect him. Elian’s relations in 
Miami continued to seek ways 
to stop him returning to Cuba. 


Bill Clinton set up Giant Se- 
quoia National Monu- 
ment, covering 132,000 hect- 
ares of California, to protect 
34 groves of redwoods from 
commercial logging. 


Mr Clinton said he was not 
interested in obtaining a par- 
don from his successor for 
any crimes he had committed 
in office. “I don’t think it 
would be necessary,” he said. 





Amerindians in Brazil staged 
several protests in the days be- 
fore the sooth anniversary of 
the Portuguese landfall in the 
country, on April 22nd 1500. 
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Bouncing back 





_ After plummeting at the end 
of last week, America’s 

_ stockmarkets began this 
week by Joging impressive re- 
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i had shed more than a 
third over the previous five 
‘weeks, recorded its second- 
“largest daily rise, of 6.5%. 


One reason for the markets’ 
jitters was an unexpectedly big 
increase. in American infla- 
tion. Consumer prices rose by 
3.7% in the year to March, the 
fastest increase among rich 
countries. America’s trade defi- 
cit in goods and services also 
increased, to a record $29.2 bil- 
lion in February. 













$ 
Io | 
re consumer prices i 
ease où a year earlier = d 








‘Euro area inflation i is also 
picking up. Prices in the 12 
months to March rose by 2.1%, 
breaching the European Cen- 
‘tral Bank’s declared ceiling for 
prices of 2%. The euro also re- 

“mained near its all-time low 
against the dollar. 





Finance ministers and central 
_ bankers from the G7 countries 
gathered in Washington, pc, 
“for the spring meetings of the 
IMF and World Bank. De- 
spite Wall Street's collapse, 
they issued a cheerful assess- 
ment of the world economy. 
Anti-globalisation protesters, 
who had hoped to emulate 
“their disruption of a wro 
meeting in Seattle last year, 
| failed to have the same impact 
this time, thanks to a com- 
bination of heavy policing 
‘and heavy rain. 
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Despite the volatility in the 
markets, an initial public of- 
fering of 9.4% of T-Online, 
the Internet arm of Deutsche 
Telekom, went ahead with un- 
expected success. Defensively 
priced near the bottom of the 
proposed range at €27 ($26), 
the shares ended the day up 
39% at €37.50, as European in- 


vestors shrugged off Nasdaq's 


plunge and concerns that 
technology shares were gener- 
ally overpriced. 


Yes Television, a British sup- 
plier of television and Internet 
services, succumbed to nerves; 
plans to float a quarter of the 
company for £193m ($306m) 
were put on hold. The com- 
pany is likely to revise its offer 
range downwards by 25%. 
AltaVista, an Internet search 
engine, and several other high- 
tech companies, also post- 
poned their iros. 


France Telecom presented 
new improved terms to oper- 
ators that are obliged to use its 
local fixed-line network to of- 
fer Internet access. France lags 
behind much of Europe in use 
of the Internet, perhaps be- 


cause it is the home of Minitel, 


an early forerunner of the 
World Wide Web. 


Over-protective? 





1995. 98 


Trade-protection measures 
increased significantly in 1999. 


| In particular, anti-dumping 


| 
| 
| ous year. The eu, India and 


cases rose: 328 were launched, 
compared with 232 the previ- 


America led the field in bring- 
ing cases, mainly against 
South-East Asian countries 
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half the cases initiated in 1999 


| and China in particular. Over 
| involved chemicals or steel. 





Following a report criticising . 
banks’ excess profits, Britain’s 
Lloyds TSB announced that 
it is to charge other banks’ 
customers only sop (79 cents) 
to withdraw money from its 
ATMS. 


Online account 


HSBC, a British ante and 
Merrill Lynch, an American 
investment bank, announced 
a joint venture to set up the 
first global online retail-bank- 
ing and stockbroking opera- 
tion for non-American inves- 
tors. The banks hope to 
introduce the new service in 
Britain by the end of the year, 
before extending it to better- 

| off clients around the world. 


Profits at Citigroup, Amer- 
ica’s biggest financial institu 
tion, continue to roar ahead. 
After reporting a profit in- 
crease of 70% in 1999, the 
group posted another rise of 
52% in the first quarter of 
2000, compared with the same 
period last year. Citigroup 
now claims to make more 
money than any other com- 
pany in the world. 





Profits at Merrill Lynch 
were up by 70% in the first 
quarter, as money poured in 
from trading and underwriting 
new issues. However, its share 
price was flat as these sources 
of income could be badly af- 
fected by the current turmoil 
in financial markets. 


The London Stock Ex- 
change and Deutsche 
Börse were reported once 














“vices company with capital of 


‘car-parts maker, agreed to buy 


again to be close to < deal to 
merge the two exchanges. But 
there is opposition among in- 
vestment banks in London, 
which are. worried about 
higher costs from adopting the 
German electronic-trading sys- 
tem at the tse. The proposed _ 
deal would see most blue-chip 
shares traded in London, 
while Frankfurt’s exchange 
would deal in-technology 
shares and derivatives. 


Toyota, a Japanese car com: oy 
pany, announced that it 
would set up a finarcial-ser- 





¥i17 billion ($1.12 billion), 
Other big Japanese companies 
have also diversified into fi- 
nancial services, following the 
lead of Ford and General Mo- 
tors, which have long operated 
successful similar ventures. 


Ford said that profits were up 
5.1% in the first quarter of 2000 
to $22. billion. The world’s 
number two car maxer saw its 
lossës in Europe dedine and 
said it expected to make a 
profit there this year. Losses in 
South America also fell. 


Siemens, a German industrial 
giant; and Robert Bosch, a 


Atecs, an engineering subsid- 
iary of Mannesmann, for 

€96 billion ($9.1 billion). Vo 

dafone AirTouch, a British mo-: 
bile-phone company, wanted. 
to dispose of Atecs as part of 
its strategy of selling non-tele- 
coms assets before it com- 
pletes a takeover of Mannes- ` 
mann in the summer. 





Hyder, a heavily irdebted 
Welsh utilities company, ac- 
cepted a cash bid worth 
£402m ($634m) from Nomura 
International, a Japanese in- 
vestment bank. 


The consolidation of Japan’s 
banking industry continued. 
Bank of Tokyo-Mitsubishi | 
said it would merge with: Mit- i 
subishi Trust & Barking and 
two other banks, 
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“A compelling profile of the CEOs behind 
some of today’s most successful Asian 
businesses. Asian Business Wisdom 
reveals the secrets behind their success 
and provides insights into succeeding 
not only in business, but in life.” 


- Guy Kawasaki, CEO, Garage.com 
Author, Rules for Revolutionaries | 
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“This superb book deserves to be on 
the must-read list of all Asian as well as 
non-Asian decision makers.” 


- Ambassador Linda Tsao Yang, 


Former U.S. Executive Director 
Asian Development Bank 





“You are always walking the thin line of 
chaos and stability and the fact that 
you have to walk that line means that 
your returns are much better because 
the risk is there.” 


-Extract from interview with Mark 
Mobius of Templeton Internationa! 





South Korea turns from Its 
stern history 


SEOUL 


Despite his forthcoming talks with the North, South Korea’s president failed 
in last week’s parliamentary election. Democracy may be all the better for it 


Fe a president who on the eve of an elec- 
tion pulled off an unprecedented agree- 
ment to hold direct talks to end the long hos- 
tility between the two Koreas, Kim Dae Jung 
appears to have been poorly rewarded. His 
party came second in the election on April 
13th to choose South Korea’s National As- 
sembly. It now faces all the problems of gov- 
erning with a minority in parliament, or of 
trying to attract members from opposition 
parties into some sort of coalition. This cer- 
tainly means a tough time ahead for Mr Kim. 
But for a country with a long history of auto- 
cratic rulers, it marks a welcome step to- 
wards mature democracy. 

Mr Kim had urged the voters to rally be- 
hind his Millennium Democratic Party so 
that he could push through further reforms 
to bolster the economic recovery he has al- 
ready helped to engineer. The announce- 
ment, three days before the poll, that he 
would travel to North Korea for talks with its 
reclusive leader was also expected to win 
him widesupport. It may have helped, but in 
theend his party finished with 115 seats in the 
273-seat parliament. The Grand National 
Party, which sits in opposition, won 133 seats. 
That was more than Mr Kim’s, if not enough 
togive it an absolute majority. 

Tosome extent, the election followed the 
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usual pattern. Many voters continued to 
support their regional favourites or sold 
their votes for cash or gifts. Only 50% both- 
ered to turn out. But it was a mid-term elec- 
tion, so Mr Kim’s party was prepared for a 
struggle and did better than some expected. 

In fact, some things have changed. Dur- 
ing the campaign, a vociferous coalition of 
civic groups emerged with the announced 
intention of trying to clean up politics. With 
some success: about two-thirds of the 86 can- 
didates the civic groups had blacklisted as 
being corrupt, incompetent or otherwise un- 
fit for office were defeated. 

Even more important, there are signs 
that the country’s political landscape, which 
has long been drawn along regional divides, 
may be changing. This was most notable in 
the Chungchong region, the mid-west of the 
country. Here people have traditionally sup- 
ported the conservative United Liberal 
Democrats (uLD), who were Mr Kim’s co- 
alition partners until the two were divorced 
in February. This time, however, voters 
turned against the uLD. The party won only 
17 seats, a big fall from the 50 it used to com- 
mand. Even Mr Kim’s party lost four seats in 
its stronghold in the Cholla region. 

The election is being widely interpreted 
as a warning from voters to politicians to 


stop their bickering. It is also seen as a new 
check on the executive. Mr Kim made some- 
thing of this in a televised speech on April 
17th. He proposed a meeting with Lee Hoi 
Chang, the opposition leader, to see if the 
twocamps might agree to co-operate. Mr Lee 
welcomed the proposal, but warned Mr Kim 
against trying to secure a majority either by 
wooing his party members to defect or by 
forminga coalition with a smaller party. 

Alliances will anyway be difficult for Mr 
Kim now that he is into the third year of his 
five-year presidential term. He will not be 
able to run again, which means he will have 
retired when it comes to nominating candi- 
dates for the next parliamentary election in 
2004. That makes it harder to lure defectors 
from the opposition side, something he has 
done in the past. Nor is there any certainty 
that Mr Kim’s successor, whoever he turns 
out tobe, will win the presidential election in 
2002. All of which, say some, could make the 
president a lame duck within a year. 

Unless Mr Kim can gather some extra 
support, the opposition could veto the pas- 
sage of several important bills. One is the pri- 
vatisation of state-owned Korea Electric 
Power, which would then be broken up, 
ending its monopoly over the generation 
and distribution of electricity. The govern- 
ment also has to complete its financial re- 
forms, which will require at least 40 trillion 
won ($36 billion) of public money, in addi- 
tion to the 64 trillion won spent on bailing 
out sick banks. Some of this extra money will 
have to be found by issuing bonds. That 
needs parliamentary approval. 

As a pragmatic politician, Mr Kim is un- 
likely todo anythingimmediately that might 
annoy the opposition. He is reported to be 
courting what is left of the uLD, but any deal 
is likely to be put on hold. He wants national 
unity for his talks in North Korea in June (see 
box on next page). For these talks, Mr Kim is 
calling for the opposition’s full support. The 
Grand National Party welcomes the summit 
in principle, but suspects that Mr Kim may 
have struck some sort of secret deal with the 
North in order to secure a meeting at all. 

The opposition is set to take the upper 
hand in the new legislature when it openson 
May 30th. In the past, the ruling party has al- 
waysappointed the speaker in aclosed-door 
deal with the opposition. The Grand Na- 
tional Party wants to change this practice, 
which it considers undemocratic. It insists 
onchoosing the speaker and the chairmen of 
the main parliamentary committees. 

The opposition is also concerned about 
the autonomy of the government prosecu- 
tors who are investigating candidates—in- 
cluding some 80 elected members, many of 
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SEOUL 


NSOME ways, history has been unfair to 
Kim Young Sam, South Korea’s president 
until Kim Dae Jung took over in February 
1998. Few people nowadays remember 
him as an early campaigner for democrati- 
sation, for his 1983 hunger strike for the 
cause of democracy, or for the series of re- 
forms that he pushed through. The most 
important of these reforms was his success 
in abolishing South Korea’s powerful mili- 
tary factions: their abolition made future 
coups virtually impossible. 
But the ex-president himself 
does not forget, above all his 
dealings with North Korea. 
With plans now ad- 
vanced for the current presi- 
dent’s three-day visit to the 
North in June, his predeces- 
sor likes to recall the time 
when he was all set to meet 
the then leader of the North, 
Kim Il Sung, father of the 
present incumbent. The 
meeting was arranged in 
1994 but, two weeks before it 








The cautious Kim 


From one Kim, to another 


was due to take place, Kim Il Sung died of a 
heart attack. 

Mr Kim Young Sam cautions his suc- 
cessor about what to expect. The arrange- 
ments for the 1994 trip had gone smoothly, 
he said, with all the foreseeable details 
sorted out. He was supposed to travel to the 
capital Pyongyang through Panmunjom, a 
“peace village” on the heavily fortified bor- 
der. There he would transfer to a car pro- 
vided by the North. The plan was that he 
would lead a 100-member 
delegation from the South, 
accompanied by 80 journal- 
ists who would bring with 
them all the equipment nec- 
essary for live television 
broadcasts. The North 
wanted him to extend his 
proposed three-day visit to 
Pyongyang by two more 
days, but he decided he 
would consider doing that 
only when he had actually 
sat down with the North’s 
leader. 


The talks were supposed to be one-to- 
one discussions with no prearranged 
agenda. Yet Mr Kim says he had his suspi- 
cions. When he had visited Moscow as a 
member of the opposition in 1989, the 
North’s president had sent an envoy to in- 
vite him to travel to Pyongyang on a char- 
tered jet. He says he tumed the offer down 
because it was clear that the North wanted 
him to campaign for the withdrawal of the 
37,000 troops that the United States keeps 
stationed in South Korea, and for the aboli- 
tion of South Korea’s national-security law, 
which makes it hard for North Korean 
spies to set up networks in the South. A 
similar set of demands could be on the ta- 
ble in June, he believes. 

His advice to the president, he told The 
Economist this week, is to remember that 
the North has never given up its ambition 
to take over the South by force. Nor should 
the president expect the North to give up its 
missile programmes, whatever undertak- 
ings it may have made to the United States. 
Under pressure, the North may agree to va- 
rious concessions, such as the exchange of 
separated families, in return for gifts from 
the South. But, or so the ex-president cau- 
tions his successor, don’t expect the concil- 
iatory attitude to last. 








them from the opposition—accused of 
breaking election laws and other misdemea- 
nours. Politicians whose sons are suspected 
of dodging compulsory military service are 
also under investigation. Although the presi- 
dent has promised a fair inquiry, Mr Lee has 
declared that he will not tolerate any dis- 
crimination against his party’s members. 
That may mean that in the end Mr Kim 
will decide his best course is to try to rub 
along with the opposition. If so, the outcome 
could be a more tolerant, and perhaps rather 
more mature, parliament. 
m 





Laos 


Old war, new 
campaign 


VIENTIANE 


ROADLY smiling faces grace a calendar 

that calls on people to “Visit Laos Year 
2000”. Tourist dollars are important for this 
sparsely populated, landlocked country, 
where the economy is struggling and most of 
the 5m people survive on subsistence farm- 
ing. But now South-East Asia’s poor relation 
could be facing the resurgence of a war that 
many had forgotten. 

Last month an explosion in a restaurant 
in the capital, Vientiane, injured 13 people. 
Although some attribute the incident to a 


24 


business dispute, the Communist govern- 
ment has blamed it on insurgents from the 
Hmong, an ethnic minority. Whether or not 
they were responsible for attacking the res- 
taurant, there is evidence of a renewed cam- 
paign by surviving remnants of the Hmong 
guerrilla army that America’s cia used to 
fight Lao communists during the Vietnam 
war. The guerrillas have ambushed army 
convoys and burnt houses in the central 
province of Xieng Khouang. 

The guerrillas continued a low-intensity 
war long after their enemy, the Vietnam- 
backed Pathet Lao, claimed victory in Laosin 
1975. Now Hmong fighters seem to be gaining 
more support, perhaps because of growing 
discontent with the government. In the past, 
the guerrillas had few coherent aims. But 
they have now started to attack corrupt lead- 
ers, and those involved in unpopular re- 
settlement policies. 

In one recent raid, they killed local offi- 
cials who were said to have been hoarding 
currency. They are also believed to have 
tried to defend families forced to move from 
their highland homes to the plains. Al- 
though the government has said that these 
moves are necessary to preserve the ecology 
of the mountains, many suspect the resettle- 
ment was primarily to help logging opera- 
tions, from which the army profits. 

Laos has enjoyed steady growth since it 
began opening up its economy more than a 
decade ago. But most of the benefits have 
gone to the government and the army. Some 





onlookers reckon the army takes nearly half 
the profits from Lao casinos. For most ordin- 
ary people, times have become harder, espe- 
cially since financial trouble first struck 
Laos’s neighbours in 1997. The currency, the 
kip, collapsed last year. It has now stabilised, 
but things could still go wrong. 

The Hmong rebels may have interpreted 
these economic difficulties as evidence of a 
weak government. If so, they are wrong. The 
Communist regime, largely dominated by 
generals, has recently improved the effi- 
ciency of its secret police and has brought in 
army recruits from the countryside. These 
recruits have no qualms about cracking 
down on any sign of dissent in Vientiane. 

At Vientiane National University, long a 
meeting place for intellectuals, students are 
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3w discouraged from mingling 
1 campus. Most of them go 
ame immediately after class 
ither than risk trouble. Dissent- 
ssplanned an anti-government 
monstration in Vientiane last 
ictober, but were detained be- 
we the march. The where- 
bouts of at least six of them is 
ill unknown. 

Even the few Vientiane resi- 
ents who can get independent 
ews—an even smaller number 
ian in notoriously media- 
hobic Myanmar—are too 
‘ightened to speak out, let alone 
rganise. That is why, says Sunai 
hasuk, a Laos specialist at 
‘hulalongkorn University in Bangkok, the 
onditions for peaceful political change sim- 
ly donotexist in Laos. 

Nor do government opponents expect 
auch support from abroad. Foreign govern- 
nents tend tocriticise Laos less severely than 
fyanmar, perhaps because the country 
loes not have an attractive opposition 
zader like Aung San Suu Kyi. Nevertheless, 
he United States has suspended normal 
rading relations, and is likely to continue to 
loso until the matter of “the disappeared” is 
leared up, according to Stanley Roth, a se- 
ior State Department official. 

These particular “disappeared” are 
loua Ly and Michael Vang, two Hmong- 
mericans who vanished last April while 
‘isiting the Thai-Lao border. The govern- 
nent says it knows nothing about them, but 





suggests that they may have been crossing 
into Laos to meet Hmong insurgents. Al- 
though Mr Ly helped to rescue American pi- 
lots who were brought down in Laos during 
the war, and Mr Vangis related to Vang Pao, a 
former Hmong leader, their relations insist 
that the men have nothing to do with the 
guerrillas, More than 250,000 Hmong live in 
America, most of whom arrived after the 
Communists took over. Like Cuban-Ameri- 
cans, they are a vocal pressure-group. 

Now Laos has another problem with dis- 
appearances. Recently, several Thais have 
vanished near the border, which has 
prompted calls for an inquiry from people in 
Bangkok. Laos can hardly afford to alienate 
Thailand, the richest of its neighbours, and a 
major source of visitors, especially to the 
country’s profitable casinos. 

m 





thina 
Too much thrift 


EUING 


Jomestic demand will have to pick up if China’s modest economic recovery 


s to be sustained 


CHOPS in Beijing and other big Chinese cit- 
b) ies say that what looked like a promising 
purt in spending in January had fizzled out 
3y the end of March. No one, certainly no 
young Chinese, is nostalgic for the minimal 
state-run comforts of the past, but, equally, 
here is concern about a future in which 
rousing, education and health care are going 
© cost more. Many Chinese may also be 
worried about losing their jobs. The money 
that might have gone on spending has been 
saved instead. 

The country’s Communist rulers, who 
zovet popularity as much as any capitalist 
politician, are anxious to see the economy 
zome to life, and will take some comfort that 
it is showing signs of picking up at last. This 
week it was announced that Gpp grew by 
8.1% in the first quarter of 2000, year-on-year. 
Perhaps the Chinese are about to spend 
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more. And perhaps the economy will con- 
tinue to pick up. Perhaps. 

For each of the past seven years, China’s 
growth has slowed, and a further fall in 
growth is expected this year. True, the fore- 
cast of 7% for 2000 seems respectable by 
most standards. But in China one way to 
make the figures look good is to record as 
growth unwanted stocks of shoddy goods. 

Yet China would have been better off 
had the goods never been produced. The 
stocks actually represent losses in the sys- 
tem, and their financial cost is largely being 
borne by state banks that have lent money 
they now cannot get back. One of the rea- 
sons that the rate of growth has slowed over 
the years is the banks’ increasing unwilling- 
ness tolend, even to the deserving. So ina bid 
to get growth going again, the government 
has put moral pressure on the banks to lend 


ASIA 
to favoured projects, and it has spent heavily 
through the budget. 

The government’s spending binge 
helped :ndustrial output to rise by 10.7% in 
the first quarter of 2000, compared with a 
year earlier. This must have given growth a 
boost, and perhaps helped put a cap on ris- 
ing social tensions caused by layoffs. But 
government spending is being channelled to 
the state sector, which is the least efficient 
part of the economy. 

True, the amount of contracted foreign 
investment jumped by 27% in the first three 
months. And exports are doing well. In the 
first three months of this year, they jumped 
by 39%, to $52 billion. But China’s is an econ- 
omy driven mainly by domestic demand 
and investment, and exports, in the long run, 
play only a supporting role. Moreover, they 
are mostly produced by private companies. 

What of the aids to the economy that 
come from attempts to restructure the state 
sector? The restructuring is key to any sus- 
tainable recovery. A lot of production capac- 
ity is surplus to requirements. Unless itis cut, 
the drag of oversupply remains. 

Here, the picture is also mixed. Work by 
Jean-Francois Huchet, of the French Centre 
for Research on Contemporary China, 
shows that in those sectors where compe- 
tition is greatest (for instance, in some con- 
sumer goods), there is least oversupply. The 
textile industry has shrunk greatly and is 
now or a firmer footing. But in the steel and 
cement industries overcapacity is still huge. 
Rather than shutting down inefficient 
plants, cities and provinces force profitable 
ones to take them over: the capacity remains. 
To make matters worse, local officials find 

ways to ignore orders from central govern- 
ment toclose plants. 

So industrial restructuring has not gone 
as far as might have been hoped. On the 
other hand, the financial position of both 
the barks and the state enterprises has seen a 
big change for the better, largely thanks to 
banks being able to take bad loans off their 
books. In the past year, “asset management 
companies” (AMcs) have been set up to take 
over the banks’ bad loans. Thus, at a stroke, 
the balance sheets of the state banks have 
been cleaned up, allowing them to feel more 
comfortable to lend again—this time, with 


Turning tide? 
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luck, on a more commercial basis. 

Some of the state-sector debt that the 
AMCS are taking over is being swapped for 
equity in the troubled companies. This way, 
state-owned enterprises now also have a 
lighter debt burden. It helps explain why 
state-company profits leapt by 40% in the 
last quarter of 1999. Certainly, the govern- 
ment will one day have to pick up the bill for 
the many rotten assets being taken over by 
the amcs. What matters now is that the 
Amcs should reduce the corporate sector's 
debts, while allowing banks to start afresh 
with a cleaner slate. 

This does not yet add up toChina having 
turned the comer. The government's spend- 
ing binge has wasted billions of dollars as 
money has gone to inefficient state ventures. 
It would have been better to have put the 
money directly into consumers’ hands. That 
way consumers, not government, would 
have made spending decisions that would 
have benefited competitive companies and 
penalised the inefficient, so helping along 
the restructuring. 

Without clear signs of new household 
spending and business investment, China’s 
recovery will have to depend upon exports. 
What happens to these lies beyond the Chi- 
nese government's control. Exports have re- 
cently been driven by strong demand in Eu- 
rope and America. It would be serious were 
such demand to falter. 

—_ . 





Central Asia and America 


Wooed but not 
wowed 


ASTANA 


HE election victory last month of Rus- 

sia’s new president, Vladimir Putin, was 
hailed by the presidents of the ex-Soviet 
Central Asian republics. But in private they 
are anxious to see what policies Mr Putin 
will have in store for Russia’s former colo- 
nies. The American government, however, 
has wasted no time in asserting 
its interests in the oil-rich region 
by dispatching a series of senior 
government officials. 

The head of the c1a, George 
Tennet, and the rst’s director, 
Louis Freeh, both visited the re- 
gion immediately after the Rus- 
sian election. Hot on their heels 
came Madeleine Albright, the 
secretary of state, who travelled 
to the capitals of Kazakhstan, 
Kirgizstan and Uzbekistan this 
week. Her mission was to dis- 
cuss regional security and de- 
mocracy with the three coun- 
tries’ authoritarian presidents. 
Each was offered $3m to assist 
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in dealing with an increasing cross-border 
flow of weapons, drugs and terrorists. But 
along with the carrot came the stick: Mrs Al- 
bright admonished the presidents for the 
manifest shortcomings of recent elections in 
all three countries, for persecuting political 
opponents and, in Uzbekistan, for using the 
threat of Islamic fundamentalism and terro- 
rism to repress the Muslim population. 

Although the Central Asian presidents 
were evidently flattered by such a high-level 
American charm offensive, it may not have 
the desired result. “Russia is our God-given 
neighbour,” says Nursultan Nazarbaev, Kaz- 
akhstan’s president. He would like to estab- 
lish a political and economic partnership 
with Russia, but also enjoy close relations 
with the United States. Russia matters, not 
least because a third of the country’s popula- 
tion is Russian. 

Kirgizstan, one of the smaller countries 
in Central Asia, also has little choice about 
where to look for friends. Last autumn, hun- 
dreds of Islamic militants invaded southern 
Kirgizstan, taking four Japanese geologists 
hostage. The authorities were caught unpre- 
pared and Kirgizstan’s president, Askar 
Akaev, asked Russia for help. After two 
months, the hostages were released and the 
kidnappers escaped to Tajikistan. 

Only days before Mrs Albright’s arrival 
in Kirgizstan, Russia’s spokesman on Chech- 
nya, Sergei Yastrzhembsky, had met Mr 
Akaev in the capital Bishkek and Uzbeki- 
stan’s president, Slam Karimov, in the Uz- 





What Mrs Albright found in Samarkand 


bek capital Tashkent. They discusse 
joint measures to combat terroris: 
and religious extremism. Mr Yast 
zhembsky believes that there is 
connection between the rebels 
Chechnya, the incursion in Kirgi 
stan and terrorist bombings in U 
bekistan in February last year. 

Mrs Albright’s argument that d 
mocracy is the best defence again 
extremism probably fell on deaf ea 
in Uzbekistan. Mr Karimov has ant 
gonised many of his citizens by mu 
zling any form of opposition, arres 
ing thousands after last year’s borr 
blasts, in which he himself narrowly e 
caped death. Many people think his iron ru 
is at least partly responsible for the extren 
ism he is now struggling against. Russia sav 
it is ready to help and will do so witho 
making demands for democracy. 

The one issue on which Americz 
dogged efforts to influence Central Asiz 
leaders may pay offis oil. The American go 
ernment is determined to decrease Centr 
Asia’s dependence on Russia’s pipelines fi 
transporting oil to international markets. N 
Nazarbaev, who would like to see sever 
pipelines built so that Kazakhstan can be : 
independent as possible, has reiterated h 
commitment to a 1,730km (1,075-mile) © 
pipeline to run from Azerbaijan’s capiti 
Baku on the Caspian Sea to the Turkish po 
of Ceyhan on the Mediterranean. Constru 
tion is due to start next year, but the pipelir 
will be economic only if Kazakhstan con 
mits 20m tonnes of oil a year to the projec 
Recently, its officials have seemed to t 
backing away from any such commitmer 
perhaps because they think Kazakhstan w 
not be able to produce enough oil, at least b 
fore 2004. 

If the United States cannot stop Russ 
from resuming a leading role in Central Asi 
the Americans hope they can atleast prevei 
a reunification with Russia of some of tk 
former Soviet republics. They may not su 
ceed even in this aim. When Mr Putin bi 
came Russia’s acting president at the end í 
last year, Slavic organisations in Kazakhsta 
and Kirgizstan called for re 
erendums on joining the Russi: 
Belarus Union. Though there 
little support for this among th 
non-Slav population, man 
people feel that their futur 
would be safer under Russia 
protection. Independence is a 
tractive, but the countries ¢ 
Central Asia, with small popt 
lations in relation to their siz 
feel vulnerable to Islamic amb 
tions from Afghanistan. Chini 
too, a giant neighbour, is histor 
cally distrusted by Centr 
Asians, The United States ma 
bea friend, but itis far away. 
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UNITED STATES 


All about a boy 


WASHINGTON, DC 


Cuban-Americans are not the only ones to blame for the stand-off over Elian 
Gonzalez. So is paralysis in Washington 


O ANYONE but the most frenzied Cas- 

tro-hater, any decision at all in the cus- 
tody battle over Elian Gonzalez would be 
better than the current struggle. The six-year- 
old has been trapped ina tug of war between 
his father, his relatives, the courts and fed- 
eral agencies for nearly five months. 

The battle has gone on solong not just be- 
cause of the bloody-mindedness of Miami’s 
Cuban-Americans. Nor can it really be 
blamed on any intrinsic legal complexity: 
American and international law are both 
clear—the boy should go back to his father. 
Rather, the case remains unresolved partly 
because almostevery party has an interest in 
letting itdrag on, except Juan Miguel Gonzal- 
ez and—though this is obviously debated— 
Elian himself. All the other parties—the at- 
tomey-general, the Justice Department, the 
Clinton administration, and Fidel Castro— 
have an interest in procrastinating. 

Take the official most deeply involved, 
the attomey-general. Janet Reno had it in her 
power tosend Elian back to Cuba early in the 
proceedings, as most refugees are sent back. 
Instead she decided to let Juan Miguel decide 
the fate of his son, sending Immigration and 
Naturalisation Service officials to interview 
himalone, in Cuba last December. But when 
these officials determined that he was a fit 
parent she also lent over backward to listen 
to the Miami relatives, allowing (even invit- 
ing) them to contest that decision in federal 
court. Her refusal to take a quick decision 
bogged the process down in appeals and 
counter-appeals. 

Her dithering has been more than just a 
prejudice in favour of due process. Over and 
over again Ms Reno has intimated that a 
deadline was about to be reached, only to let 
it vanish in a puff of smoke. She has held dis- 
cussions about discussions, meetings about 
meetings. She has treated Lazaro Gonzalez, 
the boy’s great uncle, with the sort of defe- 
rence that most politicians reserve for a head 
of state. Her final humiliation came when 
she flew to Miami to collect the boy—an ex- 
traordinary gesture for an attorney-general 
to make—and then flew out last Thursday 
empty handed. 

Many people blame this excess of defe- 
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rence on the political power of Miami’s vo- 
ciferous Cuban-Americans. Certainly, they 
have been willing to use any means, from le- 
gal ruses to civil disobedience, in order to get 
their way. But Ms Reno has her own reasons 
for delay. April 19th is the seventh anniver- 
sary of the raid that she ordered on the 
Branch Davidian cult near Waco, Texas. Her 
role in that disaster is still a matter of public 
controversy and private regret. The last thing 
she wants is to risk more violence by order- 
ing her officials to storm through crowds of 
human shields to enforce a federal decision. 

Moreover, as head of the Justice Depart- 
ment, she is responsible for the Immigration 
and Naturalisation Service, which has its 
own institutional reasons for holding back. 
The 1ns’s main interest lies in ensuring that 
it—and it alone—decides who gets custody 
of the child. The actual decision is of second- 
ary concer. 

Several immigration lawyers in Miami 
claim that the 1ns was at first prepared to let 
Elian stay with his relatives (in fact it was the 
State Department which pointed out the 
worrying precedent that this would set, 
by perhaps infringing the Hague Con- 
vention on international child ab- 
duction). The chief concern of the 

















INS, Says Ira Kurzban,a Miami lawyer, was to 
make clear where jurisdiction lay. The Ser- 
vice did this by taking the unusual step of in- 
viting the Gonzalez family in Miami to file a 
custody suit. The district court duly found 
that the ins is solely responsible. 

While officials procrastinate, politicians 
grandstand. In Cuba itself, the stand-off is a 
Marx-send, an opium of the people. So long 
as it continues, Mr Castro can use it to stir up 
anti-Americanism. It is almost better than 
having Elian and his father back home, be- 
cause Mr Castro does not now have to worry 
about their defection, which he will do, if 
and when they arrive back. 

As for the American administration, it 
has reasons of its own for not speaking out. 
Bill Clinton, whom some Americans regard 
as a perjurer, is not in a good position to lec- 
ture anybody about family life and values. 

AÌ Gore also decided to pander to the 
Cuban-American vote by calling for Elian 
and his father to stay. This about-turn seems 
tohave hurt him with most Americans. Two- 
thirds of those polled for Fox News said that 
they thought Mr Gore had changed his mind 
for political reasons; his job-approval rating 
promptly fell. 

But it is not true, as conventional wis- 
dom holds, that Mr Gore gains nothing from 
his action because Cubans all vote Republi- 
can anyway. That is no longer so. Having 
turned Florida Republican in 1992 by voting 
for George Bush by a margin of two to one, 
the Cuban-Americans roughly split their 

vote between the parties in 1996. In- 
deed, Mr Clinton won a major- 
ity of the states Latino 
women, who are the group 
most determined that Elian 
should stay. So itis notatall 
clear that Mr Gore is being 
electorally foolish in pan- 
dering to their vote. But his 
decision makes it even harder 
for the Clinton administration to 
come out forcibly in favour of a 
court ruling against the boy’s father. 
There has never been any chance of 
resolving this issue without causing pain 
to someone. But the pain gets worse with 
every day that passes. Elian has become 
attached both to his Miami relatives and his 
new homeland. The weaker the American 
government has seemed, the more deter- 
mined have Cuban-Americans grown to 
keep him in the country. More decisiveness 
earlier could have kept the pain to a mini- 
mum. The danger now is that a belated show 
of decisiveness in the next few weeks will 
end ina bloody disaster. 
~ = - a 
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WASHINGTON, DC 


T WAS not Seattle, but neither was it a 

damp squib. Some 10,000 protesters de- 
scended on Washington, pc, last week- 
end, intent on shutting down the spring 
meetings of the 1mr and the World Bank 
on April 16th and 17th. Just as in Seattle, the 
aim was to use “non-violent civil disobe- 
dience” to stop the meetings from taking 
place. In other words: block roads by 
forming human chains, and stop anyone 
getting through. 

The protesters failed to shut down the 
meetings of the Fund and the Bank, but 
they did paralyse large parts of down- 
town Washington and cause the delegates 
much inconvenience. The police sealed 
off a huge 90-block area around the Bank 
and Fund buildings. By the eve of the 
meetings hundreds of policemen were on 
guard in full riot gear. 

Some of the staff of the Bank and the 
Fund spent the night in their offices, with 
videos and inflatable mattresses. Others 
were told to report for work at 5am. Dele- 
gates were driven to the meetings from 
their hotels in police-escorted buses soon 
after dawn. Those who tried later (includ- 
ing Laurent Fabius, the French finance 
minister) failed to make it past the human 
chains. Anyone naive enough to wander 
among the demonstrators in a suit was 
likely to be treated to an impromptu lec- 
ture on the evils of global capitalism. 

Most of the time, the mood was fes- 
tive. There were plenty of placards (“Im- 
perialist Monetary Fiend”, “Indigenous 
Manipulation Fund”, “Spank the Bank”). 
Huge banners spanned the streets (“1mF/ 
World Bank: start shakin’; today’s pig is to- 
morrow’s bacon”). Bare-breasted women 
demanded the end of corporate rule; 
makeshift bands of drummers banged 
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empty water bottles on plastic buckets; 
three young women from Vermont, in 
bright red evening dresses, pranced 
around quoting from the “Communist 
Manifesto”, a book whose message they 
felt was “pretty accurate for right now”. 

It was hard to find any protesters with 
a coherent explanation of why they were 
there. The usual responses were mumbled 
slogans saying that the World Bank and 
the imr oppressed the poor. Most of the 
demonstrators seemed to be students, 
many inspired by recent teach-ins on the 
evils of the ımr at their college campuses. 
Several admitted that they had not heard 
of these organisations two months ago. 
Some were even younger: a group of 14- 
year-olds from a suburban Washington 
high school claimed they were there to 
protest against the World Bank’s “corrupt” 
loan system. 

There was a sinister element. Groups 
of black-masked anarchists—similar to 
those who smashed windows in Seattle— 
roamed around looking for trouble. But 
by Seattle standards it was all fairly peace- 
ful. The police arrested around 1,300 peo- 
ple, including 600 the day before the main 
protest started and another 400 who were 
“voluntarily arrested” after they crossed a 
police line. There was virtually no vandal- 
ism (a few cars got smashed); and some 
pepper spray was used. 

Despite a few photographs of stu- 
dents being clobbered, the police were 
widely praised for doing a good job. Their 
boss, Charles Ramsey, became something 
of a media star as he walked around chat- 
ting with demonstrators. “They're just 
kids with a cause,” he said at one of the 
many press briefings. “God bless ‘em. 
That’s what America is all about.” 





University education 
The gap widens 


CHICAGO 


ROFESSORS at America’s universitie: 

trying to teach their students about mar 
ket forces might offer themselves asa nice ex 
ample. The salary gap between full profes 
sors at the country’s best private universities 
and its best public ones has grown fror 
$1,300 in 1980 to $21,700 in 1998, according toz 
study by King Alexander, an economist ai 
the University of Illinois (see chart). 

These figures do not tell the whole story 
Private universities with deep pockets can 
also offer larger research budgets, smaller 
teaching loads and even “tuition reciproc- 
ity” programmes whereby children of fac- 
ulty members can go to other private univer- 
sities free. As Mr Alexander points out, that is 
a quarter-of-a-million-dollar jackpot if you 
have three children. 

Mr Alexander's numbers confirm what 
public-university administrators have been 
talking about for some time: the nation’s best 
public universities are at risk of becoming 
training grounds for private universities 
with bigger chequebooks. Public-university 
administrators spend much of their time try- 
ing to keep faculty members from being 
poached away by privateer institutions on 
the east and west coasts. says James Duder- 
stadt, a former dean, provost and president 
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|. Voters of the week 

[i “People who pray will probably vote all 
right, too.” 

< Jerry Falwell,a rv preacher, launching an 

-initiative to register iom churchgoers as 

voters; Associated Press, April 15th 

a a kik 

yendent of the week (1) 

: im quite strongly he would have a 

„chance to win.” 

» Minnesota’s Governor Jesse Ventura, urg- 
ingJohn McCain torunfor presidentasan 
independent. 
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Independent of the week (2) 

“I was a mediocre high-school and college 
wrestler, and I used to wear a feather boa 
around the Senate sometimes.” 

Mr McCain on his resemblance to Mr Ven- 
tura, Associated Press, April 17th 
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Lawsuit of the week 
George W. Bush has been named as defen- 
dant in a lawsuit against the Texas Funeral 
Service Commission. Its former executive 
director, Eliza May, claims she was fired by 
the state for repeatedly reporting viola- 
tions by Service Corporation International, 
the world’s largest funeral company. sci, 
which is based in Houston, gave money to 
Mr Bush’s 1998 gubernatorial campaign. 
Salon, April 18th 

kk 
Incentive of the week 
“It would be like a bunch of investors in 
your industry saying, Well, let’s get rid of 
the team that made ‘American Beauty’ and 
get the ones that made ‘Howard the 
Duck.” 
AlGore on why you shouldn't vote Repub- 
lican. He was addressing a $25,000-a-head 
dinner, organised by Jeffrey Katzenberg, 
the mogul behind “Howard the Duck”, 
Washington Post, April 17th 

kik 
Candidate 2004 
Newt Gingrich, former speaker of the 
House, declared that Hillary Clinton 
would beat Rudy Giuliani in the battle for 
New York’s Senate seat and, if Mr Gore 
loses the presidency this year, she would 
head the Democratic ticket in 2004. 





































It’s been downhill since 
“when Gore was bored with his thesis, [I] 
found him sitting at his desk teaching him- 
self how to play ‘Dixie’ on the touch-tone 
phone.” 
Tommy Lee Jones on his Harvard room- 
mate, Harvard Crimson, April 17th 
wee 
Vice-president of the week 
“He will be pro-life, he will agree with me 
by and large. ..He or she will agree with me 
by and large on. almost all issues.” 
Pat Buchanan on choosing his vice-presi- 
dent, National Journal Hotline, April 18th 
kkk 
Reduced circumstances 
The Bushes earned $1.3m in 1999 and paid 
federal taxes of $514,000. In 1998 their in- 4 
come was $18.4m, and they paid $3.8m. 








of the University of Michigan. 

“ That is becoming harder and harder. In 
1980, the University of Michigan paid its pro- 
fessors an average of $400 more than the av- 
erage for professors at top private universi- 
ties; by 1998, Michigan was paying them 
$4,000 less. Most other top public universi- 
ties have fared even worse; the University of 
California at Irvine saw its slight salary ad- 
vantage of $300 in 1980 fall to an $11,000 defi- 
cit by 1998. 

How mighta professor explain this to his 
students? For much of the 1980s and early 
1990, state legislatures cut appropriations to 
their public universities because they were 
in deficit and wanted to spend money on 
other projects such as building new prisons. 
Two-thirds of public universities need some 
kind of political approval to increase tuition 
fees; when the fees did go up, it was often to 
offset falling revenues from the state. 

America’s top private universities, on the 
other hand, did not have to deal with finicky 
legislators. They raised tuition fees (adjusted 
for inflation) from an average of $3,900 in 
1980 to $16,500 in 1997 without scaring off stu- 
dents, Many of the best private universities 
-combine high tuition fees with an offer of aid 
tothose whocannot pay the bill. The result— 
classic price discrimination, you might say— 
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squeezes as much money as possible out of 
every student. 

Another factor is Wall Street. From the 
mid-1990s on, the booming stockmarket has 
provided even more money, both directly 
(as university endowments grew at a double- 
digit rate) and indirectly (as alumni with 
swelling portfolios began to feel more gener- 
ous). The Harvard endowment alone is now 
worth $14 billion. 

Private universities are no different from 
professional baseball teams or Internet start- 
ups: they have used their new wealth to hire 
the best talent available. Professors may be 
attracted to the academy by great ideas but, 
once there, they respond to incentives as ev- 
eryone else does. “A lot of faculty start think- 
ing, ‘Where are my stock options?” says 
Morton Schapiro, a dean at the Uni- 
versity of Southern California and 
the newly appointed president of 
Williams College, a private univer- 
sity in Massachusetts. 

How much does the average pro- 
fessor earn at Harvard? “That’s not 
something we consider public informa- 
tion,” says a Harvard spokesman. Stars at 
private institutions can be rewarded 
discreetly, sometimes with salaries of 
more than $200,000. At public institu- 











tions, salaries are public information; giving 
a hefty raise to one professor means either 
alienating his colleagues or paying them. 
more. Private universities can also act faster 
and more flexibly. “You don’t need special” 
permission to go above the scale because 
there isno scale,” says Mr Schapiro. x 

Itisnotjust American public universities 
that are feeling the pinch. Canadian and 
Australian universities complain of a brai 
drain to America. Ih New Zealand, the Un 
versity of Auckland lost more than 20 faculty 
members to American. universities inthe. 
19908, says Mr Alexander, England suffers. 




































versities can double the salary of an Oxford 
or Cambridge professor. As Mr Schapiro 
puts it, “Europe has been very fertile terri- 
tory for us.” 

Some American public universities have 
fought back. The Ilinois Board of Higher 
Education created a modest pool of money 
tobe used for retaining star teachers.(A good 
idea, but one which gives the teachers an in- 
centive to seek outside offers so that they can 
be tempted back.) The University of Wiscon- 
sin negotiated a deal with the legislature and 
governor whereby the state will provide 
$57m in new money over four years and the 
university will raise $40m in new private 
money over the same period. 

Most states have not been so responsive. 
State legislators—not usually the most intel- 
lectual of folk—reckon professors on six-fig- 
ure salaries are doing just fine, Besides, there 
are more political points to be won by 





The Clintons and Arkansas 


< too. Even mediocre American private uni- 





which means keeping tuition fees low, than 
by competing with Harvard and Princeton. 
Fees at the University of Ilinois are $4,700 a 
year for state residents, compared with 
$23,500 at Northwestern, one of the state’s 
best private universities. 

Mr Alexander tells the story of the Ari- 
zona Board of Regents, which was told that 
professors at the University of Arizona now 
earn $17,000 less than their private-univer- 
sity peers (compared with their levels in 
1980). The state’s other large public univer- 
sity, Arizona State, has also suffered. The re- 
gents pronounced that, since both institu- 
tions were losing teachers at roughly the 
same rate, there was no need for a major 
change in policy. Little wonder that both 
have been shedding staff. 

For all that, Mr Alexander’s study leaves 
one big question unanswered. Why is he still 
teaching at the University of Illinois? 
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‘Twixt Little Rock and a hard place 


LITTLE ROCK 


N MOST states a retiring president is 

treated like a returning hero, the ulti- 
mate “local boy made good”. But notin 
Arkansas, and not Bill Clinton. While 
the rest of America turns its attention 
to George W. Bush and Al Gore, Arkan- 
sas is still riveted by aman itcan't quite 
work out whether to hail or sue. 

The Clintons’ decision to retire toa 
smart “New York mansion” has not 
gone down well in Little Rock. Many 
people here consider itan act of treach- 
ery: the Clintons are abandoning the 
state that supported the family for 
more than 25 (often trying) years. But 
what should make them stay? The en- 
ticements the state now offers the Clin- 
tons include a local lawsuit entangling 
Bill’s presidential library, various 
moves to disbar either or both of them 
from practising law, and a whole bar- 
becue-full of gossip that the first fam- 
ily would rather forget. 

The attempts to disbar Mr Clinton 
revolve around the allegedly false testimony 
he gave in the Paula Jones harassment law- 
suit. The president of the conservative South- 
eastern Legal Foundation of Atlanta, which 
filed one of the complaints, says disbarment 
should be automatic when Mr Clinton’s case 
goes before the Arkansas: Supreme Court's 
Committee on Professional Conduct. 

Mr Clinton wanted the matter post- 
poned until he leaves office next year. A 
judge refused. Mr Clinton hasuntil April zist 
to respond but, as The Economist went to 
press, he seemed likely to ask for another ex- 
tension. In 1998 Mr Clinton paid $850,000 to 
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settle Miss Jones’s complaint, which is not 
part of the conduct committee's complaints 
against him. Last year, he did not fight a civil 
contempt citation over what a federal judge, 
Susan Webber Wright, called “intentionally 
false” testimony about Monica Lewinsky. 
His wife is also under pressure, in her 
case from the Whitewater scandal. The disei- 
plinary arm of the Arkansas Supreme Court 
is reviewing allegations by Landmark Legal 
Foundation, another conservative group, 
that Mrs Clinton violated the state’s code of 
conduct, which requires lawyers to act with 
honesty and integrity. The foundation wants 
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the court to look at a real-estate document 
which Mrs Clinton created and was late: 
used to deceive federal regulators. It alleg- 
edly assisted the payment of $300,000 in 
real-estate commissions to the father-in-law 
of Mrs Clinton’s former law partner, Web- 
ster Hubbell (who pleaded guilty last June te 
various Whitewater charges). 

These complaints will rumble on. The 
biggest immediate headache is the building 
that Mr Clinton has said should be “a mu- 
seum, not a mausoleum”. Even as a team of 
New York architects ponders designs for the 
$125m Clinton presidential library and pol- 
icy institute, no actual ground-breaking 
work can be done because of Gene Pfeifer, 
who owns two of the 27 acres of the area the 
library needs. Mr Pfeifer’s complaint is not 
about the price—he thinks the $400,000 the 
city has offered is fair enough, even too 
much--but about the city’s acquisition 
methods and what the area really is. 

In his lawsuit, Mr Pfeifer argues that the 
city can take-over private land only if it sees 
fit to create a park. This bit of land, he says, is 
outside the zoning area for parks, šo it is 
not—and cannot be—a park. The irony is 
that the city recently rezoned the presiden- 
tial library area, but designated it for urban 
use instead of as green space for a park. 
Little Rock's lawyer, Tom ‘Carpenter, 
replies that if the city calls something a 
park then a park it must be. A judge is 
due to give a ruling by the end of this 
month. 

Even if Mr Clinton wins this battle, 
the library faces other challenges. 
Some people have questioned the use 
of city bonds to buy the land which 
will be given to the National Archives 
for the library. The city’s board of di- 
rectors floated $16.4m in bonds, vow- 
ing to pay them off with revenues 
raised at city recreation facilities, in- 
cluding the 200. But Little Rock’s zoo is 
hard up, and has lost its accreditation 
with the National Zoological Associa- 
tion because it has been accused of, 
among other things, not looking after 
its animals properly. 

There are anyway doubts about 
the part of Little Rock chosen for the 
Clinton shrine. The seedy warehouse 
district and the rat-infested weeds on 
the banks of the Arkansas river have never 
been exactly a popular spot. The optimists 
point out that what they call the River Mar- 
ket has been livened up with some new ho- 
tels, the inevitable convention centre and the 
odd tourist bar. But the claim by the library’s 
supporters that it will be the only presiden- 
tial library with its own marina seems a little 
desperate. 

All this has led to rumours that Mr Clin- 
ton may choose a new site—perhaps 
Georgetown University. in Washington, 
pe-—for his library. That still looks unlikely. 
Mr Clinton has chosen a loyal friend in Ar- 
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kansas as the private contractor to build the 
library. But it would not be the first time that 
the first couple have broken a promise; and 
to take the library off to Washington would 
add to Little Rock’s fury about the house-re- 
moval to New York. 

Mr Clinton is supposed to make a few 
formal remarks about his library on a visit to 
the state on April 27th. Optimists talk of Mr 
Clinton persuading v2, an Irish band, to play 
at a free concert to celebrate the library’s 
opening. Less kindly people are already 
smirking about the library’s possible interac- 
tive displays (a three-dimensional hall of 
mistresses and so on). Underneath the frus- 
tration on both sides lies a shared wish: to re- 
capture a glimmer of the magic that illumi- 
nated the state eight years ago, before 
scandal tarnished both the state and the 
man who should be its favourite son. 





Cities and rivers 


Come you back 
to michi-sip! 


MINNEAPOLIS 


E SOTO bathed in it in 1542, Joliet and 

Marquette canoed along it in 1673. But 
the modern story of the Mississippi does not 
begin until a century and a half ago. In 1851, 
some land-hungry whites got the Dakota In- 
dians to sign a treaty that gave them much of 
the territory around the upper Mississippi. 
Soon afterwards, in 1854, the Chicago and 
Rock Island Railroad pushed its way up to 
the river. Travellers from the east could now 
reach the Mississippi in a mere three days. 

The railway’s managers celebrated its 
completion with a Grand Excursion. They 
invited some 1,200 stockholders, journalists, 
novelists and academics (plus an ex-presi- 
dent, Millard Fillmore) to board seven 
steamboats at Rock Island, Illinois. The 
boats’ great paddle-wheels propelled the ex- 
cursionists upstream to St Paul, almost as far 
as the boats could then go. One stricken New 
York Times writer swooned: “Over 150 miles 
of unimaginable fairy-land, genie-land and 
world of visions have we passed during the 
last 24 hours.” 

Back east, this sort of thing increased the 
fervour of restless would-be pioneers. By the 
time Mark Twain visited St Paul in 1882, 
71,000 people lived there. “He is a manufac- 
turing city, of course—all the cities of the re- 
gion are—but he is peculiarly strong in the 
matter of commerce,” wrote Twain, in his 
muscular way. Downstream, Twain saw St 
Paul’s bigger twin, Minneapolis, bustling 
with river trade. Mills powered by the Falls 
of St Anthony mashed wheat into flour. 
There was a flourishing of sawmills, cotton 
mills, paper and oil mills. Minneapolis had 
become the milling capital of the world by 
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1880, and would keep the title for the next 50 
years. “These two extraordinary towns were 
ten miles apart, a few months ago,” Twain 
said, “but were growing so fast that they may 
possibly be joined now.” 

In the early 1900s, the Twin Cities were 
still bustling with trade. But the mills began 
to run on steam, not hydropower; so they no 
longer needed to be next to the river. River- 
side industry faded. The planners began to 
look for new ways of using the land. In 1970, 
Minneapolis created the Riverfront De- 
velopment Co-ordination Board to reclaim 
industrial land alongside the river. The rail- 
ways were persuaded to move some of their 
tracks to open up space for development. 

Today, the river is having a new boom. In 
Minneapolis, developers are converting 
empty mills and warehouses into expensive 
apartments with views of the river; nearly $1 
billion of private capital has been put into 
riverside projects. In St Paul, public agencies 
and private companies have built a science 
museum, a hockey arena and a convention 
centre. Officials are asking for millions of 
dollars of public money to build a park on 
land once used by the railroads. 

In September, there will be a ceremonial 
opening of Harriet Island in the middle of the 
Mississippi, featuring a “healing garden” and 
steps that descend into the river. There is 
quite an argument over a proposal to build a 
cable-car connecting the city and the island. 

Those in charge of these grand projects 
operate on the theory that, as technology 
makes geography less and less important, 
they must use historical charm to create the 
“sense of place” that lures the buyers. So, in 
2004, cities from St Paul to Davenport in 
lowa plan to celebrate the sesquicentennial 
of the Grand Excursion by doing it all over 
again. The hope is that the new excursion 














"UNITED STATES 


will put the northern Mississipp: back on the 
map for international tourists insearch of an 
“authentic” experience. But there is also, of 
course, a solid economic motive. The new ex- 
cursion, it is reckoned, should help the river 
cities to convince legislatures and voters to 
support their riverside recevelopment 
plans. These riverside towns ëlso hope to 
bargain for federal dollars in order, among 
other things, to clean up the lard that river- 
side industry polluted. 

Once again, notables and oumalists— 
this time from all around the world—will be 
invited to climb on board (restored) steam- 
boats at Rock Island. They will then travel 
upstream to “rediscover” the Mississippi. — 
Actors will impersonate the first excursion’s 
characters. Someone will dress wp as Millard 
Fillmore and parrot the former president’s 
praise of this once virginal river. 

The view from the decks may be less 
than a rediscovery of Eden. The steamboats 
will have to navigate a gauntlet of locks and 
dams, and paddle among huge barges head- 
ing dewnstream laden with coal and petro- 
leum products. They will pass federal Super- 
fund sites and will see, for the most part, a ` 
riverfront vastly different froma that which 
the first excursionists gazed at so ardently 150 
years earlier, No matter. The excursion’s or- 
ganisers trust that the new celebrants willen- 
joy themselves enough to send glowingly 
nostalgie reports back home. 

Too many people who live in the cities 
and towns that flank the Mississippi have 
forgotten that a river as grand and nearly as 
long as the Nile flows beside them. The plan- 
ners of the coming 150th anniversary are 
hoping to reconnect people and water. They 
want to revive an awareness of what the Al- 
gonquin Indians, intimate wich its power, 
called michi-sipi, the Big Water. 























How green 


NE of the issues on which Al Gore expects to trounce George 

W. Bush this year is the environment. Understandably so. 
The vice-president’s reputation as somebody who cares deeply, 
really deeply, about the planet is not in doubt. In case anybody 
needed reminding of how very, very deeply he cares, a second edi- 
tion of “Earth in the Balance’, the green tract he first published in 
1992, arrives in the bookshops this weekend to coincide with 
“Earth Day 2000”. Mr Bush in contrast looks vulnerable on the is- 
sue. Republicans in Congress have refused to ratify the Kyoto ac- 
cord on carbon-dioxide emissions, thereby signalling, in the view 
of many environmentalists, a preference (based on narrow com- 
mercial reasons) for the imminent destruction of the world. And it 
helps that, as Mr Gore’s new fore- 
word points out, Houston, in Mr 
Bush’s home state, has replaced Los 
Angeles as the American city with 
the worst air pollution. 

Most Americans these days tell 
pollsters that environmental pro- 
tection should be given priority 
over economic growth (by a major- 
ity of 70% to 23%, according to Gal- 
lup in January). Perhaps voters 
would change their minds if they 
saw what putting that preference 
into practice would mean, but Mr 
Gore is certainly not crazy enough 
to test the strength of their convic- 
tion. His fearless position is that you 
can have rapid growth and a pris- 
tine environment at the same time. 
Despite his talk of bold measures 
and radical solutions, therefore, 
what he offers is virtue without sac- 
rifice. As a political programme this 
is hard to beat. 

Republicans play into the vice- 
president’s hands when they accuse him of being an environmen- 
tal extremist. Mr Gore’s reply to this charge is, in effect, “Yes, and 
what responsible citizen is not?” One of the most-quoted propos- 
als from the first edition of “Earth in the Balance” was Mr Gore’s 
plan to eliminate the internal combustion engine within 25 years. 
In the new book he says, Yes, [did write that: “Itis possible; it needs 
to be done; it will create more jobs, not destroy jobs. Pm proud that 
I wrote those words in 1992, and | reaffirm them today.” Gosh, so 
brave, so principled. But look a little closer at this “plan”. 

Mr Gore calls for a worldwide Strategic Environment Initia- 
tive. This initiative, centred on “intensive international discus- 
sions”, would aim to devise ways of encouraging greener technol- 
ogies, partly through stricter enforcement of intellectual-property 
nights, subsidies for Rap, government purchasing programmes for 
“early marketable versions of the new”, and so forth. There would 
be tax incentives and tax disincentives, too. When it comes to 
eliminating the internal combustion engine, “disincentives” are 
the crux of the matter—so on this Mr Gore is extremely vague. 

He favours a carbon tax in principle, but gives no indication of 
how big it would have to be. (Adopting an interestingly holistic ap- 
proach to fiscal policy, Mr Gore also proposes to spend whatever 
the proceeds from this tax may be twice over, once on subsidising 
clean technologies, and then a second time on “completely” offset- 
ting cuts in other taxes. Undeniably, this is how to get better value 
from your tax dollars.) Mr Gore spends more time discussing the 





is Al Gore? 


constitutional arrangements of the Iroquois (he admires them) 
than he does estimating the scale of any carbon tax. Actually, it 
would need to be vast, on a par with the oil-price hikes of the 1970s, 
to have any hope of bringing America into compliance with the 
Kyoto limits that Mr Gore says he favours—let alone to have a 
chance of quickly eliminating the internal combustion engine. Mr 
Gore must be grateful to congressional Republicans for making it 
clear that such taxes are out of the question. 

On the evidence of his book, Mr Gore is not therefore an envi- 
ronmental extremist—not, at any rate, judged by what he has 
promised to do. He is, rather, a hypocrite of heroic proportions. 

His description of the “crisis”, and his way of thinking about it, 
could not be more extreme. Both are 
in fact pure Unabomber. Global 
warming caused by man is nota the- 
ory or even a contested empirical 
finding but a spiritual revelation. 
Environmental issues are questions 
of ethics (it is wrong to “rip” things | 
out of the ground), not primarily or 
even substantially of economics. | 
Cost-benefit analysis (which puts a 
discount rate on the future and mea- | 
sures in dollars and cents) is wicked. 
Consumption (“ravenous, insatia- | 
ble”) is a kind of addiction; those | 
who question whether the environ- | 
ment is in terminal crisis are addicts | 
in denial. Mankind is engaged in 
“frenzied destruction” of the planet. 

Before long, Mr Gore is losing his 
sense of proportion. “The struggle to 
save the natural world is in one way | 
much more difficult than the strug- | 
gle to vanquish Hitler, for this time 
the war is with ourselves.” He explic- 
itly derides “marginalist” and “adap- 
tive” responses to environmental issues (such as those he himself 
proposes) as “another form of appeasement”, and calls for “an all- 
out response to this unprecedented threat.” He says, “We now face 
the prospect ofa kind of global civil war between those who refuse | 
to consider the consequences of civilisation’s relentless advance 
and those who refuse to be silent partners in the destruction. More 
and more people of conscience are joining the effort to resist, but 
the time has come to make this struggle the central organising prin- l 
ciple of world civilisation.” Some of the protesters in Washington | 
this week might hesitate to go so far. 

And yet what weapons will this ferocious prophet of the eco- 
underground take up against the irredeemably evil forces of global 
capitalism? A little tax-break here, a little subsidy there, maybe a 
little tax on gasoline, even, but nothing anybody will notice—and, 
oh yes, plenty of “intensive international discussions”. The chasm 
between ends and means is startling, but reassuring too. | 

If Mr Gore believed the anti-capitalist, anti-individual, anti- 
liberal, eco-fundamentalist nonsense he pours out in this book, | 
the possibility of his election to the White House would be truly | 
frightening to contemplate. Mercifully, though, as his proposals 
show, he does not. Unsurprisingly, what this book onthe environ- | 
ment is really about is politics, and the deplorable tendency of po- | 
litical leaders, as Mr Gore says of others, “to base important deci- i 
sions on the perception of their impacton thenextelectionoreven | 
on the next public opinion polls.” Yes. Don’t you just hate that? | 
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THE AMERICAS 


Brazil's unfinished battle for 
racial democracy 


SALVADOR 


As Brazil marks the 500th anniversary of its discovery by Europeans, most of 
its black and brown citizens have yet to overcome the legacy of colonialism 


OSILENE SALES’S career is typical of Bra- 

zil’s emerging middle class. She spent 

seven years working in a petrochemical 
plant, while studying for a degree at night 
classes. Having moved to a better paid job in 
marketing, she saved enough to start her 
own telemarketing firm in Salvador, a city in 
Brazil's north-east, and now employs two 
other staff. Less typically, Ms Sales is black, 
something which sometimes surprises her 
clients when they meet her. “You just have to 
overcome this [reaction] with professional- 
ism,” she says. 

Ms Sales descends from the 4m or more 
African slaves imported to Brazil, many of 
them through Salvador, for two centuries the 
colonial capital. When the Portuguese first 
landed on Brazil’s north-east coast, on April 
22nd 1500, they thought that the docile Indi- 
ans they encountered could easily be put to 
work building a new colony. But the Amer- 
indians were few in number, unwilling 
workers, and many fell victim to European 
diseases. The colonists quickly sought Afri- 
can labour for Brazil’s sugar plantations, and 
later its mines. Brazil would not abolish slav- 
ery until 1888. 
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Five centuries of miscegenation have 
blurred the racial boundaries between Euro- 
peans, Africans and Amerindians: today 38% 
of Brazilians call themselves “brown” (of 
mixed ancestry). Blacks are only 6% and 
Amerindians a mere 0.2%. Such racial mixing 
encouraged Brazil’s largely white elite to 
nourish a myth that their country had over- 
come the legacy of slavery and become a “ra- 
cial democracy”, with no colour prejudice— 
unlike the strife-torn United States. 

Displays of racial hatred are indeed rare 
in Brazil. Nordo Brazilians live in racially seg- 
regated areas. And in contrast to their coun- 
terparts in the United States, Brazilians of 
mixed race are likely to be seen, and see 
themselves, not as black but as white or 
brown. 

But Brazil’s blacks do face prejudice. And 
though, or because, as Brazilians say, 
“money whitens”, the country’s deep social 
inequalities run broadly along racial lines. 
Brazil is still largely governed, managed and 
owned by whites. Blacks and browns are dis- 
proportionately poor, and find it harder 
than similarly qualified whites to get a job. 

Brazil’s President Fernando Henrique 





Cardoso, a sociologist, has always ques- 
tioned the myth of racial democracy. After 
being elected in 1994, he formally pro- 
nounced it to be false, while taking modest 
steps towards making it real: he set up an ad- 
visory council on race issues, and appointed 
Pele, a legendary footballer, as probably Bra- 
zil’s first black minister. Last year, the Brazil- 
ian army gained its second black general and 
the feceral police its first black commander. 

More important are Mr Cardoso’s econ- 
omic reforms, which aim to achieve sus- 
tained, inflation-free growth, and therefore 
greater prosperity for the predominantly 
dark-skinned poor. But though some have 
seen their real incomes rise, others have suf- 
fered unemploymentas the government has 
cut state jobs and opened Brazil's markets to 
foreign firms (thus making local ones lay off 
workers to become efficient). In Salvador, the 
unemployment rate for black and brown 
workers was 28.3% last December, 9.9 points 
higher than for whites, whereas three years 
earlier the gap had been only 6.6 points. 

Nevertheless, some darker Brazilians 
have been climbing the socio-economic lad- 
der. The numbers working as professionals 
and managers have increased, according to 
data from national household surveys ana- 
lysed by Angela Figueiredo of :urerj, a Rio 
de Janeiro university. Ms Figueiredo has 
founc that the parents of many members of 
this emerging black middle-class held pub- 
lic-sector jobs, which were fairly secure, of- 
fering a stepping-stone. 

Access to education is stil! the greatest 
obstacle to the advancement of black Brazil- 
ians. Primary schooling is now almost uni- 
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_-versal, butmany teachers are ill-trained. Sec- 
ondary-school places are still in short 
supply. Poor pupils find it hard to compete 
with privately educated whites for places at 
the free public universities. 

At the Federal University of Bahia in Sal- 
vador, for example, half the students are 
white, even though only a fifth of the city’s 
population are. Black and brown students 
are more likely to drop out of their courses; 
hardly any do postgraduate degrees. Frus- 
trated at the lack of urgency shown by gov- 
emment in overcoming such inequities, 
some black Brazilians have set up self-help 
education groups. Salvador’s Steve Biko Cul- 
tural Institute, for example, offers prepara- 
tion courses for the university entrance ex- 
ams, The coming year’s intake of 126 pupils 
will also get lectures from successful black 
professionals to “show it is not impossible 
for them”, says Silvio Cunha, one of the insti- 
tute’s founders. 

Some activists want to speed up black 
Brazilians’ access to better careers with a 
quota system of guaranteed university 
places. But that would be controversial, and 
probably unsuccessful, given that many 
black pupils already drop out. More impor- 
tantis a continued effort to improve school- 
ing in poor districts. Only then will Brazil’s 
emerging black middle class amountto more 
than just “a few people escaping the statis- 
tics”, as Mr Cunha puts it. 

Brazil’s Amerindians have even further 
to go. They are marking the sooth anniver- 
sary of their “discovery” with protests. They 
have much to protest about, especially the 
violence they have suffered at the hands of 
ranchers, gold-prospectors and the police, 
They want Congress to pass a law to 
strengthen their rights, which has been un- 
der discussion for nine years. 

Even so, Amerindian numbers are now 
growing again. After falling from perhaps 
25m when the Portuguese arrived, to just 
100,000 in the 1970s, the Amerindian popula- 
tion has now risen to 325,000. FUNAI, the gov- 
ernment agency responsible for aiding and 
protecting Indians, reckons their birth rate is 
now 10% above the Brazilian average. The 
challenge for Brazil is to ensure that those 
new-bom citizens have the same prospects 
as anyone else. 
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‘Colombia 


Recovery, of 
sorts 


BOGOTA 


INCE taking office in 1998, President An- 

dres Pastrana has devoted much effort to 
trying to end Colombia's guerrilla wars. But 
he has hardly been helped in this aim by a 
moribund economy. After decades of steady 
growth, last year Colombia experienced its 
deepest recession since the 19308, with GDP 
contracting by 5% and unemployment rising 
to 20%, Now there are tentative signs of re- 
covery—but also new worries. 

Industrial production, retail sales and 
energy consumption have all started to pick 
up. Thanks toa successful devaluation of the 
peso last year, manufacturing exports are ris- 
ing fast: in January, they were up 57% on the 
same month of last year. The government 
forecasts Gop growth of 3% this year. 

But the road to recovery is full of pot- 
holes. The most obvious is the lack of secu- 
rity: investment is unlikely to re- 
cover strongly until violence and 
kidnapping diminish. But there 
are other problems, too. 

One is the financial system. 
The recession prompted the 
bursting of a credit bubble: firms 
and households are struggling 
with debt, and several state- 
owned banks have collapsed. 
Although officials prevented a 
system-wide collapse, many 
banks remain fragile and under- 
capitalised. In December, Con- 
gress passed a law that obliges 
most financial institutions to in- 
vest in low-yielding bonds to bail out failed 
mortgage banks. Interest rates have been 
capped by government, and have fallen 
sharply, but bank lending has not increased. 

Another big difficulty involves the pub- 
lic finances. Public spending more than dou- 
bled in the 1990s, partly because of the wors- 
ening guerrilla war, but also because a new 
constitution gave more money to local gov- 
ernments. In December, Mr Pastrana signed 
a $2.7 billion loan agreement with the mmr, 
which calls for the fiscal deficit to be cut 
sharply, from last year’s 6% of Gpr, to 3.6% 
this year, and to 1.5% by 2003. But the govem- 
ment has moved slowly on the reforms re- 
quired to meet those targets. 

The main reforms are a constitutional 
change to halt the growth of transfers to local 
government, and an overhaul of the social- 
security system. A more modest measure ex- 
tends a tax on financial transactions, a sig- 
nificant revenue-raiser. All these proposals 
already face resistance in Congress. To com- 
plicate matters further, Mr Pastrana this 
month seized or: public anger over a corrup- 
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other pet project, a referendum on politica 
reform. This will include the dissolution o! 
Congress and its replacement by a new 
slimmer legislature. 

Officials say that an austere budget wil 
be enough to meet this year’s imF target, ang 
that the reforms are needed only for future 
years. They also say that a new Congress 
which they hope will start work by Decem- 
ber, will be less addicted to pork and more 
reform-minded. 

Independent economists are far less san- 
guine: between them, transfers to local gov- 
ernment and interest payments on the gov- 
ernment debt account for 70% of total public 
spending, and both rose sharply last year 
Already itis hard to see how the government 
can meet this year’s fiscal target. 

The imr agreement also calls for privati- 
sations, to help finance the deficit and to drag 
inefficient state firms into the market econ- 
omy. But the government has cut its estimate 
of privatisation receipts for this year, from $2 
billion to $830m. Sales postponed include 
those of two banks, 14 electricity distributors 
and Interconexion Electrica (isa), the na- 
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tional electricity grid. 

Electricity privatisation is opposed by 
the country’s guerrillas, the trade unions and 
the companies’ own managers. The ELN, the 
smaller of Colombia’s guerrilla groups, has 
blown up 350 of 1sa’s pylons over the past 12 
months, partly to try to persuade the govern- 
ment toinclude it in peace talks. 

Not all is gloom. Luis Carlos Villegas, the 
president of the industrialists’ association, 
argues that opposition to privatisation and 
foreign investment is receding, in response 
to the shock of recession. A flexible labour 
market allowed firms to shed labour fast in 
the recession, meaning they are now better 
placed for the recovery. 

But none of this brings immediate relief 
to Colombia’s poor. Unemployment is fall- 
ing only slowly. Public-spending cuts would 
mean more lost jobs. It is just as well for Mr 
Pastrana that he has gained some powerful 
allies abroad, not just the rmr, but the United 
States as well. Colombia is likely to need out- 
side help fora while. 


a aernaatncnsneninutatendanininibinitiniiintinnecemrnnetenetictntettitiamhindarnnn iat d 


THE ECONOMIST APRIL 22ND 2000 


Style comes and goes. But when it comes and 


stays, it’s class. Like our new First Class — 

with its brilliant cuisine and amazing comfort, 
it’s certainly got style. Or is it class? 

Either way, it begins with care, and runs through 
everything we do. Swissair. We care. 


? The Qualiflyer Group For information and booking: www.swissair.com or call your local travel agent. 
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Business today means 
competition from all sides. 
Information overload. Greater 
pressure on margins. Technology 
limitations. Too many short-term 
fixes. Too few long-term answers. 
Zurich Financial Services Group. 
Providing solutions that take 

the chill off the pressures you 
face. Utilizing innovative 
approaches to insurance and 
asset management. Backed by 
over a century of experience. 
And 68,000 employees in 

60 countries around the world. 
Now’s the time. Come in 


from the cold. 
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PRIVATE 
BANKING 


Your swing must be precise if the ball 
is to land on the green where you 
want it. The same is true when it 
comes to managing your.assets. When 
you invest with BCV, you get more 
than 150 years of Swiss banking expertise 
Our strategies are specifically 
tailored to suit your individual 
investment needs so you 
can achieve the goals you have set 
for yourself, Call us today and discover 
investment strategies that fit you to a tee 





Swiss bankers since 1845 
Switzerland « Athens « Hong Kong « Milan « Paris * Singapore 


Switzerland Head Office: Telephone: (41-21) 212 1212 Facsimile; (41-21) 212 2103. Singapore Representative Office: Telephone: (65) 338 6556 Facsimile: (65) 338 7557. 
Hong Kong Representative Office: Telephone: (852) 2519 8836 Facsimile: (852) 2583 9277. 





‘he Caribbean 


Deadly silence 


ORT OF SPAIN 


FRICA apart, nowhere in the world suf- 
Afers more from aips than the countries 
if the Caribbean. Some 2% of their popula- 
ion, or half a million people, are infected 
vith wry (the virus which causes the dis- 
ase), Though this is a much lower rate than 
n several African countries, the impact is 
road, growing, and potentially devastating 
o what are already some of the most vulner- 
ible countries in the Americas. 

Some places are worse hit than others. In 
daiti, the incidence of the disease is similar to 
hatin sub-Saharan Africa: 12% of Haitians in 
irban areas are infected, and 5% of those in 
he countryside. At the main hospital in 
<ingstown, the capital of St Vincent, a study 
ast year found nearly 40% of young men’s 
leaths were linked to Arps. In the Domini- 
‘an Republic, Guyana and the Bahamas, 
outine testing of pregnant women and 
slood donors (groups not especially at risk) 
ihows a prevalence of well over 3%. 

The deadly effects of these figures will 





BUENOS AIRES 


Fe most Argentines, meat is not just the 
centre of their diet, but part of their 
identity. The national dish is the asado, 
mixed cuts of beef barbecued over an 
open fire. The national heroes are the gau- 
chos, the cowboys of legend, who con- 
sumed little else, only a steady stream of 
herb tea that gave them enough vitamins to 
prevent scurvy. But, though the quality of 
their meat still fills Argentines with pride, 
all is not well with their beef industry. 

Argentina’s total cattle herd (most of 
which is reared for beef) has dropped to 
under 50m, down from 57m in 1989, ac- 
cording to the United States’ Department 
of Agriculture (which count herds world- 
wide). The animals are worth less, too: 
prices at the Liniers livestock market in 
Buenos Aires fell by over a third last year, 
and have recovered only slightly this year. 
Most local meat packers and processors are 
in financial trouble, and recent years have 
seen a string of plant closures. 

Part of the problem is a change in eat- 
ing habits, The average Argentine still eats a 
prodigious amount of beef, with con- 
sumption per person halfas much again as 
in the United States, and three times as 
much as in Europe. But Argentines eat less 
of the stuff than they used to:consumption 
stood at 63 kilos (138lb) per person last year, 
down from 82 kilos a decade ago. 


become fully clear only in coming decades. 
aips is already the largest single cause of 
death among young men (aged 15-44) in the 
English-speaking Caribbean; within 20 
years, it is expected to account for three- 
quarters of all such deaths, according to the 
uN. The number of orphans in the Carib- 
bean, now 83,000, is likely to rocket. 

According to an estimate by the World 
Bank, the disease has already cost the Carib- 
bean region some 6% of its potential wealth, 
because of lost workers, increased depen- 
dency on those who do work, higher medi- 
cal spending and reduced savings. 

Public awareness and understanding of 
aips has been slow in coming. Health cam- 
paigns have faced big obstacles in efforts to 
change sexual practices {a billboard in Guy- 
ana used to advise men to “wear a fresh con- 
dom every time”). At first, treatment of those 
who admitted they had the disease could be 
rudimentary and cruel. Some aips sufferers 
were allowed to die in the streets; some hos- 
pital staff refused to touch corpses of vic- 
tims; and in Barbados an infected man was 
even stoned to death. 

Since then, better drugs and education 
have improved matters, but problems re- 
main. Peggy McEvoy, who heads uNarps in 


That is because the Ar- 
gentine diet has become far 
more varied. Ten years ago, 
Buenos Aires regarded a 
salad bar as exotic. Today 
sushi is the latest craze 
among the capital’s well- 
to-do. Faced with such 
threats, the beef produc- 
ers’ association has re- 
sponded witha publicity 
campaign, launched this 
month, toencourage Ar- 
gentines to eat their 
“juicy, rotund, plate-fill- 
ing” steaks. 

Neither have exports 
taken up the slack. In the 1870s, the de- 
velopment of industrial cold storage and a 
wave of British investment turned Argen- 
tina into the world’s largest meat exporter. 
A century later, exports started running 
into hygiene problems, heavy-handed 
government interference and interna- 
tional trade barriers. Exports now account 
for little more than a tenth of total meat 
production of 2.5m tonnes, although re- 
cent certification that Argentina is free of 
foot-and-mouth disease has opened the 
door to sales in the United States and Asia. 

There are other problems. Tax evasion, 
lax health regulation and other shady prac- 
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THE AMERICAS 


the Caribbean, says the region is particularly 
vulnerable because its people are young, 
and many are sexually active from an early 
age. But the strong influences of churches, 
whether Catholic or evangelical Protestant, 
has led zo public reluctance to discuss sex or 
encourage the use of condoms. 

The one exception to this bleak regional 
picture, as in many other health matters, is 
Cuba. Despite its historical intolerance of 
homosexuality, Fidel Castro’s regime has set 
up an effective screening and reporting sys- 
tem for aips. Asa result, the infection rate in 
Cuba has been kept remarkably iow, at just 
0.02% of the population. 

Elsewhere, too, some efforts are being 
made te tackle the disease. A plan backed by 
all the region’s governments aims to boost 
public-health education. Good screening 
programmes in the Bahamas have helped to 
slow the infection rate, and drug treatments 
there and in Barbados that help to prevent 
pregnant mothers passing the disease to 
their children have been copied elsewhere. 
But too often politicians are not leading. “In 
some countries, during election years there is 
a deafening silence on the issue for fear of 
clashes with the church,” says Ms McEvoy. 


market, penalising mod- 
em, law-abiding produc- 
ers. And poor herd man- 
agement has also played a 
part in the industry’s pro- 
blems, according to Ale- | 
jandro Elsztain of Cresud, | 
an agricultural investment | 
group partly owned by 
George Soros, an interna- 
| 
l 
i 


tices are rife in the local meat | 
| 
| 


tional financier. Argentine 
cows tend to be skinny 
when they reach the 
butcher's knife;indeed,some | 
cattle weigh as little as half | 
those sold in the United States. 
Cresud has introduced to Ar- | 
gentina the American feed-lot sys- | 
tern, fattening cattle in pers before | 
slaughter. That is anathema to many 
Argentines. They argue that grass-fed 
cattle, raised in the traditional way on the 
open prairies of the pampas, produce 
leaner, tastier beef with less cholesterol. | 
But Mr Elsztain points out that, for all the | 
famous quality of Argentine beef, it com- | 
mands only half the price of feed-lot fat- | 
tened meat in international markets. 
The feed-lot system might indeed help | 
producers to become more efficient. But | 
some ranchers have accepted the inev- | 
itable, slaughtering their herds. Those 
among them who have not gone bankrupt 
have switched to other products. Fortu- 
nately, the pampas are hardly infertile. 
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Addressing the huge unserved market for modern energy 
services in developing countries poses a major challenge for 
developing country governments and for all other players in 
the energy sector - private firms, financiers, regulators, 
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World Intellectual Property 
Organisation 


Expression Of Interest (E.O.1) 
Implementation of an ERP solution 


The World Intellectual Property Organisation, one 
of the 16 specialized agencies of the United 
Nations system of organizations based in 
Geneva, is seeking expressions of interest from 
reputed and world class Enterprise Resource 
Planning (ERP) Software Vendors or Consulting 
Firms for the supply and implementation of 
solutions in the following areas: Core Finance 
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Receivable, Procurement, Travel advances and 
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Publications and Information products. 


Information on the scope and objectives of this 
project and the E.O.! procedure are available on 
the WIPO Web site at the following address: 


“http://intranet.wipo.int/www/eng/main.htm” 
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IS YOUR SUPPLY 
CHAIN GOING 
GLOBAL? 


Georgia Tech is now accepting applications for an Executive Master's degree in 
International Logistics (EMIL). 


Earn a Master's degree in giobal supply chain management from the Georgia 
Institute of Technology, a top ranked school with an excellent track record in 
Logistics, The EMIL faculty is drawn from Georgia Tech as well as from top mar 
agement schools in Europe. and Asia, 


The program consists of five two-week residence sessions, three in the United 
States, one in Asia and one in Europe. 


We are looking for companies with operations requiring them to sell, deliver and 
support customers across the globe. EMIL will ecucate executives on designing 
and implementing a corporate logistics strategy, 


Go to our EMIL website for more information about this new educational opportunity, 
WWW.EMIL.GATECH.EDU/TE 
Download an application today. Registration for our Fail class ends June 1. 


To discuss EMIL, contact: 


BRYNN RUNKLE » DIRECTOR, EMIL 
GEORGIA INSTITUTE OF TECHNOLOGY 
ATLANTA, GA 30332-0205 
PHONE: (404) 894-2300 
FAX: (404) 894-2301 
E-MAIL: EMIL@ISYE.GATECH.EDU 
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IYADH 


bo E A 


Zan the zeal of the country’s economic reformers outpace the continuing 


resistance of some of its royals? 


HE view from the bluffs above the Wadi 
al-Laban gully in Riyadh encapsulates 
‘he dilemma facing Saudi Arabia’s less-than- 
aarmonious royal family. The locals who 
gather there at sunset have come to admire 
the elegant and expensive new suspension 
bridge that links a once isolated quarter to 
the centre of the city. But, in the distance, 
hawk-eyed visitors can make out the cranes 
that Prince Abdelaziz bin Fahd, one of King 
Fahd’s sons, is using to build himself a gran- 
diose replica of Spain’s Alhambra palace. 
Saudis have long accepted their rulers’ 
lavish way of life as the price for the rapid de- 
velopment and relative stability that they 
have brought to the country. But Saudi Ara- 
bia’s almost limitless reserves of oil are no 
longer quite enough to pay for everything— 
even with prices at a steep $25 or soa barrel. 
The sums are alarmingly simple. In 1999, 
Saudi Arabia clocked up its 17th straight year 
of deficits. Public debt has reached around 
120% of national income, which is about the 
same level as Lebanon’s, impoverished after 
its long years of civil war. The government 
calculates that the electricity industry alone 
will require investment of $80 billion over 
the next 20 years to cater to the country’s 
mushrooming population. But last year, 
with salaries and interest payments eating 
up mostof its revenue, it could set aside only 
$450m for infrastructure development. 
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The government's problems are all the 
greater since most Saudis look to it, not the 
private sector, to provide employment. The 
population has been growing a couple of 
percentage points faster than the economy 
for most of the past 20 years, helping income 
per person to tumble from $16,650 in dear-oil 
1981 to $6,526 in cheap-oil 1998. Saudi Arabia 
has always tended to inflate its population 
figures, perhaps to exaggerate its place in the 
world: it claims around 16m Saudi citizens, 
but some think that 12m or so might be 
nearer the mark. In any event, to generate 
new jobs for all the young Saudi men enter- 
ing the labour force (let alone the few women 
who make it), the economy would have to 
grow by some 6% annually. Last year it man- 
aged about 1%, and this year it may reach 2%. 
It is becoming clear that the Saudi regime 
cannot keep itself and all its citizens solvent 
without a major economic overhaul. 

These worries have impressed them- 
selves on Crown Prince Abdullah, now in ef- 
fect Saudi Arabia’s ruler since his elder 
brother, King Fahd, is a sick man. Normally, 
when the oil price rises, Saudi Arabia’s rulers 
dust off their laurels and lay thoughts of re- 
form to rest. But Prince Abdullah has bluntly 
declared that all Saudis will have to tighten 
their belts. Over the past year, as the price of 
Saudi crude tripled, he doubled visa fees for 
foreign labourers, introduced a hefty airport 





departure tax and slashed subsicies on elec- 
tricity and petrol. 

Just last month, with oil prizes at their 
peak, the cabinet approved a package of 
new measures to promote foreign invest- 
ment. The state telephone company will 
soon be sold off, with electricity rms to fol- 
low. A tourist body has been set upina bid to 
persuade Saudis to spend their holidays at 
home and to persuade foreigners to visit. A 
high-powered new economic council has 
promised to regulate the stockmarket, re- 
vamp the tax code, amend the property and 
employment laws and get the country into 
the World Trade Organisation. 

This sounds wonderfully resolute but, in 
the words of a jaded banker, there is no such 
thing as a Saudi fast-track. It took the council 
two months even to meet. And as Prince 
Abdullah tries toratchet up government rev- 
enue, his more profligate relations are busy 
increasing their spending to match. Last 
year, thanks to rising oil prices, the treasury 
raked in $7 billion more than expected—but 
over $4 billion of that disappeared in a bo- 
nanza of unbudgeted expenditure. 

Ona recent countryside tour, Prince Sul- 
tan, Prince Abdullah’s brother, rival and po- 
tential successor, dished out scholarships, 
cars and cash to assorted supplicants with 
gay abandon. Saudis love to trade tales of 
royals muscling in on profitable businesses, 
appropriating land or flogging their grace- 
and-favour tickets on the national airline. As 
one of a group of powerful brothers, Prince 
Abdullah can read the riot act all he wants 
but, until he becomes king, he does not really 
have the authority to enforce it. 

In the meantime, humbler Saudis are 
feeling the pinch. Many now welcome the 
relatively menial jobs they once would have 
deemed too lowly fora Saudi citizen, as hotel 
receptionists, for instance, or supermarket 
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cashiers. Five years ago, there were almost no 
Saudi security guards; now foreigners are the 
exception. A disgruntled bedouin, who uses 
a borrowed car as an unlicensed taxi, com- 
plains that he cannot pay the increased 
power bill for his family of five. A teacher be- 
moans the rise in class sizes and the fall in 
standards at state schools. Local journalists 
mutter about a crime wave. 

Yet, so far, dissent remains muted. Witha 
bit of bullying and bribing, the government 
stamped out the anti-royal whispering cam- 
paign that was stirred up by Islamists in the 
mid-1990s. A devout Saudi professional ar- 
gues that the royal family’s traditional claim 
to Islamic legitimacy has become as hollow 
as the Chinese leadership’s espousal of 





Palestinians and the EU 


communism. But few Saudis care enough to 
protest, he concedes. The thought of placing 
even more power in the hands of the clerics 
horrifies a middle class that has already to 
put up with countless restrictions in its priv- 
ate life in the name of religion. 

For the time being, strong family ties help 
keep destitution at bay for most of the down- 
at-heel. The government can send the 5m- 
strong expatriate population packing when 
unemployment presses. Rich Saudis, who 
have more than $500 billion from the boom 
years stashed away, can bankroll the public 
debt for a while yet. But all these crutches 
only delay the inevitable. The future remains 
a race between the reformers’ zeal and the 
royal family’s resistance. 
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A less friendly shoulder 


EAST JERUSALEM 


European attitudes have shifted with the change of Israeli prime minister 


ARD on the heels of Ehud Barak, Yasser 

Arafat was due to visit Bill Clinton in 
Washington on April 2oth. The seeming col- 
lapse of the Israeli-Syrian part of the peace 
process has concentrated American minds 
on Israel and the Palestinians. By mid-May, 
at least in theory, the two are supposed to 
have drafted a “framework agreement” on 
the issues that still divide them: borders, set- 
tlements, Jerusalem, refugees and water. 

Last week, Mr Clinton heard the Israeli 
prime minister's ideas on what a permanent 
agreement should be—-and so, indeed, has 
everyone else. In comments to his cabinet 
and in articles in the Israeli press, Mr Barak is 
making it pretty clear that Israel is prepared 
to recognise a Palestinian state on between 
65-80% of the West Bank in return for the Pal- 
estinians giving way on other “final status” 
issues. This would mean ceding any claim to 
sovereignty over occupied East Jerusalem, 
renouncing the right of return of refugees to 
Israel proper, and accepting Israel’s annex- 
ation of large swathes of occupied lands so 
that the settlements built on them could be- 
come permanent. 

Mr Arafat’s public response has been to 
shoot down each of these kites as it is flown. 
He insists that Israel must observe UN Secu- 
rity Council resolutions by withdrawing 
from the Palestinian territory it occupies and 
accepting, in principle, the right of Palestin- 
ian refugees to return or receive compensa- 
tion. Talking privately to Mr Clinton, Mr Ara- 
fat is unlikely to be so implacable. But he is 
also likely to say that Israel’s ideas as they 
stand are unacceptable to most Palestinians, 
and would not bring peace to the region. 

The Palestinians rely on American back- 
ing. But they are also appealing for support 
from other players in the game. Chief among 
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these is the European Union. A report on the 
eu and the peace process by Valerie Yorke, 
published by Saferworld at the end of last 
year, argues that, although collaboration be- 
tween the ev and the United States is essen- 
tial, there is no reason to assume that the two 
share identical ideas about what might 
make up an equitable settlement. 

During the lean years of Mr Barak's 
predecessor, Binyamin Netanyahu, the eu 
was not only the main financial contributor 
to the Palestinian Authority, but was also al- 
ways ready with a sympathetic ear when the 
Palestinians railed at Mr Netanyahu’s poli- 


cies.on Jerusalem and Jewish settlement. The 
high point of the relationship came in Marchi 
1999 when, in return for Mr Arafat not de« 
claring Palestinian statehood unilaterally, 
the European Council affirmed the Palestin-, 
ians’ “unqualified” right to self-determina~’ 
tion, “including the option of a state”. 

But Palestinians have detected a change? 
in tone in the first year of Mr Barak’s govern-: 
ment, even though the expansion of settle- 
ments continues at roughly the same pace asi 
in Mr Netanyahu’s time. Even eu officials: 
themselves awkwardly admit to a shifts 
“There is a view that at such a sensitive stage 
in the peace process the eu would prefer not 
to go out on a limb and create difficulties for 
either side,” says an official in Jerusalem. 

The problem for the Palestinians is that 
this approach tends to help the stronger side. 
Six weeks ago, members of the European Par- 
liament presented documentary evidence to 
the European Commission that Israel was 
receiving trade preferences for goods ex- 
ported from Jewish settlements in the occu- 
pied territories. This is in contravention of a 
1995 agreement that grants preferences to Is- 
raeli exports provided that they originate 
only from within Israel's internationally re- 
cognised frontiers. 

The commission squirmed a little over 
what has long been a running sore in its trade 
agreements with Israel. But what alarmed 
the Palestinians was its response. It said it 
would seek solutions tothe problem “thatdo 
not prejudice the positions of any of the par- 
ties”. This provoked a fierce reaction in the 
West Bank. In an open letter to the £u, pub- 
lished in a Palestinian newspaper this 
month, 20 Palestinian groups wrote that it 
was “extremely difficult to distinguish ‘solu- 
tions that do not prejudice the positions of 





GENEVA 


VERYBODY recognises, and most peo- 
| ple respect. the red cross and red cres- 
| cent emblems. Next year the two may be 
| joined by a third emblem, a red diamond, 
| probably incorporating a national sym- 
bol. The International Red Cross and Red 
Crescent Movement is trying to come up 
with something for places that want to be 
part of the do-gooding family, but do not 
care for the existing symbols. 

The movement has national societies 
in176countries but Israel’s society, the Ma- 
gen David Adom (mpa), with its emblem 
of a red star of David, is excluded. With 
Middle Eastern politics improving a bit, 
one of the main remaining obstacles to ac- 
cepting the star is that it mightencourage a 
rash of other symbols that were provoca- 
tive or unrecognisable. 

But the American Red Cross is arguing 








or diamond? | 


that the star of David should be recog- 
nised by the end of the year, and that the 
mba’s accession should not be tied to the 
complex process of adopting a neutral 
emblem—or the legal hurdle of a two- 
thirds majority of all members of the in- 
ternational movement. It is freezing part 
of its dues, and a lobby has started kicking 
upa fuss in the American Congress. 
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iny of the parties’ from solutions that would 
accommodate Israel’s illegal policies”. 

The row with the Palestinians illustrates 
the eu’s dilemma. Europeans believe that Mr 
Barak, unlike Mr Netanyahu, is sincere in 
wanting to reach an agreement with the Pal- 
astinians. But, at the same time, some of 
them are beginning to doubt whether he will 
agree to a deal that would satisfy even mini- 
mal Palestinian aspirations, especially on Je- 
rusalem and the refugees. With this in mind, 
the Palestinians are hoping that the ev will 
venture outa little distance on that limb. 


The Rwandan genocide 


Still wanted 


ILL Félicien Kabuga or Tharcisse Ren- 

zaho ever be brought to justice? They 
are still at large, among several hundred 
other senior Rwandans who in 1994 planned 
and promoted the genocide of up to 1m peo- 
ple. Mr Kabuga was a businessman who fi- 
nanced the murderous Hutu militias, sup- 
plied them with machetes and was part 
owner of Radio Mille Collines, the radio sta- 
tion that broadcast the orders for genocide. 
Colonel Renzaho was the governor of the 
capital, Kigali. He directed the killing squads 
there, ordering them to make sure that “none 
can escape”, and he was a member of the 
committee that co-ordinated the slaughter 
throughout the country. 

So far, 44 people have been detained by 
the International Criminal Tribunal for 
Rwanda, based in Arusha in Tanzania. Seven 
have been convicted, of whom six are on ap- 
peal. The prosecutor is still looking for about 
35 people. Although names are not pub- 
lished for fear of alerting men on the run, Mr 
Kabuga and Colonel Renzaho are almost 
certainly on the list. Arrested or hunted, they 
are still only a small proportion of the people 
who planned and executed the fastest and 
most orderly genocide in history. 

While the un tribunal grinds on in 
Arusha, the Rwandan government is busy 
bringing genocide criminals before its own 
courts. If the main perpetrators are to 
be caught, and the evidence found to 
convict them, the two should co-op- 
erate, But their relationship, though it 
now shows signs of improvement, 
has long been unhappy. The govern- 
ment objects, among other things, to 
the money spent on the tribunal, 
which it feels could have been better 
used to rebuild a justice system in 
Rwanda. 

The government has so far de- 
tained more than 120,000 people ac- 
cused of genocide, of whom over 
2,000 have been convicted and 300 
sentenced to death. At the end of last 
year, it produced a list of 2,133 people 
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Remembering the horror of six years ago 
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MOROGORO, TANZANIA 


6617 ABURU? children scream as Mo- 

hammad Msoma pushes by on his 
bicycle. Being called a Boer is just one of 
the many taunts hurled at the middle- 
aged religious teacher: he is an albino, 
chairman of the 80-member Albino Soci- 
ety in Morogoro, a town 80km (50 miles) 
inland from Tanzania’s commercial capi- 
tal, Dar es Salaam. 

An inherited condition, albinism is 
the lack of melanin, the dark brown pig- 
ment normally present in skin, hair and 
eyes. As in other African countries, albi- 
nos in Tanzania face social stigma. Mr 
Msoma claims he was sacked from the lo- 
cal tobacco factory because he is an al- 
bino. The superintendent said he could 
not work properly with poor eyes. 

Health problems do indeed com- 
pound discrimination, Weak eyesight, 
| blisters, burns from the sun and skin can- 
| cer are common afflictions: most albinos 
| donot have the money for special glasses, 
i 
| 


creams or treatment. “H is also difficult for 


suspected of planning or directing the geno- 
cide. Most of them are still at large. 

Many of the missing villains are in 
Congo. Senior military officers fled there 
after their genocidal government was de- 
feated by the Rwandan Patriotic Front, 
which now rules the country. In Congo, they 
regrouped soldiers and militiamen responsi- 
ble for the killing. Since Rwanda became in- 
volved in Congo's civil war, many of the 
Rwandan militiamen are fighting on the side 
of President Laurent Kabila, against the Con- 
golese rebels who, in their turn, are backed 
by the Rwandan government. So long as 
Congo's fighting continues, the missing 
Rwandans will be difficult to arrest—and 
they are making sure that the war continues. 

Others are in Tanzania. Hutus from both 
Rwanda and Burundi are well established in 
the administration of western Tanzania 
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A skin-deep African affliction 


SANEA TEEDE AT, 


Msoma, pointing out that albinos find it 
harder to read, and will often hide indoors 
away from the harsh equatorial sun. 
Albinism appears to be unusually 
prevalent in Tanzania. The Tanzania Al- | 
bino Scciety claims that there are 700,000 
albinos, or 2% of the population. That 
seems implausibly high: American re- 
searchers suggest that only one in 17,000 
people has some form of albinism. One 
explanation for the large number of albi- | 
nos on the coast is that some coastalcom- | 
munities take a relaxed view of inbreed- | 
ing, increasing the chance that albino ` 
parents will pass on their genes. | 
Now albinos want recognition and | 
support. Albino societies try to educate l 
their members about the condition. Tm | 
told its caused by genes,” says Mr Msone | 
on his way to Friday prayers. But tradition | 
has another explanation: those who des- | 
pise or spit at albinos will be reborn with | 
the condition themselves. | 


| 
| 
children to study and play,” says Mr | 
j 
{ 





from where, probably without the know- 
ledge of the central government, they protect 
some cf the killers. Others, again, are scat- 
tered around the world, some with false 
identities. Mr Kabuga was said to have been 
spotted in Switzerland but is now thought to 
be in Kenya. Colonel Renzaho is probably in 
Congo. Governments do not seem to be 
making much effort to find them. Those who 
have been discovered—in Britain, America, 
France, Belgium and Denmark—have often 
been unmasked by journalists. 

By contrast, western security services ex- 
pend considerable energy on tracking down 
war criminals from the conflicts in former 
Yugoslavia. The Yugoslav war-crimes tribu- 
nal in The Hague has so far issued over 90 in- 
dictments, and arrested more than 40 sus- 
pects, of whom 15 have been sentenced. It 
has named 29 people it is still looking for. So 
far as is known, they are all still in the 
region, either in power in Serbia or 
hiding in Bosnia. 

It is much harder to find the dis- 
persed Rwandans. Moreover, even if 
they were caught and sent to the tri- 
bunal, gathering evidence to prose- 
cute them would be difficult. Per- 
suading witnesses to leave their 
homes and come to Arusha togiveev- 
idence, and then providing them 
with protection when they return, is 
fraught with trouble. The horrible 
fact is that the only living witnesses to 
some of the worst Rwandan massa- 
cres are the perpetrators themselves. 
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Italy's tattered left 
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4 year before a general election must be held, Italy’s left has been so drubbed 
n regional polls that the prime minister, Massimo D’Alema, said he would 
so. Silvio Berlusconi, on the right, is delighted. But the future looks murky 


N THE first direct election for the heads of 

most of Italy’s regions, the left, which pro- 
vides the national government in Rome, last 
weekend suffered so bruising a rebuff that 
the prime minister, Massimo D'Alema, felt 
abliged to resign. The right, led by Silvio Ber- 
lusconi, a controversial tycoon, called for an 
early general election. At mid-week, it 
seemed likely that the left, fractious and de- 
moralised as it was, would probably rally 
enough votes in parliament to put in a stop- 
gap as prime minister. A period of uncer- 
tainty seems sure to ensue. Italian politics, 
once again, is in a mess. 

Whether a stop-gap would last until 
April next year, the deadline for the next gen- 
eral election, is moot. If the left did crumble 
before then, and an early general election 
were held, Mr Berlusconi would be odds on 
to become prime minister at the head of a co- 
alition whose three-party core would be his 
own Forza Italia, the post-fascist National 
Alliance under Gianfranco Fini, and the 
once-separatist Northern League led by Um- 
berto Bossi. A further complication is the 
holding of a string of referendums, due on 
May 21st, on such matters as whether Italy 
should change the way it elects members of 
parliament to an undiluted first-past-the- 
post system. Mr D'Alema says that a govern- 
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ment of the left should stay in office at least 
until then. The right disagrees. 

In last weekend's polls in 15 of Italy’s 20 
regions (but excluding, this time, such places 
as Sardinia and Sicily, which have their own 
constitutional arrangements), the right 
scored 51% against 45% for the combined left, 
winning eight regions to the left’s seven. Last 
time, in 1995, the left won by nine to six. 

Moststrikingly, the right swept the board 
in the four northern regions that make up 
Italy’s economic powerhouse: Lombardy, 
around Milan; Piedmont, whose capital is 
Turin; Liguria, the coastal strip by Genoa; 
and Veneto, in the prosperous north-east. Mr 
Fini’s post-fascists, most stunningly, won La- 
zio, which embraces Rome, and two south- 
ern regions, Apulia and Calabria. 

The left held on to its strongholds of Emi- 
lia-Romagna, Tuscany and Umbria in the 
centre of Italy. Its only real success was in 
Campania, the region around Naples, where 
Antonio Bassolino, the Neapolitan mayor, 
easily carried the day. 

In any event, it was notable how little 
room there was for parties in the middle, be- 
tween the two main alignments of left and 
right. The Radicals of Emma Bonino, a 
bouncy former European commissioner 
who had hoped to build up a serious “third- 


way” force with leftish social policies and 
rightish economics, failed dismally, scoring 
less than 3%, down from 9% in the election 
for the European Parliament a year ago. 

A party on the centre-left (and within the 
ruling coalition), founded last year by Rom- 
ano Prodi, a former prime minister who now 
heads the European Commission in Brus- 
sels, slumped too. Although the proportion 
of votes cast for the entire left actually rose 
by a shade compared with the election to the 
European Parliament last year, many mid- 
dle-of-the-road voters are evidently now 

veering towards Mr Berlusconi and the as- 
\, sorted right. 

A What, for the left, went wrong? The 
main cause of its defeat was a sense 

that the left-wing coalition, whose 

make-up has chopped and 
changed over the past few years and now 
contains some 11 parties, is a bunch of ambi- 
tious bickerers constantly atodds with itself, 
and that Mr D'Alema, who heads the biggest 
party on the left, the ex-communist Demo- 
crats of the Left, is a sour, carping sort of fel- 
low—in contrast to the jovial, slick, can-do 
billionaire, Mr Berlusconi, who proved, once 
again, to be master of the image, as he sailed 
up and down the country’s coastline with 
much rezzmatazz in a pleasure cruiser. 

Mr D’Alema had never led the com- 
bined left in a national election; he was 
picked by parliament to succeed Mr Prodi as 
prime minister in 1998. He had hoped that a 
good result in the regional polls would legiti- 
mise him as national leader. In the event, it 
did the opposite. 

Yet policy, for the most part, was hardly 
at issue. For sure, a continuing squeeze on 
public spending has meant little extra 
money for hospitals and schools. Taxes in 
Italy have stayed higher than in most parts of 
Europe. Red tape still hampers business- 
men, especially Italy’s many small ones. Pri- 
vatisation has too seldom been accompa- 
nied by deregulation. Too many grandiose 
projects seem to go nowhere. Many ordinary 
voters think that the ruling left, as much as 
the right, is prey to patronage andcronyism. 

Yet the economy as a whole is doing 
quite well. After growing more siowly than 
the Eu’s average since the mid-1990s, the 
country is moving ahead faster again—and 
may swell by a good 3% this year. Most peo- 
ple were not voting against Mr D'Alema with 
their wallets. 

One issue on which the right did score 
points, however, was illegal immigration. 
Many Italians think the government has 
been too soft or too sloppy about handling 
the flow of migrants, mostly from the Bal- 
kans. Under the left, the numbers have risen 
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fast. Many mayors now put crime-fighting as 
their top priority; and many voters link high 
immigration with crime. A good third of all 
prisoners are thought to be immigrants. 
Harsh rhetoric on the right struck a chord. 

So what, in general, can the left do? One 
notable feature of recent Italian politics is the 
rise of mayors, who have been given more 
powers, along with regional presidents. Sev- 
eral popular city and regional leaders are 
emerging as alternatives to the old party- 
machine politicians. Mr Bassolino, who will 
now double up as president of Campania as 
well as mayor of Naples, is one. Though it is 
not an advantage in the national arena to 
have been a communist or tocome from Na- 
ples, his reputation is growing. 

Another rising figure on the left is 
Francesco Rutelli, mayor of Rome since 1993. 
Once a Green, he now supports Mr Prodi’s 
Democrats (led, in the absence of the Eu 
boss, by Arturo Parisi). The handsome, go- 
ahead Mr Rutelli certainly has ambitions be- 
yond Rome. Other serious figures on the cen- 
tre-left who might flourish outside their 
home cities are Venice’s mayor, Massimo 
Cacciari (although this week he failed to win 
Veneto), and Riccardo Illy, mayor of Trieste. 
Like state governors in the United States, It- 
aly’s regional and city bigwigs now look 
increasingly well placed to launch them- 
selves as hopefuls on the national stage. 

But, for the moment, the once and future 
king of Italy is Mr Berlusconi. Plainly, his 
Forza Italia, once dubbed “the plastic party” 
because it seemed a pure reflection of its 
shiny, image-conscious boss, has put down 
local roots. And Mr Berlusconi's apparently 
endless tangles with the law and his owner- 
ship of a vast tranche of Italy's media do not 
seem to trouble most Italian voters. 

Nor, especially on the right, does the fact 
that he has been convicted of several crimes, 
including bribery, and has at least two more 
cases pending that include further charges 
of bribing magistrates. Many Italians, not 

just his own supporters, seem to believe that 
left-wing magistrates are gunhing for him for 
purely political reasons. Besides, the cases 
daunt the most sophisticated lawyers with 
their complexity. And they have been drag- 
ging through the courts for so long that most 
Italians now seem bored as well as bewil- 
dered by them. 

Still, Mr Berlusconi is far from home and 
dry. In 1994, when he became prime minister 
for seven months, he had to get along with 
the same two chief lieutenants, Messrs Bossi 
and Fini—and failed spectacularly, espe- 
cially with Mr Bossi, who dished Mr Berlus- 
coni’s government and then proceeded to 
hurl insults, calling him a crook and “Berlus- 
kaiser”, for the next five years. Why should 
they get on better now? 

One reason is that Mr Bossi is weaker 
these days, and needs to tie himself again to 
Mr Berlusconi's coat-tails. But he will de- 
mand a reward, all the same. Certainly, he 
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will ask for more autonomy, though no lon- 
ger outright secession, for the north—and for 
more federalism in general. With most of the 
north in the right’s hands, a government in 
Rome, of any stripe, will find it hard not to 
give some ground on that score. But to con- 
fuse things, the party that would oppose a 
more federal system most fiercely is Mr Ber- 
lusconi’s other big ally in a future coalition, 
Mr Fini’s post-fascists, who are strong in the 
poorer south and would be loth to see north- 
erners getting more of the national cake. 
With some 40-plus parties in parliament 
and politics as volatile as ever, it is still too 
soon to guarantee Mr Berlusconi another 
crack at the top job. But his day in the sun 
looks as if it will come again, sooner or later. 
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France 
Facing history 


AN a price properly be put on occupied 

France’s shameful treatment of the 
Jews? Clearly not, but the French govern- 
ment is now at least making an attempt. It is 
examining the conclusions of a commission 
that has spent the past three years inquiring 
into the expropriation of Jewish property by 
the Nazi regime and its Vichy collaborators. 
Inareport published on April 17th, one of the 
main recommendations is the establish- 
ment of a foundation worth FFr2.4 billion 
($385m) to “disseminate the history and 
memory of anti-Semitic persecution in 
France under Nazi occupation”. Some FFr1.4 
billion of the money would come from un- 
claimed assets held by the state; the rest 
would come from unclaimed assets held by 
the private sector. 

As the commission, headed by Jean Mat- 
téoli, a former resistance fighter who was 
himself deported, makes clear, it is a dismal 
story. Of the 330,000 Jews in France in 1940, 
most of them refugees from elsewhere in Eu- 
rope, some 75,721 were deported—and only 
2,500 returned from the death camps. 





The commission reckons that the toti 
value of expropriated assets, in today 
money, was about FFr8.8 billion. Som 
40,000 apartments were looted. Works of ai 
were plundered by the scores of thousand 
96,812 of them were retrieved after the wa 
Any reluctance by the Vichy government t 
obey the German instruction to “remov 
any Jewish influence from the French econ 
omy” was not because the collaborating au 
thorities disagreed with the concept: the 
merely wanted “aryanisation” to be carrie: 
out according to French-imposed rules. 

Yet the commission’s report is not en 
tirely damning. Though critical of France’ 
insurance companies for being slow to mee 
their responsibilities, it reckons that 90-955 
of expropriated assets were recovered afte 
the war, with the help of either the Frenct 
government or the programme of Germar 
restitution. To help compensate for the rest 
Mr Mattéoli notes that the government las 
September set upa separate commission un 
der Pierre Drai, a leading judge, to hea: 
claims for reparation from victims of the 
occupation. Mr Mattéoli also recommend: 
that the state should compensate, for exam: 
ple with life annuities, the descendants o! 
Jewish deportees, regardless of where they 
now live. 

Will all this be enough to smooth away 
bitter memories and the stain of national dis. 
honour? One hopeful sign is the first reactior 
from the headquarters in New York of the 
World Jewish Congress (wyc), which ha: 
worked relentlessly to seek “material anc 
moral restitution” for Europe’s wartime sins 
In the past, the Congress has criticised the 
Mattéoli commission, but relations have im 
proved over the past year, thanks to con- 
sultations with France's prime minister, Lio- 
nel Jospin, and its Jewish community—now 
in part because of migration from North Af 
rica, some 650,000-strong. While expressing 
shock “at the degree of French collabora- 
tion”, Elan Steinberg, executive director of 
the wyc, this week recognised that the com- 
mission's work represented “an honest and 
good-faith endeavour”. 

Indeed so. But critics, both French and 
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France scores an own goal 


PARIS 


ET the good folk of Calais indulge their 
dream: that on May 7th their local foot- 
ball team, amateurs from French football's 
fourth division, will beat first-division 
Nantes and so win the country’s cup final. 
Let the players, flush with bonuses from 
their winning run, dream too—because in 
real life they earn their living by painting 
houses, tending gardens and working in 
clubs for unemployed youths. And, mean- 
while, let the doubters recall that in the 
semi-final, on April 12th, unfancied Calais 
beat Bordeaux, the current league title- 
holders, by three goals to one. 

The plausibility of this dream, 
however, points to an unhappy 
truth: the amateurs of Calais have 
succeeded mainly because the coun- 
try’s professional teams are now 
rather bad. Of the 14 Frenchmen who 
took the field against Brazil in 1998 
and won France its first soccer world 
cup, only three are still playing in 
France (including, for football pur- 
poses, Monaco). Of the rest, five play 
in England, three in Italy, two in Ger- 
many and one in Spain. 

Why have football stars fled 
France? One reason is that, thanks to 
their decision to sell television rights 
to their matches around the globe, 
the top teams in England, Germany, 





Then we dribbled off to Britain 


Spain and Italy can afford to pay top play- 
ers, and coaches, top wages. 

Another explanation is that, as partofa 
ruling in1995 by the European Courtof Jus- 
tice in a restraint-of-trade case brought by a 
Belgian player, Jean-Marc Bosman, it has 
since been an offence for Europe’s football 
authorities to protect “home-grown” play- 
ers by limiting the number of foreigners 
from other European Union countries. 
uera, the confederation of Europe’s na- 
tional football associations, had previ- 
ously set a limit of three foreign players 
plus two with at least five years’ residency. 





Some football fans regret the upshot of 
these changes. Except in countries like 
France, poor clubs struggle to compete 
with the handful of mega-rich ones. Others 
fret that, if a country cannot protectively 
nurture its own youngsters, it will end up 
with a weak national side, Last December, 
Chelsea, an English club, fielded a team 
against Southampton that contained nota 
single English player. As for French teams, 
they grumble that clubs in England, Italy, 
Spain and Germany are stealing the best 
players, and so will win all the interna- 
tional tournaments. 

Is there a remedy? In the past month, 
joint delegations from uera and its inter- 
national equivalent, Fira, have been lob- 
bying the European Commission and the 
European Parliament to bring back 
limits on foreigners. The commission 
has refused to budge, arguing that 
any restriction on the right to free 
movement would require unani- 
mous consent by all 15 Eu govern- 
ments to change the Union’s basic 
treaties—so it is out of the question. 

Maybe so. But surely, if Britain 
and Denmark could get opt-outs 
from the single currency, clever civil 
servants could devise a protocol for 
sport. After all, the politicians know 
their voters care a lot more about 
football than they do about Europe. 
On the other hand, many voters 
seem to care more about their club 
than theircountry. 














foreign, will still complain that the effort has 
come disappointingly late. It was only in Oc- 
tober 1997, after 15 years of legal challenge, 
that Maurice Papon, a Gaullist minister in 
the early-1980s government of President Va- 
léry Giscard d’Estaing, was brought to trial 
for crimes against humanity committed 
when he was the Vichy secretary-general in 
the department of the Gironde. And it was 
only with the election in 1995 of Jacques 
Chirac thata French president felt able to tell 
the French people that they and their state 
owed a “debt which can never be repaid” for 
the wartime treatment of the Jews. But better 
late, of course, than notatall. 

m 





European Union 
Order à la carte? 


BRUSSELS 


T HAS no agreed name, no obvious short- 
term use, and its long-term potential is too 
complicated to calculate. Some claim it will 
create tensions that pull the European Union 
apart, others that it will release tensions and 
so hold the Union together. Now Eu govern- 
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ments are trying to decide, within the con- 
text of a ten-month-long constitutional con- 
ference, whether they feel brave enough to 
give it a serious try. 

The idea in question is one known com- 
monly in £u jargon as “flexibility” or “en- 
hanced co-operation”, though it started life 
under the even more numbing name of “dif- 
ferentiated integration”. It consists of the 
proposition that a group of eu countries 
should be free to set up a new institution or 
regime within the Union, in the general pur- 
suit of closer integration, even though some 
other members choose not to join in. It marks 
a break with the basic principle of the Union 
that everybody is in it together. 

A spatchcocked version of flexibility 
was adopted when the Eu’s 15 governments 
held a constitutional conference in 1996-97, 
and produced the Amsterdam treaty that 
came into force last year. They agreed that 
groups of countries should be free todo their 
own thing—so long as no other Eu country 
objected, which rather negated the point. 

Prodded by Germany and Portugal, the 
latter as current holder of the eu’s revolving 
presidency, the 15 are returning to the subject 
in a new constitutional conference that be- 
gan in February and is due to end with yet 


another treaty in December. This treaty is 
meant to prepare the Union to take in new 
members in the next decade or so, perhaps 
as many as 27 or more, including most of the 
countries of Central and Eastern Europe. 
Governments are discussing several big 
changes to institutions and voting proce- 
dures. The question about flexibility is 
whether to give it real force by removing the 
requirement for unanimous approval. Dele- 
gates had a first, inconclusive, discussion 
when they met in Portugal last weekend. 

Belgium, Luxembourg and the Nether- 
lands are strongly in favour. Italy is suppor- 
tive, France claims to be open-minded. Brit- 
ain and Greece are among the sceptics. 
Britain says that countries arguing for more 
flexibility need to make a “stronger case” for 
change. So, on the face of it, they should. 
None has put forward an example of the sort 
of project it would like to carry forward but 
cannot under current eu rules, 

The Union already accommodates one- 
off projects for limited groups of countries: 
the biggest of them, Europe’s monetary un- 
ion, gave opt-outs to Britain and Denmark. 
Another big project, the Schengen agree- 
menton the free movementof people, began 
life as a treaty struck among five countries 
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W all priests were on the political right:many, 


hy Spain's bishops won't say sorry 


MAORID 


OR more than 20 years after General 

Franco’s death, Spain’s Catholic church 
struggled to stay out of politics. It wasa way 
of making amends for its cosy rapport with 
his dictatorship. But now the bishops are 
being accused of interfering, once more, in 
public life. 

Two things are fanning the flames of 
anti-clericalism, long a feature of left-lib- 
eral thinking in Spain. The first is a decision 
by the church not to plead 
forgiveness for, broadly 
speaking, siding with 
Franco after the Spanish 
civil war. The second arises 
from comments made by 
some bishops in the ap- 
proach to last month’s gen- 
eral election, which the 
right won handsomely. 

When the present 
pope, John Paul, recently 
asked millennial forgive- 
ness “for the sins of the 
church” in a range of 
events over the centuries, 
some Spaniards wondered 
if their bishops might for- 
mally regret the church’s 
partisan stand during 
Spain’s civil war between 
1936 and 1939 and in the de- 
cades of dictatorship that 
followed. This was mooted 














Should he apologise? 


two years ago byan assistant bishop of Bar- 
celona, who won plaudits from many Cat- 
alan and Basque clergymen, whose regions 
suffered most from Franco’s harsh central- 
ism. It was telling that the only bishops 
openly to disavow Franco's proclaimed 
“Catholic crusade” were those of Tarra- 
gona, in Catalonia, and Vitoria, in the 
Basque region. 

But Cardinal Antonio Maria Rouco Va- 
— tela, the country’s top cler- 
| gyman,isloth toseek collec- 
tive forgiveness for specific 
actions of the church in 
Spain. Besides, he notes, the 
pope’s plea is a catch-all for 
anything that may have 
happened over the centu- 
nes. Dwelling on particular 
episodes would, he says, 
anly “open old wounds”. 

In any event, though 
most bishops did tie them- 
selves closely to Franco after 
the war, and turned a blind 
eye to his harsh purges, 
many priests and nuns suf- 
fered grievously at the 
hands of republicans and 
communists, who sacked 
monasteries and convents, 
burned down churches, 
and killed hundreds of the 
clergy. Besides, by no means 


encouraged by Pope John XXIII, distanced 
themselves from Franco in the 1960s, and 
helped nudge Spain towards democracy 
after his death. 

But many Spaniards, especially those 
on the left, complain that the cardinal’s lat- 
est stand, including his declared wish for 
the canonisation of priests and nuns killed 
in the civil war, is out of keeping with the 
pope's desire for conciliation. Moreover, 
the row comes just a few weeks after the 
bishops enraged many Spaniards on the 
left by making it plain that devout Catho- 
lics should vote for Jose Maria Aznar’s cen- 
tre-right People’s Party. Even the pro-gov- 
ernment El Mundo ran a column urging 
people to “fight back” against religious in- 
terference in politics. 

In fact, though he is a practising Catho- 
lic, Mr Aznar has long been at pains to keep 
his distance from the hard old right—and 
from the traditionalists close to the church. 
Afterall, Spain is no longer particularly de- 
vout: less than a third of Spaniards regu- 
larly attend mass, though 90% say they are 
“culturally Catholic”. A number of top 
people in Mr Aznar’s party are close to the 
traditionalist Opus Dei movement. Over 
Easter, several ministers will be seen taking 
part in religious processions. 

Buton abortion, for instance, Mr Aznar 
has resisted suggestions by the church that 
the law should be tightened. He has also re- 
jected pleas that religious or ethical teach- 
ing should be compulsory in school. “In 
those respects, as in economics, | am a lib- 
eral,” he says. 





outside the framework of £u law, but ready 
for incorporating when its popularity 
spread, as happened in part last year. 

Defence might seem one candidate for 
flexibility, since countries disagree in basic 
ways about its place, ifany, in the Union. But 
Europe’s governments are already having a 
separate discussion on defence arrange- 
ments, in parallel with the constitutional 
conference. Special treaty articles will be 
drafted for defence alone, if they are needed. 

The sort of things flexibility might en- 
courage, especially if the unanimity rule 
were abolished, would be moves by groups 
of countries to adopt a common public pros- 
ecution service, or a legally binding code of 
citizens’ rights, or a common authority for 
regulating financial institutions. All these 
have some support within the Union. 

But the main argument for flexibility is 
as a general insurance against problems in 
the future. The bigger and more diverse the 
Union grows, the harder it may become to 
rally the necessary support across the whole 
membership for launching any big project— 
whether by unanimity or even by a “quali- 
fied majority” (roughly 70% of the votes cast 
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in the Council of Ministers, with big coun- 
tries having more than smaller ones), which 
is the test for less sensitive ventures. 

Put like that, it is hard to see why any 
country should disagree. The answer is that 
some fear being left behind, losing rank in 
the Union, when projects are launched that 
they cannot or will not join. That is Britain’s 
worry, as it tries, under Tony Blair, to rebuild 
its influence in Europe. Tough, respond the 
flexible friends: you always argued for plu- 
ralism, and hereitis. 
eee a 





Russia 


A new foreign 
policy? 


moscow 


ROM stubborn, and sometimes counter- 
productive, assertiveness to smart as- 
sertiveness: that might be the best way of de- 
scribing the foreign-policy style that Vladi- 
mir Putin, the Russian president-elect, has 


already begun cultivating. After kicking off 
with some pointed reminders that Russia's 
arsenal has not rusted away, including a 
sleepover on a nuclear-armed submarine in 
Russia’s Arctic, Mr Putin has just sent the 
world a fresh set of signals with whistle-stor 
visits to two Slavic neighbours, Belarus and 
Ukraine, and a detour to Britain sandwiched 
in the middle. 

Whether he was in the brutishly authori- 
tarian, and noisily Russophile, environment 
of Minsk, the Belarussian capital, or the geo- 
politically ambiguous atmosphere of Kiev, 
in Ukraine, the message to fellow Slavs was 
the same. Russia will use its energy resources 
and economic weight (remember, every- 
thing is relative) to regain influence over its 
ex-Soviet neighbours. 

That does not mean that for sentimental 
or Strategic reasons Russia will send anyone 
a blank cheque, as Belarus would like, or 
write off Ukraine’s gas bill of at least $1.4 bil- 
lion. But, over the past decade, Russia often 
seemed so cross with its independence- 
minded neighbours that it would deny itself 
economic advantage in order to punish 
them. Such tactics may now give way to a 
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ather more sophisticated approach. 

In Britain, meanwhile, Mr Putin startled 
is hosts with an impassioned oration in de- 
ence of Russia’s ruthless crackdown in 
*hechnya—and a warning that West Euro- 
ans would “pay heavily” if they contin- 
ied to appease “Islamic terrorism”. Like 
nany public arguments over the Chechen 
ragedy, his outburst served to underline the 
i1uge and perhaps widening gap in percep- 
ion between Russia and the West over the 
auses of the Caucasian bloodbath, and the 
\ppropriate response. 

In Moscow, too, the signals have been 
iardening. After hinting that it might try to 
ypen talks with Aslan Maskhadov, the Che- 
hens’ president, Russia’s foreign ministry 
eems to have ruled out olive branches dur- 
ng this “final phase” of war. 

Butat least in diplomatic terms, Mr Putin 
rived in London fully armed—after the 
ong-awaited approval by the Duma, Rus- 
ia’s lower house of parliament, of the Start-2 
reaty to cut the long-range rocket forces of 
America and Russia. Having several times 
ihied away from ratification as a way of 
-ocking a snook at America, the Duma tied 
ts approval to the maintenance of the Anti- 
Zallistic Missile (ABM) treaty, limiting the 
rection of anti-rocket shields. 

Mr Putin tantalisingly held out the pros- 
dect that Russia would accept some adjust- 
nent to the asm treaty, allowing America to 
sroceed with plans for a modest shield de- 
signed to keep out a few North Korean or Ira- 
rian missiles without rendering the Russian 
arsenal useless. “We have drawn a line be- 
ween Strategic and non-strategic defence,” 
he said in London, as Tony Blair offered to 
mediate between Russia and America over 
the issue. 

By offering the Americans a narrow path 
to walk down, Mr Putin has dismayed 
American hawks who favour the immediate 
scrapping of the ABM treaty (or believe it has 
lapsed already) and the early deployment of 
an anti-missile shield with no holds barred. 
Russia’s bid for the diplomatic high ground 
will be taken a step further if, as expected, 
the Duma now approves the nuclear test- 
ban treaty—something America’s Senate has 
refused to do, despite strenuous pressure 
from the White House. 

Russia's international image will receive 
another small boost from the acquittal, by a 
court in Moscow, of a naval officer turned 

ecological campaigner, Alexander Nikitin, 
who had been facing charges of giving away 
secrets. In cold-war times, when judges took 
their orders from on high, the release would 
have been regarded as a sweetener by the 
Kremlin.The same interpretation probably 
holds good today—which suggests that Mr 
Putin wants to give the West something to 
smile about and, in traditional style, has 
scant respect for the independence of judges 
when itcomes to imposing Kremlin policy. 
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Poland 


Presidential bets 


WARSAW 


HERE is probably only one Pole capable 

of denying Alexander Kwasniewski five 
more years as president of Poland, and he 
lives in the Vatican. The ex-communist en- 
joys 60% support in the latest opinion polls, 
enough for his backers to contemplate an 
outright victory in the first round of voting in 
November. That is grim news for Poland’s 
Solidarity-led government, suggesting its de- 
feat at the hands of the ex-communists in 
next year’s general election. 

All the same, the presidential race prom- 
ises to be a lively affair. The dozen or so can- 
didates represent a colourful cross-section of 
Polish aspirations, It is no surprise that the 
xenophobes on the far right cannot agree on 
a single candidate. Two of them, Jan Lopu- 
szanski and General Tadeusz Wilecki, are 
laying claim to the traditional Catholic 
nationalist vote, styling themselves as 
strongmen capable of protecting Poland 
from the European Union, which they des- 
pise. A third, Andrzej Lepper, has made his 
name as a firebrand leader of disgruntled 
farmers; his support will rise or fall partly on 
the strength of the harvest. All told, this lot 
might gather perhaps 15% of the vote. 

Then there is Lech Walesa, the former 
president, who is running again, this time 
with the somewhat tragic air of a punch- 
drunk boxer returning to the ring. At the last 
election, in 1995, he almost beat Mr Kwas- 
niewski. But their fortunes have since di- 
verged, embarrassingly so for the former 
Solidarity hero: Mr Walesa’s support has 
slumped to 4% among Poles at large, and a 
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Kwasniewski seeks a hand from the pope 


EUROPE 


risible 2% even among Solidarity people. 

Solidarity has instead thrown itself be- 
hind Marian Krzaklewski, leader of the Soli- 
darity part of the ruling coalition, who an- 
nounced his candidacy this week. Mr Krzak- 
lewski had first declared his intention to run 
over a year ago, but delayed throwing his hat 
formally into the ring in the hope that his 
popularity would rise. 

It has not. Polls give him 6% of the vote. 
He is seen by most Poles as the puppet-mas- 
ter of a struggling government. He has little 
charm, and has been lurking far too long in 
the shadows to acquire the telegenic quali- 
ties Poles now seek in a president. More da- 
maging is his lack of political backing. “The 
condition for winning in the presidential 
election”, Mr Krzaklewski said last year, 
“will be the unity of the centre-right.” 

There is none. The Freedom Union, Soli- 
darity’s liberal-minded partner in govem- 
ment, wants nothing to do with Mr Krzak- 
lewski, and his dithering has encouraged 
several other centre-right candidates tocom- 
pete for the presidential spot. 

The ex-communists, who now call them- 
selves Social Democrats, have no such pro- 
blems. They are united behind Mr Kwas- 
niewski. Leszek Miller, their artful leader, is 
hopeful that victory in November's presi- 
dential election and in the general election 
due by 2001 will help pull Poland to the left 
for years to come—not least because Solidar- 
ity, a loose alliance of 40 or so parties, is in- 
capable of merging into a single party. 

Mr Kwasniewski has been a temperate, 
even-handed president, rising skilfully 
above the squabbling of party politics. And 
he knows how to grab an electoral chance 
when he sees one. Last summer Pope John 
Paul invited Mr Kwasniewski along for a ride 
in his popemobile. Not bad for an atheist. 








S EVERY Slovene will tell you, Slovenia, though once part of 
Yugoslavia, is absolutely not—-God forbid!—part of the Bal- 
kans. And nobody will dispute that Slovenia is easily the stablest 
of the six republics that once made up Yugoslavia’s doomed fed- 
eration, which is not, you may think, saying much. Still, when Slo- 
venia’s government recently collapsed after a bit of its coalition 
switched sides, normally nervous Balkan-watchers hardly batted 
an eyelid. Moreover, the man who is Europe’s second-longest- 
reigning head of government (Atlantic Iceland’s David Oddsson, 
with nearly nine years in the hot seat, beats him by a year), looks 
set to win his third election in a row. Unless the main opposition 
group in parliament can secure enough votes to put its own nomi- 
nee in power without sending Slovenes to the polls until the au- 
tumn, Janez Drnovsek (pronounced, roughly, Drer-nove-sheck), is 
poised to regain his grip on Slovenia. va 

Why? Because for the first time in 
Slovene history the country nowadays 
exists as an independent country- 
and is in no particular danger of ceas- 
ing to do so. And most Slovenes are 
grateful to steady, sober Mr Drnovsek 
for keeping Slovenia out of trouble. Be- 
sides, last year he won a lot of sym- 
pathy when he had a kidney out. A 
workaholic, he still looks under par. 

The Slovenes have been trampled 
on by just about everyone who once 
mattered in Europe. Their longest- 
standing masters, by far, were Austria’s 
Habsburgs, who ruled the Slovene 
roost for most of the last half-millen- 
nium. Frenchmen under Napoleon 
conquered present-day Slovenia in the 
early 19th century. In fascist times, its 
capital, Ljubljana, lay on the fault-line 
between Hitler's Reich and Mussolini's 
imperium. Next up, after the second 
world war, the Russians took charge, 
then the Serbs dominated Slovenia 
from Belgrade. Only in 1991 did it 
emerge as an independent country. 

A thin, monkish, balding divorcé, 
whose wildest hobby is jogging, Mr 
Drnovsek is an unlikely sort of hero. He is singularly uncharis- 
matic. Indeed, that is one of his strengths. He got into politics, he 
says, “by accident”. He is “not very ideological”. Yet he has quietly 
dominated the place through traumatic times that might, in clum- 
sier hands, have turned turbulent. “People demanded vision,” he 
says glumly, “I hate vision. The cemetery of history is full of vision- 
aries.” Slovenia, and Mr Drnovsek, jog on. 

Only 49, Mr Dmovsek was an economist who, as a young 
man, learned more than most of his countrymen about the out- 
side world by studying in the United States, Norway and Spain. He 
speaks fluent English, French and Spanish, and gets along in Ger- 
man, Italian and various Balkan tongues. After working in a bank 
ina small town, he left the Communists in the early 1980s, but was 
elected to Slovenia’s own assembly in 1986. Three years later, with 
communism fizzling, he was the non-establishment candidate to 
be Slovenia's man in Yugoslavia’s collective presidency in 1989. As 
the federation began to fall apart, he was the presidency’s chair- 
man. A year after independence, he emerged as prime minister, at 
the head of the Liberal Democrats of Slovenia, a party which em- 


Janez Drnovsek, Slovenia's dogged guardian 















braced the brighter, more reform-minded end of the Communists’ 
old apparat. Slovenia’s more thorough-going free-marketeers and 
more abrasive nationalists still consider the party a nest of chancy 
ex-Communists and bureaucrats. 

Maybe so. But people like Mr Drnovsek knew the ropes. Slove- 
nia was already the most westward-looking chip off the Commu- 
nists’ eastern block. So it was easier for it to switch trade whole- 
heartedly to the west. Today over two-thirds of that trade is with 
the European Union; over a third is with Germany and Austria; 
less than 3% with Russia. Mr Drnovsek could have moved faster to 
sell off such state assets as banks and insurance. As elsewhere in 
Central and Eastern Europe, the cleverer (and sometimes crooked) 
insiders from the old establishment grabbed much of the action. 
Foreigners trying to set up businesses still meet many obstacles— 
against buying land, for instance. 

All the same, the country has 
grown steadily, at twice the eu’s pace 
for the past five years, Its Gpp per per- 
son, easily the highest in the ex-com- 
munist world, is not far below that of 
Greece or Portugal. Central Ljubljana 
has a delightful old-new Habsburg 
feel. Though Croatia's capital, Zagreb, 
is only half an hour’s drive from Slove- 
nia’s border, Vienna feels closer. 

“Growth and stability” are still. Mr 
Dmovsek’s unglamorous watchwords. 
But his next test of success is whether 
he can rapidly shove Slovenia into the 
eu and Nato. The country ison track to 
enter the Union in its next intake, prob- 
ably between 2003 and 2006. As for 
joining the military alliance, “the Rus- 
sians said they think it’s not neces- 
sary,” says Mr Drnovsek, who duti- 
fully backed the bombing of the Serbs 
over Kosovo, “but they don’t mind.” 
Slovenia’s membership would then 
give NATO a desirable land link be- 
tween Italy and Hungary, one of the al- 
liance’s three newest recruits. But Slo- 
venia has not entirely turned its back 
on the east. Despite its consciously un- 
Balkan identity, it is readier now than it was to reach out to its old 
partners in what was Yugoslavia—especially now that Croatia has 
a more westward-looking government. 

After succumbing, over the centuries, to all those different for- 
eigners, does Slovenia fear diktat from Brussels? Not Mr Drnovsek. 
Small countries have a bigger say inside the Union than outside— 
though Slovenes twitch about the £u countries’ attitude to the cur- 
rent government of Austria. To date, notes Mr Dmovsek, Jorg 
Haider, whom he “bumped into” while skiing last Christmas, has 
treated Slovenes in Austria’s border province of Carinthia, which 
he governs, no worse than have his rivals from more respectable 
Austrian parties. If there is a country that worries Slovenia more, it 
is Italy, especially if the post-fascists of Gianfranco Fini got back 
into a coalition government of the right: they have long threatened 
to block Slovenia's entry into the eu unless Italian property confis- 
cated after the second world war is given back. 

But Mr Dmovsek, poker-faced trimmer that he has been, is not 
the sort of person to pick fights—abroad or at home. Slovenia, he 
knows, is too small for that. And most Slovenes reckon he is right. 
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THE 

GREATEST RISK 
IS NOT 

TAKING ONE. 


They do not write the stories of those who played it safe. Yet that is 
what most of us do. It is inherent in our nature to avoid risk. From the 
earliest age there is something that tells us to sidestep danger. Perhaps 
because of that, there is also something in us that admires tne risk taker, 
the adventurer, the person with the courage to step up to the edge of the 
precipice and believe that he can make it to the other side. 

But it doesn’t mean leaping blindly. You can go after your dream with 
fiery determination, armed with the confidence of knowing you have 
chosen a business partner wisely. You see, few have the resources we do. 
The imagination. The sheer ability and flexibility to custom-tailor 
solutions, no matter what the risk, no matter where the risk. Even if it's 
some crazy idea. Like walking on the moon, for instance. 
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Listening mode in Ulster 


SELFAST 


The participants in Northern Ireland’s peace process are running out of ideas 


ONY BLAIR has had more than his share 

of marathon negotiating sessions in 
Northern Ireland. Yet despite all those meet- 
ings—at one the prime minister famously 
said he felt “the hand of history on his shoul- 
der’—this week Mr Blair found himself in 
Northern Ireland once again, with a perma- 
nent peace settlement apparently as far 
away as ever. 

Downing Street made it clear that Mr 
Blair brought no new proposals with him. 
He was, officials said, “in listening mode”. 
But nothing Mr Blair heard will have made 
him any more optimistic that agree- 
ment is at hand. All parties to the 
conflict seem to have reached a 
dead end. And the British and 
Irish- governments, whose 
determination to stand to- 
gether helped push the pro- 
cess forward in the past, are 
finding it harder to maintain 
acommon approach. 
= The hiatus in the peace 
process—and the disagree- 
ment between the two govern- 
ments—dates back to Britain’s de- 
cision last February to suspend 
Northern Ireland's devolved 
power-sharing administration. 
The sight of a former rra-man, 
Martin McGuinness, sitting 
around a cabinet table with Da- 
vid Trimble, the leader of the Ul- 
ster Unionists, had seemed like a near- 
miraculous advance. So suspension was a 
heavy moment for all involved in the peace 
process. But the British argued that they had 
no option but to suspend the government. 
The devolved government had got going in 
the first place only because of strong indica- 
tions by the 14 and Sinn Fein, the 1ra’s po- 
litical voice, that it would be swiftly followed 
by some republican disarmament. But there 
had been nora disarmament. Besides, if Mr 
Trimble had stayed in the government with- 
out any IRA concession, he would have lost 
the support of his own party. No Trimble, no 
peace process argued the British—hence sus- 
pension was inevitable. 

The Irish never agreed with this analysis. 
‘To the embarrassmentof the British, the Irish 
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government has instead agreed with the 
Sinn Fein argument that Britain's unilateral 
suspension of the Northern Irish govern- 
ment was a violation of the Good Friday 
peace agreement. Asit became clear that sus- 
pension would not forceanira move on dis- 
armament~as the British had rather vainly 
hoped-trish pressure has mounted to get 
the devolved government going again. Mr 
Blair will have heard much of this when he 
moved on to Dublin, after his visit to Belfast. 























The Irish authorities—and in particular 
Brian Cowen, Ireland’s foreign minister—are 


pushing for the British to make a concession. 


on “demilitarisation’, perhaps as a quid pro 
quo for some ma move on decommission- 
ing, The British are sceptical. First, they point 
out that there has already been a substantial 
withdrawal of troops from Northern Ire- 
land—troop levels are at their lowest since 
1970, at the very beginning of the Troubles. 
Those troops that remain—particularly in 
South Armagh on the border with Ireland— 
are, according to the British army, vital to 
maintain law and order. And there is a 
deeper British scepticism about Irish sugges- 
tions that just one more concession will pro- 
voke the long-awaited breakthrough on de- 
commissioning. One former British minister 











calls Ireland’s Department of Foreign Affairs, 
“thedepartment of wishful thinking”. : 
Still, both governments have a common 
interest in finding some sort of formula to get 
the government going again. If a fudge 
cooked up in Dublin can get the parties in 
Northern Ireland back around the cabinet 
tabie, the British will certainly goforit. 
But ultimately movement has to- cóm 
from the parties in Northem Ireland itself. 
Suggestions from Mr Trimble that his Ulster 
Unionist Party might weaken itsties with the 
hardline Protestant Orange Order have been 
seen as an attempt to make it easier for him 
toreach some new compromise. This would 
probably involve dropping an insistence on 
decommissioning before a resumption of- 
government, and settling instead for some 
definitive-sounding ira statement eschew- 
ing violence. 
But the links between unionism and the. 
Orange Order go very deep. Only three cabi: 
net members in 50 years of unionist govern- 
ments were not Orangemen. One minister 
was expelled from the Order for at=: 
tending a Catholic service as part 
of his public duties. Mr Tim- 
ble’s internal critics argue that 
severing the link would. be: 
like ripping out the partys- 
backbone. Even his friends 
concede thata break withthe 
Orangemen will be a messy. 
business, If such a move is ace 
companied by an attempt. by 
Mr Trimble to re-enter gov- 
ernment without any de- 
commissioning, he may end. 
up back in the assembly 
leading only the rump of his 
old party. Ka 
: The republican position’ 
is harder to fathom because 
the rra does not have its inter- 
nal debates in public. Conventional wis- 
domon. balance corroborated on the: 
ground~still has it that aretum to violenceis 
unlikely. But suspension of the government. : 
seems to have made the prospect of decom- 
missioning—if it ever existed—even morete- 
mote. Some ministerial briefings suggest, op- 
timistically, that while decommissioning is 
unlikely the ra might yet move the process 
forward by making a commitment to the 
pursuit of political ends by solely peaceful — 
means, and eventual disbandment. 
Republicans are still negotiating butlook 
less thrown than they did in the immediate 
wake of suspension. They still face the pro- 
blem of maintaining internal morale and co- 
herence, without the boost provided by par- 
ticipation in government. But a recent local 
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BRITAIN 
government by-election in rural Tyrone saw 
the Sinn Fein candidate top the poll with a 
doubled vote, with the non-violent 
nationalist sp-P trailing behind. 
Republicans have been bolstered by this 
evidence that nationalists do not blame 
them for the suspension of the government. 
They also know that the pressure is now off 


them to decommission before a resumption 
of government. But it is not clear that the 
1RA—always careful with words—is willing 
to make the kind of statement being de- 
manded of it. Nor is it clear that such a state- 
ment would be enough for Mr Trimble’s 
party. No wonder Mr Blair sounded so cau- 
tious this week. 





Local elections 
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Kashmir comes to Birmingham 


BIRMINGHAM 


The council elections in Birmingham on May 4th could mark a significant 
advance for ethnically-based political parties in Britain 


ROM the outside, Allah Ditta’s hall, across 

the road from the Birmingham City foot- 
ball ground, looks like nothing much. In 
keeping with the surrounding area, one of 
Birmingham's poorest, the façade is perfunc- 
tory and dilapidated. A sign invites bookings 
for weddings and parties. But the hall is also 
the base for the leadership of the jrx, a politi- 
cal party which has already started to nibble 
away at the power base of the Labour Party 
in Britain's second city. Its leaders are now 
plotting their tactics for the council elections 
on May 4th. 

The jfk —which stands (roughly) for Jus- 
tice for the Kashmiri Community—is a new 
political phenomenon. The party is the cre- 
ation of Birmingham's Muslims of Kashmiri 
origin, who number over 100,000 in a city of 
around a million people. It has won three lo- 
cal council seats since making its break- 
through in 1998, and it has another council- 
lor who defected from Labour. Labour still 
holds a healthy majority on the council with 
77 Of 117 seats. 

But the rise of the Jex should still cause 
concern for Labour. In both London and Bir- 
mingham blacks and Asians now make up 
more than 20% of the population, and they 
have traditionally voted Labour. Quite apart 
from the cost in votes involved in the rise of 
ethnic parties, the Labour Party will be wor- 
ried by signs that it is failing in its aim to be 
an “inclusive” party that reaches out to racial 
minorities and the poor. 

In the forthcoming local elections in Bir- 
mingham, the JFK are contesting seven more 
seats. They are also helping a Tory and a Lib- 
eral in two other seats. They hope to win five 





Correction A map of West Midlands constit- 
uencies, which accompanied our article enti- 
tled “The Longbridge effect” (April ist issue) 
contained errors. The map showed Bromsgrove 
as a Labour seat, Coventry South as a seat La 
bour had held in 1997 and Dudley South as a 
Labour gain. The correct representation should | 
have been: Bromsgrove as Conservative, Cov- | 
entry South as a Labour gain and Dudley South | 
as a Labour hold. | 
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Turning her back on Labour 


or six new seats this time round, taking their 
total number almost into double figures. 1f 
Labour does poorly across the city, the JFK 
might even end up holding the balance of 
power on the new council. 

The jrx is already Britain’s most success- 
ful ethnically-based party, outside Northern 
Ireland. Party officials claim that communi- 
ties in other British cities are already crying 
out for their own jrx candidates. Forays into 
Bradford, Leicester and Leeds are under con- 
sideration. 

The jek was originally founded purely as 
a protest against the continuing imprison- 
ment in Britain of two Kashmiri separatists 
jailed for their killing of an Indian diplomat. 
The party reflected the frustration of many 
of Birmingham's Muslims that the Labour 
government was, in their view, not pushing 
India hard enough over self-determination 
for Kashmir. 

But the jrk quickly found that it had 
tapped into years of frustration with the La- 





bour Party at a local level as well. All of Bir. 
mingham’s Labour mes are white. Council: 
lor Amir Khan, the new party’s most voluble 
spokesman, speaks of Labour's neglect oi 
the aspirations and living conditions of the 
local Kashmiri. He argues that Labour 
“couldn't care a shit about us.” He accuses 
the party of racism, and of giving urban re- 
newal grants to white-dominated areas ai 
the expense of immigrant-dominated ones 
The parts of Birmingham where the jrx has 
won seats, such as Small Heath, are among 
the poorest inner-city areas in the country 
Mr Khan claims that in some places, 70% of 
young Kashmiris are unemployed. It is “ei- 
ther taxi-driving or nothing.” 

Danièle Joly, director of the Centre for 
Research into Ethnic Relations at the nearby 
University of Warwick. agrees. She says that 
although the Asian communities have 
traditionally had a strong allegiance to the 
Labour Party, “it has not met their aspira- 
tions.” The party has for too long taken their 
support for granted, but ‘the new generation 
expects a lot more.” 

Labour has already taken note. Last 
month, the city council passed a resolution 
supporting the self-determination of Kash- 
mir. But this may not be enough to win back 
voters from the jrx. At the moment, in Amer- 
ican parlance, they have the “big mo”. If they 
meet their targets on May 4th, their momen- 
tum will fuel their grandiose plans for the fu- 
ture. They want to change their name to the 
“Justice” or “Alliance” party, to attract more 
broad-based, multi-ethnic support. That 
could be tricky since one of Birmingham's 
other significant minorities, the Indians, has 
diametrically opposed views on Kashmir. 
There have also been tensions between 
blacks and Asians. 

Still the JFK is on a roll. It talks of dis- 
patching a “battle-bus” to drum up support 
in other inner-city areas. There are grand 
plans for fielding 200 candidates at the next 
general election. They will certainly stand in 
a couple of seats in Birmingham. 

All this sounds hopelessly over-ambi- 
tious. So far, the party’s success has been 
based on very low turn-outs in local elec- 
tions. The jrK will struggle to expand beyond 
the protest vote. But a seat in Parliament is 
certainly imaginable. And the mainstream 
political parties should already be thinking 
about the implications of the rise of ethnic 
politics in Britain. 


The economy 


Falling, for now 


HO would have thought, a few years 
ago, that Britain would be Europe’s 
champion inflation-buster? The “rpix” mea- 
sure of inflation, which excludes mortgage- 
interest payments, fell in March to 2.0%, half 
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& percentage point below the Bank of Eng- 
iand’s target and the joint-lowest since the 
‘tart of the series in 1975. Meanwhile, infla- 
lion in the euro-zone inched up to 2.1%, just 
above the European Central Bank's target. 
According to the European Union’s harmo- 
aised index of consumer prices, Britain has 
hhe lowest inflation rate of any Eu country. 
Thanks to falling utility prices, for exam- 
sle; inflation will probably drop further still. 
‘na Reuters poll of City economists this 
week, the lowest forecast of rpix inflation 
was a mere 1.6% in the second quarter of this 
year. If that is right, jokes Danny Gabay of 
LP. Morgan (whose own prediction is 1.8%), a 
sheap strawberry crop could push the rate 
below 1.5%, forcing the governor of the Bank 
to write to the chancellor explaining why in- 
flation had fallen a full point below target. 
Yet most economists expect the Bank’s 
monetary policy committee (mpc) to in- 
crease interest rates, now 6%, by at least an- 
other half-point in the next few months, 
starting with a quarter-point rise on May 4th. 
This month it voted by six to three against an 
increase. To a lot of people outside the City, 
the prospect of higher rates is baffling. Roger 





Lyons, a union leader, recently attacked the 
mpc for raising rates since the autumn even 
though inflation has been below target. The 
committee’s critics also blame it for the 
strength of the pound, which has hurt ex- 
porters and contributed to three consecutive 
monthly falls in manufacturing output. 

Nonetheless, the argument for higher in- 
terest rates still looks strong. Changes in in- 
terest rates take up to two years to have their 
full effect on inflation; and over that period 
the outlook is less benign than in the short 
term. The economy is probably operating at 
around full capacity, and demand looks set 
to outpace supply. Because the service sector 
is mainly thriving, most forecasters expect 
cpp to grow by 3% or more this year, well 
above the long-term trend of 2'4-2'2%. 

The strains are clearest in the labour 
market. Earnings have risen by 6% in the past 
year. The unemployment rate, on the Inter- 
national Labour Organisation’s definition, 
fell to 5.8% in the three months to February, 
the lowest since the series began in 1984. The 
slight easing of fiscal policy in last month’s 
budget has kept up the pressure. 

Wouldn’t higher interest rates push up 
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sterling and make exporters suffer even ` 
more? Perhaps; but according to John Vick- 
ers, the Bank’s chief economist and an MPC 
member, the link between interest rates and 
the exchange rate is not clear. “I know of no 
convincing explanation of the extent of ster- 
ling’s strength,” he said this week. Mr Vickers 
thinks that there are good reasons why “a de- 
cline in sterling in due course is odds on 
rather than odds against”, but he stressed 
how hard itis to predict exchange rates. 

In any event, the Bank’s remit is the con- 
trol of inflation for the economy as a whole. 
The pound has done much to keep inflation 
down.Goods prices fell by 0.2% in the year to 
March, while service prices, which depend —. 
lesson the exchange rate, rose by 4.2%. A» 
weaker pound might require higher interest 
rates in order to curb domestic demand; 
which Mr Gabay points out is growing atan 
annualised rate of 8%. Although he expects. 
rates togo upnext month, he thinks thesum- 
mer will test'the mpc’s nerve. “It will find it 
difficult to tighten”, he says, “while inflation 
isnot only below target but falling to an all- 
time low.” Yet tighten it probably should. 





TDETTY BOOTHROYD, the first woman 

to serve as speaker of the House of 
Commons, is no feminist firebrand. She is 
taking a tough line over breast-feeding, a 
| novel activity in the musty halls of the 
«Palace of Westminster. 

An unprecedented 120 women 
were elected to Parliament in 1997, 
lose to half of them first-time mem- 


| The press immediately dubbed the 
new contingent “Blair’s babes”. mev- 
itably, a few of the babes are now 
having babes of their own. Yvette 
| Cooper, now a minister, Ruth Kelly 
“and Tess Kingham are among those who 
have had children since joining the House 
“three years ago. 
| The row over breast-feeding broke out 
when one of the new mothers, Julia 
Drown—eager both to obey regulations 
and the demands of her infant--asked 
where in Westminster she ought not to 
stray with her newborn. Erskine May, the 
bible of House rules, is silent on the subject 
of breast-feeding. But Ms Drown was 
warned by the serjeant-at-arms to “seri- 
ously avoid” some areas within the palace: 
“First and most obvious is the Chamber 
and Division Lobbies, the Tea Room and 
probably quiet rooms in the Library.” 

She asked about the use of committee 
rooms. Clerks were stumped. it fell to Ms 
Boothroyd to extend the prohibition on 
public breast-feeding. The logic was im- 





bers representing the Labour Party. A 

















peccable: existing regulations forbid visi- 
tors and refreshments in committee rooms. 
Suckling infants appear to violate both 
rules. Ms Drown, like other mrs who wish 
to nurse their children, was directed to the 
Lady Members’ Room or the disabled lava- 
tory off the Lower Waiting Hall. 

A number of female mrs are asking the 
speaker to reconsider her ban on hungry 
babies in committee. Parliamentary moth- 
ers insist that they are not trying to make a 
politically-correct point. mes work notori- 
ously unsocial hours. They often have to 
hang around late into the night to vote. 
There are no day-care facilities in the pal- 
ace. Mothers such as Ms Drown have little 
choice but to bring their infants into work. 


What is more, this isa government that has 
promised to modernise parliamentary 
procedures and to make things easier for 
womens in the workplace. i 

“This epitomises the complete non- 
sense of an institution that won’t move 
on,” fumes: Sally Keeble, Labour mp for 
Northampton North. “The attitudes are 
antediluvian", says Barbara Follett mp, 
who is the director in Britain for Emily’s 
List, which raises money to promote the 
election of women in politics; “This is not 
like an ordinary workplace.” Tessa Jowell, 
the minister for women, has nocomment. 

Some European parliaments are more 
hospitable to nursing mothers. In Scandi- 
navia (where else?), there are many more 
women legislators, and day nurseries and 
breast-feeding in public are routine. “We 
did this 20 years ago, "a sympathetic Swede 
told Ms Drown outside Westminster the 
other day. “We have no such problem,” re- 
ports an official at the Norwegian embassy [i 
in London. 

So far, however, Westminster retains 
the atmosphere of a gentlemen’s club. The. 
select committee on modernisation is tak- 
ing its time. The breast-feeding contro- 
versy, along with pressure for a shorter, | 
more predictable working day, petitions 
demanding a creche, and a call for high- | 
chairs in the dining room, are signs that 
Blair’s babes are rebelling. But even the 
male majority might benefit from a little | 
light reform. Anne Campbell, an mp push- | 
ing for more family-friendly hours at West- | 
minster, points out that most of the 200 
mps to back her call were men. 
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‘Whichever way the wind blows 


FCOLUMNISTS suffer from what the French call a déformation 

professionelle, it is their habit of linking the unlinkable. So this is 
a column of two halves, Part one complains about the welcome 
Vladimir Putin got in London this week: red carpet at Downing 
Street, a chat with investors at the National Liberal Club, tea with 
the queen at Windsor Castle on his way back to the airport. Part 
two asks why Stephen Byers, the trade and industry secretary, 
claims to think it is a good idea to take some £100m ($158m) from 
taxpayers and hand it over to private companies so that they can 
keep open a bunch of defunct coal mines. The link, Bagehot sub- 
mits, is that both episodes tell you something—indeed the same 
thing—about the personality of Tony Blair’s government. This is a 
government that pretends to adopt 
bold new ideas but abandons them 
without shame or apology at the 
first hint of trouble or glimpse of 
opportunity. 

The bold new idea in foreign 
policy was ethics. When he became 
foreign secretary in 1997, Robin 
Cook said that this was a govern- 
ment that would not leave its politi- 
cal values behind “when we check 
in our passports to travel on di- 
plomatic business”. Its foreign pol- 
icy would have “an ethical dimen- 
sion” with human rights “at its 
heart”. Britain would support inter- 
national measures against those re- 
gimes “who grotesquely violate hu- 
man rights and repeatedly fail to 
respond to demands for an im- 
provement in standards.” 

Ethics have got Mr Cook into all 
sorts of trouble since then. It has not 
been obvious how selling arms to 
countries such as Indonesia and 
Zimbabwe fits his newly ethical 
policy template; the Foreign Office 
is said to have encouraged the po- 
lice’s rough handling of protesters 
during October's visit of China’s 
President Jiang Zemin; and so forth. 

But forget Mr Cook. In the prime minister’s mind, the strongest 
evidence that Labour meant what it said about human rights was 
his own comportment during last year’s Kosovo war. Nobody 
could doubt the sincerity of the outrage Mr Blair felt at Serb atroc- 
ities. The pity of war moved his wife to tears when she visited the 
refugees whom the Serbs had put to flight. All this turned Mr Blair 
into naTo’s chief hawk in the Balkans. Visiting Chicago while 
NATO bombs rained on Belgrade, Mr Blair outlined a new interna- 
tional doctrine. This would recognise that moral imperatives 
might sometimes override the principle of non-interference in a 
state’s internal affairs. “Freedom is indivisible”, Mr Blair declared, 
after John Kennedy. “When one man is enslaved, who is free?” 

Amen. But how did the arch-moralist of the Kosovo war be- 
come the West's arch-pragmatist in the aftermath of the Chechen 
war? The Foreign Office says that “the government seeks to apply 
consistent standards to all countries where human-rights viola- 
tions occur.” So Mr Blair’s friendship with Mr Putin, which started 
with the prime minister's visit to the St Petersburg opera in March 
and blossomed with the president-elect’s return visit this week, is 











built on the premise that Slobodan Milosevic’s onslaught on Ko- 
sovo was utterly unlike Mr Putin’s on Chechnya. The first, says 
Downing Street, was a genocidal war; the second a response, albeit 
perhaps a “disproportionate” one, to “terrorism”. 

To say that this is poppycock—which it is—is not to say that 
consistency demanded a nato bombing run on Moscow. Lord 
(Roy) Jenkins has remarked that although it is not clear on what 
basis of morality nato bombed Belgrade and did not bomb Mos- 
cow, itis a good thing that it didn’t. And the perfectly sensible rea- 
son why itdidn’t, he added, was the old Maxim-gun jingle: the Rus- 
sians have got the hydrogen bomb and the Serbs have not. 

Fine. But refraining from bombing Moscow does not oblige 
you to pretend, as Mr Blair seems to, 








that Russia’s razing of Grozny by 
bomb and shell was nothing worse 
than a disproportionate reaction to 
provocation: a bit of over-zealous 
policing, as it were. Actually, it was a 
crime; one that went down a treatin 
Moscow and upon which Mr Putin 
deliberately constructed his bid for 
Russia’s presidency. Mr Blair was 
presumably flattered that Mr Putin 
chose Britain as his first western 
portofcall. Back in the 1980s, Marga- 
ret Thatcher—she who must be up- 
staged—raised her international 
stock by judging Mikhail Gorbach- 
ev a man she could “do business 
with”. But Mr Blair would have 
done better to resist this temptation 
to cut a dash. On the test set by Mr 
Cook in 1997, Russia is surely guilty 
of grotesquely violating human 
rights in Chechnya, and of repeated 
failure to respond to demands for 
an improvement in standards. 
After humiliating the un human- 
rights commissioner, Mary Robin- 
son, Mr Putin has earned more than 
a mild reproof before tea. 

Foreign policy is only one do- 
main in which New Labour claims 
to have adopted bold new ideas. Bolder still, in domestic politics, 
has been its industrial policy—or, rather, its principled claim to 
have stopped having one. When smw said that it was giving upon 
Rover, Mr Blair asserted that Labour governments would no lon- 
ger rescue companies in difficulties. The state’s job was to encour- 
age growth, make people more employable through education, 
and help workers who lose their jobs to find new ones. If there is 
any policy meat to be found in Mr Blair's vaunted Third Way, this 
statement of principles is it. Why, then, has Mr Byers, arguably the 
cabinets most “Blairite” minister, abruptly promised a £100m sub- 
sidy to the coal industry? He says that such aid will go only to 
“those industries that have a future”, but everybody understands 
that his real motive is to stave off pre-election job losses in Labour’s 
heartlands. And although Mr Byers does not really believe that 
Rover “has a future” in volume car-making, he may yet show a 
similar pre-election infirmity of purpose over Rover. 

All governments trim. But a government that allows events to 
override its core ideas twice in a single week may be guilty of some- 
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Re-inventing the wheel 


ALAN 


A radical new production system for tyres will soon be unveiled by Italy’s 
Pirelli. It may shake up the world’s tyre industry 


VERY company dreams of changing its 

industry. Pirelli, an Italian industrial 
group spanning tyres and cables, may actu- 
ally succeed. If a new and flexible tyre-pro- 
duction system fulfils its potential, tyre mak- 
ing will never be the same again. Steel was 
transformed by mini-mills and sheet glass 
by the float-glass process. Given the tyre in- 
dustry’s chronic overcapacity and low 
profitability, Pirelli’s new method not only 
makes better tyres, but also promises to shat- 
ter the economics of a business worth $70 
billion a year. 

Such claims have been made before. In- 
deed, mast of the world’s big tyre companies 
have pet technologies aimed at making tyres 
more efficiently. Yet little in the way of new 
production has been achieved with all this 
technology, something that leads analysts to 
wonder whether technological ambitions 
have not been thwarted by a fear of ruining 
existing manufacturing capacity. 

A few years ago Michelin, then the 
world’s biggest tyre firm, introduced “c3m”, 
a flexible-production method, 
into its plant at Clermont-Fer- 
rand in France. It hinted at pro- 
ductivity benefits of up to 90%. 
But the process remains highly 
secret and appears to have had 
little of its promised impact: 
only a handful of c3M units are 
in operation. Similar miracles 
have been promised by Bridge- 
stone’s “Tochigi” and Good- 
years “IMPACT” systems. 
Again, details of these manu- 
facturing systems are as hazy as 
the promises are grand. Good- 
year, for instance, will take 15 
years before its plants are all 
using impact—scarcely a revo- 
lution. 

At first glance, Pirelli’ 
claims seem equally open to 
question. Although the com- 
pany is the market leader in 
high-performance tyres, it is 
only the sixth-largest world 
producer, and an unlikely pio- 
neer. The new manufacturing 
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technique has been under development for 
two years and is still in a research facility, 
hidden among the grubby buildings of Pi- 
relli’s sprawling Bicocca plant on the out- 
skirts of Milan. A few chunky robots sit 
among strange tubular machines alongside 
which are buckets containing ropes of rub- 
ber. Steel wires and tapes run everywhere in 
apparent chaos. If this is the future, it seems 
disturbingly hectic. 

Only when the system starts to run does 
its elegance suddenly become apparent. 
While the robots sway and dance with star- 
tling precision, a high-performance tyre ap- 
pears as if by magic. In contrast to the large 
tyre makers, Pirelli has shown a remarkable 
willingness to demonstrate its “modular in- 
tegrated robotised system” (mirs) to big car 
and motorcycle makers such as smw, and 
the press, which will be able to see the first 
factory version of the system when it begins 
continuous operation in a few months’ time. 

mirs has several features that distin- 
guish it from traditional labour-intensive 





tyre factories. Perhaps the most striking is 
that tyres are produced entirely by machine. 
Driven by software, a series of robots carry 
the tyres right through construction to 
moulding and vulcanisation. Thanks to its 
robots, mirs improves labour productivity 
by up to 80%. 

The system is small and modular, unlike 
traditional tyre making, which has big econ- 
omies of scale. The basic production line fits 
in a mere 350 square metres and costs a mod- 
est €45m-som ($42m-47m). Working con- 
tinuously seven days a week. this mini-fac- 
tory can produce a million tyres a year, atan 
overall cost one-quarter less than that of a 
mid-size traditional plant, which might pro- 
duce 6m tyres a year. 

This frees Pirelli from the physical con- 
straints of traditional large-scale production. 
mirs can be installed almost anywhere, if 
necessary right next to a car maker’s factory 
so that it delivers tyres directly as they are 
needed. It is also easy to add more produc- 
tior lines. Additional modules can sit along- 
side the existing ones. Furthermore, a MIRS 
plant can be assembled quickly wherever it 
is needed. The contrast with the capital-in- 
tensive and huge traditional tyre plant could 
notbe greater. 

Some 20 patents protec: the MIRS sys- 
tem, 12 of them related to the method of 
building each tyre, the rest to the software 
processes. The main technology was in- 
vented by Pirelli 20 years ago, but proved un- 
economic. But what was then impractical 
has become possible with to- 
day's robots. mirs builds each 
tyre around an appropriately 
shaped aluminium drum. Raw 
rubber is heated and extruded 
on to the drum, followed by 
successive layers of steel wires 
and strips as the tyre takes 
shape. At the end of the pro- 
cess, the drum ingeniously col- 
lapses, leavingthe finished tyre 
ready for use. The system is 
flexible. Change the shape of 
the drum and you change the 
tyre that emerges. With the 
right software programming, 
MIRS can build car, motorcy- 
cle, lorry and tractor tyres. A 
prototype motorcycle tyre is in 
preparation. 

Pirelli boasts improve- 
ments in quality as well as pro- 
ductivity. Traditional tyre 
making is done in huge 
batches, with tyres assembled 
gradually. A: any moment, 
only 12% of materials in a given 
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batch are being processed. The rest are in 
storage, waiting until required. It takes six 
days to get from raw materials to tyres. MIRS 
takes 72 minutes. 

But it also points to why tyres made us- 
ing MIRS are better. Stored batch materials 
cool and must be reheated before use, condi- 
tions that can create flaws in the rubber, as 
well as waste. mirs creates tyres ata uniform 
temperature in a single process, eliminating 
both problems. Pirelli says that leading car 
makers have been so excited by the im- 
provements in quality that they have rushed 
the new tyres into their test programmes. 


The road ahead 


If mirs’s benefits were limited to the creation 
of a better class of tyre, it would be of some- 
what academic interest. But, says Marco 
Tronchetti Provera, Pirelli’s chairman and 
chief executive, the system’s scope is far 





Sugar solution 


NEW YORK 
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| TCO SEE just how perverse agricultural 
markets can get, look no further than 
| America’s sugar industry. America’s sugar 
| growers have secured a cosy domestic 
| market by pouring millions of dollars into 
| political campaigns and winning special 
subsidies. The resulting price supports 
/ and import tariffs have lifted the price 
| that Americans pay for their sugar to 
| about three times the world price. 
l But the sugar lobby is ever vigilant; 
| and it now has its sights upon Heartland 
By-Products. This tiny firm in Michigan, 
with annual sales of just $40m, imports a 
| sugar-molasses mixture from Canada. It 
| set up shop in 1995 only after the Ameri- 
| can government’s Customs Department 
| had agreed that its product was not cov- 
| ered by the sugar restrictions, and gave its 
| explicit approval to import the mixture 
| without paying high tariffs. 
Yet, after much public pressure from 
the sugar lobby and prominent politi- 
| cians, the Customs Department suddenly 
reversed its view last September. Alarmed 
that it might see its tariffs rise by some 
7,000%, Gregory Kozak, the firm’s boss, 
challenged the decision in the Courtof In- 
| ternational Trade (crt). At the end of last 
year, the court sided with the firm, dis- 
| missing the government's action as “arbi- 
| trary, capricious, an abuse of discretion.” 
| This month, government litigators began 
their appeal. 
| The sugar lobby argues that Mr Kozak 
| is nothing but a scofflaw. Heartland’s sis- 
| ter company in Canada buys sugar at in- 
| ternational prices, and conjures up a mo- 
| lasses stew specifically designed to avoid 
| America’s customs tariffs. Once the stuff is 


greater. He thinks it will change Pirelli in fun- 
damental ways, helping the firm to work 
more closely with its customers. These are 
not just the vehicle makers, for whom the 
main advantages are clear. They are also 
dealers who sell and maintain tyres and who 
control the retail aftermarket. 

Start with the car makers, In future, they 
can have a just-in-time tyre-making facility 
wherever they want, allowing them to 
squeeze inventory costs a precious notch. 
But they can do something more profound. 
MIRS is controlled by a software system, soin 
theory tyre makers can feed their require- 
ments directly into a production line, chang- 
ing ingredients and design features as they 
wish. This opens new possibilities for inte- 
grated vehicle and tyre design, as well as for 
accelerated testing of new ideas. 

That could help to elevate tyres from 
humble load bearers to sophisticated ele- 


cess to produce precisely the sort of sugar 
syrup covered by the tariffs. It then sells 
this stuff to their usual customers: big 
makers of ice cream, confectionery and 
breakfast cereals. Customs officials note 
that in his original application, Mr Kozak 
“did not reveal his plans to extract the mo- 
lasses after importation in producing a 
sugar syrup for use in making food pro- 
ducts.” John Breaux, a powerful senator 
from Louisiana, puts it bluntly: Heartland 
is “smuggling sugar into the country in the 
form of molasses.” 

Maybe so, but that seems to be per- | 
fectly legal. In ruling for Heartland, thecrr | 
pointed to the precedent that products 
should be classified according to the way 
they are imported, not their ultimate use. | 
More pointedly, the court maintained | 
that an importer had the right to design | 
products specifically to get a lower duty | 
rate. Other importers fear the reversal by | 
the Customs Department suggest that | 
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politics may be entering its supposedly 
impartial rulings. The Canadian govern- 
ment has complained about the matter. 
Trade experts mutter that it may violate 
World Trade Organisation rules against 
raising tariffs, 

The sugar lobby does not want to risk 
adefeat in a higher court. Senator Breaux is 
trying to slip in an amendment to a trade 
bill for Africa and the Caribbean Basin 
that would change the definition of the 
sugar syrup to one of ultimate use, rather 
than what it is imported. This would 
make the customs ruling and the court 
case irrelevant. It would also put Heart- 
land out of business. 
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ments of a vehicle’s overall design. Pirelli is 
already developing new ideas to take advan: 
tage of mirs. For instance, the system makes 
it easier to embed intelligent sensors mte 
tyres. These could be linked to a car’s elec- 
tronic information system and continuously 
pass on measurements of, say, pressure, trig- 
geringan alarm if it predicts a puncture. Op- 
tical sensors could monitor wear to deter- 
mime when a service is due. Such 
improvements could have a big impact on 
any large fleet of vehicles, but especially on 
lorries, which make money by spending as 
little time as possible off the road. 

Equally exciting, says Mr Tronchetti 
Provera, is the effect that mirs will have on 
Pirelli’s relations with dealers. The flexibility 
of mirs will allow Pirelli tc slash dealers’ in- 
ventories, giving ita big advantage over other 
tyre firms. Dealers can order what they want 
online and know that it will arrive just as 
they require it. The largest dealers might re- 
place their costly inventories with a MIRS 
unit inside their own plant, so that Pirelli can 
build different tyres as needed. 

Unlike competitors who have mostly 
dabbled with their new systems, Pirelli is 
placing mirs at the heart of its strategy for 
tyres, which represent roughly half the firm’s 
overall business. Mr Tronchetti Provera says 
that he wants a quarter of his production to 
use MIRS within two years, an ambitious tar- 
get. The effort will focus on Pirelli's existing 
strength, the top end of the market, supply- 
ing high-performance tyres to car makers 
such as BMW, Porsche and Jaguar, as well as 
to the popular four-wheel-drive vehicles. 

MIRS's strength is not just its technologi- 
cal elegance, but its energetic backing from 
Pirelli. The firm could have used mirs simply 
to cement its market position. But that 
would have meant laying off thousands of 
workers from traditional plants—one reason 
why larger firms have been secretive and 
slow to roll out their new technologies. In- 
stead, Pirelli is aiming to expand, increasing 
its presence in the less valuable, mass-mar- 
ket, bits of tyre making. With the arrival of 
MIRS the rest of the tyre industry might have 
little choice but to be more adventurous. 
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The electronic pill-box 


TOKYO 


ANS of Japan’s Samurai television dra- 

mas—in which bad-tempered bald 
men with top-knots slice each other up 
with sharp swords—will no doubt be fa- 
miliar with Mitokomon. Although a rela- 
tive of the Tokugawa Shogun, who was the 
supreme military ruler in feudal Japan, Mi- 
tokomon prefers to disguise his true iden- 
tity when he is on his travels, revealing 
himself to his enemies only when he must. 
He does this, in understated Japanese fash- 
ion, with the help of a small lacquered pill- 
box that displays the Tokugawa crest. 

Japanese shoppers, says Mitsuaki Ma- 
kino, the founder of a website that posts Ja- 
pan’s cheapest retail prices for consumer- 
electronics items, now have their own pill- 
box: an Internet-ready mobile telephone, 
which they can slip out of their pocket 
when shopping, so as to check on the best 
bargains. Like Mitokomon’s enemies, says 
Mr Makino, high-priced retailers will bow 
before it. 

Mr Makino’s website, which is called 
kakaku.com, seems destined for the big 
time. Recently, it has expanded into 
branded goods, but it is in the electronics 
industry that Mr Makino is likely to make 


the biggest splash. Electronics retailers 
have traditionally affiliated themselves 
with one of Japan’s handful of big manu- 
facturers. Mr Makino’s website may now 
hasten their demise. 

Mr Makino says that the traditional 
distribution practices of the keiretsu, or 
families of firms, ensured that manufac- 
turers had a lot of control over high-street 
prices. Affiliated retailers bought at the of- 
ficial price from affiliated wholesalers, 
who in tum boughtat the official rate from 
manufacturers. 

Two developments have combined to 
undermine these practices. One is the rise 
of powerful, independent consumer-elec- 
tronics retailers, such as Yamada Denki 
and Deo Deo, as Japan has gradually lifted 
restrictions on opening big stores. The sec- 
ond is the growth of independent “cash” 
wholesalers. These wholesalers buy un- 
sold stock from keiretsu-affiliated whole- 
salers and retailers at a discount, and sell it 
on to discount outlets, where Mr Makino 
collects prices that he posts on the web. 

It is not only shoppers who are using 
his website, says Mr Makino. Wholesalers 
use it to judge the margins they can charge. 








Manufacturers tap in to check on the latest 
price trends. As its use spreads, what is left 
of the keiretsu-based distribution system is 
likely to disintegrate, as more business goes 
to discount retailers and the big wholesal- 
ers who serve them. That might be painful. 
Even now, for instance, Toshiba has 9,000 
“Toshiba Store” outlets nationwide. Ripe 
for the Samurai sword. 











Neb sales 


Death of the 
salesmen 


IEW YORK 


N ALL the upheaval that has been brought 

about by changing technology, one con- 
tant has remained. Somehow, where so 
nany denizens of the high-tech world have 
acquired purple hair and started bringing 
heir budgerigars to work, the salesforce has 
cept its aura of 1960s Organisation Man. 
Driving to customer calls, white-shirted and 
reatly coiffed, the salesman seems to have 
‘hanged little in decades. 

The salesforce serving the technology in- 
lustry is immense. 18M has nearly 30,000 
‘alesmen; Oracle another 10,000; the four 
rext-biggest software companies that many 
igain. Not for much longer. E-business, 
ransformer of all corporate processes, has 
irrived in the land of strong handshakes and 
ipecial deals. 

Over the past few months, Oracle and 
BM, SAP and other big software firms have 
itarted selling their expensive flagship pro- 
ducts over the web, in many cases bypassing 
heir salesforces altogether. For Oracle, the 
‘sompany that is leading the way, all the mys- 
eries of pricing, from incentive discounts to 
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“bundle savings”, which have so long been 
the salesman’s stock-in-trade are going or 
gone. In their place are a la carte menus, with 
greatly simplified pricing options and the 
same prices for everybody. The salesman has 
become an “educator” and “evangelist”, 
even a “consultant.” The grubby work of ac- 
tually striking the deal is now increasingly 
done by software robots. 

Over the next year, Oracle plans to shift 
80% of its sales to the web. rem has started to 
sell its software, from databases to Lotus 
Notes, on private extranets connected to the 
consultancies and systems integrators that 
are its business partners; soon it will start to 
offer them to everybody on its public web- 
site, too, sar already sells some of its cheaper 
products this way; for more expensive pro- 
ducts, it now allows customers to pick soft- 
ware configurations on the web, stopping 
short only at the price, which still re- 
quires a call to the company. But it, too, 
sees automated selling as inevitable. 

It is a simple change, but one with 
enormous consequences. Take the 
salesforce out of the loop and suddenly 


opaque pricing becomes transparent pricing. ) 
A 


Access to price information shifts the bal- 
ance of power to the buyers: they can buy as 
little or as much as they need, treating the or- 
der form as if it were a spreadsheet, to see the 
effect of volume discounts or of adding or re- 
moving features. 


This suggests that the average prices of 
these products on the web will go down. In- 
deed, anticipating this, Oracle cut its prices 
when it introduced web ordering. But, at the 
same time, a company with web sales is 
likely to reach more customers, including the 
dot.com start-ups that would be too small to 
justify a sales call even if the salesman had 
heard of them. “We're betting that the in- 
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crease in volume will more than compensate 
for the fall in prices,” says Ray Lane, Oracle’s 
president. It is, though, just a bet, and despite 
a lot of financial modelling before the 
change, he admits that he can only guess at 
the outcome. 

This is not the straightforward commod- 
itised e-commerce of the sort employed by 
Dell or Amazon. The big databases and en- 
terprise-resource planning suites from these 
companies cost anything from tens of thou- 
sands to millions of dollars, and can take a 
dizzying array of configurations. In the past, 
most sales came either through a consultant 
or systems integrator or through the firm’s 
salesforce. Each was priced according to a 
mysterious calculus tainted by greed or des- 
peration. Salesmen knew that deep dis- 
counts could cement relationships with big 
customers or close a deal before the crucial 
end of the quarter. But they also knew that 
the biggest commissions came with complex 
packages that threw together multiple pro- 
ducts and service plans—perhaps more than 
the customer needed. 

The result was often confusion, and not 
just for buyers. Oracle, says Mr Lane, used to 
have “as many different kinds of contract as 
we had customers.” Without standardisa- 
tion, contracts had to be approved and 
tracked separately, limiting efficiencies of 
scale. The salesforce spent much of its time 
negotiating deals and processing order pa- 
perwork. And because the different con- 
tracts made comparisons difficult, the firm 
could not easily track trends, predict reve- 
nues or make the most of its customer data- 
base. By contrast, the move to web sales has 
already saved Oracle tens of millions of dol- 
lars in sales and processing time, contribut- 
ing to its record revenues and margins in re- 
cent quarters. 

But what of the salesforce itself? Initially, 
says George Roberts, the head of Oracle’s 
North American sales division, sales reps 
were horrified to have pricing, one of their 
most powerful tools, wrenched from their 
grasp. “They'd say: ‘My value-add before was 
negotiating contracts. What’s my value-add 
now?” 

The answer, he says, is that the sales rep 
becomes more of a consultant—a job with 
less tedium and paperwork, and more chal- 
lenge and knowledge. This is not as odd as it 
sounds. After all, many management con- 
sultants actually serve as salesmen, recom- 
mending and contracting new rT systems for 
clients. Why should the opposite not hold as 
well? Oracle is retraining most of its sales- 
force in e-business technology and business 
practices in the hope that, now that they no 
longer have to haggle over contract terms, 
they can spend more time understanding 
the customer and the technology. Perhaps 
some day salesmen could even charge cus- 
tomers by the hour for their visits. Organisa- 
tion Man would be proud. 
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| War games 
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LL the effort that Sony’s engineers put 
in to making the recently launched 
PlayStation2 games console a realistic ex- 
perience has paid off—rather too well, so 
far as the Japanese government is con- 
cerned. The ps2 has had export controls 
slapped on it, on the grounds that, when 
coupled with a video camera, it could 
make an ideal missile-guidance system. 
William Perry, a former American de- 
fence secretary, is distantly responsible. In 
1994, he decided that the Pentagon should 
buy most of its high-tech gizmos off the 
shelf from commercial suppliers, rather 
than have them engineered specially for 
the battlefield by defence contractors. Mr 
Perry was less impressed by the huge sav- 
ings offered by mass producers such as 
Sony, Toshiba or Xerox, than by the im- 
pressive levels of performance and reli- 
ability of their products. 
The North Koreans have been among 
Mr Perry’s most eager disciples. The radar 
and global-positioning equipment found 


On the lookout for PlayStation2 


Management fashion 


Fading fads 


ARKET research is not something con- 
sultants often go in for—at least, not 
very publicly. But for the past half-dozen 
years Bain has been asking a random selec- 
tion of senior executives at big companies 
their views on the sort of tools and tech- 
niques that management consultants sell to 
companies around the world. The results of 
last year’s survey, of 475 global firms, are 
about to be published, and they are one in 
the eye for the whole trade. 
Asked what they think of, say, market- 
disruption analysis or supply-chain integra- 
tion, companies confess that they are using 





inside a North Korean submarine cap- 
tured by the South Koreans in 1998 were 
based on popular gadgets made by Japa- 
nese consumer-electronics firms. There 
were lots of red faces in Tokyo when the 
South Koreans paraded their catch. 

The ps2’s central processor, a 128-bit 
microprocessor developed by Sony and 
Toshiba, has twice the raw number- 
crunching power of Intel’s most advanced 
Pentium chip used in professional desk- 
top computers. Its big graphics processor 
allows it to display moving images with 
super pin-sharp quality found only in the 
cinema. It also incorporates an eight-me- 
gabyte memory card and a digital video- 
disc player. 

Such provocations have led the Japa- 
nese government to designate the mach- 
ine a “general-purpose product related to 
conventional weapons”. Under the For- 
eign Exchange and Foreign Trade Control 
Law, this requires anyone wishing to take 
more than ¥50,000 ($478) worth of such 
equipment out of Japan to get 
permission from the Ministry of 
International Trade and Indus- 
try. Violators trying to sneak 
box-loads of ps2s abroad could 
face up to five years in jail. Since 
40% of the company’s operating 
profit (though only 10% of sales) 
comes from its games division, 
investors took the news seri- 
ously enough to send the com- 
pany’s share price tumbling. 

Rogue states should be all 
right, though. The ps2 retails at 
¥39,800, so North Korean 
agents, as thick as ever on the 
streets of Tokyo, can carry them 
out, unmonitored, one by one. 
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such tools less often. Some tools seem to ex 
asperate those that try them. The survey 
found that 46% of North American firms 
that experimented with something callec 
“real options analysis” gave up, perhaps be- 
cause it is too rarefied a concept. (It exploits 
highbrow financial techniques that are usec 
to price share options in order to assess the 
value of business investments.) 

Another widely spurned tool is know 
ledge management, something that con- 
sultancies such as Bain go in for a lot, bw 
their clients, especially those outside North 
America, find a failure. Bain, explains Darrel 
Rigby, the director in charge of the survey 
has its own Global Experience Centre on its 
intranet. This collects “cleansed, disguised 
insights” by consultants working on particu- 
lar projects, so that they can be used by theit 
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Fashion victims 
Companies using specified management tools | 
% of total* | 


Re-engineering 








80 
Core 3 
—— competencies 
aa 60 | 
Total quality 
management 
40 
Scenario planning | 
20| 






Knowledge 
management | 


mt i L 0 
1993 94 95 96 97 98 99 
Source: Bain & Co 





*From sample companies surveyed in N. America 





olleagues on similar jobs. Mr Rigby, who 
ħeads Bain’s global retailing practice, thinks 
ihat his own web pages save him from many 
thousands of queries about his experience. 
But he accepts thatother companies may not 
share Bain’s culture of teamwork. For many 
reople, sharing their bright ideas with the 
estof the company involves not only labori- 
ously transferring their knowledge to the 
management system; it also means handing 
over their most valuable asset for general 
orporate use. 

Another fad that registers less with man- 
agers is business-process re-engineering. The 
wol that became disastrously associated 
with Al “Chainsaw” Dunlap and the dis- 
mantling of great swathes of middle man- 
agement is doubtless now such a part of 
susiness life that it has lost its prominence. 
indeed, bosses these days are more worried 
about “corporate anorexia” and the shortage 
of talent than about sacking middle manag- 
ers. On the other hand, companies are still 
seen on strategic planning and on mission 
and vision statements: both are used by 74% 
of companies surveyed, and even more in 
North America. 

Yet the real reason for fading fads is not 
hat executives have built into their every- 
day activities such now-familiar ideas as 
‘ore competences and total-quality man- 
agement. Nor does it appear to be dissatis- 
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faction with the jargon-ridden novelties that 
the consultancies are pushing as the “next 
big thing”. Rather, follow-up interviews dis- 
covered that executives are just too busy 
making sense of the new economy and the 
implications of the Internet to have time for 
these tools. 

Asked why 16 of the 21 tools tracked in 
1998 had shown a decrease in use in 1999, ex- 
ecutives tended to say things like, “Organisa- 
tions are running so fast that people just stick 
to the tried and true.” That is surely too good 
a sales opportunity to waste. Mr Rigby is a 
mite concerned that executives are quite so 
bullish about the world economy: only 10% 
are worried about a slowdown in the coming 
year. He fears that companies are becoming 
complacent about the boom. Time for a spot 
of market-disruption analysis? 


Oil 
The end of 
opaque? 


a BF ir wants oil prices to be set 
by the market—except when they are 
too high or too low.” The old jéke has been 
proved right by the gnashing of teeth from 
all quarters that has accompanied the price 
gyrations of the past two years, in which oil 
first plunged to $10 a barrel and then shot up 
tomore than $30a barrel. Producers and con- 
sumers alike applauded when the opec car- 
tel agreed last month, at a sum- 
mit in Vienna, to intervene to 
“restore stability” to the market. 

At the time, it seemed that 
the oil ministers intended to do 
this mainly by releasing more oil. 
In the days since the summit, 
however, they have suggested 
that they may havea more ambi- 
tious plan in mind. In dribs and 
drabs, the ministers have re- 
vealed a grand scheme to keep 
oil within a target band of $22-28 
a barrel. If the price of a basket of 
seven OPEC crudes stays below 
$22 for 20 trading days, says Ali 
Rodriguez, Venezuela's oil min- 
ister and opec’s new president, 
then the cartel will cut produc- 
tion by 500,000 barrels a day. If it stays above 
$28 for such a period, it will raise production 
by the same amount. Mr Rodriguez boasts 
that he has the authority to order production 
changes “with just a phone call.” 

If true, this would be nothing short of a 
revolution at opec. The cartel hasa history of 
indecision, infighting and ineptitude. The 
new scheme seems to turn that on its head. 
By making the rules clear in advance, the 
price band also promises to shine a spotlight 
on the cartel’s opaque mechanism. 


ay 


Isn’t this the button to push? 


BUSINESS 


If opec can pull this off, the world may 
yet enjoy stable energy prices at levels that 
all countries can live with. Yet there are 
plenty of reasons to doubt orec’s ability to 
observe its new price band. One is that be- 
hind the show of transparency remains the 
murkiness of yesteryear. Poor data makes it 
hard to establish what qualifies as a breach 
of the limits. More important, insiders say 
that Saudi Arabia, mindful of pressure from 
the United States, still wants prices of $20-25 
a barrel, whereas hawks such as Libya, Alge- 
ria and Nigeria are keen to see prices closer to 
$30. Mr Rodriguez, keen to stamp out “dan- 
gerous” speculative activity in the oil mar- 
kets, has been the lone voice championing a 
price band for well over a year. What 
emerged in Vienna, explains Kenza de Gar- 
cia Robles, an energy analyst at cwc Asso- 
ciates, was an unwieldy compromise: let 
Venezuela have a price band, but make it 
broad enough to appeal to both camps. 

This helps to explain why orec did not 
officially herald the price band as a big 
breakthrough after the Vienna summit. Be- 
cause the factions could not agree on a word- 
ing for the accord, let alone its finer details, it 
is still referred to merely as “a gentleman's 
agreement”. They are allowing Mr Rodriguez 
to proclaim the idea only because, for the 
moment, it suits everybody. 

The real test will come when prices stray 
outside the band, as they have threatened to 
in recent days. There is talk that Iraq, a rogue 
opec producer that has not been part of re- 
cent accords and is still subject to UN sanc- 
tions, may manipulate the market. If Iraq 





manages to lift output dramatically, it could 
make things awkward: with prices already 
hovering near the bottom of the band, its 
OPEC brethren will then either have to cut 
production and cede market share to the Ira- 
qis, or see prices collapse. 

Praising the cartel’s plan as “sophisti- 
cated” and “highly innovative”, optimists 
are comparing it to the efforts of central 
banks to maintain currencies within desired 
bands. As those who remember Britain’s 
embarrassing exit from the ERM or Mexico's 
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BUSINESS 


painful peso crash of the 1990s, that is hardly 
reason for optimism. In fact, all “target zone” 
schemes are devilishly tricky to pull off. 
Philip Verleger, an energy economist with 
the Brattle Group, a consultancy, observes 
that successful central banks are secretive 
about when they will intervene in the for- 
eign exchanges. He reckons that opec minis- 
ters, by announcing these things in advance, 
“have given bank robbers the combination 
to the safe and left the burglar alarm off.” 

The bank robbers are already licking 
their chops. The oil markets are highly liquid, 
and traders at New York’s Mercantile Ex- 
change are abuzz with excitement about the 
potential to test orec’s resolve to maintain 
the price. Some are gearing up for an assault 
on the low end of the band, as prices for the 
orec basket have dipped below $22 a barrel 
already acouple of times. Speculators testing 
the lower limit know that they don’t stand to 
lose much if opec intervenes to prop the 
price up, but gain hugely if the cartel aban- 
dons the target and the price falls a lot. 

Others see the opportunity differently. 
Rich Schaeffer of ABN Amro, the biggest en- 
ergy trader on the Nymex, reckons the band 
is just “a temporary solution to prevent the 
market from sliding too far.” Convinced that 
orec will defend the bottom of the band, he 
is watching the top. Like many other an- 
alysts, he thinks that low oil stocks and 
strong demand could well send oil back to 
$30 a barrel before the year is over. “If prices 
go past $28, and opec doesn't release 500,000 
barrels, it will lose all credibility,” he warns. 

The cartel is due to meet again on June 
21st in Vienna. The agenda says that produc- 
tion quotas are to be reviewed. And what of 
the band? As one senior opec official con- 
fides, “whether there is a band or not is really 
just semantics—what really matters is the 
price of oil at the end of June.” And that, 
band notwithstanding, is anybody’s guess. 
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Petrobras 
Making it shine 


RIO DE JANEIRO 


FTER 1,300 tonnes of oil leaked from one 
of Petrobras’s pipelines into Guanabara 
Bay near Rio de Janeiro in January, conspir- 
acy theorists asked: was it really an accident? 
Or was somebody warning Philippe Reich- 
stul, the president of Brazil's oil giant, about 
his crackdown on corruption and ineffi- 
ciency? Keen to dispel such theories, Mr 
Reichstul insists on showing The Economist 
a photograph of a buckled pipe that, he says, 
proves the accident had “natural causes”. 
Oil analysts praise Mr Reichstul for what 
he has achieved since arriving a year ago, 
and in particular the courage he is showing 
in facing down the firm’s vested interests— 
some with strong political connections. Mr 
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Reichstul the revolutionary 
Reichstul's background should help: in the 
1970s he was fighting an even stronger en- 
trenched interest, Brazil's military dictator- 
ship, as a supporter of the ver, an armed-re- 
sistance group, something that earned him 
nine months’ jail. When democracy re- 
turned, he became a civil servant and, later, a 
banker. Whereas his predecessors have typi- 
cally been company insiders, Mr Reichstul is 
the government's man (it owns 87% of the 
firm), and he is recruiting other outsiders to 
the company’s most important positions. 

Until recently Petrobras was under little 
pressure to shape up: it has a monopoly 
within Brazil (supplying two-thirds of the 
nation’s huge needs from its own wells, and 
importing the rest). Before 1998, it received a 
fixed price for its output. But now it is paid 
using a formula based on world oil prices; its 
import monopoly is to be broken, and price 
controls abolished, even though these re- 
forms have recently been put off from Au- 
gust to next January; and foreign firms are 
now being allowed to drill for oil. 

Mr Reichstul made his mark last Octo- 
ber by cleaning up Petrobras’s balance sheet, 
which had been largely a work of fiction. The 
firm admitted undisclosed liabilities of 5.6 
billion reais ($3.2 billion) to its pension fund 
and 2.2 billion reais to its employee health- 
plan. It wrote down the value of its shipping 
fleet by 1.2 billion reais. But it also revealed 
oil wells that were undervalued by some 5.6 
billion reais. As Petrobras adopts American 
accounting standards, more liabilities may 
emerge, perhaps in the pension fund. An- 
alysts welcomed both this bold first step, 
and also Petrobras’s 1999 results. Rising pro- 
duction and falling costs meant a 24% rise in 
earnings per share, despite the write-offs. 

Petrobras is efficient by the undemand- 
ing standards of Latin American state firms, 
and has cut its workforce from 58,000 to 
36,000 in the past ten years, while more than 


doubling its production. Nevertheles: 
wastes money: Raphael Biderman, of Fl 
ing Graphus, a Sao Paulo stockbroker, n 
ons that output per worker in its upstr 
operations is about half that of Bp Am 
adding about 1 billion reais to its anr 
costs—and that is just the upstream divis 

Mr Reichstul aims to bring Petrol 
close to world-class productivity, by rai 
output from 1.1m barrels a day (b/d) in 19¢ 
2.15 billion (including gas) in 2005, even . 
holds costs down. He is cracking dowr 
corruption and inefficiency in the firm’s 
of suppliers. They have just been told th 
they want to keep Petrobras’s business, t 
will have to provide their equipment 
credit, In the past few weeks Mr Reichs 
plans to expand across Latin America F 
advanced, with a deal to explore for o 
Venezuela and an exchange of assets v 
Argentina’s ypr that allows it to enter thi 
fining and distribution business in | 
country. More controversially, the f 
wants to get back into petrochemicals 
former chemicals offshoots were hived 
and privatised by the government). An 
plans shortly to sell almost 100 of its o 
wells in Brazil to foreign firms that have 
technology to squeeze more oil out of the 

As Mr Reichstul carries out his dré 
shake-up, it is helpful to have the suppo! 
the government as owner. But this 
means that Petrobras’s borrowing count 
wards Brazil’s public-sector debt, which 
government, under its deal with the Inte 
tional Monetary Fund, must curb. One ' 
round this is “project finance”, in whic 
specially created company takes on thec 
and credit risk of an oilfield. Petrobras sa 
is close to such a deal, potentially worth 
eral billion dollars, to develop the Cam 
Basin, up the coast from Rio. Neverthe! 
Petrobras may struggle to make the $33 
lion of investments needed to meet its | 
duction target for 2005. Furthermore, so | 
as it remains government-owned, the c 
pany risks being attacked by Brazil’s vı 
nationalists over its plans to expand its 
eign operations, taking advantage of its | 
wess in deep-water exploration, insteac 
investing at home. And Mr Reichstul wor 
that public-sector pay restraint will m 
that his best staff are poached by for 
firms in Brazil. 

The obvious answer to all this is priv 
sation. The government plans a partial 
in July, cutting its stake to just over 50%. 
David Zylbersztajn, Brazil's cil-industry 
ulator (and son-in-law of President 
nando Henrique Cardoso), says that © 
plete privatisation looks politic 
impossible before Mr Cardoso’s manı 
ends in January 2003. If the next preside 
another liberaliser, then Petrobras may 
set free. If not, Mr Reichstul’s revolution 
progress at Petrobras may be undone by 
forces of reaction. 
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The bruiser from Brussels 


Frits Bolkestein, European commissioner for the si 
liberalise Europe’s postal services. Fortunately, 


F A good quarrel is what you want, address 

yourself to Frits Bolkestein, care of the 
European Commission, Brussels. But beware: 
Mr Bolkestein is a heavyweight adversary. A 
Dutch liberal politician before moving to the 
commission last year, and considered some- 
thing of a Eurosceptic by Dutch standards, he 
declined a minister's job in 1994 because he 
wanted the freedom to criticise government 
policy. Now he quarrels for Europe in all its 
main languages. He has tangled already with 
all 15 governments of the Union, and he has 
four and a half more years ahead of him. 

He quarrels for a living because his main 
task, as Europe's commissioner for the inter- 
nal market, is to overturn obstacles erected or 
maintained by governments to the free 
movement of commerce and capital in the 
EU. When the union declared itself generally 
in favour of a market without national bor- 
ders in 1985, it agreed to a mass of market-opening legislation that 
was mostly in place by the target date of 1992. But pockets of na- 
tional protectionism have remained, by accident and design. 

Happily for Mr Bolkestein, completing this “single market” is 
one of the few eu jobs that a textbook liberal can do with convic- 
tion. Sometimes it means persuading governments to allow com- 
petition into businesses that were deliberately left largely outside 
the scope of the original single-market legislation. This week Mr 
Bolkestein is putting the finishing touches to his proposals for lib- 
eralising one such industry, postal services. Freeing private pen- 
sion funds to invest across borders is also high on his list. 

It can also mean jawboning governments into honouring 
promises they made years ago. Roughly one in eight £u laws relat- 
ing to the single market is ignored by at least one government. The 
worst offender among big countries is France, exceeded in its 
shortcomings only by Greece and Luxem- 





le market, faces an intricate fight to 
hting is a Bolkestein speciality 


only now being liberalised fully; financial 
services remain firmly in the control of na- 
tional regulators. When eu leaders met in Lis- 
bon last month they promised a renewed as- 
saulton these hold-outs. 

Mr Bolkestein’s proposals for opening up 
the postal industry will bea test of eu govern- 
ments’ sincerity, and also of this commis- 
sion’s political skills in arguing its case. The 
main adversary of liberalisation will, as ever, 
be France, which stands ready to fight for ev- 
ery lowest and most common facteur. Even 
Britain, usually a friend of market-opening, 
does not want to see the Royal Mail emascu- 
lated. This may prove the biggest single-mar- 
ket argument since the current commission, 
headed by Romano Prodi, took office eight 
months ago, and Mr Bolkestein succeeded 
Mario Monti, an Italian, who moved across to 
handle competition policy. 

At 66 Mr Bolkestein is the oldest of the 20 commissioners: he 
spent 16 years with Royal Dutch/Shell in the oil business, before 
becoming a politician. The commission is his third career. But he 
gives the impression of having plenty of tigers left in his tank. That 
is just as well, since, as if the single market did not yield arguments 
enough for one man, he also looks after tax policy. The logic is that 
tax policy and the single market overlap. But this too is an area in 
which acertain talent for bruising is required. 

For the past three years Eu tax policy has been dominated by 
one big quarrel, turning on whether the £u should have a common 
regime for taxing the interest paid on private savings—so prevent- 
ing an eu citizen who wants to evade tax in his own country from 
opening a non-resident bank account in another eu country, 
parking his savings there, and keeping quiet. 

Governments said yes to the principle three years ago. But as to 
the practice, they have been fighting like 





bourg (see chart). Borderline cases 
Even single-market issues that seem | X — 
small in European terms can loom large in a 4 


gine- market ala alae % not yet implemented 


cats in a bag ever since, with the commis- 
sion doomed to arbitrate. The angriest cat 


3 a s 6 7 hasbeen Britain, which rejected a consen- 





the countries concerned. Last week the 
Swedish government, under pressure 
from the commission, agreed to phase out 


Greece 


restrictions on the import of alcoholic France 
drinks. Mr Bolkestein reckons he received Portugal 
5,000-10,000 e-mails on the subject. | neler 
Pushing the envelope nay 
The big battles that threaten whole indus- | Austria 
tries can turn into Europe-wide propa- Belgium 
ganda campaigns. One set-to came early Germany 
last year when the commission fought Sta 


successfully toend duty-free shopping for 
travellers within the £u. The struggle to 





liberalise European postal services may Spain errs | 

be just as hard-fought. The industry is one Sweden ] 

of several spared the early rigours of the | siniana E) 

single market, because the social and 

economic consequences of liberalisation | P°"™"* Cd 
Source European Commission 


were so great. The electricity industry is 
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Luxembourg ka] 
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sus among most other countries in favour 
of imposing a common eu-wide with- 
holding tax. It said the costs and red tape 
would drive London’s eurobond markets 
offshore. Now Britain is pushing an alter- 
native scheme whereby national tax au- 
thorities would exchange information 
| about payments to non-residents, instead 
of taxing them. 

That has put Austria, Germany and, 
| | above all, Luxembourg on the spot: all 
| have strict banking secrecy laws that 
| would have to be curtailed if the scheme 
were to work. A compromise might be 
| possible, says Mr Bolkestein, in the form 
ofan agreement to phaseout bank secrecy 
many years hence. But that is a long shot. 
The argument may still be continuing, in 
one form or another, when this commis- 
sion packs its bags at the start of 2005. 
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BUSINESS ETHICS 


Doing well by doing good 


"Anti-globalisation protesters see companies as unethical as well 
ims exploitative. Firms demur, of course, but face an awkward 


iquestion: Does virtue pay? 


O MANY people the very concepts of 
“business” and “ethics” sit uneasily to- 
igether. Business ethics, to them, is an oxymo- 
“on-—or, as an American journalist once put 
t, “a contradiction in terms, like jumbo 
vhrimp.” And yet, in America and other 
western countries, companies increasingly 
evonder what constitutes ethical corporate 
»ehaviour, and how to get their employees 
to observe it. Management schools teach 
“courses on the subject to their students. Busi- 
iness ethics is suddenly all the rage. 
_ Fashionable perhaps—but also vague. 
@rotestersin Washington, pc, were this week 
wailing against corporate immorality as well 
as the str. But plenty of people retort that 
sompanies should not be in the business of 
ethics at all—let alone worrying about social 
wesponsibili ity, morals or the environment. If 
society wants companies to put any of these 
ahead of the pursuit of shareholder value, 
then governments should regulate them ac- 
sordirigly. Thirty years ago Milton Friedman, 
doyen of market economics, summed up 
this view by arguing that “there is one and 
nly one social responsibility of busi- 
iness—-to use its resources and engage in ac- 
tivities designed to increase its profits.” 

Even those who think companies do 
Ihave wider responsibilities argue about the 
best way to pursue them. Ulrich Steger, who 
teaches environmental management at the 
Mnternational Institute for Management De- 
welopment in Lausanne, says that compa- 
inies cannot possibly hope to pursue a single 
abstract set of ethical principles and should 
mot try. No universal set of ethical principles 
exists; most are too woolly to be helpful; and 
ithe decisions that companies face every day 
warely present themselves as ethics versus 
economics in any case. He says that compa- 
nies should aim instead for “responsible 
shareholder-value optimisation”: their first 
priority should be shareholders’ long-term 
interests, but, within that constraint, they 
should seek to meet whatever social or envi- 
ronmental goals the public expects of them. 

Certainly companies, which increas- 
ingly try to include their ethical principles in 
corporate codes, stumble over how to write 
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in something about the need 
for profitability. Or, to put the 
dilemma more crudely: when 
money and morality clash, 
what should a company do? 
Most firms try to resolve this 
with the consoling belief that 
such clashes are more imag- 
ined than real, and that virtue 
will pay in the end. Yet they 
cannot always be right. 

Indeed, companies face 
more ethical quandaries than 
ever before. Technological 
change brings new debates, on 
issues ranging from genetically modified or- 
ganisms to privacy on the Internet. Globali- 
sation brings companies into contact with 
other countries that do business by different 
rules. Competitive pressures force firms to 
treat their staff in ways that depart from past 
practice. Add unprecedented scrutiny from 
outside, led by non-governmental organisa- 
tions (NGOs), and it is not surprising that 
dealing with ethical issues has become part 
of every manager’s job. 


Don’t lie, don’t cheat, don’t steal 


In America, companies have a special incen- 
tive to pursue virtue: the desire to avoid legal 
penalties. The first attempts to build ethical 
principles into the corporate bureaucracy 
began in the defence industry in the 
mid-1980s, a time when the business was 
awash with kickbacks and $500 screwdriv- 
ers. The first corporate-ethics office was 
created in 1985 by General Dynamics, which 
was being investigated by the government 
for pricing scams. Under pressure from the 
Defence Department, a group of 60 or so de- 
fence companies then launched an initiative 
to set up guidelines and compliance pro- 
grammes, In 1991, federal sentencing rules ex- 
tended the incentive to other industries: 
judges were empowered to reduce fines in 
cases involving companies that had rules in 
place to promote ethical behaviour, and to 
increase them for those that did not. 

But the law is not the only motivator. 
Fear of embarrassment at the hands of cos 

































and the media has given business ethics. an 
even bigger push. Companies have learnt 
the hard way. that they live in a cn world, 
in which bad behaviour in one country can 
be seized on by local campaigners and 
beamed on the evening television news to... . 
customers back home. As non-govern- 
mental groups vie with each other for pub- 
licity and membership, big companies are 
especially vulnerable to hostile campaigns.” 

One victim was Shell, which in 1995 suf 
fered two blows to its reputation: one from 
its attempted disposal of the Brent Spar oil rig... 
in the North Sea, and the other over the com- 
pany’s failure to oppose the Nigerian gov- 
emment’s execution of Ken Saro-Wiwa, ahu- 
man-rights activist in a part of Nigeria where 
Shell had extensive operations. Since then, 
Shell has rewritten its business principles, 
created an elaborate mechanism to imple- 
ment them, and worked harder to improve 
its relations with NGOS. 

Remarkably, Shell's efforts had no clear 
legal or financial pressure behind them. Nei- 
ther of the 1995 rows, says Robin Aram, the 
man incharge of Shell’s policy development, 
did lasting damage to the company’s share 
price or sales—although the Brent Spar spat 
brought a brief dip in its market share in Ger- 
many, thanks to a consumer boycott. But, he 
adds, “we werent confident that there 
would be no long-term impact, given the 
growing interest of the investment commu- 
nity in these softer issues.” And he also con- 
cedes that there was “a sense of deep dis- 
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BUSINESS ETHICS — 
comfort from our own people.” People seem 
happier working for organisations they re- 
gard as ethical. In a booming jobs market, 


that can become a powerful incentive to do 
the right thing. 


The quest for virtue 


In America there is now a veritable ethics in- 
dustry, complete with consultancies, confer- 
ences, journals and “corporate conscience” 
awards. Accountancy firms such as Pricewa- 
terhouseCoopers offer to “audit” the ethical 
performance of companies. Corporate-eth- 
ics officers, who barely existed a decade ago, 
have become de rigueur, at least for big com- 
panies. The Ethics Officer Association, 
which began with a dozen members in 1992, 
has 650 today. As many as one in five big 
firms has a full-time office devoted to the 
subject. Some are mighty empires: at United 
Technologies, for example, Pat Gnazzo pre- 
sides over an international network of 160 
business-ethics officers who distribute a 
code of ethics, in 24 languages, to people 
who work for this defence and engineering 
giant all round the world. 

For academic philosophers, once lonely 
and contemplative creatures, the business 
ethics boom has been a bonanza. They are 
employed by companies to run “ethics 
workshops” and are consulted on thorny 
moral questions. They also act as expert wit- 
nesses in civil lawsuits “where lawyers usu- 
ally want to be able to tell the judge that their 
client’s behaviour was reasonable. So you 
are usually working for the defendants. They 
want absolution,” says Kirk Hanson, a pro- 
fessor at Stanford Business School. 

Outside America, few companies have 
an ethics bureaucracy. To some extent, ob- 
serves IMD's Mr Steger, this reflects the fact 
that the state and organised labour both still 
play a bigger part in corporate life. In Ger- 
many, for example, workers’ councils often 
deal with issues such as sexual equality, race 
relations and workers’ rights, all of which 
might be seen as ethical issues in America. 

In developing a formal ethics policy, 
companies usually begin by trying to sum 
up their philosophy in a code. That alone can 
raise awkward questions. The chairman of a 
large British firm recalls how his company 
secretary (general counsel) decided to draft 
an ethics code with appropriately lofty stan- 
dards. “You do realise”, said the chairman, 
“that if we publish this, we will be expected 
to follow it. Otherwise our staff and custom- 
ers may ask questions.” Dismayed, the law- 
yer went off to produce something more 
closely attuned to reality. 

Not surprisingly, codes are often too 
broad to capture the ethical issues that actu- 
ally confront companies, which range from 
handling their own staff to big global ques- 
tions of policy on the environment, bribery 
and human rights. Some companies use the 
Internet to try to add precision to general in- 
junctions. Boeing, for instance, tries to guide 
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staff through the whole gamut of moral 
quandaries, offering an online quiz (with an- 
swers) on how to deal with everything from 
staff who fiddle their expenses on business 
trips to suppliers who ask for kickbacks, 

The best corporate codes, says Robert 
Solomon of the University of Texas, are those 
that describe the way everybody in the com- 
pany already behaves and feels. The worst 
are those where senior executives mandate a 
list of principles—especially if they then fail 
to “walk the talk” themselves. However, he 
says, “companies debate their values for 
many months, but they always tum out to 
have similar lists.” There is usually some- 
thing about integrity; something about re- 
spect for the individual; and something 
about honouring the customer. 

The ethical issues that actually create 
most problems in companies often seem 
rather mundane to outsiders. Such as? 
“When an individual who is a wonderful 
producer and brings in multiple dollars 
doesn’t adhere to the company’s values,” 
suggests Mr Gnazzo of United Technologies: 
in other words, when a company has to de- 
cide whether to sack an employee who is 
productive but naughty. “When an em- 
ployee who you know is about to be let go is 
buying a new house, and you're honour- 
bound not to say anything,” says Mr Solo- 








mon. “Or, what'do you do when your bos 
lies to you? That's a bigone.” 

Issues such as trust and human relation 
become harder to handle as companies ir 
trude into the lives of their employees. : 
company with thousands of employees i 
South-East Asia has been firing employee 
who have arps, but giving them no explana 
tion. It now wonders whether this is ethica 
Several companies in America scan thei 
employees’ e-mail for unpleasant or disloye 
material, or test them tosee if they have bee: 
taking drugs. Is that right? 

Even more complicated are issues drive 
by conflicts of interest. Edward Petry, hea 
of the Ethics Officer Association, says th 
most recent issue taxing his members come 
from the fad for Internet flotations. Ifa com 
pany is spinning off a booming e-commerce 
division, which employees should be al 
lowed on to the lucrative “friends-and-fam 
ily” list of share buyers? 

Indeed, the revolution in communica 
tions technologies has created all sorts o 
new ethical dilemmas—just as technologica 
change in medicine spurred interest in med 
ical ethics in the 1970s. Because it is mainh 
businesses that develop and spread nev 
technologies, businesses also tend to face thi 
first questions about how to use them. S 
companies stumble into such questions a 
data protection and customer privacy. The: 
know more than ever before about their cus 
tomers’ tastes, but few have a clear view ot 
what uses of that knowledge are unethical. 


Foreigners are different 


Some of the most publicised debates abou 
corporate ethics have been driven by global 
isation. When companies operate abroad 
they run up against all sorts of new moral is 
sues. And one big problem is that ethica 
standards differ among countries. 

Reams of research, says Denis Collins ir 
an article for the Journal of Business Ethics 
have been devoted to comparing ethical sen 
sitivities of people from different countries 
As most of this work has been North Ameri 
can, it is perhaps not surprising that it con 
cluded that American business people are 
more “ethically sensitive” than their coun 
terparts from Greece, Hong Kong, Taiwan 
New Zealand, Ukraine and Britain. They 
were more sensitive than Australians abou 
lavish entertainment and conflicts of inter 
est; than French and Germans over cor 
porate social responsibility; than Chinese ir 
matters of bribery and confidential informa. 
tion; and than Singaporeans on software pi- 
racy. Given such moral superiority, it is sur- 
prising that American companies seem tc 
turn up in ethical scandals at least as often as 
those from other rich countries. 

Many companies first confronted the 
moral dilemmas of globalisation when they 
had to decide whether to meet only loca! 
environmental standards, even if these were 
lower than ones back heme. This debate 


THE ECONOMIST APRIL 22ND 200: 





ame to public attention with the Bhopal di- 
aster in 1984, when an explosion at a Union 
tarbide plant in India killed at least 8,000 
-eople. Most large multinationals now have 
flobal minimum standards for health, safety 
ind the environment. 

These may, however, be hard to enforce. 
we Amocodescribes in a recent environmen- 
al and social report a huge joint venture in 
aland China. “Concerns remain around the 
sultural and regulatory differences in risk as- 
essment and open reporting of safety 
acidents,” the report admits. “For in- 
tance, deference to older and more se- 
i0 nbers of staff has occasionally 
hibited open challenging of unsafe 
sractices.” sr Amoco thinks it better to 
tay in. the venture and try to raise 
tandards. But Shell claims to have 
vithdrawn from one joint venture be- 
ause it was dissatisfied with its 
yartner’s approach. Most companies 
arely talk about these cases, creating 
he suspicion that such withdrawals 
werare, 

Bribery and corruption have also 
seen thorny issues. American compa- 
ties have been bound since 1977 by 
he Foreign Corrupt Practices Act. 
Now all orcp countries have agreed to 
convention to end bribery. But many 
companies turn a blind eye when in- 
ermediaries make such payments. 
Jnly afew, such as Motorola, have ac- 
ounting systems that try to spot kickbacks 
yy noting differences between what the cus- 
omer pays and what a vendor receives. 

Some corruption is inevitable, say com- 
sanies such as Shell, which work in some of 
he world’s nastiest places. “If someone 
ticks a Kalashnikov through the window of 
tour car and asks for 20 naira, we don’t say 
hat you shouldn’t pay,” says Mr Aram. “We 
ay, it should be recorded.” United Technol- 
gies’ Mr Gnazzo takes a similar view: “We 
ay, employees must report a gift so that 
‘verybody can see it’s a gift to the company, 
ind wecan choose to refuse it. Every year we 
write to vendors, saying that we don’t want 
fifts, we want good service.” 





Rights and wrongs 


duman rights are a newer and trickier pro- 
lem. Shell has written a primer on the sub- 
ect, in consultation with Amnesty Interna- 
ional. It agonises over such issues as what 
ompanies should do if they have a large in- 
zestment in a country where human rights 
leteriorate; and whether companies should 
yperate in countries that forbid outsiders to 
icrutinise their record on human rights (yes, 
zut only if the company takes no advantage 
f such secrecy and is a “force for good”). 
The force-for-good argument also crops 
ap when companies are accused of under- 
yaying workers in poor countries, or of using 
suppliers who underpay. Such problems 
irise more often when there are lots of small 
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suppliers. At Nike, a sporting-goods firm, 
Dusty Kidd, director of labour practices, has 
to deal with almost 600 supplier-factories 
around the world. The relationship is deli- 
cate: “They are independent businesses, but 
we take responsibility,” says Mr Kidd. When, 
last year, Nike insisted on a rise in the mini- 
mum wage paid by its Indonesian suppliers, 
it claims to have absorbed much of the cost. 
NGos have berated firms such as Nike 
for failing to ensure that workers are paid a 





“living wage”. But that can be hard, even in 
America. “I once asked a university presi- 
dent, do you pay a living wage on your cam- 
pus?” recalls Mr Kidd. “He said that was dif- 
ferent. But it isn’t.” In developing countries, 
the dilemma may be even greater: “In Viet- 
nam, our workers are paid more than doc- 
tors. What’s the social cost if a doctor leaves 
his practice and goes to work for us? That's 
starting to happen.” 

Stung by attacks on their behaviour in 
the past, companies such as Shell and Nike 
have begun to see it as part of their corporate 
mission to raise standards not just within 
their company, but in the countries where 
they work. Mr Kidd, for instance, would like 
Nike's factories to be places where workers’ 
health actually improves, through better 
education and care, and where the status of 
women is raised. Such ideals would have 
sounded familiar to some businessmen of 
the 19th century: Quaker companies such as 
Cadbury and Rowntree, for instance, were 
founded on the principle that a company 
should improve its workers’ health and edu- 
cation. In today’s more cynical and competi- 
tive world, though, corporate virtue no lon- 
ger seems a goal in its own right. 

When, in the late 1980s, companies de- 
voted lots of effort to worrying about the 
environment, they told themselves that be- 
ing clean and green was also a route to being 
profitable, In the same way, they now hope 
that virtue will bring financial, as well as 


"BUSINESS ETHICS 


spiritual, rewards. Environmental controls 
can, for instance, often be irstalled more 
cheaply than companies expect. Ed Free- 
man, who teaches ethics at the Darden Busi- 
ness School at the University cf Virginia, re- 
calls how the senior executive of a big 
chemical company announzed that he 
wanted “zero pollution”. His engineers were 
horrified. Three weeks later, they returned to 
admit that they could end pollution and: 
save money. “The conflict between ethics 
and business may bea Ict less than we 
think,” he argues. 

Most academic studis of the asso- 
ciation between responsible corporate 
ethics and profitability suggest that 
the two will often go together. Re- 
searchers have managec to show that 
more ethically sensitive sales staff per- 
form better (atleast in America; the op-.. 
posite appears to be the case in Tai- 
wan); that share prices decline after 
reports of unethical conduct; and that | 
companies which state an ethical 
commitment to stakeholders in their’ 
annual reports do better financially. 
But proving a causal link is well-nigh 
impossible. 

What of the growing band of ethi- 
cal investors? “I don’t know of a single 
one of these funds which looks at the 
effectiveriess of a company’s internal 
ethics programme,” says the Eoa’s Mr 
Petry, sadly. So a defence firm scores 
bad marks for being in a nasty industry, but 
no offsetting good marks for having an elab- 
orate compliance programme. 

And then there is the impact on employ- | 
ees. It may be true that they like working for 
ethically responsible companies. But, says 
Stanford's Mr Hanson, “Isee a «ot of my grad- 
uate students leaving jobs in not-for-profits 
to go and work for dot.coms.” Few dot.coms 
wouid know a corporate ethics code if it fell 
on their heads. Small firms, in particular, pay 
far less attention than bigger rivals to nor- 
malising ethical issues and to worrying 
about their social responsibilities. Yet em- 
ployment is growing in small companies 
and falling in big ones. 

There may still be two good reasons for 
companies to worry about their ethical 
reputation. One is anticipation: bad behav- 
iour, once it stirs up a public “uss, may pro- 
voke legislation that companies will find 
more irksome than self-restraint. The other, 
more crucial, is trust. A company that is not 
trusted by its employees, parmners and cus- 
tomers will suffer. In an electronic world, 
where businesses are geographically far 
from their customers, a reputation for trust 
may become even more important. Ulti- 
mately, though, companies may have to ac- 
cept that virtue is sometimes ies own reward. 
One of the eternal truths of morality has 
been that the bad do not always do badly 
and the good do not always do well. 
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Rabo Robeco Bank is a part of Rabobank, the 
only non-government bank rated triple A by all 
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We believe that the best advice 
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After the gold rush | 


Ew YORK 


dave the markets really punctured the dot.com bubble? 


T WAS fun while it lasted. But Americans, 

from bosses to janitors, may have to find 
omething else to talk about at baseball 
ames and round the water cooler. No longer 
vill it be possible to inspire thinly disguised 
nvy by hinting that you are starting a 
lot.com, or have just made a fortune with a 
yet on an Internet company. In California’s 
say Area, workers may now stay in one job 
ong enough to know the names of their col- 
eagues instead of quitting every other week 
oran Internet start-up dangling juicier share 
yptions. A salaried position with a firm more 
han a year old may rediscover its appeal. 
)ffice-workers may even wear suits again. 

It is early days. But if this comes to pass, 
hanks will be due to the plunge in the price 
if dotcom shares that helped to pull the 
Jasdaq index down to 3,321 on April 14th- 
Black Friday”, according to New York's tab- 
did Daily News—more than 34% lower than 
he record high reached on March 10th. Most 
yeople would concede that some of the silli- 
iess needed to be taken out of the “tech 
evolution”. The markets’ reaction to bad in- 
lation figures, and the fear that these would 
wring higher interest rates, seemed toachieve 
hat. The big question now is whether the 
yacklash against the “new economy” is the 
irst stage of a more serious crash in share 
rices in the “old economy” as well. 
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Even after Black Friday, most bulls re- 
mained, well, bullish. Nasdaq was still down 
only to where it stood last November, and re- 
mained almost 40% higher than this time 
last year. The blue-chip Dow Jones Indus- 
trial Average, too, although down 12% from 
its all-time high, was broadly back to its No- 
vember value (see chart). Gloom, the bulls 
argued, was overdone, creating huge oppor- 
tunities for bargain-hunters. 

Abby Joseph Cohen, a famous bull from 
Goldman Sachs, uttered reassurances on 
CNBC, a financial-news television channel, 
about a 15-20% rise in stock prices by year- 
end. That calmed America’s inves- 


companies with the best growth, even if 
they often traded at the highest valuations, 
was rewarded. Bears who had been a bit too 
quick with their Schadenfreude were em- 
barrassed when, on April 17th-18th, the fore- 
cast bloodbath turned into sharp rises in the 
Nasdaq index.cnsc,meanwhile, was break- 
ing records—for viewing figures. 

Even so, many believe that the market is 
now moving into a bearish phase, perhaps a 
severe one—temporary rallies being normal 
on the way down. Even after the crash of Oc- 
tober 1929, the market had recovered mostof 
its lost ground by 1930. “Parallels to 1929 are 
too conservative,” says Michael Belkin, a 
well-regarded quantitative analyst. He now 
expects the main indices to fall back to their 
200-week averages, as they have done after 
past bubbles have burst. That implies 
around 8,500 for the Dow and around 2,100 
for the Nasdaq index. 

The indices actually disguise a two-year- 
old bear market. Since April 1998, most days 
on the New York Stock Exchange and Nas- 
daq have witnessed more stocks falling than 
rising (see chart on next page). Initially, the 
declines came in old-economy shares, But 
more recently, dot.coms and biotech firms 
have been hammered. 

The market for initial public offerings 
(iros) has frozen, at least temporarily. This 
week's planned sales of shares in companies 
such as AltaVista, an Internet search-engine, 
and Yupi Internet, a Spanish-language web- 
site, were postponed. If the freeze were to 
continue, it would destroy start-ups that 
were banking on their rros to finance their 
future growth. Also, many of the dot.com 
firms that have gone public are fast running 
out of cash. If they cannot persuade inves- 
tors to buy some more of their shares— 
which, in current market conditions, will not 
be easy—they could go bust. Things look par- 
ticularly bad for drkoop.com, a medical-ad- 
vice site now trading at $2, down from a high 





tors who, since the crash of October 
1987, have learnt to “buy the dips”. | 
Janus, a mutual-fund outfit that has 
ridden the bull, remained upbeat. 
“You get periodic shocks,” says Da- | 
vid Corkins, a Janus portfolio man- 
ager, “but things are pretty good. 
There are lots of companies with in- 
creasing returns on capital.” 

It was a widely shared senti- 
ment. Unlike many investment 
firms, Janus suffered no redemp- | 
tions even in the thick of the car- 
nage. Fresh investment slowed, but 
only a bit. Come the rebound early | 
this week, the firm’s focus on the 
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of $46. Wisely, its founder, Everett Koop, a 
former surgeon-general, sold 10,000 shares 
for $9 each in February. Another cash-con- 
strained dot.com, Peapod, an online grocer, 
last month sold a 51% stake to Royal Ahold, 
an offline grocer. If the public securities mar- 
kets remain closed, there will be many more 
such mergers. 

To an extent, the attack on tech stocks 
has punished firms that were not succeed- 
ing. Few investors would be surprised to see 
a rise in the failure rate for 1pos, since the 
market, with its willingness to fund firms 
rather early in their evolution, has become 
more like a venture-capital portfolio. 


But the marketalso seems to have penal- 
ised some good firms as well as bad (though 
since so few new technology companies 
make money, itis often hard to tell the differ- 
ence). Dot.com insiders feeling snubbed by 
investors can, of course, invest more them- 
selves. But even that may not lift the share 
price. Take Healtheon/Webmp, a medical 
dot.com with a blue-blooded Silicon Valley 
pedigree. On April 7th, after its shares had 
tumbled to $22 from a high of $126, its foun- 
der, Jim Clark, the brains behind Netscape, 
and John Doerr, a partner at Kleiner Perkins, 
a top venture-capital firm, pledged to invest 
a combined $220m of their own money in 
the shares. This did not stop the shares falling 
further. Sandy Robertson, a veteran Silicon 
Valley investment banker, says that, if the 
market continues to shun good publicly 
traded dot.coms, venture capitalists may 
soon start to take them private again. 

Dot.com workers have been feeling the 
pain. According to Matt Ward of WestWard 
Pay Strategies in San Francisco, more than 
25% of employee stock options are now in 
the red. New accounting rules mean that re- 
pricing them down will count against pro- 
fits. It is possible that this will make employ- 
ees even more willing to do their own 








OR a glimpse of what happens to In- 

ternet companies in which investors 
lose faith, look not to Nasdaq, but to Japan. 
Softbank and Hikari Tsushin, two once 
high-flying Internet companies, have had 
their wings severely scorched. Hikari 
Tsushin, a distributor of mobile phones 
and an investor in other Internet firms, was 
for one brief, glorious moment earlier this 
year Japan’s tenth-biggest company by 
market capitalisation. Then came a sala- 
cious article in a magazine, bigger-than-ex- 
pected losses and rumours that its founder 
was about to be imprisoned. The company 
isnotin sucha big league any more. Indeed, 
quite what it is now worth is uncertain: its 
shares have not traded for two weeks. Hav- 
ing fetched ¥241,000 ($2,217) earlier this 
year, they are now offered (with no takers) 
at less than ¥26,000. 

Nor is Softbank’s founder, Masayoshi 
Son, who used to be described in the Japa- 
nese press, a little pleadingly, as Japan’s an- 
swer to Bill Gates, about to be richer than 
the man himself. Shares in Softbank, an In- 
ternet “incubator”, have fallen from a high 
of almost ¥200,000 to be offered now 
(again, with no takers) for under ¥50,000. 
Others have followed these two down: in 
Japan, it seems, investors are busy snuffing 
out the faint light of the new economy. All 
seven companies listed on Mothers, To- 
kyo’s new market for growth companies, 
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repricing, by taking a jobelsewhere. Potenti: 
new recruits will be sceptical about pron 
ises from start-ups about possible optior 
gains after a swift ro. The bleeding of exect 
tives from traditional firms will slow dow 
and may even reverse. A few months ago, th 
biggest risk seemed to be the opportunit 
cost of staying put. No longer. 

Even so, venture capitalists remain e€) 
tremely upbeat. They still have more capit; 
than they know what to do with. And the 
still believe that the Internet is going t 
change the world, and that the revolution 
in its infancy. Moreover, most venture cat 
italists are delighted with the public marke 
valuations fordot.coms,even at their currer 
reduced levels. Since it went public on Febri 
ary 29th, the market capitalisation of Onvi 
a small-business-to-small-business e 
change, has gone from $6 billion to about $ 
billion. Yet, during the first round of ventu 
financing a year ago, it was valued at onl 
$20m. “I may not make 200 times m 
money—but if it is only 10-15 times, that 
still a fabulous result,” says one of the luck 
adventurers invested in Onvia. For bear 
that probably indicates how far the mark 
still has to fall to reach rationality. 








Tech tumbles around the world 


are trading below their issue price. 

It is not only Japan that has experi- 
enced the shock of the new. From Bombay 
to Seoul, investors have been deserting 
high-techery. Kosdaq, South Korea's tech- 
stock market, fell on April 18th by almost 
4%, even though Nasdaq had perked up. 
Since reaching a record high on March 10th 
(the date on which Nasdaq peaked), it fell 
by some 43%. India’s Sensex index, down 
23% from its high, also fell gow! on that 
day. Volatility has shot up 
in Asian markets. Implied 
volatility—the number 
that traders plug into their 
option models—this week 
reached 40% on the Hang 
Seng and 50% on the Nik- 
kei. In more normal times, 
implied volatility on the 
Nikkei is 15-20%. 

Europe, too, has had its 
fair share of volatility. 
Frankfurts Neuer Markt 
has fallen by about a third 
since its peak last month, 
London’s TechMARK 100 
index is down by 40%, and 
France’s Nouveau Marché 
by 43%. A few stocks have 
fallen by more than two- 
thirds. Some relief came on 
April 17th, when Deutsche 





Or maybe down 


Telekom floated 9% of T-Online, its In- 
ternet-service provider. Its shares jumped 
by almost 40% on the first day of trading, 
partly because the price had been cut sub- 
stantially to ensure success. 

Where next for battered tech stocks? 
Clearly they are cheaper than they were: 
the Neuer Markt’s price-earnings ratio is 
modest (compared with Nasdaq, at least) 
at a mere 65. By any conventional yard- 
stick, of course, such a valuation is gener- 
ous. And there are other reasons to think 
that investors’ love affair with tech stocks 
might be over for now, at least. 

The market is awash 
with some fairly suspect 
companies chasing lim- 
ited advertising revenue, 
and in some cases engag- 
ing in some questionable 
management practices. 
World Online, a big 
Dutch Internet service 
provider, lost its boss 
after it emerged that she 
had sold a lot of shares be- 
fore her firm was even 
floated. Butin the end, the 
fate of high-tech shares 
on markets around the 
world will depend, as 
much as anything, on 
whether Nasdaq is 
merely suffering mid-air 
turbulence or is at last 
crashing to earth. 
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(MF/World Bank 


Business as 
usual? 


WASHINGTON, OC 


WSIVEN the swarms of protesters behind 
AJ the barricades nearby, delegates to the 
MF/World Bank spring meetings were re- 
lieved to have met at all. “The meeting went 
on as normal,” said Gordon Brown, Britain's 
inance minister and current chairman of 
he International Monetary and Financial 
Zommittee (imFc), the imr’s policy making 
body. He might have added that it made pro- 
gress in anormal way: almost imperceptibly. 

The agenda covered the old chestnuts of 
he debate about the international financial 
architecture: how to involve the private sec- 
ior in financial crises, the importance of in- 
‘emational standards and codes of good 
practice, and the need for greater transpa- 
rency. The mrc endorsed the Fund’s deci- 
tion to eliminate four lending facilities, and 
uggested that there should be further re- 
view of other types of loans to ensure that 
they provide the “right incentives” to bor- 
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rowing countries. This em- 
phasis on streamlining IMF 
lending, in order to discourage 
the long-term use of IMF 
funds, has recently been 
pushed hard by America’s 
Treasury. 

With an eye on the prot- 
ests, much was made of the in- 
stitutions’ role in helping the 
poor. The imrc’s communi- 
qué clearly acknowledged the 
“concer that the benefits the 
world economy is deriving 
from freer trade and more in- 
tegrated...capital markets are 
not reaching everyone, especially in the de- 
veloping countries.” The finance ministers 
made clear that the imr had a “critical” role 
to play in the poorest countries—a firm re- 
buttal of the recommendations of the recent 
Meltzer Commission, set up by America’s 
Congress, which had argued that the imr 
should get out of them altogether. 

There was much talk of the need tomove 
ahead quickly with debt relief for the poor- 
est countries. So far, debt relief has been 
granted to five countries (Bolivia, Maurita- 
nia, Mozambique, Tanzania and Uganda), a 





Japanese finance 





Limitless Wolfie 


total commitment of more 
than $14 billion. Another 15 
countries are likely to be con- 
sidered this year. 

At the meeting of the 
World Bank’s governors, the 
emphasis on issues that affect 
the poor was even more strik- 
ing. aips was top of the 
agenda. With 50m people al- 
ready infected. the disease 
was described as “a severe 
danger to devdopment pro- 
gress itself”. Mare than 95% of 
people with nv live in the de- 
veloping world. In the worst- 
affected countries, such as Zimbabwe, life 
expectancy has dropped by 17 years, James 
Wolfensohn, the Bank’s president, said there 
will be “no limit” to the funds available to 
fight the disease. 

The other big issue was trade. “Ministers 
recognised that developed countries have 
much to do to improve market access for de- 
veloping countries’ exports (such as agricul- 
ture and textiles),” said the communiqué. By 
bureaucratic standards, that was a blunt ad- 
mission. But so slow is rich-country trade lib- 
eralisation, it is almost worth a protest. 





Sleeping with the enemy 


'OKYO 


Perversely, financial deregulation is giving a big boost to Japan’s state-owned 


postal-savings system 


HIS was not in the script. Four years ago, 

Japan’s giant, state-owned postal-sav- 
ngs system, called yucho, seemed doomed. 
n a “big bang” of financial deregulation, To- 
xyo's backward finance industry was to be 
thrown open tocompetition. The post office, 
which runs yucho, would be pulled apart 
and privatised. Japanese bankers, who for 
years had been spitting blood about the sub- 
sidies yucho enjoys, seemed to have won the 
day. Alas, those celebrations were a bit pre- 
mature: the post office is still in the hands 
of the state and yucho’s share of the na- 
tion’s savings is bigger than ever. Worse, 
from the banks’ point of view, the post of- 
‘ice is making new forays into other finan- 
tial services. Far from curbing yucho's 
powers, big bang seems to have given it a 
fresh lease of life. 

One sign of this is the aggressive way 
that yucho is chasing the ¥106 trillion ($1 
trillion) of ten-year postal time-de- 
posits which mature over the next 
two years. Offering generous, 
fixed interest rates but the op- 
tion to withdraw money withno 
penalty after just six months, 
these savings products are, un- 
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derstandably, wildly popular in Japan. They 
make up nearly 90% of the ¥252 trillion- 
worth of savings that yucho had collected 
by March 1999. Almost half the fixed-rate de- 
posits were collected between 1990 and 1991. 
In those years money poured into the post 
office after the government more than tri- 
pled the limit for individual yucho savings 
accounts, to ¥10m. Starting this month, these 
accounts are coming due. 


EN 
















Under the law, yucho’s role is merely to 
offer a “simple and risk-free vehicle for small 
savings”. So the gusto with which it goes 
about piling up deposits draws flak. Banks 
are also fed up with competing for the de- 
posits on a far-from-level playing-field. Yu- 
cho pays no company taxes and no deposit- 
insurance premiums. All of its deposits are 
lent to the finance ministry, which has been 
reimbursing yucho at above-market interest 
rates. These hidden subsidies are probably 
worth more than ¥1 trillion a year. 

Thanks to Japan’s super-low interest 
rates, yucho is now paying justo.2%a yearon 
ten-year deposits. Accounts opened ten 
years ago paid as much as 6.3%. So much of 
the $1 trillion of maturing money is expected 
to leave the post office. But yucho has other 
ideas, saying it wants tocling on to 53% of this 
money, and is confident of succeeding. (If 

taxes and the ¥1om limit are taken into ac- 
count, the target is in effect 70%.) 
Only recently, the very existence of a 
budget for marketing yucho’s products 
and paying commissions to its 9,000- 
strong salesforce provoked storms of con- 
troversy in Japan. The bankers’ trade associ- 
ation, for instance, seized on 1mF advice in 
1996 to cut this spending as a first step to- 
wards reducing postal savings. Yet yucho 
is campaigning with more zest than ever. 
Ithas already spent ¥1 billion on televi- 
sion, newspaper and billboard ad- 
vertising to persuade customers to re- 
invest maturing deposits back in the 
post office. Its annual budget for sales 
commissions, meanwhile, has been 


7 





tales 


te Dingo we ex: vo 


wd ee 


“4 





increased by half, to ¥60 billion. This money 


is available not just to yucho’s salesmen but 
to any of the post office’s 275,000 employees 
in its network of more than 24,000 branches. 


Branching out 

This network is yucho’s real strength. It em- 
beds post-office workers deep in local com- 
munities, and gives the post-office customer 
relationships that commercial banks would 
die for. Much of the current marketing cam- 


paign is being conducted on foot, with sales- 


men and other workers making house calls. 
Customers too busy to go to the local post of- 
fice themselves may hand over their pass- 
books to visiting salesmen, who will arrange 
anew account for them at noextra charge. As 
in the past, this personal touch is proving ef- 
fective. By April 1oth, the latest figures avail- 
able, yucho had retained 69.4% of funds 
available to it, eerily close to its 70% target. 

Emboldened, yucho wants to make 
more of these relationships. It has been lob- 
bying the politicians to allow it into the pen- 
sions business. Yucho wants to act as a sales 
agent for third-party products when porta- 
ble pensions are introduced later this year. It 
already has a budget to develop this busi- 
ness, such is its confidence that the neces- 
sary legislation will be passed. 

Yucho has also begun to make more use 








of. its 24,000 automated-teller machines 
(arms), linking them with private banks’ 
Armsso that customerscan use either. And it 
wants to wriggle deeper into Japan’s pay- 
ments system by, for example, allowing cus- 
tomers to remit payments through its ATMS. 
This last item is especially important. Yucho 
has:recently lost some of its payments busi- 
ness to Japan’s convenience-store chains, 
which together have am even more compre- 
hensive branch network than the post office. 
The convenience stores’ ambitions in bank- 
ing are now such a threat to yucho’s pay- 
ments business that some senior post-office 
officials count them, and not the banks, as 
their chief competition, 

To justify its new assertiveness, the post 
office comes up with heart-rending self-jus- 
tifications. For example: with big bang un- 
leashing competition between private-sec- 
tor firms, some banks may neglect remote 
and unprofitable rural areas, Closer to the 
truth is that yucho is on the march because 
the opposition it used to face has splintered. 
Big bangis wreckingtheold solidarity among 
Japan’s bankers, their trade association is 
losing its power to maintain a united front, 
and yucho, at last, is beginning to find will- 
ing private-sector allies. 

Reportedly, Sanwa Bank, Bank of Yoko- 
hama and Sumitomo Trust plan to allow yu- 








cho to link its arm network with theirs. Su 
mitomo Trust is also said to be part of th 
portable-pensions initiative, along wit 
America’s Citibank. And this year yuchoha 
joined the banks in a pilot project for deb; 
cards. By joining hands with the private sec 
tor, officials have taken to explaining, th 
post office should no longer be accused ¢ 
robbing the banks of business. 

Japan’s politicians are unlikely to stoj 
this thievery. The entire administration ¢ 
one prime minister, Ryutaro Hashimot 
came unstuck on its ambitious plans to pri 
vatise the post office. In 1997 Mr Hashimoti 
was browbeaten into accepting a policy tha 
will see the post office turned into a publi 
company in 2003. The next year, his cabine 
had to resign. 

And this is an election year, making i 
even more unlikely that yucho will be reine: 
in. This week some Liberal Democratic Part 
politicians even called for yucho money t 
be used to prop up the stockmarket ahead c 
the election. The post office’s branch net 
work is a political as well as commercia 
goldmine, which can deliver huge number 
of votes, especially in Japan’s all-importan 
rural constituencies. Until the polls, it seem 
that all that limits yucho’s ambitions will bi 
its own sense of decorum. 


A dearth of data at the ECB 


FRANKFURT 


| 
| 
TATISTICS, as everybody knows, can be 
even worse than lies and damned lies. 
| But they are to central bankers what evi- 
| dence is to juries. Without up-to-date and 
| reliable economic data, monetary policy- 
| makers risk making costly mistakes. So it is 
| no small matter that, almost 16 months 
| after it started setting interest rates, the 
| European Central Bank still has several 
| large holes in its statistical map. 
| Start with timeliness. The chart, pro- 
duced by Axel Siedenberg, director of 
| economic research at Deutsche Bank, 
| shows that the euro area produces num- 
| bers far more slowly than America or Ja- 
pan (itself hardly renowned for statistical 
promptness), America’s Federal Reserve 
has weekly data on the money supply and 
official reserves, for instance, whereas the 
| cB publishes them only monthly. Amer- 
| icais 29 days quicker at bringing out unem- 
ployment data, 44 days quicker with in- 
dustrial production and an eye-popping 
103 days ahead on hourly wages. 

In some areas, the ecs still has no good 
data at all. For many indicators, it has yet to 
synthesise time series that stretch back 
through pre-euro years. There are also 
holes in current data for labour markets, 
import prices, government finances and fi- 


nancial markets, including fund flows be- 
tween savers and borrewers. Nor are there 
reliable data on the private-savings rate. 

To be fair, much progress has been 
made. The ecs’s small statistics team, led 
by Peter Bull, a former Bank of England 
number-cruncher, has done an impressive 
job of harmonising a ragbag of largely in- 
compatible national numbers, helped by 
Eurostat, the u's statistics agency. It is al- 
ready starting to think about enlargement 
of the euro area, whichrwill alter the statis- 
tical balance once again. 

The problem it faces is decentralisa- 
tion. Most of the ecp’s data come from 
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Eurostat, which gathers its numbers from 
national statistics agencies. They in tum 
rely on regional offices; there are roughly 
100 statistical staff at national or regional 
level for every one at Eurostat and the ec 
combined. Moving statistics up this pyra- 
mid takes time. Some national offices com- 
plain that they lack the budget to meet re- 
quests. Others require kid-glove treatment, 
especially those (in particular, Germany 
and France) that worry most about the 
£cB’s doing them out of a job. Political com- 
promises have led toinconsistencies: while 
some countries embrace harmonised sta- 
tistical methods, others are phasing them 
in over several years. The answer, most 
economists think, is greater resources and 
greater centralisation. 

Eugenio Domingo Solans, the ecs 
board member who oversees Mr Bull’s 
team, rejects the suggestion that poor data 
have so far hampered policymaking: “We 
don’t need a scalpel to slice a loaf, but a 
knife, and we have a goad enough knife.” 

That may be right, but only for now. In- 
complete statistics matter little in times 
when the overall direction of the economy 
is clear, as it seems to be at present. But, as 
Mr Siedenberg argues, they tend to cause 
bigger problems in times of uncertainty or 
major upheaval, such as.a market crash. At 
such moments quick and reliable data are 
essential--and slow, patchy numbers can 
be little better than no numbers at all. 
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Italian banking 


The final curtain 


BMILAN 


Remarkable as it might seem, Mediobanca’s days at the centre of Italian 


finance and business may be over 


LD soldiers, they say, never die; they 

simply fade away. Does this discom- 
forting fate now await Mediobanca? The in- 
vestment bank has long been famous for its 
shadowy butdecisive influence in the upper 
echelons of Italian finance and industry. Led 
by 92-year-old Enrico Cuccia, the honorary 
chairman, who has headed the bank since it 
was established in 1946, Mediobanca has 
waged many successful campaigns from its 
discreet headquarters in a quiet 
courtyard behind La Scala opera 
house in Milan. But now the mar- 
ket seems to hope that Mr Cuccia 
will withdraw from the fray. On 
April 17th, Mediobanca’s shares 
bucked the downward trend of 
the Milan market by rising, after 
reports that he was ill in hospital. 

A few days earlier Medio- 
banca had suffered its biggest- 
ever setback. This was the an- 
nouncement on April uth, by 
Banca Intesa, Italy’s largest bank- 
ing group, of its plans for Banca 
Commerciale Italiana (Bc1), part 
of the Mediobanca empire. Last 
October, Banca Intesa acquired a 
71% interest in Bc1, which had long 
been under Mediobanca’s sway 
and was indeed its largest share- 
holder, with a stake of 8.9%. After 
thwarting the planned purchase of sci by 
UniCredito Italiano (uct) earlier in the year, 
Mediobanca thought it had found, in Banca 
Intesa, a compliant ally. Instead, Banca In- 
tesa has decided to sell sc1’s stake in Medio- 
banca and to transform scı into a corporate 
and investment bank—in other words, intoa 
direct competitor to Mediobanca. 

This must be especially galling for Mr 
Cuccia, who worked at sci before establish- 
ing Mediobanca. The damage to his precious 
bank is enormous. Having stumbled during 
the 1990s, Mediobanca had seemed to be 
back on top last year. Indeed, it scored a se- 
ries of notable coups. For example, it man- 
aged the successful hostile takeover bid by 
Olivetti for Telecom Italia at the start of 1999. 
And, besides blocking uct’s bid for scl, it 
also stopped Sanpaolo ımı from taking over 
Banca di Roma, another of its allies. Later in 
the year it also helped Assicurazioni Gen- 
erali, an insurer in which it is the biggest 
shareholder, with an 1% stake, to acquire 
INA, another insurer. Managing the record- 
breaking privatisation of Enel, the state elec- 
tricity company, rounded off a year of what 
might have seemed spectacular success. 
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Nonsense, sniffs one ex-Mediobanca in- 
sider: the bank may have shone in a few bat- 
tles, but it has lost the war. That would be an 
unfamiliar experience for the ascetic Mr 
Cuccia, Until recently, his investment bank 
wielded power out of all proportion to its 
size. Mr Cuccia spun a web of cross-holdings 
and interests that allowed Mediobanca, 
with a staff of little more than 300 people, to 
exert enormous influence in the boardrooms 





After Cuccia, the deluge? 


of Italy’s banks and industrial groups. The 
bigwigs of finance and industry did their 
business in his salotto buono (“good draw- 
ing-room”), where Mr Cuccia deployed his 
power like a corporate fairy godmother: ar- 
ranging marriages, bailing out those down 
on their luck, cajoling and coaxing. 


Pumpkin time 

The trouble is that the methods and style 
that have sustained Mediobanca for half a 
century are out of place in modern markets. 
It has slipped partly because Italian business 
has changed. And during the past ten years, 
global investment banks have set up shop in 
Italy, providing services and an approach 
more in keeping with the times and clients’ 
needs. Locked in its own history, Medio- 
banca itself has not ventured overseas. 

At the end of March, while scr’s future 
was being decided by Banca Intesa, Medio- 
banca’s top management took cautious 
steps towards a restructuring intended to 
make the bank more like its American com- 
petitors. A senior manager says that the 
bank now prepares American-style presen- 
tations to pitch for work and intends to es- 
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tablish (whatever next?) a marketing depart- 
ment. Reform, however, does not extend to 
its relations with the press (non-existent), 
nor its annual report (brazenly obscure). 

Has Mediobanca left change too late? 
One investment banker thinks so, because it 
had an institutional function only when 
what counted was “knowing which strings 
to pull”. Former insiders say the restructur- 
ing is flawed because it has not identified the 
bank’s new “soul’—its core interests. There 
will be its normal existing range of activities: 


bond issues, syndicated and structured 


loans, mergers and acquisitions, and equity- 
market operations. But in the past Medio- 
banca’s “soul” was controlled not by these, 
but by its portfolio of investments. 

Small wonder: when it closed its finan- 
cial year on June 30th last year, Mediobanca 
owned 11.7% of Pirelli, a tyre- and 
cable-maker, 8.1% of Italmobiliare 
(cement), 6.3% of Falck (steel and 
energy) and 3.2% of Fiat, a car 
maker, as well as its 11% of Gen- 
erali’s stock. The bank also owns 
large stakes in two important in- 
dustrial-holding companies and 
has many other interests. Through 
these shareholdings, Mediobanca 
has been used to controlling large 
swathes of Italian business. 

At the same time, it has ig- 
nored its own shareholders’ value. 
Its shares languish, so ignored by 
institutional investors that securi- 
ties houses do notbother to follow 
them. Luca Comi, an analyst at 
Banca Leonardo, an independent 
securities house, says it would be 
hard to do research, because “the 
share price moves on rumours 
about what the bank and its friends are do- 
ing, rather than on fundamentals.” 

Investors interested in Mediobanca’s 
portfolio can anyway invest in the compa- 
nies directly, The bank’s shares in Generali 
alone account for about 80% of Medio- 
banca’s stockmarket capitalisation. “With its 
poor performance and large assets, the bank 
ought to be a target for takeover and break- 
up,” comments a former insider. But any 
such drastic outcome is unlikely so long as 
Mr Cuccia soldiers on. 

In losing sway over Bct, Mediobanca lost 
the second of its three main points of influ- 
ence. The first, Fiat, turned its back on itin the 
1990s. Only Generali remains, and Medio- 
banca may be tempted to use the insurer’s 
65% stake in Banca Intesa to exact some sort 
of revenge for its defeat over scr. But even 
here Mediobanca is threatened. Lazards, an- 
other investment bank, is an important 
shareholder in the insurer and is reportedly 
annoyed at the way Mediobanca’s scheming 
has destroyed value there. So Generali may 
find itself the scene of the next skirmish in 
Mediobanca’s long retreat. 
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Soft or hard? 


CONTRARY to some headlines at the 

end of last week, America’s stock- 
market bubble has not burst. Yet the market 
turmoil has prompted one topical econ- 
omic question: how much might a crash 
hurt America’s economy? 

The answer of many American opti- 
mists is that a slump in share prices would 
not trigger a recession, because the real 
economy is fundamentally so sound. It is, 
they argue, much healthier than Japan’s in 
the late 1980s or East Asia’s economies in 
the mid-1990s, just before their bubbles 
burst. It is certainly true that America has 
much to boast about: a budget surplus, 
faster productivity growth and an underly- 
ing rate of inflation that is still historically 
low. Look closer, however, and the Ameri- 
can economy is less sound than it seems. 

First, although the government has 
moved into budget surplus, American 
households and firms have been on a bor- 
rowing binge. That might be fine if the debt 
had been used mainly to finance invest- 
ments that would boost future productiv- 
ity and profits. But about half of all cor- 
porate borrowing over the past two years 
has been used to buy back shares, which 
has helped to prop up the stockmarket. 
Meanwhile, rising share prices have made 
households feel wealthier and so encour- 
aged them to borrow to finance a spending 
spree. Total private-sector debt in relation 
to Gor has risen to record levels. 

This appears not to matter because 
share prices have risen faster than debts. 
But if share prices tumble households may 
have to cut their spending. Most worrying, 
margin debt (borrowing to buy shares) has 
almost tripled over the past three years. If 
share prices drop, some of this would have 
to be repaid immediately, forcing investors 
to sell shares, sending prices still lower. 

Asecondconcem is that America’s cur- 
rent-account deficit has risen toa record 4% 
of cpp. So far foreigners have been more 
than willing to finance that gap, attracted 
in part by high stockmarket returns. But 
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Many American policymakers argue that a stockmarket collapse would 
inflict little damage on the real economy. Don’t bet on it 





America is already the world’s biggest for- 
eign debtor, with net foreign liabilities of 
$15 trillion, around 20% of Gpp. At some 
stage foreigners’ appetite for dollars may 
dry up. If this sends the dollar tumbling, it 
will push up inflation. America’s economy 
already looks red hot: retail sales jumped 
by 10% in the year to March, and inflation 
has now started to rise—to 3.7% over the 
same 12 months. This puts more pressure 
on the Fed to raise interest rates. 


The wealth defect 


America’s overhang of private debt and its 
large external deficit mean that the conse- 
quences of a stockmarket crash could be 
more severe than most people expect. The 
direct impact of movements in share prices 
on the economy operates through the 
wealth effect. Alan Greenspan, the Fed 
chairman, has said this effect has boosted 
growth by one full percentage point, on av- 
erage, in each of the past four years. So 
what might happen if share prices go 
sharply into reverse—a sustained fall of 
30-40% across the board, say? (Not implau- 
sible: by some traditional valuation meth- 
ods, that would still leave share prices 
overvalued, and they typically overshoot 
on the way down as well as on the way up.) 

Conventional economic models sug- 
gest that the wealth effect by itself would 
slow America’s rate of growth, but that it 
would not push the economy into reces- 
sion. However, the old rules of thumb may 
no longer apply. If current levels of bor- 
rowing and spending are based on the rosy 
assumptions of continuing high stock- 
market returns, the negative impact of a 
crash on consumption and investment 
could be bigger. Heavy borrowing could 
turn a mild downturn into a recession if 
debtors suddenly had to cut spending in 
order to service or reduce their debts. 

A crucial indicator of vulnerability is 


the private sector’s financial deficit (the gap 
between total private saving and invest- 





ment), which has increased to an unprece- | 
dented 4% of cpp. Until the past few years, — 


the private sector had been in consistent 
surplus for 50 years. Last year, an IMF anal- 
ysis found that all economies that have 
previously experienced a financial deficit 
on this scale have suffered recessions when 
asset prices tumbled. 

American optimists point to October 
1987, when Wall Street fell by 34%, yet the 
economy did not dive into recession. How- 
ever, there are important differences be- 
tween today and 1987. First, in 1987, because 
the Fed eased monetary policy, share 
prices bounced back quickly. A sustained 
decline would have a much bigger impact. 
Many investors expect the Fed to cut rates 
again if the market slumps now. Yetit really 


needs to raise interest rates,notcutthem,to | 


curb inflation. Second, a fall in share prices 
would make a much bigger dent in con- | 


sumer spending than in 1987, because more 
than half of American households now 
own shares, compared with only one- 


quarter then. And third, in 1987 the private | 


sector was running a financial surplus, not 


a deficit, soit was less vulnerable toa slump 


in asset prices. 


American policymakers hold one last 


trump card. They argue that previous 
stockmarket collapses have resulted in 
deep recession or even depression only be- 
cause of serious subsequent policy errors 
that they will avoid this time. In the early 
1930s, the American government and the 
Fed kept fiscal and monetary policies far 
too tight even as output slumped. Simi- 
larly, Japan’s slump in the 1990s was pro- 
longed largely due to overly tight monetary 
policy and because the government was so 
slow toclean up the rotten banking system. 

The government's budget surplus also 
gives it plenty of ammunition, to cut taxes 
or raise spending if the economy slumps. It 


is worth remembering, however, that | 


j 


when Japan’s bubble burst in 1990, the Jap- 


anese government was running a bigger | 


budget surplus than America today. Now it 
has a massive budget deficit and stock of 
debt. Fiscal easing can certainly stop a 
stockmarket crash turning into a depres- 
sion, but it may not be enough to save 
America from some sort of recession. 


| 
| 
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SCIENCE AND TECHNOLOGY 


Miracles under the microscope 


DURDES AND ROME 


“he investigation of miracle cures represents a curious intersection between 


medical science and religious doctrine 


N MODERN medicine, miracles may seem 

a-dime-a-dozen. Conditions that carried a 
leath sentence only a quarter of a century 
go, such as leukaemia, are now routinely 
reatable with a mixture of high-tech drugs 
ind surgery. Cochlear implants now allow 
he deaf to hear; retinal transplants restore 
ight to the blind; new anti-inflammatory 
trugs allow the lame to walk; and sophisti- 
ated tests can find a cancer in 
he body even when only a few 
ells have gone awry. 

But in Lourdes in south- 
vest France, where 80,000 in- 
ralids each year visit the shrine 
o the Virgin Mary, mir- 
icles—in the strict theological 
ense—are a good deal less 
‘ommon. Since 1862, only 66 of 
wer 6,700 cures declared by 
vilgrims have been deemed 
‘miraculous” by the Catholic 
Shurch. The number of such 
ures has diminished in recent 
rears, with only four in the 
rast four decades. The lat- 
‘st—a sudden recovery from 
nultiple sclerosis—was af- 
irmed by the Church in 1999. 

That such claims persist at 
ill may seem at odds with 
‘weeping progress in medical science. Yet in 
act science plays a pivotal role in the elabo- 
ate process the Catholic Church employs to 
nvestigate miraculous phenomena. Some 
loctors charged with such examinations 
velcome the new tools and knowledge of 
nedical science as a means of easing their 
ask; others feel that such rapid advances 
nakean already complicated job far trickier. 
sut a few theologians are beginning to ask if 
nedical miracles, measured by the yardstick 
of science, are the best basis for the human 
issessment of saintliness in the first place. 


iend for the miracle detectives 

Medical miracles are routinely assessed by 
wo Catholic groups, for different reasons, 
sut using the same set of guidelines. In Rome, 
niracles are investigated because they are 
egarded as divine confirmation of worthi- 
iess for beatification (being declared 
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“blessed”) or canonisation (being made a 
saint). In Lourdes, meanwhile, miracles are 
carefully vetted to prevent false claims tar- 
nishing the shrine’s image. 

According to Catholic doctrine, a miracle 
is a sign of God’s grace, manifested as a sud- 
den event that defies rational or scientific ex- 
planation. Miracles are no sideshow in 
Christianity: after all, the entire faith is 





Medical or miracle? 


grounded on Christ’s resurrection, and the 
Bible abounds with accounts of miracles, 
from the parting of the Red Sea to the feeding 
of the five thousand. 

Lourdes, too, is founded on a miracle. In 
1858, so the story goes, a poor shepherdess 
started seeing visions of the Virgin Mary ina 
grotto near the village. Local authorities tried 
to discredit her claims, but the local people 
were convinced and the first pilgrimages to 
this Pyreneen outpost began a few months 
later. Today some 5m faithful visit the shrine 
every year. The town is considerably en- 
riched by the experience: the travellers 
spend FFrz billion (around $300m) on food, 
hotels and an astonishing array of religious 
trinkets and souvenirs. 

The sick first started turning up at 
Lourdes in considerable numbers in 1875. A 
combination of prayer and immersion in the 
waters of a sacred spring revealed by the vi- 


sion started doing wonders fora few of them. 
Eight years later a Medical Bureau was estab- 
lished to investigate claims of miraculous 
cures, in order to weed out cases which, 
through fraud or wishful thinking, might un- 
dermine faith in the special powers of the 
site. (Lourdes has always had its sceptics: 
Emile Zola famously asked why there were 
no wooden legs among the crutches cast 
aside by those who had been cured.) 

In 1999, 19 patients declared themselves 
healed. According to Patrick Theillier, head 
of the Medical Bureau, six of these are “legiti- 
mate” cases: a herniated disc, two ovarian 
tumours, breast cancer, deafness and a skin 
lesion. To be considered further by Lourdes’ 
complex vetting process, such cures have to 
meet strict standards laid Gown by Pope 
Benedict xrv in the 18th century. The original 
disease must be incapacitating, 
with a sure and precise diag- 
nosis. Any organic or physical 
ailment qualifies, but psychi- 
atric conditions are, for the 
moment, excluded since diag- 
noses are too uncertain and 
recoveries too hard to assess. 
The cure, which should be sud- 
den, instantaneous and with- 
out convalescence, must not 
result from medical treatment; 
and recovery must perma- 
nently restore normal function 
to the beneficiary. 

Patients are first examined 
by Dr Theillier, in consultation 
with their attending doctors, 
since most of the sick come in 
organised pilgrimages com- 
plete with their own medical 
entourages. Dr Theillier also 
consults the patient’s regular doctor, back at 
home, for a case-history. 

Next, the patient is sent packing, to re- 
turn the following year with his full medical 
records. These are then considered by 
Lourdes’ international medical association, 
made up of doctors in town for the pilgrim- 
age who take an interest in the case. Up to250 
different doctors will pore over the records, 
and poke and prod the patient, for three 
years running. If the cure still stands up to 
scrutiny, the case is passed on to the interna- 
tional medical committee—2o experts, not 
all Catholic—who meet annually to decide 
such matters. One or two doctors who spe- 
cialise in the condition will take charge of the 
patient, calling him in for further tests and 
re-examining the records. They then present 
the case to their peers for a vote. 

Neither medical body is in the business 
of declaring miracles, according to Michael 
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SCIENCE AND TECHNOLOG 


The Internet’s open-source patron saint 


NLIKE the well-established rules for 

beatification and canonisation, the 
allocation of patron saints to particular 
activities is somewhat haphazard. Only in 
a handful of cases have patron saints been 
officially denominated by the pope. St 
Clare of Assisi, who was said to have been 
able to see and hear distant events, was de- 
clared patron saint of television in 1958; 
and the Archangel Gabriel was made pa- 
tron saint of telecommunications in 1921. 
Thus saints who lived many centuries ago 
became associated with rather more mod- 
em inventions. 

The vast majority of patron saints, 
however, are linked to their various trades, 
activities or professions by nothing more 
than tradition derived from stories associ- 
ated with their lives. In some cases, these 
traditions have been extended to embrace 
new technologies. Joseph of Cupertino, for 
example, who lived in the 17th century, be- 
came the patron saint of aviators and astro- 
nauts because he was said to have levitated 
during worship. Similarly, there are patron 
saints for photographers, motorcyclists 
and radiologists. 

The rise of the Internet has produced a 
number of candidates to be its users’ pa- 
tron saint. The Internet is a potent tool 
when it comes to spreading the word and 
stirring up support for a particular cause. 
But it is also a place where half-truths can 
quickly assume the status of fact—as in the 
case of St Isidore, who is the subject of 
much online rumour. 








Dulake, who belongs to the medical commit- 
tee. That is left to the bishop of the patient’s 
diocese, along with his own theological 
counsellors, who determine if the cure has 
any special spiritual significance for the 
beneficiary and his witnesses, reinforcing 
their faith in God. The doctors’ job is merely 
todetermine ifa cure surpasses normal med- 
ical expectations in its speed or magnitude, 
in ways which cannot be accounted for by 
scientific understanding. 

In this respect, Lourdes’ two medical 
committees are performing a sort of inverse 
peer review. Like normal doctors and scien- 
tists (as indeed they are in their day jobs), 
they sit in judgment over clinical evidence. 
But whereas a body of experts vetting a med- 





Correction Last week's leader on the ivory 
trade (“An elephantine problem”) said that Ke- 
nya’s elephant population had fallen from 
40,000 to 5,000 between 1970 and 1988. These 
are actually the figures for Tsavo National Park 
only. The national fall was from 167,000 to 
16,000; and after a ten-year ban on ivory trad- 
ing the population has recovered to 26,000. 
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Isidore, isn’t it? 


St Isidore was born in Seville in the 
sixth century, and compiled a 20-volume 
encyclopedia-like reference work, called 
“The Etymologies”, which covered a wide 
range of religious and secular topics, It was, 
say his supporters, an early example of a 
database of categorised (if unreliable) 
knowledge. That makes Isidore the ideal 
candidate for patron saint of the Internet. 

Noteverybody agrees. The followers of 
San Pedro Regalado, a 15th-century Span- 
ish priest, believe that the Internet's defin- 
ing quality is its ability to annihilate dis- 
tance, rather than its dubious usefulness as 
a reference work. San Pedro was said to 


ical paper for publication will look for a 
sound scientific basis for the findings and 
reject any anomalies or artefacts, these are 
exactly the cases that Lourdes accepts for 
further consideration. 

This is a tricky balancing-act for the 
shrine’s medical consultants, as they try to 
apply the rapidly evolving techniques and 
information of their conventional medical 
practice to a completely different end. As Dr 
Theillier notes, a greater understanding of 
the molecular basis of diseases (such as can- 
cer) means that fewer conditions are medi- 
cally unexplainable, so the threshold for 
miraculous cures at Lourdesis rising. In some 
ways, new technologies also complicate the 
medical adjudication: the whole process 
takes much longer than it did in the past, be- 
cause there are so many laboratory tests and 
clinical examinations to consider. 

Since most patients now have some sort 
of medical treatment before coming to the 
shrine, disentangling its impact from the 
Lourdes effect is also increasingly difficult. 
The Medical Bureau is investigating one 
woman with polyarthritis, which had crip- 


have appeared in two places at once, and 
was also renowned as a navigator. This, say 
his fans, makes him a better choice. Also 
nominated is Santa Tecla, a Catalan reli- 
gious figure said to be able to help those 
suffering from computer problems. 

The Vatican has not yet pronounced 
on any of these candidates as the Internet's 
patron saint, despite numerous reports 
claiming that St Isidore has been officially 
chosen. But, given that most patron saints 
have never been formally appointed ei- 
ther, St Isidore’s lack of official credentials 
does not necessarily matter. If enough In- 
ternet users adopt him as their patron 
saint, that will in effect constitute a tradi- 
tion that needs no ruling from Rome. 

Such an approach tochoosing a patron 
saint would, moreover, be in keeping with 
the way things are done on the Internet, 
where protocols and standards are not im- 
posed from the top down by a governing 
body, but left to arise spontaneously. Of- 
ten, several competing solutions to a par- 
ticular problem are proposed simulta- 
neously. But if enough people support a 
particular standard (such as HTTP, the pro- 
tocol that underlies the World Wide Web) 
it assumes official status. 

So which would-be patron saint has 
the most support online? A quick poll us- 
ing the AltaVista search engine to count 
web-page references to the candidates sug- 
gests that St Isidore has a clear lead, with 
800 or so references—ten times as many as 
San Pedro or Santa Tecla. But will St Isi- 
dore’s appeal extend beyond the early 
adopters? Remember, Netscape’s browser 
once had an 80% market share, too. 


pled most of her joints, who was able tı 
move again after her rituals at Lourdes (; 
place whose damp tries even the able-bo 
died, let alone the arthritic). Blood test 
showed changes in the levels of certain im 
munological molecules linked to the diseas 
before and after her declared cure. But sine 
she had also been taking cortisone for her ill 
ness, however ineffective it proved for th 
symptoms, an unexplainable cure wa 
harder to pin down. 

A century ago, such complications dic 
not arise. Sick pilgrims either had little acces 
to medicine, or were offered therapies wit! 
only limited effectiveness—so cures seeme: 
all the more remarkable. Today, antibiotic 
have put paid to the legions of tubercular pa 
tients who once flocked to Lourdes; thei 
places have been taken by those sufferin 
from non-infectious conditions, such as can 
cer, who now receive at least palliative car 
before arriving. 

But new technology can also make med 
ical decisions easier. Dr Theillier has acces 
to a wide range of scientific literature via th 
Internet. One possible explanation that h 
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ind the other medical experts must elimi- 
-ate is that the sudden recovery is actually a 
jpontaneous regression of disease. This 
ends to be a gradual process, unlike the sud- 
sencures of Lourdes, butit could account for 
‘ome of the phenomena. The Internet pro- 
tides documentation of these reasonably 
jare events in the secular world beyond 
sourdes, which allows the shrine’s doctors to 
sompare the features of their limited num- 
ber of cases with a far larger sample. 
Of course, better tools also help to rule 
utone of the biggest problems in determin- 
ng whether a cure surpasses medical expec- 
ation: misdiagnosis. A sudden cure from a 
inalignant tumour might seem less miracu- 
ious if it turns out to be an abscess instead. 
New radiological instruments, such as mag- 
aetic resonance imaging (MRI), are particu- 
larly welcome. Indeed, the most recent cure 
io be declared “medically unexplain- 
ible”—a Frenchman paralysed with multi- 
dle sclerosis who was suddenly able to move 
after praying at Lourdes—was a difficultcase 
ior the medical committee to judge since 
there was no mri (which the committee used 
in: the.1990s to confirm his cure) prior to his 
ielf-declared recovery in 1987. His diagnosis 
was based only on symptoms, which are 
pen to misinterpretation. In the end, the 
sommittee decided to pass his case on to the 
diocesan bishop, in Angoulême, who 
avoided the m-word, declaring his sudden 
and complete recovery “a personal gift from 
3od anda sign of Christ the Saviour through 
ihe intercession of Our Lady of Lourdes.” 
“ Hand of God or not, there is no doubt 
that those who come to Lourdes benefit 
Fom the festival atmosphere, in which all 
those on stretchers or in wheelchairs can 
participate, whether young or old, And 
while prayer may not cause miracle recover- 
es, small-scale clinical trials in America do 
show that elderly patients who pray during 
the first year after coronary artery bypass 
surgery suffer less depression and anxiety, 
which are known to undermine recovery. 
Another study, published late last year by re- 
searchers at St Luke’s Hospital in Kansas City, 
found that patients in a coronary-care unit 
who were prayed for by others, even with- 
out their knowledge, suffered fewer com- 
plications than those patients who went un- 
prayed for, 





The patientsofa saint 


The Vatican’s miracle investigators are con- 
cerned primarily with cases in which a cure 
s attributed to the intercession, following 
prayers on the patient's behalf, of an exem- 
olary individual. One such miracle qualifies 
that individual for beatification, another for 
sainthood. Since 1978, Pope John Paul n has 
beatified 984 people and created 296 new 
saints—more than any other pontiff in the 
past century (see chart). This has meant in- 
vestigating a large number of miracles. 

~ The body charged with the scientific and 
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theological assessment of miracles, the Con- 
gregation for the Causes of Saints, now has as 
many as 1,500 candidate cases under investi- 
gation, according to Monsignor Robert 
Sarno, one of its officials. Almost 99% of the 
miracles submitted for investigation are sud- 
den medical cures. (Other miraculous phe- 
nomena not associated with beatification or 
canonisation, such as weeping statues, are 
dealt with by the Vatican’s Congregation for 
the Doctrine of the Faith, which is tight- 
lipped about its procedures.) 

A case in point is the forthcoming cano- 
nisation, this October, of Sister Katharine 
Drexel. It is somewhat ironic that Drexel 
Burnham Lambert, the bank that brought 
the world the junk bond, should also be as- 
sociated with America’s second saint. Katha- 
rine Drexel, who died in 1955, was heiress to 
the Drexel banking fortune, but tumed away 
from riches and devoted her life to religion 
and to educating downtrodden blacks and 
native Americans. She was beatified in 1988. 
Approval for her canonisation came after a 
desperate mother prayed for her interces- 
sion and found that her daughter was sud- 
denly cured of profound neural deafness. 

Causation or coincidence? Not a ques- 
tion that the legion of medical experts con- 
sulted by the Vatican has to answer. Their 
job is to determine if the cure is scientifically 
explainable on the basis of misdiagnosis, 
treatment, or through the natural course of 
the disease, using Pope Benedict's criteria. 

Initially, medical experts meet at the lo- 
cal level to assess the case and sift through all 
the clinical evidence before and after the 
cure, like their colleagues in Lourdes. Most 
phenomena fail to pass this filter, but those 
that succeed are sent to an advocate, or pos- 
tulator, in the Vatican. Further medical opin- 
ions are solicited from international experts 
(regardless of their own religious persua- 
sion). Finally, the Congregation’s own medi- 
cal board, the Consulta Medica, considers 
the evidence. 

In Katharine Drexel’s case, the investiga- 
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tions culminated in a 700-page tome cover- 
ing the full medical history of the girl since 
her birth in 1992, interviews with doctors, 
testimonies from friends and relatives about 
her illness and recovery, and the timing and 
nature of invoking the putative saint’s inter- 
cession. With the Consulta Medica’s bless- ~ 
ing, it was passed on to the Congregation’s. > 

board of theological consultants, where nine 
churchmen judged the link between: prayer. 
and sudden effect. After a further vote by tl the 
cardinals and bishops of the congregation, a : 
recommendation to recognise the miracle 
was then passed on to the pope, who always 

has the final say. 

Asin. Lourdes, some of those involved.in 
the medical process of miracle-assessment 
welcome new. scientific tools. As Franco De 
Rosa, a professor of internal medicine at the 
First University of Rome, points out, better 
instruments do a better job of weeding out. 
the physically explainable phenomenafrom © 
the truly unaccountable, and can thus 
strengthen the experts’ verdict. 

But Paul Molinari, Postulator General of 
the Jesuit Order, and the man responsible 
for Katharine Drexel’s case, questions the 
practice of pinning sainthood on scientifi- . 
cally assessed miracles. As knowledge of hu- 
man genetics and the body’s biochemical 
processes grows, phenomena that are unex- 
plainable today may have demonstrable 
mechanisms a decade from now. Twenty 
years ago, researchers had little idea how 
cells turned cancerous; today there is a vast 
line-up of biochemical suspects. Might this 
mean that yesterday’s miracles would not 
pass by today’s scientific standards? 

Father Molinari and other postulators 
would like to see beatification and canonisa- 
tion based essentially on a candidate's out- 
standing moral example, taking into account 
the assistance and inspiration such moral 
models can provide, rather than requiring 
two blockbuster medical miracles. But the 
recognition of such “moral miracles” is still 
far from becoming Church doctrine. 

Meanwhile, some scientists are con- 
cerned that the procedures used to assess 
miracles are a misuse of scientific methods... . 
Others, less harshly, point out that what sci- © 
ence has revealed about the inner workings ©- 
of the cell would have seemed fantasticeven 
a century ago; nature is, arguably, miracu- 
lous in itself. Researchers now know, for ex- ` 
ample, that certain genes switching on and 
off can cause spontaneous elimination of 
cancerous cells. But what suddenly initiates 
this process remains unknown. To the faith- 
ful, the trigger may as well be God. 

Regardless of the sophistication of the 
medicine that the Church brings to the study 
of miracles, they remain, in the final analy- 
sis, a spiritual rather than a scientific matter. 
There is enough clarity in the miraculous to 
satisfy believers—and enough obscurity to` 
satisfy sceptics. 
gather tetas ea aa ec T PENE MONINAI 8 
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Ra-Ra-Rasputin 


Russia may be one of the hardest countries of all to know. A fresh look at its 
history, cinema and landscape proves there is always yet more to learn 


E HAS been called everything from a 

saint to the Anti-Christ; from a mad- 
man to a monk. Dozens of books have been 
written about him in a dizzying array of lan- 
guages, as well as that memorable Boney M 
pop song. His name has been given to restau- 
rants, bars, brothels and streets. Everybody 
has heard of him, and still no one seems to 
know who Grigory Rasputin really was. 

Edvard Radzinsky, a flamboyant, popu- 
list Russian historian and playwright, claims 
in this latest addition to the bookpile, to have 
written the final word on the man who con- 
tributed so dramatically to the downfall of 
the last tsar of Russia. But one thing that can 
be said with certainty about Rasputin is that 
people will continue to be fascinated by his 
contradictory blend of mystical holiness, 
sexual depravity and political potency. 
There will never bea final word. 

Mr Radzinsky, who has written exten- 
sively about the reign of Nicholas 11, took a 
decision early on in hiscareer not todescend 
into “pulp fiction”, as he termed it,and tackle 
Rasputin. However, in 1995 something hap- 
pened that made embarking on such a book 
a fated necessity. A file came up for auction 
at Sotheby’s—a bulky file with an even more 
cumbersome name—which had an untrace- 
able provenance. It was bought by Mstislav 
Rostropovich, a famous Russian cellist and 
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THE RAspuTIN Fite. By Edvard Rad- 
zinsky. Bantam Doubleday Dell; 512 
pages; $29.95. Published in Britain as 
“Rasputin: The Last Word”. Weidenfeld 
& Nicolson; £20 


conductor, who presented it to his great 
friend Mr Radzinsky. 

Thus did the file of the “Extraordinary 
Commission of Inquiry for the Investigation 
of Illegal Acts by Ministers and Other 
Responsible Persons of the Tsarist Regime” 
fall into the hands of the man who could be 
best relied on to broadcast its findings. 

The file contained a detailed series of in- 
terviews conducted shortly after the Russian 
Revolution with many of the protagonists in 
Rasputin’s circle, but the resulting book is 
not a definitive biography of the man. It is, 
however, a vivid, engaging and sometimes 
maddeningly self-indulgent text in which 
the author dances a pas de deux between his 
roles as historian and dramatist. 

Here, with a true historian’s fervour for 
accuracy, a large group of individuals photo- 
graphed in Rasputin’s salon are all identi- 
fied. There the sometimes-boastful authorial 
voice intervenes and tendentious theories 
are floated on currents of old hearsay. 

Rasputin’s early life in a small Siberian 








village is skipped over with indecent hast 
Born in 1869, a year after the tsar, Rasputii 
seemed destined to a perfectly ordinar 
peasant life when an enforced stay in a locz 
monastery, named Verkhoturye, seems t 
have changed him forever. There Rasputii 
probably became involved with a banne 
Christian sectcalled the Khylysti whose cen 
tral tenet was “sin to drive out sin.” The Khy 
lysti’s belief that sex was the route to salva 
tion had obvious appeal to a man lik 
Rasputin, whose animal carnality few faile: 
to notice. 

Torn between this unorthodox faith an 
a more conventionally ascetic spirituality 
Rasputin set off on foot on a two-year pil 
grimage around Russia and then to the Hol 
Land, pushing himself to the brink of starvz 
tion and sanity. In the process he seems t 
have learnt to harness his energies in a wa 
that would later prove endlessly mystic: 
and hypnotic toothers. When he arrived in! 
Petersburg just after the October Revolutio 
in 1905, he made an immediate impressio! 
on the church authorities and was quickl 
brought into the presence of the royal famil 
who harboured the terrible secret of Tsarey 
ich Alexei’s haemophilia. 

Rasputin’s political power emanate: 
from a supposed ability to staunch the tsz 
revich’s bleeding and lessen his pain. But hi 
healing hands soon also became indispen: 
able to the Tsarina Alexandra who neede 
him to calm her nerves, cure her headache 
soothe her rages and echo back her own de 
sires in the guise of the word of God. 

Mr Radzinsky makes it clear that Raspt 
tin, rather than directing Alexandra, primai 
ily told her what she wanted to hear. How 
ever, as the political situation deteriorate 
and Tsar Nicholas’s energies were diverted t 
running the disastrous Russian war effor 
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MRasputin’s influence over Alexandra 
strengthened. Dismissing the endless news- 
(stories, police reports and gossip about Ras- 
tin’s whoring, gambling and licentious be- 
Baviour Alexandra lobbied incessantly to 
Shire and fire ministers, church leaders and 
advisers solely on the basis of whether they 
were friends or enemies of the man she 
called “Our Friend”. By the time that Raspu- 
tin was murdered by a group of aristocrats 
led by Felix Yusupov and Grand Duke Dimi- 
tri, Nicholas had been reduced to running 
Rasputin’s holy comb through his hair be- 
fore making a decision. 

This book draws a vivid picture of the 
decadent, superstitious and gossipy climate 
of pre-revolutionary Russia, with Rasputin 
at its centre. Whether he was truly able to 
make prophecies remains open to doubt, 
but no reader can come away from Mr Rad- 
zinsky’s biography without a powerful im- 
pression of the charm and charisma of the 
semi-literate bearded peasant from Siberia. 





Soviet cinema 


Fear of freedom 


REAL IMAGES: SOVIET CINEMA AND THE 
Tunaw. By Josephine Woll. I.B. Tauris; 280 
pages; $59.50 or $24.50 (paperback); £39.50 or 
£14.95 (paperback) 


ROM 1954 to 1967, broadly speaking the 

Khrushchev era, Soviet cinema enjoyed 
a period of relative licence sandwiched be- 
tween Stalin’s tyranny and the dead hand 
of Brezhnev. Films looked fresh and caught 
the world’s attention—“The Cranes are Fly- 
ing”, “Ballad of a Soldier” and “The gist”, to 
name but three. Yet today they are rarely 
seen and largely forgotten. Why? 

In this valuable and well written ac- 
count of that period, Josephine Woll spot- 
lights an observation by a Russian writer, 
Vitaly Troyanovsky. The central paradox of 
the thaw, he argued, was that it embodied 
two conflicting currents—a hunger for per- 
sonal freedom and a belief, after the cult of 
the personality had been discredited, in the 
“collectivist divinity”, which in tum denied 
individual freedom. In other words, artists 
were operating with one hand still tied be- 
hind their backs. 

The author describes well the shifting 
climate in which these films were pro- 
duced, nails the villains and salutes the 
champions. Vladimir Baskakov, head of 
Goskino, the central state administrative 
body for the cinema, emerges as a particu- 
larly nasty piece of work. “You son of a 
bitch, we'll help you change professions,” 
he told Andrei Smimov, consigning his 
film, “Angel”, to the vaults for 20 years. 

The unlikely hero of the hour was a vet- 
eran director named Ivan Pyriev, hitherto 
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A shocking Russian 


F YOU want to be disturbed, go to the 

Photographer's Gallery in London and 
gaze at the pictures taken by Boris Mikhai- 
lov, a photographer who lives in the grim 
Ukrainian city of Kharkov. Both the show, 
and his “Case History” (Scalo; 478 pages; 
$49.95), are relentlessly brutal catalogues 
of urban depravity: women who have 








photographer 


been beaten up; derelict, collapsed, 
gnarled old men; ten-year-old alcoholics 
and dope-addicts, most of them depicted 
against backdrops of hideous squalor. 

Bizarrely, Mr Mikhailov has per- 
suaded many of these physical wrecks to 
take their clothes off. Many of them dis- 
play their unlovely genitalia to the cam- 
era. for no reason except, presumably, to 
emphasise their disgusting wretchedness 
and degradation. Why? So that others— 
explains the photographer—can “leam 
about their lives” in a “zero state”. 

Is there a political message? Mr Mikh- 
ailov says he wants to tell the story of pov- 
erty, looking especially at the plight of the 
bomzhi, as homeless people are called. 
Perhaps there are more of them than there 
were. But in the late 1980s, the magazine 
Ogonyok, in the heyday of Gorbachevian 
glasnost, ran an article suggesting that 
there were more than 800,000 of them in 
the Soviet Union. Squalor in Russia and 
Ukraine is nothing new. You could have 
taken such pictures at any time. 

The difference is that the censor 
would once have forbidden them. Now, 
Mr Mikhailov can get people to parade 
their misery, and their anatomies explic- 
itly. This is an achievement—but a pretty 
weird one. 





known for ludicrous musicals and come- 
dies about tractor drivers, such as “Kuban 
Cossacks”. In western circles he has long 
been a laughing stock—the epitome of all 
that was bad about Stalinist cinema. After 
this book, his personal stock will surely rise. 
Time after time, through a combination of 
histrionics, sarcasm and political astute- 
ness, he outmanoeuvred the philistines to 
get the work of young colleagues over the 
hurdles and on to the screen. 

A weakness in the book is that al- 
though it examines a wide selection of Rus- 
sian movies (some familiar, others never 
shown in the West) most are of a certain 
kind—contemporary dramas, war stories 
and the like—which highlight stumbling 
blocks for artists working in the Soviet Un- 
ion at that time. They are films that prove 
Mr Troyanovsky’s point. The really distinc- 
tive movies, ones that don’t fit and were 
mostly suppressed, receive limited atten- 
tion. Maverick directors, such as Andrei Tar- 
kovsky and Sergei Paradjanov, are consid- 
ered, but Andrei Konchalovsky’s “Asya’s 
Happiness”, Larisa Shepitko’s “Homeland 
of Electricity” and Aleksandr Askoldov’s 
“The Commissar”, all adventurous and 
individual films which were shelved for 20 
years, are addressed only in passing. 
a —— 


English letters 


Caught in the 
headlights 


THE CENTENARY LetTeRs. By William Cow- 
per. Carcanet; 162 pages; £12.95 


jo | WROTE my last letter merely to in- 
form you that I had nothing to say; in 
answer to which you said nothing.” Thus 
wrote the English poet and hymnwriter 
William Cowper—half seriously, half in 
jest—to his friend the Reverend William 
Unwin in 1779. Cowper died 200 years ago 
next week at the age of 68. By then he had 
written some of the most engaging letters in 
the English language, and with a humorous 
ease which is as fresh and appealing to 
readers today as when they were written. 

Cowper could write on anything, and 
generally did. He had much to say about 
the slave trade, for example, the harshness 
of the English public-school system and the 
ambiguous “success” of the French Revolu- 
tion. He also wrote brilliant comedy about 
his love for his four pet hares. This new se- 
lection includes some of the best. 

To Cowper, a letter was a kind of 
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serendipitous conversation, like a casual 
walk, an unpremeditated thing which only 
stopped when the appointed end had been 
reached. Cowper suffered all his life from 
depression and even from the occasional 
bout of madness. The last years of his life 
were of unalloyed misery. One of the rea- 
sons he wrote letters and poems so copiously 
was that they lifted his spirits, diverting him 
from the demons within. In short, he wrote, 
as Edward Lear did too, to make himself 
laugh. Dejection of spirits, that “which may 
have prevented many a man becoming an 
author, made me one”, is how he so aptly put 
itin another of those letters. 

Cowper died at the very beginning of 
the 19th century. His life and work seem to 
belong a little to that vanishing world and a 
little to a realm in the making—the world of 
the Romantic movement. Much of his early 
poetry is sententious, a poetry written with 
designs upon its readers which strives above 
all to be morally useful. That is the 18th- 
century side to his nature. Another side of 
him prefigures the writings of Wordsworth 
and Coleridge—passionate poetry of feeling; 
poems which hymn the beauties and the 
consolations of the natural world. 

Cowper first became known for the “Ol- 
ney Hymns”, some of which are still sung to 
this day; “O For a Closer Walk with God” is 
one of the best known. Yet these hymns were 
very unconventional for their time. They 
presented the hymnwriter as a fragile and 
precarious being, often poised on the brink 
of desolation and desperate for the deity’s 
comforting hand. 

Cowper had a long and unhappy rela- 
tionship with organised religion. After the 
first great crisis of his life—and when on the 
brink of suicide—he underwent an evangeli- 
cal conversion. But his belief in a personal 
deity was always insecure, and his later years 
were tormented by the belief that he would 
be condemned to the flames of hell. 

He once described himself as a “stricken 
deer” of a man. Certainly, he was a divided 
soul who lived for the greater part of his life 
in the country, set apart from the world, 
musing, in verse, on the desirability or other- 
wise of rustic retirement—how much free- 
dom did it really represent? Although such 
men as Benjamin Franklin greatly admired 
Cowper's poetry, after he died his renown 
quickly faded. For almost a century he was 
virtually unknown and only in the last two 
decades has he re-emerged. A handful of 
biographies and critical studies have been 
published. His letters are praised for their 
plain eloquence. And the greatest of his po- 
ems—such as the famous ballad of “John 
Gilpin”, the man whose horse never stopped 
galloping, and which was tossed off in a sin- 
gle night of feverishly inspired writing—are 
as fresh as ever. So much for the melancholy 
man who felt that he had been buried above 
ground during his own lifetime. 
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English theatre 
Green-fingered 
Will 


Ebi audience enters the cavernous for- 
mer Gainsborough film studios in 
Shoreditch, east London, to see the Almeida 
Theatre’s powerful new production of 
“Richard n”’, the first thing they notice is that 
the broad stage is covered with grass—notar- 
tificial turf, but the real thing, chlorophyll 
and all. In choosing this unusual theatrical 
device, Jonathan Kent, the director, is re- 
inforcing the play’s reputation as every gar- 
dener’s favourite Shakespeare. 

It is not only the dying John of Gaunt’s 
reference to “this blessed plot, this earth”, 
that provides him with his reference. The 
key horticultural scene is Act 3, Scene 4, 
which today usually comes right after thein- 
terval. It is set in the garden of the Duke of 
York’s seat at Langley where the gardener 
breaks the news to Queen Isabel that her 
husband Richard has been ousted by Bo- 
lingbroke and taken prisoner. The scene be- 
gins with a bunch of potent green-tinged 
metaphors. England is likened to a garden 
full of weeds, choking the flowers, while cat- 
erpillars swarm over the vegetables. Under- 
gardeners are instructed to cut down any 
plants that look unduly tall; for “all must be 
even in our government”. The head gardener 
remarks that, had Richard only been pru- 
dent enough tocut back his ambition and ex- 
cesses—his “superfluous branches”—in due 
season, he might have continued to flourish 
like a well-pruned fruit tree. 

The scene ends painfully with the queen, 
distraught at the gardener’s dreadful news, 
putting a cruel curse on all his works, saying 
that she hopes his plants will perish. Philoso- 
pher that he is, the good man takes no of- 
fence, but generously promises to sow a 
bank of rue to commemorate her sorrow. Mr 


Kent adds his own symbolism in the mock 
apple trees that grace the stage throughout 
the play. In the first half, when Richard 
reigns supreme, the trees are laden with ripe 
fruit. After his downfall winter sets in, the 
apples fall and the branches lose their leaves. 

Shakespeare was impressively knowl- 
edgeable about horticulture in a period 
when the concept of leisure gardening was 
only just beginning to take hold in England. 
Scores of flowers and fruits are mentioned in 
his plays and many specialist gardens 
throughout the world are dedicated to grow- 
ing them, including two in New York—in 
Central Park and the Brooklyn Botanic Gar- 
den. In “A Midsummer Night's Dream” he 
knows a bank where the wild thyme blows, 
along with oxlips, violets, woodbine and 
two kinds of rose. In “The Winter's Tale” he 
displays a surprising familiarity with graft- 
ing and the nascent science of plant breed- 
ing. Henry Ellacombe, a Victorian writer, 
made the point that whereas Shakespeare’s 
near-contemporaries, Spenser and Milton, 
habitually alluded to classical flowers that 
figure in Greek and Roman art, the Bard 
would usually mention English plants of the 
kind he and his audiences would have been 
familiar with from the hedgerows. 

Mr Kent's stage lawn could prove hard to 
maintain, to judge from the disturbing 
brown patches that appeared during the 
first few days of the performance, despite 
clear evidence of watering. Even if the grass 
can be kept alive during the play’s run, the 
Shoreditch Shakespeare season itself is not 
destined to be a hardy perennial. It will blos- 
som only once: after “Richard r” comes “Co- 
riolanus”—both starring Ralph Fiennes, pic- 
tured below on the lawn—and that will be 
all. At the end of the summer the old Gains- 
borough studios, originally built as a Victor- 
ian power station, will be pulled down to 
make way for a new bank of offices and 
apartments. Shakespeare would certainly 
have made a poignant gardening metaphor 
out of that. 
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N THE spring of 1994, Dolce & 

Gabbana, a Milan fashion 
house, featured a black pin- 
striped men’s suit, wom with 
pointed shoes and dark glasses. It 
was based on a favourite outfit of 
Tommaso Buscetta, a former Ma- 
fia leader, who was then among 
the best-known men in Italy. No 
one seemed particularly of- 
fended that Mr Buscetta should 
be saluted for his sharp clothes, 
which in fact were not unlike the 
gangster suits some Italians fancy 
themselves in. Most Italians 
deeply deplore the Mafia, but fol- 
low its criminal enterprises with 
morbid fascination; rather as the 
British abhor their famous soccer 
hooligans, but remain avid read- 
ers of their brutal encounters in 
foreign cities. 

With Tommaso Buscetta it 
was possible, anyway, just possi- 
ble, to claim that he had redeem- 
ing qualities.On his death the Ital- 
ian police said he had beena hero. 
This takes some swallowing 
about a man who once said that 
to shoot a man dead was “liberat- 
ing”. But the Italians could afford 
to be generous. Mr Buscetta was 
the first key member of the Mafia 
to break with the organisation, 
and co-operate, first with Italians 
and then with Americans, to 
bring to trial hundreds of the 
organisation’s mobsters and ex- 
pose its global ambitions. 

He was arrested on drug-traf- 
ficking charges in 1984 and formally questioned by a senior magis- 
trate, Giovanni Falcone. Once he had decided to talk, there was no 
stopping him: he continued to talk for 45 days, naming names, de- 
scribing deeds, and providing a picture of the sistema del pot, the 
system of power that had originated in Sicily and aimed, through 
corruption and murder, to influence political power in Italy and 
spread that influence through the European Union and Russia 
and North and South America. He was flown to the United States 
where he gave evidence leading to the conviction of 22 people who 
sold heroin through pizza restaurants. Back in Italy he helped to 
convict more than 350 members of the Mafia. But the Mafia was 
not yielding. In 1992 Mr Falcone and another magistrate investigat- 
ing the Mafia were murdered. Mr Buscetta’s family was systemati 
cally murdered: his wife, two of his sons, his parents, together with 
other relations, in all 33 people. 


“Man of honour” 

Tommaso Buscetta was now known in Italian newspapers as the 
principe dei pentiti, the prince of turncoats. But he saw himself as 
a “man of honour”. In Sicily, he said, the 67 ruling families had 
themselves obeyed a code of honour, and had honourable links 
with similar families on the mainland. He looked back nostalgi- 





Tommaso Buscetta, Mafia turncoat, died 
on April 2nd, aged 71 





cally to when crime was local. 
Some bribery here; a dodgy land 
deal there. The ruling families 
were comfortably off, but not 
wealthy. There was respect 
among the different castes. Mr 
Buscetta told a Senate committee 
in Washington in 1988 that he had 
seen “money, drugs and greed” 
corrupt and destroy the Mafia’s 
code of honour and loyalty. 

His own criminal career be- 
gan after the second world war, 
when he dealt in the black mar- 
ket. He worked for a time traffick- 
ing in drugs in Argentina and Bra- 
zil, In the 1970s he was extradited 
to Italy and jailed for eight years. 
After his long confession in 1984, 
he became too valuable to be al- 
lowed much freedom. He was 
granted American citizenship 
and a secret residence. When he 
travelled he was provided with a 
bodyguard. He lived in some 
style. A journalist snatched a pic- 
ture of him sunbathing ona cruise 
ship. He died in the United States, 
of cancer. 

The Italian authorities badly 
wanted to nail the politicians 
who had been taking Mafia 
money. The Mafia’s links with 
Italian politics went back at least 
to the war, when local mafiosi, 
who had been suppressed during 
the 1930s by Benito Mussolini, of- 
fered their support to invading 
American and British troops, 
who were glad to encounter 
friendly faces. These early contacts flourished. Mr Buscetta’s rev- 
elations coincided with the trials of hundreds of Italian politicians 
and destroyed much of the post-war political establishment. Bet- 
tino Craxi, the leader of Italy’s longest-lasting government, who 
died in exile in Tunisia in January, was sentenced in his absence to 
ten years for corruption. 

The Italians hoped to jail Giulio Andreotti, seven times prime 
minister. But last year, after a trial lasting more than three years, he 
was acquitted of murder. In a separate trial he was cleared of col- 
luding with the Mafia. Seemingly, the courts preferred not to be- 
lieve Mr Buscetta or other former mafiosi who have also repented. 
Mr Buscetta, who claimed that Mr Andreotti kissed the leader of 
the Sicilian Mafia as a sign of respect, conceded that the word of an 
informer is “never pure gold”. 

As for Mr Andreotti, he seeks to give the impression that the 
whole business of bringing him to trial was ridiculous. “Aside from 
the Punic wars, which 1 was too young for, I have been blamed for 
everything,” he observes. The Italians smile. Mr Andreotti has 
come through it well. He is great on television. There seems to be a 
feeling in Italy that it is time for magnanimity. Italians did not ap- 
prove of the way the government was run, but it was part of their 
life. Like gangster suits. 
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“IMD was our springboard 
and it still maintains 
our momentum” 


Hans van der Velde 

President & CEO Visa International EU 
Alumnus of 4 

Seminar for Senior Executives, 1991 

(Now, Breakthrowgh Program for Senior Executives) 
Orchestrating Winning Performance, 1995 
















Matti Alahuhta 

President Nokia Mobile Phones 
Alumnus of 

Managing Corporate Resources, 1989 
Orchestrating Winning Performance, 1995 
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Mr. Hans van der Velde, President and CEO of VISA International EU, and Mr. Matti Alahuhta, President of Nokia Mobile 
Phones have a lot in common. They both have international careers that benefited from attending a senior general 
management program at IMD. To keep their momentum going they both returned to Orchestrating Winning Performance. 


Both these top executives are convinced about the high return on the investments they have made in executive 
education. If you want to capitalize on your leadership potential and give your company a leading edge you should 
carefully consider attending one of IMD’s senior executive development programs, some of which are shown below. 


Breakthrough Program Managing Program for 
for Senior Executives Corporate Resources Executive Development 
Corporate growth and personal effectiveness Driving business unit success and Preparing fast-moving managers 










2-week general management program for shaping corporate futures for the next big step 
international managers at € itive committee 3-week general management program for experienced 10-week comprehensive general management 


m to lift the executives who formulate or implement business unit program for upper middie managers. 
ategy, incorporating company project Can be extended into an Executive MBA. 
May 8 or October 30, 2000 Szarting dates: July 14 or October 9, 2000 






group or divisional level v 
business to new levels of : 
Starting dates: June 5 or October 9, 2000 Starting dates: 






lue creation 





Competing Strategically Orchestrating 
with Information & Technology Winning Performance 
Building e-business capabilities Global business forum for the 3rd millennium 





1 week program for senior executives who need to better 6-day theme-based program for individual managers 
understand the mindsets < nformation, people and and teams. Offers persona! selections of 


IT for implementing e-business strategies in their companies subjects from multiple electives. 
Starting dates: May 28 or November 12, 2000 Starting date: June 28, 2000 


Real World. Real Learning’ 


Please contact Ms. E.C. Gonzales at the International Institute for Management Development, Lausanne, Switzerland 
Tel: +41 21/618 0923 Fax: +41 21/618 07 15 E-mail: economist.info@imd.ch 
www.imd.ch 
Ms. Gonzales would also be pleased to inform you about IMD's Executive MBA program 
For information about our full-time MBA program, contact 
Tel: +41 21/618 02 98 Fax: +41 21/618 0615 E-mail: mbainfo@imd.ch 
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The University of Reading 


gateway to the best careers 
in the global financial markets 


Tel: +44 (0)118 931 6675 - Fax: +44 (0)118 931 4741 - email: admin@ismacentre.rdg.ac.uk - web: www.ismacentre.rdg.ac.uk 











le) 8: FRENCH : 
in ENGLAND, in JAPAN, in BELGIUM 
GERMAN 


in BELGIUM 














in SPAIN 


JAPANESE 


in JAPAN, in BELGIUM 















in FRANCE, in BELGIUM 








m 















ip BELGIUM 


aa 











| 66 HOU 
» PEOPLE fi IN THE TARG 


CERAN LINGUA 
International information 
and reservations: 





* ADULTS from 19 
* RETIRED PEOPLE OF 55 AND ABOVE 
(Special conditions available) 
* JUNIORS from TI to 18 years 
- FRENCH in BELGIUM 








upto 43 private 





Since 1975 




































in USA: Languagency 


Putting into practice with our teachers: | |). TRT 


af breaks, meals and evening socio-cultural activide: 








Cranfield 


y UNIVERSIT 
School of Managemen 





The Cranfield MBA will provide a unique experience - 


more than just a qualification, it can change your life. 


f A first class programme with an emphasis on personal 
development; highly motivated, mature participants; 
) an le taught by a dedicated and respected faculty with 


international business experience; in a stimulating and 


supportive learning environment; first choice for many 
top recruiters. 


GIVE YOURSELF A CAREER ADVANTAGE WITH 
THE CRANFIELD MBA 


. | 
a a u M l qu 4 | Maureen Williams, Cranfield School of Management, 


Cranfield, Bedford, England MK43 OAL 


+ 
e xp e y 1 e n WA Tel: +44(0)1234 751122 Fax: +44(0)1234 752439 


Email: m.williams@cranfield.ac.uk 


hetp://www.cranfield.ac.uk/som 







Cranfield University is on exempt charity offering a centre of excellence for research and education 
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INSTITUTE University ANDREW YOUNG 


SCHOOL OF POLICY STUDIES 


The World Bank Institute and the Andrew Young School of Policy Studies at 
Georgia State University announce the 


FISCAL DECENTRALIZATION AND SUBNATIONAL 
BUDGETING TRAINING PROGRAM 


The training program, led by a panel of distinguished faculty and experts with 

worldwide experience, is designed for central and local government officials and 

policy makers from developing and transition countries as well as their 

counterparts with international donor agencies. This year’s program consists of 
“two courses: 


Subnational Budgeting for Poverty Reduction 
(July 24 ~ August 4, 2000) 


Fiscal Decentralization in Developing and Transition Economies 
(August 7-18, 2000), 





Training will take place in Atlanta, Georgia (USA). Application deadline: June 15, 
2000.. For further course information and applications, please visit 
wwiw.decentralization.org or contact: 








Mr Chris Duggan Mr. Paul Benson 
Emails cduggan@?worldbank.org Email:  paulbenson@igsu.edu 
Phone: (202) 473-0005 Phone: (404) 651-1144 


Fax: (202) 676-98 10) Fax: (404) 651-3996 
www, worldbank.org/decentratization inttp:// isp-aysps.gsu.eda 


UNIVERSITY 
of 


and Economics 


Tat: +4 (0)1392 263230 Fax: +44 (0)1392 264426 
1 G.Simons@exeter.ac.uk Quote Reference: MRKTFI/2 


Other Masters available at Exeter: 

“The Exeter MBA e MSc Finance & Management + MSc Intemational Management 
MA Finance & Investment « MSc Economics « MSc Economics & Econometrics 

“MSc-Economics & Finance « MA European Economic Union e MA Leadership 
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Masters in Finance 
at London Business 
yor ayer) 


In a recent FT survey, London. Business School..was 
again ranked as the best business school in Europe. 
London Business School's specialist Masters in Finance 
programme is taught by the School's internationally . : 
renowned faculty and is designed for individuals whose 
careers require an in-depth knowledge of finance. 

The programme is rigorous, practical and career- 
oriented. It can be completed in ten months of full-time 
study or in two years of part-time (mainly evening) 
attendance at the school. To find out-more, come to an. 
information session: 


Thursday 25 May, 6.15 pm 
London Business School, 


Sussex Place, Regent's Park, 
Landon NWI 4SA. 


Wednesday 14 June, 6.15. pm 


Monday 24 July, 6.15 pm 
Nearest tube station (5 
Monday 14 August, 6.15 pm Baker Street. 
information about our MBA and Sloan Masters will also be available at a 
all sessions. 


Sussex Place 

Regent's Park 

London NWI 45A 

Tek +44 (0)20 7706.6840 
Fax: +44 (0)20 7723.1788 


London | 
Business @ 
School p 
ranstemingtures_| 


Return to: Finance Programmes Office, Landon Business Schaal; Sussex Place, 
Regent's Park, London NWI 45A, UK, 

Please send me information on the Masters jin Finance: C 

MBA: [_/full-time [“lpart-time Sloan Masters L] 


Mr/Ms. First Name, 


email: mifinfo@london.edu 


www.london.edu 











Job Title, 
Company 
Address: Work C] Home CJ 














tondon i Business School exists to advance ene and research in business and management 





All London sessions are held at 











Henley’s DBA Programme, 


run in conjunction with Brunel University, is 


The Management School of the confederared University of Antwerp offers: 


a unique international ONE YEAR MBA programme in English 







designed to develop personal, consultancy and a location in the heart of Europe 

y over 125 years of experience in management education 
international student body 

support of the largest business economies fculey in Belgium 










research competences in relation to career 






objectives, 


Doctor of 
Business 
Administration 


"Lam very impressed with your DBA 
programme. The curriculum is 
excellent and the students and faculty 
are outstanding" — Prof. Joseph F Hair, jr., 
Director, Entrepreneurship Institute, Louisiana State 







For information: mrs, M.J. Criel, UAMS, 
Prinsstraat 13, B-2000 Antwerp (Belgium) 
© teh: +32-3-2204001 © fax: +32-3-2204079 
+ E-mail: mariejeanne.criel@utsia.acbe © wwwipo te uams 
















IMBA enoa: °” RODI M 
| MS Variety of | University 
C specialisms | of Surrey 
: ® ® 
Maximise 


your management potential 


+ One year full time + Two years part time + Distance 

* Open Access/non-graduate route 

* innovative CourseWare and world wide web support 

* MSc in a variety of specialisms including Marketing and e-Commerce Management. 








University, author of Multivariate Data Analysis. 





This international, part-time programme 






Surrey European Management School, University of Surrey, Guildford, Surrey GU2 SXH 
Freephone: 0800 052 3972 (UK only) Telephone: +44 (0) 1483 259347 
Website: www.sems.surray.acuk 


incorporates research focusing on the 






management issues facing global commercial 






and public sector organisations. 





"For me, it's the leading edge 
programme for lifetime learners 
wanting to maximise their personal 
potential" -- Peter Finnegan, Consultant, 
DBA participant. 








Management Centre 







| In a competitive world, 
you need a clear | 
competitive advantage 


Apart from formal workshops and linkages with 





other institutions, the use of electronic media 





enhances networking opportunities globally. 





The programme attracts high calibre candidates 





and contributors from all over the world, 







To be eligible, candidates must have an MBA 


b antatt You need the Pi 
Leicester MBA! © 
Management i ada 


University of @ MSc in Finance 

Leicester 4 ‘ 

New Building @ MSc in Marketing 

University: Road r; 

Leicester. @ MSc in Management 

LET ZRH, UK E f 

Tel; @ Certificate in Management 


+44 116 252 5520 
Fax: 

+44 116.252 3949 | @ Distance learning or campus based 
Email; 

LUMC@le.a¢.uk Create your own future 


Management 


Gems EQ University of 


ce a : 
v Leicester 
Delivering excellence in University 

teachingvand research 






or equivalent, For more information, please 
contact Jackie Coleman. 







@ Diploma in Management 





Tel: +44 (0) 1491 571454 
Fax: +44 (0) 1491 571574 
Email: dba@henleyme.ac.uk 
Internen www:henleyme.ac.uk 
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THE CINCINNATI MBA 
Unique One year Program in US 
‘Excellent ROI Begins 14.06.00 

For gpharmation: 
graduate@uc.edu 
wwew.cba.ucedu/mba 
513.556.7020 
513.556.7006 (fax) 


Eae li, 15. 28009 Madrid (Spain) 





d resume 
6400 UPTOWN BLVD NE + SUITE 398-W 
Dept.34 + ALBUG., NM B7TTO-USA 
34@centuryuniversity.edu 
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OHMNE OPTIONS 


Become Tomorrow's eStrategist 


Re-create yourself by earning your graduate degree online. Get your MS 
in Information Technology, MS in Information Management, or MBA-- 
without ‘going back to school’. That means no time out from your career. 
Log on and you're there. Network as you learn, Interact with respected 
technology leaders and fellow professionals from around the globe. 


Join ‘us at www.isim.edu, the award-winning, accredited online 

university, Applications are now being accepted for the Summer, Fall 
© and Winter terms. Apply online or call our admissions mentor Robin, 
“at. 903.333.4224, ext. 177, or Toll-free at 1.800.441.4746, ext. 177. 


wwwisim edu 
oo Denver Colorado 


Accredited Member DETC 


isim university 


eCreate Yourself 


Program for Senior Executives in 
National and International Security 


‘The Program for Senior Executives in National and International 
Security is Harvard's most senior-level program for civilian and military 
policymakers, Since 1978, key players and decision makers from the U.S. 
and abroad have come together to explore national and international security 
~ chollenges, and to find ways to interact more effectively to meet these challenges. 
This year the course runs from August20~September 1, 2000. 


Through interactive seminars, exercises, discussion groups, and informal 
conversations with faculty and colleagues, you'll have an opportunity to: 


© deepen your understanding of current national and international 
security issues 

© sharpen your evaluation, decision-making, and management skills 

e exchange ideas and perspectives with a broad spectrum of peers 


This highly participatory course is designed especially for DOD senior executives, 


i 
i 








+ International Banking 
and Finance 
+ Financial Markets and 
Derivatives 
» Financial Markets with 
Information Systems 
+ Economic and Financia! Forecasting 
+ Economics 
Enhance your knowledge, update your skills and 

gain the career advantage of a postgraduate qualification with our 
flexible courses. Londom Guildhall University has one of the 
largest economics departments in the London region, Along with 
its reputations as a centre of excellence for professional 
education and training it offers an unbeatable combination of 
benefits: 
* Convenient City location at Moorgate EC2 
+ Excellent library and computer facilities 
+ Experienced staff with enviable teaching and research expertise 
* Flexible programmes and a wide choice of specialisms to meet. 

individual training priorities. ek 
Make our expertise and your effort a winning formula, Call us 
now for further information. 


Finance 

and related 
Postgraduate 
Courses 


Course Enquiries 
Tel: 0207320 1616 Fax: 020 7320 1163 
Email: enqs@Igu.ac.uk 


LONDON GUILDHALL 
UNIVERSITY 
Advancing Learning and Equal Opportunities 


Bachelor * Master ¢ Ph.D. 
Business (GMBA Majors} - Engineering 
Liberal Arts - Computer 

Accelerated degree programs * Academic credit for work 
experience * Students from 112 counsries and 36 states in 
the USA » Send 2 page resume/@.V. for no cost evaleation. 

PO, Box 1238, Bryn Mawr, PA 19010-USA 

fax: 610.527.1008 * e-mail: admissions@washint.edu + www washingedu 


Executive $75K-500K+. Career: searching into, within or out-of 
Asia / Europe / M.East / U.S.? Contact for Free Info & Critique 


www.careerpath.co.uk 
Fax: 
+4 202 4781698 
+44 20 75048280 
G 2 2674688 


USA/Canada 
Europe 
Asia / M. East / Aus 


woavekiag ro All, om October 1, 2000, the position of 


DEAN 





general and flag officers, and SES officials. Senior congressional staff and 
executives with national security responsibilities from throughout the federal 
government find the course most useful. 


The Dean is responsible for the academic and post-academic activities and 
chairs the executive committee that prepares, implements and controls the 
strategy of the school, 


Prospective candidates should bold a PhD, have a good academic record and} 
substantial management experience. They should be Dutch speaking or 
prepared to learn Dutch within the shortest possible delay. 

The School offers a challenging high-profile function and an opportunity to 
spearhead the school’s development, as well as an attractive remuneration 
package. 


For more information and an application contact: 

Jane Latcham, Associate Director 

Telephone: (617) 495-0855, ext. 139. Fax: (617) 495-8561 
e-mail: jone_lotcham@hervord.edu, www.execprog.org 


H A R VA R D U N I v E R S I T Y Please send your cover lester with detailed curriculum vitae to Prof, dr. W; 
Nonneman, UAMS, Sint-Jacobsmarkt 9-13, B-2000 Antwerpen (Belaiunt); 
JOHN F. KENNEDY SCHOOL OF GOVERNMENT fax: (033-220.4734. Closing dat 31, 2000. 
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The United Nations 
ZN University 


Research Associates and Ph.D. Fellowships at the United Nations 
University Institute of Advanced Studies 


The Institute of Advanced Studies of the United Nations University 
(UNUAAS) is a multi-thematic research and training centre located in 
Tokyo, Japan. Its programmes are directed at pressing global issues of 
concern to the United Nations, its member states, and its peoples, 
making use of advanced research methodologies and with an 
interdisciplinary approach. (http:/Awww.ias.unu.edu) 


Research Associates 

The UNU/AS is currently recruiting two full-time Research Associates 
for a two-year period with the possibility of extension. The first position 
is in the areas of economic development and environmental 
economics, and the second is in the areas of mega-cities and urban 
development. Duties will include working for the senior staff of 
UNUAAS, participation as a member of a research team, organizing 
research and training activities and conferences, liaison with 
conference/project participants, and preparing project documents and 
reports. The positions are for immediate recruitment and applicants are 
required to have a graduate degree, preferably a Ph.D., in economics 
with a strong background in environment and development economics, 
or urban studies, or related areas, with a strong background in mega- 
cities and urban development. Excellent drafting ability of scientific 
reports in English is essential. Competence in the use of relevant 
computer programs is required. The remuneration will be in the range 
of ¥425,000 - 475,000 per month. 


Send a detailed curriculum vitae, including contact details for three 
referees and a cover letter, to the address below by 15 June 2000. Only 
short -listed candidates will be contacted. 


Ph.D. Fellowships 

Fellowships of approximately eight months are offered to Ph.D. 
candidates to carry out their doctoral research in a subject area closely 
related to one of the following current thematic areas of the UNU/IAS: 
(0 Sustainability and Development; (i) Urban and Regional 
Development; (iii) Multilateralism and Sustainable Development and 
tiv) Information Technology/Virtual Universities. Applicants must be at 
the dissertation stage of their Ph.D. with their research topic accepted 
by their home university. Successful applicants will carry out their 
research in Tokyo under the supervision of UNUAAS faculty members 
and/or affiliated UNUAAS network scholars. Language proficiency in 
English is required. Fellowship awards include a monthly stipend, 
subsidized accommodation, and a return ticket between Tokyo and the 
fellow’s country of residence. Please note that residing at the UNU/AS 
guesthouse for the eight-month period is a prerequisite of the 
fellowship. The United Nations University is committed to the principle 
of equal opportunity and candidates from developing countries and 
women are encouraged to apply. 


The application deadline for the next fellowship period is 20 July 2000, 
Applications can be obtained via the IAS homepage, by e-mail at 
phdfellowship@ias.unu.edu or by writing to the address below. 
Candidates must complete an application form, and provide the 
following documents in English, or with English translation: curriculum 
vitae, dissertation outline, supporting letter(s) of reference from Ph.D. 
supervisor(s) and academic record. Only completed applications will be 
considered. 


Applications for the Research Associate position should reply to the 
Director UNUAAS. 

Applications for the Ph.D. Fellowship Programme should reply to the 
Chairman, Ph.D. Fellowship Committee, both at the following address: 
United Nations University/Institute of Advanced Studies 
5-53-67 jingumae, Shibuya-ku, Tokyo 150-8304, Japan 
Fax 81-3-5467 2324 
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ADVISER - FISCAL REFORM 
BOTSWANA 


The Ministry of Finance and Development Planning (MFDP) is seeking 
applications from interested parties for the position of Adviser to the 
Secretary for Financial Affairs. The European Union has indicated its 
readiness to support the project. 





Government of Botswana is currently facing increasing pressure for public 
expenditure and uncertainty regarding future revenues. This poses a 
challenge of stricter budgetary discipline, in terms not oaly of expenditure 
control but also of diversification of the revenue base, There is an urgent 
need to explore other avenues of raising revenue and to improve the 
collection and management of the sources that already exist. In this regard, 
Government has already announced the introduction of VAT as a priority 
measure. 


The Adviser will report directly to the Secretary for Financial Affairs in 
MFDP. He/she will focus initially on preparatory measures needed for the 
introduction of VAT and later on tax administration and management, 
including. enhancement of revenue collection and improved capacity for 
fiscal analysis and policy planning. He/she will supervise the activities of a 
team of consultants who will be recruited later in 2000 to implement a 
project on the introduction of VAT and fiscal reform measures. 


Candidates should have a degree in economics and a relevant postgraduate 
qualification. Professional experience in tax policy, reverue administration 
and preparation and management of fiscal reform programmes is necessary. 
Previous experience in an advisory capacity will be am advantage. The 
appointment will be for an initial period of 2 years and will commence as 
soon as possible. AH applications must be received by 1200hrs on Friday 
26th May 2000. 


Candidates should submit a letter of interest and a CV, including 2 referees. 
by email to: farrington @info.bw or fax 00 267 350312 












Market Analysts - European Gas Markets 


EDF Trading Limited is the recently formed trading arm of Electricité de France 
and Louis Dreyfus, and is presently establishing itself as a leading energy wading 
company within the rapidly evolving European energy market. An exceptional 
opportunity exists to join the Company at a time of significant strategic 
development and progression. 


We are seeking experienced market analysts to develop quantiiative analyses of, 
and provide insights into, the European and UK natural gas markets. These 
analyses are vital support to the Company's trading ininatives and asset 
acquisitions. Key responsibilities of the role will include analytical support of 
trading initiatives, asset valuation, short and long-term supply and demand 
analysis, and strategic analysis. 


The successful candidate will have a broad knowledge of economic and 
operational aspects of supply and demand for the European and/or UK natural gas 
industry, as well as strong analytical skills and experience in modelling markets 
and transactions. 


Either a post graduate degree in a technical discipline with a quantitative 
orientation such as Economics, Operations Research, or Mathematics, or the 
equivalent experience with a degree education is vital. Fluency in more than one 
European language would be advantageous. 


Interested candidates should post, fax or e-mail their CV together with a covering 
letter including salary requirements and quoting the reference AG2GAV to: 


Katharine Camerer Cuss, 
Human Resources, EDF Trading Limited, 
3 Old Burlington Street, London WEX ILA. 
Fax: +44207 851 7354. Email: careers@edftrading.com 


THE ECONOMIST APRIL Z2ND 2000 












t 
ws UNIVERSITY 
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“Bank for 
-International 
Settlements 














1o The Bank for International 
‘Settlements is an international 

financial organisation that 

: promotes central bank 

eration and provides 

king services to central banks 

ternational organisations. 

sed in Basel, Switzerland, with 

-@ representative office for Asia 
and the Pacific in Hong Kong, 

the BIS has around 500 staff 

from some 35 countries. 


www.bis.org 
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LONDON GUILDHALL 


Advancing Learning and Equal Opportunities 


The Management & Professional Development Department at London Guildhall University is located in the heart of the 
City of London and is one of the world’s largest providers of professional education and training for financial services. 


Professor of Financial Regulation & Compliance Management 


The University is committed to an expansion of research 
‘to complement its established Masters degree in Financial 
“Regulation & Compliance Management. The appointment 
~of a Professor will be a major component of this initiative. 


@ senior academics currently working in regulation. 


@ academics from the more general management or 
performance evaluation area who have the potential 
to focus their research in this area. 


@ regulators or compliance professionals who possess 
a PhD and who are currently working in policy 


"cA strong international reputation and track record in 
- fesearch/publication is essential. 





















The person appointed will work within the proposed 
Centre for the Management of Financial Regulation 

& Compliance, leading the research activities of colleagues’... 
and students, and supporting our advanced programme, 


Salary for this post will be within the range 
£36,696 - £40,857 per annum, 


To discuss this post in more detail contact Chris Thomas, 
Financial Services Programme Area Co-ordinator, 

at chris.thomas @Igu.ac.uk or phone him on 

+44 (0)20 7320 1569. 

For an application pack please either email 

swebb @igu.ac.uk or phone the 24 hr recruitment 
hotline on 0171 320 3472 or fax on 0171320 3477, 
quoting the reference number 00/34P. : 


The closing date for applications is 17 May 2000. 


FIXED INCOME ANALYST 


The successful candidate will join the asset management unit-responsible for the 
management of global fixed income portfolios. : 


Job description Job requirements 
* Conduct quantitative research on asset e University degree (Masters or PhD) ina 
management-related topics. quantitative discipline (mathematics, physics: i 
* Conduct seminars/workshops on asset or engineering). 
and reserve management topics for « At least-two.years’ experience ina aranca 
central banks. institution in research ora portfolio ; 
* Carry out studies on financial markets management-related function with good . 
to support the implementation of knowledge: of fixed income markets... 
investment policies for the BIS. * Excellent writing skills in English plus very 
* Develop prototype IT applications for good presentation skills. Fluency in one other” 
supporting the portfolio management major world language desirable. 
activity. * Good IT skills (C++, Java, Web Technology). 


The BIS offers attractive conditions of employment in an international environment and 
excellent welfare benefits. Information on the BIS, including research papers and other 
publications, is available on the BiS web site. 


Candidates should send their application and detailed curriculum vitæ to Human Resources, 
Bank for international Settlements, CH-4002 Basel, Switzerland, quoting reference 00655. 
Please note that applications received after 15 May. 2000 cannot be considered, ; 











APPOINTMENTS 


UNIVERSITY OF ABERDEEN 


RESEARCH ASSISTANT/FELLOW 
£16,286 £20,811 per annum 


Required to work within the Department of Agriculture for an initial 24-month period, 
with Professor K J Thomson and Dr Bill Slee on agricultural/forastry policy analysis 
and/or rural development analysis. You will have relevant research experience, 
excellent writing and IT skills and will have carried out modelling or survey work. You 
will also be expected to carry out a limited amount of teaching duties. Informal 
enquiries may be made to Professor K J Thomson, Department of Agriculture, 
University of Aberdeen, MacRobert Building, 581 King Street, Aberdeen, AB24 SUA, 
Scotland, UK. Tel (01224) 274138, Fax (01224) 273791, or email: 
k.jhomson@abdn.ac.uk 


Application forms and further particulars are available from Human Resources, 
University Office, University of Aberdeen, King’s College, Aberdeen, AB24 3FX, 
telephone (01224) 272727 quoting the reference number YAGOOGR. A 24-hour 
answering service is in operation. 


Closing Date: 28 April 2000 
An Equal Opportunities Employer 





Department for 
international 
Development 


Benue State, located in the middle belt of Nigeria, isone of the 
poorest states in Nigetia. DFID has significantly stepped up its 
“support to Nigeria after its. transition fo civilian government with 
emphasis being placed on the areas of health, water and 
agriculture. 


The Benue Health Fund project, which started in January 1997, 
aims to strengthen service delivery and develop capacity in both 
government and mission-healthcare facilities at. primary and 
secondary levels within seven Local Government Authorities 
(LGA).of Benue. Projects developed by stakeholders are 
submitted to.a Project Advisory Committee (PAC) comprised of 
all major stakeholders, At the level of primary healthcare a 
major component of the project ensures that the communities 
served by the clinics, are fully involved- at every stage in the 
development of health services and that projects submitted to 
the PAC reflect their needs. The project has beén-extended until 
March 2002 with the focus being on refining and testing the 
potentially replicable models for improved service delivery for 
the poor. 

As Project. Manager you will be responsible for implementing 
the project effectively and ensure activities are well 
co-ordinated and contribute to the strategic vision of the 

project - ‘and of DFID in Nigeria. On-going.and planned support 
«vin the health sector i in Nigeria provides the (opportünity to share 





for International Develop: 


Fulfilling Britain’s commitment to Gages  — 


The Department for International 
Development (DFID) is the UK's 
government department responsible for 
promoting development and the priva 
Worki Bank, UN 
European € omm 
assistanc 


reduction of poverty. DFID is committed 
to the internationally agreed target of 
halving the proportion « ‘of people living in 
extreme poverty by 2015. 

















DFID works in partnership with 
governments, international and national 
non-governmental organisations, the 
sector and 


ion. Most of our 
oncentrated on the poorest 
countries in Asia and sub-Saharan Africa, 
























The Overseas Private Investment Corporation, an independent 
Federal government agency located in Washington, D&C. provides 
political risk insurance to encourage and assist US. private investment 
in developing nations. 


Insurance Officer $42,724 - $55,541, counsels advises U.S, 
investors in devising means of protecting them, through political 
tisk insurance, from the risks of currency incoavertibilicy, 
expropriation, and political violence in Latin America, the 
Caribbean and Africa, Requires U.S. citizenship, ability to obtain a 
security clearance and availability for travel. Closes May 2 
Must call (202) 336-8682 (press 2) or visit www.opic.gov to 
obtain vacancy announcement #7-00 which outlines specific duties. 
qualifications and application requirements. This position has been 
advertised in a number of publications, please let us know in your 
application package how you found out abour the position. EOE. 














PROJECT MANAGER - 


BENUE HEALTH FUND 
NIGERIA 


experiences and influence sector-wide health policy 
development. An excellent communicator able to evaluate and 
document lessons and experiences of the project, you will 
maintain strong supportive links with stakehoiders, in particular 
state and local government, and oversee the management of 
expatriate technical officers, and national consultants. 


QUALIFCATIONS AND EXPERIENCE 


You will have considerable management experience of 
development (minimum five years), ideally within the health 
séctorand primarily in Africa and preferably an MBA 
qualification. Excellent interpersonal, project 
management/planning and writing skills are essential to the 
post. 


TERMS OF APPOINTMENT 


The post will be for a fixed term period of 2 years (and includes 
a-6 month probationary period), and will terminate on 31 March 
2002. The salary offered will be in the range £35,000 - £40,000 
p.a. (UK taxable, and dependant on qualification and 
experience) and includes an element in lieu of superannuation. 
Candidates should either be nationals of Member States of the 
European Economic Area (EEA), or Commonwealth citizens who 
have an established right of abode and the right to work in the 
United Kingdom. 





‘Closing date: 12th May 2000. 


Application forms: can be obtained, quoting reference AH304/4a/AS/T E clearly on your envelope, from Department 
ment, Abercrombie House, Room AH304, Eaglesham Road, East Kilbride G75 BEA or 
telephone (01355). 843428 (answerphone) or e-mail: rpmb4a@dfid.gov.uk http://www.dfid.gov.uk 


but we also work in middle income 
countries, and in Central and Eastern 
Europe, 


DFID is committed to a policy of 

Equal Opportunities and encourages 
applications from members of the ethnic 
minorities. 


tutions such as the 
s and the 
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“The siiecessfal candidate ould 





and competitive intelligen: 
advantage. candidate should have the 
and be capable of working in a well integrated team. 











s level education (or higher) w 
nce. Strategic thinker and co 
unication and negotiation skill 
dish and at least one other major lar 
able of working in a well integral 
Experience of the Executive Educa 


l advantage. 























GURU GOBIND SINGH 
INDRAPRASTHA 
; ; UNIVERSITY 
COC Kashmere Gate, Delhi - 110006 
INDRAPRASTHA 3 
UNIVERSITY ; India 


Establishing a 
- School of Medical Sciences in India 


-Expressions of intent are invited from the interested 
organizations dedicated to the cause of education in 
ndia, for the establishment of a School of ee 

ences. The School, duly supported by a hospital, will 
devoted to teaching at graduate and postgraduate 
and research. While the Government will make its 
contribution by providing land at concessional rate, the 
organization concerned will provide the other 
expenditure. 


“The Guru Gobind Singh Indraprastha University, 
- “established by the Government of Delhi in 1998, is an 
affiliating and teaching university in engineering, 
~ technology, management, medicine, low, etc. 


Interested organizations may communicate with the Vice 
Chancellor. 


(E-mail: aggarwal_krishan@hotmail.com) 
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Marketing & Business Intelligence 
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experience. Proven. business. development and/or sales 
nd project management skills, Excellent interpersonal, 
of management. Fluency, and excellent written skills in 
of French. Creative, self-driven, flexible and results-oriented, 
evelopment of new markets would be a strong advantage 


knowledge of distance-learnitig issues would also be an ve 
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GLOBAL CONFERENCE ON THE URBAN FUT 
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www.urban21.de 


i 


a? 


From 4 to 6 duly 2000 Germany will be hosting URBAN 21 in Berlin. 















This Global Conference takes place within the framework of the EXPO. 2000 
and is one of the key elements. of the Global Initiative on 

Sustainable Development, sponsored by 

Brazil, Germany, Singapore and South Africa. 


URBAN 21 is aimed at all experts who are involved in the 
development of towns and cities and who. support the improvement 
of living and environmental canditions In urban areas. 

Fax: +49 ias 401 2015: 


« Am Michae 





e-mail info@urban2 td 
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TO ADVERTISE WITHIN THE CLASSIFIED 
SECTION, CONTACT: 











Economist 







Stephen Welch, New York 
Tel: (1-212) 541 5730 Fax: (1-212) 247 1325 email: stephenvelch@economist.com 






of: Will Wilkinson, London 
Tet: (44-20) 7830 7000 Fax: (44-20) 78307111 email: willwilkinson@economist.com. 







or: Nathalie Henault, Paris Hos 
Tel: (33-1) 53.93 66.08 email: nathalichenault@economist.com 











EUROPE'S LEADING LIGHT 
Crossair of Switzerland, Europe's largest regional airline offers more than 28 daily 
departures from the UK and Ireland to Switzerland. In addition, Crossair also offers a 


network that encompasses over a 100 destinations in over 30 countries through its 
EuroCross hub at EuroAirport Basel. 


C RO S S Al R For further information contact your local travel agem 
Le or, +44 845 607 3000, www.crossair.com 
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Offshore Companies, Trusts, Tax Planning 


Innovative and cost-effective solutions to protect your assets and minimise your tax, The Sovereign Group is a professional global practice of 
leading tax specialists, operating in 17 jurisdictions worldwide for over 10 years. For complimentary copies of our guides to international tax planning 
and trustee services, please contact your most convenient Sovereign office. Alternatively call for expert practical advice free of obligation or charge. 








GIBRALTAR: Diane Dentith HONG KONG: Stuart Stobie T.C.1: Paul Winder U.K.: Simon Denton USA: Bill Andrews 
Tel: +350 76173 Yel: +862 2542 1177 Tek +1 649 946 5056/7 Tek +44 (0)207 479 7070 Tek +1 800 813 6381 
Fax: +350 70188 Fax: +882 2545 0550 Fax: +1 649 946 5052 Fax: +44 (0)207 439 4436 Fax: +1 800 613.6382 
gib@sovereigngroup.com hk@ 





sovereigngroup.com tci@sovereigngroup.com uk @sovereigngroup.cam usa@soverdigngroup.com 


www.sovere:gngroup.com 













Since 1977 The eS ONESIES TRUSTS TOUNDATIONE organisation has specialized in the establishment and administration of Offshore Companies, Trusts, 
Foundations and other structures with emphasis on Tax Mitigation, Asset Protection and Privacy. We also arrange no 
tax /low tax residency and alternative citizenship and passport. For information or an initial consultation without obligation 
please contact your most convenient ICSL office. Our corporate aim: to provide Quality Service at Reasonable Cast. 









ISLE OF MAN - JOHN GALLACHER IBERIA - ROD RAMSDEN LLB LLM IRELAND - EILISH MURPHY 
International Company Services Limited ICSL Iberia Limited International Company Services (Ireland) Ltd 
Tel: +44 1624 801801 Fax: +44 1624801800 Tek +351213142030 Fax: +351213142031 Tek +353 16618490 Fax: +353 1 661 8493 
Email: iom@ICSL.com Email: por@1CSL.com Emaik ire@1CSL.com 













UK - PEYMAN ZIA USA - JERRY BAKERJLAN BBA URUGUAY - DR. CARLOS QUERALTO 







international Company Services (UK) Lid international Company Services (USA) Inc international Company Services S.A. 
‘Tel: +44 171 493 4244 Fax: +44 171 491 0605 Tel: +1954 943 1498 Fax: +1954 943 1499 Tek +598 29021165 Fax: +598 2902 1191 
Email: uk@iCsL.com Email: usa@ICSL.com Email: uy@ICSL.com 










TENDERS 


®WorldBid 


INTERNATIONAL TRADE LEADS 


CANADA IMMIGRATION 


7 
US TAXATION 
BY CPA IN LONDON 
US/UK tax return service and US/UK tax! 
advice for US citizens and US “green- 
card” holders living/working abroad, 
Servicing individuals and corporations. 









Mokhtar Edwards & Co 
65 London Wall, London EC2M STU 
Tel: 020 7588 8200 


View details at: 
www.worldbid.com 






BAHAMAS FOR LESS $599 
8 DAYS/7 NIGHTS 
SANDYPORT BEACHES RESORT 
Beautitul RCI affiliated Gold Crown resort, 
Up to ? adults and 2 children, 
rate is room only, see our website 
ww. sandyport com/sampler/eco 
Tel: 800-468-9101 


NEW AUTHORS 


PUBLISH YOUR WORK 


ALL SUBJECTS CONSIDERED 
WRITE OR SEND YOUR MANUSCRIPT TO: 
MINERVA PRESS 
348-317 REGENT ST LONDON WIR 7YB UK 
www. ntinerva-press.co.uk 


IMMIGRATE TO CANADA 
“We Can Help” 


25 Yeurs Eaporivwce in immigration Matters 
The. hew firm of Somjen Se Peterson 
hiipinwwsemjen cont 

; vein 
Bay Street, 
AR 2 








SAKON, A U.S. BASED COMPANY WITH 25 YEARS OF SATELLITE COMMUNICATIONS 
EXPERIENCE 18 LOOKING FOR HIGH QUALITY PARTNERS AND REGIONAL 
CONSULTANTS/ DIRECTORS TO MANAGE THE LICENSING, SALES, AND 
MARKETING OF OUR INNOVATIVE SATELLITE COMMUNICATIONS SERVICES. 
Sakon is building satellite systems in developing countries like Bahrain, Ethiopia, 

Haiti, India, Ivory Coast, Jamaica, Kenya, Pakistan, Senegal, Vietnam, Yemen 
and other areas where fiber is excessively expensive or non-existent, 

Our world-class SATELLITE COMMUNICATIONS SYSTEM offers the following services: 











Henley & Partner, Inc. 
OFFICIAL PROGRAMS LEADING TO 
Ft P AND PASSPORT 
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OUTPUT, DEMAND AND JOBS “The growth of America’s industrial production slowed to 
5.1% in the 12 months to March. Japan’s industrial-production growth was revised up to 8.7% in 

| the12monthsto February; Italy’s quickened to7.7% in the same period, Belgium’s Gr growth in- 

creased to 4.5% in the year to the fourth quarter. In March Sweden’s jobless rate fell to 5.1%. 
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| PRICES AND WAGES America’ sconsumer prices rose by 37% in the 12 months to March: ex- 
| cluding food and energy, prices jumped by 0.4% in the month, the biggest rise for more than five 
| years. American producer prices jumped by 4.5% over the same 12 months. In March consumer- 
| price inflation also rose in the euro area, to 2.1%, breaching the European Central Bank’s target. 
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@ STRIKES In 1998 Denmark was the most 
: ae : r disputes 
| strike-prone of the 22 countries in our chart, g days lost per 1,000 empl 
| according to a recent study by Britain’s Of- yeh TEs ae 
| fice for National Statistics. Thanks toa strike 
by half a million factory, building and tran- 
| sport workers who were seeking a sixth 
| week of paid holiday, 1,317 working days 
| were lost for every 1,000 Danish workers. 
| The true picture is probably even worse, be- 
| cause Danish statistics exclude any dis- 
putes in which fewer than 100 days are lost, 
a more restrictive criterion than in most 
other countries. Over the ten years to 1998, 
however, Icelanders were keenest to down 
tools. Despite four virtually strike-free years 
during that period, the average Icelandic 
| worker spent almost halfa day a year on 
| strike. In 1998, 555 days were lost for every 
1,000 workers 






















COMMODITY PRICE INDEX: 
Base metal prices have clawec 
back some of the losses suffered when they 
fell in response to plunging stockmarket 
last week. The demand for base metal 
hinges largely on the strength of the Ameri 
can economy: fears of a slowdown and ris: 
ing interest rates unnerved investors. Cop 
per sank toits lowest level for eight months 
aluminium hit.a six-month low. But nicke! 
and zinc lost little ground, because stocks 
are low. Moreover, there are threats ol 
strikes as Canadian nickel producers try tc 
forge new labour contracts. But heavy Chi- 
nese zinc exports are likely to cap price rises 
A report by Prudential-Bache reckons thai 
metal prices may have hit the top of this cy- 
cle. Itestimates that a bursting of the Ameri- 
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| can stockmarket bubble could reduce 


growth in demand for base metals by as 


much as 1.5 percentage points. 
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\NCIAL IN DICATORS 


ONEY. AND INTEREST RATES Aaa ASOFT. bond prices veel ris nie as teins 
ices fell, then plunging as shares recovered. Japan’s 12-month rate of broad-money growth __ prices have caused big swings in the market 
slowed to1.9% in March; America’s broad-money growth quickened to 8.3%. capitalisation of technology companies. 

Money supply* Interest rates % p.a. (Apr 18th 2000) | On April 17th Cisco, an Internet-router firm, 
; _ over Sth money market banks 2-year __W-year gov't corporate Was the most valuable technology com- 
narrow broad night latest _yearago prime gov't bonds latest? year ago bonds — pany (worth $455 billion), ahead of Intel, a 
chip maker, ($41 billion). Earlier this 
month, Cisco was briefly the world’s most 
valuable firm, topping General Electric—as, 
before that, was Microsoft, now'third in our 
chart. 18m is virtually an “olc-economy” 
stock by comparison with newcomers such 
as Qualcomm,a wireless products firm. 
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: STOCKMARKETS Bad inflation figures caused a sharp falli in American stockriarkeso on n April | 
-aqth, with high-technology stocks, already drooping, hit especially hard. Stockmarkets else- | 
where fellon April 17th, before the American markets led a recovery. 
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TRADE, EXCHANGE RATES AND BUDGETS In trade-weighted terms, the yen rose by 3.0% in the week to April 18th. The dollar rose 0.2%, as 
did sterling and the euro lost 1.1%. France’s visible-trade surplus grew to $ia billion in February; Austria’s current-account deficit shrank in the 12 
months to February to $4.2 billion. 
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| if COMPETITIVENESS America is the most 
| competitive and Russia the least competi- 
| tive of a ranking of 47 countries compiled 
| by the International Institute for Manage- 
| ment Development (imp), a business 
| school in Switzerland. imp ranks econo- 
| mies on 290 different variables, using both 
| official statistics and survey data. Hong 
Kong has seen the most dramatic change in 
its ranking: this year it dropped into 14th 
place, down from third in ag 
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EMERGING-MARKET INDICATORS 
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ECONOMY China's cpr grew officially by 81% in the year to the first quarter, helped bys svong 
consumer spending and exports. Chinese consumer prices fell by 0.2% in the 12 months to 
March. South Africa’s inflation rate rose to 3.4% in March, up from 2.4% in February. Russian in- 


dustrial production jumped by 7.2% in March, leaving it 9.6% up on a year earlier. 
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FINANCIAL MARKETS Emerging-economy stockmarkets followed Wall Street sharply 
downwards, but had made only a patchy recovery by April 18th. Every market in the table 
apart from Istanbul ended lower. As in the developed markets, new-economy shares were hit 
hardest. Mumbai, Seoul and Athens suffered the largest declines, losing over 10%. 
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LETTERS 


Patent medicine 


Sir--] am sometimes given part 
of either the credit or blame for 
the recent surge in patents on 
software, e-commerce, and busi- 
ness methods (“Patent wars”, 
April 8th) because I wrote the pat- 
ent at issue in a 1998 United States 
Appeals Court decision, State 
Street Bank & Trust Co v Signa- 
ture Financial Group Inc. You 
sometimes blur the distinctions 
between two separate consider- 
ations. First, should software, e- 
commerce techniques, or busi- 
ness methods be protected as pat- 
entable subject matter? Second, if 
so, do the patents being issued 
meet the existing stringent legal 
requirements that patentable in- 
ventions must be novel and non- 
obvious advances in knowledge? 
The second question is by far the 
more important. 

In America, the consensus 
view is that the State Street Bank 
case answered the first question 
affirmatively and, barring Su- 
preme Court consideration in a 
later case, definitively. But the real 
danger dwells in the answers to 
the second question which come 
case by case. The Supreme Court 
decision that you quote warns of 
those who obtain “patent 
monopolies without contributing 
anything to the real advancement 
of the arts”. There lie the genuine 
problems: ensuring that both pat- 
ent offices and courts around the 
world make certain that patents 
are granted solely for real ad- 
vancements, 

The solutions include the kinds 
of increased-quality measures re- 
cently announced by the United 


The Economist, 


States Patent and Trademark Of- 
fice, and as yet unannounced 
common-sense legal rules pro- 
mulgated by patent offices and 
the courts as individual cases 
warrant. 
STEVEN WALLACH 
New York Pennie & Edmonds ue 
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America's mortgages 


Sin—The Economist believes that, 
32 years after Congress trans- 
formed Fannie Mae from a gov- 
ernment agency to a shareholder- 
owned company, we are not priv- 
ate enough (“Fannie, Freddie and 
Uncle Sam”, April 15th). Although 
we lower mortgage rates beneath 
the level they would be if “priv- 
ate” companies, like large na- 
tional banks, were financing 
them, these distortions in the 
economy must be stopped. 
Surely, you imply, it would be 
better if mortgage debt were held, 
not by “mongrels” like Fannie 
Mae, but by such “thorough- 
breds” as large national banks. 
Of course, while Fannie Mae’s 
securities state that the company 
is explicitly not backed by the 
American taxpayer, large national 
banks finance mortgages with 
consumer deposits insured by the 
government. Whereas Fannie Mae 
is required by statute to have 
private mortgage insurance on 
loans with low down-payments, 
national banks originate billions 
of dollars in higher-risk mortgage 
loans utilising the Federal Hous- 
ing Administration's government- 
guaranteed mortgage insurance. 
Additionally, large national banks 
have their own “government- 
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sponsored enterprise”, called the 
Federal Horne Loan Bank System, 
which last year grew its assets at 
almost twice the pace of Fannie 
Mae by providing funds to banks. 

Perhaps you are on to some- 
thing with your call to have Fan- 
nie Mae unconstrained—liber- 
ated, if you will—from its 
peculiar federal charter with all 
its benefits and obligations. 
Maybe policymakers will agree 
that Americans should have more 
expensive mortgages. And per- 
haps Fannie Mae, like those na- 
tional bank “thoroughbreds” you 
so admire, should have the full 
faith and credit of the federal gov- 
ernment helping to finance its en- 
trée into consumer lending, credit 
cards, commercial lending, lend- 
ing in third world countries, etc. 
Perhaps Fannie Mae’s ceo should 
even have compensation that 
more accurately mimics that of 
the ceos of large national banks, 
rather than being paid a fraction 
of the sum that you inaccurately 
mention. 

On reflection, perhaps you 
should think through your call to 
have more mortgage debt held by 
institutions with direct govern- 
ment guarantees and exposures, 
not to mention the efficacy of the 
implicit call for higher mortgage 
costs to American consumers. 
America has the strongest hous- 
ing-finance system in the world, 
due, in part, to the “mongrel” 
called Fannie Mae. 

JOHN BUCKLEY 

Senior vice-president 

of communications 

Washington, pc Fannie Mae 
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Ringing the changes 


Sır—The assertion that Deutsche 
Telekom is “slowly shedding its 
reputation for shoddy service” 
(“The world beyond Deutsche Te- 
lekom”, April 15th) surely cannot 
have been written by someone 
with first-hand experience of this 
much-derided utility. If anything, 
for the ordinary customer, service 
has deteriorated dramatically 
since privatisation. No company 
is harder to reach by phone than 
the German communications 
provider. It is not uncommon to 
dial up to 50 times before even 
getting through to the queuing 
system. Most of its overburdened 
staff are so cheerless that cus- 
tomer “toleration” is a better 






word than service. It takes two 
weeks to get a new phone con- 
nected and up to six weeks for a 
new tariff to take effect. 
Shareholders may be pleased 
that Deutsche Telekom “has al- 
ready met its goal of shedding 
60,000 staff by the end of 2000”. 
Customers left hanging are cer- 
tainly not. 
Munich IAN MCMASTER 





Down on the farm 


Sir—Speculation is a shaky busi- 
ness, and predictions of major 
failings in agriculture have been 
proved wrong ever since Malthus. 
However, | am disappointed by 
the short-term approach of your 
survey (March 25th). Agricultural 
scientists are increasingly aware 
of slow, irreversible trends in soil 
and climate deterioration. Solid 
evidence is mounting that much 
of this deterioration is the result 
of current (and past) unsustain- 
able agricultural practices which, 
in the short run, have prevented 
food shortages. Add to this an in- 
evitable end to stretching pro- 
ductivity per acre with further 
technical advances as we reach 
some ultimate biological limit, 
and we would be irresponsible to 
assume that agricultural science 
will solve all future problems of 
food supply. 

We may have outrun Malthus 
for a couple of centuries but he is 
still in the race: The only way to 
defeat his predictions is to design 
a stable, sustainable system, and 
time is running out. 

RUDOLF HARMSEN 
New York Columbia University 
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Book-keeping 


Sin—Libraries these days contain 
much more than just books but 
would you please note that the 
British Library holds more than 
18m books on its two main sites in 
London and Yorkshire, not 13m as 
indicated by your table (“Runes 
among the ruins”, April 8th). Also, 
while the British Library may not 
be as large as. the Library of Con- 
gress, it is unrivalled in terms of 
the range and depth of its collec- 
tion and services. 
BRIAN LANG 
Chief Executive 
London The British Library 
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International Consulting Opportunities for Senior Professionals 
Globalization, Trade, Investment and Private Enterprise Development 


Research Triangle Park (NC, USA) based world-class leader in private enterprise 
development for global trade and investment seeks expressions of interest from international 
professionals for international consulting engagements, particularly in Africa. Sigma One 
Corporation serves to promote private enterprise development worldwide. Sigma One 
Corporation has assisted enterprises in over thirty countries in Africa, Latin America, Asia. and 
the Middle East to improve market performance. We work with governments and regulatory 
bodies to promote business-friendly environments and we work directly with entrepreneurs to 
provide them with the business and technical know-how tw exploit favorable economie 
conditions and expanded market opportunities, 

As a result of new contracts with the United States Agency for ternational Development 
and with our private clients, we require technical professionals in the following fields for leng 
and short-term consultancies in Attica and other developing regions: 


Regional Trade Agreements, WTO, NAFTA, SADC, EU and MERCOSUR 
International Trade Policy and Regulation 

Macroeconomic and Sectoral Economic Policy Aspects of International Trade 
Labor Market Flexibility 

Public/Private Partnerships for Policy Reform 

international Trade Finance 

Design of Financial instruments 

Export Marketing of Agro-based Products 

Bio-Safery and Phytosanitary Aspects 

Agroclimatology and Crap Forecasting 

Food Processing/Cold Chain Management 

Logistics and Supply Chain Management 


Please send an expression of interest including your resume and recent salary history via 
e-mail to experts@sigmaone.com. Visit us on the web, at www.sigmaone.com. Sigma One 
Corporation, Research Triangle Park, North Carolina, USA, 27709-2836, 


Gi Sigma One Corporation 


The Inter-American Development Bank, ane 
largest regional multilateral development institution, based in Washington, DC. is 
now reviewing candidates for the position of: 


SENIOR MUNICIPAL DEVELOPMENT SPECIAL 


PRINCIPAL FUNCTIONS: As part of the division's municipal development 
group: a) Provide leadership and/or support group members in effectively 
planning and carrying out country level plans of work and the development of 
new instruments of intervention in the municipal sector in Mexico, Central 
America, the Dominican Republic and Haiti. b) Provide leadership and/or support 
group members in carrying out policy dialogue with the governments of ihe 
region on the establishment and implementation of decentralization and municipal 
development strategies. ¢) Share responsibility for maintaining an active and 
effective interchange and collaboration between the group and the IDB’s country 
offices on issues of municipal development. d) Assist the municipal development 
group in ensuring consistency with both the country and sector policy dialogues 
of the Bank in other areas of Bank intervention at the region. 


REQUIREMENTS: Education: Master's degree in urban management/studizs, 
public policy, public finance or related field (Ph.D. preferred). Experience: 
Minimum of eight years in planning and carrying out national and sectoral-level 
policy dialogue on decentralization, municipal development and/or related issues. 
A mix of policy advice and operational experience in Latin America preferred. 
Languages: Proficiency in Spanish and English required. 





Interested applicants should send cover letter and resume (in duplicate), by May 
7, 2000. including salary requirements and three references, to: 


West Africa Rice Development Association (WARDA) 
VACANCY ANNOUNCEMENT 
for a Lowland Rice Breeder 
She WEST. AFRICA RICE DEVELOPMENT ASSOCIATION (WARDA) seeks highly gaalified individuals to 


EN the positions of a Lowland Rive Breeder at the Senior Internationally Recruited Staff (IRS) level, at its 
Headquarters in Bouaké, Cote d'Ivoire. 


ABOUT WARDA: WARDA is an association of $7 West African countries that conducts research towards improving 
tie sustainable productivity of rice-based cropping systems in West Africa and supports the National Agricultural 
Research Systems (NARS) through collaborative research and training. As one of the 16 international agricultural 
research centers funded by the Consultative Group on intermitional agricultural Research (CGIAR), WARDA adheres 
to the CGIAR standards af excetience in scientilie research and ovenagermert. WARDA delieves that diversity in its 
sunt promotes excellence in its operations, and encourages applications from women and developing country 
professionals. WARDA is also committed to assisting families in making personal and professional adjustments to the 
Emake environment, WARDA's Main Research Center and Headquarters is tocata 45 km Morth of Bouaké, a major 
commercial center in Cote d'Ivoire, Bouaké offers excellent living conditions with a popalation of over 600,000 and 
escollen Intemational schools tor both French and English speaking stulents. 


SOB DESCRIPTION AND RESPONSIBILITIES: The Lowland Rive Breeder will be recruited at the senior 

lntereationally Recruited Staff (ERS) level and wilt be part of a multidisciplinary researeti wam workityt Wo sustainably 

improve rice productivity in West Africa. Hefshe will develop improved high yielding varieties for the 

hwdromorphicéinland swamp ecosystem that combine various positive genetic. and desirable consumption 

characteristics, To contribute to the development. of appropriate rice breeding objectives, the Breeder will participate 

im surveys to characterize how farmers distinguish local varieties, the basis for their varietal preferences. and how 

farmers use varietal differences in their planting patterns, The Breeder will be expected to evaluate promising lines 

uder an appropriate range of environmental and management systems in close. collaboration with. other scientist’ at 

‘ths: research station and in Farmers’ fields, The Breeder will primarily use conventional breeding methods, but should 

be familiar with and capable of using advanced techniques whenever necessary and appropriate, In addition to these 

fowuased research activities, the Lowland Breeder will support as needed the development and conduct of lowland rice 

by eding activities by national researchers and extension specialists in West Africa through collaboration, networking; 

peovision of technical assistance aad training. 

REQUIREMENTS: Applicants should have a Ph.D, in agricultural science ox its equivalence with specialization in 

breeding methods: at feast $ years experience in post-doctoral research in dee breeding or other relevant arses, 

peeferably in a nonprofit, international environment; significant demonstrated experience and ability to relate to and 
joe the needs of multi-discipitaary and multi-cultural research teans: and strong communication skills in English 

ach, with working knowledge of the other. Prior experience in rice breeding, computer literacy, and CGIAR and 

Airicat experience would be an advantage, 

BENEFITS & TENURE: An internationally competitive salary and benefits package will be provided for bath 

positions. The initial contract period is for two years, renewal subject tò satisfactory performance and funding availability. 

APPLICATION PROCEDURES: send a detail resume, and the names and sddresses of three referees (including 

telephone and fax numbers and enai addresses} to: 

‘The Haman Resources Officer 

WaRBAVADRAQ 

ORBP 2551 

Bouake Ol, Cote d'Ivoire 

E-maik p.dao@cgiarorg 

Applications will be considered uatil May 31, 2000 or until the position is fied. 


BARDA values multi-cultural diversity in its staff and qualified developing conntry nationals and females are 
particularly encouraged te apply, 





4east the rapidly expanding on-line financial forecasting and technology | 
| company, is looking to recruit Economists, strategists and flows specialists 
Jor our London; Singapore and New York offices. 


Senior fixed income strategists/economists positions are available in NY 
| and London. Strong economics and quantitative skills; and extensive 
| experience covering fixed income on-line or in a trading room 
environment are necessary. 


| FX and fixed income flows specialists for all 3 offices ~ applicants should 
have at least 2 years experience trading and following FX/Bond markets. | 


FX strategist/Derivatives specialist in NY or London — Quant/Econ 
graduate with a strong understanding of global macro forces and a number 
of years experience trading currency derivatives . 


Emerging market analysts ~ Asia and Latam economists are sought for 
| our Singapore and NY office respectively. Economists should have a| 
| post-graduate degree in Economics and extensive experience covering 
emerging markets. Fluent Spanish for the Latam position is essential. 


| Senior G7 economist — an economist able to cover Australia and Japan is 


| sought for our Singapore office. Strong Economics background and 
| experience applying skills to real economy and financial market 
| forecasting is expected. 


Inter-American Development Bank, Stop E0507 
Code: NA-0040-TE 
1300 New York Avenue NW, Washington, DC 20577 USA 
E-Mail: JOBS@IADB.ORG 


As a reflection of its commitment to its borrowing member countries, the Bank 
may require staff to accept assignments in both country offices and headquarters. 
Only applications which best match the requirements of the position will be 
acknowledged. The IDB encourages gender equality in its hiring practices, 


| 4cast provides a dynamic work environment with competitive packages, 
including attractive long-term capital growth incentives. Please e-mail 
| resames to: researchCV@4cast.net specifying which position you are 


ji 
| applying for. 
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McKinsey & Company 


: We're gathering intelligence. 





eCommerce Research Analysts 


As a leading management consultancy, McKinsey 
provides expertise to leaders of major businesses 
around the world. To do this, our consultants need to 
be supported by the best available information, which 
is why the role of Research Analyst is so important. 


You'll be focused on eCommerce, using your 
knowledge of the field to provide up-to-the-minute 
intelligence on all aspects of activity in the field. itis a 
particularly important role, as we have just launched 
Accelerator @ McKinsey to help clients speed the 
development of e-businesses by delivering ‘concept 
through launch’ services. 


Your understanding of eCommerce could have been 
gained in any field from IT and telecoms to media and 
marketing, but you'll need to be a graduate with a 
strong academic record. 


THELOONOMIST APRIL 29TH 2000 


The rewards are excellent, with great. scope for further 
career development, Youll also benefit irom- excellent 
training, use outstanding technology, and enjoy 
enormous variety. The diversity of McKinsey's 
operations means that we have many opportunities 
across Europe within Research & information, not 
only in eCommerce butin areas ranging from 
Telecoms to Finance, 


In short, this is a superb opportunity to build your 
knowledge of eCommerce, working with a team of 
the highest calibre. To apply, please write with your 
full CV to LN RAI Recruifing at McKinsey & Company, 
1 Jermyn Street, London SW1Y 4UH. 

Email: LN-R&l Recruiting@mckinsey.com 


For more information about McKinsey, please see our 
website www.mckingsey.com 


STATE BANK OF PAKISTAN 
CONSOLIDATED ADVERTISEMENT _ 


APPLICATIONS INVITED FOR SENIOR LEVEL 
POSITIONS IN THE STATE BANK OF PAKISTAN 


Applications are invited for posts of (i) Exchange & Debt Management Advisor, and (ii) Director, Exchange & Debt Managernent 
Department of the State Bank of Pakistan. These are senior line positions in the management of the Bank and the successful 
candidates can look forward to a challenging and dynamic assignment in a professional environment. 


1) ADVISOR - EXCHANGE & DEBT MANAGEMENT DEPARTMENT: 


The Advisor, Exchange & Debt Management Department will be responsible for advising the governor on formulation, implementation 
and monitoring of the general strategy for managing external & domestic debt, the open market operations, the discount window 
and for management of the local foreign exchange and monay market. The Adviser will supervise the operations of the Exchange 
& Debt Management Department which is interalia responsible for monitoring the local inter-bank market and acts as the central 
bank's execution wing for implementation of the exchange rate policies and the monetary policy. The execution of foreign exchange 
payments of the Government is also vested with the Exchange Debt Management Department. 


Eligibility Criterion: 


Qualification: Master’s Degree in Economics, Business or Finance from a reputed University, preferably a Foreign University. 
Skills in computer use - a requirement. 


Experience: 15 years in policy formulation and management of diverse multi-currency portfolio in a multi product environment 
with an International Financial Institution/Bank or Government Treasury, relaxable in suitable cases. Preference will be given to 
< -candidates who have worked at a Central Bank in this field. 


Package: State Bank of Pakistan is willing to offer a very attractive and competitive package to the right person. 
Details of full package will be negotiated based on the credentials of the candidate. 


2) DIRECTOR OF EXCHANGE & DEBT MANAGEMENT DEPARTMENT 


The Director Exchange & Debt Management Department working under the Adviser will be responsible for 
implementing the State Bank's programme for managing external and domestic debt, for investment of the end a 
reserves and for management of the local foreign exchange & money market. The Department aiso monitors the 
local inter-bank markets and acts as the central bank's execution wing for implementation of the exchange rate 
policies. The responsibilities of the department also include implementation of the central bank’s monetary policy 
through open market operations and managing the discount window. The execution of foreign exchange payments 
of the Government is also vested with the Exchange & Debt Management Department. 


The growing needs of the Exchange & Debt Management Department have necessitated appointment of a Director 
with extensive experience in policy formulation and management of diverse multi-currency portfolio. in a multi- 
product environment. One of the critical responsibilities of the Director will be to conduct and manage training of 
the staff of the department in areas viz. trading in foreign exchange, money market instruments, bonds, asset 
allocation, portfolio management etc. 


Eligibility Criterion: 


Qualification: Master’s Degree in Economics, Business or Finance from a reputed university, preferably from a 
foreign university. Skills in computer use, a requirement. 


Experience: 10 years in international and domestic market operations and banking with a thorough understanding of 
dealing in financial markets, particularly foreign exchange, securities and money market instruments. Experience at a 
Central Bank in similar or comparable position will be an added advantage. 


Remuneration: Consolidated salary scale in the range of Rs. 30,800-54,100, a higher starting salary can be considered 
on the basis of experience and qualifications. Other perks will include transport, medical facilities for self & family, 
subsidised housing loan, pension & benevolent fund schemes. 


Interested persons (male/female) who are citizens of Pakistan and meet the above requirement may apply alongwith 
detailed CV and recent passport size photograph and send the same so as to reach the following address by 18-5-2000. 


RIAZ AHMED 


DIRECTOR, PERSONNEL DEPARTMENT 
STATE BANK OF PAKISTAN 
CENTRAL DIRECTORATE 
LI. CHUNDRIGAR ROAD, KARACHI, Pakistan. 
Fax: (92-21) 9212558 Emaii: sbp-isd@cyber.net.pk 





8 THE ECONOMIST APRIL 2OTH 2606 





netdecisions 
Elsinore House 


77 Fulham Palace Road — 


London W6 8JA 


Tel: + 44 20 8222 9400 
Fax: + 44 20 8222 9401 
Web: www.netdecisions.co.uk 


netdecisions 
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London | Cambridge | Madrid | Munich | Paris 


The internet: a revolution in the way we live our lives. If you 
thrive on ideas and have the discipline to implement them to 
a tight deadline, you should be working for us. `; 


We have established ourselves as one of Europe and Asia's leading 
e-commerce solutions providers and our client list includes some of 
the world’s most recognised names such as Coca-Cola, McDonald’s, 
eToys.co.uk and emap. Committed to staying at the forefront of 
technology, we have created our own R&D Centre where we work 
on emerging technologies and are developing our applications to 
run on multiple platforms including Interactive TV and WAP. 


We are currently looking for outstanding individuals to join us in 
delivering cutting-edge solutions to our clients as our growth 
continues in the UK and across Europe. You will work on projects 
from conceptualisation to implementation in teams with experienced 
strategy consultants, designers, technical experts and marketing 
specialists. You must be bright, enthusiastic and eager to work in 
a fast-paced and challenging environment where the opportunities. 
are virtually boundless. 


Project Managers | Business Architects | Knowledge Managers 


We are looking for individuals for all of these positions. You will 
need to demonstrate an outstanding academic track record and a 
sustained record of professional achievement in either a professional. 


service firm or a corporate environment. Experience of e-business =. 


is an added benefit. For further information please refer to our 
website: www.netdecisions.co.uk. 


If you wish to apply please send your CV and covering letter to 
recruitment@netdecisions.co.uk 











AFRICAN DEVELOPMENT BANK 


EXPERIENCED FINANCIAL EXPERTS 





Established in 1964, the African Development Bank (ADB) is the premier pan-African 
development institution fostering economic growth and social progress in Africa The ADB is 
primary goal is to reduce poverty and improve living standards by mobilising resources in and 
outside Africa and providing financial and technical assistance for development projects and 
programs in Africa. The ADB is based in Abidjan, Côte dIvoire, and has a total of 77 member 
states comprising 53 regional (African) and 24 non-regional countries. At the continental level, the 
ADB’s vision focuses on economic integration, while at the country level, three broad priority 
themes are predominant: agricultural and rural development, human resource development, and 
private sector development. 


The ADB currently has openings at different levels for experienced MBA graduates from loading 
Business Schools. Candidates should have a broad base of knowledge for providing project 
mangement support to key Bank operations in lending, debt management, project evaluation, 
business strategy, financial operations and providing advice and support for senior decision-making. 
The ideal candidates will therefore be results-driven team workers who demonstrate strong business 
awareness and expertise in financial analysis, project design and management, lending programmes, 
debt management and corporate strategy. They should also have well developed communication 
skills and the ability to meet deadlines. Preference will be given to candidates with experience across 
a broad range of development activities. Selection criteria will also include the ability to 
communicate effectively in English and/or French, with good working knowledge of the other 
language 


The ADB offers an internationally competitive remuneration and benefits package, This includes a 
tax-free salary, dependency allowance, education grant, education travel, medical, group life 
insurance, generous annual leave, home leave every two years, pension plan, and diplomatic 
immunity and privileges depending on level. 


Applicants must be nationals of ADB member countries. Applications with complete Curriculum 
Vitae in English or French should be received at the address below by 26 May 2000. Qualified 
women are encouraged to apply. We regret that due to the large, number or applications expected, 





only short-listed candidates will be contacted. Further information on ADB membership and the- 


Bank Group can be found on the ADB internet web site at www.afdb.org. 


Division Manager 
Recruitment and Staff Development Division 
African Development Bank 
01 BP 1387 ABIDJAN 01, COTE D’IVOIRE. 


FAX (225) 20 20.49.43 Email: recruit@afdb.org 
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| Announcement to all 


owners of Patek Philippe watches. 


ener TE tearm 








To mark the end of the twentieth century, Philippe Stern, President of Patek Philippe, has decided to. reward all 
- owners of Patek Philippe watches with a unique gift: the opportunity to own one of the last ten somplicated watches 
created by the company in the twentieth century, and engraved as such. 





All ten watches - ref. 5054 ~ will be presented personally by Philippe Stern, to those selected, at a sec veceptign to mark 
the opening of Patek Philippe’s Watchmaking Treasures Museum. This will take place in autumn 2001, 





All we ask is that you send us the reference, case and movement numbers of the Patek rhii watches that 
you own and purchased prior to January ist 2000, along with your name, address and the name of your preferred 
Patek Philippe retailer. You will have as many possibilities to be selected as the number of watches that you own. 
This information should preferably be registered on the Patek Philippe website, o or sent to. us via fax or mail before 
December 31st 2000, using the relevant addresses listed below. 





Philippe Stern would like to take this opportunity to thank all those who, through their’ custom and loyalty, have helped to 
ensure that Patek Philippe will continue to practice its unique approach to the art of fine watchmaking for future generations. 


i 


PATEK PHILIPPE 
GENEVE 


Begin your own tradition. 
www.patek.com Patek Philippe S.A.. PO. Box 2654, 121 Geneva 2, Switzerland. Fax: (41) 22 884 2060. 
Please see the Patek Philippe website for Terms and Conditions. 














The Amsterdam Group (TAG) an 
Advertisement for Director G ROUP 


The Amsterdam Group is an alliance of 16 of Europe’s major companies in the beverage al Icohol sector, 
TAG exists to promote enjoyable responsible consumption of beverage alcohol and to contribute to discouraging misuse: Havi g 
been based in London since its establishment 1991, TAG seeks a new Director to move the organisation to Brussels, The successfit 
candidate should be bey to take on the challenge of leading TAG towards fulfilling its mission as a credible partner in th 
development of alcohol policy in the EU. TAG is looking for a Director who is a persuasive communicator with a proven track record 
of leadership of people and ideas who can achieve results quickly. 


The Role. 5 
The role of the Director is to contribute to and influence ideas in the area of alcohol and society in Europe on behalf of its member 
companies. The Director will advocate the principle that alcohol policy should be soundly based on individual responsibility. 
















The Director will work with a wide variety of individuals trom member companies, European institutions; scientific and edugatio ; 
organisations and other alcohol associations in Brussels. 
TAG also acts as a creative résource for an informal network of national social aspects organisations combating abuse and promistiti 
“responsibility in drinking in Europe. 





The Director will be expected to communicate the results of TAG activities and facilitator of best practice within the SAO, social 
aspects organisation network, and to represent the industry on public health issues. a 


Profile. 
- Ideally from a public health / academic / public affairs background. 
- Aware of the cultural sensitivities of issues management in the EU. 
- The ability to add creative thinking to progress ideas. 
-A consensus builder who is a respected policy leader. 
- Good understanding of the EU institutions. 
- Fluent English and another EU language. 


Aaterested candidates should send a detailed CV, motivation letter and details of salary expectations to, 
“PO box 4103, 25 St James Street, London, SWLA THG (publication) by 17th May 2000. 
Competitive salary package available to the successful applicant. 
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You're a major player in the securities 
markets worldwide, so when it comes to 
trading, you know what you need. 

Liquidity. 

A world of buyers and.sellers — ready 
to trade. And when-you're trading elec- 
| tronically, you know the place to come 

» for global liquidity. 
Instinet. 
We give you electronic. access to some 
of the broadest, deepest — most liquid — 
around the world. 
ie bid eE y E TER vi 






_ The bigger the crowd, 
the better the performance. 


What’s more, we don't have our 
own portfolio so we never compete 
with your trades or take a position 
against you. 

Our only goal is to help you get the 
fastest trade at the best price — and we 
handle the follow-up automatically. 

AH of which can add up to better 
performance. 

For information, call our international 
freephone number +800 INSTINET (+800 
4678 4638) or visit www.instinet.com 


kes pR MAH Gepital, make markets or take profits on spreads. ©1999 
ped service marks and insting “is the marketing nane for istinct 






$ ; 


A REUTERS: Company 





Nothing comes between you 
and the best price” 
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Europe limbers up 


N THE surface, Europe’s economies look 
(AZ as flabby and feeble as ever. Unemploy- 
“ment is more than twice as high as in Amer- 
ica; productivity growth fell last year to its 
slowest since 1975, as America’s surged; and 
the euro has slithered so far that it is now 
-worth less than four-fifths as much as it was 
at its launch at the start of 1999. As America 
“enjoys the rewards of its vibrant “new econ- 
omy”, Europe, it seems, is saddled with a 
tired, old economy, incapable of change. Yet 
Jook closer, and Europe’s economies and 
companies are both showing promising signs 
-of improvement. 
coo Start with the economies. Americans com- 
plain that their huge trade deficit is partly the fault of Eu- 
rope’s sluggish growth. Sluggish? The euro area grew by an an- 
nual rate of almost 4% in the second half of last year, and 
seems to be maintaining that pace so far this year (see page 
51). It is true that America’s economy continues to grow even 
faster, but its recent pace is unlikely to be sustained. America, 
unlike Europe, has no economic slack and its growth has al- 
ready created alarming imbalances, such as an explosion of 
private-sector debt and a record current-account deficit. 

Not only has growth accelerated in continental Europe, 
but new jobs have begun to appear. Indeed, during the past 
two years, employment has grown faster even than in the Un- 
ited States, reducing the euro area’s jobless rate to 9.5% from 
11.7% in 1997. The weak euro has driven much of this spurt in 
activity. Combined with wage moderation, this has made 
European exporters more competitive than at any time since 
the mid 1980s. But the fall in unemployment also partly re- 
flects labour-market deregulation in many countries. As the 
rules have loosened, more workers have been hired on fixed- 
term contracts or as part-timers with less stringent employ- 
ment protection or lower non-wage labour costs. An increase 
in such jobs partly explains why productivity growth has 
fallen, just as it did in America in the early 1990s. 

_ As for the weak euro, it is not a problem in itself: a strong 
curfency is not a symbol of economic virility. The slide in the 
euro will be worrying only if it pushes up import prices and 
hence inflation. That may be starting to happen: in the year to 
March the euro area’s inflation rate rose to 2.1%, breaching the 
European Central Bank’s medium-term target. This is why the 
bank raised its interest rate by a quarter point, to 3.75%, on 
April 27th. But higher interest rates are unlikely to choke 
“growth yet, because overall monetary conditions (taking ac- 
-count of the weak euro) remain fairly lax. 
So far recovery has been largely cia driven by low in- 
“terest rates, a cheap euro and strong global demand. For rapid 
growth to be sustained, Europe needs either to boost pro- 
-ductivity or to mop up its large pool of unused labour (those 
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who choose not to work as well as the offi- 
cially unemployed). Only 60% of the working- 
age population in the euro area have jobs, 
compared with 74% in America. If Europe 
lifted its employment rate to American levels 
gradually over a 20-year period, then th 
could raise the region’s productive potential 
growth rate by one percentage point a yea 
even if ‘productivity growth remained un- 
changed. But there are reasons to hope: that 

productivity will also increase. “ 

A revolution is sweeping through Europe’ s 
boardrooms. The introduction of the euro — 
and the consequent creation of a single capi- 
tal market, along with global competition, are 
forcing managers to lift their rates of return. The continents: 
companies are moving faster than anyone would have- 
guessed a few years ago (see our survey in this issue). Voda- 
fone AirTouch’s record-breaking takeover of Mannesmann 
was just the latest sign. Across Europe, conglomerates are lis- 
tening to the stockmarket’s calls for them to become more fo- 
cused: half of the 30 companies in Germany’s pax index have 
announced spin-offs in the past year. 

Meanwhile, the euro has put the spotlight on the frag- 
mentation of European industry, and so brought about a 
wave of mergers. The explosion of hostile takeovers has given 
Europe something of the no-holds-barred feel of America in 
the late 1980s. Indeed, continental European management is 
growing more adversarial. As capital markets, rather than 
house banks, become companies’ main source of finance, the: 
old power structures of corporate Europe are crumbling. 


Corporate crunch-time 


Europe's companies need to do more. They still tend to be : 
more hierarchical than American companies, and less willing 
to grant autonomy to fast-moving technology divisions. They 
may be restructuring, but cutting out flab is the easy bit. The 
real challenge will be to find new sources of profitabl 
growth—something that American firms, which “downsized? 
years ago, are already free to concentrate on. 

Governments also need to do more to underpin the pret! 
gress at boardroom level. Europe is still a morass of regula- 
tions that strangle firms and discourage new jobs. Setting upa’. 
new company is far more expensive and time-consuming 
than in America. High taxes discourage risk-taking (in France,’ 
two-thirds of profits on stock options is taken by tax). In Ger- 
many, competition is stifled by a welter of silly regulations; 
store opening times are still restricted, and shops are bizarrely 
banned from offering discounts or lifetime guarantees. 

European firms are restructuring in a much tougher envi 
ronment than ‘their’ American counterparts. Unless. gov: 
ernments continue to relax the rules on labour and product | 


Bo 








markets, Europe’s companies could end up under fierce pres- 
sure from stockmarkets to improve profits, but prevented 
from doing so by protective legislation. That would only add 
to the already large number of firms that have moved pro- 
duction outside the £u, to lower-cost, less-regulated places. 





Mayor Ken 


A Mayor Livingstone will be more dangerous to Tony Blair than to London 


EVENGE is a dish best eaten cold. But this is ridiculous. A 

full 14 years after Margaret Thatcher abolished the 
Greater London Council, thinking she had consigned its 
leader to history, “Red” Ken Livingstone is poised to take his 
place again as the public face of London. Moreover, he is not 
just getting his old job back. Thanks to Tony Blair's fondness 
for constitutional experiment, he is about to become Lon- 
don’s first-ever directly elected mayor, the closest thing that 
Britain has had.to an American-style city boss. if, as the polis 
currently suggest, he coasts to victory on May 4th, Mr Living- 
stone will be entitled to reflect that while Mrs Thatcher has 
become history, he is making it again. 

Not even this conveys the whole sweetness of his coming 
triumph. For the present prime minister will be grinding his 
teeth just as much as Lady Thatcher. The last thing Mr Blair 
wanted when he gave London a mayor was for the job to go 
to Mr Livingstone. In Mr Blair's book, Mr Livingstone is the 
epitome of the “loony left”, gesture politician who made La- 
bour unelectable for two decades. The inventor of the the 
“New” Labour Party tried his utmost to drive a stake through 
the candidature of this ghost from the old party (see pages 19- 
21). By rigging the nomination for his own man, Frank Dob- 
son, Mr Blair forced Mr Livingstone to run as an independent. 
Independents don’t win elections in Britain--do they? 

Londoners are a bloody-minded lot. Many will feel good 
about throwing a spanner into Mr Blair's over-tidy works. But 
will a Mayor Ken do much good for them? Probably not— 
though it is oddly difficult to tell. 


New London, new Livingstone, new leverage 


The difficulty is that Mr Livingstone is both a masterful popu- 
list and, on policy, a master of ambiguity. He has published a 
long, bland manifesto on the Internet, designed to reassure 
voters that the “Red Ken” of the 1980s, having grown up into 
“Citizen Ken”, can now be trusted to take command of one of 
global capitalism’s capital cities. He is as well liked by the City 
types who roar at his genuine wit as by the social workers of 
Camden, who expect him to wage war on inequality. Al- 
though he is the pedestrian’s friend (he has travelled by foot 
and Tube for years), he is not necessarily the motorist’s enemy 
(a threat to levy charges on cars entering inner London has 
grown vaguer as the election has approached). 

If voters held pre-election ambiguity against politicians, 
parliaments everywhere would be half-empty. The worrying 
thing is not what Mr Livingstone says he will do but where he 
is coming from. Some of his ideas are admirable. He is a long- 
time champion of sexual and racial equality. But he also 
wishes members of the imr a painful death, blames the fi- 
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Governments and managers clearly still have plenty to do, 
but at least changes are happening. Yes, Europe still lags far 
behind America. But that, in turn, gives it more scope to grow 
faster by catching up. By grasping that opportunity, Europe 
could turn into a truly new economy. 

gah a 








nancial system for killing more people than Hitler and jokes 
about putting delegates of the World Trade Organisation in 
stocks if this “arrogant” body ever meets in London. It is tell- 
ing that one policy he has spelled out clearly is his plan to in- 
crease investment in the Tube by issuing bonds and not, as 
Mr Blair wants, by means of a public-private partnership. A 
preference for raising money by issuing municipal bonds is 
hardly evidence of Trotskyism. But by blaming the privatisa- 
tion of the overground railways for last year’s train crash in 
Paddington, and by wilfully misinterpreting Mr Blair's 
scheme as a plan to privatise the Tube, Mr Livingstone has 
shown a cynical (and politically brilliant) willingness to pan- 
der to popular prejudices, while keeping the left on his side. 

The funny thing is, the Greater London Authority, the new 
body the new mayor will lead, is not supposed to have any 
say over how the Tube is financed. If Mayor Ken wants to 
stop the government's plan, he will have to challenge it in the 
courts. Indeed, Mr Blair has taken care to give the mayor rela- 
tively weak formal powers. The mayor will have fewer tax- 
raising powers than the existing 33 boroughs, which remain in 
being as they are. He will have no responsibility for London's 
schools and hospitals. His job is to act as the impresario of 
London's many councils, boards and agencies. He is bound to 
have great influence. But he will owe this less to what he is al- 
lowed to do than to the fact of his popular election. 

This may be comforting for London. It is scarier for Mr 
Blair. If Mr Livingstone becomes mayor on May 4th, he will 
have a perfect right to claim a direct personal mandate from 
some 5m London voters. The prime minister’s direct personal 
mandate comes from the 65,000 voters of Sedgefield. To give a 
populist such as Mr Livingstone a mandate such as this is like 
giving Archimedes a firm place to stand: he will try to use it to 
lever the whole of British politics to the left—perhaps even 
eventually to challenge Mr Blair's grip on the Labour Party. 

That is why it has been such a mistake for Mr Blair to have 
backed a middleweight like Mr Dobson, and for the other 
main political parties to have made so little of London’s elec- 
tion. Neither Mr Dobson, nor the Conservatives’ Steven Nor- 
ris, nor the Liberal Democrats’ Susan Kramer, would be disas- 
trous. All might do a better practical job of running the place 
than Mr Livingstone. But none was a big enough politician to 
take him on. Unlike New York, say, London is not just any 
great city. It is a nation’s political, financial and cultural capi- 
tal rolled together into one. If by next week Mayor Ken is or- 
ganising his red-green alliance in the independent republic of 
London, Britain's political establishment will have their own 
lack of imagination to blame. 
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East Asia's new shape 


NDER the shadow of a giant as powerful and vigorous as 
\/ the American economy, all others risk looking backward 
or even puny. That, as our earlier leader argued, is Western 
Europe's predicament. But it also applies to the economies of 
East and South-East Asia. 
Once deemed to be about to launch a “Pacific century” to 
succeed the American one named by. Henry Luce, in their 
1997-98 financial crisis these miracle-workers were suddenly 
-deemed to be corrupt, cranky and poorly governed: not until 
they adopted American-style capitalism could they hope to 
revive. This was nonsense, as such rushes to judgment tend to 
be. In economies that had worked well for 20-30 years, it 
could not be true that everything needed to change before 
they could work well again. And nor was it: as the Asian De- 
velopment Bank reported this week, even the sickest econo- 
mies of South-East Asia have bounced back impressively 
quickly, with regional growth last year of 3.2% following the 
shrinkage by 7.5% in 1998, and growth expected for this year 
and next of 4-5%. In hyperachievers such as South Korea and 
Taiwan, even faster rates are being seen, and expected. 

Yet even as this success has begun to emerge, a new and 
misleading view has emerged to decry it. This recovery has 
been so rapid that it has left East Asia essentially unchanged, 
runs this argument, and so just as vulnerable to a new crisis. 
The old family conglomerates remain the dominant corporate 
form of the region. South Korea’s giant chaebol remain just 
that, giant. The banks that lent recklessly and then lay sad- 
dled by non-performing loans remain unreformed. 

There is some truth in this, especially in the criticism of 
Asian banks. But not biai to make the assessment valid, 


Africa's s twin scourges 


A concerted effort by rich and poor is needed if Africa’s virulent killers, 


_ AIDS and malaria, are to be put to flight 


"N THE rich world, aros, though still incurable, seldom now- 
-adays means imminent death, and malaria kills hardly 
anyone. In the poor world, however, aips kills about 2.5m 
people a year and malaria another 2m, maybe more. Most of 
the deaths are in Africa, and they are increasing in number. In 
the wars against these two pestilences, the bugs are winning. 
Arps and malaria are different diseases, with different 
causes, but they have this in common: they cause dreadful 
~ human misery, with huge economic costs (see page 86), and 
they would be attacked with far greater energy and effective- 
‘ness if most of their victims lived not in Africa but in Europe 
or America. Few Africans can afford the expensive medicines 
that mitigate the effects of ars; and few drug companies will 
spend the quantities of money necessary to develop a ma- 
laria vaccine if most of the people likely to want it are too 


SETHE ECONOMIST APRIL 29TH 2000 


Behind the rapid recovery of East Asia’s economies lie real changes in 
‘corporate behaviour, and the beginnings of pressure on Asian banks, too 


overall, nor to avoid the risk of it distorting the decisions of in- 
vestors and outside policy makers. East Asia in 2000 looks dif- 
ferent from East Asia in 1997. Itis not as different as megalc 
maniac wielders of new blueprints and radical change would 
like. But it is different, and becoming more so. 


Adaptable, where it matters 


It is almost always a mistake to: use changes i m gover nme 
policies as a benchmark for wider change: the pe 7 
politics run frustratingly slowly. There has been p lenty of r 
form, especially in financial regulation, and some in i 
tant areas such as bankruptcy law. But it has neither 
dramatic nor thorough enough. Such structural refo 

to go further, in every country in the region, if a stable p 
form is to be built for the next quarter century of growth, 

Yet the real changes, and surely the most significant ones. 
for the nearer term, lie at corporate level. They are being dri- 
ven not by “Asian values” but by necessity. The need for equ- 
ity finance, particularly from institutions outside the region, 
combined with greater pressures on management and with- 
the gathering force of Internet transactions, are all bringing the 
age of the closed, patriarchal, tycoon-led overseas Chinese _ 
conglomerate to an end. Not abruptly, but steadily (see pages. _ 
75-78). East Asia is nothing if not business-oriented, and the = 
needs of business are dictating the need for change. 

So far, there has been less change in Asia’s banks (see page 
83). There, the burden. of bad loans has combined with gov- 
ernment foot-dragging to slow the pace of modernisation. 
More mergers, and more modernisation are required. Again, 
let necessity be the mother of change. 




















poor to buy it. What is needed is a market for the medicines. 
that can already be produced, and the certainty that it will 
still exist if and when new drugs or vaccines are discovered. 
This idea—the creation of a market—is not new. Jeffrey 
Sachs, of Harvard University, suggested it in The Economist = 
last August, and it has won praise from, among others, Bill : 
Clinton and the World Bank. Thanks largely to the World 
Health Organisation, now at last playing a useful role under.” 
the leadership of Gro Harlem Brundtland, a Global Alliance © 
for Vaccine and Immunisation has been set up, with backing, 
financial as well as verbal, from philanthropists such as Mi- = 
crosoft’s Bill Gates. All of this is welcome. The market, how- 
ever, remains an idea, not a reality. 
Mr Sachs argues that, were the tich countries to provide $i 
billion a year for an indefinite period, they could help to pay 





not just for drugs, insecticides and bednets—one of the most 
effective means of combating malaria—but also for a fund 
that could be drawn upon once any malaria vaceine were de- 
veloped. The benefits in saving lives would be huge. So would 
the economic gains. The short-term costs of malaria, Mr Sachs 
believes, are greater than the 1% or so of Gor traditionally at- 
tributed to the disease, and the compounded costs over 15 
years are therefore nearly 20%. An annual flow of $1 billion in 
anti-malaria aid would, he says, benefit sub-Saharan Africa’s 
combined cpr by $3 billion-12 billion a year. 


African panaceas, African chimaeras 


Two changes are needed. One is the recognition by donors 
that this would be money well spent. At a meeting in the Ni- 
gerian capital, Abuja, this week, there were signs that the 
World Bank might indeed find $300m-s00m a year to fight 
malaria, which would at least be a start. But even that would 
achieve little if it were not spent in the right way. Hence the 
second needed change: a readiness by African governments 
to agree on programmes regionally, not state by state, and a 


Bill Rockefeller? 


Look what antitrust did for Standard Oil 


MERICAN courts do not much like breaking up successful 

companies. But when they do, the results are not always 
dire. Think of Exxon, Mobil, Amoco, Chevron: those compa- 
nies, with a long and valuable history, are among the frag- 
ments of Standard Oil, broken up in 1911. In the subsequent 
decade, the value of Standard Oil's divided assets rose five- 
fold. John D. Rockefeller, lucky man, thus made more money 
in retirement than during his working life. 

That example may not cheer Bill Gates, as he waits to hear 
how the courts react to the Justice Department's forthcoming 
recommendation on Microsoft's future. The stockmarket as a 
whole was rising in the early 1910s. Moreover, today’s stock- 
market, which has marked down the value of Microsofts 
shares by almost half since the start of the year, seems to dis- 
like the idea of multi-Microsofts (although it also dislikes the 
slowdown in Microsoft's earnings growth). And yet a Stan- 
dard Oil approach to the company could well be best not 
only for consumers but also, in the long run, for shareholders. 

The Justice Department seems likely to propose splitting 
Microsoft into at least two parts: one company would own 
the various versions of the Windows operating system, the 
other the Office applications software. During the lengthy 
antitrust investigations, one of the main themes of the Justice 
Department’s complaints was the barrier to entry created by 
the reinforcing links between these two halves of the busi- 
ness. The fact that Microsoft Office works best on a Windows 
operating system has strengthened the dominance of each 
component part. Its latest (extremely profitable) version of Of- 
fice for the Macintosh was produced only on condition that 
Apple made Microsoft's Internet Explorer its default browser. 

Given the determination of the Justice Department to 
break the power of this link, Microsoft faces only two realistic 
options—unless most of the charges against it are thrown out 
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willingness to pursue tried-and-tested methods that work. 





~ Here the evidence is mixed. Some countries, such as Sene- 
gal and Uganda, have put in place conventional anti-arps 
programmes to dramatic effect. Yet South Africa—a latecomer 
to the war on aips, with the result that it has more new infec- 
tions than any other country—remains sceptical about the 
treatments that have been used successfully elsewhere. Only 
this month President Thabo Mbeki wrote to Mr Clinton and 
other western leaders to defend his willingness to contem- 
plate heterodox theories about aips and to seek African solu- 
tions to a “uniquely African catastrophe”. 

Fortunately, the mood in Abuja this week was very differ- 
ent. No one got a bigger round of applause there than Ghana’s 
president, Jerry Rawlings, when he reminded delegates that 
public health was once taken far more seriously in Africa; in- 
deed, in colonial days, householders would be liable to fines 
if they allowed pools of water to collect in which malaria- 
carrying mosquitoes could breed. No one wants to bring back 
colonialism—but everyone should want to see arns and mal- 
aria rendered no more lethal in Africa than in richer places. 





on appeal. One is to become a regulated private-sector mo- 
nopoly. The other is to split itself up. Life as a regulated mo- 
nopoly would be unattractive—and would surely exacerbate 
the difficulties Microsoft has already begun to have in attract- 
ing and retaining its best people. 


The wisdom of Solomon 


For the two mini-Microsofts, on the other hand, exciting new 
opportunities would emerge. In particular, the applications 
company would have an incentive to create versions that 
could be run on other operating systems, including Linux and 
the growing range of handheld gadgets that will probably be 
the most remarkable technologies of the coming decade. The 
two new businesses would doubtless co-operate, as Microsoft 
already co-operates with Intel, the dominant producer of 
microprocessors. But they would also encourage each other's 
competitors, as those two companies also do. The mini- 
Microsofts would thus have incentives to compete, to inno- 
vate and to develop new markets. Indeed, if Mr Gates were 
wise, he would snatch the initiative and make his own split. 

Both the divided companies would still overwhelmingly 
dominate their respective markets. But dominance is not, in 
itself, a problem. Several high-tech companies have 80% or 
more of their markets: think of Cisco, Intel, or eBay. What ulti- 
mately matters is not market clout, but the way it is used or 
abused. As Microsoft's shares have slid, so those of Oracle, an- 
other software giant, have remained steady, with the result 
that Larry Ellison, Oracle's boss, is now the world’s richest 
man. Oracle's renaissance has been built less on market dom- 
inance than on innovation and on open rather than propri- 
etary standards. Only by following that route will Mr Gates 
recapture his claim to be the Rockefeller of the zist century. 
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Banks and Stock Markets as Catalysts in the 
Engine of Growth in Africa. 


. The Importance of Accelerated Capital Markets 


Activities and Long Term Capital Formation 
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Efficiency & Safety in the new Millennium. 
Internet Banking. 
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. Corporate Banking and Multinational Corpora- 
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LONDON’S MAYOR 


A city grows up 


Next week, London will choose a new municipal government—including, for 
the first time ever, an elected mayor. Will it get what it deserves? 


ONDON is a great city. If you choose the 
right mix of indicators—size, wealth, mu- 
seums, theatre, cosmopolitanism, curry 
houses—you could make a case for its being 
the world’s greatest city. But it is the fate of 
some great cities to have mediocrities thrust 
upon them. On May 4th, under the latest of 
Tony Blair’s changes to the British constitu- 
tion, Londoners will have the chance for the 
first time ever to elect a mayor who will 
wield executive powers. The choice in front 
of them is not inspiring. None of the three 
main political parties has produced a candi- 
date remotely worthy of this extraordinary 
and challenging metropolis. 


atc idee ; 
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Steven Norris, the Conservative candi- 
date, never rose beyond the rank of junior 
minister in John Major’s government and, 
until this campaign, was famous mainly for 
having clung on to his job despite indulging 
in a series of well-publicised extramarital af- 
fairs. Susan Kramer, the Liberal Democrat, is 
an earnest, wide-eyed banker with no ex- 
perience in politics and no obvious flair for 
it. Labour’s candidate, Frank Dobson, did 
not even want the job until pressed into 
standing by Mr Blair. Only the front run- 
ner—the sly, nasal, subversively humorous 
Ken Livingstone—shows real verve and cha- 
risma. But he is a quirky loner, running as an 
independent, who still allows his wild 
mouth to get the better of him. 

How did London find itself in this 
predicament? And what will it mean for the 
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future? The how can be explained in three 
brisk chapters: an awesome act of political 
spite, followed by an imaginative constitu- 
tional experiment, followed by an inexpli- 
cable piece of political mismanagement. 
The awesome act of spite goes back to the 
early 1980s, when Margaret Thatcher ran 
Britain and Mr Livingstone, then still in the 
Labour Party, ran the Greater London Coun- 
cil.On thenorth side of the Thames, from the 
House of Commons, Mrs Thatcher waged 
war on public spending, especially by local 
councils. On the south side, from the Gic’s 
12,000-room palace, County Hall, Mr Living- 
stone ladled out public money to a miscel- 


lany of “loony left” causes. He draped a ban- 
ner over County Hall recording the number 
of jobs Mrs Thatcher’s policies were destroy- 
ing in London. She retaliated by destroying 
his. In 1983 she said she would abolish the 
GLc, and by 1986 it had gone. 

A decade and a half later, Mr Blair’s ad- 
ministration is giving London a government 
again. In opposition, the Labour Party had 
complained that Mrs Thatcher had made 
London the only European capital without 
one. The result, it said, had been to turn Lon- 
don intoa city of stark contrasts. “On the one 
hand it is one of the most competitive in Eu- 
rope, a beacon of enterprise, creativity and 
culture,” said a government White Paper. 
“Yet on the other it is beset with problems of 
congestion, pollution and social depriva- 
tion. In short, it is a city full of energy, but 




















where the big issues do not get sorted out.” 
Mr Blair's way of getting the big issues 
sored out is not to reverse what Mrs 
Thatcher did. He is not resurrecting the GLC. 
In place of the traditional pattern of commit- 
tee-dominated local councils and ceremo- 
nial mayors, London is to geta highly visible, 
American-style elected mayor wielding ex- 
ecutive powers, plus a smal! elected assem- 
bly to watch over him. This is the imagina- 
tive constitutional experiment, and it is one 
which Mr Blair hopes may eventually 
breathe life into the moribund municipal 
governments of other big British cities. 
London’s new government, the Greater 
London Authority, will occupy a building, 
designed by Sir Norman Foster and resem- 
bling a squashed eyeball, now under con- 
struction near Tower Bridge. It will have a 
staff of 400 rather than the 20,000 or more 
the Gic employed at its point of maximum 
hubris. It will not consist, as the ctc did, of a 
layer-cake of committees with elected coun- 
cillors running every- 


parks to its schools. == 


The staff will mainly serve the mayor. 

As we shall see, the bold thing about this 
experiment is not the mayor's powers. It is 
the fact that he will be elected. With a direct 
personal mandate from up to 5m voters, 
gushed another White Paper, he could not 
fail to have “exceptional influence” well be- 
yond his statutory powers. He would be- 
come the capital’s public face, at home and 
overseas. “We expect the mayor to become a 
high-profile figure who will speak out on 
London’s behalf and be listened to. London- 
ers will all know who their mayor is and 
have an opinion on how he or she is doing. 
This will change the face of London politics.” 

Which leads to the inexplicable piece of 
political mismanagement In a referendum 
in May 1998, Londoners voted by almost 
three toone in favour of Mr Blair's plan. Butit 
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thing from London’s sa, 





LONDON’S MAYOR 


somehow failed to occur to the prime minis- 
ter that he had just written the perfect jobde- 
scription for Mr Livingstone. 

This was a remarkable oversight. After 
the abolition of the cc, “Red Ken” entered 
Parliament as the Labour mp for a London 
constituency. Once there, he neither made 
friends nor attempted to hide his dislike of 
the way Mr Blair had moved the party right- 
wards. For his part, Mr Blair thought Mr Liv- 
ingstone’s antics in the 1980s had helped 
make Labour look extreme and unelectable. 
The former cıc leader, going nowhere in 
Parliament or in the “New” Labour Party, 
was bound to jumpat the chance to return to 
the limelight wielding “exceptional influ- 
ence” as the face of London. 


Same old Ken 


Mr Blair’s attempts to block him were in- 
competent. The prime minister’s choice for 
London—Frank Dobson—had been a ser- 
viceable health secretary, but he had spent 
much of 1999 telling everyone that he liked 
being in the cabinet and did not want the 
London job. Nobody believed that he had 
changed his mind. On top of that, Mr Blair 
then proceeded to make his own man un- 


electable. By bending the rules so that Mr 
Dobson won the Labour nomination, he 
gave Mr Livingstone a perfect excuse to run 
as a principled independent, forced to leave 
the party he loved for the sake of Londoners’ 
right to choose their own mayor. 

Now they are choosing him. In recent 
weeks, Mr Livingstone has been cruising 
round the capital in a purple open-topped 
bus, wisecracking through a megaphone on 
his way to what seems an inexorable victory. 
Though his share of the potential vote has 
been falling—from 68% in March to 49% in 
mid-April—he is well ahead of Mr Norris, 
the amorous Tory (now happily remarried), 
who, with 16%, has pushed Mr Dobson into 
third place. This week William Hill, a Lon- 
don bookmaker, closed its book on an elec- 
tion it considered as good as won. 
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London's fondness for Mr Livingstone 
seems unshakeable. It shrugged off his fail- 
ure to declare some freelance earnings in the 
register of mps' interests. The city earns much 
of its own income from financial services, 
but seems unfazed by a series of remarks— 
some later disowned as jokes, others appar- 
ently deadly serious—which suggest that al- 
though “Red” Ken has rebranded himself as 
“Citizen” Ken, he still sees himself as the 
hammer of international capitalism. 

Mr Livingstone says that the interna- 
tional financial system has killed more peo- 
ple than Hitler, an odd way to make a com- 
monplace point about the indebtedness of 
poor countries. He thinks the bosses of the 
IMF deserve to “die painfully in their beds”. 
He has expressed solidarity with the anti- 















capitalist rioters in London and Se- 
attle, adding that he would not in- 
vite the World Trade Organisation 
to London “unless we can get vast 
stocks to put them in so that we can 
throw stuff at them in an organised way”. 
Though he later called this a joke, he would 
still not invite the “arrogant” wro to London 
unless it found a way to calm protesters: “I 
don’t see any advantage to inviting an orga- 
nisation to London that’s likely to bring riots 
in its wake and injure police officers.” 
London has grown up these past 15 years. 
Mr Livingstone, it seems, may not have. But if 
he becomes mayor, how much damage 
could he do? Less than his enemies imagine. 
For as with many of Mr Blair’s constitutional 
reforms, the prime minister's plan for Lon- 
don is not quite as radical as he makes out. 
On paper, the mayor has impressive 
powers. The sheer size of London’s electorate 
means that he will have the biggest personal 
democratic mandate in Britain; by contrast, 
Mr Blair has the direct personal mandate 
only of his Sedgefield constituency. The 
mayor will draw up strategic plans for Lon- 
don, and a budget. He will oversee two new 
executive bodies, and will have the power to 
appoint some of their members. One, Tran- 
sport for London, will control the Under- 
ground, buses, taxis and most main roads. 
The other, the London Development 
Agency, will be responsible for attracting 


new investment, creating new jobs and tack- 
ling the problems of run-down areas. The 
mayor will also appoint members to a new 
police authority. This will be responsible for 
the Metropolitan Police, which—uniquely in 
Britain—now reports directly to the home 
secretary. If London wanted to bid for the 
Olympics, the mayor would organise it. 


Limits to his clout 


The mayor’s powers are deliberately de- 
signed to outweigh those of the London as- 
sembly, whose 25 members Londoners will 
also be electing next week. This small body is 
intended mainly as a means of holding the 
mayor toaccount. Itis supposed to scrutinise 
all the mayor's activities, including the work 
of the bodies responsible for transport and 
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economic development. It will be entitled to 
question the mayor and his staff, hold public 
hearings, see official papers and so forth. It 
will help the mayor to set his budget,and can 
draw up an alternative one. But it can do so 
only with a two-thirds majority, and on 
present evidence no party is likely to have a 
majority at all. In general, and by design, the 
mayor will have the whip hand. 

But look closer. The new mayor's Greater 
London Authority will itself be only one of 
the city’s power centres. Most services in 
London are provided by the 33 boroughs, 
whose power and confidence have grown 
since the disappearance of the Gtc. 

The central government will also con- 
strain him. Although the mayor will have a 
say in appointing the head of the Metropoli- 
tan Police, the final decision will belong to 
the home secretary. Although the mayor will 
be expected to promote the health of Lon- 
doners, he will not run the capital’s health 
services, which will stay with the National 
Health Service. Inner London’s schools, 
which used to be run by a committee of the 
GLC, will remain the responsibility of the 
individual London boroughs. 

Above all, the mayor will have little tax- 
raising power. He will set his budget, but 
most of its money—less than £4 billion ($6.3 
billion) a year—will come, with strings at- 
tached, from central government, for exist- 
ing spending on police, fire services and the 
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like. The only way he can raise money him- 
self is by levying congestion charges and 
parking fees from motorists. That could raise 
a lot of cash; but it can then be spent only on 
improving London's transport. The mayor 
will eventually be responsible for all aspects 
of the day-to-day operation of the London 
Underground. But although the question of 
how to finance new investment in the Tube 
has been the big controversy of the mayoral 
race, this is technically none of his business. 
The mayor will not even get his manage- 
ment powers until the Labour government 
has putits public-private partnership for the 
Tube in place. 
Perhaps it is the mayor's limited pow- 
ers that make London willing to risk vot- 
ing for the scatty Mr Living- 
stone. Cocking a snook at 





Mr Blair might be less fun if it meant letting 
Mr Livingstone’s hand into your pocket. But 
this raises another question. How is a mayor 
with such weak powers supposed to do his 
job of “sorting out the big issues”? 


Ungoverned glory 


London certainly has its problems. It is noisy, 
dirty and choking on cars. Although salaries 
in London are some 30% above the national 
average, this masks big inequalities. In inner 
London, unemployment is twice the na- 
tional average, and about one-third of 
households receive some form of means- 
tested state benefits. Last summer about 
55,000 homeless families (including some 
15,000 asylum-seekers) were living in tempo- 
rary accommodation. London suffers from 
racial violence that has occasionally boiled 
over into riots. 

Some of these problems are endemic. 
Like other big cities, London has lost the un- 
skilled factory and dockland jobs that many 
used to rely on. But other headaches, such as 
the 2.5m passengers a day that are swamping 
the Tube, are the downside of success. As for 
race, London contains nearly half of Britain’s 
ethnic-minority citizens, speaking between 
them nearly 300 languages. By 2010, its black 
and brown population is expected to reach 
2m. All in all, Londoners rub along together 
well. Indeed, whether you examine its econ- 
omic statistics, or just stroll about the 
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place—a few miles eastward, let us say, along 
the river from Parliament—it is tempting to 
conclude that London has handled the big 
issues pretty well without a government. 
County Hall has become the home of an 
aquarium, restaurants and luxury flats, tow- 
ered over by a vast Ferris wheel, the “London 
Eye”. Farther east, engineers are completing 
the Millennium Bridge, a walkway that will 
span the river from St Paul’s to Southwark, 
just where the old Bankside power station is 
being transformed into a colossal art gallery, 
the Tate Modern. Close by are warehouses 
converted into fancy restaurants and pent- 
houses. Beyond lie the much- 
mocked Millennium Dome 
at Greenwich and the soar- 
ing office towers—a 
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to rival the City of London—which, in the 
1980s, sprang out of the derelict Docklands. 

Not since Victorian times has London 
spent so much on public buildings. Much of 
this is being paid for by the National Lottery, 
but there is plenty of private prosperity be- 
hind the facelift. Overall, London is growing 
bigger, richer, younger and healthier. A 
shrinking population started to expand 
again in the mid-1980s. More than 7m people 
now live inside London, and some 20m 
within an hour and a half of it. Newcomers 
have flocked in from Britain and abroad, 
both legally and illegally, attracted by the 
capital’s style, facilities and jobs. Since the 
early 1990s, employment has expanded by 
3%a year. And although London has lost per- 
haps 1m jobs in manufacturing since the 
1970S, it has created more. More than ım peo- 
ple now work in financial and business ser- 
vices, 275,000 in tourism and hospitality,and 
400,000 in the creative industries. 

It is too simple to say that London has 
prospered because the Lc was abolished. 
After all, London has not been wholly un- 
governed since. The GLc’s disappearance left 
the running of schools, housing and social 
services with the London boroughs (one of 
which, the City of London, has its own po- 
lice). The Tories created a minister for Lon- 
don, and a cabinet committee. 

Whatis safe to say is that London has not 
suffered overmuch since the ctc vanished. 


TE 


LONDON’S MAYOR 
Mrs Thatcher’s spite was, after all, informed 
by ideology. She was the pro-market enemy 
of strategic planning, of which the GLc was 
the champion. Its disappearance obliged the 
boroughs to co-operate, but also made them 
freer to experiment. 

Just as deregulation unleashed London’s 
financial boom in the 1970s and 1980s, so Mrs 
Thatcher's bias against planning made room 
for an enterprise-led renaissance in London 
at large, albeit with many bumps along the 
way. Michael Hebbert of Manchester Uni- 
versity argues that the Docklands develop- 
ment, though unlovely, was the product 
of “a genuine experiment in market 


freedom”. Much of London’s recent econ- 
omic success, says Tony Travers of the Lon- 
don School of Economics, was caused by the 
government staying out of the way. 


Conductor, not composer 


There are umpteen ways to run a great city. 
Mr Travers points out that New York is Lon- 
don’s nearest counterpart in size (about 7m) 
and composition (about 24% of Londoners 
are black or brown, compared with 32% in 
New York). But London’s new mayor will 
never be a Rudolph Giuliani. “Hizzoner” 
raises many of New York’s taxes himself, 
providing education, policing, housing and 
refuse services to the whole city. The state 
government bears down on him from Al- 
bany, and he has five boroughs to get along 
with. But he is, undoubtedly, the city’s boss. 
Britain has chosen a different model. Its 
new mayor will need to be more like a bro- 
ker, inserting himself into the space that re- 
mains between the mighty national govern- 
ment on his doorstep and the 
bloody-minded boroughs that will go on 
running London's main services. With more 
influence than power, he will be expected to 
conduct the orchestra, not write the score. 
The right mayor might give London a miss- 
ing focus and voice. The only safe bet about 
Mr Livingstone is that he would give it what 
the Chinese curse calls “interesting times”. 
i 
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Resisting Mugabe 


Zimbabwean ministers 
came to London to talk to Brit- 
ish counterparts. Britain said 
that it would put up £36m 
($57m) for land reform but 
with strict conditions. After 
five more opposition members 
had been killed by govern- 
ment supporters, the opposi- 
tion leader, Morgan Tsvangirai, 
said his party would look for 
ways to defend itself. 





African leaders met in Nigeria 
to discuss ways of fighting 
malaria, which is spreading 
lethally across the continent. 
The disease has cost Africa 
$100 billion-worth of produc- 
tion in the past 35 years, ac- 
cording to a report by the 
World Health Organisation 
and others. 


A uN report highlighted the 
gravity of the humanitarian 
crisis in Angola, where many 
displaced people are at risk 
from starvation and the con- 
tinuing civil war. It called on 
the government to allow more 
relief workers to enter the 
country. 


Mozambique’s farm minister 
said that up to 15% of the 
country’s agriculture had been 
affected by the recent flood- 
ing, and that it would cost 
$64m to put matters right. 


Hardliners in Iran won an 
important round in their bat- 
tle against change by closing 
down 13 reformist newspapers. 


Saudi Ismailis, an offshoot of 
Shia Islam, took to the streets 
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when the Saudi religious | 
police closed their mosque. In | 
an unconnected incident, the 
Saudi authorities were said to | 
have seized and burnt 10,000 
pornographic videos. 





On his first visit to Israel, Jor- 
dan’s King Abdullah called for 
Jerusalem to be the joint 
capital of Israel and a future 
Palestinian state. Back in Jor- 
dan, the police clashed with 
Islamist students. 


Tourist trap 


Ten foreign tourists and 1 
other people were kid- 
napped from a Malaysian re- 
sort and taken to Jolo island 
in the southern Philippines. 
Their captors demanded $2.6m 
for their release. They were re- 
ported to be connected to a 
Muslim separatist group, also 
in the Philippines, which is 
holding 27 hostages. 





In its worst defeat in 18 years 


of civil war, the Sri Lankan | 
tactics. Elian still cannot return 


army surrendered a key mili- 
tary base in the north of the 
island to the separatist Tamil 
Tigers. 


Indonesia’s investment and 
trade ministers were sacked 
after criticism that the govern- 
ment had been slow to revital- 
ise the economy. 


Sly old Fox 


The presidential election cam- 
paign in Mexico heated up: a 
poll showed Vicente Fox, the 
main opposition candidate, 
within three points of Fran- 





cisco Labistida of the ruling 
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Institutional Revolutionary 
Party. Polls and pundits also 
suggested that Mr Fox had 
come out on top in the cam- 


| paign’s first televised debate. 


Ups and downs in Colom- 
bia: the government's chief 
negotiator in the peace talks 
with the Farc rebels resigned, 
after a guerrilla leader said his 


ee 





forces would levy a “peace 
tax” on companies and indi- 
viduals with assets of more 
than $im. Earlier, the govern- 
ment had agreed to create a 
haven in the north of the 
country from which a second 
guerrilla group, the ELN, could 
start peace talks. 








Armed federal agents seized 
Elian Gonzalez, a Cuban 
boy at the centre of a custody 


| dispute, from the home of his 


relations in Miami and re- 
united him with his father in 
Maryland. Although most 
Americans approved of the 
raid, a passionate debate broke 
out about the government's 


to Cuba until the legal ma- 
chinery stops grinding. 


Flushed with victory in his 
battle for Elian Gonzalez to be 
reunited with his father, Fidel 
Castro turned his ire against 
Europe. Cuba cancelled trade 
talks with European Union of- 
ficials after European coun- 
tries had voted in a UN com- 
mittee to condemn its 
human-rights record. 


A new study by the Congres- 
sional Budget Office suggested 
that the United States’ pro- 
posed missile-defence sys- 











tem would cost $60 billion, at 
least $4 billion more than the 
Pentagon had estimated. 


Lawmakers in Vermont ap- 
proved a bill, the first in any 
American state, that would 
give gay and lesbian cou- 
ples the full legal benefits of 
marriage. 


All change in Italy 





Ki 


After the fall of Massimo 
D'Alema, Giuliano Amato was 
sworn in as prime minister of 
a centre-left coalition govern- 
ment in Italy, the 58th since 
the second world war. On 
April 28th the new govern- 
ment was due to face a vote 
of confidence in parliament. 
The result was expected to be 
close. 





Vladimir Meciar, prime minis- 
ter of Slovakia from 1993 to 
1998, was arrested and charged 
with bribery. 


The United Nations Human 
Rights Commission criticised 
Russia for using disproportion- 
ate force and for attacking civ- 
ilians during the war in 
Chechnya. un investigators, 
it said, should be allowed to 
visit the republic. 


Zika Petrovic, head of Yugo- 
slavia’s national airline, who 
was a close friend of President 
Slobodan Milosevic, was shot 
dead in Belgrade. 


Leaders of both the govern- 
ment and the main opposition 
parties said they would back a 
judge, Ahmet Necdet Sezer, to 
become Turkey’s president. 
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‘Rumours that America’s Jus- 
tice: Department might force 
Microsoft to split off its Of- 






















“fice software business as a | 
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| Paper fortune 






remedy in a long-running 
antitrust case sent the software 
giant's share price into a tail- 
spin, even though an appeal 
could stall the process for 

| some time. 


| 

| 

| Singapore Telecommuni- 

| cations and News Corp 

| were said to be considering a 
bid worth $30 billion for Ca- 

| ble & Wireless HKT, Hong 

Kong’s former telecoms mo- 

| 

l 

| 

| 

ii 

i 

| 

| 





nopoly. Their aim would be to 
outbid a troubled deal to ac- 
quire caw “KT by Pacific 
Century CyberWorks, a Hong 
Kong Internet company. 
pccw’s cash and share offer is 
worth $12 billion less than in 
February, at about $25.7 bil- 
lion, victim of the slide in l 
technology shares. | 








Hikari Tsushin, a Japanese 

:mobile-phone and Internet-fi- 

|; nance company, tried to re- 

} vive investor confidence by 
announcing a restructuring, In- 
vestors were unimpressed: 
shares plummeted a further 
20% to finish more than 90% 
off February’s peak. The com- 
pany was briefly Japan’s 
tenth-biggest by market cap- 

aitalisation. 





~The European Commission 
launched legal action against 
Germany, Spain and Italy over 
telecommunications pricing. 
The Commission also an- 
nounced plans to relax scru- 
tiny of mobile-phone com- 





panies by raising to 50% the 
market share prompting regu- 
latory intervention. Britain 
closed its latest licence auction 
with proceeds of £22.5 billion 
($35.6 billion). 


In advance of the largest ini- 
tial public offering ever in the 
United States, AT&T, an 
American telecoms giant, 
priced shares in its wireless di- 
vision at $29.50. aTat’s divi- 
sion is America’s third-largest 
wireless network, with 12.2m 
subscribers. 





America’s international Pa- 
per, the world’s largest for- 
estry and paper company, of- 
fered $6.2 billion for a smaller 
rival, Champion Interna- 
tional. Champion was in the 
midst of a takeover by UPM- 
Kymmene of Finland, Eu- 
rope’s second-largest paper 
and board maker. However, 


| an all-share offer of $6.5 bil- 


lion in February is now worth 


| only around $5.3 billion. 


| Renault agreed to buy the 


car business of South Korean 
conglomerate Samsung 
Group for 615 billion won 
($555m) to become the first 
foreign company to enter the 
country’s hitherto protected 
car industry. Nearer home, Re- 
nault also sealed a deal to sell 
its lorry unit to Sweden’s 
Volvo for a 15% stake in the 
Swedish company, worth over 
€1.7 billion ($1.6 billion). 


British Airways appointed 
Rod Eddington, currently exec- 
utive chairman of Ansett, an 

Australian airline, as chief ex- 
ecutive to replace Bob Ayling, 
sacked last month. One of Mr 
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Eddington’s earliest tasks will 
be to announce ga’s first pre- 
tax loss since privatisation 3 
years ago. He declared that 


| “people are the lifeblood of 


any airline”. However, blood 
will flow: he must oversee 
cost-cutting involving the loss 
of over 6,500 jobs. 


Interbrew, the world’s fifth- 


| largest brewer, announced 


plans for an initial public of- 
fering later this year which 
could value the company at 
over €7 billion ($6.5 billion’. 
The Belgian company will use 
the funds to make acquisitions 
that may include the brewing 
interests of Britain’s Bass. 


Hollinger International, a 
newspaper group claiming 4m 
daily sales, said it would sell 
its local papers in North 
America and may consider 
mergers or joint ventures for 
some of its larger dailies 
which include Britain’s Daily 
Telegraph, Canada’s National 
Post and the Chicago Sun- 
Times. Hollinger, led by Con- 
rad Black, will use the cash to 
prop up its sagging share price. 


Fair exchange 


The London Stock Ex- 
change and Deutsche 
Börse seemed on the verge of 
agreeing a merger of equals. A 
successful merger might lead 
the exchanges to enter a joint 
venture with America’s Nas- 
daq exchange in an effort to 
offer a more global service. 
One obstacle to the merger 
was how to treat the German 
exchange’s 50% stake in Clear- 
stream, a clearing and settle- 
ment company. 


Standard Life, a British in- 
surance company, was forced 
to allow a vote on demutual- 
isation at a special general 
meeting within three months. 
Standard Life’s market value is 


| estimated at £15 billion ($23.7 








| billion} and demutualisation 


would provide a handy wind- 
a for policyholders. The 
F 
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| raise interest rates again soon. 


| According to official statistics, 





| company a to resist 
| the move vigorously. 













Hot stuff 


America’s economy contin=| 
ues to grow at an uncomfort- 
ably fast pace: Gp» grew by 
an annual rate of 5.4% in the- 
first quarter. The anployment. 
cost index jumpec by 4.3% in 
the year to the first quarter, 
up from 3.4% in the fourth 

quarter, adding to fears about 
inflation. Expect the Fed to 






































The euro fell to new lows 
against the dollar, dipping be- 
low 91 cents at one point, as 
institutional inveszors sold off 
the currency. The 2uro’s weak- 
ness prompted the European 
Central Bank to reise its key 
interest rate by a quarter 
point, to 3.75%. 
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Russia’s economy grew by 
up to 8% in the year to the 
first quarter, thanks to a deval- | ~ 
uation of the rouble and a ae 
higher oil price. A:tthough Rus- 
sian figures are questionable, 
the country seems to be recov- 
ering rapidly from a financial 
crisis at the end of 1998. 


The Asian Develooment Bank, 
in its annual outlook, pro- 
jected that India’s economy | 
would grow by 7% this year 
and next, outstripping China 
for the first time since 1990. 
The report also suggested that 
Asia’s industrialised econo- 
mies—Hong Kong, South Ko- 
rea, Singapore anc Taiwan— 
would continue te grow by 
6.5% in 2000 and 6% in 2001. 
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A true private bank is one 
that makes you wonder if you're 
the only client. 


To us, each client is unique and each portfolio is 
different. At Pictet & Cie, one of Switzerland's 
leading private bankers, you will find a privileged 
and stable partner in your portfolio manager. Your 
relations are based on trust. You share decisions 
in a climate of confidentiality. To the extent that 


you might ask us whether you're our only client. 


Nothing could please us more. Discover for. 
yourself those qualities that set our bank 
apart in Asia too by contacting in Singapore 
Mr. Siegfried Peyer, speyer@pictet.com, tele- 
phone +65 536 1805, fax +65 536 1868, or in 
Hong Kong Mr. Bruce Chiu, bchiu@pictet.com, 


telephone +852 2521 1544, fax +852 2868 0008. 
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Indian poverty and the 


numbers game 


OELHI 


Has liberalisation helped the poor as much as it should? 


HEN, 30 years ago, Indira Gandhi 

cried “Garibi hatao’—abolish pov- 
erty—her slogan electrified India and de- 
livered victory to her Congress party in the 
1971 election. Mrs Gandhi's policies, which 
included spurning imports and wrapping 
business in red tape, meant that poverty fell 
less swiftly than it should have done. But her 
heirs are alive and well, and now they claim 
to have statistics on their side. Recent evi- 
dence suggests that India’s decade-old econ- 
omic reforms have boosted growth without 
making much of a dent in poverty. The con- 
sensus in favour of reform is breaking down, 
said the finance minister, Yashwant Sinha, 
recently. 

The sceptics have a case. Although the 
economy grew at over 7.5% a year in the 
mid-1990s, the proportion of Indians living 
in poverty dropped just one percentage 
point between 1993-94 and 1997, to 34%, ac- 
cording to the World Bank. In rural areas, 
home to most Indians and most of the poor, 
there was even less progress. In the country 
asa whole, the proportion of people living in 
poverty fell faster before reform, from 54% in 
1973-74 to 38% in 1986-87. “The latest num- 
bers appear to be a vote for Indira Gandhi 
anda vote against Manmohan Singh,” the fa- 
ther of reform, observed the Times of India. 
If anyone benefited, runs the indictment of 
liberalisation, it was the urban rich. The war 
over that charge is raging from the pages of 
scholarly journals to the floor of Parliament. 

Reformers offer two ripostes: first, that 
the data are misleading and, second, that to 
the extent they are accurate, they reflect the 
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faint-heartedness of reformers to 
date. There is merit in both argu- 
ments. To some extent, the dispute is 
between two sets of data. The na- 
tional accounts, produced by the 
Central Statistical Organisation, 
have shown consumption shooting 
up and, because inequality seems to 
have been stable, poverty falling 
sharply. When poverty began to 
look as if it was disappearing, India’s 
powerful states objected—not sim- 
ply because the appearance was 
misleading but because their entitle- 
ment to central-government aid de- 
pended largely on their poverty 
rates. 

Until the mid-1990s, these were 
based on the national accounts. 
Now the official poverty estimate is 
derived from the National Sample 
Survey (Nss), which asks households what 
they consume. The differences between the 
two calculations are dramatic. The nss has 
consumption growing at roughly 1's% a year 
between 1973-74 and 1993-94; the national 
accounts say it grew at a rate of 3'2%. In the 
past 30 years, the nss estimate of consump- 
tion has dropped from three-quarters of that 
in the national accounts to two-thirds. C. P. 
Chandrashekhar, an economist at Jawahar- 
lal Nehru University in Delhi, argues that the 
nssis right for most Indians. What it misses is 
rising consumption by the very rich, who 
downplay their extravagance when the sur- 
vey people come calling. Consumption by 
the poor was probably depressed during the 
1990s by higher food prices, them- 
selves the product of reforms, ac- 
- cording tocritics. 

Though surveys should yield 
the more accurate data, there are 
reasons to think that the nss never- 
theless underestimates both the 
level of consumption and its rate of 
70 growth. Pravin Visaria, the chair- 
man of the nss’s governing council, 
points out that households are 
asked what they have eaten over the 
40|| past3odays,a relatively long period. 

| He thinks that if the recall period 
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The poor’s mod-cons 


consumption would be higher. That alone 
could shave as much as four points off the 
aggregate poverty rate. 

Nor do the nss’s low estimates of con- 
sumption growth match the figures for 
booming sales during the 1990s, not only of 
expensive goods such as cars but of simple 
ones such as toothpaste. In addition, some 
economists argue against estimating poverty 
from Nss surveys after 1993-94, since they 
come from small samples. 

Another possibility is that government 
statisticians, measuring inflation with con- 
sumer-price indices, have raised poverty 
lines by too much. Using instead the nss’s 
data on the quantity and value of consump- 
tion, Angus Deaton and Alessandro Tarozzi 
of Princeton University have suggested a 
smaller adjustment to poverty lines, espe- 
cially in rural areas. Whereas the rural pov- 
erty rate (33% in 1993-94) remains much 
higher by this reckoning than the urban rate 
(18%), poverty in both city and country 
seems to be falling in tandem (by 4'2 to 5'2 
percentage points from 1986-87). In addition, 
wages for unskilled male farm workers rose 
about 2.5% a year in real terms during the 
19905. That is well below the 2.6% rate in the 
previous decade, butstill suggests something 
better than stagnation in rural poverty. 

Lastly, the correlation between poverty 
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DELHI 


OT long ago, the problem was floods; 

now it is drought. More than 80m 
people, mainly in the north-westem states 
of Gujarat and Rajasthan, but also in An- 
dhra Pradesh, Madhya Pradesh and poor 
Orissa, which bore the brunt of the floods 
last October, are without enough water. 
Cattle are dying. The poor are migrating. 
Economic growth will be dented. As so of- 
ten, acts of God expose the inaction of 
man. The trigger for this year’s drought was 
last year’s scanty monsoon. The underly- 
ing cause of the water shortage is waste, 
abetted by government policy. 

R.K. Pachauri, director of the Tata En- 
ergy Research Institute in Delhi, points out 
that ground water is free and that farmers 
pay too little for the power they need to 
pump it out. As a result, water tables have 
fallen. In Punjab and Haryana, India’s 
breadbasket, this, together with over-farm- 
ing encouraged by fertiliser subsidies, is 
threatening agricultural productivity. In 
most places, water is the responsibility of 
state bureaucracies; localities have little say 
in how water is used, which helps discour- 
age conservation. Charging sensible prices 
for water and electricity is controversial 
(though economically necessary) and 
ways must be found to protect the poor. 

Even without such boldness, some loc- 
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reduction and growth holds up better at 
state level. India’s poorest states (including, 
unfortunately, its biggest) both grew more 
slowly and reduced poverty less than the av- 
erage in the past two decades. Uttar Pradesh 
and Bihar, in which about a quarter of In- 
dia’s population live, are generally reckoned 
to be slower reformers and poorer providers 
of government services than most rich 
states. 

The data on which such passions are 
pinned are inconclusive. Consumption may 
be growing faster than the Nss suggests, but 
inequality has probably widened as well, 
which means that the poor are not benefit- 
ing from growth in full measure. Reform has 
probably been good for poverty, but could 
have been much better. 

That may be because reform has not 
gone far enough. Since 1991, India has low- 
ered barriers to imports (though they remain 
high by international standards) and freed 
industry from the burden of licensing. Much 
remains to be done, from curbing public-sec- 
tor deficits, which keep interest rates high 
and development spending low, to privatis- 
ing banks, which would improve their effi- 
ciency and boost enterprise. Several poten- 
tial reforms would directly promote 
job-creating growth. Abolishing ceilings that 
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Problems of the big thirst iad 





alities have taken steps to protect their wa- 
ter supplies. In Rajasthan, some 750 vil- 
lages have built small structures to store 
rainwater or to use rain to recharge ground- 
water. Though 26,000 Rajasthani villages 
are suffering from drought, the water-har- 
vesting villages have been largely un- 





A question of balance 








limit investment by firms in certain indus- 
tries, such as shoes and toys, would free 
them to compete in international markets. 
Making labour laws more flexible would en- 
courage bigger firms to hire more workers. 

Agriculture has been barely touched by 
reform. Subsidies (for fertiliser, power and 
water) promote over-farming and crowd out 
investment in rural infrastructure, according 
tothe World Bank. Controls on prices and in- 
ternal trade also blunt investment. 

The prime minister, Atal Behari Vaj- 
payee, and some of his colleagues would like 
to speed up reforms. The budget announced 
in February proposes modest but brave cuts 
in subsidies for fertilisers and food. Mr Vaj- 
payee recently told India’s trade unions to 
prepare for the reform of labour laws. He is 
said to be eager to speed up privatisation this 
year to bring down the debt. 

There is little support for this programme 
among Mr Vajpayee’s allies in the coalition 
government, let alone within the opposition. 
On April 25th, he hinted that some of the 
subsidy cuts might be withdrawn. Various 
ministries are resisting privatisation. The sta- 
tistics suggest they are doing the poor a fa- 
vour; experience in most of the world 
teaches the opposite. 

à k s 





scathed. The governmentisstudyinga plan 
to transfer quantities of water from surplus 
rivers to deficit areas. One group of pro- 
jects, a series of dams on the Narmada 
river, would have supplied millions of peo- 
ple, some of them affected by the current 
drought, say its supporters. Advocates of 
those who would be displaced by the 
dams deny this, and have held up con- 
struction. As India grows thirstier, the 
choices will grow tougher. 








Sri Lanka 
The worst 
defeat 


COLOMBO 


AS it all a colossal waste of lives and 

money? In December 1995, the Sri Lan- 
kan army took control of the town of Jaffna 
from the Tamil Tigers and re-established the 
writ of the government. Civilian life was re- 
stored, more or less. Local elections were 
held. The army understandably claimed a 
famous victory. In Colombo, the govern- 
ment of Chandrika Kumaratunga had hopes 
that the long civil war might at last be coming 
to an end, and that the Tigers would accept a 
settlement short of their demand for a sepa- 
rate state for the Tamils in the north-east of 
the country. Some four years later, on April 
22nd, those hopes were in tatters. 

The Tigers took control that day of the 
army base at Elephant Pass army camp, the 
gateway to the Jaffna peninsula. They are 
now poised to retake the peninsula and its 
main town. Their morale is high and their 
leader, Velupillai Prabhakaran, has con- 
ducted their battles with great skill. When 
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the Tigers lost Jaffna in1995, 
Mr Prabakharan moved his 
fighters into the jungles to: 
the south of the peninsula. 
From there they sought to. 
cutall the land routes north. 
All the time they had their 
sights on the giant govern- 
ment base at Elephant Pass, 
y two divisions of 






Weerasoortys told a a 
ists this week in Colombo 
that the Tigers had not 
overrun the Elephant 
Pass base. The army had 
made “a tactical with- 
drawal”. But the army 
had had to take into account the possibility 
of the camp being surrounded by the Tigers, 
he said. He conceded under questioning that 
the Tigers had a formidable range of weap- 
ons, including long-range mortars. The army 
does not have long-range mortars, a fact that 
perhaps helped to concentrate the minds of 
the defenders of the base when they decided 
toabandon it. 

Whatever the general says, the fall of the 
base is probably the single biggest military 
loss suffered by the army since the civil war 
began 18 years ago. Yet army intelligence 
knew as far back as mid-December that the 
Tigers were determined to take the base, and 
presumably passed on this information to 
the army's high command. Over the past 
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four months the Tigers 
have been able to place 
their weapons within 
range of the base, appar- 
ently without hindrance . 
What was the top brass do- 
ing? 

The Tigers launched 
their offensive against the 
Elephant Pass camp when 
there was virtually no gov- 
ernment in Sri Lanka. Mrs 
Kumaratunga, who is de- 
fence minister and com- 
mander-in-chief,as well as 
president, left the island in 
the first week of April to 
seek medical treatment for 
an undisclosed ailment 
and did not return until April 27th. The 
prime minister, her mother Sirimavo Banda- 
ranaike, suffered a stroke several years ago 
and remains confined to a wheelchair. Eight 
government ministers are abroad. 

The leader of the opposition, Ranil Wick- 
remesinghe, said this week that Mrs Kuma- 
ratunga “and some corrupt and inefficient 
military officials” must take responsibility 
for the Elephant Pass debacle. No doubt, but 
his words are hardly likely to raise the morale 
of the foot-soldiers of the Sri Lankan army 
holed up in the Jaffna peninsula. A par- 
liamentary general election has to be held by 
August. There is little doubt about what one 
of the big issues will be. 
st pea esl al tata E 
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| BANGKOK 


NCE known as the Venice of the East 

for its multitude of canals, Bangkok 

may soon resemble another fabled city: 

‘Atlantis. According to Thailand’s Depart- 

ment of Mineral Resources, Bangkok is 

. sinking at the rate of up to five centimetres 

(twoinches)a year, and the entire city may 
be below sea level by 2050. 

For some 200 years, Bangkok, built 
over a swamp, has weathered annual 
floods. Every monsoon season, heavy 
rains: slow traffic to a crawl and flood 
basements in some areas of the city. But 
‘the factories and housing estates that 
sprang up during Thailand’s economic 
boom took much of Bangkok's ground- 
water, and as water has flowed out of the 

|: ground, the soil has sunk in. The govern- 
| “mentestimates that about 2.5m cubic me- 
“tres (660m American gallons) of ground- 
“water a day is pumped up in Bangkok, 
~ twice as much as can safely be removed. 

| © -Proposals to end subsidence have 
been ignored by the government, which is 
| loth to alienate industry and landowners 








| Bangkok gets that sinking feeling 


before the general election expected in the 
autumn. One idea would be to raise the 
charge for pumped ground-water. At 
present developers and factories use 
ground-water because it costs only 3.5 
baht (10 cents) per cubic metre, whereas 
tap water costs at least 7 baht per metre. 
Banning the use of underground water 
has been dismissed outright as having too 
serious an impact on industry. 

If Bangkok sank below sea level, the 
city could be swamped by the nearby 
Chao Praya river during the rainy season, 
and floods previously limited to low-lying 
districts might sweep through the capital, 
paralysing industry and commerce for 
weeks. Bangkok’s flood-control capabili- 
ties are limited, since it long ago paved 
over most canals to build roads, depriving 
itself of a traditional means of water dis- 
posal. Flood water used to drain into the 
canals and then out to the Chao Praya and 
the sea. Ultimately, the sinking city may 
have to build hundreds of dykes, a project 
that might even give Dutchmen pause. 
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Gong, but not 
forgotten 


BEING 


T WAS indeed surprising when 10,000 ad- 
herents of a spiritual movement known as 
the Falun Gong appeared as if from nowhere. . 
on April 25th last year and staged a peaceful, 
day-long demonstration in the heart of Beij- 
ing, close to the Chinese government's head- 
quarters. But it is perhaps even more surpris- 
ing that this week, on the anniversary of that 
bizarreevent,agood many Falun Gong prac- 
titioners were still willing todemonstrate. 
Inthe year since the Falun Gong madeits 
eerie show of discipline, dedication and 
organisation, the government and the Com- © 
munist.Party have branded the movement 
an “evil cult”, and have sought to suppressit 
with: all the resources ‘of an authoritarian 
state. Those who maintain their loyalty to it: 
have suffered disciplinary action from the 
party, from their employers and, for the least 
fortunate, from the police. : 
Yet well-nigh 100/adherents made their 


way to Tiananmen Square in small groups = 


on the anniversary to sing the praises of the 
Falun Gong and call for a reversal of the ban. 
All were: seized, most of them roughly, by 
swarms of plain-clothes policemen. Mem- 
bers of the movement have in fact been ar- 
riving in the square for months. A western’ 
diplomat notes that the regular background 
noise of Beijing: now includes a heavy police 
presence in Tiananmen Square and a bunch 
of people being nabbed each day for trying 
to practise Falun Gong exercises. 

The government says all are handled ac- 
cording to law. They receive “re-education”, 
arid those who respond well are treated le- 
niently. Those who are stubborn, or are 
found to be ringleaders, are put on trial. Ac- 
cording to the government, 84 members. 
have been sentenced to jail. It claims that, of» 
the 2m followers the movement once hadin 
China, 98% have been persuaded to aban- 
don it. At the same time, officials acknowl- 
edge that some diehards remain and that the 
struggle to destroy the Falun Gong will be . 
“long-term, complex and serious”. 

A different picture is offered by Gail Ra- 
chlin, a representative of the Falun Gong 
speaking from the safety of New York. She 
believes the movement has 7om adherents 
in China, and claims that more than 35,000 
have been arrested, 5,000 have been sent to 
labour camps and 15 have died in custody. 

The crackdown has no doubt seared off + 
many would-be followers and keptin check 
what had been rapid growth in. the Falun 
Gong. But it has also distilled the group 
down to a committed core of members will- 
ing to be martyrs. The government, while al- 
lowing a limited expansion of political and 
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social freedom over the past 20 years, is nev- 
ertheless unaccustomed to such brazen, out- 
right defiance, and is clearly alarmed that its 
attack on the Falun Gong has yet to achieve 
decisive victory. 

Nor can it be comforting for the govern- 
ment to know that Li Hongzhi, the founder 


and “master” of the movement, is appar- 
ently beyond its reach in exile. Mr Li has 
been demonised by China’s state-run press 
and accused by the government of driving 
thousands of his followers to death or insan- 
ity. It is just as well for him that he moved 
several years ago to New York. 





Mongolia 


The nomads’ despair 


BAYAN-UNJUUL 


A terrible winter and the problems of privatisation are endangering 


Mongolia’s traditional herders 


“i HAVE never known things as bad as 
this,” says Shar, a nomadic herder 
whose cracked voice betrays that he ison the 
edge of despair, “though I once heard of 
something like it, in a year of the monkey.” 
Some six of Mongolia’s 18 provinces have 
been hit by the worst zud—a term for winter 
conditions that devastate Mongolia’s herds 
of livestock—that anyone can remember. It 
is not just that snow fell unusually early last 
winter (the first snowstorm was in Septem- 
ber) and unusually heavily, preventing ani- 
mals from getting to the grass. Last summer it 
barely rained. So, by the autumn, 
when the livestock should have 
been fattening up on grass for Mon- 
golia’s brutal winters, the pastures 
were already degraded. 

For Mr Shar things were already 
looking grim last July, when drought 
forced him off the pastures of his 
home district in Dundgobi province. 
He, his wife and three children 
headed 200km (125 miles) north, to 
the lusher mountain steppe of 
Bayan-Unjuul, but so did other Gobi 
herders. The result is severe overgraz- 
ing, with barely a blade of last year’s 
grass uneaten and no sign yet of this 
year’s growth. Larger animals, horses 
and cows, have suffered most: Mr 
Shar has lost all 20 of his horses, so 
has no transport. 

Some 2m animals have died in 
the zud, out of a total of 32m in Mon- 
golia. The poorest and biggest group 
of Mongolia’s 800,000 herders have 
between 50 and 200 animals a 
household, a mix of horses, cattle, 
sheep, cashmere goats and the odd 
camel: barely enough for subsis- 
tence. In the worst afflicted areas, 
these herders have lost between a 
quarter anda half of their herds. Of- 
ficials say that 1,250 households 
have lost all their animals. Getting 
aid to the needy over Mongolia’s 
vast expanses is difficult. Much of 
the population is on the move, par- 
ticularly now. 
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So far there is little sign of famine: herd- 
ing families are still living off supplies of 
meat dried during the winter. But even at the 
best of times a fifth of Mongolian children 
are malnourished, and a third suffer from a 
deficiency in vitamin n that can lead to rick- 
ets. The hardest time will be this summer. 
Herder families rely traditionally on dairy 
products during the summer, supplemented 
with flour and rice. But with few animals 
now giving birth, and those that are produc- 
ing less milk than usual, there are going to be 
fewer dairy goods. 
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Is there human error in this disaster? In 
Communist days animals and herders were 
fewer; they were organised into collectives 
and the collectives provided health care. 
pensions for herders and boarding schools 
for their children. Just as important, the state 
had the transport to get meat and milk to the 
cities, including to the Soviet Union, of 
which Mongolia was a vassal state. Herders 
were told by the authorities of the collectives 
where to graze, and when. Pastures were 
managed by diktat. 

In 1990, after the Soviet Union broke up 
the pastoral economy was rapidly privatised 
at the urging of the World Bank, the mr and 
the Asian Development Bank, among others 
The state-procurement system was disman- 
tled in favour of market incentives. Yet the 
vacuum seems to be largely unfilled. The 
state of Mongolia’s roads suggests why. Few 
settlements are linked by asphalted or grav- 
elled roads. So the costs of transporting 
goods from the remoter regions to the centre 
are a deterrent even to private operators. The 
effect is that the herders’ terms of trade de- 
teriorate the farther they are from a town. A 
live sheep is worth about 60-75 kilos of flour 
in Ulan Bator, 40-50 kilos in a district town. 
and just 30 kilos some 60km away from that 
town. Poor roads inflate the price of things 
herders want to buy, while debasing their 
currency, their livestock. 

Since market reforms, the num- 
ber of herders has risen, as other jobs 
have become harder to find. Many of 
the new herders are young and inex- 
perienced and have been dispropor- 
tionately hurt by the zud. Further, 
because of the difficulties of dis- 
tance, herders settle increasingly 
close to urban centres, especially to 
Ulan Bator, which is swimming with 
money from the new Mongolian 
bourgeoisie and the dozens of west- 
em aid agencies. A more sedentary 
form of herding exacerbates the pro- 
blem of overgrazing. 

Some herders have done well 

since privatisation, Many have not. 
and most would not choose the 
tough life of herding if they had any 
other option. Life for many has be- 
come harder in the past decade. The 
rural economy has certainly suf- 
fered, with soaring rates of poverty 
and the collapse of state welfare. Ab- 
ject rural poverty was almost en- 
tirely absent in Communist days 
But then, goes the response, the So- 
viet Union supplied subsidies tc 
Mongolia equivalent to one-third of 
the country’s Gpp. Today the total 
aid furnished from abroad is only a 
bit less than that. This suggests, at 
the least, that the Mongolian gov- 
ernment and its godparents, the aid 
S donors, have a case to answer. 
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UNITED STATES 


The longest war 


WASHINGTON, DC 


Vietnam was a defeat. Was it therefore a mistake? And if it was, can America 


avoid repeating it? 


N MARCH 29th 1973, South Vietnam’s 

President Nguyen Van Thieu bade fare- 
well to the last American combat troops 
leaving his country. “When the emotions 
aroused by this long war have calmed 
down,” he said, “the world will acknowledge 
by consensus that you have played a great 
role in the elaboration of peace in freedom 
and that you have shaped history 
for the better. God bless you.” 

Two years later, on April 30th 
1975, the last American helicopter 
lifted off the roof of the Saigon em- 
bassy. For most of the past quarter of 
acentury, Mr Thieu’s hope has been 
dashed. The emotions aroused by 
the conflict may have calmed but 
few people have argued that the 
Vietnam war—the longest conflict 
America has ever fought—has 
shaped history for the better. 

It is not surprising. America lost 
58,000 soldiers and failed to stop 
North Vietnam over-running the 
South. Even now, two-thirds of 
Americans think the war was a mis- 
take, but cannot agree what the error 
was. One group—the majority, prob- 
ably—thinks it lay in becoming in- 
volved in the first place. To them, 
Vietnam was an unnecessary and 
unwinnable conflict. It presented 
Americans with the image of their 
country not as a defender of democ- 
racy but, it seemed, as an imperial 
power. Others think the mistake lay 
in getting out. President Ronald Rea- 
gan declared that American soldiers 
had been “denied permission to 
win”, and ever since then, conserva- 
tives have argued that Vietnam was 
a failure of political will, not of geopolitical 
or military strategy. 

Either way, the conflict has remained too 
painful for agreement. Henry Kissinger 
gloomily concluded that the war destroyed 
“the once near-universal faith in the unique- 
ness of our values and their relevance 
around the world”. To its opponents, he 
wrote, defeat came about not because of “er- 
rors in judgment but moral rot at the core of 
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Shaping history 


American life.” 

It would be too much to say that the pas- 
sage of time has transformed opinions about 
the war. Yet there are signs that Americans 
are at last beginning to come to terms with 
the legacy of Vietnam. Thanks to the ending 
of the cold war, the conflict in Kosovo, and 
new historical evidence, the longest war is 


nam veteran to run for president. But his 
campaign seemed to elicit popular re- 
sponses that went beyond mere admiration 
for a military hero. As Mary McGrory of the 
Washington Post putit toa recentconference 
at the Brookings Institution: 


“John McCain's candidacy for some reason or 
other had a mysteriously healing effect on the 
country. He made it possible for people who were 
irreconcilably still against Vietnam and all it repre- 
sented |to}look at him, |tojadmire him, |to]like him 
and to] vote for him. Because, although he brought 
back bad memories, he had survived itand he was 
not bitter. And I think people thought, ‘Well, if he 
can digest it, ifhe can handle it, why can't we?” 


A second and more indirect example of 
changing public attitudes came last year, 
during the war in Kosovo. For the first time 
since the Vietnam war, some members of the 
left supported the use of military 








starting to emerge less as a unique event—ei- 
ther uniquely bad or uniquely bungled— 
and more as an understandable defeat in 
what turned out to be, over the longer run, a 
winning cause. 

The most striking recent evidence that 
public attitudes may be changing was the 
unexpectedly strong performance in the 
presidential primaries of Senator John 
McCain. Mr McCain was not the first Viet- 


force abroad. Presidents Kennedy 
and Johnson had sought to justify 
their intervention in South Vietnam 
by arguing that it would save a 
threatened people from a brutal 
communist-nationalist regime 
which most of them did not want. 
Defeat discredited that argument 
for a generation. (President George 
Bush, for example, justified the Gulf 
war largely in terms of national self- 
interest.) But in Kosovo a group of 
“liberal hawks” returned to the 
humanitarian argument for mili- 
tary action, suggesting that part of 
the left is overcoming its Vietnam- 
era loathing of military action. 

Third, for the first time since the 
war ended, there are signs of a his- 
torical revisionism to challenge the 
entrenched views of left and right 
about the war. Two recent books ex- 
emplify the change: Michael Lind’s 
“Vietnam: The Necessary War” (The 
Free Press, $25) and Lewis Sorley’s “A 
Better War” (Harcourt Brace, $28). 

Mr Sorley, a former teacher at 
West Point, attacks the conservative 
view that the war was lost because 
of political meddling. Rather, he 
shows, America’s mitial “search 
and destroy” policy—which boiled 
down to trying to kill as many Viet Cong and 
North Vietnamese as possible—received 
reasonably consistent support from the 
Johnson administration, even though it was 
doomed to fail against an enemy which spe- 
cialised in avoiding open battie. 

Mr Lind attacks the widespread view 
“that it was a mistake to intervene in Indo- 
china at all, but once the United States had 
intervened, it should have used unlimited 
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force to quickly win an unqualified victory.” 
Rather, heclaims, the war was worth fighting 
because Indochina was one of the most im- 
portant fronts in the cold war, along with Ko- 
rea and West Germany. It was not worth sac- 
rificing hundreds of thousands of lives for, 
however, because that endangered Amer- 
ica’s broader commitment to containing 
communism. Indeed, America, in Mr Lind’s 
view, should have pulled out earlier. 

Neither analysis has created a new or- 
thodoxy about the war. But the striking thing 
is that they were written at all after so many 
years of predictable left- or right-wing com- 
ment. Along with Mr McCain’s campaign 
and the liberal hawks of Kosovo, they show 
that new views of the conflict are starting to 
break through. Do these views still suggest 
that the war did more harm than good? 


A tyranny of exaggeration? 

That question revolves around two issues— 
the extent to which the war disrupted Amer- 
ican domestic politics, and its effect on the 
world in general. At home, the war divided 
the country more profoundly than any con- 
flict except the Civil War of 1861-65. David 
Halberstam, one of the first reporters to 
cover the conflict, called ita second civil war. 
The conflict destroyed two presidencies 
(forcing Johnson not to seek re-election and 
maiming Nixon even before Watergate). It 
also seemed to tear apart an entire genera- 
tion of Americans. 

Yet, a quarter of a century later, these 
claims are beginning to seem exaggerated. 
The strength of the opposition to the war was 
certainly striking. But every war in America 
has generated strong opposition, and this 
opposition was rarely typical of the country 
as a whole. Surprisingly, opinion polls taken 
while the Vietnam war was going on showed 
that the most enthusiastic supporters of the 
war were younger Americans, not older 
ones. The peaceniks of Vietnam were no 
more proof that young Americans hated the 
war than the recent demonstrators against 
the World Bank and ımF meetings in Wash- 
ington are evidence that all young Ameri- 
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cans oppose globalisation. 

Similarly, Vietnam and Watergate fre- 
quently get the blame for broad social 
changes such as the undermining of Ameri- 
cans’ belief in the competence and integrity 
of their government. Yet similar things hap- 
pened at the same time in Europe. If the war 
isto be blamed for anything, the blame must 
be more specific. The two best arguments 
are, first, that it destroyed American support 
for liberalism; and, second, that it divided 
the Democratic Party so badly that you can 
still see the scars. 

Many people have argued that Vietnam 
was “liberalism’s war” and that liberalism 
(social democracy to non-Americans) paid 
the price of failure. It is indeed true that the 
escalation of American military involve- 
ment in Vietnam happened at the moment 
of liberal triumph. In the first two years of 
Johnson's presidency his administration 
passed more domestic reforms than most 
two-term presidents. The Voting Rights Act, 
the Civil Rights Act, the Economic Opportu- 
nity Act, the Elementary and Secondary 
Education Act: these formed the basis of the 
“Great Society” of the 1960s and 1970s. 

Itis also true that those who opposed the 
war soon turned on the Great Society and on 
Johnson, its architect. The result discredited 
liberalism. As E.J. Dionne of the Washington 
Post has pointed out, “Liberalism itself at- 
tracted derisive adjectives. It became cor- 
porate liberalism, or establishment liberal- 
ism.” And now it has become merely a 
synonym for left-wingery. 

Yet much of the reaction against the 
Great Society was happening anyway and 
would probably have turned the tide against 
liberalism regardless of Vietnam. In the 
1960s, people, jobs and political influence 
were starting to move from the bastions of 
liberalism in the north-east to the more con- 
servative south and west, where first Barry 
Goldwater and then Ronald Reagan were 
shaping the new forces. And, in the south, 
the governor of Alabama, George Wallace, 
exposed a deep fault-line in the old liberal al- 
liance between blue-collar whites and 
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blacks. Johnson himself said that the Voting 
Rights Act of 1965 turned the south over to 
the Republican Party for a generation. 

The bigger domestic impact of the war 
was on the Democratic Party. Vietnam sul- 
lied its reputation for toughness on foreign 
affairs for a generation or more. From 1940 to 
1970, the Democrats had often been the 
party Americans trusted on national secu- 
rity. They had led America into the second 
world war against the opposition of many 
Republicans. Vietnam changed that. 

So-called “cold-war liberals”—the type 
represented by Truman, Kennedy and John- 
son—found themselves marginalised while 
opponents of the war took over much of the 
party. In the 1970s and 1980s, Democrats op- 
posed building any new weapons systems. 
Most voted against the Gulf war. Even under 
President Clinton, the “New Democrats” 
have been less successful in defining what 
they stand for in the outside world than on 
economic or social matters. 

So the influence of Vietnam on domestic 
American politics has been strong in one 
party but exaggerated in general. The same 
can be said for the war’s influence on the 
world in general. 

At the time, one of the most common as- 
sertions about Vietnam was that defeat 
would break up the cold-war consensus in 
the democracies in favour of standing up to 
communism. A humiliated and defeated 
America, it was feared, would abandon its 
allies to a resurgent communism. American 
public support for containing Russia would 
melt away. And defeat would unleash a new 
wave of American isolationism. 

It is not quite true to say that none of this 
came to pass: the 1970s were a period of suc- 
cessful Soviet expansion in Africa and else- 
where. Yet, for all the hair-tearing, it is clear 
that defeat in Vietnam had none of the long- 
lasting effects that were predicted. 

Consider Asia itself. Not only did the do- 
minoes of Thailand and Malaysia stay 
upright, but America has remained the pre- 
eminent foreign power in the region. Its alli- 
ance with Japan is intact. It has even re-es- 
tablished diplomatic relations with Vietnam 
and, though these are uneasy, that has more 
to do with the still largely Marxist Vietnam- 
ese government's hostility to foreign invest- 
ment than with the ancient enmities of con- 
flict. America lost the battle in Vietnam, but 
won the war in South-East Asia and the cold 
war itself. 

Nor did Vietnam plunge America into 
isolationism. Americans supported the Gulf 
war even though their generals, including 
Colin Powell, feared there might be thou- 
sands of casualties. They were also more en- 
thusiastic about the operation in Kosovo 
than anybody had expected. At one point 
opinion polls showed that 50% of Americans 
favoured using ground troops there, even 
though the administration did not. 

Caspar Weinberger, Mr Reagan's secre- 
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tary of defence, commissioned a study to 
work out the cast-iron military lessons of 
Vietnam. It dutifully reported that, if Amer- 
ica were ever to go to war again, there should 
be a clearly defined national-security inter- 
est at stake, and strong political support at 
home and in Congress; and, once a decision 
had been made to intervene, America 
should go in with guns blazing, with victory 
the only acceptable outcome. 

These conditions were met in the Gulf. 
But Vietnam has not prevented American 
involvement in other places, where its na- 
tional-interest concerns were less than vital. 
Indeed, the Gulf apart, all the wars that 
America has fought since Vietnam, notably 
in Bosnia and Kosovo, have been confronta- 
tions in which America has had the luxury 
of choosing when and whether to get in- 
volved. In most of these interventions, di- 
plomacy—not to mention reality—has im- 
posed limits on all-out military action. 
When itcame toa fight, though, it was win or 
bust; and, in the 1990s, victory came. 

It is true that Vietnam has altered the 
way foreign policy has been conducted in 
America, by increasing the extent of congres- 
sional oversight. Largely because of the reac- 
tion against the “imperial presidency” that 
was accused of taking the country into Viet- 
nam, Congress has stopped deferring so 
readily to the president. Its 
new activism was in evidence 
in Kosovo, during the Gulf war 
and in the recent shooting 
down of the Comprehensive 
Test Ban Treaty. But even this 
can be overstated. In practice, 
Congress was notextendingits 
power in new ways after Viet- 
nam. Rather, it was returning 
to the pre-war arrangement in 
which the legislature, as well 
as the executive, got engaged 
in the grand issues of war and 
peace. The atypical period was 
thatof the early cold war, until 
about 1965. 

In short, Vietnam has had surprisingly 
little geopolitical impact, either in the world 
at large or in American foreign policy. Why? 
Conservatives inevitably return to the argu- 
ment that the seriousness of the defeat in 
Vietnam was mitigated only by Ronald Rea- 
gan. The other explanation, which carries 
more weight, was first advanced by several 
opponents of the war within the Kennedy 
and Johnson administrations, including 
George Kennan and George Ball and, in the 
Senate, William Fulbright, chairman of the 
Senate Foreign Relations Committee. 

They agreed that America ought to try to 
contain communism’s spread. But going to 
war in Vietnam was a disproportionate re- 
sponse to the threat of Soviet or Chinese ex- 
pansionism. And, because Vietnam was a 
side-show, it follows that defeat there did 
not really affect America’s core anti-commu- 
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nism. Soitcould recover quickly from defeat. 
China, North Vietnam and Cuba all became 
communist without America’s cold-war alli- 
ances collapsing. If American credibility was 
at stake in Vietnam, it was because Kennedy 
and Johnson made it so. 

Yet it is still doubtful whether they could 
have avoided doing what they did, at least 
without causing problems for America else- 
where. For most of the evidence that has 
emerged since the end of the war in Vietnam 
has tended to buttress the other view: that 
Vietnam was merely one campaign in a big- 
ger struggle. 

It turns out that there was much more So- 
viet and Chinese support for North Vietnam 
than anyone had suspected: at one point 
China had 170,000 soldiers in Vietnam. There 
was alsocommunist unity at the start, even if 
China, the Soviet Union and North Vietnam 
fell out later: in 1950, Stalin, Mao and Ho Chi 
Minh metin Moscow to mapout how to take 
over Indochina. America’s enemies—Mao in 
particular—certainly saw Vietnam as a cold- 
war confrontation. 

Given America’s position in the world, 
then, intervention in Vietnam looks, in hind- 
sight, hard to have avoided. And if it was still 
a mistake—given the scale of the slaughter 
and the fact that the communists won—it is 
one that America could easily come under 
pressure to make again. 

Consider the parallels 
with Kosovo. That too is a 
poor part of the world, with- 
out obvious American secu- 
rity interests but close to 
long-standing American al- 
lies, and threatened by a 
communist-nationalist dic- 
tator supported by a big rival 
of liberal America. The Ko- 
sovo war too saw commu- 
nists defy an American ul- 
timatum, and wage a 
low-intensity campaign on 
difficult terrain where out- 
siders have frequently come 
to grief. It too put American credibility at 
stake because allies were ready to interpret 
retreat as a sign of weakness. 

In the event, modem air power enabled 
Mr Clinton to avoid in Kosovo the fatal deci- 
sion that Johnson took in Vietnam in 1965, to 
send in more troops. But, considering the 
pressure Mr Clinton came under to do the 
same thing in Kosovo, it seems unreasonable 
to dub the Vietnam war a uniquely foolish 
piece of adventurism, or to condemn Ken- 
nedy and Johnson for making decisions that 
looked, at the start at least, remarkably like 
the ones Mr Clinton took in Kosovo. 

Defeat in Vietnam has not changed the 
aims or values of American foreign policy. At 
most, as Mr Kissinger put it recently, it may 
have created a new generation “in search of 
the riskless application of our values.” 

— n = 
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Elian Gonzalez 


What next? 


MIAMI 


SCREAMING boy, policemen pointing 

guns, Cuban-Americans burning flags. 
The Elian Gonzalez affair reached a new cre- 
scendo with the removal of the six-year-old 
boy from the home of his Miami relatives. 
Now that Elian has been reunited with his 
father, Juan Miguel Gonzalez, in Maryland, 
you might expect a speedy conclusion to the 
affair. It may not happen, because of the 
three forces that conspired to keep Elian 
from his father in the first place—Cuban- 
American hatred of Fidel Castro, the clever- 
ness of expensive lawyers, and the venom of 
American politics in an election year. 

With Cuban exiles still smarting from a 
mixture of tear gas, pepper spray and public 
humiliation, lawyers for the boy's Miami rel- 
atives are already planning to erect new legal 
obstacles. An appeals-court ruling earlier 
this month, which prevented Elian’s father 
from returning immediately to Cuba, re- 
quires father and son to remain in the Un- 
ited States until the Eleventh Circuit Court of 
Appeals in Atlanta hears the Miami family’s 
case on May nth. If they lose, the relatives say 
they will fight the case all the way to the Su- 
preme Court. 

Itshould not come to that. Possession be- 
ing nine-tenths of the law, legal experts say 
the balance of the case has now shifted over- 
whelmingly in the father's favour. The Mi- 
ami relatives had based their case on the ar- 
gument that Elian enjoyed the right to 
political asylum. They even went as far as 
presenting an asylum petition signed by 
Elian, drawn up in English (a language Elian 
cannot read) and with a signature carefully 
done ina child’s block capitals. 

In an 83-page brief filed with the appeals 
court on April 24th, the Justice Department 
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argued that the asylum application was 
clearly not the boy's doing. Instead, they 
called it a “substantial intrusion into the 
realm of parental authority for a distant rela- 
tive to be able to trigger government proce- 
dures concerning the parent's six-year-old 
son”. This follows an earlier ruling in a fed- 
eral court that only the father could speak for 
a boy of such tender years. 

Lawyers for the Miami family reply that, 
given the choice, no child in his right mind 
would want to be brought up under Fidel 
Castro’s communist system. His father, by 
implication, is a creature of Castro and 
should be stripped of his parental rights. The 
Miami lawyers this week took legal action 
seeking to prevent Cuban government offi- 
cials from having any further contact with 
Elian’s father. They also sought to have an in- 
dependent guardian appointed, and visiting 
rights for the Miami relatives. 

Not surprisingly, Juan Miguel has made 
it clear that, for the time being, he wants 
nothing to do with the Miami relatives, 
whom he accuses of betraying his trust 
(when Elian was rescued at sea last Novem- 
ber, it was he who telephoned them to ask 
them to look after his child). Instead, Elian 
will soon be joined by four classmates from 
Cuba to keep him company. 

A family that was once famously close- 
knit, despite living in different countries, 
now seems to have been wrenched apart. 
Juan Miguel is being advised by Gregory 
Craig, one of Bill Clinton’s lawyers in the 
Monica Lewinsky affair. Mr Craig will 
quickly move to withdraw the previous asy- 
lum petitions filed on the boy’s behalf by the 
Miami relatives. This would appear to make 
the May hearing rather meaningless. 

At present, despite the shock of seeing 
Elian seized at gunpoint by federal agents, 
American public opinion remains solidly 
behind the government. “This was a losing 
proposition. It was a crusade that was des- 
tined to fail, given international and family 
norms,” says Damian Fernandez, a Cuba ex- 
pert at Florida International University. 
“Moral and political capital has been mis- 
spentin this case.” 

Some even think the Elian affair may 
end up softening American attitudes to 
Cuba. “It is like planting seeds in a garden,” 
says John Kavulich, head of the us-Cuba 
Trade and Economic Council, which repre- 
sents business interests. One seed is a forth- 
coming congressional bill that would allow 
food and medical sales to Cuba. It is due to 
receive a new hearing soon in the Senate For- 
eign Relations Committee, whose conserva- 
tive chairman, Jesse Helms, has dropped his 
once-firm opposition to the measure. 

But for the moment the political signs are 
not hopeful. Republicans are demanding 
Senate hearings on Elian’s case. Republican 
politicians, from George W. Bush to Rudy 
Giuliani, are heaping scorn on the pro-Cas- 
tro Democrats and on Al Gore (even though 
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the vice-president rallied to the Miami Cu- 
bans’ cause), In Miami itself, the exiles’ lead- 
ers point out that the Elian affair has helped 
to galvanise the flagging anti-Castro cause. 
The hardliners say they are recruiting new 
followers. There are even stories of Cuban- 
American voters in Miami registering to 
change their voter affiliation to the Republi- 
can Party. The exiles have vowed to punish 
the Democrats in November. With luck, 
Elian will know his fate by then. 


Anti-missile defence 


You have sword, 
| need shield 


WASHINGTON, DC 


bY i ade protection it may offer in 
the future against missiles fired at 
America or at America’s friends by a North 
Korea or an Iraq, the anti-missile defence sys- 
tem proposed by the Clinton administration 
is having a hard job protecting itself from its 
enemies at home and abroad. 

The immediate problem is Russia. If con- 
struction of the anti-missile system is to start 
next year, as planned, America needs by this 
October or November to have either negoti- 
ated a deal with the Russians modifying the 
two countries’ Anti-Ballistic Missile (ABM) 
treaty, or announced its withdrawal from 
the treaty. Since November is election timein 
America, a gathering chorus at home, includ- 
ing Jesse Helms, the chairman of the Senate 
Foreign Relations Committee, is calling for 
Bill Clinton to leave the issue for his succes- 
sor to decide. Itis not as simple as that. 

On the face of it, the Russian parlia- 
ment’s ratification last week of the Compre- 
hensive Test-Ban Treaty (which was rejected 
last year by America’s Senate), only days 
after it had passed the long-delayed Start-2 
strategic-arms reduction treaty, was nicely 


timed to turn the screw on America. Russia’s 
foreign minister, Igor Ivanov, told a confer- 
ence reviewing the non-proliferation treaty 
in New York that the anti-missile project 
could’“undermine the entirety of disarma- 
ment agreements”. 

Yet Russian officials have been careful to 
leave the door open to compromise. They 
note that America and Russia have already 
negotiated protocols to the asm treaty that 
distinguish less worrisome (to Russia) re- 
gional anti-missile defences from wider- 
reaching national ones. And there have been 
hints that Russia might be persuaded to 
make further modifications to the ABM 
treaty in return for still deeper cuts in nuclear 
warheads. Today’s decrepit Russia will find it 
hard to maintain even the 2,500 warheads 
envisaged in the Start-3 agreement the two 
sides are just starting to negotiate. 

Mr Clinton is due to meet Russia’s Presi- 
dent Vladimir Putin in Moscow in early 
June. A bust-up over missile defences is 
something both would prefer to avoid. Mr 
Putin knows that America’s proposed anti- 
missile system would be too small to block 
Russia’s still powerful missile armoury. How 
ready he is tocut a deal will therefore depend 
on how the debate goes in America. 

When he signed the National Missile De- 
fence Act last year, Mr Clinton was hoping to 
avoid election-time accusations that his 
Democrats were soft on defence. The act re- 
quires the president to proceed with an anti- 
missile system when one is technologically 
feasible. Mr Clinton added three more crite- 
ria: an assessment of the threat America 
faces, the cost of the proposed system, and 
its implications for national security, mean- 
ing the impact it would have on relations 
with Russia and with America’s allies. All 
four issues are still being hotly debated. 

After a failed test in January, the next try- 
out of the missile-interception system has 
been postponed until late June. If that too 
fails, the Pentagon is unlikely to be able to 
recommend to Mr Clinton that an anti-mis- 





THE ECONOMIST APRIL 29TH 2000 


sile system is now feasible, even though 
more than a dozen further tests are planned. 
If the June test succeeds, however, the politi- 
cal argument will grow still sharper. 

North Korea’s unexpected test-firing of a 
rocket into the Pacific in August 1998 made 
many people shiver at the thought of what 
an explosively unpredictable regime like 
North Korea’s (or Iraq's, or Libya’s) might do 
with an armoury of long-range missiles. The 
problem is how best to deal with the danger. 
Mr Clinton's answer is a limited defence to 
deal with limited dangers, the first stage of 
which would require the deployment of 100 
interceptors based in Alaska, with an option 
to increase the number of interceptors to 250 
and deploy some of them at a second site. 
This satisfies almost nobody. 

The sceptics say that it risks destroying 
the asm treaty with Russia and inciting 
China to expand its still small long-range 
missile armoury. The threat from countries 
like North Korea, they argue, can be better 
dealt with by existing methods: the promise 
of massive and accurate American retalia- 
tion. Anyway, the critics add, the anti-missile 
system could probably be fooled or over- 
whelmed by the attacking country. 

There is also the matter of money. A re- 
port by the Congressional Budget Office esti- 
mates that the proposed anti-missile system, 
modest though it is compared with a truly 
all-encompassing defence network, could 
cost, all told, $60 billion by 2015. Given a 
choice, a lot of senior people in the Pentagon 
would clearly prefer to spend that sort of 
money on sharpening up America’s army, 
navy and air force. Nonsense, comes the re- 
ply from the Republican right. The basic 
need is to keep off some madman’s missiles. 
The Clinton plan, some of these people 
think, is too feeble by half they want to leave 
the way open to deploying missile-intercep- 
tors not just on the ground but in space, too. 

Allof which leaves Mr Putin, not just Mr 
Clinton,on the horns of a dilemma. If it looks 
as if America will go ahead with some sort of 
anti-missile scheme and Russia refuses to 
modify the asm treaty to allow for it, it risks 
losing the treaty altogether. If it then threat- 
ens to withdraw from its other arms-control 
treaties with America it could find itselfeven 
worse off, since richer America is far better 
able to look after itself in a rearmament free- 
for-all. And delay may be no answer, be- 
cause the next American president could 
well be tougher than Mr Clinton. 

Russia would probably rather have a ne- 
gotiated cap on America’s missile defences 
than no limits at all. The trouble is that,even 
if Mr Putin and Mr Clinton do cut a deal, 
there is no assurance that some future Amer- 
ican president will not seek to build a more 
powerful system. Officials in Washington 
acknowledge Russia's problem. But the best 
way of limiting the problem, they say, is to 
reach an agreement in the next few months. 

a s 
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Boy Scouts 


UNITED STATES 


Discrimination and the law 


Can the Boy Scouts expel a gay scoutmaster? A thorny, politically important 


case has reached the Supreme Court 


ce N MY honour I will do my best todo 
my duty to God and my country 
and toobey the Scout Law;to help other peo- 
ple at all times; to keep myself physically 
strong, mentally awake, and morally 
straight.” About 90m American boys have 
taken the Boy Scout Oath over the past cen- 
tury, and some 5m, aged from 11 to 17, are cur- 
rently oath-bound scouts. But what does the 
mighty oath—together with the “Boy Scout 
Law” which requires each scout to be, 
among a long list of other virtues, “brave, 
clean and reverent”—really mean? Specifi- 
cally, does it exclude being a homosexual? 
On April 26th, the Supreme Court heard 
oral arguments in a case dealing with the ex- 
pulsion of a homosexual scoutmaster which 
promises to be one of the most politically 
contentious of the year. The court’s nine jus- 
tices are expected to deliver their ruling by 
July, along with that on another highly emo- 
tive case dealing with a ban on “partial-birth 
abortions” about which it also heard oral ar- 
guments this week. Whatever the court de- 
cides, the two rulings threaten to ignite an 
unresolvable culture war that could hijack 
the presidential election just as the two big 
parties get ready to hold their conventions 
this summer. The rulings could also put the 
issue of future Supreme Court appointments 
squarely at the centre of the campaign. 
Of the two cases, the Boy Scouts’ case 
could be the more inflammatory, and the 
trickier for both Al Gore and George W. Bush 








Morally straight? 


to handle. It involves not only a deep-rooted 
conflict about the acceptance of homosex- 
uals which is being fought out in legislatures 
and courtrooms across the nation, but also a 
genuine clash of basic constitutional rights. 

The case has been brought by James 
Dale, now 29, who reached the highest rank 
of Eagle Scout, achieved by only 3% of scouts, 
and then went on to become an assistant 
scoutmaster, one of the adult leaders who 
help to run scout troops. Despite his excel- 
lent record, his local troop threw him out 
after learning in 1990 from a mewspaper arti- 
cle that he was gay. Mr Dale was mortified. 
After his troop refused to readmit him, he 
sued under a New Jersey anti-discrimina- 
tion law (wisely changing his last name from 
“Dick” before bringing his case). Last August 
New Jersey’s Supreme Court unanimously 
ruled that the Boy Scouts had no right to ex- 
pel Mr Dale and ordered his reappointment 
as assistant scoutmaster. The Boy Scouts of 
America, scouting’s national organisation, 
appealed to the federal Supreme Court. 

The Boy Scouts claim that having to take 
back Mr Dale would violate their rights to 
free speech and free association under the 
constitution’s First Amendment. Although 
scouts are not vetted for these things, and be- 
ing gay is nowhere explicitly forbidden, the 
“morally straight” and “clean” requirements 
found in the Scout Oath and Law have long 
been understood to include the view that 
homosexual conduct is wrong. As adult 
leaders, scoutmasters establish close bonds 
with the adolescents in their charge, and 
they speak for scouting as a whole. As a priv- 
ate organisation, scouting should be free to 
convey its values beyond the reach of gov- 
ernment regulation. “A society in which 
each and every organisation must be equally 
diverse is a society which has destroyed 
diversity,” argues the Boy Scouts’ brief. 

The New Jersey Supreme Court rejected 
most of these arguments, accepting instead 
those of Mr Dale’s lawyers—that the Boy 
Scouts are not a group formed for the pur- 
pose of opposing homosexuality, and that 
their large, non-selective membership 
means that requiring them to accept Mr 
Dale’s reappointment as an adult leader 
would not necessarily violate the values or 
purposes of scouting or the scouts’ First 
Amendment rights. Moreover, these First 
Amendmentrights are not absolute: the state 
has a compelling interest in eradicating in- 
vidious private discrimination. 

In past cases the Supreme Court has re- 
cognised the claims of both arguments, and 
tried to draw some fine lines between them. 
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In three cases in the 1980s, the court ruled 
that the Jaycees, Rotary Clubs and other 
business or civic organisations above a cer- 
tain size could not exclude women. But in a 
1995 case it also ruled that the group staging 
Boston’s annual St Patrick's Day parade 
could exclude a group that wanted to march 
under the banner of gay pride. Remarkably, 
all four cases were decided unanimously. 
The court has attempted to distinguish 
between large civic organisations, which it 
says cannot discriminate against someone 
on the basis of identity or status unrelated to 
the organisation’s purpose even if this re- 
stricts the group’s First Amendment rights, 
and other groups founded specifically for an 
“expressive” purpose, which are free to de- 
liver even a discriminatory message, and can 
exclude those who disagree with it. Thus Ro- 
tary Clubs cannot exclude women, irrespec- 
tive of their views of the clubs’ task to pro- 
mote local business, but homosexual-rights 
campaigners have no right to hijack a St Pat- 
rick’s Day parade. Similarly, the Ku Klux Klan 
or the National Association for the Advance- 
ment of Coloured People would not be re- 
quired to admit each other's members. 


Scout’s honour 


This balancing act looks sensible, but the di- 
lemma for the court is that it is not entirely 
clear to which category the Boy Scouts be- 
long. And the scouts themselves are deeply 
divided. The many church groups which 
sponsor scout troops have lined up on both 
sides of the case. The religious right will be 
cock-a-hoop if Mr Dale loses, but many lib- 
eral churches will be appalled. Civil-rights 
groups are also divided. Most support Mr 
Dale, but a group of gay libertarians has filed 
a brief in support of the Boy Scouts. The 
group disapproves of the scouts’ anti-homo- 
sexual stance and yet supports their right to 
adopt it, pointing out thata ruling against the 
scouts could mean that gay groups might 
have to admit unsympathetic heterosexuals. 

Another perverse result of a ruling 
against the Boy Scouts might be a split be- 
tween tolerant troops and explicitly homo- 
phobic ones, Ku Klux Klans of gender politics 
which would be free to discriminate even 
under the Supreme Court’s rulings. Of 
course, it would be better to adopt the ap- 
proach of the Girl Scouts, who have defused 
the entire issue, and quietly forbidden bias 
against lesbians, by insisting (somewhat im- 
plausibly) that Girl Scout leaders not display 
their sexuality in any way. 

Even Mr Dale seems somewhat ambiva- 
lent. In an interview last year in the New 
York Times Magazine, he appeared to sym- 
pathise with the idea of vetting scoutmas- 
ters. “A kid can be highly impressionable, 
and I wouldn't want some narrow-minded 
person leading my son’s troop,” he said. “I 
think any parent who trusts just anybody 
with their child is crazy.” 

— = s 





ja 
Unwelcome buzz 


UTAH 


N CHOOSING the beehive as Utah’s 

emblem, the state’s founders sought to 
proclaim the industry of its inhabitants 
rather than their close-knit social arrange- 
ments. Yet, from the start of its history, 
Utah has been the home of families in 
which, like the queen bee with her drones, 
one head is surrounded by multiple part- 
ners and a plethora of offspring. The only 
difference is that Utah’s human families, 
unlike the matriarchal bees, are led by the 
male of the species. 

Utah has long been home to the 
Church of Jesus Christ of Latter-day 
Saints, the Mormons, who endorsed po- 
lygamy for much of the 19th century. True, 
| they banned it in 1890, and six years later 
this prohibition was added to the state's 
constitution as a condition of its admis- 
sion to the United States. Yet small reli- 
gious groups, mostly Mormon offshoots, 
have continued polygamy to this day. 
Hitherto these secretive sects, which are 
thought to include 30,000 or more of 
Utah’s 2m-plus inhabitants, have kept 
largely to themselves, and the law has usu- 
ally ignored them. 

This tacit agreement is now being 
tested. David Leavitt, the attorney for Juab 
County, in the western half of the state, 
has charged Thomas Green with four 
counts of bigamy, marrying one woman 
while still married to another. He has also 
charged Mr Green with statutory rape, on 
the ground that one of his five wives was 
only 13 years old when she conceived their 
first child, and of failure to support some 
of his 29 children. 

Mr Green had drawn attention to 
himself by appearing several times as a 
proselytiser of polygamy on television 








shows. He defended the practice when 
two Utah brothers were prosecuted for 
child abuse in 1998 after one of them beat 
his 16-year-old daughter for refusing to 
marry her uncle. Mr Green’s lawyer 
claims it is the unwelcome attention he 
has drawn to the state, rather than polyg- 
amy itself, that has brought the law down 
on him. The accusing attorney’s older 
brother, Mike, is governor of Utah. He is 
preparing for the Winter Olympics in 
2002, and would doubtless rather talk 
about the state’s powdery snow than 
about polygamy. 

Mr Green’s camp also points out that, 
until a month before the charges, he and 
Mr Leavitt were on friendly terms and met 
several times to discuss the legal status of 
polygamy. Another friend of Mr Green is 
David Zolman, a state representative who 
has suggested changing the frequently ig- 
nored law. There has been talk of chal- 
lenging the state’s constitution in the 
name of religious freedom. 

In reply, it is argued that some of the 
participants in “plural marriages” have 
little real freedom of choice. Rowenna Er- | 
ickson, who, after she had left one, 
founded a group called Tapestry of Polyg- 
amy to help women unhappy in polyga- 
mous marriages, points out that many of | 
the wives are wooed at ages when they | 
have barely begun to think for them- | 
selves; most have been brought up to ac- 
cept the practice as sound, and to obey the 
commands of their fathers. The secretive- 
ness that cloaks polygamy sometimes 
conceals crimes such as physical abuse 
and incest. Mr Green's trial will shine a 
torch on what most people had thought to 
be merely a murky comer of history. 
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Want to use your GSM service in the United States? 


Bring along this tiny piece of luggage. 


If you're traveling to the United States, be sure and take your SIM card with 
you. Because your GSM service will work with Omnipoint. 


Just rent the right frequency handset for use in the States, and you can use 
your phone just as you would at home. {If you don’t have your SIM card with 
you, relax. We'll provide a handset with the SIM card included.) 


As in other countries, you'll find using GSM in the U.S. is often less expensive 
than calling cards, pay phones and hotel phones. And, of course, far 
more convenient. 


All you have to do to enjoy GSM convenience is call one of the numbers 
listed below. We'll provide the handset to rent within 24 hours, or, in some 
cities, the very same day. 


To rent 


a handset call: ~ - 7 
0a) ning n 
in Netherlands 0800 024 9776 mg North Amarica through 
— 


In taby 800 790948 GSM Alliance Portners 


in UK 0800 328 5369 Wireless Takes The Next Step 
GSM 


In France 0800 508 968 
In US 1 877 OMNI-2-GO GLOBAL NETWORK™ 


All other countries 


www.omnipoint.com/gsmtravel 


+44 113 298 6085 





One international decision-maker 
you won't find in the boardroom 
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making sense of It all 
People with higher demands of their news coverage all turn to BBC World. B B WORLD 


BBC correspondents are in more countries than any other broadcast news 


provider, making sense of every world event for 167 million households, in Television 


over 200 countries. If you want to know all that is happening, everywhere - bbcworld.com 
from any event's humble beginnings to its ultimate conclusion - BBC World 


is out there, 24 hours a day. BBC World is a trademark of the British Broadcasting Corporation 














George Bush's bleeding heart 


i yus how compassionate can a Republican get before he has to 


J leave the Gor and join Vegans for Global Justice? George W. _ 


“Bush seems bent on finding out. One moment he is holding a 
get-to-know-you meeting with a bunch of gay Republicans. The 
-next he is holding forth on education or the environment or some 
other squishy-squashy crowd-pleaser. It is enough to make a red- 
“blooded conservative choke on his spotted-owl drumstick. 
A few months ago compassionate conservatism lay slaugh- 
~ tered on that great red carpet at Bob Jones University. Now itis en- 
joying a second life. Mr Bush is not only insistently telling Ameri- 
“cans that he is a “uniter, not a divider”. He has also produced a 
wodge of policy statements and five-year plans, a concept he has 
more enthusiasm for than anyone 
since Uncle Joe Stalin. Worried 
about housing for the poor? Mr 
Bush has a five-year plan toencour- 
age private developers to build in 
poor areas. Worried about the fu- 
ture of Medicare? There's a five- 
year plan for that too. 

This compassion offensive is 
discombobulating people at both 
ends of the political spectrum. Mr 
Bush is sidelining the sort of Repub- 
licans who seized control of Con- 
gress in 1994. And he is challenging 
the Democrats on their home turf. 
He is not just willing to talk about 
subjects—notably education—that 
escaped Bob Dole’s attention in 
1996. He is even willing to sanction 
the expansion of the dreaded fed- 
eral government if that helps 
America’s poor. 

So far it is paying off. Several 
opinion polls put Mr Bush back 
ahead of Al Gore, a position he lost 
when he moved to the right during the primary campaign. One 
even puts him in front of Mr Gore on the core Democratic subject 
of education. And the Los Angeles Times reckons he is beating Mr 
Gore among women by 41% to 39% (Mr Dole lost the fairer sex by a 
landslide). 

Can Mr Bush sustain his compassionate image? The Demo- 
crats will keep replaying the film of Mr Bush embracing Bob Jones 
Hf until it is burned into America’s subconscious. And, even if he 
holds steady, can he really drag the party of Rush Limbaugh back 
to the left without causing a revolt? 

The answer to the first question is mixed. Mr Bush has time on 
his side: when America goes to the polls in November, it will be 
nine months since that foolish embrace on the red carpet. He also 
has his less-than-weighty intellectual reputation: trying to paint 
the jovial frat boy as a dour moral conservative could backfire, just 
as it did with the smiling Ronald Reagan. 

But against that you have to reckon two things. The first is the 

. country’s ingrained suspicion of Republicans when it comes toso- 
cial reform, particularly when they offer to cut taxes by $483 bil- 
lion over the next five years. The polls still show Mr Bush trailing 
Mr Gore on most social issues, and Mr Gore is blasting his rival’s 
“casino economics” on the campaign trail. The second is the fact 
that Mr Bush is governor of the state that happens to be the coun- 
try’s pollution and execution pace-setter. Candidate Bush is likely 
to spend almost as much time dealing with “bigot eruptions” as 
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Candidate Clinton once spent dealing with “bimbo eruptions”. In 
recent weeks he has been embarrassed by a Texan police chief 
whoreferred to blacks. as “porch monkeys” and a health chief who 
despaired about Hispanics’ proficiency at breeding. 

The governor is on safer ground when it comes to avoiding the 
intra-Republican feuding that plagued his father in 1992 and Bob ~ 
Dole four years later. So far, conservative leaders have bitten their | 


tongues as he has fudged on abortion and strayed on federal | 


spending. Mr Bush has mace it clear all along that heis a middle- | 
of-the-road conservative rather than a right-wing messiah. And | 
the fact that his party is desperate for the White House after. eight J 
years outside it helps him toredefine conservatism ashe sees fit: 

But whatif Mr Bush sees fit to rede- 
fine conservatism as just another sort 
of Clintonism? The Republican Party 
might be in danger of making. itself 
electable only at the price of losing its 
soul. The, similarities between. com- 
passionate. conservatism and Clinto- 
nism are indeed remarkable. Mr Clin- 
ton talked tough on “Republican” 
subjects such as defence and law-and- 
order. Mr Bush is talking compassion- 
ately on “Democratic” subjects like 
education and health care: Mr Clinton 
bumished his image as a moderate by 
denouncing the far left. Mr Bush wag- 
gles: his eyebrows at the right-wing 
cavemen of Capitol Hill. 

Mr Bush has been so successfully 
vague about abortion that abortion- 
rights advocates have had to remind 
people that he isa right-to-life man. He 
has also shown Clintoniar zeal in bor- 

- rowing ideas from his opponents. His 
suggestions on a whole range of social 
issues—from tax credits to help the un- 

insured buy medical coverage to individual retirement accounts 
for workers—have been lifted straight from the Progressive Policy 

Institute, a think-tank that helped Mr Clinton’s New Democrats 

rise to power. 

But it is necessary to be careful about pushing the comparison 
too far: there is both less and more tocompassionate conservatism 
than there is to Clintonism. There is less because Mr Bush has been 
pretty meek in taking on entrenched interests. There was no Sister 
Souljah moment over the Confederate flag or the Miami Cubans. 
Mr Bush is so unreconstructed on the subject of guns that he sup- 
pore a measure to legalise the carrying of concealed handguns in 

is state. 

But there is also more, because compassionate conservatism is 
not quite the self-contradiction it sounds. The New Democrats 
have had to fight bare-knuckled against a tradition in their party 
that worships big government and bureaucratic planning. But 
compassionate conservatism reaches back to one of the oldest 
conservative principles in the book: the belief that voluntary orga- 
nisations—-what Edmund Burke called “the little battalions”—-are 
often better at solving social problems than distant bureaucracies. 
It tries to use markets rather than governments to solve these pro- 


blems. Mr Bush is an imperfect carrier of the message, of course,. |: 


and all his schemes may yet turn to dust. But at least he is trying to: 
fashion a conservative case on social policy rather than losing the a 
argument by default, as his two unfortunate predecessors did. 
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Mexico enjoys a real election 


campaign 


MEXICO CITY 


What once looked like a walkover for the ruling party has turned into a hotly 


contested fight after all 


HE vote is not until July 2nd, but as the 

campaign for Mexico’s presidential elec- 
tion got under way in earnest this week, two 
things confirmed that it will be unlike any 
other in the country’s history. The first was 
an opinion poll showing that Vicente Fox, 
the candidate of the opposition National Ac- 
tion Party (PAN), seems close to drawing level 
with Francisco Labastida of the long-ruling 
Institutional Revolutionary Party (pri). The 
second was a television debate between the 
candidates in which it was Mr Labastida, not 
Mr Fox, who behaved like the challenger. 

Routine stuff for democracies, even 
Latin American ones. But not for Mexico, 
where the pri has held power since the 1920s. 
Traditionally, Mexican campaigns were 
lengthy processions. Since the outcome was 
rarely in doubt, their purpose was to intro- 
duce the outgoing president's chosen succes- 
sor to the pri’s grassroots and to the country. 

When all else failed, the pri could rely on 
a government-run electoral system: many 
Mexicans believe that in 1988 fraud secured 
victory for Carlos Salinas against Cuauhte- 
moc Cardenas, a left-wing pri dissident. Mr 
Salinas’s successor, Emesto Zedillo, won an 
undisputed victory in 1994, but the size of his 
vote may have been inflated. 

Today, things are different. For a start, the 
pri has chosen its candidate openly, in a 
primary. Secondly, thanks to a reform put in 
place by Mr Zedillo, the Federal Electoral In- 
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stitute (1FE) is now autonomous. Ballot pa- 
pers will have anti-forgery features, and vot- 
ing booths will have proper privacy. Results 
from each ballot box—verified by all the par- 
ties’ representatives at the polling station— 
will go straight to the Internet for all to see, to 
prevent the “electoral alchemy” of the past. 

Even so, back in November, the outcome 
of this year’s election seemed the familiar 
foregone conclusion. Mr Labastida, Mr Ze- 
dillo’s grey former interior minister, stood at 
50% in the polls. The opposition vote was 
split between the pan’s Mr Fox, a feisty cam- 
paigner who is less conservative than his 
party, and Mr Cardenas, making his third 
bid for the presidency. 

But Mr Labastida’s rating, boosted by the 
publicity surrounding the pri’s primary last 
November, proved to be temporary. Though 
individual polls vary, the trend has been 
clear. Mr Labastida has slowly drooped; Mr 
Fox has risen; and Mr Cardenas has stayed a 
distant third. A poll published this week by 
Reforma, a Mexico city newspaper, showed 
Mr Fox within three points of Mr Labastida. 

That underlines Mr Fox’s success in turn- 
ing the campaign into a referendum on the 
pri’srule. Little divides the two front-runners 
on the big issues of policy, such as education, 
crime and poverty. Mr Fox’s macroeconomic 
goals are more ambitious, but also less credi- 
ble. Both men play the same nationalist tune, 
Mr Fox having hastily retreated from a pro- 
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posal to privatise Pemex, the creaking state 
oil monopoly. Instead, Mr Fox, a former 
Coca-Cola manager, portrays himself as the 
man to end a corrupt system. He promises a 
government of national unity, to complete 
the transition todemocracy. 

Mr Labastida’s droop has forced him to 
indulge in some conventional electioneer- 
ing. Hitherto, he has played on the voters’ 
fear of the unknown after seven decades of 
one-party rule. But in the televised debate on 
April 25th he awkwardly tried to present 
himself as standing both for stability and for 
change. He criticised Mr Fox’s vulgarity, and 
his habit of resorting to personal attacks. The 
towering Mr Fox has poked fun at his oppo- 
nent by calling him el chaparrito (shorty) 
and la vestida (the drag queen). He could 
drop such epithets, Mr Fox replied, “but you 
and yours will never stop being devious, bad 
governors, and corrupt.” 

Instant telephone polls showed that Mr 
Fox “won” the debate. However, such polls 
tend to reflect the views of the better-off, 
whereas the pri has the edge among poor 
and rural voters. A second debate due next 
month, this one uncluttered by minor candi- 
dates, may help Mr Fox more. Many voters 
remain undecided. Some polls indicate that 
most of those who have made a choice this 
year have plumped for the PAN. 

But several factors still help the pri. Mr 
Labastida can play up the government's re- 
cent achievements; the pan has no record ex- 
cept those of a few state governors. Luckily 
for Mr Labastida, Mexico’s steady economic 
growth—5% a year, on average, since 1996—is 
at last starting to put cash in voters’ pockets. 
Real wages have been rising since late last 
year, though they are still below their level 
before 1994’s peso crash. 

A second advantage is media coverage. 
This is fairer than in previous elections. Ac- 
cording to 1FE’s monitoring of television and 
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adio news, all three leading candidates get 
‘oughly equal exposure. But Mund Opinion 
services, a polling company, which did its 
»wn independent monitoring in February, 
dund that Mr Labastida got about four 
imes as much news coverage as his oppo- 
rents that month on tv Azteca, one of the 
wo biggest television stations, and in gen- 
*ral was more favourably portrayed. 

The ruling party’s other advantage is 
nore nefarious. Traditionally, it has co- 
ypted voters through its intricate grassroots 
retwork, using a mixture of gifts and threats. 
[he government's anti-poverty and agricul- 
ural-subsidy programmes, which involve 
mall payments to millions of people, lend 
hemselves to subtle pressure: pri officials in 
ome districts have already been accused of 
hreatening to withhold payments to any- 
yne who votes for the opposition. 

The re is encouraging voters to de- 
rounce such tricks. But it cannot do much: il- 
egally pressing voters is a matter for the 
sourts, not the rre. “Do you know how many 
cases of voter coercion have been de- 
r0unced to the attorney-general’s office, in- 
vestigated, tried and convicted in the past 
three years?” asks Juan Molinar, one of the 
FE’s nine councillors. He answers his own 
question by putting his thumb and forefin- 
ger together in a big round o. 

A study of local elections in Tlaxcala 
state last year estimated that voter coercion, 
of one kind or another, had inflated the pri’s 
vote by 3-5%. Mr Fox has claimed that he will 
not accept defeat with a margin of less than 
10%. In practice, he might be more flexible. 
But a truly close result would certainly be 
challenged. Much is at stake for Mexico’s in- 
cipient democracy in the next two months. 

a 





Cuba 


Political theatre 


4AVANA 


OW that Elian Gonzalez has been re- 
united with his father (see page 33), in 
keeping with the main aim of the huge prot- 
est rallies orchestrated by Fidel Castro over 
the past five months, political life in commu- 
nist Cuba might be expected to return to a 
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rather dull normality. Yet that looks unlikely. 
Consider, for a start, the Jose Marti Anti-Im- 
perialist Platform. 

This massive new $2m concrete stage has 
high-tech lighting and sound. At one end, 
stylised metal palm trees shade a statue of 
Cuba’s independence hero Jose Marti, in his 
arms a small boy who looks remarkably like 
Elian. Erected outside the United States’ In- 
terest Section in Havana, this structure 
shows every sign of having been built for 
permanent harangues. 

After federal agents snatched Elian from 
his Miami relations on April 22nd, Mr Castro 
declared a “truce” with the United States 
government—but only for a day. He has a 
long list of other alleged injustices against his 
revolution in his sights. His targets include 
the Helms-Burton law, which tightened the 
American embargo against the island, the in- 





A future of permanent flag-waving 


vasion of United States’ culture and the Euro- 
pean countries that last week backed the un 
Human Rights Committee’s annual con- 
demnation of Cuba. 

“This is just beginning,” Mr Castro told a 
rally of tens of thousands, within hours of 
the Miami raid. “There are 160 more munici- 
palities to rally, and many more issues.” 

The first of those issues is the UN vote. 
Some 100,000 Cubans were mobilised to 
march past the Czech embassy after the 
committee’s censure shouting “traitors, lack- 
eys, puppets” because Cuba’s former social- 
ist ally had co-sponsored the un resolution. 
More surprisingly, the vote also prompted 
Cuba tocancela visit by European Union of- 
ficials, jeopardising several years of work 
aimed at including the island in the next 
Lomé agreement, a trade-and-aid pact due to 
be completed in June between Europe and 
more than 70 poor countries. 

Daily three-hour television discussion 
programmes have switched their focus from 
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Elian to the human-rights crimes of “hypo- 
critical and racist” Europeans and Canadi- 
ans, and character assassinations of the is- 
land’s leading dissidents. For several months 
there has been a general crackdown on gov- 
ernment opponents. 

So what is Mr Castro after? He has long 
been trying to wrestle America's policy from 
the grip of the Cuban-American lobby in Mi- 
ami, and to persuade the American authori- 
ties that co-operation over illegal immigra- 
tion and drugs are in their own interests. But 
the authorities were not paying much atten- 
tion—until Elian came along. 

Appropriately enough, the Miami raid 
came on the day that Cuba’s president had 
organised a rally to celebrate the anniver- 
sary, a few days earlier, of his first great tri- 
umph over the Cuban-Americans, at the Bay 
of Pigs in 1961. The rally was held at the sugar 
mill Mr Castro had used as his headquarters 
when he defeated the invasion, with a tank 
from that battle behind him, and a giant 
poster of Elian in front. 

His real victory, he thus implied, is the 
shiftin America’s position: in 1961, the Amer- 
ican government had supported the invad- 
ing exiles, but this time it was on Cuba's side. 
Opinion polls showing that over half of 
Americans would like normal relations with 
Cuba have been widely publicised. 

So why, at this crucial moment, is Mr 
Castro apparently shooting himself in the 
foot by clamping down internally, and pick- 
ing a fight with his main trading partners in 
Europe and Canada? He himself has played 
down the possibility of better relations with 
the United States in the short term, and has 
attacked both the main American presiden- 
tial candidates as “unscrupulous” in their 
support of Elian’s relations in Miami. And 
some Cuba-watchers have long argued that 
Mr Castro does not in fact want the Ameri- 
can trade embargo lifted, preferring to havea 
convenient bogeyman. 

Ifso, he might have threatened toend co- 
operation with the United States over immi- 
gration, something he has avoided. A more 
likely hypothesis is that Mr Castro believes 
that the United States may soon relax the 
embargo. That would create new threats to 
his regime's political control. An influx of 
American tourists, their dollars and their cul- 
ture would further strain the “revolutionary 
values” of Cuba’s young people. After all, 
Europeans who want Cuba to sign the Lomé 
accord argue that it will provide a forum to 
press for human rights and political free- 
dom. Mr Castro does not want that pressure. 
Instead, officials stress a desire for closer bi- 
lateral relations with European countries, 
where, usually, no strings are attached. 

Mr Castro probably hopes that his vic- 
tory over Elian will lead in time to a relax- 
ation of American policy. But he is not going 
to give an inch in retum. Just watch that Jose 
Marti platform. 
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SANTIAGO 


ESS than eight weeks after his release 
from a 17-month detention in London 
on the ground of ill health, General Au- 
gusto Pinochet finds his fate once again in 
the hands of a court--this time a Chilean 
one. On April 26th, the Santiago Appeals 
Court started hearings on a petition to strip 
the former dictator of the immunity from 
prosecution he enjoys as a senator. 

The petition refers to the “death cara- 
van”, a group of army officers who toured 
the country after General Pinochet’s 1973 
coup, executing scores of prisoners. Law- 
yers for relations of some of the victims ar- 
gue that General Pinochet ordered the exe- 
cutions. This he denies. The state 
prosecutor's office, which is also involved 
in the case, believes that he at least covered 
up the death-squad’s activities. 





A trial for Chile’s courts 





If it agrees to lift the general’s immu- 
nity, as it well may do, the Appeals Court 
would be upholding a flexible interpreta- 
tion of the dictatorship’s amnesty law 
covering crimes between 1973 and 1978. 
That interpretation treats “disappear- 
ances” as continuing kidnaps. It would be 
bad news for five other former army offi- 
cers, one a general, who have already been 
charged in connection with 19 disappear- 
ances in the “death caravan” case. 

A verdict is due next month. But an ap- 
peal tothe Supreme Court would still stand 
between General Pinochet and prosecu- 
tion. The Supreme Court might well let the 
general go, possibly on health grounds. 
“They know that, in deciding whether to 
try Pinochet, they'd really be judging 
Chile’s history and they're not comfortable 


with that,” says one prominent lawyer. 

After a defiant arrival in Chile, the old 
dictator has stayed quietly at home, in, it is 
said, a frail mental state. But more than 90 
cases have now been filed against him in 
Chile’s courts. Two prosecutors from the 
United States Department of Justice have 
visited Chile, apparently investigating his 
possible involvement with a 1976 car- 
bomb in Washington, pc, which killed a 
prominent opponent of the dictatorship 
and his American assistant. 

“This is just the same as London. We 
thought it would be different here in 
Chile,” complained one of General Pino- 
chet’s sons recently. Chile’s new centre-left 
government is leaving matters to the 
courts, while insisting the dictator can be 
tried in Chile. Human-rights groups are 
rightly sceptical—unless the mounting jud- 
icial siege causes the dictatorship’s lesser 
minions to crack, breaking a hitherto im- 
pregnable bond of secrecy. 





Brazil 


Still chopping 


SAO PAULO 


HEN the Portuguese landed in Brazil 
500 years ago last weekend, the sight 
that greeted them was of a huge rainforest, 
which then ran along much of Brazil’s Atlan- 
tic coast. In more recent times, there has been 
an international outcry over the destruction 
of the much larger Amazon forest. But its 
devastation is as nothing compared with 
that of its less famous twin. About 86% of 
Brazil’s Amazon forest—some of it belongs 
to other countries—is still intact, whereas 
only about 7% of the Atlantic forest remains. 
And still the chopping continues. 
Much of the Atlantic forest was hacked 
down to make way for plantations of sugar, 
coffee and other crops, and later for sprawl- 


Brazil's Atlantic forest: 
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ing cities like Sao Paulo and Rio de Janeiro. 
Since only patches of the forest now remain, 
it is hard to estimate its rate of disappear- 
ance. But an official survey reckoned that, 
between 1990 and 1995, 500,000 hectares 
(124m acres) were axed, leaving some 81m 
hectares. Yet the Atlantic forest is as worthy 
of conservation as Amazonia: a 1993 study of 
one hectare in the north-eastern state of Ba- 
hia found no fewer than 450 species of tree. 
The forest is home to several rare species of 
primate such as the golden lion tamarin, of 
which only about 1,000 survive. 

Deforestation continues apace in the 
Amazon, too. Official estimates based on 
satellite pictures and released earlier this 
month suggest that 1.7m hectares of the Am- 
azon forest disappeared last year. This was 
slightly less than the previous year, but still 
an area four-fifths the size of Wales. 

Whereas parts of Amazonia are chain- 
sawed and burned in huge tracts, the Atlan- 
tic forest suffers death by a thousand cuts: 
the remaining patches are being parcelled 
up into ever smaller lots, sliced up by roads 
and pock-marked with settlements and 
farms. Thus the priority is to preserve “corri- 
dors” linking the remnants, so that its fauna 
have enough space to maintain viable popu- 
lations without inbreeding. 

A new environmental law, which came 
into force last October, is designed to slow 
the shrinkage of both forests, with heavy 
fines and up to five years’ jail for illegal fell- 
ing. Ibama, the national environment 
agency, has started bringing cases. One log- 
ger from the Amazonian state of Para has 
been fined almost 12m reais ($6.7m), pend- 


| ingan appeal. 


But pressed by the powerful landown- 
ers’ lobby in Congress, President Femando 
Henrique Cardoso’s government has pro- 


posed changes to the national forestry code. 
This obliges landowners to leave a portion of 
their land untouched. The new proposals 
would in some circumstances allow more 
tree-felling than in the past. They would also 
introduce an innovation:a landowner want- 
ing to chop down more forest than the code 
allows would be able te do so if he bought a 
“credit” from another who had agreed to 
chop down less than his entitlement. By 
putting a value on untouched forest, the new 
rule should help to preserve it, argues Gara 
Batmanian of the Brasilia office of the World 
Wide Fund for Nature. 

Brazil is good at making laws, but poor at 
enforcing them. Up to 80% of all the timber 
produced in Brazil is illegally felled. The gov- 
ernment’s austerity drive means that it can- 
not give Ibama enough money to do its job 
properly. A recent law introducing a levy on 
polluters and users of natural resources to 
help finance the agency was struck down by 
the Supreme Court last month. 

Other approaches are being tried, with 
the backing of the government, interna- 
tional bodies and environmental groups. 
Several schemes are aimed at letting people 
make a living from the forests without ruin- 
ing them (eg, through eco-tourism), or en- 
couraging more responsible use of wood (eg, 
a new scheme launched this month to cer- 
tify timber produced by “sustainable for- 
estry” methods). Such efforts are well worth 
making. But, for the Atlantic rainforest at 
least, they look 500 years too late. 
| 








Award: Michael Reid, our Sao Paulo corre- 
spondent from April.1996 to May 1999 and now | 
our Americas editor, has been awarded Brazil's | 
National Order of the Southern Cross for his 
writing on Brazil and the Mercosur region. 
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INTERNATIONAL 


War and peace in Congo 


KINSHASA 


A ceasefire is said to be holding for the moment. Will it last, against the greed 
of the governments and rebel factions engaged in Congo’s war? 


INCE mid-April, six governments (five of 

them foreign) and three rebel factions 
fighting for possession of Congo have been 
observing a ceasefire and preparing to disen- 
gage their forces. Or so the theory goes. They 
all agreed to do both at a meeting in late 
March. But this was the second time since 
they signed a peace accord in Zambia's capi- 
tal, Lusaka, last July that they have been 
coaxed to return to the table to revive their 
sickly effort at peace. Few of them genuinely 
want that peace to thrive. 

The disengagement plan, hammered out 
by the United Nations and a joint military 
commission drawn from the governments 
and factions involved, says that the belliger- 
ents should simultaneously start withdraw- 
ing their forces 4okm (25 miles) from the 
front-line in the coming weeks. So far the UN 
mission in Congo is sounding cautiously op- 
timistic, and its latest reports indicate that 
the ceasefire is holding. But there are still 
plenty of reasons to be sceptical. 
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All the parties have repeatedly demon- 
strated that their word is worth little—and 
their mutual distrust undermines the agree- 
ment. And not everyone engaged in the 
fighting is also engaged in the negotiations. 
Burundi, for instance, has troops in Congo 
but has signed no agreement. Nor have some 
armed Congolese factions. Worse, the pro- 
blem is not primarily the proximity of the 
forces on the ground, but the fact that their 
leaders are unwilling to compromise. And 
why should they? Political and military big- 
wigs are growing fat on the carcass of what 
was once a potentially rich country. 

Congo's president, Laurent Kabila, des- 
perate to hold on to power, has by far the 
most to lose from peaceful politics. His gov- 
ernment signed the latest ceasefire under 
pressure after suffering a series of spectacu- 
lar military defeats. These left its own forces 
in disarray. They also wore down the resolve 
of its allies, Zimbabwe, Angola and Namibia. 

Obliged to accept a ceasefire, Mr Kabila 








and his government are inclined to see the 
military standstill as little else than a chance 
to re-equip and reorganise their forces. Al- 
though the president signed the Lusaka 
agreements last year, he rapicly concluded 
that the deal did not suit him. He has been 
backtracking ever since and, over the past 
months, he and his men have been calling 
for the Lusaka accords to be revised. 

‘The revision they want most is that all 
non-invited foreign forces should be with- 
drawn immediately from Congo: The forces 
they want to be rid of are those of Rwanda, 
Uganda and Burundi, which, for their own 
reasons, back the Congolese rebels. In addi- 
tion, Mr Kabila’s men have clumsily blocked 
efforts by Sir Ketumile Masire, a` former 


Botswanan president chosen to mediate by © : 


the Organisation of African Unity, to pre- 
pare the ground for a dialogue between the 
governmentand its armed and unarmed op- 
position. These talks-are supposed to map 
out the political future of the country. But itis 
a future thatmay not include Mr Kabila. 

Mr Kabila is intransigent. ‘However, 
there are tentative signs that his allies-Zim- 
babwe,. Angola and Namibia~could reach 
the point where they squeeze him to submit 
to the pressure for peace and abandon his 
hopes of a military victory. He has his main 
ally, Zimbabwe, with some 11,000 troops sta- 
tioned in Congo, to thank for saving his gov- 
ernment from a decisive military defeat. But 
Zimbabwe is now inthe throes of violent tur- 
moil at home. If Mr Mugabe's ruling ZANU-PF 
party were tolose its parliamentary majority 
at the elections due to be held:soon, Mr Ka- 
bila might find Zimbabwe’s support drop- 
ping rapidly away. The Zimbabwean oppo- 
sition has said that, if itis elected to power, it 
will withdraw the troops. 

The rebel side is as intransigent as Mr Ka- 
bila. A faction of the Congolese Rally for De- 
mocracy (rcp), with its backer, Rwanda, has 
been steadily. moving westwards from its 
eastern. strongholds, gaining control over 
more and more territory, and cutting off gov- 
ernment-controlled cities in provinces that 
can now be reached only by air. The RCD, 
which is unpopular even in its own territory, 
is trying to manoeuvre itself into a position 
from which it would have a chance of play- 
ing a political role ina future government. 
The Rwandan government, for its part, is sat- 
isfied witha military situation that gives itde 
facto:control over almost half the country— 
and enables it to pursue the Rwandan mi- 
litiamen responsible for the 1994 genocide. 

Uganda, the supporter of the other Rep 
faction, is also reasonably satisfied with the. 
situation. With help from another rebel 
group, the Movement for the Liberation of 
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Congo, the Ugandans control the northern 
swathe of the country and are boosting their 
national income with the export of Congo- 
lese diamonds, gold and coffee. 

However, both Rwanda and Uganda re- 
ceive substantial foreign aid and are under 
pressure from donors to adhere to the path 
of peace. So long as they can continue tocon- 
trol what happens in the border regions, 
they may decide to go along with the ac- 
cords~-or at least to appear to do so. Their 
commitment will be fickle, at best. 

Into this treacherous mire, the UN stands 
poised to send 500 military observers, with 





iran 


5,000 support troops to protect. them. They 
will goin only if the ceasefire is deemed to be 
holding, and only when un members have 
pledged enough forces. That date is now ten- 
tatively set for June. The sooner they are 
there, the better. The current un force on the 
ground is tiny, with only go military liaison 
officers scattered between Congo itself and 
the capitals of the countries involved. There 
is no way for them to verify the ceasefire, let 
alone any disengagement. In the absence ofa 
neutral observer force, it is easy for all sides 
to claim ceasefire violations, and for the 
fighting to begin all over again. 





Muzzling the reformers’ voice 


TEHRAN 


They have lost a crucial round in Iran’s struggle for change 


BOLD press has, for some time, disguised 
the powerlessness of Iran's reform 
movement. Liberal journalists have 
slammed into everything and everybody, 
from the intelligence service toa former pres- 
ident to senior ayatollahs. But this week the 
conservative establishment muzzled the 
flamboyant press, sucking out the breath of 
reform. By April 27th, no fewer than 16 news- 
papers and journals had been shut down by 
hardliners in the judiciary, leaving the news- 
stands bare of all such trouble-makers. 

The newspapers are accused of “dispar- 
aging Islam and the religious elements of the 
islamic Revolution”. This has become the 
all-purpose charge against any person or in- 
stitution deemed to threaten the system. The 
closures cannot usefully be challenged; the 
same hardline ideologues who issued the or- 
der also dominate the appellate courts. The 
conservatives have always had the power to 
silence the voice of reform. The question was 
not whether they would use this power, but 
when. The February election, at which pro- 
reform candidates captured a plurality of 
seats in the 290-member parliament, seems 
to have been the deciding moment. 





A last sad look at the banned papers 
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On April 2eth, Ayatollah Ali Khamenei, 


Iran’s supreme leader, gave the hardliners’ 


their green light. Some reformist newspa- 
pers, he declared, had become “bases of the 
enemy”. This enemy, he said, was the United 
States, and he specified that 10-15 publica- 
tions were responsible for the treachery. 
Most Iranians brushed off this speech as the 
usual stuff, typically peppered with refer- 
ences to journalists as “mercenary pen- 
pushers”. But newspaper editors took the 
ayatollah’s remarks as their death warrant. 

Several prominent journalists are now 
behind bars. Akbar Ganji, Iran’s most out- 
spoken commentator, was imprisoned on 
April 22nd, in advance of his trial on charges 
that he had defamed the security forces in a 
series of articles that accused senior intelli- 
gence officials of plotting to kill secular intel- 
lectuals. Mashallah Shamsolvaezin, the dean 
of the reformist press, had been jailed a few 
days earlier on the familiar charge of insult- 
ing Islamic values. 

The morning the presses stopped, pro- 
reform editors huddled inside their empty 
offices, trying to plot their comeback. Ataol- 
lah Mohajerani, the minister in charge of 
press matters, spoke words of 
defiance: “If my ministry is go- 
ing to be used as a tool for clos- 
ing newspapers, I will quit.” 

But, despite rebellious ap- 
pearances, the reformers have 
lost this important round in 
the struggle for change. Mak- 
ing matters worse, they had 
started, before the shutdown, 
to turn on one another. Mr 
Ganji had been criticised by 
his allies for going too far, 
crossing what Iranians call the 
“red lines”, the limits to free 
expression that both sides un- 
derstand but never define. 












While this drama was being played ou 
President Muharamad Khatami, still th 
presumed leader of the reform movemen 
remained hidden behind the scenes. He de 
livered one tough speech in which he vowei 
the reforms would continue. But, in effect, h 
disappeared frorn public view. Informe: 
sources say that the elite Revolutionar 
Guards recently held a meeting to map out 
strategy for pushing him out of office. 

The crackdown on the press may, ir 
deed, have punctured the president and hi 
supporters. Long before he was elected thre 
years ago, he used the nascent reformi: 
press to propagate his ideas. In the earl 
1980s, he was appointed minister of Islami 
guidance and culture, holding the job for : 
years until he was forced out by conserve 
tives who thought he had given too muc 
freedom to the press and the arts. His allie 
then started Salam, a newspaper that, for 
time, was Iran's symbol of free expressior 
When Salam was closed last July, it led to si 
days of unrest, with students calling bravel 
for more freedom and more democracy. 

Peaceful protests were held at mid-wee 
in several big cities, after people learnt of th 
closures. But the outcry was unlike the rag 
of last July. Everyone from students to ed) 
tors wanted to keep the volurne low. The 
knew from experience that a noisy demor 
stration would provoke the Islamic militia t 
take the law into its own hands, a move cei 
tain to lead to the reformers’ downfall. Eve: 
so, the eerie silence may have signalled the 
the reformers were sliding backwards, pel 
haps even into oblivion. 


DAMASCUS. 


IGH above the lights of Damascus, 
huge neon sign announces the Ir 
formation Exhibition, the Syrian govert 
ment’s latest initiative. Down in the town, i 
a fairground once used to tout the output í 
state-owned factories, veiled women an 
moustachioed men skitter from pavilion 1 
pavilion, ogling the latest pvp players, con 
paring new makes of mobile phones and try 
ing their hands at surfingthe web. Onlooke: 
ooh and aah as the brave pioneers call u 
English football results, an American Chri 
tian dating page and a site devoted toa fem 
nist version of Japanese kabuki theatre. 
What might sound standard elsewhe: 
is revolutionary in Syria, whose authorita 
ian regime has steadfastly skirted the ir 
formation highway. Satellite dishes, a 
though ubiquitous, were illegal. And Syri 
remained one of the few countries in tt 
world without Internet connections or a mi 
bile-phone network. 
All that began changing in 1998, whe 
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INTERNATIONAL 


JERICHO 


NA baking, unkempt plot of land be- 
neath the Mount of Temptation, 
where Christ is said to have contemplated 
the kingdoms of the world and resisted 
their enticements, the last battle of Russia’s 
post-revolutionary civil war is being 
slugged out, with Bill Clinton and Yasser 
Arafat as reluctant auxiliaries. 

That, at any rate, is one 
way to describe the bitter 
stand-off between two in- 
stitutions that are compet- 
ing to be recognised as heir 
to the spiritual heritage of 
Imperial Russia, including 
the churches and monas- 
teries that were established 
with the blessing of the 
tsars in 19th-century Pales- 
tine.On one side is the Mos- 
cow Patriarchate of the Rus- 
sian Orthodox Church; on 
the other, the New York- 
based Russian Church in 
exile, a standard-bearer of 
“white Russia” which still 
regards its Muscovite rival 
as tainted by association 
with communism. 

To the dismay of Russian worshippers 
who came to Jerusalem this week to cele- 
brate Orthodox Easter on April 30th, 
antagonism between the two camps is at 
boiling-point. With the full backing of the 
Russian government, the Moscow hierar- 
chy has pledged to assert control over all 
the tsarist-era religious properties that re- 
main under “white” authority. 








The battle of the churches 


Theeye of the storm isin Jericho where, 
in January, a group of “white” monks was 
unceremoniously turfed out of a chapel 
and a pilgrims’ hostel by Palestinian secu- 
rity forces acting at the Muscovites’ behest. 
The incident triggered a diplomatic 
storm—in part because a “white Russian” 
nun, who responded to the takeover by 





Spraying water, holy and white, on Mary Magdalene 


occupying a part of the disputed premises, 
turned out to be a sister of George Stepha- 
nopoulos, a former White House chief of 
staff. Under American pressure, the Pal- 
estinian Authority has now been per- 
suaded to edge back a little from whole- 
hearted support for the Moscow line. 

But the main building in the contested 
Jericho compound remains firmly Musco- 





the government first introduced the In- 
ternet. In typical Syrian style, the regime has 
slowly extended access: first to scientific in- 
stitutes, then to universities and eventually 
to private businessmen. So far, ordinary citi- 
zens have caught glimpses of cyberspace 
only at special events like the current exhi- 
bition, but that too could soon change. In a 
similar way, the government introduced 
mobile phones on a trial basis in Damascus 
and Aleppo earlier this year, with plans to 
expand the network to the rest of the country 
in due course. 

Compared with the glacial pace of past 
years, Syria has seen a whirlwind of econ- 
omic reforms in recent months. The govern- 
ment has abolished jail terms for those 
caught dealing in foreign currency, offered 
extra incentives for private investment and 
brought the official exchange rate closer to 
the black-market one. It has also sacked sev- 
eral corrupt officials in the state telecoms 
company and the customs department. 
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Muhammad Miro, made prime minister 
a month ago, is the first from outside the top 
ranks of the ruling party. Although many 
ministers remain the same, he has given 
them permission to hire and fire staff with- 
out consulting him—a big step in Syria’s im- 
possibly centralised system. 

Change of this sort was probably inev- 
itable. The creaking state sector can no longer 
provide a livelihood for Syria’s rapidly grow- 
ing population. Many businessmen were al- 
ready tapping into the Internet by telephon- 
ing service providers in neighbouring 
countries. In Lebanon, where hundreds of 
thousands of Syrian soldiers and workers 
live, mobile phones and web cafés are a way 
of life. Within Syria itself, satellite dishes 
have given millions of Syrians a tantalising 
glimpse of the modern world. 

But Syria’s rulers have not always bowed 
to the inevitable with such good grace. It took 
many years and several futile crackdowns 
for the government to accept the prolifera- 





vite, with Palestinian guards keeping in- 
quirers at bay. As a small concession to the 
other side, the Palestinians have erected a 
sort of prefabricated metal hut just inside 
the compound, where two white monks 
are allowed to stay—subject to strict limits 
on the size of the wooden awning they 
may build to fend off the heat. 

For Brother James, who comes from 
Nashville, Tennessee, this sweltering vigil is 
a bizarre way to be spending the week be- 
fore Orthodox Easter—a time of long, 
rather beautiful, services in 
which worshippers com- 
pare themselves to wed- 
ding guests awaiting the ar- 
rival of a beloved groom. 
The dispute has cast a 
shadow, though perhaps 
only a small one, over the 
Easter celebrations at one 
of Jerusalem's best known 
landmarks, the golden- 
domed Mary Magdalene 
church on the MountofOl- 
ives. The church and its 
convent are firmly in white 
hands, although Russian 
pilgrims of all affiliations 
flock there to worship. 

Any attempt by the 
Moscow clergy to occupy 
Mary Magdalene’s convent 
by force could also trigger a diplomatic 
brouhaha. It is the last resting-place of two 
close relations of the British Royal fam- 
ily—a martyred grand duchess anda Greek 
nun—and Buckingham Palace would not 
want anything unpleasant to happen 
there. Indeed, the subject may have come 
up when Russia’s President Vladimir Putin 
took tea with the queen earlier this month. 








tion of dishes. Syria’s cyber-revolution has 
fared better since it has been led by Bashar 
Assad, the son of President Hafez Assad and 
head of the body that is introducing com- 
puters to Syria. Mr Assad senior plucked his 
son from an ophthalmology course in Lon- 
don and brought him to Syria as heir-appar- 
ent on the death of his brother, Basil, in 1994. 
The official press now casts him as the coun- 
try's “hope and future”. According to Am- 
mar Sinan, a local businessman, “Dr Bashar 
has initiated all the recent positive changes.” 

He has certainly encouraged a relatively 
open debate on the economy. But, so far, his 
reforms only tinker with the prevailing econ- 
omic order. Nor has there been much pro- 
gress on the political front, beyond the re- 
lease of a few political prisoners and an 
easing of restrictions on foreign travel. His fa- 
ther, a cautious man, will certainly block 
radical reforms. Then again, even talking 
about reform is a radical step in Syria. 
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Nothing, it seems, will halt the slide of Europe’s single currency—certainly not 
all the good economic news now emerging from the euro area 


GGT HERE is strong economic growth and 

all the economies in the euro zone are 
better than before the introduction of the 
common European currency 15 months ago. 
Icalmly say and agree with the president of 
the European Central Bank [ecs] and other 
finance ministers that eventually the mar- 
kets will also realise this.” Thus spoke Hans 
Eichel, Germany’s finance minister, as the 
euro languidly drooped this week to its low- 
est point yet against the dollar. By April 26th, 
the currency had fallen by 22% since its 
launch on January 1st 1999. 

Europe’s single currency has developed 
an uncanny habit, even in its young life, of 
making its leaders look foolish. A string of at- 
tempts by politicians and central bankers to 
shrug off the euro’s slide, or even to talk the 
currency up, has so far had no effect. 

Yet Mr Eichel has more than half a point. 
Not only is the economy of the entire euro 
area now growing robustly—it expanded by 
an annual rate of almost 4% in the second 
half of 1999—but the performances of the 
area’s bigger economies, which once dif- 
fered hugely, are also beginning to converge. 

When the euro was born, the three econ- 
omies that make up nearly three-quarters of 
the zone’s cpr, Germany, France and Italy, 


THE ECONOMIST APRIL 29TH 2000 


were drifting apart. In 1999, the German and 
Italian economies were listless, expanding 
by just 1.5%. France, by contrast, was growing 
nearly twice as fast. 

Now, this gap is narrowing (see chart, be- 
low right). Thanks in part to exports made 
cheaper by the weak euro, Germany’s Gp is 
expected to swell by 3% this year, Italy’s by 
nearly 2.7%: nothing spectacular, but mark- 
edly better than in 1999. In the first half of 
this year, J.P. Morgan, an American bank, ex- 
pects Italy’s economy to have surged at an 
annual rate of 4.3%, and Germany’s to reach 
that pace in the the second half of this year. 

This still leaves the heavyweight econo- 
mies trailing behind the more fleet-footed 
peripheral ones. Ireland is set to grow by 7.5% 
this year; Finland by 4.9%. Yet even that gap 
is closing a little. Indeed, the inflationary 
worries that were once confined to the euro’s 
overheating fringe—Lrish, Spanish and Finn- 
ish inflation rates this year will each outstrip 
the 2% target set by the eca—are spreading. 

A combination of the weak euro, last 
year’s oil-price rise and economic growth is 
now pushing up prices in the core too. In the 
year to March, inflation across the euro area 
reached 2.1%. This year, inflation is expected 
tooverstep the ecs threshold in Italy and the 









Netherlands. Mindful of these worries, the 
ECB raised its interest rate by a quarter point, 
to 3.75%,on April 27th. ae 

If Europe’s economic core is at last reviv- © 
ing, why do the markets continue to mockits 
common currency? One reason: is that 
America’s. boom is so much more spectacu 
lar. Europeans are still rushing to put thei 
money into assets abroad: capital. outflow. 
has been one cause of the euro’s frailty. But 
another reason is the markets’ reluctance to 
believe that Europe has the political will for 
structural reform. Moreover, though this 
boom is impressive judged by past perfor- 
mance, it is only to be expected as the region 
makes a cyclical recovery after nearly a de- 
cade. of lacklustre growth. The tough gues- 
tion is whether governments will enact the . 
reforms needed tosustain the recovery. 

The picture is mixed. For one thing, mi- 
croeconomic. policy in two of the three big 
economies is uncertain. France's new Social- 
ist finance minister, Laurent Fabius, took 
overonly a month ago. Having knocked the 
government of Lionel Jospin for failing tocut 
taxes enough while he was outside it, Mr Fa- 
bius has yet to prove he is politically nimble 
enough to persuade France’s unwieldy left- 
wing coalition to swallow such reforms. His 
first test will:-be his promise to unveil, by 
June, a plan for the taxation of share-option 
gains, a matter that: has vexed his predeces- 
sors. As for Italy, it is busy changing govern- 
ment, again (see page 58). 

That said, there are some encouraging 
signs. Thanks to reductions in the social 
charges imposed on employers, Italy, Spain, 
Germany and France have each made it 
more attractive to hire workers, especially 
younger and lower-paid ones. This has 
helped loosen up the labour market a bit In 
Spain, about a third of all workers are now ` 
on more flexible, short-term contracts. Such 
contracts accounted for a full 70% of the 
growth in jobs in the euro area between 1995 
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OW can you be expected to govern 

a country that has 246 kinds of 
cheese?”, Charles de Gaulle once famously 
complained of France. In the wake of the 
bombing last week of a McDonald's res- 
| taurant in the town of Dinan in Brittany, 
the question is still apt. The explosion, 
which left one person dead, was appar- 
ently the work of Breton separatists aided 
by Basque separatists. 

The traditional answer to the general’s 
question is that you must centralise au- 
thority, suppress regional identities and 
promote a common culture. Back in 1794, 
during Robespierre’s reign of terror, the 
revolutionary Abbot Grégoire preached 
“the need to erase dialects and make 
French universal”. The Académie Francaise 
has spent the past 366 years guarding the 
purity of the French language from foreign 
and regional contamination. With the un- 
derlying assumption that France is both 
unique and united, politicians across the 
board talk of the “French exception”. The 
coherence of the country is commonly de- 
fined even by its shape, the hexagon. 

Yet the hexagon, which excludes defi- 
antly (often violently) unFrench Corsica, 
has always had its cracks. Go back 1,500 
years or more and the cracks were between 
the Gaul of the Roman empire and the bar- 
barian-held territories to the north. A sort 
of unity came with the Frankish conquests 








and 1998. Part-time work, much of it done by 
women, is also spreading particularly fast in 
Spain, Italy, Belgium and Portugal. 

The unions too seem in more co-oper- 
ative mood. 1G Metall, Germany's biggest 
union, recently agreed to a wage increase of 
just 3% for the year from May, just a slice 
ahead of expected productivity growth, and 
well below the 5.5% it had at first demanded. 
For that, Chancellor Gerhard Schroder, 
whose Social-Democrat-led government 
promised to broker a jobs-for-wage-moder- 
ation deal, can claim some credit. 

As a result, and unusually for Europe, 
jobs are being gained from this upturn. In- 
deed, Ireland, Spain and the Netherlands are 
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How multilingual is France? 


Language or dialect | 


[Number of speakers*} 
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of Clovis and Charlemagne, but their do- 
mains broke into warring feudal fiefs in the 
roth and nth centuries. Even as the Latin of 
Roman Gaul spread across the country, so 
it evolved into various dialects, with those 
of the north being variants of the langue 
d'oil (witness the way the Latin hoc illud 
became the modern French oui) while 
those of the south were the langue d'oc 
(which embraces Provencal), hence the 
term Languedoc for the southern belt of 
land abutting the Mediterranean. Modern 
French comes from francien, the langue 
doil dialect of the Paris region that in 1539 


became the exclusive language of the law. | 
Fast-forward to the Revolution of 1789 | 
and francien-derived French wasimposed | 
as the language of liberty and nationhood, | 
its spread then aided by the emergenceofa | 
French press in the 19th century and, from | 
1882, by compulsory schcoling. Indeed, | 
perhaps the surprise is that the victory of | 
French over thedialects wasnotcompleted | 
more quickly: in the 1850s, one in five | 
Frenchmen still could not speak French. l 
How tongues change. In 1914, for exam- | 

ple, some 1.3m people in France spoke Bre- 
ton; in 1945 the figure was still 1m. And | 
now? To the dismay of the separatists, the 
answer is fewer than 300,000, of whom | 
barely 3% use Breton more than French. A | 
law was passed in 1951 allowing teachers to | 
use Breton, Basque, Catalan and Occitan, | 
as the language of Languedoc is also | 
known, in the classroom. The law has since 
been amended to cover other languages, | 
including German, spoken by a few Alsa- | 
tians, and Corse. Yet, all the same, only 3% | 
of France's schoolchildren today receive 
any teaching in their regional languages. | 
Does this matter? Although France's | 
various separatist groups will doubt Pari- | 
sian sincerity, the government says it does. 
As Catherine Trautmann explained last | 
year, when she was culture minister, it was ~ | 
in France’s interest to ratify the Council of | 
i 

f 

| 

l 





Europe’s charter that protects regional and 
minority languages. After all, with the 
world learning English rather than French, 
“How can we struggle to keep Europe mul- 
tilingual if we refuse it in France?” 








each creating jobs at a furious pace. Dutch 
unemployment is set todrop to just 2.4% this 
year. Even Spain's rate, at 13.8% Europe's 
highest, has fallen by seven points since 1997. 

Itis a start, but only that. Itis still difficult 
to select a single European country as a 
model of structural reform of the sort re- 
quired to sustain the recovery. By one rank- 
ing, made this month by Salomon Smith Bar- 
ney, Ireland tops the chart, followed by 
Spain and Finland—with France and Ger- 
many in the middle, and Italy languishing at 
the bottom. But, together, this leading trio 
makes up a tiny fraction of the euro area. 

Of the bigger euro-area economies, the 
government of the Netherlands comes per- 
haps closest to achieving that magic mix of 
deregulation, tax reform and a looser labour 
market. But Germany, France and Italy, each 
governed by an awkward coalition of par- 
ties, all have a way to go. Economic revival 
could either lend Europe's politicians the 
space they need to push through further 
changes, or become an excuse for compla- 
cency. Without bolder evidence of reform, 
Europe's stubborn single currency may well 
refuse to climb back up for a while yet. 
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Chechnya 


More war 


MOSCOW 


F THIS is victory, what would a stalemate 

look like? Even in winter, when the Che- 
chen fighters were at their most vulnerable— 
cold, hungry and visible through the bare 
trees—the Russian forces, which outnumber 
them at least tenfold, failed to destroy them. 
Now spring is making conditions in the 
mountains friendlier for the Chechens. The 
war goes on. 

On April 27th, Russia reported ten dead 
from a Chechen ambush; another one the 
day before killed 15. The fighting is in areas 
which Russia claims to have controlled for 
weeks. Russian warplanes and helicopters 
fly dozens of sorties a day —130, for example, 
on April 27th—-but have been unable to stop 
the rebels moving about. Although the Che- 
chens have suffered heavy losses—13,500 
dead according to the Russians, 1,300 by their 
own count—they can still do what matters: 
kill Russians and escape. 

What happens next? The last war ended 
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Maskhadov isn’t beaten yet 


in 1996 with the Chechens retaking the capi- 
tal, Grozny. The Russians withdrew in hu- 
miliation. An ominous echo of that came 
with the news, from Russian commanders, 
that some 500 rebels had returned to the 
ruined city. Russian officers are speaking 
nervously of a new guerrilla offensive in the 
first half of May. A general complained this 
week that “soo foreign mercenaries” were 
poised to infiltrate Chechnya from Georgia, 
its edgily neutral southern neighbour. 

There have, at least, been feelers towards 
a negotiated peace. Russia’s president-elect, 
Vladimir Putin, confirmed last week that he 
had exchanged ideas with the Chechen 
leader, Aslan Maskhadov. As the generals 
growled that any talks with the terrorists 
would be betrayal, Mr Putin was characteris- 
tically ambiguous. He floated the idea that 
Mr Maskhadov, though a “criminal”, could 
be pardoned if he surrendered. Yet he also 
dismissed him as someone who “decides 
nothing and will never decide anything”. 

Kommersant, a daily paper, had earlier 
quoted Mr Maskhadov as saying that he had 
ordered the release of all Russian prisoners of 
war, anda unilateral ceasefire. In a later radio 
interview, he said he had been misunder- 
stood. This week another Russian newspa- 
per, Segodnya, reported that Mr Maskhadov 
would soon fly to Moscow for a combined 
surrender, pardon and peace talks. 

Even if these confusing signals led to 
something, it would not stop the war soon. 
The tough Islamist commanders in Chech- 
nya, whose forces outnumber Mr Maskhad- 
ov’s, have already denounced any idea of 
negotiation with Russia’s leaders, who 
plainly want the Islamists dead or in jail. Rus- 
sia’s diplomacy, so far, looks as unlikely to 
bring a solid peace as the military onslaught 
that began last autumn. 

——— | 
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WARSAW 


HE Blue Cactus, a Tex-Mex restaurant 

in Warsaw that makes a fair stab at 
serving the real thing, has long been a 
prime lunch spot for the Polish capital’s 
corporate movers. “It used to be an expat 
hang out,” says a Scottish venture-capital- 
ist, poking at his tortilla. “But now it’s 
mostly Polish.” A glance around the room 
shows that he is right. 

Outside, Warsaw rises, square-jawed 
and grey. It is stupendously ugly. Almost 
every building is less than 50 years old: the 
entire city was virtually wiped off the face 
of the earth in the second world war, leav- 
ing 600,000 Poles dead. But Warsaw has 
been largely reborn, a Polish capital with 
Polish attributes: indomitable, disorderly, 
above all dynamic. 

The  Chicago-sized skyscrapers 
punching skyward along John Paul Ave- 
nue confirm Warsaw’s place as the undis- 
puted business capital of Central and 
Eastern Europe. The city is now the conti- 
nent's second-largest building site after 
Berlin, yet, back in 1990, its dominance 
seemed unlikely. Prague and Budapest 
were cheaper, exquisitely beautiful, and 
their infrastructure worked much better. 

But the grimness seems, oddly, to have 
helped Warsaw: there were no distracting 
tourists, no romantics, just bottom-line 
businessmen and plenty of prime de- 
velopment land, which is far harder to get 
hold of in Prague or Budapest. “Destruc- 
tion made us more pliable,” says Pawel 
Piskorski, the city’s mayor, who, like many 
of his fellow Warsovians, relentlessly 
boosts the place. He plays up the city’s cul- 
tured past as home of—among others— 
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Chopin, then points toa string of projects, 
from an amusement park that the Ameri- 
can singer Michael Jackson wants to 
build, to a gathering this June of most of 
the world’s foreign ministers. 

Boosterism only gets you so far, how- 
ever. Warsaw's success is driven, above all, 
by money. Foreign and local bankers say 
that investors in Warsaw can get their 
money back, and more, in seven years or 
so, Put it into Paris or Berlin and it could 
take 20 years. The Poles’ rollicking econ- 
omy, which has grown by nearly a third in 
the past five years, is now almost four 
times as big as Ukraine’s, over three times 
Hungary’s and nearly three times the 
Czech Republic’s. And the prospect of 
early entry into the European Union 
should tempt more foreign businessmen 
toset up shop in Poland—with the advan- 
tage of much lower costs, especially of la- 
bour, than elsewhere in the Union. 

According to a poll of international 
businessmen conducted by A-T. Kearney, 
an American consulting company, Po- 
land may, in the next three years, become 
the world’s fifth-largest recipient of for- 
eign direct investment—after the United 
States, Britain, China and Brazil. Poland's 
foreign investment agency says it expects 
some $12 billion to flow in this year, com- 
pared with last year’s estimated record of 
$8 billion. That, according to uN figures, 
would give Poland roughly 40% of last 
year’s total foreign direct investment in 
the entire swathe of Europe. including 
Russia itself, that was once controlled by 
the Soviet Union. More buildings seem 
destined to sweep the sky in Warsaw. 








Slovakia 


The arrest of 
Vladimir Meciar 


BRATISLAVA 


T WAS either a blow for justice and an im- 
portant signal, to be noted across post- 
communist Central Europe, that nobody is 
above the law. Or it was a crude act of ven- 
geance that could polarise and destabilise 
Slovakian politics. In any event, the arrest on 
April 2oth of independent Slovakia’s lon- 
gest-serving prime minister, Vladimir Mec- 
iar, was one of the most momentous events 
to have occurred since the country split from 
the Czech Republic seven years ago. 
In a dawn swoop, masked commandos 
froma special unit that is supposed to stamp 
out organised crime dynamited Mr Meciar’s 


back door and took him away at gunpoint. 
Mr Meciar’s enemies, who say he turned the 
Slovak state into a crime racket, applauded. 
Yet the former boxer, who ran the country 
from 1993 until he was ousted in a general 
election in 1998, still had his old swagger. 
“Don’t be afraid,” he shouted out to suppor- 
ters. “I'm not afraid.” 

The day after his arrest, several thousand 
of his disciples, noting that it was appropri- 
ately Good Friday, descended on Bratislava, 
Slovakia’s capital, to hurl abuse at the coun- 
try’s reform-minded prime minister, Miku- 
las Daurinda. He was variously castigated as 
“the Pharisee”, “Judas”, “Pontius Pilate” and, 
less biblically, “you dirty little gypsy”. Mr 
Dzurinda will not mind the names if the 
judges can fulfil the promise, which helped 
bond his four-party coalition when it fought 
the election 18 months ago, to bring Mr Mec- 
iar to justice. 

The architect of Slovakia’s independence 
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EU accession 

Just do it 

“Full accession is a must for the EU now,” 
contends Foreign Minister Janos Martonyi, 
whose well-appointed office overlooking the 
Danube is graced by both EU and Hungarian 
flags. 

“From a trade perspective we are already 
more integrated than the member states 
themselves,” he says, noting that 77% of 
Hungarian exports are to the EU versus an 
average of 60-65% for member states, 

The only thing more desired by Hungary, 
which began accession negotiations ten years 
ago and already enjoys free trade with the EU 
in industrial products, is full-membership on 
non-discriminatory terms. “The overall 
economic weight of a list of Hungarian 
requests for derogation from EU law ~ such 
as the fat content of milk — is limited,” says 
Mr Martonyi, “while the EU’s requests for 
exceptions ~ concerning issues such as equal 
treatment in agriculture, an area where more 
than 50% of the EU's budget is spent ~ would 
have a significant economic impact. Such 
differentiation clearly violates the basic spirit 
of the single market, the process of European 
integration and has been cast aside in at least 
a dozen Court of Luxembourg decisions.” 

Similar arguments abound over free 
movement of labour as fears have been voiced 
in the EU over Central Europeans taking jobs 
there. “Hungary presents no risk whatsoever 
to the EU countries on this issue,” stares Mr 
Martonyi. Indeed a fresh study indicates that 
less than 1.5% of working Hungarians would 
consider emigrating even if offered a job in 
the EU. 

Another potentially contentious issue is 
structural policy, which the EU established to 
close a big economic gap during the Iberian 
enlargement. The policy, designed to transfer 
financial resources to less developed regions, 
contributed to significant development in 
Ireland, Portugal, Spain and Greece, “We 
think it’s again part of equal treatment that at 
least a similar transfer of resources be assured 
for those countries who come later for factors 





outside their scope of influence,” maintains 
the foreign minister. 

Ultimately Hungary could be among the 
first new member countries to graduate to a 
net donor status from a net recipient as the 
country’s economic growth ~ forecast in The 
Economist's most recent quarterly poll to be 
4.8% and 5.0% in 2000 and 2001, 
respectively, the fastest in Central Europe ~ is 
almost twice that of the EU. Even more 
significant is the phenomenal development of 
sectors new to the country, such as 
automotive, mobile telephony and other high- 
technology fields, accounting for roughly half 
of exports. “Culture, knowledge, per-capita 
growth in PC usage are far ahead of what 
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GDP figures would imply,” netes Mr 
Martonyi. 

Given Hungary's demonstrably advanced 
level of economic integration with the EU, the 
issue of the timing for accession, assessed in a 
wide range berween 2003 and 2010 becomes 
particularly acute: “A protracted delay now 
could have detrimental effects,” warns Mr 
Martonyi. “It would be a most unwelcome 
surprise to business, which has invested 
heavily to be in Europe and which already 
runs a $1 billion trade surplus with the EU on 
$19 billion of EU-bound exports ~ the most 











for any country in Central and Eastern 
Europe. If the EU takes business's advice, it 
will just do it and do it quickly.” 


Economic development 


New deal, old name 

Hungary achieved a burst of development 
during the 19th century as itemerged from 
feudalism into a modern society. At the centre 
of this effort was Count Istvan Széchenyi, 
whose reforms and projects ~ particularly in 
science, technology and economics ~ laid 
much of the groundwork that enabled 
Hungary to achieve West European 
development levels by the beginning of the 
20th century. 

A country redevelopment program named 
after Count Széchenyi and structured asa 
public-private sector partnership worth up to 
Ft434 billion ($1.6 billion) between 2000 and 
2002 was.unveiled recently by the Prime 
Minister’s Office and the Ministry of 
Economic Affairs. The new Széchenyi Plan 
aims to give the country a boost by targeting 
housing, motorways, innovation and R&D, 
smali- and medium-sized enterprises, 
suppliers, tourism and regional development. 


OTP Bank 


Get rich slow 

While a wave of banking consolidation has 
swept across Europe during the past couple of 
years and a number of ambitious pure 
internet banks have been launched, OTP 
Bank, Hungary’s largest bank, has moved 
steadily ahead by focusing on its core 
businesses in its fast-growing home marker, 
cutting costs and incorporating new 
technology to leverage its franchise. 

With 24% of the country’s aggregate 
banking assets ~ over 2.5 times higher than 
Hungary's second largest banks ~ 34.1% of 
aggregate deposits and 17.5% of the 
aggregate loan portfolio, OTP already has a 
consolidated position. The bank’s client 
deposits account for 85.3% of its financing, 
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the lion’s share of which comes from cost- 
efficient retail deposits, And its internet 
banking service, HaziB@nk, is also the clear 
market leader in Hungary. 

As presented at OTP’s annual general 
meeting on April 27th, its strategy has 
enabled the bank to rack up significantly 
higher profits and even expand market share 
in spite of intense competition, 

At December 31st 1999, the group’s 
consolidated balance sheet totalled Fr1.9 

c trillion ($7.4 billion), a 9.6% increase over 
othe prior year and 5.9% larger than the Fri.8 
| trillion of the parent bank. Consolidated pre- 
tax profit was Ft37.5 billion, up 27.6% 
«compared with the previous year and 12.7% 
higher than the Ft33.3 billion of the parent 
bank. This leaves OTP in the front rank 
among Hungarian banks in terms of return on 
assets and equity in 1999, which were 1.67% 
and 31.62%, respectively, reflecting increases 
of 21.3% and 5.2% over the previous year. 

While OTP’s interest margin declined by 
69 basis points to 4.96% due to falling 
inflation and interest rates and increasing 
competition, this decrease was offset by higher 
non-interest-type revenues, lower operating 
costs and a 50 basis point improvement in the 
bank’s cost/revenue ratio, which fell to 65.3% 
in 1999, 

Non-interest-type revenues jumped by 
43.7% in 1999 to Ft30.3 billion, increasing 
their share of total revenues from 19.6% to 
26.5%. Net commission and fee revenues also 
increased by 16.4% to F124 billion, over Fr6 
billion of which was attributable to the bank 
card business, the revenues of which rose by 
68.7% driven by advances at the bank’s ATM 
and point-of-sale (POS) terminals. 

A long-term cost savings program 
launched in 1996 held the increase of non- 
interest-type expenses to 5.4%, well below 
inflation and balance sheet growth. In 1999 
staff-related expenses declined by 1% in 
nominal terms and the ratio of such expenses 
fell to 21.3% from 24.1% in 1998 as the 
average annual headcount declined by 17.3% 
in the same period. 

Depreciation expense increased by 32.6% 
in 1999, reflecting the expansion of the bank’s 

“IT system and the continued development of 
its ATM and POS networks, 

On the liability side of the balance sheet, 
client deposits grew to Fr1.5 trillion, up 7.6% 
from the prior year. In terms of assets, OTP’s 

_ prudent lending policy limited the increase in 
business loans to just 7.5% and their share of 
total assets were unchanged from the previous 





year at 27.1%. However, retail lending grew 
at 13.3%, driven by continued rapid 
economic growth, declining inflation and 
interest rates, and increasing real income ~ 
consumer loans jumped by 53% ~ raising the 
share of loans to retail customers to 31.5%, 
Lending to municipalities increased by 15.3% 
while loans to small businesses grew by 3.9%. 
Receivables from credit institutions increased 
by 12.5%, representing 15.7% of total assets 
while the share of government securities 
decreased substantially from 28.5% to 
17.0%, And in 1999 the quality of OTP’s 
overdue receivables improved, with qualified 
loans accounting for 5.7% of total loans 
compared with 6.7% in 1998. 

While pure internet banking may be all the 
rage, Hungary’s OTP remains very much 
focused on real rather than virtual profits. 


Hungarocamion 
Overdrive into high-tech 


What do you do with a cracker-jack service 
crew that can overhaul a broken-down truck 
engine at road’s edge in a matter of hours and 
send the lorry on its way? You shut it down 
and outsource the non-core service. At least if 
you are Hungarocamion, whose recent 
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reengineering has cut headcount to 2,300 
from 2,850. “It helped make the formerly 
loss-ridden carrier more profitable than most 
if not all truckers in Western Europe only two 
years after privatisation,” says István Dénes, 
chief executive officer. 

Re-capitalised via a $12m equity infusion 
from Bank of America Equity Partners and 
DBG Osteuropa Holding, a regional 
investment fund partially backed by Deutsche 
Bank, the firm bought 670 vendor-financed 
new Volvo rigs over the past 18 months, 
pushing the average age of rolling stock of the 
1,200-vehicle fleet to under three years. “Now 
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we just have to keep the trucks running to 
make the payments,” states Mr Dénes, “That 
means development of our niche, which is 
long-haul transportation between Central 
Europe and Western Europe.” 

Hungarocamion believes its best 
prospects lie with multinationals, which have 
been flocking in droves to set up 
manufacturing and assembly facilities in the 
company’s: home region. “In addition to 
reliable transport these, clients acutely need 
one-stop supply-management solutions to 
keep better track of where their inventories | 
are anda better grasp of what's going on in 
the supply chain,” explains Mr Dénes, “so. 
they can provide available-to-offer type of 
information to.their-own cuscomers.” 

~ The'extremely fragmented nature of road 
transport in Europe is Hungarocamion’s big 
opportunity, On July Ist the company will 
unveil a revamped IT system in. which it has 
invested $6m. The system includes a 
transportation management software 
optimisation package developed by 
Manugistics, a US provider of e-business 
solutions for trading networks. The system 
makes it possible to forecast capacity 
availability and to shift it around as desired. 
“We believe that this will be one of the 
leading systems in Europe,” declares Mr 
Dénes. 

Hungary’s EU accession will level the 
transport playing field as deregulation will 
heighten competition, new licenses will 
enable more free movement throughout the 
EU and standard work rules will be enforced 
(mandatory rest-times and a ban on speed 
incentives take effect in Hungary this year), 
And the eventual reduction in the numbers of 
customs border crossings will decrease delays 
that raise: the cost of just-in-time delivery, 
Currently. Hungarocamion mast plan for 
border delays and therefore incur.the cost 
irrespective of whether the delay actually 
materialises, “We are working with 
Hungarian authorities to develop fast-lane 
procedures including scanning instead of 
manually inputting customs documents,” 
says Mr Dénes. 

Mr Dénes expects revenues of up to Ft30 
billion ($120m) this year and profits of Fr2 
billion, which would imply revenue and 
profit growth of 25% and 33%, respectively,» 
a stark contrast to a loss of Fr295m in 1998. 
“This year we'll continue to build our basic 
platforms for efficient operations,” says Mr 
Dénes, “so next year could be our first really, 
successful year.” Having quickly turned the’ 
35-year-old firm onto the right road, its 
venture capital backers imagine an exit via 
flotation or trade sale as early as 2002 to 
further solidify Hungarocamian’s positioning 
for the long haul. 
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Meciar is on the receiving end, these days 


was freed on bail after being charged with 
paying illegal bonuses worth $350,000 to his 
cabinet ministers during his time in office. If 
found guilty, he could get ten years behind 
bars. He may also be forced to give evidence 
in acase todo with the kidnapping in 1995 of 
the son of Slovakia’s then president, Michal 
Kovac. Government supporters say that Mr 
Kovac’s son was kidnapped by the Slovak se- 
cret service on Mr Meciar’s orders. 

Could Mr Meciar’s arrest increase his 
popularity? Probably not—even though 
opinion polls have already been giving him 
more support than any other Slovak politi- 
cian:a quarter still say they would like him to 
be prime minister again. Last year he won 
43% of the vote in the presidential election, 
against a lacklustre ex-Communist, Rudolf 
Schuster, the current head of state. 

But Mr Meciar is also, ironically, Slova- 
kia’s most disliked public figure. Two-thirds, 
according to the opinion polls, cheered his 
arrest. Even if his populist Movement for a 
Democratic Slovakia does quite well in the 
general election due in 2002, it is unlikely to 
find coalition partners to let him form a gov- 
emment. Only the far-right xenophobes of 
the Slovak Nationalist Party might consider 
backing him. 

Still, whatever Mr Meciar’s fate, Mr Dzu- 
rinda has been worried. His coalition is 
dogged by infighting. He has failed to merge 
the five groups that make up his own bit of 
the coalition. Jozef Migas, parliament’s 
speaker, hitherto a close ally who heads one 
of the coalition’s four parties, recently shook 
the government by casting a no-confidence 
vote against Mr Dzurinda in parliament. 

The continuing exodus of the country’s 
Gypsies is also darkening the mood. Improv- 
ing their lotis a prerequisite for Slovakia’s de- 
sired entry into the European Union. Bel- 
gium recently followed the example of 
several other Eu countries by imposing visas 
on Slovak visitors, including even those who 
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come regularly to Brussels to negotiate for 
Slovakia to join the club. 

Still, despite the fragility of the govern- 
ment and the tensions heightened by Mr 
Meciar’s arrest, Slovakia is moving ahead. 
Austerity measures have made the govern- 
ment unpopular, but they are working. Un- 
employment, still 20%, is coming down. The 
economy is set to grow by around 3% this 
year. Foreign investment is up, with us Steel 
recently agreeing to shell out more than 
$400m to revamp the country’s biggest mill. 

“The country is in better shape than 
Greece was when it joined the Eu,” says Gri- 
gorij Meseznikov, who runs a leading think- 
tank in Bratislava. While a growing number 
of Central Europeans outside Slovakia are 
having doubts about joining the eu, some 
70% of Slovaks now say they want to get in. 
And for the first time a slender majority, 
against Mr Meciar’s fierce opposition, say 
that Slovakia should join NATO too. 
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Albania 


Fresh start 


TIRANA 


NYONE strolling through the centre of 

Albania’s capital, Tirana, would find it 
hard to recall last year’s fearful mood, when 
the city was thronged with refugees from 
Kosovo. Today it is thronged with shoppers 
clutching bulging string bags and with mud- 
spattered motor-scooters laden with cartons 
of bananas or sacks of rice. 

By last June, some 450,000 Kosovars flee- 
ing Serb attacks had sought shelter across the 
border. Some lived in tented camps run by 
aid organisations or were billeted on kind Al- 
banian families. Sports stadiums, disused 
factories and city parks all became make- 
shift homes for refugees. It looked as if Eu- 


rope’s poorest country, struggling to recover 
from the anarchy caused by the collapse of 
some pyramid-finance schemes in 1997, 
would be overwhelmed by another disaster. 
It did not happen. Against the odds, Albania 
survived—and has even, in a small way, be- 
gun to forge ahead. 

This has much relieved Albania’s pro- 
western, though largely ex-communist, gov- 
ernment, led by Ilir Meta. The country’s big- 
gest neighbours, Italy and Greece, are 
pleased too. Together, they are host to some 
650,000 Albanians, most of them illegal 
guests, out of the 3.4m who were living in Al- 
bania a decade ago. It helped that, once 
NATO's peacekeepers had started to move 
into Kosovo, the ethnic-Albanian refugees 
were quick to go back too. Hardly any now 
remain in Albania, and only a handful of 
NATO troops are still in Tirana. 

Far from damaging the fragile economy, 
the refugees provided an unexpected boost. 
Aid, from food to plastic sheets, was diverted 
and sold. Hotels and people renting out 
rooms did a roaring trade as aid workers and 
journalists poured in from abroad. Truck 
and taxi drivers, shopkeepers and ware- 
house-owners all did well out of the Kosovo 
war too. Last year the economy grew, offi- 
cially, by 8%; inflation is said to be running at 
only 1% a year. If the black market were in- 
cluded, the figure for growth would be a lot 
bigger. 

Western governments lavished praise 
on the Albanians for their generosity to- 
wards their Kosovar cousins. Now the Alba- 
nians are hoping for rewards. At last month’s 
donors’ conference in Brussels to discuss re- 
viving the Balkans, they sought aid worth $1 
billion over the next three years to moder- 
, nise their main port at 
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Meta (inset) likes the market 
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Durres, to build new electricity and rail links 
to Kosovo and Macedonia, and to improve 
existing roads. 

Mr Meta can point to other achieve- 
ments to bolster his country’s aid-deserving 
credentials. Since the Kosovo war, security 
has improved. More police are back patrol- 
ling roads, lorries can travel fairly safely at 
night, at least along the main routes to 
Greece and Macedonia. Though smuggling 
still flourishes, Mr Meta produces charts to 
show that the customs service, backed by an 
Italian-led eu customs team, is dealing prop- 
erly with shipments of petrol, cigarettes and 
coffee. He has also promised to tackle cor- 
ruption among judges, many of whom are 
poorly trained and easy prey to bribery. 

But Albania is still not out of its mess. It 
has a bad reputation as a transit point for 
smuggled drugs, often imported from Ko- 


wee 


sovo, and for trafficking in illegal migrants. 
And Mr Meta, who took over as prime min- 
ister from Pandeli Majko after a noisy 
shake-up at last year’s Socialist Party con- 
gress, must still move cautiously. 

For one thing, he has to watch out for 
Fatos Nano, an ex-prime minister and for- 
mer chairman of the (ex-communist) Social- 
ists, who still wields much influence. Mr 
Nano learned how Albania’s underworld 
works while in jail: he was convicted on cor- 
ruption charges brought by Sali Berisha, Al- 
bania’s first post-communist president, who 
still leads the right-wing opposition Demo- 
cratic Party. Mr Nano is wary of takingon Al- 
bania’s powerful gangsters. 

Still, Albania’s new-found if precarious 
stability has brought back Greek and Italian 
investors who shut up shop after the pyra- 
mid schemes collapsed three years ago. This 





HASANKEYF 


AHAP KUSEN, mayor of Hasankeyf,a 

pretty medieval town in the rugged 
Kurdish heartland of south-eastern Tur- 
key, wishes he spoke English. “Had I been 
able to,” he says, “I could have explained to 
all these foreigners that we do want the 
dam.” The dam he speaks of is a gigantic 
government project on the River Tigris 
which will wash away the town of Hasan- 
keyf and its exotic ruins and which has al- 
ready embroiled its 5,000-plus people, 
most of them Kurds, in a growing interna- 
tional row. Scores of villages in Batman 
and Siirt provinces will also have to be 
evacuated to make room for the Ilisu dam, 
which will become Turkey’s largest after 
the one on the Euphrates named after Ata- 
turk. Mr Kusen is nonetheless adamant 
that, despite the upheavals, the project 
should go ahead. 

Kurdish campaigners, many of them 
based abroad, say that the dam is part of a 
Turkish plot to wipe out all traces of Kurd- 
ishculture,not to mention the people, from 
the area. The spectre of ethnic cleansing 
has been raised. A number of environmen- 
tal groups and an array of left-leaning poli- 
ticians in Western Europe have taken up 
the cause. So have the governments of Syria 
and Iraq, which have long been prickly 














i, 5. 
Turkey’s latest controversial dam 


about Turkey’s use of water that they con- 
sider to be equally theirs. Turkey, they say, 
is breaking international law. 

Now the British government, too, has 
felt obliged to reconsider its plans to give 
credit guarantees to Balfour Beatty, a Brit- 
ish company leading a dam-building con- 
sortium with participants from seven 
other countries. Stephen Byers, Britain’s 
trade secretary, says that, unless the Turk- 
ish govemment draws up a resettlement 
plan that can be independently overseen 
and does its utmost to preserve as much of 
Hasankeyf’s heritage as possible, the credit 
guarantees may not be given. 

Mr Kusen, himself a Kurd, says that op- 
position to the dam, and particularly the 
charges of ethnic cleansing, are misguided. 
He cites another recently built dam, at Bire- 
cik, on the Euphrates (see page 91). In the 
weeks after its gates shut on April 29th, 
nine villages and an entire town will be 
submerged. But it is hardly an anti-Kurd 
event:almost all the inhabitants in the Ilisu 
area are ethnic Turks. 

“If Ilisu makes money and jobs for us, 
why should we be against it?” says Meh- 
met Farac, an unemployed youth in a tea- 
house on Hasankeyf’s main street. “All we 
want is that our monuments don’t get lost, 
that our lands are 
bought by the govern- 
ment ata fair price, and 
that we are given good 
homes.” 

The Turkish govern- 
ment says it will try to 
move some of the most 
precious monuments, 
though many will per- 
ish. Another snag is that 
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summer, more tourists may visit Albania’s 
unspoilt southern coast, a short hop by boat 
from the Greek island of Corfu. Though the 
government is being slow to sell off state as- 
sets, it has made a start. A Turkish bank has 
taken over one of the two state-controlled 
banks. A copper-mining concession has 
been bought by an American group. 

Mr Meta’s first big test will be in the local 
elections that are due by October. Most Al- 
banian towns are run by mayors loyal to Mr 
Berisha’s Democratic Party. They were 
elected four years ago in a poll marred by vi- 
olence and intimidation. Party politics is still 
a ferocious affair. Mr Berisha threatens, peri- 
odically, to boycott the elections. But if they 
pass off reasonably smoothly, Albania may 
be able to make a start on catching up with 
some of its Balkan neighbours. 
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Soon to become a submarine? ; 


several members of parliament in the af- 
fected provinces have bought up land at 
knock-down prices, knowing that the gov- 
emment will compensate them hand- 
somely once the area is flooded. Mr Kusen 
says that British involvement in the project 
could help. “There would be greater scru- 
tiny and more transparency,” he says. 
Turkish officials in Ankara say they 
would accept such conditions. But the idea 
that the plan is anti-Kurdish is causing 
much irritation. “We can build this dam 
without the British,” says a Turkish diplo- 
mat. A British counterpart gloomily agrees. 
“The Koreans, the Argentines, the Chi- 
nese—they’re are all lined up waiting.” 
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E IS small, smart, smooth and perky. They call him “Topo- 

lino”—Italy’s version of Mickey Mouse. And he is starring in 
yet another tricky Italian cartoon strip. After being sworn in on 
April 26th as leader of the country’s 58th government since the sec- 
ond world war, Giuliano Amato has got barely a year in which to 
stop Silvio Berlusconi, a big cat if ever there was one, from leading 
the right to victory. If there were a general election tomorrow, Mr 
Berlusconi would surely win. The left is groggy. Mr Amato's ex- 
Communist predecessor, Massimo D'Alema, bowed out after his 
ruling coalition was well beaten in regional elections on April 16th. 
Who, on the left, can lead a revival? Could Mr Amato? 

Italians have their doubts. Like Mickey Mouse, Mr Amato is a 
one-man party. As a previous stopgap prime minister, in 1992, he 
did rather well. He brought in the tightest budget in Italy’s republi- 
can history, helping to pave the way for the country’s first-intake 
entry into Europe’s single currency. 
Later, as treasury minister, he did well 
too. He has been Italy’s candidate for 
several top international jobs, at the 
IMF among other places. 

But as a political leader he is un- 
tested. He is already finding it painful 
to put together a government that 
should get the nod from the dozen-odd 
parties in the rickety ruling coalition. 
Locked in his Tuscan summer house, 
he spent Easter on the telephone and 
on the web, squaring just about every- 
body. The next test will come soon, as 
his government faces a vote of confi- 
dence in parliament. It should get it, 
though that is not certain. 

But Mr Amato loves a challenge. 
He is one of Italy’s cleverest politi- 
cians—and knows it. He is witty and 
imaginative, not least in his daring 
choice of metaphor. He speaks excel- 
lent English. He masters legal and econ- 
omic complexities, and enjoys show- 
ing off to fellow ministers and other 
high-fliers at home and abroad. He can 
talk about almost anything. He is so 
good at massaging the press, foreign 
and domestic, that he is regularly for- 
given for the occasional blooper. Not 
that he makes many. Even as mice go, he is ultra-agile. 

The nearest he has come to disaster was through his closeness 
to Bettino Craxi, the Socialist who was Italy’s longest-ruling prime 
minister since the war, but fell into disgrace in the wake of the Tan- 
gentopoli (Bribesville) scandals that swept away the old establish- 
ments across the political board after 1992. Mr Amato, a Turinese, 
joined the Socialist Party aged 20. Later a law professor, he became 
an MP 17 years ago—in Craxt’s heyday. 

Craxi’s aim was to purge the Socialists of their Marxism. Mr 
Amato, Blairite before Tony Blair, agreed. But Craxi tolerated sys- 
tematic embezzlement to pay for propaganda, lavish party confer- 
ences and the good life for his lieutenants. Mr Amato was never 
implicated in any wrongdoing—but many assume that, as the 
| brains behind Craxi’s political brawn, he must have known what 
was going on. 

l Somehow their different personalities helped them get along, 
| Mr Amato wenton to become Craxi’s deputy for four years in gov- 
| 


Giuliano Amato, Italy's agile stopgap 











ernment. In 1987, he took over the treasury—under the right. But 
when Tangentopoli got going in 1992, and Mr Amato was put for- 
ward as a caretaker prime minister, he smartly distanced himself 
from his mentor. From then on, cannily, he was his own man. 
Speaking at the London School of Economics in 1993, he declared: 
“Craxi has no political future.” Asked, later, if he woke up at night 
feeling bad that he had not done more to stop the rot, he said, “Yes, 
often.” Mr Craxi, who died this year, never forgave him. 

Emerging unscathed was testimony to Mr Amato’s shrewd- 
ness, intelligence and luck. In any event, said one of his admirers, 
Italy simply could not do without him. After his ten-month earlier 
stint as prime minister, he was chairman of Italy’s antitrust author- 
ity, then minister for constitutional reform in Mr D’Alema’s first 
government (1998-99), then, once again, treasury minister. Last 
year he nearly nabbed the state presidency. 

But cerebral politicians need popu- 
list slogans too—something Mr Amato 
must accept, if he wants to be more than 
a traghettatore, or ferryman, as Italian 
stopgaps are known. His wit and disci- 
pline earn him the respect of most of his 
colleagues, but cut less ice with the fun- 
loving, impressionable Italian voter. 

Witness the success of that salesman 
par excellence, Mr Berlusconi, now Mr 
Amato's chief foe. Both men are tiny, but 
the new prime minister will need a taller 
soapbox from which to project his mës- 
sage. Alas, he owns no media empire, 
and seems almost embarrassed to give 
vent to his feelings. But perhaps he is 
learning, at last, to be outgoing, even 
coarse. “Screwing, that’s all he thinks 
about,” he said recently when the writer, 
Saul Bellow, became a father again at 84. 
And he has become franker about his 
own private life. He is clase to his son and 
daughter, but says he regrets a certain 
formality between them. “They give a lit- 
tle kiss to everyone they meet, but not to 
me.” When they were children, Mr 
Amato told them traditional fairy tales, 
but, asa good socialist, invented his own 
“progressive endings”. 

Mr Amato needs to foster such cre- 
ativity ifheis to have a chance of surviving for a year as prime min- 
ister, let alone lead the centre-left into the next general election. The 
creaking coalition that he now heads is bursting with squabbling 
prima donnas. But Mr Amato has two bonuses. Unlike Mr 
D'Alema, whose own party is the coalition’s biggest, Mr Amato 
has no personal base, so may try to cast himself as primus inter 
pares. He has already become friendlier to the party in the co- 
alition that was founded by another former prime minister, Rom- 
ano Prodi, before he went off to run the European Commission in 
Brussels. And he has started to cosy up to several left-wing mayors 
whose ambitions he used to mock. 

For Mr Berlusconi, who seemed to have the populist measure 
of grim-faced, ambitious Mr D'Alema, the new man poses a quan- 
dary. A few days ago, the tycoon implied that the left was trying to 
exploit Mr Amato as, in Leninist terms, a “useful idiot”. Mr Amato 
is no idiot. The question is, for whom or for what, in the long run, 
does he want to be useful? 
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| HE new millennium had barely started when 
| Europe’s business world was shaken to its roots. 
| Vodafone AirTouch’s snaring of Mannesmann was 
| notonly the world’s largest-ever hostile takeover by 
| far but the first to succeed in Germany, Europe's 
| largest economy. Earlier attempts at hostile take- 
| overs there had been tripped up by strong trade un- 
l ions, consensus-minded politics and legal difficul- 
| ties. This time around, their combined might failed 
| to prevent Vodafone from taking Mannesmann by 
| force. Already this is being seen as a turning-point 
| for European capitalism. 

The conquest of Mannesmann has spread fear 
and excitement in equal measure. Fear because pre- 
viously complacent companies suddenly feel vul- 
nerable to attack; excitement because Europe’s com- 
panies, after decades of deferring to competitors 
from other parts of the world, sense that new pos- 
sibilities are opening up. In the 1980s, all eyes were 
on Japan’s nifty firms, with their kaizen (continuous 
process improvement) manufacturing and knack 
for turning technology into profit. In the 1990s, as the 
Japanese nose-dived, it was America’s companies 
that raced ahead on a wave of structural change. To- 
day they fill 13 of the top 20 spots worldwide, mea- 
sured by market capitalisation. Might Europe at last 
be ready to launch a credible challenge? 
| At first sight, it seems improbable. For much of 
| the 1990s, big American firms widened their lead 
through restructuring, stripping out costs, laying off 
| workers and selling off peripheral businesses to con- 
centrate on what they did best~-all of which helped 
to fuel America’s long bull market in shares. Where 
America practised creative destruction, Europe dis- 
played destructive caution. Old hierarchies re- 
mained in place, as did a habit of sloppy diversifica- 
| tion. As electronics spread everywhere, Europe's 
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Lean, mean, European 


companies seemed to get worse, not better, at turn- 
ing their often impressive technologies into money- 
spinners. 

It was largely a question of leadership, or rather 
lack of it. Many firms were run by worthy tech- 
nocrats who had steadily worked their way up 
through the ranks but had little feel for general man- 
agement or marketing. And all too often, bosses 
treated their companies as personal fiefs. At the 
same time, good companies were choked by exces- 
sive regulation, and troubled ones were pointlessly 
patched up. 

For much of the 1990s, the average large Euro- 
pean corporation failed to generate endugh profit to 
cover its cost of capital. Profit margins may now be 
at their highest point since the early 1970s, but they 
are only about half those of American competitors. 
According to Credit Suisse First Boston, an invest- 
ment bank, the euro area's listed cornpanies last 
year produced an average 14% return on invested 
capital, compared with 27% achieved across the At- 
lantic. Small wonder that they trade on substantial 
discount to the Americans. 


Europe, meet change 


But matters are improving. Mergers and acquisitions 
have hit new records as companies seek to create 
national, regional or global market-leaders. Venture 
capital and finance for buy-outs are booming as in- 
vestors become more convinced that Europe can 
compete with America in knowledge-based indus- 
tries. Smokestack industries are restructuring as 
never before, and companies that have long 
spurned change are thinking again in response to 
market pressures: witness the Agnelli family’s recent 
sale-of 20% in Fiat to General Motors. Outside share- 
holders, long neglected, are starting to get more con- 
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compete harder for capital. Another 
factor is Europe’s single currency. By fostering a sin- 
gle market for capital, the euro has prepared the 
ground for a financial revolution from the bottom 
up, pushing Europe closer to a homogenous market 
in goods and services bigger than America’s, and 
promising economies of scale. This has convinced 
executives that their home market is not their home 
country but Europe. But to those who fail to move 
swiftly, the euro also poses a threat. The pressure it 
exerts on prices, for instance, has already pushed 
hundreds of car-parts suppliers out of business. 

Another force at work is deregulation. From tele- 
phony to gas, Europe is being forced to turn clumsy 
monopolies into vibrant, competitive industries, 
Some countries have moved much faster than the 
competition authorities demanded. In Germany, 
the price of a long-distance call has fallen by 40% in 
a couple of years, forcing Deutsche Telekom, the pri- 
vatised ex-monopolist, to go on a crash diet and seek 
new business abroad. Germany's power-supply in- 
dustry has also been woken up by competition 
brought on by radical deregulation. 

A few big European companies have been in the 
habit of restructuring to stay competitive for some 
time. It was fast and comprehensive re-engineering 
in the mid-1990s that made it possible for Daimler- 
Benz to buy America’s Chrysler two years ago. Un- 
der Percy Barnevik, Asea Brown Boveri (Ags), the re- 
sult of a Swiss-Swedish merger in 1988, underwent 
some radical upheavals that turned it into a model 
for aspiring European managers. It continues to re- 
organise to this day. 

Most European companies have preferred tin- 
kering at the edges, cutting a few jobs here and sell- 
ing a small division there. But as managers worry 
more about becoming takeover fodder, they have 
noticed that the gains in share prices that usually re- 
sult from restructuring and more spirited manage- 
ment offer helpful protection against predators. 
Moreover, at a time when many deals are being paid 
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for in shares, they also boost acquisition currency. 
“Only five years ago, managers at companies that 
had not paid their shareholders a dividend for years 
would boast about it. Now they not only talk about 
putting shareholders first, but most actually mean 
it,” says Mr Barnevik of app, who also chairs Inves- 
tor, a Swedish holding company. 

Much of the restructuring is aimed at undoing 
conglomerates, most of which are suffering from a 
hefty share-price discount—up to 25% to break-up 
value for Germany’s big utility-based conglomer- 
ates, for example, before they began tc concentrate 
on electricity last year. Some analysts argue that re- 
cent restructuring is already feeding through to cor- 
porate earnings: last year four out of five listed Euro- 
pean companies met or beat average forecasts, and 
Europe’s profits should grow faster than America’s 
this year, albeit from a lower base. 

Even in the state sector, the picture has changed 
from gloomy to fairly bright. For one thing, privatisa- 
tion has whittled down the number of companies 
controlled by governments. Those that remain are 
gradually becoming more profit-minded. Italy's 
loss-making railway is selling or outsourcing trou- 
blesome operations to spruce itself up for privatisa- 
tion. Germany’s state railway, also due to go on the 
block, recently hired a private-sector turnaround 
specialist as its boss. One of the first things he did 
was to withdraw support for an extravagant gov- 
ernment-backed monorail project. 

Politicians still get in the way, to be sure, but 
they are picking their battles with the markets more 
carefully. Europe’s social democratic governments 
may still be talking the language of the left, but their 
actions increasingly veer rightwards. For all their 
howls against hostile takeovers, both the French 
and the German governments are working on regu- 
lations to make takeovers easier. When he unveiled 
new rules on corporate governance last month, 
France’s then finance minister, Christian Sautter, 
spoke of the need for “dialogue between stakehold- 
ers and shareholders”, yet the changes seemed de- 
signed mainly to boost shareholders. His prime 
minister, Lionel Jospin, who had promised an end 
to privatisation when he took office in 1997, has sold 
more state assets than any of his predecessors. His 
term for it is “opening capital”. 


Capitalism revamped 


Taken in sum, these developments suggest that a 
new version of capitalism may be emerging. In large 
parts of continental Europe, especially the north, 
companies have been used toa softer, more “caring” 
business model than their adversarial American 
and British cousins (which is why for the purposes 
of this survey “Europe” excludes Britain). This em- 
phasises continuity, consensus and social justice, 
and is framed by tough job-protection laws. Its roots 
run deep: one of Oliver Cromwell’s ambassadors to 
the Swedish court devoted several pages of his 
memoirs to his host country’s obsession with con- 
sensus. 

Although many criticise this model as a drag on 
business, it is not without its defenders. Many Euro- 
pean managers, and even a few in America, see the 
fuzzier European way as a more acceptable alterna- 
tive to the financial and social brutality (or flexibil- 
ity, depending on your particular perspective) of 
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corporate America, arguing that it provides better 
training for workers and better long-term prospects 
for their firms. American-style restructuring, they 
say, can cause a loss of morale that may damage 
long-term profitability. 

With Europe’s so-called “Rhenish capitalism” 
under strain, managers are now wondering what 
might replace it. But that may be the wrong question 
to ask. For a start, Europe is no homogenous lump. 
Just as different countries occupy different indus- 
trial niches—Italy its sprawling financial-industrial 
groups and clusters of family firms, Germany its en- 
gineering companies, Scandinavia its high-tech 
multinationals—so their versions of the social-mar- 
ket economy vary. Like Britain, the Netherlands has 
a large stockmarket dominated by pension funds; 
unlike Britain, it shares the principles of its cor- 
porate law with France and a two-tier board system 
with Germany. Unlike France, Germany has a tradi- 
tion of collective leadership, hence the prevalence of 
“speakers of the board” rather than chairmen. Un- 
like their German peers, Spanish unions have no 
representation on boards. And so on. 

Such diversity makes it difficult to generalise, 
and suggests that Europe may never adopt a cor- 
porate blueprint like Amer- 
ica’s. All the same, its markets 
have moved much closer to 
the American model over the 
past couple of years, albeit at 
different speeds. Last year’s 
spate of takeovers was closer to 
the epic American battles in 
the 1980s than to Europe’s 
backroom dealing in the past. 
Vodafone's conquest of Man- 
nesmann, a stockmarket star, 
showed that even the best-run 
companies have to watch their 
backs. 

The maturing of financial 
markets following the intro- 
duction of the euro is also giv- 
ing Europe’s companies a more Anglo-Saxon hue. 
Across the continent, an equity culture is develop- 
ing. In Germany, the Neuer Markt, a new high-tech 
stockmarket, has aroused interest among ordinary 
savers; the number of shareholders recently passed 
the number of trade-union members for the first 
time. This is hastening the decline of the system un- 
der which companies relied more on house banks 
than on markets for their capital. Now they are look- 
ing to equity and bond markets, where investors 
scrutinise their performance with a cold eye. 

Even before the emergence of an equity culture, 
Europe’s “ownership vacuum” had started to put 
indirect pressure on lazy managers. Failure to re- 
form state pension systems has left countries such 
as France, Italy and Germany without a solid base of 
domestic institutional investors. Companies have 
had to seek investors elsewhere, often among Brit- 
ains and America’s liquid mutual and pension 
funds, which has meant adopting Anglo-Saxon ac- 
counting and disclosure norms. This is the route 
Mannesmann took, helping it to buy up big compet- 
itors but also making it more vulnerable to attack: 
with some 60% of Mannesmann’s shares held by 
foreign funds, there was no controlling shareholder 
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to block Vodafone's way. 

The alternative to such expo- 
sure is even less appealing: higher 
costs and less room for manoeuvre. 
This is one reason why acquisitive 
family-owned firms are increas- 
ingly keen to sell shares in the stock- 
market. It also explains why foreign 
money has flooded into European 
stockmarkets in recent years. In Mi- 
lan, some 40% of daily turnover 
comes from abroad. British and American investors 
own more than a third of the stock in France’s blue- 
chip companies-—a statistic that has caused much 
Parisian hand-wringing over the spread of le cap- 
italisme zinzin (a slang word for “fund manager”, 
and also for “crazy”). 

Anglo-Saxon ways are also being imported 
through a new generation of managers, many of 
them armed with American megas, others with a 
background in international investment banking. 
Shareholders are their first priority, but they also ap- 
preciate the need for diplomacy, especially when it 
comes to restructuring. For example, when Jürgen 
Schrempp, the boss of DaimlerChrysler, drew criti- 
cism for his stress on value for 
shareholders, he started to 
adopt a softer tone, emphasis- 
ing the interests of customers 
and employees. Once the criti- 
cism had subsided, he went 
ahead with the restructuring as 
planned. For similar reasons, 
managers at continental Euro- 
pean companies like to talk 
about cost-cutting measures 
when they meet analysts in 
London or New York, but 
downplay them at home. 

Of course there have al- 
ways been things that Europe's 
companies can teach rivals in 
other parts of the world. Be- 
netton turned clothes retailing upside down by 
shortening the product cycle to a few weeks; Swatch 
saved Europe’s watch industry by breaking all the 
rules of modern management; and Italy’s industrial 
clusters still inspire awe in consultants. But now 
most of them have a lot to catch up on. This survey 
will argue that Europe’s companies are already well 
on their way, galvanised by the single currency and 
the growth of equity markets. As they progress, the 
old power structures that stifled entrepreneurship 
are starting to collapse, and many companies are 
showing renewed vigour. If Europe can hold on to 
its global lead in mobile communications, it may 
even give American rivals a good run in the race for 
the “new economy”. 

In 1968, a French journalist, Jean-Jacques Ser- 
van-Schreiber, wrote a book entitled “Le Défi Amer- 
icain” (The American Challenge), which gave warn- 
ing that European industry would be crushed by 
America’s corporate might. Now consultants are 
starting to talk—albeit in hushed tones—of a Euro- 
pean Challenge. That may be overdoing it, but Eu- 
rope has certainly never looked better placed to 
close the gap. 
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Mariage a la mode 


HREE or four years ago an 

adviser to Veba, a German 
utility, made a bold suggestion to 
Ulrich Hartmann, the firm's 
chairman: why not consider an 
unsolicited takeover bid for 
Mannesmann, a company then 
in the early stages of a remark- 
able transformation from engi- 
neering to telecoms (and valued 
at about one-tenth of what it cost 
Vodafone to buy earlier this 
year)? Mr Hartmann’s response, 
the adviser recalls, was “to the ef- 
fect of ‘no, no, dear fellow, we just 
don’t do that here. ” 

How things have changed. The Mannesmann 
takeover is the strongest sign yet that once-un- 
thinkable mergers and acquisitions are becoming 
fashionable. Another pointer is the surge in merger 
activity since the euro’s birth. Last year, deals involv- 
ing European firms added up to $15 trillion (see 
chart 4), a new record by a large margin. For the first 
time since the early 19908, Europe did a higher vol- 
ume of deals than America as a percentage of stock- 
market capitalisation, The continent has become a 
paradise for (mostly American) investment bankers. 

At the same time Europe is becoming more 
European. Last year saw almost as many cross- 
border deals as domestic deals, with European firms 
spending three times more in other continental 
countries than in any previous year. French firms 
have been on a buying spree in Britain, the Germans 
everywhere. Technology firms have started to move 
across geographical and sectoral borders in one go 
as media, telecoms and the Internet converge: wit- 
ness the bid last month by Telefonica, Spain’s for- 
mer telephone monopoly, for Endemol, a Dutch 
television company. 

More remarkable still, Europe is producing its 
own crop of corporate pillagers. Since the start of last 
year it has seen more than $400 billion-worth of 
hostile deals, over four times the combined total for 
1990-98. In the past, such bids rarely succeeded in 
Europe because the financial and political establish- 
ment would rally round to frustrate them. Last year, 
Lift-off 
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however, over half the bids 
«launched produced results. As 
senior managers see it, this is a 
one-off fight for control of the 
European arena. No wonder 
insurers are scrambling to offer 
policies that cover defence costs 

in case of hostile takeovers. 
One big reason for all this ac- 
< tivity is the euro, which has high- 
lighted the fragmentation of 
European industry. Many sec- 
tors, including banking and re- 
tailing, remain largely domestic. 
As the single market develops, 
pressure on them is growing to 
strike out across the continent and reap cost advan- 
tages already enjoyed by American firms in their 

home market. 

Fear also plays a part, in two ways. The first is 
fear of disappointing investors. As stockmarkets be- 
come more influential, they are demanding ever 
higher returns. When these cannot be achieved 
through organic growth or internal restructuring, a 
cost-cutting merger might save the day. The other is 
fear of being dwarfed by rivals. Last year’s merger 
between Veba and Viag, another German utility, 
was partly a response to sabre-rattling by the much 
bigger Electricité de France—and a good example of 
what the Germans call Torschlusspanik (fear of be- 
ing shut out). But such defensive mergers often dis- 
appoint. By some measures, more than half of them 
fail to achieve planned synergies or create value. 

At the same time, the euro's creation of a single, 
liquid capital market has encouraged deal-making. 
Although Europe's market for corporate bonds still 
pales beside America’s, it is growing quickly. Last 
year, as global issuance dipped, the size of this mar- 
ket more than tripled. European firms are issuing 
euro-denominated bonds to refinance higher-inter- 
est bank debt, their traditional source of finance, 
and to raise money for takeovers. 

The euro has also allowed investors to become 
much more flexible. In the past, European invest- 
ment funds kept a big chunk of their money for 
their home market, often because of currency con- 
cerns. Now they are free to plan. by industry rather 
than by geography, and to invest in the best compa- 
nies, wherever they are based. For instance, Dutch 
pension funds now put 70% of their money in over- 
seas assets, mostly equities, compared with 40% 
three years ago. As capital becomes more mobile, 
companies in small markets or hidebound indus- 
tries have to work harder to attract it. For good or ill, 
many executives see mergers as a way to get inves- 
tors’ attention and persuade them that their compa- 
nies are worth backing. 

Liberalisation and privatisation are also boost- 
ing consolidation. Former monopolists in industries 
being opened to competition have gone on a defen- 
sive buying spree. Take Germany's Deutsche Post, 
due to be partially privatised before its market is 
fully liberalised in 2003. Fearful that its core letters 
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< business will wither, it has been snapping up logis- 
ties firms all over Europe, and has forged a link with 


Lufthansa, Germany's biggest airline. Private-sector 


¿+ tivals complain that Deutsche Post is subsidising its 


expansion with profits from its remaining monop- 
oly, and want it to be broken up. 

The wave of hostile deals may have upset con- 
sensus-seekers, but it has brought a new transpa- 
rency to murky markets. Although Vodafone's bid 
for Mannesmann was the first open, fairly contested 
hostile tender in German corporate history, hostil- 
ities behind the scenes were already a well-estab- 
lished feature. Tim Jenkinson, an econornist at Ox- 
ford University, studied a sample of German 
takeovers from the past decade and found some 20 
examples of hostile stake-building. Most of these in- 
volved clandestine shuffling of stakes between ri- 
vals, with core shareholders getting fat premiums 
for relinquishing control and hapless minority in- 
vestors getting nothing. An open hostile bid seems a 
fairer way of settling things. 

But the Vodafone bid also sent Europe's manag- 
ers a chilling message: put your house in order, or 
someone else will do it for you. Many of them are 
now acting on that message. It was partly fear of 
takeover that pushed Compart, an Italian holding 
company, to launch a full bid in February for 
Montedison, another Italian chemicals company, in 
which it holds a 36% stake. Basr, a German chemi- 
cals group, had the same threat in mind when it re- 
organised itself earlier this year, moving the head- 
quarters of its drugs business from Germany to 
Britain. Pockets of resistance remain, however. No 
hostile takeover has ever succeeded in the Nether- 
lands because the rules are so tight. 

Will Europe’s passion for hostile acquisitions 
prove to be a passing fad, just as America’s epic cor- 
porate battles of the 1980s fizzled out in the early 
1990s (though not before bringing a dose of effi- 
ciency to many a lacklustre company)? Perhaps, but 
not yet. Now that a precedent has been set, 
would-be corporate raiders who had previously 
been put off by legal and cultural complications are 
starting to reconsider. In Germany alone, there is no 
shortage of undervalued targets, including BASF, 
Bayer and Veba/Viag (which has been renamed 
E.ON). Bayer’s chief, Manfred Schneider, recently ad- 
mitted that the group’s untidy business mix is no 
longer the poison pill it once was. 


Hidden value 
That leaves the question of whether bidders are get- 
ting value for money. At first glance it seems not. The 
shares of some of them have underperformed their 
peers, suggesting they may be wasting shareholders’ 
money. Paul Gibbs, a mergers-and-acquisitions ana- 
lyst at J.P. Morgan, is not so sure. In his view, the euro 
has greatly increased the potential rewards of conti- 
nent-wide dominance in many industries. Offering 
a large premium in a hostile bid may unnerve finan- 
cial markets, he says, but the price may be worth 
paying to meet long-term strategic goals. Moreover, 
such deals provide buyers with a splendid opportu- 
nity to reorganise profit centres and boards, slim 
headquarters and the like, because the defeated tar- 
get’s managers are in no position to resist. 

For all the recent hubbub, however, Europe has 
not yet been fully converted to no-holds-barred 
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capitalism. With the odd excep- 
tion—-Vodafone/Mannesmann, 
Hoechst/Rhéne-Poulenc—the 
biggest European mergers have 
so far been domestic affairs; in- 
deed, some look like attempts 
to create old-style national 
champions. Elf’s bid for Total- 
Fina in France and Olivetti’s tilt 
at Telecom Italia may have 
seemed hostile to the targets’ 
boards, but they were quietly 
welcomed by politicians who 
saw a chance to forge domestic 
giants. “More a case of friends 
and countrymen than barbar- 
ians at the gates,’ reckons a 
banker who worked on one of 
the deals. When Carrefour and 
Promodes, two French super- 
market chains, tied the knot last 
year, it was with the tacit sup- 
port of the French government, 
wary of a big French retailer 
falling into the hands of Amer- 
ica’s acquisitive Wal-Mart. 

Economic nationalism still 
seems strongest in France. In “strategic” industries, 
the state continues to discourage foreign bidders in 
order to give French companies a chance to get to- 
gether and, with luck, create European champions. 
Foreigners have certainly been deterred in large 
numbers: last year, French firms did four times as 
many deals abroad (by volume) as foreigners did in 
France. And most of those foreign firms plumped 
for small purchases to avoid attracting public ire. 
“Even today, the best, if not only, way to push 
through tough cost-cutting mergers is to present 
them as the proud creation of national champions,” 
says Michel Fleuriet, chairman of Hspe France. 

But public policy is not the only hindrance to 
cross-border consolidation. Local partners offer all 
sorts of attractions that foreign ones cannot match: 
the two sides are more likely to know each other's 
business, speak the same language, and have share- 
holders in common; they may have more scope to 
strip out costs; and, not least, joining a local rival can 
stop it falling prey to a voracious foreign competitor 
with a long shopping list. There is also the matter of 
cultural compatibility. “British firms are run by ac- 
countants, German firms by engineers and Italian 
firms by designers. We don’t always share the same 
vision,” says one European manager. Giovanni Ag- 
nelli, Fiat’s chairman, put the point more bluntly 
when he explained why the Italian car maker re- 
cently formed an alliance with America’s General 
Motors. He said he simply trusted the Americans 
more than the Germans. 

The problems of straddling borders are exempli- 
fied by Aventis, a life-sciences group formed last De- 
cember by France's Rhone-Poulenc and Germany's 
Hoechst-—the first merger as equals of two large 
companies from Europe's core economies. Because 
the deal was politically sensitive, top jobs as well as 
research and production sites had to be carved up 
evenly between France and Germany. The merged 
company has moved to Strasbourg, in France but 
nestling against the German border. It has a Ger- 
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Europe's ownership 
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man-style two-tier board structure, but without the 
union representation on the supervisory board it 
would have had in Germany. 

Despite the difficulties, the number of such hy- 
brids is sure to grow. In defence, a Franco-German- 
Spanish champion, raps, is in the making. In indus- 
tries now being deregulated, former monopolists 
are looking for partners in other European coun- 
tries—witness Deutsche Telekom’s unsuccessful 





wooing of Telecom Italia last year, Electricité de 
France’s forays in Germany, and the recent merger 
talks between Italy’s Eni and Spain’s Repsol-ypr. An- 
alysts reckon that in industries such as retailing, car 
making and mobile telephony, Europe will soon be 
dominated by two or three giants, which will 
squeeze out their rivals and leave room only for 
niche operators. Even if they are only half right, the 
deal-making will remain frenetic. 
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Cross about holdings 


ORPORATE Europe has long been hamstrung 

by antiquated power structures and byzantine 
cross-shareholdings. These tend to coddle underper- 
forming managers, protect firms from takeover and 
ultimately weigh on profitability. Just as well that 
they seem to be on their way out. “The old corporate 
baronies have been under strain for years,” says 
Robert Heller, author of several books on European 
industry. “Now they are really starting to crumble.” 

In Britain and America, a long tradition of stock- 
market capitalism has given most large companies a 
dispersed base of owners. In continental Europe, by 
contrast, ownership tends to be concentrated 
among clans of insiders. The reasons differ from 
country to country. In France, it comes down to a 
combination of the state's wish to see big business in 
friendly hands and the lack of institutional inves- 
tors. Elsewhere, canny dealing by dynasties such as 
Sweden’s Wallenbergs and Italy’s Agnellis has 
played a bigger role. Until recently, it was difficult to 
know how closely held Europe’s companies were, 
because disclosure standards were lax. Thanks to 
new and tougher standards, as well as some new re- 
search, the picture is now becoming clearer. 

A recent study* by Marco Becht, of ECARES, a re- 
search institute in Brussels, and Ailsa Röell, of 
Princeton University, has come up with the most de- 
tailed information yet on who owns what (see chart 
6). In Italy, Germany, Belgium and Austria, more 
than half of the listed companies studied had a sin- 
gle shareholder, or known group of allies, with more 
than 50% of the voting rights. In France and Ger- 
many, the vast majority of tradable companies are 
protected by a majority voting block or a blocking 
minority. Contrast this with America, where few 
companies have shareholders with more than 5%. 

As often as not, power has come 
cheap. In Italy, for instance, it is 
common for banks and holding 
companies to own networks of 
firms through pyramids of cross- 
shareholdings, known as “Chinese 
boxes”, which allow them to gain 
control without laying out much 
capital. Small investors are usually 
willing to roll over if given an incen- 
tive. A fifth of Germany’s 100 big- 
gest companies (many of them with 


*“Blockholdings in Europe: an International 
Comparison’. European Economic Review, 
1999, based on data from the European Cor- 
porate Governance Network (www ecgn.org). 








Median size of biggest voting block of listed industrial 
companies, 1999, % TE, 
fee 0 10 








| Germany 





| Austria. 


| Belgium 


(Netherlands. 





Spain 

~ France 
(CAC 40} 

Le Germany: > 

| (AX 30) 
Britain* 
United States: i 
(NYSE) : rapie of 250 companies | 

sare threshold 





[ Souree: M Becht. A Röelt 





a history of family ownership) still have preferred 
stock with special voting rights, mostly introduced 
to ward off petrodollar-rich predators in the 1970s. 
Many companies still issue non-voting equity, 
which allows them to raise new money without dis- 
turbing the old balance of power. 


Ownership v control 


The gap between ownership and power can be 
huge. Swedish companies, for example, can issue 
shares with up to 1,000 times the voting power of or- 
dinary shares. This helps explain how Investor, the 
country’s biggest industrial-holding group, can have 
a 22% say at Ericsson, a mobile-phone company, 
with only 2.7% of its capital. Across the sea in Den- 
mark, many firms practise a different form of distor- 
tion by capping votes at 2%, regardless of the num- 
ber of shares held. Rules in the Netherlands can be 
even more exotic. Under Royal Dutch/Shell’s statute, 
for example, an independent shareholder with a 
40% stake would have less than 0.0003% of the vote 
on some important issues, whereas an existing 
group of “priority shareholders” with board connec- 
tions that owns less than one five-millionth of the 
group’s capital has huge blocking power. 

These structural quirks matter for several rea- 
sons. They can be a huge turn-off to minority share- 
holders, whose interests are not always the same as 
those of controlling owners. True, much has 
changed in the decade or so since Alfred Herrhau- 
sen, the late boss of Deutsche Bank, famously 
prayed to the Lord to “spare our economy becoming 
the plaything of active minorities”. But the little man 
still suffers. In Germany, says Julian Franks of the 
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London Business School, block sellers get an average 
premium of 10% for their stakes, whereas minorities 
get next to nothing. 

Ownership is also at the centre of the long- 
running debate over short- and long-termism. Some 
firmly believe that although cross-shareholding and 
power blocks may look messy, they create a climate 
of stability. Torbjorn Nilsson, chief strategist at Er- 
icsson, insists that his company would never have 
had the breathing space to learn from its mistakes 
without the patient support of Investor and its other 
main shareholders. But critics point out that core 
shareholders, who are meant to keep a watchful eye 
on managers, often turn out to be too patient, and 
can be unwilling to cede control even when it makes 
obvious commercial sense. 

Even large listed companies are often wary of 
broader ownership and the resulting vulnerability 
to takeover. At Siemens, a German conglomerate, 
90% of whose shares are held in small packets by 
unidentified investors, employee groups have been 
talking with the Siemens family (which owns 7%) 


about pooling their stakes to form a 25% blocking 
minority should an unwanted bidder appear. 

There are signs that the old habits are on their 
way out, though these things take time. In countries 
such as Germany and Switzerland, for instance, 
pressure from stockmarkets is forcing companies to 
ditch multiple classes of shares. By the end of this 
year, almost all Germany's big companies are ex- 
pected to have got rid of anonymous shares and 
voting caps. More important, traditional ownership 
arrangements may be breaking up. Niall MacLeod 
of Salomon Smith Barney, a bank, estimates that 
corporate cross-shareholdings in Europe now ac- 
count for 10% of stockmarket value, down from 19% 
five years ago. As a result, the “free float” of shares 
available to outside investors has risen steeply, and 
takeover-proof discounts are disappearing. 

There is more unravelling to come. In the past, 
Germany’s banks were classic stakeholders, protect- 
ing the companies they owned from takeover, often 
with the help of proxy shares parked with them by 
retail investors. This was meant to promote stability, 





HOM do stockmarket-listed com- 
panies serve? Until recently, the 
answer for the vast majority of firms in 
continental Europe was one or more of 
the following: their bosses, the state, the 
trade unions, or shareholders with a big 
enough stake. Minority investors barely 
got a look-in. That is now changing. 
For example, after winning control 
of Telecom Italia in a hostile takeover 
last year, its compatriot, Olivetti, tried to 
move Telecom Italia’s controlling stake 
in a highly profitable mobile-telephone 
subsidiary to Tecnost, the vehicle used 
for the acquisition, to help pay the debt 
taken on to finance the deal. But minor- 
ity investors kicked up such a fuss that 
the plan had to be dropped. A red-faced 
Roberto Colaninno, Olivetti’s boss, in- 
sisted that the ruse had been misunder- 
stood, but accepted the need for better 
communication with investors. 
Increasing shareholder activism has 
helped the minorities’ cause. Europe still 
has no equivalent of Calpers, an Ameri- 


hands-on approach to slack or devious 
managers. But some funds, such as pws 
and Union Investment in Germany, are 
getting bossier. Small shareholder 
groups are becoming more active too. 
Sweden’s Shareholders Association has 
used the media to great effect, says Pat- 
rick Tilman of Alfred Berg, a stockbro- 
ker. Recent successes include helping to 
block a merger between Volvo and Re- 
| nault, and persuading Skandia to scrap a 
| controversial bonus system. 

| There are also signs that proxy bat- 





tles, once fought behind closed doors by 





can pension fund famous for its ‘ 


local power brokers, are coming into the 
open. An example is the recent assault 
on France’s Groupe André, which owns 
the Kookai fashion chain, by a group of 
investors fed up with its underperfor- 
mance. Backed by France's Association 
for the Defence of Minority Sharehold- 
ers, the investors demanded—and 
won—several seats on the board. Unable 
to wrest a full list of shareholders from 
the company itself, they appealed for 


| Britannia rules 
| Corporate go 


nance standards® ” 
se 





support in newspaper advertisements. 

Pressure on companies to become 
more transparent is also increasing, 
Over the past few years many of Eu- 
rope’s industrial giants have moved to 
international or American accounts, of- 
ten as a prelude to listing their shares in 
America. This means exposing their hid- 
den reserves, a balance-sheet tool for 
shoring up profits in bad times. Compa- 
nies are also switching to more sophisti- 
cated profit yardsticks, such as Econ- 
omic Value Added, a measure of 
shareholder value. 
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Europe’s new generation of media 
and technology companies have no pro- 
blem with transparency. The firms that 
list-on Germany's Neuer Markt and 
other high-growth stockmarkets have to 
adhere to strict rules on disclosure, such 
as detailed quarterly reports. They see it 
as a fair price to pay for a liquid investor 
base-and the ability to attract talent with 
stock options. There have also been big 
improvements in corporate governance, 
a fancy term for the rules used to align 
managers’ interests with those of all 
shareholders. Stephen Davis, editor of 
Glokal Proxy Watch, a governance 
newsletter, has noticed an “enormous 
uptick” in both legislation and practice 
in continental Europe over the past year. 
In January, a group of German business 
leaders began to draft a set of standards 
for listed companies. Their proposals in- 
clude an overhaul of managers’ pay, and 
timely publication of price-sensitive in- 
formation. Germany is also working on 
a takeover law that should make hostile 
takeovers easier to launch. France, too, 
has been revamping its governance 
rules and now publicises the most egre- 
ious breaches. 

However, Europe still has some way 
to go. Mr Davis's latest annual ranking 
of corporate-governance regimes, based 
on criteria such as board independence, 
barriers to takeovers and accounting 
standards, shows France and Germany 
still some way behind Britain and Amer- 
ica, even though the gap is narrowing 
(see chart 7). Furthermore, Europe’s 
newly written rulebooks could do with 
some consolidation: France now has two 
governance codes, and Belgium has 
three. Even the most activist investors 
consider that de trop. 
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A BIG WORLD NEEDS A BIG BAN 


BECAUSE WE’RE BIG WE’RE THE WORLD'S LARGEST INSTITUTIONAL INVESTMENT MANAGER. 
BECAUSE WE’RE BIG WE ARE THE LEADING ONLINE BANK IN THE UK. 


BECAUSE WE’RE BIG WE NOW HAVE MORE OFFICES IN EUROPE THAN ANY OTHER UK BANK. 











Focus is no longer 
a minority pursuit 





but all too often had the opposite ef- 
fect. From the mid-1990s, collapses 
and near-misses involving bank- 
owned companies began to hap- 
pen with alarming frequency. Over 
the past couple of years, the banks 
have undergone a Darnascene con- 
version, from patient owner-credi- 
tors to arm’s-length investors. 

One reason why cross-share- 
holdings have persisted in Ger- 
many for so long is a punishing cap- 
ital-gains tax on the difference 
between a stake’s book value and its 
(usually much higher) market-value, 
which has made corporate share- 
holders reluctant to sell. That too is 
set to change. Just before Christmas, 
Germany’s finance minister, Hans 
Eichel, delighted the stockmarket 
by announcing the abolition of the 
tax as part of his package of fiscal re- 
forms. Financial institutions are try- 
ing to reorganise their portfolios ac- 
cordingly, as seen in the recent, 
abortive, merger agreement be- 
tween Deutsche Bank, Dresdner 
Bank and Allianz, an insurer. 

The consequences of this reform, if at gets 
through parliament, will be momentous. Germany’s 
banks and companies have an estimated $250 bil- 
lion-worth of old corporate investments, many of 
which they may now want to sell. These long- 
standing shareholders will probably be replaced by 
a raft of more active investors, coming in through 
trade sales, buy-outs, public offerings and so on. 
Many of these new investors will be free to seek out 
and manage undervalued assets for quick gains, 
which will no longer be taxed. The web of cross- 
holdings that protected so many German compa- 
nies from takeover in the past could now make 
them highly vulnerable. 

In Italy, change is coming by different routes. 
Last month, for the first time, Italy’s powerful em- 
ployers’ association rejected an establishment- 
backed candidate for its top job, in favour of a mav- 
erick entrepreneur who has openly criticised Italy’s 
concertazione system of consensual decision-mak- 
ing. Giacomo Vaciago, an economist at Milan’s 
Catholic University, believes that Italy's thicket of 
defensive cross-holdings will continue to thin out as 
more companies realise they can be a hindrance as 
well as a help. 

In France, too, the noyaux durs (hard cores) of 
cross-holdings, many of which were created during 


Old dogs, new tricks 


HORTLY after Jürgen Dormann took over at 

Hoechst in 1994, he made a big decision. With 16 
different businesses to its name, ranging from pho- 
tocopiers and cosmetics to dyes and drugs, the Ger- 
man chemicals group was far too diversified. Its fu- 
ture, he figured, lay in pharmaceuticals, which at 
that time accounted for only a fifth of its turnover. 





stage-managed privatisations in the 1980s, are 
slowly being undone. An example is Saint-Gobain, a 
glass maker which for years was closely bound into 
the Suez conglomerate. When Suez restructured its 
portfolio a couple of years ago, Saint-Gobain was set 
adrift. This turned out to be a blessing in disguise. 
Freed from the constraints of cross-ownership, it is 
becoming one of Frances more shareholder- 
friendly companies. 


Family life 

Europe’s small and medium-sized family-owned 
companies are also having to adjust to the new envi- 
ronment. The euro has increased pressure on them 
to tap equity markets for expansion in other coun- 
tries, especially when they compete against larger 
quoted rivals, or when their banks cut back on mid- 
market loans, as many have done. By one estimate, 
some 1,500 family businesses across Europe are con- 
sidering a stockmarket flotation. 

Making the leap is not always easy, however. 
Two years ago Marazzi, the biggest of the 340 tile- 
making companies clustered around Sassuolo in 
northern Italy, wanted to go public to help it finance 
takeovers abroad, but the offering was pulled. Fi- 
lippo Marazzi, the firm’s chairman and owner, 
thought the market was taking an unduly dim view 
of the building-materials business. “It’s hard for an- 
alysts in London to see that there’s more to us than 
that. We are a consumer brand.” he asserts. He 
thinks the flotation may be revived this year or next. 

Family firms in industries undergoing rapid 
consolidation, such as food, cars and drugs, are hav- 
ing the hardest time. Family-owned car companies, 
which include paw and psa Peugeot Citroen as well 
as Fiat, are under growing pressure to sell up or bring 
in new investors to allow them to expand and reap 
economies of scale. In the case of smw, most observ- 
ers think it is only a matter of time before the 
Quandt family, which owns roughly half the Mu- 
nich-based company, sells out. 

Where tight ownership has proved a serious 
handicap to the business, some companies are now 
taking unprecedented steps. For example, Carlsberg, 
a Danish brewer, has long been majority-owned by 
a research foundation set up by its founder in the 
mid-i9th century. The company’s managers and 
trustees now see this stake as a millstone, blocking 
access to capital and preventing Carlsberg from 
playing a part in the restructuring of the brewing in- 
dustry. They are hoping to amend the company’s 
charter to loosen the foundation's grip, a procedure 
requiring government approval. They would hardly 
go to such lengths unless they thought the own- 
ership structure mattered profoundly. 


In 1997, a restructuring plan involving the spin-off of 
several divisions was put before analysts, who 
lapped it up. But then things started going wrong. 
Egged on by politicians, Hoechst’s unions went on 
the offensive. As the overhaul was taking shape, but 
before anyone had been fired, a group of 8,000 an- 
gry demonstrators marched on the company’s 
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headquarters to protest against the dismantling of a 


“great industrial name. Mr Dormann held firm, but 


the share price wobbied, reflecting investors’ belief 
that he would have trouble implementing his plan. 

Re-engineering old-established companies in 
Europe is bound to be tough. As the Hoechst exam- 
ple illustrates, managers often find themselves 
caught between two powerful forces: unions backed 
by job-protection laws on one side, the financial 
markets on the other. Long-standing links between 
business and politics have made it hard to resist the 
pressure to form conglomerates. And without a 
strong steer from the stockmarket, as in America, 
managers have been able to indulge their empire- 
building urges. With a few notable exceptions, Eu- 
rope’s companies have tended to lose focus as they 
grow. 

International investors doubt the wisdom of in- 
dustrial diversification, and most studies suggest 
that they are right. Champions of conglomerates al- 
ways point to America’s highly diverse and highly 
successful General Electric, which hawks every- 
thing from aircraft engines to financial services. But 
GE is the exception that proves the rule. No Euro- 
pean company has come close to pulling off the 
same trick for any length of time. 

At long last, the message is sinking in. Industrial 
focus, until recently the mantra of a few pioneers, 
has become a common chant. It is notable that this 
chant has grown loudest in Germany, Europe’s 
most conglomerate-stuffed economy. Since the be- 
ginning of last year, around half of Germany’s top 
30 companies have announced plans to sell or hive 
off big subsidiaries that they no longer consider part 
of their core business. 

Fresenius, whose main activity is making medi- 
cal equipment, says it plans to float all its subsidiar- 
ies on the stockmarket—so long as doing so will add 
value. Thyssen Krupp, a smokestack business if ever 
there was one, is cutting down its 23 divisions to 
eight, and mulling the sale of businesses worth €5 
billion ($4.8 billion), including a chunk of its once- 
untouchable steel operations. Its cool new phrase 
for this is “portfolio optimisation”, which makes 
trade unionists’ blood boil. Germany’s big utilities, 
RWE and Veba/Viag, are undoing past, untidy diver- 
sification (into logistics, telecoms and electronics) in 
favour of concentrating on an area they know well: 
Europe’s fast-deregulating electricity markets. 

Why the mass conversion? For some companies, 
selling peripheral activities means killing two birds 
with one stone: it raises money for acquisitions in 
their main businesses, but also boosts another take- 
over currency, their shares, by making their opera- 
tions more transparent. For others, it is simply the 
only option left when their excuses for doing noth- 
ing have run out. No company exemplifies this bet- 
ter than Siemens. 

For many years Siemens was a lightning rod for 
criticism of the European way, and deservedly so. Its 
vast spread, from heavy engineering, electronics and 
white goods to light bulbs, mobile phones and com- 
puters, grew ever more difficult to manage from one 
boardroom. One problem was that its labs came be- 
fore its customers. Technicians were allowed to 
over-engineer, and managers struggled to turn good 
ideas into products that sold. Moreover, the board 
was usually stuffed with specialists rather than gen- 
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eral managers with a feel for strategy. Profits were 
often woefully thin: the old joke that Siemens would 
do better by selling itself and sticking the cash on de- 
posit contained more than a grain of truth. The 
group was stifled by its own sense of history. 

By the early 1990s, a combination of high wages, 
tough competition and weak management began to 
take its toll. Something had to be done, but the re- 
organisations that followed were half-hearted. 
Nudged by politicians, the company invested 
heavily in eastern Germany, but saw scant profit for 
its trouble. Management was spending most of its 
time trying to patch up holes. Some were worse than 
others: Heinrich von Pierer, the chairman, once de- 
scribed the troubled nuclear-energy division as “2% 
of our business and 90% of our headaches”. 


Last-chance saloon 


In 1998, with Siemens’s share price in the doldrums, 
Mr von Pierer announced a grand “ten-point plan”, 
quickly dubbed “von Pierer’s last chance”. This time, 
against expectations, it has come off. The number of 
basic operating divisions has been slimmed from 15 
to five, and businesses employing a third of the 
workforce have been put up for sale. Some of the as- 
sets have attracted enormous attention: the recent 
flotation of the recovering semiconductor business, 
Infineon, was 30 times oversubscribed. At long last, 
Siemens’s share price has started to reflect its un- 
derlying technological strengths. 

That is partly because the latest restructuring is 
about more than just sales and spin-offs. Mr von 
Pierer has taken a knife to the company’s culture of 
complacency and concentrated on financial perfor- 
mance, installing a former investment banker as fi- 
nance chief. Some 60% of top managers’ pay has 
been linked to targets for return on capital, a radical 
move in a country used to predictable pay packets. 
Now the company’s accounts are being overhauled 
in preparation for an American stockmarket listing 
next year. 

None of this has been easy for Mr von Pierer, 
who harbours a natural distrust of financial an- 
alysts, and prefers consensus to conflict. Still, he 





















Unions’ unions 


AY a European manager trying to re- 


structure his company, or a minis- 
ter wrestling with pension reform, and 
they will tell you that trade unions are 
as tough as ever. Perhaps, but Europe’s 
unions are having to come to terms with 
diminishing influence. In rethinking 
their role, they sometimes adopt strate- 
gies borrowed from the boardroom, not 
the factory floor. 

One such strategy is to merge with 
other unions. Five German service- 
sector unions are now talking about 
combining to form thé oddly named 
verdi, which would overtake Ger- 
many's 1G Metall as Europe’s largest un- 
ion. Similar “super-unions” have been 
formed recently in Britain and the Neth- 
erlands. This mating activity has been 
encouraged by the shift towards tech- 
nology and service sectors, coupled with 
deregulation, which has blurred the 
boundaries between unions’ traditional 
constituencies. Unions also hope that 
pooling resources will enable them to 
cope more easily with falling member- 
ship and revenues. 

Another response to hard times is 
greater flexibility. In Germany, the 
cracks in collective bargaining are wid- 
ening as more unions accept the idea 
that pay should be linked to productiv- 
ity, and might even be cut if the econ- 
omy turns down. Earlier this year, work- 
ers at Philipp Holzmann, a troubled 


seems a genuine convert. “Siemens is a living organ- 
ism,” he says. “I can’t promise my people that any 
overhaul will be the last.’ Coming from a veteran 
with 31 years’ service in a German industrial behe- 
moth, that is radical talk. There are still taboos, how- 
ever. Mr von Pierer is clearly uncomfortable with 
the suggestion that the group might be worth more 
broken up than in one piece. That, he insists, would 
destroy all sorts of synergies. 

Whatever it does, Siemens still has some turning 
around to do. After restructuring comes reposition- 
ing. Does it want to be a manufacturer or a service- 
provider, an engineering company or a technology 
specialist? It is investing heavily in its pure-technol- 
ogy businesses, and wants to generate a quarter of 
its revenue from the Internet within a year. But turn- 
ing a supertanker into a flotilla of nippy motor boats 
will be a far greater challenge than merely throwing 
the unwanted lifeboats overboard. As Europe’s 
start-up culture spreads, keeping talented employ- 
ees and encouraging ther to innovate in-house is 
becoming increasingly hard. 

Several of Europe’s industrial champions may 
be forced down the same route as Siemens, includ- 
ing Philips, a Dutch electronics giant that makes 
everything from food blenders to digital-dise play- 
ers. Cor Boonstra, the first outsider te be brought in 


construction group, took a cut 
in hourly pay--on condition 
that if the firm returns to pro- 
fit, they will share im the 
gains. In France, companies 
are using the new 35-hour 
week to wring concessions 
such as wage moderation and 
weekend shifts from their fac- 
tory workers. 

Unions have also become more tol- 
erant of corporate restructuring. When 
ABB, a Swiss-Swedish engineering group, 
announced 10,000 lay-offs earlier this 
year, at a time when orders were rising, 
the reaction on the shop floor was 
muted. A decade ago, the unions re- 
sponded to job cuts by calling strikes. 
Now Swedish unions sometimes sup- 
port plant closures as a means of raising 
productivity. 


Bowing to the markets 
New thinking is spreading fast. Peter 
Coldrick, a senior official at the Euro- 
pean Trade Union Confederation, says 
unions increasingly realise they must act 
like service companies, and emphasise 
training rather than job security. “We 
understand that things are changing,” 
he says, “and that you can't regulate to- 
day’s markets into submission.” 

As some unions reorganise, others 
lose out. 1G Metall has traditionally set 
the benchmark for wage claims else- 








as boss, has rejigged the group's mix of businesses 
and cut staff numbers several times, but analysts 
have yet to be convinced that even after the latest 
overhaul, announced earlier this year, it is sufi- 
ciently nimble on its feet. 

As with Siemens, the solution for Philips may be 
to pare its range of businesses to a more manageable 
number, and to do more to foster entrepreneurship 
in its own ranks, Were it not protected by a web of 
trusted shareholders, it would probably have been 
taken over years ago. “Focus is especially important 
during times of fast technological change like this, 
because bigger ships take so much longer to turn,” 
says Mr Nilsson of Ericsson, which has just sold its 
century-old energy-systems business to concentrate 
on its mobile-phone operation. 

But what happens if not just a few, but all of a 
company’s businesses turn out to be dispensable? 
Europe already has several examples of companies 
that have thrived on getting out of everything they 
were in and starting afresh. In the early 1990s, Ger- 
many’s Preussag was a company nobody wanted to 
invest in. It had mediocre managers in unexciting 
industries such as shipbuilding. Today, it is one of 
Europe’s most profitable travel and tourism groups. 

Preussag's transformation owed more to stealth 
and serendipity than to any grand restructuring 





where in Europe. but according to 
Thomas Mayer of Goldman Sachs, an 
investment bank, its “rigid and back- 
ward-looking” strategy has eroded its 
leading role. Influence in wage-setting is 
shifting, for example to 1G BCE, a more 
flexible chemicals union formed in a 
merger last year. Some German unions 
are angry with 1c Metall for campaign- 
ing so insistently for retirement at 60, a 
policy that makes little economic sense. 
It is now quietly being dropped. 

There may be worse to come for the 
union hardliners. The German system of 
co-determination, which gives unions 
half the seats on companies’ supervi- 
sory boards, is coming under huge strain 
as financial markets apply pressure on 
firms to put their shareholders first. 
When Hoechst merged with Rhone- 
Poulenc last year, it was not too un- 
happy that the new joint headquarters 
were moved to France, allowing it to 
duck out of co-determination. In time, 
union power may wane not only on the 
shop floor but in the boardroom too. 
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plan: a well-timed asset sale here, a shrewd acqui- 
sition there, all supported by its largest shareholder, 
Wests, At times like this, patient owners can be a 
help. When Finland’s Nokia switched from rubber 
products to mobile telephones in the mid-1990s, its 
largest shareholders balked as revenues dipped and 
the share price halved. But they decided to stick by 
the chief executive, Jorma Ollila, and have since 
been handsomely rewarded. Had Nokia been 
American, he might easily have been ousted. 

Not every company has the far-sightedness or 
the market opportunities of Preussag or Nokia, but 
excuses to waste money on ill-judged diversification 
are running out everywhere. For one thing, political 
patronage is on the wane. For another, companies 
have acquired tools with which to manage their 
capital more sensibly. Buy-backs, which involve a 
company purchasing its own shares to reduce its 
capital base, became legal in France and Germany 
in 1998, and are starting to take off. Last year, Euro- 
pean companies bought $25 billion-worth of their 
own shares, up from a mere $4 billion-worth in 1995. 
As buy-backs become more widely accepted, Euro- 
pean companies should become less prone to ac- 
quire for acquisition’s sake when they have more 
capital than they need. 


Half-way there 


Managers are beginning to learn that bigger is better 
only when supported by industrial logic. And yet 
much restructuring remains held up by misguided 
patriotism and ideology. Last autumn, Michelin, a 
French tyre maker, unveiled a sharp increase in pro- 


New economy, old 


S A child, Stephan Schambach built and sold 
electronic devices to finance his other hobbies. 
Such was his talent with gadgetry that in 1994 he be- 
gan writing software programs for local firms in his 
home town of Jena, in the former East Germany. To- 
day his company, Intershop, is one of the world’s 
top three providers of software for online shopping, 
and worth around €7 billion. Across Europe, its 
story has become the stuff of start-up legend. 

Technology entrepreneurs are Europe's new 
stars, and companies such as Intershop and Mobil- 
Com in Germany, Tiscali in Italy and Terra Net- 
works in Spain have made headlines and paper 
gains in equal measure. Nobody bats an eyelid 
when new high-tech listings are many times over- 
subscribed, and there has been an explosion in 
technology-sector mergers. Europe, it seems, is mak- 
ing a quantum leap into the new economy. 

It needs to. According to Morgan Stanley, an in- 
vestment bank, European companies’ accumulated 
investment in rr in 1998 was at roughly the same 
level as America’s in 1990 (see chart 8). In Europe, 
companies in the computer hardware, software and 
communications business account for around a 
quarter of stockmarket capitalisation; in America, 
their share is more than a third. Europe also trails 
badly in e-commerce. That is hardly surprising, 
given that as a proportion of the population, three 
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fits but at the same time announced a 10% cut in its 
workforce. It was duly lambasted for putting profits 
ahead of people, even though it tried to explain that 
without reorganisation its profitability would wane. 
Outraged members of parliament are still trying to 
introduce legislation that would give employees 
more say over changes in company strategy. 

Nor do all the remaining barriers to change 
come from the outside. There are still plenty of chief 
executives in Europe who pay lip service to share- 
holders, yet pursue their own agenda. The boss of 
one German company explains with a chuckle that 
he bundles its various engineering units into a single 
grouping for analysts’ roadshows, “so we don’t look 
as messy as we really are.” And not all large compa- 
nies are really convinced of the importance of their 
share price. “It’s not our first priority,” says Stefano 
Giussani, the investor-relations chief of Montedi- 
son, an Italian chemicals concern, to explain why he 
cannot recollect how his company’s share price has 
moved over the past year. 

For those managers who do embrace restructur- 
ing, the hardest part is yet to come. If laying off 
workers and setting financial targets were all it took, 
Siemens would have been a glittering. stockmarket 
star long ago. But once a company has cut away its 
flab, it has to find new ways to grow profitably, 
which involves more fundamental change. Ameri- 
can firms, having streamlined a decade ago, are now 
free to expand revenues and bring together converg- 
ing industries, as in last year’s merger of America 
Online and Time Warner. Catching them will take 
quite some doing. 


problems 


times more Americans use the Internet than Europe- 
ans do. A recent report by Booz, Allen & Hamilton, a 
consultancy, even suggested that in some areas the 
gap with America has widened since the mid-1990s. 

Indeed, although stories like Mr Schambach’s 
make good reading, they are misleading. For all its 
innovative family-owned companies, Europe suf- 
fers from a dearth of so-called “technopreneurs”, 
because it does too little to encourage and too much 
to discourage them. Just look down the list of com- 
panies that dominate the Internet business. In 
America, it is stuffed with nimble upstarts that have 
grown quickly from garage outfits, unhindered by 
red tape. In Europe, bar the odd Intershop, the lead- 
ers tend to be the former telephone monopolies and 
established industrial and media companies. 

Dirk Hudig, the secretary-general of unice, Eu- 
rope’s employers’ federation, can rattle off 30 differ- 
ent ways in which small and medium-sized compa- 
nies in Europe are being held back. He calls 
business-friendly structural reforms the “orphan of 
European Union processes”. Some improvements 
were agreed on at the European Union’s Lisbon 
summit last month, but translating them into action 
could take years. For the moment, the biggest pro- 
blems will continue to be: 

* Regulatory hoops for start-ups. Anyone wanting 
to start a company in Europe has to be patient and 





Europe trails in the 
technology race, 
but all is not lost 
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rich. On average, it takes ten times longer to set up a 
limited-liability company in Germany than in 
America, and costs three times more, according to 
UNICE. Once a company is off the ground, it should 
beware of contractual disputes, especially in Italy, 
where they take an average of seven years to settle 
through the courts. Moreover, working across bor- 
ders in Europe remains horrendously complicated, 
says Mr Hudig. 

e The balance between risk and reward. In Europe, 
this is hopelessly skewed towards risk. For example, 
whereas in America bankruptcy is seen as part of 
the learning process, European entrepreneurs who 
go bust often do not get a second chance, as creditors 
are allowed to hound them for up to 20 years. Atti- 
tudes to stock options are an even bigger problem. 
These have become the most important tool for re- 
taining staff at technology start-ups, but in Europe 
they remain blunted by punitive taxes. In France, an 
employee who makes a profit on his options would 
be lucky to pocket a third of his nominal gain. In 
Spain, the tax on options was raised after a public 
outcry over profits made by directors of the former 
telephone monopoly. So long as Europe’s govern- 
ments continue to balance the need to compete for 
skilled labour against ideas of social justice, compa- 
nies will be tempted to go elsewhere. 

e Labour markets. Social charges are high through- 
out Europe. In other respects, the picture is mixed. It- 
aly’s collaborazione labour contracts have made it 
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relatively cheap and easy to hire and fire workers, or 
to take on part-timers, according to Domenico Si- 
niscalco, an economist and board member of Tele- 
com Italia. France and Germany have moved in the 
opposite direction, France with its 35-hour week 
and Germany by withdrawing social-security con- 
cessions on part-time jobs. 
eLack of co-operation between universities and 
companies. Compared with America, Europe has 
few research institutes with links to the business 
world. Moreover, enterprising academics suffer se- 
vere restrictions on the time they can give to busi- 
ness projects. Add to this a clash of value systems. 
Until recently, most European academics have seen 
their job as interpreting the world, and that of busi- 
nessmen as exploiting it, and have drawn a firm line 
between the two, says Heinz Klandt, a professor of 
entrepreneurship at the European Business School. 
Sometimes it is companies themselves that 


Nordic netheads 


HO says entrepreneurs always go 

where the taxes are low? Sweden, 
where income taxes are among the 
heaviest in Europe, has become the con- 
tinent’s hottest market for Internet start- 
ups, by some measures hotter than 
America. Over half of all Swedes are 
wired up to the Internet, compared with 
only one in five Germans. Stockholm, 
the capital, has 900 Internet companies, 
one for every 850 residents, and more 
than any other European city. 

Some of these are as unconventional 
as they are successful. One of them is 
Spray, already one of Europe’s largest In- 
ternet portals. The company plans to 
float its main subsidiary on the stock- 
market later this year for an estimated 
$4 billion. Unusually, though, the parent 
company will not be sold, explains Jo- 
nas Svensson, the co-founder, because 
that would destroy Spray's “tribal, col- 
lective values”; besides, he and his co- 
founders “don't want to answer to any- 
body”. An outfit that began as a few 
friends tinkering with computers in 1995 
now employs 3,000 people in Sweden, 
France, Italy, Norway and Germany. 

One of Spray’s board members is 
Kjell Nordström, a youthful, leather-clad 
professor known locally as Doctor 
Spray, and the author of a book on the 








Internet age entitled “Funky Business”. 
He puts Sweden’s Internet success down 
to the freedom of thought nurtured by 
the country’s social experiments in the 
19308, and to its more recent sensitivity 
to local issues. “At outposts of American 
tech firms, they're still ticking manuals 
and reporting to Santa Clara. This busi- 
ness is growing too quickly to be closely 
managed from the centre,” he says. “You 
have to pick the people carefully, then 
leave it to trust.” He likens the cama- 
raderie among Spray’s bosses to that of 
the ageing Rolling Stones. 


Greenhouse effect 


The success of companies like Spray has 
fuelled a boom in Swedish venture capi- 
tal, with 120 funds wielding tens of bil- 
lions of dollars. One of the most success- 
ful operators is Speed Ventures, based in 
Sillywood {a name made up from Sili- 
con Valley and Hollywood), a harbour 
district of Stackholm teeming with In- 
ternet and media start-ups. Like Spray, it 
is unorthodox, even by new-economy 
standards. Speed’s offices have grass- 
green carpets and clear plastic partition 
walls, to remind its in-house start-ups 
that it is a “greenhouse for ideas”, says 
co-founder Jan Gapinski, who used to 
work for Ericsson. 


The first of Speed’s 20 or so invest- 
ments was in LetsBuyltcom, a website 
that groups consumers together so they 
can get discounts on bulk orders. With 
Speed’s help, the site has attracted over 
250,000 subscribers in 13 European 
countries in just over a year, and has re- 
cently hired the former boss of Nike Eu- 
rope as its chief executive. Speed itself 
has poached the number two at Hennes 
& Mauritz, a fashion chain. 

Now Sweden’s Internet stars are be- 
ing paid the ultimate compliment of be- 
coming targets for foreign giants. Amer- 
ica’s Cisco Systems has poured money 
into several local companies, and Mi- 
crosoft recently bought Sendit, a wire- 
less firm started by Mr Gapinski, for 
over $125m. Last month, Germany’s Ber- 
telsmann offered a startling $2.3 billion 
for two medium-sized Internet con- 
sultancies, but the deal fell apart. 

No wonder that young Swedes who 
used to aspire to jobs at big banks and 
consultancies now consider it uncool to 
work for any company founded before 
1990, No wonder, too, that net frenzy is 
spilling into the unlikeliest corners of the 
economy. The state-owned national lot- 
tery company, Svenska Spel, has just 
launched its first Internet casinos, and 
plans eventually to move all of its games 
online. As Meg Tiveus, its boss, explains: 
“Living here makes you realise your next 
competitor is only a click kel 
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Strangle talent. Whereas many of America’s big 
bricks-and-mortar companies have learnt to give 
online businesses the breathing-space to innovate, 
Europe's are still by and large reluctant to give them 
enough autonomy or financial backing. One former 
employee of Siemens tells the story of how he was 
trying to develop a web business at the company 
last year. The internal red tape was “unbelievable”, 
he says, and “when I suggested an rro [initial public 
offering], they said ‘fine, but don’t expect to get the 
proceeds’. These were to go straight into the central 
account.” The employee duly left Siemens for an 
American-backed start-up. 


Shafts of light 


Fortunately, some bright spots are appearing 
through this gloom. It helps that it has become al- 
most hip to be an entrepreneur in Europe. For that, 
thank the growth of technology-oriented stock- 
markets, such as Germany’s Neuer Markt and 
France’s Nouveau Marché, and the breathless press 
coverage these now receive. It is also becoming eas- 
ier to find money for small but potentially fast- 
growing businesses. Networks of business angels, 
who finance brand-new ventures, are springing up 
in Germany, France and Italy. So are technology “in- 
cubators”, which group together new firms. 

Some $10 billion-15 billion is now estimated to 
be sitting in venture-capital funds aimed at Euro- 
pean start-ups—a small amount compared with 
America, but a huge rise on a couple of years ago. Eu- 
rope is developing its own stable of high-profile ven- 
ture capitalists, such as France’s Bernard Arnault 
and Italy’s Elserino Piol. All of this encourages 
would-be entrepreneurs to try their luck. As Paolo 
Colonna, of Schroder Ventures, puts it: “In this 
game, more fishermen means more fish.” 

Universities and companies are also, slowly, 
starting to co-operate more closely. Germany, for in- 
stance, now has ten chairs in entrepreneurship, 
from none two years ago. More academics are start- 
ing their own businesses or becoming consultants: 
one professor in Saarbriicken, near the French bor- 
der, is even preparing to take his software company 
public. Across Europe, large banks and companies 
are starting to sponsor chairs in e-commerce at busi- 
ness schools. “Five years ago, academics kept very 
quiet about any business interests they had. Now 
they're coming out,” says Mr Klandt. 

Nor ts it certain that Europe has lost the battle 
with America for online dominance. True, it trails 
far behind in the software industry, where some of 
its former stars, such as the Netherlands’ Baan, have 
fallen to earth. But it retains one big advantage: mo- 
bile telephony. Thanks to Europe's early push for 
standardisation, it has stolen a march on America, 
where a free market in standards has held up the 
spread of the technology. 

Europe boasts the world’s largest and most dy- 
namic mobile-phone maker (Finland’s Nokia) and 
network operator (Britain’s Vodafone AirTouch). If, 
as expected, much Internet traffic migrates to hand- 
held devices such as mobile phones and personal 
organisers, the Europeans have most to gain, and 
should be able to narrow America’s lead in e- 
shopping. The Nordic region has already become 
the world’s test-bed for mobile Internet services, 
This has made something of a hero out of Jorma Ol- 
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lila, Nokia’s boss. Much as he 
preaches noyryys, a Finnish term for 
putting teamwork above individua! 
effort, Time magazine recently put 
him just ahead of mci WorldCom's 
Bernie Ebbers in a ranking of top e- 
business people. 

European companies are also get- 
ting better at trading off innovation 
against marketing. They have always 
been good at making whizzy gadgets, 
but much less clever at knowing 
when to stop fiddling and start selling. 
One famous example is Germany's 
xwu, which was often undercut by ri- 
vals because its heavy-engineering 
products and services were too fancy, 
and thus too expensive, for their cus- 
tomers’ needs. Now, though, Europe- 
ans are learning the importance of 
speed, even if it means making tech- 
nological sacrifices. “Our motto now 
is be first, be best and be cost-efficient, 
in that order,” says Mr Nilsson of Er- 
icsson. “That’s meant a change of 
mind-set.” 

In some respects, the Internet may 
even play to corporate Europe's old 
strengths. Many big American In- 
ternet companies, preoccupied with their huge 
home market, have so far paid little attention to Eu- 
rope. Those that have ventured across the Atlantic, 
such as aot and Yahoo!, have had a tougher time 
than they expected. That is partly because they face 
giant telecommunications incumbents with all 
kinds of price advantages, but also because they 
have struggled to adapt their operating models to 
Europe’s patchwork of languages, laws and local 
tastes. Europe's up-and-coming Internet houses in- 
sist that they are better than their American rivals at 
tailoring online services to local markets, and at de- 
volving decision-making to local managers. 

Where does all this leave Europe’s old-economy 
companies? In recent months many old-established 
firms, worried about being left behind by the stock- 
markets, have rushed out new online strategies. 
Some perfectly respectable industrial groups, such 
as Sweden’s MoDo Paper and France’s Suez, have 
even had to rethink their strategy because compe- 
tition from new-economy rivals has made it harder 
for them to raise finance. 

For those old companies that use it wisely to re- 
cast their business, the Intemet is more of an oppor- 
tunity than a threat. Take Valeo, a French car-parts 
group, which is quickly moving all of its supplier 
and customer relations on to the Internet to help it 
cut costs. “The web has made us re-evaluate every- 
thing. In some ways it is the best thing that could 
have happened,” says Valeo’s boss, Noel Goutard. 
And against expectations, many of Europe's smaller 
companies too are moving online. An estimate by 
International Data Corporation suggests that one in 
seven already uses the Internet to sell goods and de- 
liver services. This has allowed the most active users 
to double their average margins. One in seven may 
be no patch on America, but for a sector that has 
long been labelled technophobic, it is not bad going. 
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taking 


UROPEAN business is embracing change at last. 

Only a few years ago, hostile bids were launched 
and duly failed; minority investors spoke up and 
were trampled; corporate restructurings were an- 
nounced with fanfare and fizzled out. Now un- 
friendly takeovers have become de rigueur; the best 
managers are shaking up corporate cultures; and 
consumers are getting a better deal. Three years ago, 
being able to make a phone call from Berlin to Paris 
for 15 pfennigs (7.5 cents) a minute seemed the stuff 
of dreams. Now people take it for granted. 

Where optimists see doughnuts, pessimists see 
holes. One of these is the awkward relationship be- 
tween politics and business, Europe’s politicians are 
generally becoming more market-minded, but they 
still meddle. Governments continue to pump subsi- 
dies into parts of the economy-~such as car mak- 
ing—that would be better left alone. And the Ger- 
man government's intervention last year in Philipp 
Holzmann, an ailing construction group, gave the 
impression that no company is too ill to save when 
jobs are on the line. 

If they want business to thrive, governments 
need to intervene less to prop up the bloated and the 
sick, and do more tocut the red tape that slows com- 
panies down. Europe’s morass of business regula- 
tions is one reason why corporate investment in the 
euro area grew by only 16% in real terms between 
1990 and 1999, when in America it nearly doubled 
during that period. Over-regulation has also stifled 
the growth of services, which in Europe accounts for 
two-thirds of employment but in America for as 
much as three-quarters. 

Much of the blame falls on rigid labour laws, 
and European companies have become ingenious 
at getting round them. Car firms such as Bmw and 
Renault have made wage concessions in retum for 
flexible shiftwork, and retailers have redesignated 
counter staff as “managers” to dodge working-time 
laws. But all this takes time to negotiate, and usually 
adds costs. Unless this changes, the danger is that 
Europe could end up with the worst of both worlds: 
companies under pressure from financial markets 
to boost efficiency, but hemmed in by protective la- 
bour laws. That would only add to the already large 
number of European firms that have shifted pro- 
duction into regions such as Eastern Europe, or to 
other continents. 

But Europe’s managers also have to do more to 
help themselves. They need to encourage entrepre- 
neurs within their ranks, and to strip out hierarchies. 
They also need to become more international in 


Europe's opportunity 





outlook. In a recent survey of 300 of Europe’s largest 
companies, Heidrick & Struggles, a firm of head- 
hunters, found that only around one in six directors 
was a non-national. In Germany, only two of the top 
30 companies have a foreign boss. 


A world of difference 


All the same, the optimists have a lot to cheer about. 
Although politicians remain keen to interfere, they 
are finding it harder than in the past. Germany’s 
chancellor, Gerhard Schroder, may have ridden to 
Holzmann’s rescue, but he was powerless to stop 
Vodafone's cheeky takeover of Mannesmann; and 
soon afterwards he found himself welcoming a 
banking merger that was to result in 15,000 German 
job losses (but was called off). All over Europe, busi- 
ness taxes are falling, restrictions on retailing are be- 
ing lifted, public contracts are becoming more trans- 
parent and privatisation is spreading. 

For much of this, thank the euro. Jonathan 
Story, a professor at INSEAD, a business school near 
Paris, thinks that the single currency has “made it 
much harder to fight rearguard actions against re- 
form than any politician could possibly have real- 
ised” when the currency was introduced. 

Privatisation has also changed business more 
profoundly than expected. Since 1990, Europe’s gov- 
ernments have sold more than $200 billion-worth of 
state companies. They did it mostly because they 
needed the money, but the change in ownership has 
also woken old monopolies from decades of torpor 
and forced them to compete for the first time. 

At the same time, companies are learning that 
management skills can be learnt or hired, not just 
handed down by predecessors. The most dynamic 
are bringing in large numbers of outsiders to keep 
up with globalisation. The number of foreign board 
members at France’s 40 largest companies has tri- 
pled in the past five years. 

Is Europe moving quickly enough? By most 
measures—-employment, labour productivity, 
profitability—it is still far behind America. Only 61% 
of people of working age are actually in jobs in the 
European Union, compared with 74% in America. 
Catching up will mean walking a trail blazed by the 
best American companies; but it need not mean im- 
itating them in every detail. Many of Europe's com- 
panies have admirable qualities of their own, from 
highly skilled and motivated workforces and a pas- 
sion for design to an enviable feel for local tastes in 
foreign markets. Tomorrow's winners may be those 
who combine the best of both worlds. 
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ANOTHER DAY, ANOTHER $40 TRILLION? 


By anyone's standards, $40 trillion is a lot of money. Yet soon, $40 trillion will be 
the normal, everyday, routine amount of money coursing through the world’s financial 
institutions. As you can imagine, this growth will place a considerable strain on institutional 
investors and their technology. That is why at State Street, we are constantly developing 
products and services that continually exceed the world’s ever-increasing trading demands 
Our sophisticated investment management strategies, trading capabilities and daily pricing of 
collective investment vehicles are more than global advantages for our clients; they are how we 


are fundamentally changing the way the financial industry operates. It is all in a day's work. 
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I chose Thunderbird because Cweil] man 
dort Wirtschaftswissensehatten im globalen 
Kontext—inklusive Sprachen, Kultur und 
politischer Ökonomie- studiert. 


When Carol Schuster decided to become a global manager, she decided to become a Thunderbird, 
Because Thunderbird, the world’s leading school Gf global management, iS a Unique, multicultural 
community of students and faculty. With a curriculum that Includes language and international studies 


as well as business. And a support network of 37,000 alumni in 130 countries. To really learn the 
language of business, visit www.t-bird.edu 


'... they teach Language and international 
studies as well as business. 
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Those perfidious Anglo spies 


Allegations that Britain helps America and others spy on its European allies 
have annoyed some across the Channel 


GEO HIS is an Anglo-Saxon Protestant con- 

spiracy.So much for Britain’s commit- 
ment to European solidarity; its real union is 
with America.” So complained Jean-Claude 
Martinez, a French member of the European 
Parliament after a debate on eavesdropping 
by Britain and other English-speaking coun- 
tries. Iselectronic snooping in danger of driv- 
ing a further wedge between Britain and its 
European allies? 

The spy system Mr Martinez decried, 
dubbed Echelon, has long been a target of 
conspiracy theorists and campaigners for 
civil liberties. They claim that western spies 
routinely gather and share private informa- 
tion by monitoring electronic communica- 
tion and satellites. In particular, the Anglo- 
Saxons (American, Canada, New Zealand 
and Australia, as well as Britain) are said to 
listen to Europeans by using equipment set 
upduring the cold war. 

A recent report for the European Parlia- 
ment by a British journalist, Duncan Camp- 
bell, detailed how easily communications 
can be monitored. He described various sites 
in Britain (some used by American security 
services) where information is gathered and 
processed. This report, along with earlier 
ones and allegations in the French press, 
spurred demands from more than 170 MEPS 
for a further inquiry: it is “a very dangerous 
attack on the sovereignty of member states”, 
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complained one speaker. The mers will get a 
temporary committee of inquiry and Portu- 
gal, the current president of the European 
Union, plans a discussion of industrial es- 
pionage for an informal meeting of the 
Council of Foreign Ministers next month. 

There are two broad accusations against 
Britain and its English-speaking allies: that 
they illicitly monitor communications 
among European governments and busi- 
nesses, and share that information between 
themselves; and that such monitoring is 
done for commercial gain. 

The first claim is more plausible. Spying 
on allies is common practice, as is collabora- 
tion with other countries’ spies. Interception 
of communications is common too. But Brit- 
ish intelligence co-operation with the Un- 
ited States is unusually close. One former for- 
eign secretary objected that too much 
sensitive information about the eu was 
passed to America. David (now Lord) Owen, 
foreign secretary between 1977 and 1979, told 
aclosed session of the Franks Committee (on 
the Falklands war) in 1983 that tapping was 
routine. 


Quite honestly I was, and I remain to this day, very 
concerned about the fact that we are listening to 
our European allies. [did not like this and I tried to 
change it. I lost that battle. It is one of the very few 
battles that Host with my prime minister. I thought 
it was unethical... 


In particular Mr Owen emphasised that 
Britain routinely sent information it had 
gathered to the American government: 


..itstruck me as wrong in our new relationship 
with Europe that we should be tapping into the 
European Community and passing some of that 
stuft on to the United States. I wanted to have an 
arrangement whereby anything that dealt with 
negotiations within the European Community, 
which after altean influence the United States in 
trade negotiations, should not be passed on. I 
wanted to have a ring fence around it. There was 
terrific resistance to this, unbelievable resistance, 
fromreveryone... 


Mr Owen was speaking almost 20 years 
ago. But the intervening years and the end of 
the cold war do not appear to have changed 
the nature of the Anglo-American intelli- 
gence relationship. James Woolsey, a former 
director of thecra in the Clinton administra- 
tion, describes the “Anglo-Saxon” relation- 
ship as “very close...although no one is a 
complete. friend. in the intelligence world, 
with Britain and America it is as close as it 
gets.” And, while America has intelligence 
sharing arrangements with “dozens of coun- 
tries around the world”, that with Britain is 
particularly tight. A former uncer-secretary 
of state for the navy, Mr Woolsey even sug- 
gests that America’s navy has had closer ties 
with Britains navy than with other parts of 
the American armed forces. 

The second accusation, that the Echelon 
surveillance system is now used for com- 
mercial gain, is. particularly controversial 
and harder to prove. A report compiled last 
October for the European Parliament 
(which preceded the Campbell report) con- 
cluded that “there is wide-ranging evidence” 
that governments “utilise communications 
intelligence to provide commercial advan- 
tages tò companies”. It suggested that satel- 
lites used by telephone companies are moni- 
tored by sites in Britain, America, Canada, 
Australia and New Zealand, while cables un- 
der sea and on land, as well as microwave 
tower networks, are also tapped. Such moni- 
toring is increasingly useful, because.of the 
growing use of e-mail, faxes and the Internet 
by businesses to communicate. The Camp- 
bell report agreed that there is “wide-ranging 
evidence” suggesting governments use spies 
to benefitcompanies. 

One German mer, Christian von Boet- 
ticher, claimed in February that Echelon had 
cost European businesses $20 billion. 
Charles Pasqua, a prominent French Euro- 
sceptic, has complained that “Britain bene- 
fits from priority information” from the Ech- 
elon system, giving its companies an unfair 
advantage over continental ones. But con- 
crete examples of companies that have- 
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gained—or lost—because of this surveil- 


lance system are rarely offered. One case that 
is cited by the Campbell report is that of 
America’s Raytheon Corporation, which 
won acontract to assist with a $1.3 billion sur- 
veillance system for the Amazon rainforest. 
Spies are said to have revealed a rival's at- 
tempt to bribe Brazilian officials. 

Other accusations concern the aircraft 
industry. Various articles in the French press 
have claimed that Boeing, an American air- 
craft company, was given secret information 
on Airbus, its European rival, which could 
have been gathered only by using a system 
such as Echelon. The French are particularly 
sore about a large order that Boeing won 
from Saudi Arabia in the mid-1990s. They 
claim that American spies scuppered a rival 
bid by Airbus. 

Responding to these allegations, Mr 
Woolsey last month gleefully admitted to 
journalists that “my continental friends, we 
have spied on you”, claiming it was done 
“because you bribe”. But he denied that 
America uses espionage to gain economic 
advantage for its companies since “most 
European technology just isn’t worth our 
stealing”. This week he added to The Econo- 
mist that Britain and America both aim to 
“get other countries in the West to play by 
the same rules on bribery; America’s na- 
tional policy is to undermine bribery—if we 
discover bribery, we bring it to the attention 
of the bribee.” He also suggested that there is 
“feuding with some of our continental 
friends” over bribery, but he denied that the 
aim was to help particular American firms. 

In Britain, says the Foreign Office, inter- 
ception for the sake of “economic well- 
being” is permitted, although not for the spe- 
cific benefit of companies. But Tom King, 
chairman of the House of Commons intelli- 
gence committee and a former defence 
secretary, concedes that drawing a firm dis- 
tinction between these two activities is a 
“difficult area”. Mr King also notes that econ- 
omic espionage has “certainly grown” since 
the end of the cold war and that there has 
been “bad blood for some time between the 
Americans and the French” about this. 

Mr King’s own committee has looked 
into the activities at Menwith Hill, a moni- 
toring station in Yorkshire, which is jointly 
manned by the British and Americans. But 
regulating electronic interceptions is diffi- 
cult. American or British spies who want to 
monitor a particular target need a warrant. 
But they are also believed to carry out large- 
scale routine monitoring of communica- 
tions, which searches for trigger words that 
might (for example) lead investigators to 
drug smugglers or terrorists. This kind of ac- 
tivity is much harder to control. The Foreign 
Office says “any operations by visiting agen- 
cies must comply with ux law”. But this kind 
of bland reassurance is unlikely to quell the 
suspicions of European parliamentarians. 


Prisons 
Silencing 
Rambo 


HOOTING the messenger is an old politi- 

cal practice. The latest victim is the chief 
inspector of prisons, Sir David Ramsbo- 
tham, a plain-speaking former general, who 
has been told that his job is likely to disap- 
pear, as part of a proposed merger of the pri- 
son and probation inspectorates. 

When Sir David was appointed in 1995 
by Michael Howard, then home secretary, a 
sigh of relief went up in Whitehall. His 
predecessor, Sir Stephen Tumim, had made 
himself thoroughly unpopular with minis- 
ters and officials by pointing out that condi- 
tions in many of the prisons he inspected 
were unacceptable. 

Sir David, a former commander of the 
British land army, who ended his military 
career as equerry to the queen, was thought 
initially to be a much safer pair of hands. As 
it turns out, Rambo, as he was dubbed in the 
army, has proved to be an even greater 
embarrassment. He has published a string of 
trenchant reports which have condemned 
assaults by prison officers, bullying, drug- 
taking, racism and overcrowding. In a report 
last year on Wormwood Scrubs, a London 
prison, Sir David described its regime as “cal- 
lous and evil”. And worse, he asserted that 
successive governors and directors of the pri- 
son service had turned a blind eye for years 
to the abusive treatment of inmates. More 
than 25 prison officers have now been 
charged with assaulting inmates. 

Ministers reacted with promises of 
change but privately they seethed at some of 
the critical headlines. When Sir David told a 
parliamentary committee that every prison 












contained at least ten drug barons and tha 


. not enough was being done to counter drug 


abuse in prisons, he was criticised by thi 
then prisons minister, George Howarth, fo 
speaking without evidence. Last October, Si 
David finally gave ministers the opportunit 
they had been waiting for when he said tha 
the two teenage murderers of the toddlei 
James Bulger, should be released before the: 
were sent to an adult jail. He was hauled uj 
before the home secretary and, in a deliber 
ately public humiliation, was forced to apol 
ogise for exceeding his brief. 

Sir David must have known then that i 
was unlikely that he would be reappointec 
when his initial five-year term expired thi 
autumn. But ministers are nervous of simpl 
terminating his contract, given the powerfu 
reputation he has built up as a prison re 
former. Instead they have come up witl 
what appears to be a strained plan to merg: 
the prison and probation inspectorates 
Some of Sir David's supporters think this is; 
stratagem to define his job out of existence. 

The proposals, so far referred to onh 
obliquely by ministers, are strongly opposec 
by both inspectorates. Sir Graham Smith, thi 
chief probation inspector, said this weel 
that the two services have different areas o 
expertise. The timing is also wrong, he thinks 
given that moves are under way to create : 
national probation service. He says: “1 thin] 
there are good grounds why this is nota sen 
sible move. I expect to be listened to by min 
isters.” Sir David has not spoken out publich 
but privately he believes that the merge 
would be a serious mistake which wouk 
make both inspectorates less effective. 

Prison reform organisations are sus 
pending judgment until they see the precis 
proposals. But they emphasise that any deci 
sion on a merger should be made on its mer 
its, rather than because the governmen 
wants to get rid of a political irritant. 
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LL along, there has been a touch of Edgar Allen Poe about this 
story. Fred Barras and his accomplices had all of the isolated 
| farmhouses in Norfolk to burgle. Some twist of fate directed them 
| to “Bleak House”. It happens that its owner, Tony Martin, was not 
| your typical farmer. He had, shall we say, a bit ofa thing about bur- 
| glars. On the night in question, as, it seems, on most nights, he had 
| gone to bed fully clothed, boots on, with his illegal pump-action 
shotgun to hand. He kept rottweiler dogs in his garden and laid 
traps--man traps—around his house. Bagehot is no psychologist, 
but cannot help wondering whether, when Mr Martin heard Fred 
Barras and his friends breaking in, and headed down his booby- 
trapped stairs with his. big gun, one part of him was thinking: 
| “Make my day”. 
| Then again it might not have 
| happened like that at all. Mr Martin 
may have been frightened. It may 
be true, as his lawyer argued, that 
when he opened fire, killing Mr Bar- 
| rasand wounding another of the in- 
| truders, he really did so in self-de- 
| fence. Nobody can be sure, of 
| course. So it fell toa jury to consider 
| the evidence and decide whether 
__ this was a case of a householder us- 
ing “reasonable force” to defend 
himself from burglary, which is his 
right, or murder, which is not. By a 
majority verdict, on April 2oth, the 
| jury said it was murder, and a judge 
| jailed Mr Martin for life. 
l As a would-be prime minister, 
| William Hague has all the tragic in- 
| cidents in Britain to worry about. 
| But there is something fateful in his 
| choice of this one. Mr Hague has, 
| shall we say, a bit of a thing about 
l 
| 
i 
| 
| 
| 
| 
| 
| 





the countryside. Bagehot is no psy- 
chologist, but cannot help wonder- 
ing whether, as the Tory leader 
blundered out of the Conservatives’ 
Bleak House, brandishing his shot- 
gun at the criminal-justice system, 
part of him was thinking “Make my 
day”, the day in question being May 4th next week, when local 
elections will take place all over England. 

Nobody can be sure, of course. Maybe it is true, as his defend- 
ers argue, that Mr Hague believes half of rural England to be cower- 
ing fearfully in its bedrooms, hours from the nearest police station, 
rendered helpless by the law’s prohibition against using more than 
reasonable force against burglars. If he thinks so, raising this as a 
political issue is his right. If not, it is a contemptible piece of politi- 
cal opportunism. All one can do is examine the evidence. 

One bit of evidence is the present law. Does it really give the 
righteous inadequate protection? In a speech on April 26th, Mr 
Hague said he understood the “explosion of anger” caused by the 
jailing of Mr Martin. He promised that a Conservative government 
would review the law with “a strong presumption that in future 
| the state will be on the side of people who protect their homes 
: against criminals”. But there is a strong case for thinking that the 
| state already makes that presumption. A few weeks ago, just be- 
fore all the newspapers got excited about the case of Mr Martin, 
they got excited about the case of Kenneth Noye. Mr Noye, a cele- 











Are you feeling lucky, punk? 


brated gangster, was sent tojail for having stabbed a young man to 
death in a road-rage argument. Many years before that, however, a 


jury had decided not to send Mr Noye to jail for stabbing a police- 


man to death. This policeman, keeping an undercover watch on 
Mr Noye’s house from Mr Noye’s garden, was wearing a face-mask 
and dressed in frightening camouflage gear. On that occasion, a 


jury chose to accept Mr Noye’s plea of self-defence, even though 


the policeman had been stabbed in the back. 

This does not, on the face of it, suggest that the law pays too lit- 
tle heed to the right of householders to defend themselves. Nor 
does it suggest the opposite. What it does suggest is that nobody 
can dream up a precise definition of “reasonable force” or self-de- 
fence that fits every circumstance. 
That is why the law is wise to keep 
the test vague, and to leave it to a 
jury to decide in each case whether 
the force was reasonable. Needless 
to say, any jury is capable of getting 
its judgment wrong. But if Mr Hague 
can improve on this approach, he 
has not explained how. 

A second bit of evidence can be 
used to judge Mr Hague. Is it in fact 
the case that country dwellers are 
being terrorised by crime? A lot of 





should not be belittled. Many coun- 
try people do live a long way from 
police stations, or from anybody, 
and this is a cause of worry. City 
dwellers doatleast have the reassur- 
ance of being able to shout for help. 
But the same statistics which show 
that there are proportionally fewer 
policemen in Norfolk than in Lon- 
don show that crime is more com- 
mon in London. 

Besides, this column is happy to 
accept, for the sake of argument, 
that the countryside is under-po- 
liced. The sensible answer to that 
seems to be more policemen, not 
giving trigger-happy farmers a general licence to kill. Accept too, 
for the sake of argument, Mr Hague’s claim that there is something 
wrong with a system that allowed Mr Barras to go about his busi- 
ness of thieving even after—at 16 years of age—a lifetime’s worth of 
criminal convictions. That might argue in favour of longer custo- 
dial sentences from the courts. But it does not argue in favour of the 
summary execution of burglars by well-armed householders. 

Mr Hague is notarguing for summary execution either. He sug- 
gests instead that using excessive lethal force in self-defence 





should be construed as manslaughter, not murder. But he himself | 


has opposed such a change in the law in the past. So the final bit of 
evidence against him is circumstantial. He has an election pend- 
ing, and the country vote matters dearly to any leader of the Con- 
servative Party. 

It cannot have escaped Mr Hague’s notice that this story was 
exceptional. Mr Martin was unstable, to say the least. He hated 
gypsies, and Mr Barras was one. After being shot, the 16-year-old 
crawled away, calling for his mum, but his executioner left him to 
die. No Lae should Bid a pol icy on ase acase. 








people, whether in town or country, i 
do fear crime, and their anxiety 








POLLEN 
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Arterica rides the wireless wave 


SAN FRANCISCO 


Western Europe’s lead in mobile-phone technology and usage is not as secure 
as is generally assumed, on both sides of the Atlantic 


T IS never easy for Americans to imagine 

that anybody can beat them technologi- 
cally. That makes the current consensus in 
America that Europe is far ahead in wireless 
all the more surprising. From Los Angeles to 
New York, analysts, investors and the press 
agree that America’s technology companies 
will find it hard to make up the ground that 
they have lost. 

Behind this consensus lie Europe’s high 
mobile-penetration rates. They are in part 
the consequence of a decision by European 
governments to impose a single standard, 
GSM, on squabbling mobile-phone compa- 
nies. Once mobile phones could talk to each 
other, penetration steamed ahead, and Eu- 
rope built a stable of powerful mobile com- 
panies, such as Vodafone, Ericsson and No- 
kia. In America, disunity dogged the 
industry and slowed the pace of take-up. 

Yet before America’s pessimists write off 
their compatriots, they should look at what 
happened in another industry. In the early 
19908, Europe, with services such as France’s 
Minitel, had a lead in packet-switched net- 
works and services. Then along came the In- 
ternet, and all the might of Europe’s govern- 
ments could not maintain its lead in that 
technology. 

One reason for doubting the current con- 
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sensus is that Europe’s lead has been some- 
what exaggerated. Granted, in some Scandi- 
navian countries, two out of three 
households have cellphones—more than 
twice the rate in America (see chart), But rates 
in big European countries such as France 
and Germany are actually lower than in the 
United States, and penetration in some of 
America’s urban areas now reaches Scandi- 
navian levels. What is more, America is still 
far ahead in Internet use, which means that 
Americans are likely to take up wireless In- 
ternet services faster than Europeans. Exist- 


ing Internet firms can simply extend into the 
new wireless world. 
True; Europe and Japan have rather bet- 
ter networks. Even in Silicon Valley, coverage 
can ke patchy. Japan, in particular, is push- : 
ing ahead to deploy the next generation of 
wireless networks, known as 3c, which will 
make possible new bandwidth-intensive 
services such as real-time video. American 
carriers, however, are busily deploying tran- 
sitional technologies such ás Grrs and EDGE 
that are powerful enough for most services— 
and alot cheaper. : 
Many subscribers in Europe and Japan 
do use their handsets. for more than voice 
calls.In Europe; 12 billion’short text messages 
were sent last year. But that does not mean 


‘that wireless data is non-existent across the 


Atlantic: Americans have pagers for their 


< messages: 


< Aryway,at the end of the day, these dif- 


ferences will: hardly matter. all industri- 


alised countries will soon have similar wire- 
less penetration rates and infrastructure. 
What will count is how the new networks 
areused. 

And this is where America has two great 
advantages. First, it has an “innovational 
complex”—those thousands of entrepre- 
neurs, venture capitalists and engineers— 
unmatched anywhere inthe world. They are 
now beginning to do for wireless what they 
have already done for the Internet. Secondly, 
America has more money. than anywhere 
else. ara raised $10.6 billion from its sale of 
shares. in its wireless division this week, 
making it the largest initial public offering 
ever, And as Internet retailers have fallen out 
of favour, so venture capitalists are pouring 
money into wireless firms. Recently, for in- 
stance, Brience, a San Francisco firm, raised 
$200m to.develop wireless data software for 
broadband services—one of the largest in- 
vestments ever ina software firm. 

These advantages have allowed Amer- 
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ica to forge ahead in three crucial areas: 

Hardware. Two years ago, Motorola 
lagged far behind its Scandinavian rivals, Er- 
icsson and Nokia. Now, after a big push, the 
company has shipped im web-enabled 
phones, while its competitors are only now 
starting to sell handsets with a browser. 

Qualcomm, a company based in San 
Diego, owns important patents for a radio 
technique called coma which will most 
likely become the standard in wireless net- 
works, and currently makes 90% of the chips 
that run coma networks. It could become a 
sort of Intel of the wireless age. 

America has also taken the lead in wire- 

less devices that are not telephones. Last 
year, 3Com’s handheld division, since di- 
vested, launched the Palm VII, which allows 
users to surf a limited number of websites. 
Research in Motion (riM), a Canadian firm, 
has been successful with its Blackberry—a 
pager-sized wireless device that can send 
and receive e-mails. 
+ Software. wap, short for wireless applica- 
tion protocol, the standard for connecting 
cellphones and the Internet, is all the rage in 
Europe. But it is based on technology de- 
veloped by an American company, 
Phone.com—a small piece of software in- 
stalled in a cellphone, known as a micro- 
browser, that can display data sent from a 
wap server. In 1997 the firm convinced the te- 
lecoms industry to make war the de facto 
standard for the wireless Internet. 

Among companies developing ways to 

use wireless Internet is 724 Solutions, which 
is based in Toronto. It is a leading provider of 
software allowing financial institutions to 
offer services over wireless devices. Citi- 
group is planning to implement the com- 
pany’s technology worldwide. InfoSpace, 
based in Seattle, is establishing its product as 
the platform of choice for wireless content 
and commerce. So far, 25 carriers worldwide 
are using the firm’s software, including Vo- 
dafone and ATAT. 
e Services. AirFlash, a Silicon Valley firm, 
has developed algorithms that find the clos- 
est hotel or cinema to a user’s cellphone, tak- 
ing into account geographical barriers such 
as rivers and, in the future, traffic conditions. 
OracleMobile.com and Strategy.com, re- 
spectively subsidiaries of Oracle, a database 
supplier and MicroStrategy, a data-ware- 
housing firm, allow users to select informa- 
tion they want to receive on their wireless 
devices from corporate websites. If a flight is 
arriving late, the shares of a company drop 
below a certain level or a favourite team has 
won, alerts are automatically sent out. 

Yodlee, also based in Silicon Valley, al- 
lows consumers to aggregate information 
from websites where they have an account, 
such as their bank or their brokerage. Origi- 
nally launched as a web-based service, it 
now allows consumers access to the data via 
a wap-enabled cellphone. 

1oorder and Barpoint have come up 
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with a new kind of comparison shopping. 
When users are in a store considering 
whether to purchase an item, they can 
punch in its bar code number on their 
phones. The service then provides informa- 
tion about that product, such as a list of the 
lowest prices—and a way to order it. 

Vicinity is planning to use its database of 
more than 4m physical businesses, which al- 
ready helps web surfers find the nearest 
Levi's store or FedEx drop-off point, to allow 
retailers to transmit discount coupons to the 
cellphone of a consumer who happens to 
walk by—and lure her into the store. 


Trapped in a walled garden 


In building a standardised infrastructure, it 
has served Western Europe and Japan well 
to have strong governments, national carri- 
ers and dominant cellphone makers. But the 
Silicon Valley innovation model, with its 
start-ups financed by venture capital, has 
generally done a much better job of develop- 
ing innovative applications. 

Much depends on whether the big tele- 
phone companies will allow start-ups to 
flourish. The Internet’s success is due not 
least to the inability of telephone companies 
to control what services were offered over 
their networks. Similarly, i-mode has taken 
off in Japan because ntr DoCoMo, the 
country’s leading wireless carrier, has 
adopted an Internet-type model: anybody 
can set up a site which is then easily accessi- 
ble with a browser phone. There are now 
thousands of i-mode sites. The service has 
proved so popular that nrr DoCoMo said 
last week it would stop selling i-mode-en- 
abled handsets to ease the load on its infra- 
structure. 

In Europe, on the other hand, carriers ap- 
pear to be leaning towards a “walled garden” 
model akin to the early versions of online 
services such as America Online and Com- 
puserve, where access to the web was possi- 
ble but difficult. Such arrangements have 
their attractions in the short term. They allow 
carriers to control which services a sub- 
scriber can receive and to make money from 
service providers by charging for placement 
ona mobile phone's display. In the long run, 
though, such restrictions hamper compe- 
tition and innovation, so both consumers 
and companies suffer. 

— m Eu o| 


Japanese high-tech 


Total eclipse 


TOKYO 


AN nothing save Yasumitsu Shigeta? 
Until recently, the president of Hikari 
Tsushin, a mobile-phone distributor and In- 
ternet investor, was a beacon of light among 
Japan’s high-tech entrepreneurs. Then came 
an earnings shock, some awful publicity 








Shigeta, former star 


and, to top it all, a sell-off in American tech- 
nology stocks. On April 24th, Mr Shigeta laid 
out a restructuring plan that was supposed 
to bolster Hikari Tsushin’s share price, which 
has fallen by more than 90% since February, 
when Hikari Tsushin shares fetched 
¥241,000 ($2,217) and the company was 
briefly one of Japan’s ten most valuable 
firms. Yet Mr Shigeta’s fortunes keep growing 
dimmer. 

Sodim, in fact, that Hikari Tsushin seems 
suddenly to be severing ties with its bankers. 
Included in this week's restructuring plan 
was news that, on April 24th, Mr Shigeta had 
paid back all of the firm’s bank loans, which 
totalled ¥49 billion according to company 
officials. At the same time, the company says 
it borrowed ¥25 billion from Mr Shigeta’s 
personal asset-management company, 
which holds a 48% stake in Hikari Tsushin. 
Some ¥129.5 billion is still owed to bond- 
holders. Most of it was borrowed in the past 
year, partly to finance investments in un- 
listed Internet stocks. 

It was these investments which super- 
charged Hikari Tsushin’s share price. The 
company seemed poised to make a bundle 
from the young Japanese Internet firms that 
were readying themselves to float at fancy 
valuations on the stockmarket. But the pro- 
blems that sent the share price crashing stem 
from Mr Shigeta's core mobile-phone distri- 
bution business. 

Hikari Tsushin had forecast that it would 
sell 3.6m mobile phones in the year ending 
August 2000. This week, it slashed its target to 
2.9m, not much more than the 2.5m it sold 
last year. With sales growth slowing, many 
of Hikari Tsushin’s “Hit Shops”, which have 
spread through Japanese high streets like a 
rash, have run into trouble. The company 
says that about 40% of its 1,445 shops are in 
the red. MrShigeta had planned a network of 
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3,000 outlets. Now he wants just 900. 

As Mr Shigeta admits, Hikari Tsushin has 
nisjudged the market badly. Much of the re- 
‘ent growth in the mobile-phone business 
las gone to NTT DoCoMo, whose parent is 
xt, the old state-owned monopolist. Its In- 
emet-ready handsets are wildly popular 
imong Japanese teenagers. Hikari Tsushin 
icts as a distributor for the new telecoms 
tompanies in Japan which have sprouted 
since deregulation in the 1980s, so it does not 
iell phones for ntr DoCoMo. 

Hikari Tsushin collects a large propor- 
ion of its commissions only if it hits an 
igreed sales target. Missing those targets 
dents sales. And Hikari Tsushin has handled 
‘he bad news badly. Following rumours of 
iis death or imprisonment, Mr Shigeta held 
1 press conference on March 15th, during 
which he reassured investors that sales and 
ramings were “proceeding smoothly”. 
stockmarket analysts took this as a rebuttal 
of a vicious article in February in the Bungei 
shunju, a monthly Japanese magazine, 
which pointed to various problems with Hi- 
cari Tsushin’s sales targets. 

After the March 15th announcement, 
‘ome analysts put out buy recommenda- 
ions on Hikari Tsushin’s stock. Two weeks 
ater, Mr Shigeta revised first-half earnings 
orecasts down by nearly $200m. Under- 
itandably, those analysts feel a bit embar- 
assed by this turn of events. Some seem to 
lave given up on the company altogether. 
Sompany officials say that Hikari Tsushin’s 
iales contracts are complicated and that it 
lid not hide anything intentionally from 
ihareholders. 

Part of Hikari Tsushin’s explanation for 
his sudden reversal of fortunes is its discov- 
sry of a large number of bogus subscriptions 
mong its sales numbers, a problem from 
which, it says, the whole industry suffers. 
Most of its outlets are run by franchise 
igents, a system which allowed the com- 
zany to expand its retail stores rapidly and 
with relatively few risks last year. These fran- 
‘hise agents must also meet aggressive sales 
argets so, with sales slowing, some stores 
lave been reporting fictitious contracts. 

Hikari Tsushin also bears some of the 
ranchise agents’ risks. It lends them money 
ooutfit their shops and pays a proportion of 
heir commissions in advance. Last week, the 
im said it would write off ¥2.4 billion of 
noney owed to it by Globalwave, one of its 
viggest franchise agents, which filed for 
yankruptcy earlier this month. The firm also 
iaid it would booka loss of ¥300m on invest- 
nents in Globalwave. 

The generous explanation is that Hikari 
(sushin’s accountants and administrators 
lave simply failed to keep pace with the 
irm’s growth. Tokyo's business establish- 
nent is inclined to a darker reading. Japan’s 
yanks and big businesses have watched the 
ecent rise of entrepreneurs such as Mr Shi- 
feta with real revulsion. To them, Hikari 
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Tsushin and its sort are an aberration. Brash, 
young, aggressive, loud and on the make, 
these companies ooze with the type of val- 
ues that Japan’s old business elite finds dis- 
tasteful and dangerous. 

Staff at the Bungei Shunju say that, after 
its February article, officials from the Keidan- 
ren, Japan’s premier business association, 
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rang to congratulate the magazine on its 
good work. To them, Mr Shigeta will always 
be a spiv with a flaky past—a high-school 
drop-out who was bound tocome toa sticky 
end. The sooner Japan ends its ‘lirtation with 
American-style entrepreneurialism, they 
counsel, the better. Mr Shigeta still has much 
todo to prove them wrong. 

a 





European automobiles 


Ford's nemesis 


LONDON AND WOLFSBURG 


Behind the problems leading Ford to shut down plants lurks the power of a 


resurgent Volkswagen 


$ BRITAIN’S politicians prepare them- 
Ives for the announcement that Ford 
is toclose its plant at Dagenham in east Lon- 
don, the debate has centred on the damage 
that the high pound is doing to British indus- 
try. But Dagenham’s nemesis lies else- 
where—in Lower Saxony, to be precise, 
home of Volkswagen. 

Ford’s problem is that some of Europe’s 
previously ailing companies have suc- 
ceeded in reinventing themselves, and it has 
not. Renault's daring alliance with Nissan in 
Japan just over a year ago seems to have put 
itin anew league, and this week it pushed its 
transformation into a global car maker one 
step further when it bought Samsung's car 
business, giving it a strong position in the 
South Korean market. 

But itis vw that has caused Ford’s biggest 
problems. vw’s huge factory in Lower Sax- 
ony, with 28,000 workers, churning out 
750,000 cars a year, looks like an ancient be- 
hemoth. But inside its 62-year-old sheds, 





Driving out lesser breeds 


some new car-making techniques add to its 
formidable economies of scale. 

Seven years ago it was losing money and 
was unable to take drastic action to improve 
productivity because the regional govern- 
mentof Lower Saxony owns 20%0f its shares 
and frowns on job losses. Ferdinand Piech 
was drafted in from the Porsche sports car 
company to turn round Germany’s biggest 
car firm. Unable to slam on the brakes, hede- 
cided to accelerate his way out of trouble. 

Mr Piech set out to build vw’s market 
share, at the expense of companies such as 
Ford (see chart on next page). His strategy 
was to developa wide range of cars, all based 
on a few basic chassis and engine models, to 
appeal to particular market niches. 

When Mr Piech started, vw was making 
30 different models on no fewer than 16 
floorpans (the expensive structural basis of a 
car body); today it sells 54 models based on 
only four floorpans. Skodas, Audis and or- 
dinary vw models may vary in looks, perfor- 
mance and pricing, but under the skin they 
share many parts, which produces huge 
economies of scale. This approach has dri- 
ven the company to a commanding lead in 
the European market and made it the third 
largest car company in the world, after Gm 
and Ford, ahead even of Toyota. 

But Mr Piech’s ambitions did not stop 
there. Along the way he has built a portfolio 
of luxury car brands that now includes Bent- 
ley, Lamborghini and Bugatti. He also 
snapped up the Rolls-Royce brand from 
Vickers, a British conglomerate, although un- 
der the deal he struck, he must sell it to BMw 
in a couple of years. 

Even with the Rolls-Royce brand, how- 
ever, Mr Piech might yet get his way. Many 
Germans believe he is biding his time, wait- 
ing for the Quandt family, smw’s biggest 
shareholders, to tire of its current manage- 
ment. The bungled purchase and recent dis- 
posal of Rover have given this theory a 
boost. Ifthe Quandts do put smw up forsale, 
vw would be the most acceptable purchaser 
in Germany. The Wolfsburg company itself 
is virtually immune from hostile takeover, 
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because of the regional government's share- 
holding. 

Mr Piech brushes away such specula- 
tion. He says he is in no hurry to buy another 
car company, whether itis in Asia, where vw 
is relatively weak, or in Bavaria. Not that he is 
short of other schemes. Recently he ordered 


all his management-board directors to take 
lessons in order to get a licence todrive heavy 
lorries. Why? Because they must get to know 
the product, and driving it is the best way to 
do that. And lorries are Mr Piech’s latest en- 
thusiasm. 

For many years vw has been in an 
anomalous position of having a lorry-mak- 
ing business in Brazil, butnowhere else. Then 
last month Mr Piech bought a 34% stake in 
Scania, a Swedish lorry firm which had 
sought to merge with Volvo Truck Corpora- 
tion. Once the Volvo deal was blocked, 
Volkswagen swiftly stepped into the breach. 

Critics have often sniped at Mr Piech’s 
strategy, saying that once customers realised 
they could buy acheap Skoda with much the 
same performance as a dearer Golf, he 
would find he was simply cannibalising 
vw’s own sales. That is what Bernd Pischets- 
rieder, Bmw’s former boss, used to say. But he 
was sacked 16 months ago, and now that he 





American textiles 


is a director of the vw group, he may hav: 
sing toa different tune. 

vw’s critics all pointed gleefully to 
year’s results, when pre-tax profit fell 2 
despite a rise in sales of 9.5%. vw blames 
fall on economic problems in Brazil, exc 
tional investment costs and changes in C 
man tax, but investors were not impres 
and the share price has slumped. Mr Piec 
promising higher profits this year. 

Any doubts about the direction of v 
profits should soon go. The company prc 
ises that it will soon ditch the delibera! 
obscure German system of financial rep: 
ing, which is designed to minimise tax, in 
vour of international accounting standa: 
This is widely seen as a precursor to a list 
in New York, although Mr Piech denies < 
current plans for that. But, if ever he neec 
easier access to capital to buy Bmw, wh 
has a higher market capitalisation as an ı 
market car maker, New York might help. 





Sweatshops to body scans 


RALEIGH, NORTH CAROLINA 


Were it not for trade barriers, America’s huge textile and garment business 
would have dwindled sooner. Now the barriers are going. Can technology 


take their place? 


HE epitaph for America’s textile and gar- 

ment industry was written decades ago. 
Clothes-making is labour-intensive, and ten 
Chinese will work for the price of one Ameri- 
can. Everyone knows that sunset industries 
are best left to developing countries hoping 
to pull themselves out of poverty; and that 
only tariffs, quotas and other barriers have 
sustained America’s enormous textile and 
garments industries, which together employ 
1.4m workers, nearly 10% of all American 
manufacturing, and produce more than $100 
billion of goods each year. 

Now theend of the free ride is in sight. By 
2005, when the trade liberalisation agree- 
ments of the World Trade Organisation kick 
in, most of those barriers will be gone. By 
then China will probably have also joined 
the wTo, bringing its huge textiles and ap- 
parel industry to the same open party. An in- 
dustry that has been protected almost as 
long as the country has existed (George 
Washington wore a dark brown domesti- 
cally-made suit to his first inauguration as a 
buy-American statement) will for the first 
time be fully exposed to the harsh winds of 
globalisation. 

Each week comes news of another fac- 
tory closure, the jobs sent to Latin America or 
Asia where they belong. As go garments, so 
go textiles—fabric-making tends to “follow 
the needle”, and over the past few years doz- 
ens of American textile makers have moved 
mills to Mexico to be near border clothes- 
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making factories, a trend accelerated by the 
North American Free-Trade Agreement, 
which lowered tariffs. 

But despite the defections to Mexico, 
American textile exports are still rising. And 
total employment in the garment and tex- 
tiles business is expected to drop just 100,000 
or SO, to 1.3m, by 2006, according to in- 
dustry projections. Trevor Little, a pro- 
fessor at the North Carolina State Uni- 
versity college of textiles, reckons that 
the domestically-made share of the 
American clothing business will fall 
toabout 25%, but stabilise there for the 
foreseeable future. 

Why not zero? Because labour 
costs do not matter so much in textile- 
making these days. It has become a 
capital-intensive business, in which a 
few relatively skilled workers watch 
over huge mechanical looms. More- 
over, America remains the world’s 
second-largest grower of cotton (after 
China), and in many cases it still 
makes sense to weave near the farms, 
most of which are in such southern 
states as North Carolina and Missi- 
ssippi, rather than to ship cotton 
abroad. 

There is more to garment-making, 
too, than boatloads of cheap t-shirts. 
At the top end there is high fashion, 
which is price-insensitive: globalisa- 
tion has little effect on the designers of 








Paris, Milan or New York. More broat 
there is mainstream style, which changes 
the week; speed to market there often cou 
more than rock-bottom prices. And ther 
always a demand for high quality, a safe 
ven for small domestic garment maki 
from London's Savile Row to New Yoi 
Seventh Avenue. 

But as strong as these domestic nic] 
may be, they add up to just a few per cen 
total sales. To keepa full quarter of the ind 
try at home in the absence of trade barri 
will take a lot more. What that will be, reck 
the industry bulls, is technology. 

Those who view the global garment a 
textile industries through the prism of 
bour costs see it as an industry domina' 


Could I try the high-tech model? 
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Look around you. Isn’t this a good 
ime for hostile takeover protection? 


n today’s hostile business environment, ignoring 
he possibility of a takeover bid means your 
‘ompany may be less prepared to challenge one 
uccessfully. There are steps you can take 


10w — before a hostile bid is made—which can 


mprove your chances of surviving one. Talk to 
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It’s Barbara calling 


DELHI 


HE death of distance is throwing up a 

lotof new opportunities for India. Indi- 
ans are animating movies and transcribing 
foreigners’ medical records without con- 
sumers in the West being any the wiser. 
Cultural distance, however, is a bit harder 
to kill, especially when company and cus- 
tomer are talking to each other on the tele- 
phone. That is what happens at call cen- 
tres, where agents handle everything from 
late credit-card payments to complaints 
about software. Indian entrepreneurs, who 
can draw on a large pool of English-speak- 
ing labour at much lower than western 
wages, have spotted an opportunity here, 
too. “I hear of a new [call centre] starting ev- 
ery second week,” says an executive at one 
of the better-established firms. 

Establishing seamless connections to 
customers in Britain or the United States 
takes more than telephonic engineering. 
Putting customers at their ease means talk- 
ing like them and, if possible for a few 
hours a day, thinking like them. For a start, 
you'll be hearing from Barbara (not Bha- 
vana), even though she may be calling you 


at midnight her time from a cubicle in. 


Noida, a commercial suburb of Delhi. Her 
familiarity with baseball may surprise you. 
Ravi Sikund, who has spent most of his 


career representing Owens Corning and 
other firms in India, thinks there is money 
to be made from training Indians to talk 
like Britons or Americans. He has started 
what is probably India’s first school for as- 
piring call-centre agents, the Call Centre 
College in Noida, which opens its doors in 
May. The burgeoning call-centre business 
is recruiting English speakers at monthly 





a | 
salaries of 8,000-10,000 rupees ($180-230). 
Mr Sikund reckons that there are plenty of 
people, especially housewives and recent 
college graduates, who will pay 3,300 ru- 
pees for a 240-hour course that will give 
them an edge. 

Although Mr Sikund learned all he 
knows about call centres from a school in 
London (which licensed him its name as 
well), he offers something the British insti- 
tute does not: entry-level training. That in- 
cludes teaching: technical skills, such as 
how to “co-browse” Web pages with a cus- 
tomer, but. also “soft skills”, like how to 
speak English in a way that foreigners can 
understand. Mr Sikund has developed 
“culture capsules” to: familiarise’ his stu- 
dents with foreign ways. They will learn 
that Rhode Island is called “little Rhodey”, 
and that George Washington's wife was . 
born Martha Dandridge Custis. 

It may not matter that these trivia are 
too abstruse for the typical chat between a 
help desk and a perplexed software user. 
The call-centre executive says he plans to 
recruit at Mr Sikund’s school. That is not 
because he expects the students. to learn 
much. Rather, he is hoping that Mr Sikund 
will do.much of his screening for him, 
mainly by rejecting candidates whose Eng- 
lish is not up to scratch, Other skills, soft 
and hard,can be taught on the job. Ifso,Mr 
Sikund’s success may depend on how 
many would-be Barbaras he turns away. 











əy commodities. If The Gap is going to sell a 
nillion blue polo shirts year in and year out, 
Mexico or China is the place to make them. 
wad times may be long and the supply 
‘hain inflexible, but you can’t beat the price. 

But today’s Internet-driven retail trends 
toin the opposite direction: mass customisa- 
ion, “lots of one”, rapid product changes 
ind just-in-time manufacturing. Retailers 
uch as Levi’s and Brooks Brothers are al- 
eady experimenting with the Dell Com- 
suter model, where customers order pro- 
jucts that are made especially for them. 

In a black-curtained cube at [rc]’, the 
extile industry’s research consortium, tech- 
yicians show how this future might work. A 
‘ustomer walks in, closes the curtain, strips 
ind dons special disposable undergarments 
hat do not distort her body shape. Then she 
abs two ski-pole-like handles, presses a 
sutton and waits as beams of light trace over 
ter body. Within seconds, a computer gen- 
rates a 3-p body scan with every possible 
neasurement precisely quantified. The scan 
sooth could be in a clothing store or a stand- 
lone service. [tcf even imagines chains of 
‘tan and scan” parlours in shopping malls. 

A body scan is a handy thing. It could be 
tored on a personal password-protected 
veb site, with temporary access granted to 
iny e-tailer a customer chooses. Select a 


HE ECONOMIST APRIL 29TH 2000 


Brooks Brothers shirt online, let the site 
“measure” your body scan, and get a robot- 
tailored custom garment by post a week or 
two later, cut to fit (unless you have put on 
weight since your last scan). No more size 
shortages, or settling for standard or idiosyn- 
cratic sizes. And, since the garment is cus- 
tom-made, it can be custom-designed, with 
any combination of material, colours and 
styles the manufacturer can handle. 

This is an extreme view of the future of 
the clothing industry, and one still years 
away. There is only a handful of body-scan- 
ning booths in use today (the army is using a 
few to outfit its recruits), and the technology 
is still too bulky and expensive for all but a 
few adventurous retailers. But it hints at a 
day where America can preserve a relatively 
healthy textile and clothing business with- 
out artificial barriers. 

In a recent book*, Janice Hammond, a 
Harvard Business School professor, and 
three co-authors argue that the trend of “lean 
retailing” is already having this effect. “Al- 
though it is true that the American apparel 
industry could have given up in the early 


*“A Stitch in Time: Lean Retailing and the Transformation 
of Manufacturing—Lessons from the Apparel and Textile 
Industries”, by Fredrick Abernathy, John Dunlop, Janice 
Hammond and David Weil. Oxford University Press, 1999. 


19908, with only distribution centres and de- 
signers remaining in this country, it did not,” 
they write. Instead, companies moved up- 
stream, using technology to help solve the 
clothing retailer’s biggest problem—stocks of 
garments that are unsold, and, if they go out 
of style, unsellable. 

American garment makers increasingly 
offer electronic ordering, automated distri- 
bution centres and inventory-management 
systems tied into those of their customers. 
The best manufacturers have learned how to 
deliver orders at a few days’ notice, some- 
thing their offshore competitors cannot 
match. It is, the authors claim, “a triumph of 
information technology, speed and flexibil- 
ity over low labour rates”. 

What this suggests is a natural division of 
labour:a trouser maker could assemble aver- 
age-sized khakis in volume in Mexico, but 
make special sizes such as narrow waists or 
long inseams in the United States, offering 
fast turnaround for retailers and less risk of 
overstocking. As the technology advances, 
the balance between custom and bulk 
manufacturing may become quite fine. If 
this comes to pass, the high-tech firms that 
remain may wonder why they fought so 
long to keep trade barriers when innovation 
worked even better. 

Pete Rite re etn ve sem tae tr Ane eee RSE ADRES TREE RMT | 
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BUSINESS 
Caribbean tourism 


Tropical blues 


BARBADOS 


Local ambivalence about Caribbean tourism is damaging the industry 


N GOOD FRIDAY, on Tobago’s most 

popular beach, a 41-year-old man got 
into an argument with a security guard 
about access to a private beach. He was shot 
dead. It was a painful illustration of the po- 
litical difficulties that are aggravating the Ca- 
ribbean tourism industry’s many problems. 

The Caribbean’s 33 island nations may 
have the world’s most beautiful beaches, but 
they do not have the world’s most thriving 
tourism business. Americans, the most im- 
portant kind of Caribbean tourists, are find- 
ing other places to go. Domestic destinations 
such as Las Vegas, Hawaii and Florida are top 
of the list, and abroad, they are looking to 
places other than the Caribbean. American 
trips to the Caribbean grew by 1.8% a year in 
1994-98, those to Europe grew by 7.8% a year 
and those to other destinations 
grew by 28%. 

Europeans, highly prized 
since they tend to stay longer, 
spend more and arrive in big- 
ger parties, are being tempted 
to new destinations such as 
Dubai, which benefits from the 
world’s first six-star hotel, and a 
clever marketing campaign. 
The Caribbean is bottom of the 
tourism growth league at the 
moment (see chart). 

Local attitudes to tourism 
lie behind some of the pro- 
blems, Eric Williams, Trinidad 
and Tobago’s independence 
leader, once said he would 
rather have “black oil than 
white tourists” and even 
though not enough of the black 
stuff turned up to keep the re- 
gion afloat, the attitude persists. Many peo- 
ple see tourism as “a rather grubby busi- 
ness”, says Ian Court, a local businessman 
and the former British Consul in Puerto Rico. 

The issue of private beaches that led to 
the Good Friday killing is troubling many 
governments. Because of high levels of crime 
and harassment on many islands, hotels 
tend to herd their guests on to private 
beaches in “all-inclusive” hotels. The Carib- 
bean’s coastline is therefore fast being en- 
closed, and locals don’t like it. Barbados is 
considering a constitutional amendment to 
protect public access to beaches. 

Legally, everything below the high-wa- 
ter mark is public property. But many 
beaches can be reached only by crossing 
private land, and tariffs are often high. In Ja- 
maica, for instance, many hotels charge 
around $50 for the privilege, and exclusive 
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“all-inclusive” places charge up to $200. 

Local hostility to hotel groups makes it 
harder for governments to work at develop- 
ing tourism. Their failure to do so, the indus- 
try complains, is constraining growth. The 
Caribbean is not, for instance, marketing it- 
self as well as the competition. Hawaii, with 
six islands but one government, benefits 
from a co-ordinated public-relations effort, 
while the Caribbean islands’ governments 
bicker. 

Some governments argue that building a 
common brand identity threatens to detract 
from their island’s individuality, a view that 
exasperates Jean Holder, secretary general of 
the Caribbean Tourism Organisation, the lo- 
cal trade body. “You don’t need a European 
public-relations campaign to sell Britain— 
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people know where it is. That is not true of 
many of our islands and most cannot afford 
to market themselves.” The Caribbean’s last 
co-ordinated marketing drive, the 1992 
“Beach Boys” campaign, he says, reversed a 
six-year decline in tourism. 

Hotel groups, as a result, run their own 
international marketing campaigns. Some 
have been highly successful. In the early 
1980s, when a crime wave threatened to wipe 
out Jamaica’s tourist industry, it was rescued 
by Sandals, a locally-owned chain, which 
marketed its all-inclusive hotels as a safe way 
to visit the island. 

Hotel operators might not mind spend- 
ing money on marketing so much if the Ca- 
ribbean were otherwise a cheap and easy 
place to build and run hotels. It isn’t. In 
America, cement costs $70 a cubic yard. On 
the Cayman Islands, import taxes push the 





price up to $200. With taxes and transpo! 
costs, local building costs are 15-30% highe 
than in America. As a result, two big project 
in the Bahamas imported fully fitted room 
from the United States. Nick Ward, head c 
Caribbean and South American develop 
ment at Marriott International, one of th 
biggest hotel managers in the region, als 
points to the burden of employment law 
that force hotel companies to keep on stal 
out of season and to import taxes on fixture 
and furniture. 

Airport facilities are old-fashioned in th 
region. American Airlines is often the onl 

n American carrier to many i: 

lands and tends tocut unprofi 
Ji! able routes with little warnin: 
-æ Cable & Wireless’s monopol 
makes telephone costs stagge! 
ingly high. Even electricity ca 
still prove unreliable. A confe: 
ence in April in Barbados todi: 
cuss the region’s tourism prc 
blems was hit by a powe 
cut—though locals point ot 
this was such a rarity it we 
front-page news. 

Hurricanes and haras: 
ment add to the hassles. Th 
Dutch side of St Maarten hé 
still not recovered from Hurr 
cane Luis in 1995. In a 1996 su 
vey in Barbados, 88% of touris’ 
said they had been bothere 
by souvenir-salesmen, mot 
than half of tourists said the 
had been offered drugs, and a quarter sai 
they had been sexually harassed. 

The consequence of these cumulativ 
problems is that Puerto Rico, the Caribbean 
best-marketed island, has just 9,000 hot 
rooms, compared with 80,000 in Hawaii, 
place of similar size. Barbados has n 
branded hotel chains now in operation. Lc 
cal hotel groups have trouble filling the ga] 
because they cannot get ready access tocap 
tal. The risks are too high for the banks, whi 
the returns are too low for venture capita 
ists, and the tiny size and illiquidity of sing 
island stockmarkets makes it difficult fc 
them to cash out again. 

For locals looking for jobs, it is a sharr 
that the region’s tourism is not developir 
faster. But then if it was, even more of the 
beaches would be fenced off. 
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FACE VALUE 


The poacher as gamekeeper 


Paul Achleitner, Allianz’s chief financial officer, embodies 
the tensions in corporate Germany 


MALL, bespectacled, chubby and uncom- 

fortable talking about himself, Paul 
Achleitner is not everyone’s idea of a role 
model. Yet he personifies the current transfor- 
mation of corporate Germany. As Frankfurt’s 
pre-eminent investment banker, he engi- 
neered deals that shook the financial estab- 
lishment. Since January, he has sat at the heart 
of that establishment, as chief financial officer 
of Allianz, a giant insurance group. Not that he 
has gone soft, mind you. The new job may not 
pay as well as the old one, but it provides him 
with an even better vantage point from which 
to take pot-shots at Deutschland ac, Ger- 
many’s cosy, post-war corporate world. 

Allianz’s shares jumped 4% at the news 
that Mr Achleitner was to join from Goldman 
Sachs. The move was seen as a cultural shift for 
an organisation that had been as conservative 
as it was powerful (few big deals seem to happen in Germany 
without a nod from the Munich-based group). 

Mr Achleitner was soon fulfilling expectations. Within two 
months of joining, he helped to broker a merger between Deut- 
sche Bank and Dresdner Bank. It was a dream deal for Allianz, 
which was to swap its underperforming stakes in the two banks 
for a slice of Deutsche’s branch network, through which it could 
sell its own products, and for control of the bank’s well-regarded 
domestic fund-management arm. When the deal collapsed over 
the future of Dresdner’s investment bank, Mr Achleitner struggled 
to hide his frustration. 

Changing Germany has been the focus of Mr Achleitner’s ca- 
reer. Born in Austria, he studied economics in St Gallen, Switzer- 
land, then picked up an mea from Harvard before working at Bain 
&Company,a consultancy. He joined Goldman Sachs in 1989, and 
by the age of 37 was running its Frankfurt office, which he quickly 
built into a 300-strong operation with unmatched connections to 
German boardrooms. 

After privatising chunks of east German industry, Goldman 
Sachs shot up league tables as it per- 
suaded more and more German exec- 
utives that it could serve them better 
than their old house banks. It worked 
on Deutsche Telekom’s privatisation 
and was a big influence behind 
Krupp’s 1997 hostile-turned-friendly 
bid for Thyssen, another steel maker. 
But its real coup was its work with 
Daimler-Benz, which helped the car 
maker to gain the upper hand in its 
1998 merger with Chrysler. The mes- 
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source of cash and Germany is now a 
net importer of capital, so companies 
need to woo international sharehold- 
ers by becoming more transparent and 
setting themselves tougher targets. 
With such a pedigree, Mr 
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Achleitner is already being tipped to succeed 
Allianz’s urbane chairman, Henning Schulte- 
Noelle. Not that his current job lacks interest. 
He has been put in charge of Allianz’s huge 
portfolio of corporate shareholdings, which 
includes stakes worth more than €40 billion 
($37 billion) in a who’s-who of corporate Ger- 
many (see table), as well as sizeable chunks of 
foreign companies, including France’s Vivendi 
and Société Générale and Spain’s Banco Popu- 
lar. His brief is to restructure this ragbag of 
stakes to free capital for Allianz’s core busi- 
nesses. His own history, coupled with the re- 
cent planned abolition of Germany’s tax on 
capital gains from share sales, suggest that he 
will take an aggressive line. The days when Al- 
lianz coddled those companies it owned are 
over. After all, it recently signalled that it 
would not stand in the way of a takeover bid 
for Dresdner Bank, in which it controls a blocking minority. 

Yet there remains a tension at Allianz, between its old role as 
spider in Germany’s corporate web, and its new role as agent of 
cultural change. Mr Achleitner seems so well suited to his new job 
partly because there is a similar tension within him. 


One Paul or two? 


Mr Achleitner speaks English with an American twang, and ad- 
mits to feeling “American by nature”. As students of the course on 
mergers that he teaches at Koblenz University attest, his eyes glis- 
ten when he talks of the prospect of Germany’s takeover market 
becoming like America’s in the heady 1980s. He is also unusually 
outspoken by the standards of Teutonic moneymen. No other 
banker has campaigned as loudly for deeper equity markets or the 
introduction of private pensions in Germany, or against the poli- 
ticisation of business in his native Austria. 

The other Paul Achleitner says that, although he has worked 
on hostile takeovers, he does not like them. He is no great fan of 
“co-determination”, the system that put unions on German com- 
panies’ boards, but thinks it has its 
uses, for instance in smoothing post- 
merger integration, and should sur- 
vive. He cringes at the suggestion that 
Europe should copy every aspect of 
American capitalism. “Everyone 
agrees that companies are social enti- 
ties,” he says. “The shareholder versus 
stakeholder debate is a phoney one. 
The real question is their relative influ- 
ence.” Companies, he adds, need to 
create “shakeholder’” value. 

This uncharacteristic lapse into 
consultantese suggests that Mr 
Achleitner is uneasy in the middle 
ground. He says that Germany can 
change without discarding all of the 
old system, yet his actions tell a differ- 
ent story. At Goldman, the Anglo- 
Saxon in him drove the deals. Expect 
the same at Allianz. 


Market value 
Stake% of stake €bn 


25.0 14.28 
21.7 5.05 
17.4 4.58 
10.4 3.13 
3.57 
2.6 2.34 
5.0 2.29 
38.4 2.24 
10.1 1.78 
5.0 1.62 
0.8 1.12 
10.1 1.03 
1.1 0.72 
0.63 
*Merging 
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E LANKED by his elder son Victor, Li Ka- 
A shing was chairing the annual share- 
holder meeting of Cheung Kong, his sprawl- 
ing Hong Kong flagship. In the audience be- 
low him sat a mostly docile group of people 
happy to entrust their savings to the man 
they call “KS.” or “superman”. Mr Li was 
passing resolutions by rote, when suddenly 
alone hand of protest went up. It belonged to 

a yourig. analyst sent by Mark Mobius, who 
“runs a big mutual fund for Templeton, an in- 
ternational group. The resolution was to al- 
low Mr Lito issue new shares without giving 
existing shareholders pre-emptive rights, 
and Mr Mobius dislikes that sort of thing. Mr 
Li-smiled at his dissenter, said “Ah, only 
you,” and passed it anyway. 

«Li Ka-shing and the other mighty ty- 
coons whodominate Asian business can still 
afford..to ignore demands ‘for clearer cor- 
porate governance and transparency. In- 
deed, superficially, Mr Li’s family appears 
more powerful today than. ever. For in- 
stance, if Mr Li’s second son, Richard, suc- 
ceeds in taking over Hong Kong’s former te- 
lecoms monopoly (for which he may yet 
face a counterbid), the family will control 
more than a third of Hong Kong's stockmark- 
et capitalisation and a large chunk of its 
economy, ranging from ports to telecoms, 
supermarkets and, of course, property. At 
the same time, however, Asia’s tycoons are 
coming under pressure to adopt a more 
“western” style of business. The change is 
gradual, but Asia’s companies have started 
to shift away from their old patriar- 
chal cultures and towards those pre- 
vailing in America or Britain. 

There are four main factors at 
work. First, the generation of overseas 
Chinese businessmen that built huge 
empires is now preparing to hand 
those empires over to their sons or 
(occasionally) daughters, most of 
whom were educated far away from 
Asia’s “barnboo network” of connec- 
tions in western universities, where 
they picked up western ways of doing 
business. Second, the financial crisis 
of the past three years has made big 
Asian businesses much more reliant 
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SIAN CAPITALISM 





The end of tycoons 


lew generation, a new economy and a new capitalism are changing the | 
y in which business is done in East Asia 


on western, and in particular Anglo-Ameri- 
can, equity capital—and thus on modern no- 
tions of shareholder value. Third, although 
the old tycoons rose to power by expanding 
into new industries, they may find the In- 
ternet will pose more of a threat than an 
opportunity. And fourth, the maturing of 
Asia’s legal, regulatory and financial systems 








































undermines the overseas Chinese network 
that has been the foundation for the ty- 
coons’ business success. ni 

The word “tycoon” comes from the Japs. 


anese for “great lord”. Asia’s tycoons are not. 


merely business successes, but something al- 
together grander and more imperious. Many — 


people assume that they share certain val- ` ` 


ues, often credited to Confucius. There is. 
some truth in this: in particular, the tycoons 


come from a culture with a strong sense of 


family. Typically, a patriarch runs a cor 
porate empire with unquestioned authority, 


and installs sons, nephews and in-laws to. 


manage the outposts of his group. 

inhis business dealings, an Asian tycoon 
will prefer members of his ethnic network to 
outsiders. Outside Japan and the sub-conti- 
nent of India and Pakistan, most Asian busi- 
ness is controlled by the diaspora of Chinese 
emigrants. So. creditors, suppliers and con- 
tractors often speak the same ancestral dia- 
lect as the tycoon, whether they are based in 
Malaysia, Indonesia, Thailand or Hong 
Kong. Transactions within this network have 
traditionally been underwritten with hand- 
shakes and trust rather than with signatures, 
Similarly, tycoons have favoured raising 
capital from within the network, for in- 
stance from affiliated banks. They have re- 
sorted to outside equity reluctantly but 
opportunistically. Traditionally, they have 
considered stockmarket listings a means to 
an end: cash. To secure a listing, they have 
been reluctant to accept more disclosure ora 
greater say for minority shareholders in the 
running of the business. Auditors are consid- 
ered.a nuisance. 


Victorian values 
In fact, this approach is not sc much a pro- 
ductof “Asian values” as of a certain stage of 
capitalist development. Business in Victor- 
ian England and Wilhelmine Germany was 
also largely in the hands of families. Some 
prospered, some declined: their fortunes 
were charted. in western classics such as 
Thomas Mann’s “Buddenbrooks”. The 
names of some families, such as the Siemens 
or the Thyssens, still carry corporate weight 
to this day. Similarly, American capitalism 
grew up under the “robber barons”—the oil, 
steel and railway tycoons, and their descen- 
dants. Some of today’s industrial icons, such 
as Ford, started as family businesses and 
Jave become, over time, modern, transpar- 
san ent, sharehoider-friendly 
companies. 

The moment when. the 
founder of a thriving family 
business hands-over power 
tothe new generation is often 
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difficult. In Asia, the transition 
has sometimes been disas- 
trous—as with the empire of Aw 
Boon Haw, the “gentle tiger from 
Burma”, who turned Tiger Balm, 
an old camphor-and-menthol 
ointment, into Asia’s most fam- 
ous brand, and built a vast pub- 
lishing empire. After his death in 
1954, the heirs squabbled and 
Sally Aw Sian, an adopted 
daughter, gained control. Today 
the Aw empire is in tatters. 

Many of Asia’s most famous 

are now approaching 
the moment of transition. The 
change, it is clear, will be pro- 
found. At Hyundai, South Ko- 
rea’s biggest chaebol, an embar- 
rassing succession fight between 
twosons of the company’s 84-year-old foun- 
der, Chung Ju Yung, ended recently when 
the patriarch took the very un-Confucian 
step of appointing the younger, Chung 
Mong Hun, to succeed him. In his first press 
conference earlier this month, the new chair- 
man announced that he would fill half Hy- 
undai’s board with outside directors and 
that this board, not the top managers, would 
henceforth decide management issues. 

Other Asian companies are equally 
likely to see radical change as they are 
handed over to a new generation of manag- 
ers, many of them steeped in western ideas. 
LiKa-shing may have started as a poor immi- 
grant from China by hawking plastic combs 
and flowers; but his sons Victor and Richard 
both went to Stanford University, and are at 
home with western concepts of corporate fi- 
nance and the new economy. Similarly, 
when Kwok Tak-seng, the founder of Sun 
Hung Kai in Hong Kong, one of the largest 
property companies in the world, died in 
1990, he was succeeded by his sons Walter, 
Thomas and Raymond, who went to Lon- 
don’s Imperial College and America’s Har- 
vard University. They are western not just in 
their adopted first names. Raymond, the 
youngest son, spent much of last year tour- 
ing Silicon Valley to develop his ideas on In- 
ternet strategy. In Taiwan, Jeffrey Koo Jr, the 
heir to the Koo Group, a banking-to-cement 
conglomerate, perfected his education at the 
Wharton Business School. His office is a 
shrine to his golf outings with American 
friends and business contacts. 

Knowing the West, of course, need not 
mean being western. “The techniques are 
modern,” says Victor Fung, a member of 
Hong Kong's business elite who also runs Li 
& Fung, a Cantonese trading group, “but the 
culture is still Confucian.” Yet even this is 
changing. When he first came back to Asia 
after being an economics professor at Har- 
vard Business School, he felt he had to “un- 
learn all this stuff’ about shareholder value 
and business administration. That has 
changed. These days, he says, “everything I 
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learned in business school is applicable.” 
The recent financial crisis has had effects 
just as dramatic as generational change. It 
has forced the leaders of Asia’s big busi- 
nesses to find outside help with manage- 
ment and with finance. During the Asian 
boom years, says Mr Fung, “You could run a 
large empire with very few people making 
few decisions. Now you need a large num- 
ber of small decisions.” As a result, the ty- 
coonscan no longer rely simply on theirown 
extended families to run their businesses, 
but have to recruit outside professionals. 


Trojan horses 


The financial crisis devastated the balance 
sheets not only of most Asian companies, 
but also of their banks (see page 83). This 
means that firms have had to rely in large 
part on equity injections from western insti- 
tutional investors to recapitalise themselves. 
Indonesia’s Lippo empire is a case in point. It 
was built by Lee Mo Tie, an overseas Chinese 
businessman who later took the Indonesian 
name of Mochtar Riady. Mr Riady started by 
selling batik and watches, but eventually 
branched out into everything from cable 
television to financial services, department 
stores and Chinese power stations. Like 
most other Indonesian conglomerates, 
Lippo suffered hugely from the financial cri- 
sis of the late 1990s. James and Stephen 
Riady, the patriarch’s sons, became obsessed 
with disproving an old Chinese proverb— 
that the first generation makes the money, 
the second spends it and the third loses it. 
They therefore invited arc, a vast and tightly 
run American insurer, and 1NG, a Dutch fi- 
nance group, to become Lippo’s partners. 
That brought in outside management: Ian 
Clyne, an Australian, was drafted from ING 
to head Bank Lippo, the first foreigner to hold 
such a post in Indonesia. 

The presence of foreign minority share- 
holders forces corporate change. Take, forin- 
stance, Robert Kuok, a Malaysian-Chinese 
who made his first fortunes trading oil, flour 
and sugar (he once controlled 10% of the 

























world’s sugar trade). In many 

ways the archetypal Asian ty- 
coon, Mr Kuok controls the 
Shangri La chain of luxury ho- 
tels, Hong Kong's main English- 
language newspaper and much 
else. He recently had to merge 
the privately held but profitable 
subsidiary that managed his ho- 
tels into the publicly listed but 
less profitable arm that owned 
them. Although he denies it, an- 
alysts say that he was moved by 
minority shareholders who dis- 
liked being fleeced. Pressures 
such as these areone reason why 
Mr Kuok privately talks of de- 
listing again. His British-edu- 
cated sons (and heirs) would 
never disagree with him in pub- 
lic—this much is still Confucian—but are 
said to entertain different notions. 

Although Asia is only now embracing 
the “new economy”, its impact on Asian 
business empires may be even greater. At 
present, Asia is several years behind Amer- 
ica and Europe in its shift into e-commerce. 
But once the Internet is really exploited, it 
may turn out to be the greatest of all the 
forces bearing down on “Confucian” man- 
agement practices, for three reasons. First, it 
undermines the tycoons’ old business mod- 
els, which are based on networks of Chinese 
around the world and on privileged in- 
formation. Secondly, it allows the rapid rise 
of new competitors. Third, Internet busi- 
nesses rely toa much greater extent than old- 
economy operations on equity funding by 
venture capitalists or market investors, as 
well as on stock options as compensation to 
employees, and these groups demand more 
transparency. 


Tycoon.com 

Consider first the threat to the old business 
models. Many tycoons started their careers 
in, say, commodity trading; then went into 
manufacturing as Asia became the West's 
sweatshop; and later into property develop- 
ment, retailing and telecommunications. At 
present, their Internet strategies are usually 
to build on these existing businesses, a task 
they commonly delegate to their sons. In Tai- 
wan, for instance, Jeffrey Koo Jr is planning 
to take his father’s banking group online and 
to introduce business-to-business transac- 
tions for its. cement and chemicals opera- 
tions. “Pm the preacher and he’s the be- 
liever,” he says of his father. 

But the tycoons’ past success in these 
businesses was in large part due to the ineffi- 
ciency of the markets they operated in. This 
created a premium for proprietary informa- 
tion about buyers and sellers, which the ty- 
coons gleaned from their overseas Chinese 
network. That network was builton alack of 
reliable information and communications, 
which necessitated personal relationships 


THE ECONOMIST AFRI 29TH 200¢ 





HE DUKE MBA 


Around the clock. Around the world. Around your business life. 








THE DUKE MBA-GLOBA EXECUTIVE 


The Duke MBA -Global Executive is a 19-month degree 
program for mid-to senior-level managers with at least 10 years 
of professional experience and current global responsibilities, 
Global Executive combines traditional classroom sessions 

on four continents with distance education using Internet- 


based technologies. 


=æ Earn an MBA from a top-tier business school without 
interrupting your career. 


«æ Live and work almost anywhere in the world while 
participating in the program. 


«æ Establish a worldwide network of fellow global managers. 


sæ Master the use of technology and Duke's team-based 
learning model for competitive advantage in the 
global economy. 


sæ Invest in a degree from Duke, one of the world’s most 
prestigious universities. 


To learn more about how The Duke MBA - Global Executive 
can work for you or your company, contact us today: 


Tel US +1.919.660.7804 
Tel Europe +49.69.972.699.0 


E-mail globalexec@fuqua.duke.edu 
Web www.business.duke.edu 





Thoughtful Business Leaders 
Worldwide 














A NEW YORK TIMES 


PHILIP evans 
tHomas S. WURSTeER 


HARVRRD BUSINESS SCHOOL PRESS 


for busines leaders, entrepreneurs, 


and strategists.” 
-Amazon com 


“An important strategic guide... 
I recommend it highly.” 


—Clayton Christensen, Harvard Business School, 
author of The Innovator’s Dilemma 


AVAILABLE OR COMING SOON IN 
MORE THAN TEN LANGUAGES 


The Boston 
Consulting Group 


www.bcg.com 


Harvard Business School Press 
ww. blowntobits.com 








SIAN CAPITALISM 
and insider tips. By making information 
abundant, instantaneous and accessible to 
all, however, the Intemet reduces the need 
for well-connected intermediaries, and thus 
the network’s value. Robert Kuok’s sons, for 
instance, may well succeed in transforming 
their sugar trading into an online exchange. 
But information about buyers and sellers 
will be available to anyone who logs on to 
the site. Moreover, there is nothing stopping 
new entrants from building rival portals. 

Indeed, the Internet knocks down other 
barriers to entry into the tycoons’ businesses. 
Supermarkets in Hong Kong used to be a 
cosy duopoly between Li Ka-shing’s Park’n 
Shop stores and Jardine Matheson’s Well- 
come chain, until a maverick called Jimmy 
Lai entered the market with AdMart, an on- 
line supermarket, and unleashed a price 
war. What is significant about the likes of 
Jimmy Lai is that they resemble entrepre- 
neurs in the West and are now becoming 
commonplace even in Asia. 

Add to that the market-driven culture of 
the new economy. Dot.coms, by their specu- 
lative nature, tend to be financed with equ- 
ity rather than debt. As the tycoons have no- 
ticed, the high (though volatile) valuations of 
dotcoms make them a good paper currency 
if the shares are floated. Thus, for instance, Li 
Ka-shing recently took the uncharacteristic 
step of listing his Internet start-up. Called 
tom.com, this is the latest of scores of Chi- 
nese-language portals with—as yet—little in 
the way of content. But the Li cachet was 
enough to cause riotous queues for shares at 
Hong Kong’s banks. The flotation had a posi- 
tive side-effect. For a long time, Li Ka-shing’s 
bi-annual analyst briefings were the butt of 
investors’ jokes, because he would lump to- 
gether both his enormous holding groups, 
Cheung Kong and Hutchison Whampoa, 
which together own scores of unrelated 
businesses, into one short presentation. Be- 
cause tom.com has its own separate listing, 
however, it is now the most transparent part 
of his empire. 

In learning to exploit the Internet, most 
Asian companies rely either on alliances 
with western (American, mostly) 
companies or on western venture 
capitalists. And most plan, ulti- 
mately, to float their ventures and to 
attract talent with stock options. So 
“more Internet means more equity 
and more listings, which is bound to 
lead to more transparency,” says Su- 
nil Gupta, an analyst at Morgan 
Stanley in Hong Kong. A good exam- 
ple of the new-age Asian company 
that this: produces is China.com. 
This is an Internet start-up with roots 
in the impenetrable world of the 
Chinese government, since it began 
as a venture by China’s state-owned 
Xinhua news agency. But 
China.com last year became the first 
Asian Internet stock to list on Nas- 
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dag, after transforming itself into a western- 
style company. Half of its board is now 
American or British, and the largest block of 
shares is in the hands of employees. “There’s 
a keen sense of responsibility now towards 
all shareholders,” says Raymond Ch’ien, its 
chairman. 


Into a perfect worid 


Perhaps the sharpest blow to the power of 
Asia’s tycoons so far has come from the crisis 
of the late 1990s. That drove Asia’s govern- 
ments to make a bigger effort to clean up 
their financial and regulatory regimes. As in- 
sider laws become stricter, contract laws 
tighter, competition policies more rigorous 
and capital markets more efficient, the use- 
fulness of the old bemboo network of over- 
seas Chinese, based on trust and ethnicity, 
has begun to decline. “Trust is inefficient. 
You can’t trust enough people. The bamboo 
network is based on imperfect markets,” 
says Simon Cartledge, the author of a forth- 
coming report on the Asian diaspora for the 
EIU, a sister company of The Economist. 

As Asia’s markets become more regu- 
lated, its businessmen are increasingly pre- 
pared to deal with contacts outside the old 
network. In the past, remembers Hong 
Kongs Mr Fung, people did business only 
with people whose ancestors came from the 
same village in Fujian or Guangdong prov- 
ince. “In my father's day everything was 


























done by handshake,” he says. But these days 


“were moving more into contractual aw 
rangements.” The contracts are less wate# 
tight than those in the West, leaving more té 
interpretation. And in less advanced max 
kets, such as Indonesia, Mr Fung would sti? 
call up the network to check on potentia 
business partners. Nonetheless, the bambos 
network is gradually opening up and be 
coming more like, say, the ties among gradu 
ates of Ivy League universities or Oxbridge. : 

For the new generation, the Internet mat 
create new networks, says China.com’s My 
Ch’ien, himself a member of the old new 
work, such as the ties between the Hori 
Kong business elite and the Chinese in Sili 
con Valley. However, although still “Chil 
nese”, these relations differ from those thai 
developed among the Chinese that came ta 
South-East Asia as coolies or traders. 

As the old network passes, so will the 
world that bred Asia’s patriarchs—whethe! 
they run huge empires or smaller fiefdoms 
This may condemn some of today’s tycoon: 
to proving the Chinese proverb that wealth 
is made and lost within three generations. 4 
more likely evolution is that the heirs œ 
Asia’s tycoons will gradually become mod 
em managers alongside other entrepreneurs 
They would no longer be “tycoons” in ths 
old sense but bosses running companie 
along western lines. Today, Li Ka-shing’s sow 
Richard is the most prominent example. Fev 
people doubt that he has availed himself œ 
his father’s connections in the past. The firs 
real asset of his Internet company, Pacifis 
Century CyberWorks (pccw), for instance 
was a government contract to build a hot 
wired office complex on Hong Kong island 
which was awarded without the usual bid 
ding by property companies. Even the pro: 
gress of his bid for Cable & Wireless HKT may 
have been swayed by political consider 
ations. Nonetheless, Richard Li is a boss œ 
his time. His professed aim is to increass 
shareholder value; he discloses more than i 
required by law; and he deals with western 
partners—most recently, in April, with Aus 
tralia’s Telstra—on their terms. 

“There is no reason why Asian compa: 
nies cannot in ten years be run like {Jacl 
Welch's] Ge,” says China.com’s Mr Chien 
Auditors will sign off on an 
nualor perhaps even quarterly 
reports, and be taken seriously 
Investors and analysts wil 
have access to managers, ang 
these managers will be just a: 
likely to be international pro 
fessionals as family members 
hired and fired by indepen 
dent boards. Minority share 
holders. will have less fear o' 
being defrauded. If this al 
comes about, Cheung Kong’: 
annual shareholder meeting: 
mighteven be worth attending 
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feaneront AND LONDON 





rappling with change 


T echnology and competition have forced the London and Frankfurt stock 
exchanges into difficult merger negotiations 


NLY 15 years ago, the prediction that 

WF Frankfurt’s stock exchange would con- 
tract a merger on equal terms with the Lon- 
don Stock Exchange (use) would have 
seemed laughable. The London exchange 
was then, as now, pre-eminent among Eu- 
rope’s equities markets. Frankfurt had yet 
clearly to distinguish itself from its rival Ger- 
man exchanges. The tse was not laughing 
this week, however, as Deutsche 
Borse (as the Frankfurt exchange de- 
fiantly calls itself) was managing to 
present a proposed 50/50 merger 
with the tse as a concession on its 
part. That is a measure of the relative 
performance of the twoexchangesin 
recent years. 

- As The Economist went to press, 
talks on the merger were still under 
way. But both sides wanted the deal 
to succeed, if only they could agree 
on térms, They recognise that they 
are ina strategic bind. Their users 
have been baying for a pan-Euro- 
pean exchange, and have done so 
more loudly since the launch last 
year of the euro in u European coun- 
tries: Investors want to trade Euro- 
pean shares by sector rather than by 
country, and they want it made 
cheaper and easier to do so. 

The two exchanges set up an alli- 
ance in July 1998. It was later ex- 
tended to six other European ex- 
changes. But, because the allies 
disagreed about fundamental issues such as 
trading systems, this failed to deliver the 
promised European harmonisation. Full- 
scale mergers or takeovers seemed the only 
option. In preparation, both exchanges plan 
to. change their ownership structures: Lon- 
don by shedding its mutually-owned struc- 
ture, and Frankfurt by listing its shares on its 
own exchange. 

‘They were forced to respond to compe- 
tition from a range of rivals keen to exploit 
the traditional exchanges’ weaknesses. Posit 
and E-Crossnet, two matching mechanisms, 
can cutout exchanges altogether, using them 
merely to discover prices. Tradepoint and 
Easdag, two newish exchanges, are both 
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planning to expand their cross-border trad- 
ing. Nasdaq-Europe was launched last No- 
vember by the American exchange famous 
for nurturing technology companies. And Ji- 
way, which plans to open this autumn, is 
hoping retail brokers will use it to trade 
across borders. Pressure on London and 
Frankfurt intensified last month when the 
French, Dutch and Belgian stock exchanges 





announced they were merging into a new ex- 
change called Euronext. 

Deutsche Borse argues that negotiations 
have to finish by May 4th, when its share- 
holders are due to approve a capital increase 
prior to flotation. But however much the ex- 
changes were convinced of the need to 
merge--and quickly—agreeing terms was al- 
ways going to be difficult. A big stumbling- 
block was to settle on valuations for the two 
firms—the measure by which ownership 
and control of the merged company would 
be divvied up. The tse is Europe’s biggest ex- 
change in terms of the value of shares listed 
thereby a factor of two. But Deutsche Börse 
makes more than twice as much profit. 


Dresdner, one of the banks underwriting its 
flotation, planned for May, reckons it is 
worth up to €2.3 billion ($2.1 billion). That is 
partly because of the exchange’s interests in 
a range of other businesses sesides equity- 
trading, including half of Eurex, the Ger- 
man-Swiss derivatives market; half of Clear- 
stream, a settlement system; and the Neuer 
Markt, Europe’s most successful high- 
growth exchange. 

So if the two exchanges merged on 
sy commercial grounds, the Germans. 
would end up owning more than half the 
new group. One proposal was to solve this. 
problem by leaving Clearstream out of the. 
deal. Werner Seifert, Deutsche Borse’s chief 
executive, tried to entice the tse to include 
Clearstream (accounting for more than half. | 


of Frankfurt’s valuation) at a discount. That- 


would leave ownership split $0/40 in Frank- 
furt’s favour. But thet would still be 
seen in London as a sell-out. 

Over the years, Frankfurt has 
adroitly worked its way up into be- 
ing Europe’s second financial cen- 
tre. Its futures exchange won-back 
trading in Germar government- 
bond futures from London. in 1998 
by pioneering electronic trading. 
The same year, it merged with the 
Swiss futures excharge to form Eu- 
rex. And last year, Mr Seifert merged 
his settlement arm with Cedel Inter- 
national, one of Europe’s two inter- 
national bond settlement houses, to 
create Clearstream. He then decided 
that Deutsche Börse should rename 
itself, even more cheekily, as Euro- 
board and ready itself to list Eu- 
rope’s top stocks. Im contrast, the 
credibility of the se and its chief ex- 
ecutive, Gavin Casey, was dented 
by an. eight-hour teaading suspen- 
sion on April sth, the last day of the 
tax year. 

Events took a farcical turn for ` 
the ise when, on April zotk, the appoint- ` 
ment of Don Cruickshank, a former tele- 
coms regulator, as the tse’s new chairman 
was overshadowed by the unintended re- 
lease of a memo outlining a press strategy 
should merger talks fail (see next page). 

The memo was of course quickly repudi- 
ated. But it was right to note “hat regulation 
has been a tricky issue in the talks. The Lse’s 
shareholders, especially the big investment 
banks, like London’s regulatory framework. 
Under current proposals, blue-chip shares 
would be listed in London, and be subject to.. 
British regulation. Technology and high- 
growth companies would be ‘isted in Frank: 
furt under German rules. Frankfurt would 
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“its members would object to 
the cost of switching so soon 
after adopting its own SETS 
trading system in 1997. 

Another area of agreement 
was that the new exchanges 
= should use central counterpar- 
| ties—as users have been ask- 
| ing, because that would reduce 
| their risks. However, whereas 
X Mr Seifert wants Eurex’s clear- 
‘ ing arm to be the counterparty, 
i 






don Clearing House (LCH) 
which performs that role for 
oil, metals and futures ex- 
| changes, and had agreed to do 
| so frorrnext year for the LSE. 
| The icu already has an 
| agreement with Clearnet, the 
| clearing arm of the French 





Why not mention the war? 


be Nasdaq to London’s New York Stock Ex- 
change, The Neuer Markt would leave 
Euro.NM, a grouping of five European new- 
issue exchanges, which it dominates. Nas- 
daq itself would take a stake in the new ex- 
change, to be renamed Nasdaq-Europe. But 
it isnot certain this can be agreed at the same 
time as the merger. 

Surprisingly, the Deutsche Börse and the 
LSE appear this time to have agreed relatively 
painlessly that they would use Frankfurt’s 
Xetra trading system. The issue was a big ob- 
stacle to the success of the alliance. The tse 
said that it had noobjection to Xetra, but that 


bourse, which will lead to a 

merger. The cH would like Eu- 
rex Clearing to split from Eurex and join this 
alliance, rather than to compete with it. 

For all the disagreement, the two ex- 
changes have managed to be at one over the 
thorny issue of the top jobs. Mr Seifert will, 
unsurprisingly, run the new group. Mr Casey 
is likely to leave. Mr Cruickshank will chair 
the new company, whose headquarters will 
be in London. (His appointment was dis- 
cussed with the Germans before being rati- 
fied.) Rolf Breuer willstep down as chairman 
of Deutsche Börse. He has enough todo in his 
day job, as chairmaneof Deutsche Bank, after 
its failed merger with arch-rival Dresdner. 


the ıse would prefer the Lon- ' 





While the impending merger represents 
a triumph in the politically charged area of 
stock exchanges, much remains to be done if 
Europe’s capital markets are really to achieve 
unity. Perhaps most important, settlement. 
which is where most of the costs lie, remains 
fragmented, though in this area too, consoli 
dation is moving apace. 

And even if London and Frankfurt 
merge at once, that would still leave many 
European exchanges on the outside. For 
Euronext, it will be difficult to maintain a 
sustainable presence outside this London: 
Frankfurt behemoth. Earlier this month if 
proposed a 50/50 alliance with the ise. But 
the use, which sees Frankfurt as a much 
greater prize, has so far failed to respond tc 
the approach. The Irish and Austrian’ ex: 
changes are already in effect tied in to the 
new exchange because they have agreed to 
use Xetra. Others, including the Milan and 
Madrid bourses, are believed to have ap- 
proached Frankfurt, with a view to joining 
the merged entity. 

There is another problem that remains 
outside the power of both exchanges: stamp 
duty. Unlike the Germans, the British charge 
duty ata rate of 0.5% on share buying. The ise 
has lobbied the government to remove it, but 
Gordon Brown, the chancellor of the exche- 
quer, seems loth to cut a'tax that brings in an 
easy £2.5 billion ($4 billion) a year. However, 
he may well be keen to keep Nasdaq, with its 
high-tech cachet, in London. Might the pros- 
pect of getting even with the Germans sway 
his taxation policy? 
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IP...Oh, never mind 


NEW YORK 


AY traders may be able to put up with 
market volatility, but underwriters 
have had enough. A few wild up-and- 
down days on Nasdaq in early April 
spurred talk of mass postponement of new 
public offerings. Now, after weeks of such 
whipsaw action, the exodus is well under 
way. Over the past week, leading under- 
writers such as Credit Suisse First Boston 
have advised many of their clients to hold 
off from testing a weak market. 
Companies that have. filed applica- 
tions for an Initial Public Offering (1P0) of 
their shares are stuck by regulators in a 
“quiet period”. Not only does this con- 
strain the usual hyperbolic marketing. It 
also means their activities are restricted to 
those described in their prospectuses. A 
growing number are chafingat this holding 
pattern and delaying their rros so that they 
can get on with business. 
Over the past two. weeks a record nine 
such firms have formally withdrawn their 
IPOS, including DoveBid, an Internet auc- 


ernst 


tioneer, and Packet Video, a wireless video 
firm. The few pressing on are either in very 
resilient sectors, suchas optical networking 
and semiconductors, or come from estab- 
lished firms, such as arat, whose issue, 
priced on April 26th, of a wireless “tracking 
stock”, was the largest 1po ever. 

All told, some 354P0s have been post- 
poned or withdrawn since March, more 
than the total for allaf 1999. Those few that 
did list over the past week cut their prices— 
some, such as Packard BioScience, a medi- 
cal-equipment manufacturer, by nearly 
half. With more thanéo firms still officially 
in the queue for listing over the next 
month, this retreat could soon become a 
rout as the firms heed their underwriters’ 
advice. And for good reason: the average 
rro this year is now trading at a price 4.3% 
below its first-day close. Offerings led by 
the two top underwriters, Morgan Stanley 
and Goldman Sachs, have fared even 
worse, down 8.8% and 22.4% respectively. 

Is this the end of the tro party? Just a 
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brief pause, reckon most bankers. The 
usual advice is to wait a few months until 
the markets have bottomed out. That 
seems odd, since if they are right and prices 
fall, the amount raised will be even less. But 
increasingly, Internet rms want to issue 
publicly-traded shares less to raise cash 
than as a currency for acquisitions of other 
companies. From that perspective, a 
share’s absolute value is less important 
than that its price is rising. In a weak mar- 
ket, the value of the prey is likely to have 
fallen as much as those of the predators. 
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Asian banks 


AE Sets a PETE SE PTS Py 


Diminishing returns 


BANGKOK, JAKARTA, SEOUL AND SINGAPORE 


‘Those East Asian banks that survived the region’s crash are still struggling to 


jadapt to a changed world 


HE rebound is impressive. But, for East 

Asia’s banks, it is hardly going according 
to plan. Their lending financed much of the 
tigers’ growth during the boom years. So the 
banks were both causes and prime casual- 
ties of the bust. And, as their bad debts 
mounted in 1998, a rapid overhaul of their 
balance sheets was considered essential for 
Asia’s recovery. Yet, even as their loan books 
improve, Asia’s bankers are now confront- 
ing a new worry: that the economies they 
once nurtured will no longer need them. 

Their role in Asia’s recovery has certainly 
been smaller than expected. Instead of lead- 
ing the charge out of recession, it is the banks 
themselves that have been nursed back to 
health by rapidly rebounding demand. 
Booming exports to America, Europe and Ja- 
pan have helped to restore liquidity, and 
governments’ massive fiscal deficits pro- 
vided an important early boost. A revival in 
domestic consumption has injected even 
more life into the recovery. But there has 
been hardly any growth in bank loans. 

The banks have needed massive infu- 
sions of government capital—through both 
purchases of bad loans and direct equity in- 
jections. But the unexpectedly quick re- 
bound has also made a huge contribution to 
their effort to rebuild their balance sheets. 
For a start, many borrowers’ cash flow has 
improved. Asa result, Keith Irving, a regional 
banking analyst for Merrill Lynch in Hong 
Kong, now expects recovery rates from non- 
performing loans of 60-70%, on average, 
compared with 25% for America’s savings- 
and-loans collapse a decade ago. Resurgent 
confidence, along with rising liquidity and 
more stable exchange rates, have also made 
it easier for some banks to raise new equity, 

Big bail-outs; better borrowers; booming, 
ifbouncy, bourses—all three trends have im- 
proved banks’ balance sheets, and boosted 
investors’ confidence in those that have not 
been taken over by the state. That is why, in 
the past 18 months, bank stocks have re- 
bounded sharply across the region, though 
they have mostly failed to keep pace with 
stockmarket indices. Although many banks 
have continued to report big losses, that is 
largely because they are still setting aside 
provisions for bad loans: a process that is 
nearly finished in many cases. So the banks 
may have put their worst days behind them. 
But their future in the region could hardly be 
described as bright. 

Their first challenge is the missing ele- 
ment in East Asia’s recovery: capital invest- 
ment. In some of the region’s economies, 
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there is still, in many industries, an excess of 
productive capacity, And, despite a recent 
plunge in technology shares, much of Asia’s 
new investment will still go into Internet-re- 
lated businesses, which tend to rely more on 
venture-capital funds and portfolio flows 
than they do on bank loans. Moreover, big 
firms in more traditional sectors are keen to 
reduce their bank debt. Besides relying more 
on share issues and internal cash flows, these 
companies hope to replace some of their 
bank loans with debt securities as Asia’s 
bond markets develop. And, of their bor- 
rowing from banks, a greater proportion 
now comes from foreign syndicated loans. 
Nor, these days, are the local banks 
overly keen to lend to some of those compa- 
nies that do want their loans. Not all of the 
region’s conglomerates have changed their 





Indonesia welcomes foreign investors 


ways, and in one bank after another credit 
procedures have been overhauled—away 
from a reliance on the notional value of an 
asset that may not be marketable (a new 
building, for example), and towards a focus 
on the cash flow it may generate. 

So the banks find themselves squeezed: 
they are choosier about lending, while many 
good companies are less keen to borrow. 
They see salvation in emerging Asia’s endur- 
ing allure: that a lot of people live there anda 
growing percentage of them have money. 
Most banks, therefore, are hoping that con- 
sumer banking will save the day. 


Per 
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FINANCE AND ECONOMICS 


Merrill Lynch reckons that in Indonesia 
anc Thailand, for example, 1-2% of retail cus- 
tomers supply 75% of the deposits. Most 
banks believe that if they can tap these 
richer customers—through home mortgages, 
car loans and credit-card lending—they will 
generate much higher returns on equity. 
They also hope to earn more of their reve- 
nues from fees on consumer-oriented ser- 
vices other than lending, such as asset man- 
agement and insurance. And they are 
investing heavily in new technology, includ- 
ing Internet banking. This month two banks 
in Singapore, Oversea Chinese Banking Cor- 
poration and Overseas Union Bank, 
launched Internet banks. 


From tigers to copy-cats 


The Internet also offers another channel for 
foreign banks keen to expand their business 
in the region. Despite a much-touted open- 
ing up of national banking systems after the 
crash, the speed and scope of the foreign in- 
flux has been disappointing. Yet, if there was 
one clear lesson of the crisis, it was about the 
danger of allowing banks to prosper while 
swaddled in cosy government protection. By 
limiting banking licences and keeping out 
foreigners, governments made it easy for 
banks to make money during the long boom. 
They also provided an implicit guarantee 
that the banks would never be allowed to go 
bust. This meant foreign banks helped fi- 
nance their reckless lending, confident that 
they would be repaid. Not only were local 
banks protected from most foreign compe- 
tition; they became the tubes through which 
foreigners could help inflate the bubble. 

When it burst, those foreign banks with 
an existing regional presence were direct 
beneficiaries. They enjoyed a flood of new 
middle-class depositors, fleemg wobbly do- 
mestic banking systems. And, as the crisis 
convinced regulators and banks alike of the 
benefits of a bigger foreign presence, they 
were best placed to take advantage. 

in most countries, the same five or six 
players have been interested from the start. 
One is HsBc, among the world’s biggest 
banks and a monster in Asia. Citibank and 
Standard Chartered also have extensive in- 
terests in the region, as does a smaller player, 
ABN Amro, a big Dutch bank. A couple of 
Singaporean banks also have regional ambi- 
tions, especially Development Bank of Sin- 
gapore (pss), which has made acquisitions 
in Taailand, Hong Kong and the Philippines. 

pBs’s bosses admit that it may have over- 
paid for its Thai acquisition, Thai Danu 
bank. Less problematic was asn Amro’s pur- 
chase of 75% of Thailand’s Bank of Asia, 
which has shown the potential such deals 
can have. One reason for its success is that 
Bank of Asia had already starved its transfor- 
mation in the early 1990s, completing a tech- 
nology overhaul that cut its average branch 
size by more than half, to nine people. 

Toits credit, Thailand has been gradually 
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l HEY seem to be ari endangered spe- 
| cies. In recent years many of Britain’s 
| mutually-owned building societies 
| (thrifts) and life insurers have been turned 
| intopublic companies, sometimes against 
| their will, by their policy- and account- 
| holders, anxious for the cash they receive 
| as part of such a transformation. The latest 
under threat is Standard Life, Europe’s 
largest mutually-owned _life-insurance 
company. This week the insurer, based in 
Edinburgh, has been forced to agree to de- 
| mands to hold a vote on ending its mutual 
| Status. Its nemesis is Fred Woollard, an 
| Australian-born former fund manager 
| based in Monaco. Mr Woollard is a “car- 
| petbagger”—one of those who bought 
| their policy in the hope of making a wind- 
| fall profit from its conversion. 
| Mr Woollard differs from previous 
| generations of carpetbaggers 
(and indeed from the civil- 
| war Yankees for whom the 
| term was coined) in the use 
| of the Internet to run his 
| campaign. But he is no less 
| unwelcome. In a letter in 
March, John Trott, Standard 
Lifes chairman, warned 
| 23m policyholders against 
| 


“carpetbaggers interested 


following through on its pledges to sell 
banks. Elsewhere, however, acquisitions 
have gone slowly. South Korea is showing 
signs of being less xenophobic than it was— 
but only a little. In July 1998, Germany’s 
Commerzbank bought into Korea Exchange 
Bank, and after tortuous negotiations, the 
government finally allowed Newbridge, an 
American private equity firm, to buy a stake 
in Korea First Bank last year. But government 
foot-dragging eventually drove Hspc to 
abandon its efforts to buy Seoul Bank. 

As with its other economic policies, Ma- 
laysia has been singing a different tune on 
bank deals as well. Rather than seeking for- 
eign partners, it is forcing its banks, insurers 
and securities houses to merge into a hand- 
ful of big institutions. The idea is to 
strengthen them before they face foreign 
competition under commitments made to 
liberalise financial services. 

And Indonesia’s attempts to sell banks 
have been abysmal. It agreed to sell 20% of 
Bank Bali to Standard Chartered; but the deal 
was delayed when the bank was embroiled 
in a huge scandal, and then called off when 
protesters at the bank refused to let Standard 
Chartered’s managers into the building. 

Mercifully, that kind of hostility to for- 
eign involvement has been rare. Across the 
region, more mergers and foreign acqui- 
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| 
| 
only in windfall.” 

Are they? Mr Woollard makes no pre- 
tence of altruism. But he claims policy- 
holders have been underpaid for years. | 
And Standard Life's reserves—worth, he | 
says, £10 billion ($16 bilion)-have been | 
inherited from “a group of people you | 
have never met and don’t know, many of 
whom are now dead.” Mr Woollard him- 
self will gain about £150,000 if Standard 
Life goes public. On average, holders of 
“with-profit” policies (ie, those where the | 
sum payable increases in line with the | 
firm’s profits) may receive £6,000. | 

Standard Life, which might become 
vulnerable to takeover after conversion, is 
fighting its corner. It has introduced anti- | 
carpetbagging measures, such as barring | 
new policyholders from receiving any | 
pay-outs from conversion in the next 
three years. A voteondemu- | 
tualisation has to take place 
in the next three months. 
Until then, the 175-year-old 
Scottish insurer will muster 
all its defences. Other sur- 
viving mutuals will be 
watching keenly. If Mr 
Woollard triumphs, other 
online carpetbaggers will be 
much encouraged. | 
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sitions are surely needed. Although their de- 
pendence on bank-financed growth may be 
diminishing, Asia’s economies will still need 
healthy banks to thrive. But banks of a differ- 
ent sort: able to compete in international as 
well as local markets, and less dependent for 
their income on high interest margins from 
loans of dubious quality. That means fewer 
banks, serving a wider range of customers, 
using the best technology and talent avail- 
able. Many survived the crash not because 
they were fittest, but because of their size 
and political connections. Now they need to 
become better banks. 





Australia’s currency 


Surfing dollar 


N LATE 1995, in the wake of the Mexican 
crisis, The Economist argued (with its ton- 
gue only partly in its cheek) that Australia’s 
economy had many of the symptoms Mex- 
ico had before its currency collapsed: rising 
inflation, a huge current-account deficit of 
more than 5% of cpp, and a heavy burden of 
foreign debt. The Australian dollar, we 
thought, looked vulnerable. 
Comparing Australia to a third-world 
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country did not win us many friends down 
under. But we were right about the cur- 
rency—for the wrong reasons. The Aussie 
dollar is now worth almost 30% less against 
the American dollar than at the end of 1996 
The initial cause of its slide was the Easi 
Asian crisis, which hit exports to the region 
(three-fifths of Australia’s trade in 1997) and 
depressed the prices of energy and other 
commodities (also three-fifths of exports). 

However, Asia has now rebounded 
strongly and commodity prices have recov- 
ered. Traditionally, such development: 
should have revived the. Aussie dollar, too: 
instead it continues to flounder. Aftera slighi 
recovery last year, it has dropped by 12% 
since January, to below 59 American cents 
only a tad stronger than at the height of the 
emerging-market crisis in August 1998. Ac 
cording to The Economist's Big Mac index, i 
isnow the most undervalued currency in the 
developed world (see next story). 

Worried that a sliding currency could 
push up inflation, the Reserve Bank of Aus- 
tralia has already increased interest rates 
three times in the past six months, from 
4.75% to 5.75%. Figures due to be published on 
April 28th are expected to show inflation ris- 
ing in the first quarter, to near the top of the 
Reserve Bank's 2-3% target, up from only 1.2% 
a year ago. If so, the Reserve Bank is likely tc 
raise rates again soon. The bank is also wor- 
ried that the planned introduction in July of 
a 10% broad-based goods and services tax 
will give a temporary boost to inflation 
which could spill over into wage demands. 

Australia’s economy is already looking 
pretty hot. It is in its ninth year of expansion, 
with Gop up by 4.3% in the year to Decem- 
ber. America’s robust growth has supported 
a strong dollar, so why not in Australia? 

The problem is that Australia is per- 
ceived by the financial markets as not a 
“new economy”, but an old one, dependent 
on commodities and resources companies. 
Information-technology and telecommuni- 
cation shares account for only 15% of its 
stockmarket capitalisation, compared with 
almost 45% in the United States. 

The tagging of Australia as “old econ- 
omy” is somewhat unfair. Australia does not 
lag other countries in its use of technology. It 
is not far behind America and well ahead of 
Europe and Japan in terms of access to per- 
sonal computers and the Internet, and ahead 
of both America.and Europe in use of mobile 
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ph ones. This should boost future productiv- 
ty. growth. But with no big producers of 
high-tech equipment, investors are giving 
Australia the cold shoulder. 

 — Inäddition, most of Australia’s technol- 
ogy has to be imported. Although the cur- 
rentraccount deficit has narrowed recently, 


| Big MacCurrencies 





thanks to a lower exchange rate, itis still run- 
ning at around 5% of cpr, even larger than 
America’s. From this point of view, it is not 
the weakness of the Aussie dollar that is the 
puzzle, but the strength of the greenback. In 
trade-weighted terms the Australian dollar is 
only 5% lower than its ten-year average. 





NCE AND ECONOMICS 


David Hale, chief economist at Zurich Fi- 
nar:cial Services, suggests that to bolster its 
exchange rate, Australia needs to overcome 
its ald-economy image by renaming its cur- 
rency the “dollar.com”. That would be better 
than calling it the Antipodean peso. 
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“Some people read tea leaves to predict the future. We prefer hamburgers 


TIS that time of the year when The Econ- 
L omist munches its way around the globe 





















¥106, implying that the yen is u% overval- 
ued against the dollar. 


currently 38% below McParity. In contrast, | 
most of the West European currencies out- 
side the euro—notably, sterling, the Danish 
krone and: the Swiss franc—are hugely 
overvalued, by 20-40%. 

Most emerging-market currencies are 
undervalued against the dollar on:a Big 
Mac ppp basis. Besides the Israeli shekel, the 
other main exception is the South Korean "| 
won which, as a result of currency appre- 
ciation, is now 8% overvalued against the 
dollar. In early 1998, at the height of the 
Asian crisis, twas 31% undervalued. 

Adjustment back to ppp does not al- | 
ways come about through a shift in ex- 
change rates, but sometimes through price 
changes. In 1994, for instance. Argentina’s 
peso was 60% overvalued against the dol- 
lar; eel it is spot on McParity—-not be- 
cause the peso has fallen (it is 
fixed against the dollar), but 
because the price of a Big Mac 
has tumbled in Argentina. 

Some readers beef that 














j “inorder to update our Big Mac index. We Despite a single currency, the price of a 
| fs launched this 14 years ago as a light- Big Mac varies considerably within the 
| hearted guide to whether currencies are at euro area—from a bargain $2.09 in Spain to 

~ their “correct” exchange rate. It is not in- a beefy $3.12 in Finland. The average price 

-tended as a precise predictor of exchange (weighted by Gpps) in the 11 countries is 

“rates, but a tool to make economic theory €2.56, or $2.37 at current exchange rates. 
m re digestible. The euro's Big Mac ppr against the dollar is 
- Burgemomics is based on the theoryof — €1 = $0.98, which suggests that the euro is 

_ purchasing-power parity, the notionthata 5% undervalued—considerably less than 
-dollar should buy the same amount inall many market commentators claim. 

- countries. Thus in the long run, the ex- The most undervalued of all the rich- 
change rate between two currencies world currencies is the Australian dollar, 
should move towards the ee 

ae that u ie Dies | The golden-arches standard 

iof an identical basket of | 
goods and services in each | os poplied chee 
country. Our “basket” is a = ‘currency dollars the dollar rate 25/04/00 “Gola 
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„Comparing actual exchange | Chile Peso1,260 2.45 502 514 
rates with pers indicates | China = Yuan9.90 1.20 3.94 8.28 
whether a currency isunder- |; Czech Rep | KorunaS4.37 1.39 207 39.7 
orovervalued. | Denmark DKi24.75 - 3.08 9:86 8.04 

< Thefirstcolumnoftheta- ¿Euro areas €2.56 02:37 0.988 0.938 

ble shows _local-currency | France. FFr18.50 -2,62 7.37 7.07 

| oprices:of a Big Mac; the sec- |> Germany DM4.99 -2.37 1.99 2.14 

| ond converts them into dol- | italy Lire4500.-2.16 1,793 2,088 
lars. The average price of a Big E Spain PRBS 7B: 2.09 149 179° 

Mac (including tax) in four Hong Kong. HK$10:20 1.34 4.06 799 

~ American cities is $2.51. The | Hungary Forint339° 1.21 135 279 
; Giieapest burger among the Indonesia s Rupiahiia, 500. 1.83 5.777 7,945 
-countries in the table is once ee _ Shekell4:5 no 5.78 4.05 
again in Malaysia ($1.19); at AB ANT 106. 
“the other extreme the most Als 1,80 380 
expensive is $3.58 in Israel. | 5020.9 ; 8:33 9.4) 
This is another way of saying | New Zeal and NZ$3.40 1,69 1.35 2.04 
that the Malaysian ringgit is | Poland Zloty5.50. 1,28 2.19 4.30 
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our Big Mac index does not 
cut the mustard. They are 
right that hamburgers are a 
flawed measure of ppr, be- 
cause local prices may be dis- 
torted by trade barriers on 
beef, sales taxes or big differ- 
ences in the cost of non- 
traded inputs such as rents. 
Thus, whereas Big Mac pers 
can be a handy guide to the 
cost of living in countries, 
they may not be a reliable 
guide to future exchange-rate 
movements. Yet, curiously, 
several academic studies 
have concluded that the Big 
Mac index is surprisingly ac- 
curate in tracking exchange 
rates over the longer term. 
Indeed, the Big’ Mac has 
had several forecasting suc- 
cesses. When the euro was 
launched at the start of 1999, 
most forecasters predicted 
that it would rise. But the euro 
has instead tumbled—ex- 
actly as the Big Mac index had 
signalled. At the start of 1999, 
euro burgers were much 
dearer than American ones. 
Burgernomics is far from per- 
fect, but our mouths are | : 














where our money is. 








Aid for AIDS 


The HIV epidemic is exacting a huge economic toll on poor countries. Can 


economics help to provide a remedy? 


UST occasionally, huge issues command 

the huge attention they deserve. The 

aips epidemic, which now affects 34m 
people worldwide, 95% of whom live in 
poor countries, has finally risen to the top 
of the development agenda. Al Gore, 
speaking in January to a special session on 
Atps at the United Nations Security Coun- 
cil, called it “a security threat of the greatest 
magnitude”. James Wolfensohn, president 
of the World Bank, recently suggested that 
there would be “no limit” to funds for 
fighting the disease. The subject is likely to 
be on the agenda of rich-country leaders at 
their next gathering in Japan. 

Not before time. The statistics on Alps 
are chilling. The disease is already the 
fourth-biggest cause of death in the world. 
And it has spread with remarkable feroc- 
ity. Every day, more than 15,000 new peo- 
ple are infected, about half of whom are 
aged between 15 and 24. In 1982, Uganda 
was the only country where 2% of the adult 
population was infected with Hiv. Today, 
21 countries have an adult infection rate 
above 7%, and in at least five African coun- 
tries more than one adult in five has niv. 

The result is a rapid reversal of the im- 
provement in the quality of life that has 
taken place over the past 50 years. Life ex- 
pectancy is falling in numerous countries. 
Inthe hardest hit, such as Botswana or Zim- 
babwe, average life-expectancy will soon 
be 17 years shorter that it would have been. 
Since aips disproportionately hits adults 
in their childbearing years, the epidemic 
has brought an explosion in the number of 
orphans. Before aips, one in 50 children in 
poor countries was an orphan. In some 
countries today, the rate is one in ten. 

As well as causing massive human suf- 
fering, aips has a particularly pernicious 
economic impact. By weakening and kill- 
ing adults in the prime of their working 
lives, it lowers productivity and erodes 
countries’ skill bases. According to a report 
by ING Barings, an investment bank, al- 
most 19% of all skilled workers in South Af- 
rica will have Hiv by 2015. Paying for even 
basic treatment depletes private savings 
and places huge demands on public 
health-care systems. According to the 
World Bank, in any given country,one year 
of basic medical treatment for one person 
costs about twoto three times national Gop 
per person. So, as the disease spreads, 
spending on health care can rise massively. 

Allof these factors have a direct impact 
on economic growth. Conservative World 


Bank estimates suggest that overall growth 
in Gpp-per-person is barely affected while 
a country’s overall infection rate remains 
below 5%. Once the disease reaches 8% of 
the adult population, per capita growth is 
0.4 percentage points per year lower than 
it would otherwise have been. Once infec- 
tion rates exceed 25%, the cost to economic 
growth is at least one percentage point per 
year. That is an enormous toll. In Africa, an- 
nual per capita growth has averaged only 
1.2% per year in recent years. 

Given these mind-boggling statistics, 
the international spotlight on aips is long 
overdue. In the short term, the focus will be 
on preventing the disease’s spread by 
changing behaviour. It is worth remem- 
bering that half the population of poor 
countries lives in areas where there is still 
time to prevent an epidemic. And there 
are successful examples of aips preven- 
tion programmes. Senegal, for instance, 
has one of the lowest infection rates in 
Africa after a massive national pre- 
vention campaign. 


On the public goods train 


In the longer term, most experts 
agree, a vaccine will be a crucial 
part of the anti-arps arsenal. Un- 
fortunately, hardly any money 
is being spent on developing 
one. Governments and priv- 
ate firms together spent a 
mere $300m on Arps vaccine 
research last year, of which 
only a tiny fraction was 
spent on research into 
vaccines specifically for 
poor countries. (Compare 
that with the $3 billion 
plus that is spent on Alps 
treatment drugs in North 
America and Europe). The 
reason is simple: an AIDS vac- 
cine is an international public 
good, and though it would benefit 
many countries, no single one has a big 
enough incentive to finance the necessary 
research. Nor, since most alps sufferers are 
in poor countries that can only afford very 
cheap vaccines, do drug companies have 
incentives to invest. Recent research sug- 
gests that the benefits of vaccines to poor 
countries could exceed returns to a private 
developer by a factor of ten. 



























One traditional way to provide public 
goods is through the public sector. A non- 
profit group, the International atos Vac- 
cine Initiative (Avi), provides an interest- 
ing twist on this approach. ravi receives 
money from foundations and govern- 
ments, and invests directly in individual 
groups of aips researchers. Instead of de- 
manding a slice of future revenues, ravi in- 
sists that a successful vaccine must be dis- 
tributed cheaply in poor countries. 

Another approach is to create the right 
incentives for the private sector to produce 
a vaccine. How to do so has been the focus 
of much sophisticated thought in the 
World Bank, and among academics and 
govemments. The most ambitious goal is to 
create a market for vaccines, by promising 
to buy a future vaccine at a specific price. 
One option, suggested by Michael Kremer 
and Jeffrey Sachs of Harvard University, is 

to set up a “purchase fund” that would 
guarantee to buy effective vaccines for 
aips and other communicable diseases 
such as malaria at a particular price. 
Governments, international institu- 
tions and private foundations could 
pledge money for such a fund. 

There is, however, a difficulty: 
how to commit resources credibly (so 

that firms believe the money will be 
there), without actually tying them 
up in advance (which would have a 
huge opportunity cost). For gov- 
ernments, one option is to pro- 
mise future tax credits. The 
American government has al- 
ready gone a step in that direc- 
tion by announcing a $1 bil- 
lion programme of tax 
credits over the next 20 
years. The credits would 
match drug firms’ sales of 
eligible vaccines to poor 
countries. 

Another way to in- 
dicate commitment to a 
future market is for inter- 

national institutions to 
jack up their purchases of 
existing vaccines: Several 
vaccines for common poor- 

country diseases go unused, even 
at prices as low as $2 a dose. By financing 
better vaccine programmes today, the 
World Bank and other agencies would 
both help today’s poor and send a signal 
that they would buy a future aips vaccine. 
If today’s focus on arns:leads to action on 
all these ideas, there could be dramatic pro- 
gress, not just on aps, but on many other 
poor-country diseases. 
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In praise of amateurs 


Despite the specialisation of scientific research, amateurs are still making 


valuable contributions 


URING the scientific 

revolution of the 17th cen- 
tury, scientists were largely 
men of private means who 
pursued their interest in natu- 
ral philosophy for their own 
edification. Only in the past 
century or two has it become 
possible to make a living from 
investigating the workings of 
nature. Modern science was, in 
other words, built on the work 
of amateurs. Today, science is 
an increasingly specialised and 
compartmentalised subject, 
the domain of experts who 
know more and more about 
less and less. Perhaps surpris- 
ingly, however, amateurs— 
even those without private 
means—are still important. 

A straw poll carried out at a meeting of 
the American Association for the Advance- 
ment of Science by astronomer Richard 
Tresch Fienberg found that, in addition to his 
field of astronomy, amateurs are actively in- 
volved in such fields as acoustics, horticul- 
ture, omithology, meteorology, hydrology 
and palaeontology. Far from being crack- 
pots, amateur scientists are often in close 
touch with professionals, some of whom 
rely heavily on their co-operation. 





| Seteice and Technology correspondent 

The Economist is looking for a new Science and 
Technology correspondent, to be based in 
London. Applicants need not necessarily have 
journalistic experience, but they must possess a 
clear and witty writing style and a wide- 
ranging enthusiasm for the subjects. The bulk 
of the job will involve writing about technol- 
ogy rather than pure science, though the ideal 
candidate will be able to do both. That candi- 
date will also realise that the word “technol- 
ogy” applies to things other than computers 
and the Internet. Applications should include 
an article suitable for publication in the section 
and should be emailed (in plain text or Mi- 
crosoft Word format) to scijob@economist.com, 
or posted to: The Science and Technology edi- 
tor, The Economist, 25 St James's Street, London 
swia 1HG. The closing date is May 22nd. 
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Admittedly, some fields are more open 
to amateurs than others. Anything that re- 
quires expensive equipment, such as experi- 
mental particle physics, is clearly a no-go 
area. And some kinds of research can bedan- 
gerous: most amateur chemists, jokes Dr 
Fienberg, are either locked up or have blown 
themselves to bits. But amateurs can make 
valuable contributions in some unlikely 
areas. Earlier this month, for example, a 
“High-Energy Astrophysics Workshop for 
Amateurs” was held in Huntsville, Alabama. 
It was motivated in part by the fact that ob- 
servations of gamma-ray bursters, currently 
some of the sexiest objects in astrophysics, 
have recently proved to be within the grasp 
of advanced amateur astronomers. 

Meanwhile, scientists in other disci- 
plines are also relying on amateurs to gather 
data, collect specimens and help make new 
discoveries. Several groups have emerged to 
foster co-operation between professionals 
and amateurs in fields from rocketry to pa- 
laeontology. And the rise of the Internet has 
made it easier than ever before to forge such 
links, collect data and distribute results. 

Exactly which field of study has bene- 
fited most from the contributions of ama- 
teurs is a matter of some dispute. Dr Fien- 
berg, who is also publisher of the magazine 


Sky & Telescope, makes a strong case for as- 
tronomy. There is, he points dut, a long tradi- 
tion of collaboration between amateur and 
professional skywatchers. Numerous com- 
ets, asteroids and even the planet Uranus 
were discovered by amateurs. Today, in ad- 
dition to comet and asteroid spotting, ama- 
teurs continue to do valuable work observ- 
ing the brightnesses of vamable stars and 
detecting novae (“new” stars) in the Milky 
Way and supemovae in other 
galaxies. Amateur observers 
are helpful, says Dr Fienberg, 
because there are so many of 
them (they far eutnumber pro- 
fessionals) anc because they 
are distributed all over the 
world. This makes special 
kinds of observations possible: 
if several observers around the 
world accurately record the 
time when a star is “occulted” 
(that is, eclipsed) by an aster- 
oid, for examp»e, it is possible 
to derive usefal information 
about that astemid’s shape. 

In recent years, new tech- 
nology has closed the gap be- 
tween amateur and profes- 
sional astronomers. The use of 
charge-coupled devices and 
computer-conteolled motor- 
ised telescopes enables amateurs to capture 
images of far fainter objects than ever be- 
fore.Warren Offutt, a retired engineer, is do- 
ing valuable work observing *xtremely faint 
trans-Neptunian objects—small, icy bodies 
beyond the orbit of Neptune: With such ob- 
jects, and with asteroids, several observa- 
tions are required in order te pin down an 
accurate orbit. Observing-time on the large 
telescopes used by professianals is strictly 
rationed, so amateurs have stepped in to fill 
the gap. And with gamma-ray bursters, 
which flare up and die away quickly within 
a few hours, amateurs have the advantage of 
being able to respond faster than profes- 
sional astronomers who have to book tele- 
scope time far in advance. 


For the love of the game 


Another field in which amateurs have 
traditionally played an important role is pa- 
laeontology. Adrian Hunt, a palaeontologist 
at Mesa Technical College ir New Mexico, 
insists that his is the field in which amateurs 
have made the biggest contribution. Despite 
the development of high-tech equipment, 
he says, the best sensors for finding fossils are 
human eyes—lots of them. So like many pa- 
laeontologists, Dr Hunt depends on the as- 
sistance provided by amateus. Finding vol- 
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unteers to look for fossils is not difficult, he 
says, because of the near-universal interest 
in anything to do with dinosaurs. As well as 
helping with his research, he adds, volun- 
teers learn about science, a process he calls 
“recreational education”. 

Rick Bonney of the Cornell Laboratory 
of Omithology in Ithaca, New York, con- 
tends that amateurs have contributed the 
most in his field. There are, he notes, thought 
to be as many as 60m birdwatchers in Amer- 
ica alone. Given their huge numbers, and the 
wide geographical coverage they provide, 
Mr Bonney has enlisted thousands of ama- 
teurs in a number of research projects. Over 
the past few years their observations have 
uncovered previously unknown trends and 
cycles in bird migrations and revealed de- 
clines in the breeding populations of several 
species of migratory birds, prompting a hab- 
itat conservation programme. 

Mr Bonney began collaborating with 
amateurs primarily for educational reasons. 
All participants in his programmes are sent 
literature explaining the hypothesis behind 
each experiment, and how their observa- 
tions are used to test it—thus emphasising 
the mechanism of scientific inquiry. But de- 
Spite its genesis as a solely educational pro- 
ject, Mr Bonney’s work with amateurs has 
resulted in “real” science, in the sense that it 
has led to several articles published in refer- 
eed journals. Such projects, he says, do more 
than simply teach science and produce new 
results: they can also help to improve the 
public image of scientists. 

Whatever the field of study, collabora- 
tion between amateurs and professionals is 
not without its difficulties, Not everyone, for 
example, is happy with the term “amateur”. 
Dr Hunt says he prefers “avocationalist’, 
while Mr Bonney has coined the term “citi- 
zen scientist” because he felt that other 
words, such as “volunteer”, sounded dispar- 
aging. A more serious problem is the ques- 
tion of how professionals can best acknowl- 
edge the contributions made by amateurs. 
Dr Fienberg says that some amateur astrono- 
mers are happy to provide their observa- 
tions, but grumble about not being reim- 
bursed for computer disks and tapes, or 
postal charges. Others feel let down when 
their observations are used in scientific pa- 
pers, but they are not listed as co-authors. 
And Dr Hunt says some amateur palaeon- 
tologists are disappointed when told that 
they cannot take finds home with them. 

These are legitimate concerns, but none 
seems insurmountable. Provided amateurs 
and professionals agree the terms on which 
they will work together beforehand, there is 
no reason why co-operation between the 
two groups should not flourish. Last year 
Shawn Carlson, founder of the Society for 
Amateur Scientists, won a MacArthur Foun- 
dation award worth $290,000 in recognition 
of his work in promoting such co-operation. 
He says that one of the main benefits of the 
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nisation going), is the endorsement it has 
given to the contributions of amateur scien- 
tists, which has done much to silence critics 
among those professionals who believe sci- 
ence should remain their exclusive preserve. 
At the moment, says Dr Carlson, the soci- 
ety is involved in several schemes, including 
an innovative rocket-design project and the 
setting up of a network of observers who will 
search for evidence ofa link between low- 
frequency radiation and earthquakes. The 
amateurs, he says, provide enthusiasm and 
talent, while the professionals provide guid- 
ance “so that anything they do discover will 
be taken seriously”. Having laid the founda- 
tions of science, amateurs still have much to 
contribute to its ever-expanding edifice. 


Counterfeit prevention 


The colour of 
money 


EXT time you get hold of a new Ameri- 

can $20 bill, take a close look at the 
number “20” printed on the bottom right- 
hand corner of its face side. From head on, 
the 20 looks green. But tilt the note a little and 
the number will tum black. At least it 
should—because if it does not, then your bill 
is funny money. 

Security inks that change colour de- 
pending on the viewing angle are already 
commonly used in many banknotes around 
the world to confound would-be counter- 
feiters. Since the colour changes are due to 
the optical properties of pigments in the ink, 
it is impossible for even the fanciest photo- 
copiers or printers to duplicate them. The 
pigments, made by Flex Products of Santa 
Rosa, California, are becoming more popu- 
lar: in May they will appear in the new 
American $10 bills for the first time, and they 
will also be used in euro notes when Eu- 
rope’s single currency eventually makes its 
debut in physical form. 

But some forgers are interested in copy- 
ing more than just money. Flex thinks that it 
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can make life more difficult for them too, us- 
ing the same sort of technology that makes 
ink change colour. At a meeting of the Ma- 
terials Research Society in San Francisco last 
week, Christopher Lantman, a materials sci- 
entist at Flex, described some of the com- 
pany's new ways to make identity cards and 
other documents harder to copy. 

Security inks exploit the same principle 
that causes the vivid and constantly chang- 
ing colours of a film of oil on water. The key is 
that the light is bouncing off two surfaces, 
that of the oil and that of the water layer be- 
low it. When two rays of light meet each 
other after being reflected from these differ- 
ent surfaces, they have each travelled 
slightly different distances. Because light is 
an electromagnetic wave, the peaks and 
troughs of each ray then interfere either con- 
structively, toappear bright, or destructively, 
to appear dim. The distance the two rays tra- 
vel determines which wavelengths, and 
hence colours, interfere constructively and 
look bright. Since the distance the rays travel 
changes with the angle as you look at the sur- 
face, different colours look bright from dif- 
ferent viewing angles. 

This principle of producing colour by in- 
terference has been known for well over a 
century, but only recently have companies 
such as Flex been able to control the deposi- 
tion of materials tosuch a degree of precision 
that they can reliably produce the desired ef- 
fect. The pigments that Flex makes for the se- 
curity ink consist of flakes less than a thou- 
sandth of a millimetre thick suspended in a 
liquid. Each flake contains several layers of 
different materials whose thickness must be 
controlled to within a few atoms. 

The process for making the potentially 
secure identity cards and documents is even 
harder to mimic. The cards are made by 
covering a plastic substrate with an interfer- 
ence coating similar to the security ink, and 
then carefully blasting it with a laser. To 
make the coating, a ceramic material such as 
silicon oxide is sandwiched between two 
metal layers. Together, these three layers 
(which are deposited one by one in a vac- 
uum) are less than a thousandth of a mil- 
limetre thick and, as with the security ink, 
the thickness of each layer must be con- 
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trolled to within a few atoms. 

Inaddition to changing colour, however, 
the coating has the correct properties to 
createa finely tuned “optical cavity” thatcan 
trap the laser’s energy. When the laser beam 
is focused ona desired spot,enough energy is 
concentrated there to blow the unfortunate 
material away. A detailed pattern can thus 
be produced on the card, since coloured light 
will be reflected where the coating remains, 
while the areas where it was blasted off will 
appear dark. Using this process, images of 
photographic quality can be built up from 
millions of tiny light and dark spots. Because 
of the interference effect, these images 
change colour when viewed at different an- 
gles. Any forger trying to duplicate such a 
card would have a tough time. 

Dr Lantman reckons that this technol- 
ogy has become practical only recently, with 
the availability of high-quality, low-cost la- 
sers, and with techniques and instrumenta- 
tion to control carefully the deposition of 
materials in a vacuum chamber. Flex has al- 
ready demonstrated commercial samples to 
a few firms (they will not say which) that are 
interested in high-security identity cards, 
credit cards and even secure labels and cer- 
tificates for expensive goods. In the future, 
Flex hopes tobe able to make similar security 
devices for cheaper items, such as logos on 
clothing that would identify them as the 
genuine article. It all sounds like bad news 
for counterfeiters everywhere. 
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African forests 


Growing or 
going? 


SANY environmentalist will sorrowfully 

tell you, Africa’s forests are disappear- 

ing at terrible speed. The reason, some will 

assert, is population growth: people are the 

enemiesof trees. Yet the picture that emerges 

from a growing body of fieldwork in Africa is 
more complex—and less glum. 

The forests are certainly vanishing, but it 
now appears that far fewer trees have gone 
than was once thought. The reason is that 
there were notas many trees in the first place 
as most estimates suggest. In an article in the 
latest issue of Population and Development 
Review, Melissa Leach and James Fairhead, 
two British academics, calculate that Côte 
d'Ivoire in 1900 probably had 7m-8m hect- 
ares (17m-20m acres). The usual estimate, 
first made two decades ago, is about 14.5m 
hectares. The subsequent loss of forests has 
been rapid and accelerating, but even so the 
rate of loss is only about 40% of that com- 
monly supposed. 

Moreover, much of the forest of West Af- 
rica’s past is neither as ancient nor as undis- 
turbed as is generally thought. Some of the 


THE ECONOMIST APRIL 29TH 2000 


Je Ce 


pees 


SCIENCE 


hm adh eo 





SHEFFIELD 


OMMERCIALLY reared chick- 

ens can be unusually aggres- 
sive, and are often kept in dark- 
ened sheds to prevent them 
pecking at each other. Their abnor- 
mal behaviour has fuelled heated 
debates about animal welfare, but 
very little research has been done 
to find economically viable ways 
to prevent it. At a meeting of the 
Association for the Study of Ani- 
mal Behaviour in Sheffield last 
week, however, Lesley-Anne King 
of the University of Oxford 
showed that altering the birds’ 
environment, by adding bales of wood- 
shavings to their pens, can work wonders. 

The British poultry industry produces 
13m broiler or meat chickens each week. 
Broiler breeders are the parent stock of 
those chickens. They live for 60 weeks, 
while their offspring last only six. While 
the latter are fed generously to produce 
high-quality body muscle quickly, how- 
ever, breeders are fed a controlled diet to 
ensure that they produce viable eggs. But 
chickenson sucha diet tend to be more ag- 
gressive and drink up to 25% more. They 
peck at each other's heads and can inflict 
lethal injuries, It is to minimise such inju- 
ries that breeders are kept in semi-dark- 
ness: in low light conditions they move 
around less and behave less belligerently, 
though they are also more prone to oph- 
thalmic disorders. Meanwhile, the excess 
fluid they excrete causes increased levels 
of ammonia in the atmosphere that can 
lead to respiratory problems. 

Miss King wanted to know whether 
enriching the broiler breeders’ physical 
environment would help. Working with 
Premier Poultry, a British company, she 
studied 16,000 young hens in three houses. 














most famous forest reserves, such as Ziama 
in Guinea or the Gola in Sierra Leone, were 
largely savannah or even farm land a cen- 
tury or soago. Ina book published in 1998, Dr 
Leach and Dr Fairhead argued that large 
tracts of supposedly undisturbed forest 
were actually regrowth on areas which had 
been intensively cultivated until the slave 
trade reduced the population. 

More intriguingly, the researchers draw 
together evidence that forests are actually in- 
creasing in some parts of Africa, thanks to a 
combination of climate change and popula- 
tion growth, two factors generally assumed 
to drive deforestation. In the past 600-700 
years, they believe, Africa’s climate has 
grown more humid. Areas once too dry for 
trees can now support them. 


How to deal with chicken-rage 





Are you looking at me? 


When they were six days old, bales of plas- 
tic-wrapped wood-shavings were intro- 
duced to half the pens in each house, 
which already contained drinkers, 
perches and litter floors. She collected 
video data of the birds’ behaviour every 
two weeks for 18 weeks, randomly singling 
out individuals and following them for 
ten minutes at a time. She found that the 
presence of the bales dramatically altered 
their behaviour. 

In the control pens—without the 
bales—the birds spent 7% of their time 
drinking and 1% attacking others. More- 
over, they pecked repeatedly at the air, 
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which is also considered unhealthy be- 
haviour. Those in the enriched environ- 
ment, however, drank for half as long,and 
their aggressive head-pecking was all but 
eliminated. Instead, they spent far more of 
their time—up to a third—pecking at the 
inanimate objects in the pens. This sug- 
gests that bales could diminish aggres- 
sion, reduce injuries, and mitigate respira- 
tory and (if the lights can be safely turned 
up) ophthalmic problems. It might even 
improve productivity, because a happy 

chicken is a productive chicken. aH 


Even more surprising, they point to stud- 
ies from several African countries, including 
Côte d'Ivoire and the Central African Re- 
public, which suggest that people may 
sometimes be good for trees. Their own field- 
workin Ghana and Guinea found that farm- 
ers often suppress the brush fires that other- 
wise destroy vegetation; they enrich the soil; 
and they deliberately preserve or transplant 
trees for fruit, medicine, shelter or timber. 

If this analysis is right—‘we think a ma- 
jor shift is occurring right across Africa,” says 
Dr Leach—then the faster environmentalists 
and aid organisations catch up with it, the 
better. With the help of a friendlier climate 
for trees, peasant farmers may yet be the bas- 
tions of African reforestation. 
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com 's valuation 
oily be right? 


Tom Copeland on 


VALUATION 


June 22-23, 2000 - Cambridge, Massachusetts 


There is still a discipline of rigorous valuation, Learn it in this two-day 
seminar led by Tom Copeland and Jack Murrin, the people who literally 
co-wrote the most widely read book on valuation, Valuation: Measuring and 
Managing the Value of Companies. 


Created by Tom Copeland, Director of Monitor Corporate Finance, for senior 
executives interested in cutting-edge theory and practice, Valuation will equip 
you with the latest tools for making sense of value in both the old and new 





Ajuntament de L'Hospitalet 


L'Hospitalet City Hall is interested in 
contracting the services of municipal waste 
collection, street cleaning and sewer cleaning 
in the city of L'Hospitalet. 


Duration: 9 years and 6 months 

Budget: To be presented by bidders 
Deadline for submission of bids: Noon of the 
day following the 90th calendar day from 
the day after the last time the notice is 
published in the Official Bulletins (DOCE, 
BOE, BOP or DOGC). 


The technical and economic bidding 
specifications are available for interested 
companies at the following website: 
http://www.|-h.es/cat/contracat.htm and at 
the City Hall's Contracting Service, 5"" Floor, 





economies, including: 
fundamentals of valuation making sense of multiples 
harnessing the value of real options valuing e-commerce companies 
mergers and acquisitions making investments 


during office hours. 


L'Hospitalet, the seventeenth of March two 
To register or for more information: 

call 1.888.777.7311 fax 617.252.2100 thousand. 

email execed®@monitor.com 


































EFFECTIVE NEGOTIATIONS 
NaN ERA or RAPID CHANGE 


m ESSENTIAL SKILLS FOR IMPROVING NEGOTIATIONS IN GOVERNMENT & BUSINESS 





i 28 MAY - 2 JUNE 2000 HILTON HOTEL SINGAPORE 
THE PROGRAMME 














Negotiation cat” spell the | Effective Negotiations in an Era of Rapid Change is a six-day executive programme designed to help you enhance 
difference b closing the big | your negotiation skills through mastery of cutting-edge negotiation techniques taught by international experts 





deal, retai 
securing aS 


he best workers, | from the National University of Singapore, Harvard University and Conflict Management Group. 

ary outcome for a Participants will be provided with a conceptual framework to prepare for and conduct negotiations, improve their 
client, and achieving the mission of a | ability to prevent and resolve disputes, and increase the return on a negotiated agreement. The workshop will 
public agency - or not, Increasingly, | focus on skill development in five key areas: 

scholars and practitioners recognise 
that negotiation pervades work. To be 
successful, strong negotiation skills 


~ Increasing the return on internal and external negotiations, 
~ Formulating effective process design, 


are a must. ~ Succeeding in multiparty negotiations, 
~ Overcoming impasse, and 
ORGANISED BY ~ Preventing disputes. 


Targeted participants include senior corporate executives, members and partners of law firms, senior government 
officials, members of the diplomatic corps and senior decision-makers at universities. 


The Publie e 
Fhe ACON E d ka boii THE DETAILS 


I oamtad 0 


B All sessions will be conducted in English and will run from 9:00am - 5:30pm daily. The programme fee of S$2,472 
sears è pens srw a Rog (inclusive of GST) covers programme materials, daily lunches and tea breaks and an opening 


CONTACT US 


For a copy of our brochure or enquiries, contact us at (65) 874 6134 or e-mail mppgen3@nus.edu.sg 
For details and updates, visit our website at www.fas.nus.edu.sg/mpp/negotiations/index.htm 
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Watery graves 


GAZIANTEP, TURKEY 








When Turkey’s Birecik dam begins filling up at the end of the month, 
thousands of archaeological treasures are likely to be lost. Does anyone care? 


CORAL-PINK prawn, a frolicking dol- 
phin. With each gentle prod of the pick, 
another brilliantly coloured sea creature 
springs from the earth to reveal an elaborate 
mosaic floor featuring Oceanus, a mytholog- 
ical god of the seas. The mosaic lies within 
the atrium of a lavish villa in Zeugma, a stra- 
tegic port city of the classical period that was 
built on a terraced hillside overlooking the 
Euphrates river. 

Witha bit of luck, and much painstaking 
work, the small clutch of archaeologists that 
is working on the site will soon lift the panel 
and remove it to the museum in the southern 
city of Gaziantep. But countless other trea- 
sures—some recorded, others still awaiting 
discovery—will be buried under the waters 
of the Euphrates when the newly completed 
Birecik dam, just 500 metres downstream, 
starts filling upon April 29th. Atleast 82 other 
sites, some dating as far back as the Palaeo- 
lithic period, will also be engulfed. So, too, 
will nine villages, displacing thousands of 
local inhabitants. 

Archaeologists 


who have studied 
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Zeugma believe that the size and richness of 
the site make it unique. “We are about to wit- 
ness a great tragedy,” says Catherine Abadie 
Reynal, a French archaeologist who has 
been digging there since 1996. “A second 
Ephesus is about to be lost. And no one 
seems to have lifted a finger to stop it.” 

While Mrs Reynal and her fellow ar- 
chaeologist, Daniel Frascone, are speaking, 
Hakki Alhan, director of the Gaziantep mu- 
seum, is furiously working the telephones to 
secure official permission for the pair to join 
the Turkish excavation team for a last- 
minute effort at salvaging what they can. 
“Their papers are in order, the foreign minis- 
try has them, our|culture] ministry has them, 
but the Security Directorate in Ankara says 
they don't,” Mr Alhan explains, throwing his 
hands up in despair. Earlier this month, the 
French team was given 15 days to work in 
Zeugma; five have gone already. 

The scene is an example of the sort of 
bureaucratic inertia which has allowed so 
many of Turkey’s historical riches to disap- 
pear, including the remains of Samosata, the 


glorious regional capital of the Roman kings, 
which was submerged in the early 1990s 
under another Euphrates dam, the Ataturk. 

Back in Ankara, Guzen Koksal, a culture- 
ministry official, insists that the “real pro- 
blem” is not red tape and negligence, but a 
shortage of funds. “Don’t ask me why,” she 
saic. “Butour budget is shrinkingall the time, 
and nobody ever consults us before they de- 
cide to build dams.” The ministry's share of 
the national budget has been reduced this 
year to an all-time low of 0.02%. “We can 
barely afford to pay our employees let alone 
finance excavations,” said Mrs Koksal. “We 
are helpless.” 

Zeugma has attracted little international 
attention over the years; few Turks, let alone 
foreigners, are even aware that it exists. The 
only recent Turkish reference to its immi- 
ment demise appeared last month on the 
back page of a little-read Islamic newspaper. 
Yet western scholars have known for more 
than twocenturies that Zeugma was built by 
Seleucus 1 (358-280 Bc), one of Alexander the 
Great's successors, as the site of a crucial 
bridge linking Anatolia and Mesopotamia 
on the silk route to China. To secure the 
bridge, he also founded another city on the 
rivers Opposite bank, naming it Apamea 
after his Persian queen. 

Later, Zeugma (a Greek word for 
“bridge”) was taken over by the Romans and 
tumed into an opulent fortress city that 
housed 5,000 soldiers and stretched across 
an expanse twice the size of Roman London 
and three-and-a-half times that of Pompeii. 
In the 19th century, looters began removing 
Zeugma’s mosaics, some of which are now to 
be found in museums in Berlin and St Peters- 
burg. Ironically, it was not until 1992, when a 
local peasant discovered a looter’s tunnel 
leading to the remains of a Roman villa, that 
the Turkish authorities were alerted to the 
significance of the site. The splendour of the 
mosaic floor depicting the “Wedding of Di- 
onysus and Ariadne”, which was stolen six 
years later (see next story), galvanised the 
Gaziantep museum into action. Three more 
villas were uncovered when the first official 
excavations were begun. 

“It was around that time that we heard 
the dam would be built,” recalls Rifat Ergec, 
a former director of the Gaziantep museum 
and an archaeologist who has worked at 
Zeugma. “We were horrified.” Despite calls 
for additional funds to speed up and 
broaden the excavations, it was not until 
1996, when the dam began to be built, that 
the culture ministry launched an interna- 
tional appeal to help save Zeugma’s trea- 
sures. Dr Reynal was among the first to 
respond. Over the past four years, more than 
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ZEUGMA, TURKEY 


NE chilly spring morning eight years 
ago, Nusret Ozdemir, a Turkish 
farmer with a passion for archaeology, 
stumbled on a big hole while strolling 
through the hills above his village. When 
he looked in, he discovered dozens of small 
tunnels. “I knew instantly that the smug- 
glers had been foraging there,” Mr Ozde- 
mir reminisced recently at his home in the 
village of Belkis. “It was like a miniature 
coal mine.” 
Mr Ozdemir alerted the authorities at 
the Gaziantep museum, who discovered a 
stunning mosaic panel depicting the 
“Wedding of Dionysus and Ariadne” at the 
end of the tunnels, and thus the town of 
Zeugma. Six years later Mr Ozdemir was ar- 
rested and tortured by local gendarmerie 
forces and charged with stealing the piece. 
The theft is not unusual. Turkey is 
probably the largest single supplier of illicit 
antiquities to the West. “Turkey has more 
ancient Roman towns than Italy and more 
antique Greek sites than Greece,” says Oz- 
gen Acar, an investigative journalist who 
has made a career out of tracing Turkey’s 
plundered wealth. “It's a smugglers’ 
dream.” It may always have been. T.E. Law- 
rence, writing in 1913 from an illegal dig ata 
Hittite cemetery not far from Zeugma to an 
eminent British archaeologist, David Ho- 
garth, said it all: “The Hittite graves were 
| full of great bronze spears and axes. Tomor- 








row I return there to gather up, I hope, Hit- 
tite bronze weapons in sheaves—unless 
the police get there first.” 

Over the past few years, Turkey has 
launched an aggressive campaign to repa- 
triate its heritage. The results, helped by Mr 
Acar’s detective work, have been impres- 
sive. The Metropolitan Museum of Art in 
New York, for example was forced to sur- 








A bride for barter? 


render the Lydian hoard looted from Tur- 
key in the early 1960s. Rice University in 
Houston, Texas, recently agreed to return a 
mosaic medallion after it was found to fit 
perfectly into another pillaged Zeugma: 
panel, which had to be sent over to 
America for a “paternity test”. 

The whereabouts of the “Wedding of 
Dionysus and Ariadne,” however, remains 
amystery. Mr Ozdemir has been cleared of 
any wrongdoing and is now a trusted mu- 
seum employee. Meanwhile, eight of his 
fellow villagers are being tried on charges 
of orchestrating the heist. Museum officials 
believe, however, that they too are 
innocent. 

So who is really to blame? Many in Bel- 
kis believe the local gendarmerie played a 
role in the snatch. Rifat Ergec, the then mu- 
seum director, recalls one of the gen- 
darmes erasing fingerprints at the scene 
and walking all over the footprints the 
thieves had left behind. The villagers’ trial 
may be part ofa cover-up. But according to 
Mr Acar, the true culprits may belong to 
one of the four clans that control Turkey’s 
antiquities. mafia. “The villagers, maybe 
some local officials; they are the providers, 
the facilitators, but they earn peanuts,” he 
says. Experts estimate the racketeers could 
earn up to £30m ($47m) for the mosaic 
from collectors in: America or Japan. With 
its 12 figures and brilliant colours it is re- 
garded.as one of the finest specimens of its 
kind. “We will be watching very closely,” 
warns Mr Acar, before reciting his favour- 
ite Latin proverb: “Caveat emptor.” 





15 mosaic panels have been rescued, to- 
gether with scores of bronze figurines, tens of 
thousands of clay seals and other artefacts 
now on display at Gaziantep. Among the 
new treasures still being uncovered is a vo- 
luptuous ivory statuette of Aphrodite. 

“The big question now,” says Dr Ergec, 
“is whether the tragedy will be repeated.” He 
is referring to Hasankeyf, a medieval town 
straddling the Tigris river (see page 57). With 
the exception of a citadel and some troglo- 
dyte dwellings, much of the site, including 
the remains of a stone bridge that once 
linked the two parts of the town, is set to van- 
ish once a proposed dam four times the size 
of Birecik is built there by a British-led 
consortium. 

Unlike Zeugma, Hasankeyf has elicited a 
flood of international sympathy, in part be- 
cause it lies within the Kurdish heartlands. A 
widely publicised campaign mounted by 
Kurdish activists and British environmental- 
ists, and expediently embraced by a groupof 
Conservative mps, is already causing a stir. 
The Labour government recently indicated 
that British export credits for the multi- 
billion pound project would not be released 
unless the Turkish government first submit- 
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ted “a detailed plan to preserve as much of 
the architectural heritage of Hasankeyf as 
possible”. Cansen Akkaya, a senior Turkish 
official linked to the project, says: “We fully 
accept that condition. Preserving what we 
can of Hasankeyf has become a matter of 
our national pride.” Sadly, this is not true of 
Zeugma. 
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Asian films 


Nothing half 
baked 


UDINE 


ONG KONG'S reputation as home to 

the leading Asian film festival, which 

was crumbling already in 1999, has been fur- 

ther eroded this year. Now, the best place to 

see the pick of the oriental crop is notin Asia 

at all, but—of all unlikely places—in Udine, 
Italy, a short drive from Venice. 

Udine cheekily mounts its Far East film 

festival on the eve of Hong Kong’s, pointedly 

underlining its own more adventurous pro- 


gramme. There is some overlap, but no 
much, and the Italian contender pulled off; 
number of coups. Where Hong Kong, nov 
formally part of China, fielded only one filn 
from the mainland—‘Suzhou River”- 
Udine had five. Udine also offered the mos 
imaginative Hong Kong film of the past yea 
“Metade Fumaca”, which was mysterious! 
omitted from the 1999-2000 domestic pan 
orama shown in its home town. 

There were also more and better films ir 
Italy from Japan and South Korea, and at 
ambitious eight-film survey of cinema ir 
North Korea. That all those films were tur 
keys was somehow beside the point. Collec 
tively, they were a “first”, allowing the fre: 
world to confirm its worst fears about tha 
troubled land. In its heydey, Hong Kong wa 
famous for its “firsts”. 

To be fair, “Suzhou River”, made by th: 
35-year-old Lou Ye with backing from th: 
Netherlands and Germany, was a triumph 
A love story set against a background of thi 
great waterway that runs through Shanghai 
its theme echoes Orson Welles’s “The Im 
mortal Story”, though its treatment is close 
to Marcel Carné’s doom-laden romances o 
the 1930s, “Le Jour se Lève” and “Quai de 


THE ECONOMIST APRIL 29TH 206 


Raa: 


Memor y 


Forever in t Our 





A memorable turkey 


3rumes'’; either way it sets Chinese cinema, 
ecalmed of late, on a new course. 

Almost as affecting, though in a more fa- 
niliar way, is Zhang Yang's “Shower”, about 
i small urban community’s reaction to the 
lemolition of its beloved bath house to 
nake way for modern apartment blocks. 
[his is the humanist strain in Chinese cin- 
ma, rather like post-war Italian neo- 
ealism,and, when done as fittingly as this, it 
sunreservedly welcome. 

What only Udine tells us, however, is 
hat Chinese cinema is not all art and senti- 
nent. China can also give Hollywood a run 
or its money. “Sorry, Baby”, in which a 
imall-time creditor with a sick sister to sup- 
dort kidnaps his boss's shrewish girlfriend 
ind promptly falls for her might have served 


Cary Grant and Katharine Hepburn in the 
1930s, while “Crash Landing” outclasses 
“Airport” (and brazenly lifts the score from 
“Air Force One”). 

Hong Kong cinema is picking up slowly 
from the economic crisis of the late 1990s. 
“Metade Fumaca”, by Ripley Ip, is an eye- 
opener. Like “Suzhou River”, it is a pro- 
foundly romantic film, a search for an ideal 
woman loved and lost, but with an added 
poignancy—the elderly lover has Alz- 
heimer’s disease and is starting to forget how 
she once looked. As a counterpoint, the vi- 
sual style is as striking as anything since the 
young Martin Scorsese. And the title? It’s Por- 
tuguese for “half-smoked”—a great love still 
to be consummated. 

Japanese movies, having shed the self- 
conscious stylisation of Yasujiro Ozu and 
Kenji Mizoguchi, are still looking for some- 
thing to replace it. Hong Kong was awash in 
self-indulgent Japanese excesses without 
plot or characterisation. Kiyoshi Kurosawa’s 
weird and wonderful eco-nightmare “Cha- 
risma”, about a malevolent tree, was a not 
able exception. 

But Udine unearthed a far creepier Japa- 
nese horror movie in “The Ring”, which is ev- 
ery bitas unnerving as “Psycho”. The theme? 
Never watch a spooky video late at night lest 
the phone rings anda mystery voice tells you 
that you will die in seven days. There is only 
one escape route, but that depends on fa- 
miliarity with the M.R. James story “Casting 
the Runes.” Yojiro Takita’s “Secret”, mean- 
while, is the best Japanese film of the year. A 
woman and her daughter are involved in a 
fatal bus crash;one survives but the mother’s 
spirit is transferred to her daughter's body. A 
witty variant on “vice versa”, it toys with no- 
tions of incest but with a knowing wink, as if 
to say how dare you imagine such things. 

South Korea was also strong on comedy 
this year. “Girls’ Night Out” gets down and 
really dirty with ladettes tom between chas- 





A little bit on the screen 


SINGAPORE 


HEN the organisers of the Singa- 

pore film festival announced that 
one of the themes this year would be “Sex 
in the Asian Cinema”, it was perhaps in- 
evitable that there would be a few hitches 
along the way. True to expectations, the 
censors rolled up their sleeves and hacked 
away at the festival's centrepiece, Nagisa 
Oshima’s 1976 classic about love and 
sado-masochism, “In the Realm of The 
Senses”. Inevitably too, the film was with- 
drawn after the organisers said the cuts 
damaged the “integrity of both the film 
and the festival”. The censors also banned 
“Lies”, directed by Jang Sun-Woo, a South 
Korean cinematic enfant terrible, whose 


tale of an affair between a middle-aged 
man anda teenage girl combined just a lit- 
tle too much power, sex and flagellation. 

But much new work sailed through 
untouched, including two films that fea- 
tured sexually powerful women—‘Split 
Wide Open” by Dev Benegal, an Indian 
director,and “Fetch a Pail of Water” by Jef- 
frey Jeturian of the Philippines. Overall, 
more than 300 films were screened uncut. 
In many ways, both the 13-year-old festi- 
val and the straitlaced Singapore govern- 
ment have come of age. The authorities, in 
particular, seem happier to leave audi- 
ences to judge nudity and sexuality for 
themselves. Whatever next? 
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tity and sexual experimentation, while “The 
Foul King” charts the adventures of a wimp 
who discovers a new personality when he 
dons a mask and takes up all-in wrestling. 
And “Kazoku Cinema”, about a family 
which records its eccentricities on a camcor- 
der, marks the first South Korean movie spo- 
ken entirely in Japanese. Taiwan had one 
film to be proud of—“The Personals” by 
Chen Kuo-Fu, an entirely improvised ac- 
count of the responses a woman receives 
from placing an ad in a lonely hearts column. 
Bad script, but René Liu’s performance is the 
stuff that in the West might earn an Oscar. 

a = n ss 





English literature 


In love with 
Shakespeare 


SHAKESPEARE’S LANGUAGE. By Frank Ker- 
mode. Farrar, Straus and Giroux; 320 pages; 
$30. Penguin; £20 


RANK KERMODE, an English literary 

critic, has been engaging with the elusive 
art of poetry, ancient and modem, in books, 
essays and polemical reviews. for half a cen- 
tury. His pioneering study of Wallace Ste- 
vens, written 40 years ago, is still in print. His 
new book, which is addressed to the general 
reader and not the academic specialist, re- 
turns to another abiding obsession, but from 
an earlier century this time—the greatness of 
Shakespeare. 

Mr Kermode’s critical stance is radically 
opposed to much current orthodoxy. He be- 
lieves in the uniqueness of poetry; in the fact 
that it is exceptional and, at its best, carries a 
timeless message. It is not just another mode 
of cultural discourse, no betterthan newspa- 
per copy or the writing on cereal packets. 
Nor is its validity reducible to its historical 
context alone. At its best, he believes, poetry 
stands alone, an eternal exemplum of excel- 
lence that is uniquely humanly meaningful. 

Does this mean that Mr Kermode is an 
old-fashioned Shakespeare icolater in dis- 
guise? Not at all. The book, which consists of 
a series of close readings of the language of 
the plays, can be quite harsh on the bard. 
There is much that is bad about Shakespeare 
in Mr Kermode’s opinion—the unnecessary 
linguistic convolutions to be found in such 
late plays as “Cymbeline”, for example. 

As Shakespeare moved away from the 
clarity and relatively simple artifice of his 
plays of the 1590s and developed into the 
great. dark Jacobean playwright he eventu- 
ally became, he began to wrestle with a 
number of increasingly difficult ideas. These 
ideas sometimes failed to find perfect ex- 
pression. The very fact that Shakespeare be- 
came so obsessed with language—the asso- 
ciative powers of words; the ways in which 
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their meanings could be stretched; the abil- 
ity of metaphor to link, with such astonish- 
ing rapidity, one idea with another—often 
makes it quite difficult for him to be under- 
stood by his audiences in a theatre. This is 
something which Shakespeare's friends of- 
ten try to forget or hide. Yet it is a fact that in 
order to understand him fully, it is often nec- 
essary to study, read and re-read him several 
times. The multiple meanings embedded 
within verse quite as difficult as this cannot 
hope to be grasped within the space of the 
few moments that it takes for an actor to 
speak a line. 

Mr Kermode examines the mature 
Shakespeare’s method of writing, how he 
kneaded, twisted and manipulated the lan- 
guage: “Its pace, its sudden turns and back- 
trackings, its metaphors flashing before us 
and disappearing before we can grasp 
them...” Some of this,in Mr Kermode'’s opin- 
ion, amounts to almost wilful perversity. 
Surely, he asks, Shakespeare needn't have 
driven us through so many painful thickets 
of obscurity in “Coriolanus”? 

Yet, despite the criticism, the most pro- 
found sections of the book describe the ways 
in which Shakespeare becomes profitably 
obsessed with particular words, and how 
their appearance and reappearance in dif- 
ferent contexts help to establish the mood 
and the theme of individual plays. Consider, 
for example, the semantics of the word 
“honest” in “Othello”, of “act” in “Hamlet”, 
or of “time” in “Macbeth”. 

And yet, for all the close literary scholar- 
ship, Mr Kermode never parts company 
with wholesome good sense or with the 
need to address his readership in plain lan- 
guage. There is no vainglorious obscuran- 
tism here to match the obscurantism of the 
poet. Even his untangling of Shakespeare's 
most difficult cruxes is larded with good 
sense: “We must impose some limits, or ex- 
planation gets lost in noise”, he remarks 
good-humouredly, having just emerged 
from some particularly labyrinthine 
explanation. 

This is wholesome criticism of the kind 
of which even the sometimes curmudgeonly 
Dr Johnson would have approved. 





The Domesday Book 


Pages from 
the past 


HE Domesday Book is England's first tax 

return and its oldest public record. Con- 
vinced that he was not squeezing all the rev- 
enue he could from the nation he had con- 
quered 19 years earlier, William the 
Conqueror decided in 1085 to despatch a 
team of researchers, accountants and inquis- 
itors the length and breadth of his fiefdom, 
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noting who occupied each tract of land and 
how it was being used. The plan was to put 
number-crunchers to work on the data and 
assess how much more his subjects could af- 
ford to be paying into his exchequer; but he 
died in 1087 before he could reap the profits, 
leaving posterity with a uniquely detailed 
portrait of a medieval society. 

For some years this five-volume land- 
mark in topography and fiscal history was 
stored out of sight in the Public Record Office 
(PRO) at Kew, south London, where scholars 
who wish to consult it make do with a fac- 
simile.This month it has been put back on 
display. Two volumes are in anew museum 
within the Kew building,and two more in an 
exhibition in the Tower of London's White 
Tower—also created by William and forcen- 
turiesa record office itself. 

The finished version of the book, Great 
Domesday, runs to two volumes, and Little 
Domesday, more a set of working notes, to 
three. One example of each is on show at 
both locations. At the Tower they form the 
centrepiece of a small exhibition in the ex- 
quisite St John’s Chapel, tracing how Eng- 
land has preserved its most important re- 
cords through its history. 

A driving principle in record-keeping is 
the need to save space. Books such as 
Domesday take up a lot of room and in the 
later Middle Ages official documents were 
commonly stored as parchment scrolls. A 
drawing of St John’s Chapel in the Elizabe- 
than period shows it lined with shelving that 
carries hundreds of scrolls, stacked like 
rolled-up posters ina museum shop. “Scrolls 
were the microfilms of their day,” observes 
the pro's Aidan Lawes. 

But it is not merely a matter of space. If 
the records are to be of use it is just as inpor- 
tant to devise and maintain a methodical 
system of organisation—a quality in short 








supply during centuries of civil wars and re- 
ligious turmoil. In 1660 William Prynne 
Keeper of the Records at the Tower, com: 
plained that he was “choked with the dustol 
neglected records” which he had sorted intc 
“sundry indigested heaps”. People whe 
wanted to obtain access to a record had tc 
pay a steep ten shillings (today roughly 
equivalent to £50 or $80) for a search anc 
then, in the unlikely event of the documen: 
being found, another six shillings and eight 
pence toexamine it. 

The chaos persisted into the 19th cen: 
tury, when it wascalculated that British pub- 
lic records were stored in at least 80 locations 
One of the men charged with bringing ordei 
to the system was Henry Cole—later to play 
an important role in organising the Great Ex- 
hibition of 1851. Appearing before a par 
liamentary inquiry in 1836 he took with hirr 
a mummified rat found amongst some olc 
scrolls: rats relish both parchment and glue 
and the beast in question is part of the exhi- 
bition at the Tower. This shock treatment 
was effective: two years later the Public Re- 
cord Office was established by Act of Parlia- 
ment, and it now offers free access to all. 

The ability to store records electronically 
means that the role of such archives is chang- 
ing. A digital Magna Carta is already avail- 
able on line from the pro, the British Library 
and America’s National Archive, and a digi- 
tal Domesday Book is only a year away. Bw 
Mr Lawes stresses that paper will not be- 
come redundant because it is uncertain how 
long digital records will survive. Nobody is 
more aware of this than Members of the 
House of Commons, who last Novembe: 
voted to continue the tradition of recording 
Acts of Parliament on vellum, to ensure that 
the fruits of their deliberations will be with 
us till domesday. 
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HE danger of writing about 

Ronald Lockley is of present- 
ing, probably unfairly, a portrait 
of an oddity. He believed he had a 
gift of communicating with ani- 
mals. Writing in The Economist in 
1979, an exasperated reviewer of 
one of Mr Lockley’s books said he 
“should have kept off imaginary 
conversations with dying killer- 
whales”. But the old whale Mr 
Lockley befriended did have 
some strong points to make about 
polluted oceans. And ifit was odd 
to talk with whales, and indeed 
with many other creatures, it was 
an affliction that Mr Lockley 
shared with Aristotle and Plu- 
tarch, todrop a name or two, 

Anyway, Mr Lockley had 
pretty convincing proof that giv- 
ing human characteristics to ani- 
mals was fairly widespread. In 
1964 he had published “The Priv- 
ate Life of the Rabbit”. This study 
of the habits of the wild rabbit 
gathered by Mr Lockley per- 
suaded Richard Adams to write 
“Watership Down”, a kind of Dis- 
ney story for adults, which be- 
came an immediate bestseller. 
Anthropomorphism, as it is 
bleakly known, was decreed to be 
free of health risks. 

The two men became friends 
and went on an expedition to- 
gether to the Antarctic. “I can't 
| recollect that we ever had a dis- 
| agreement,” Mr Adams said last 
| 


week. However, “Watership 

Down”, which gave rabbits human characteristics and human- 
like problems, was far removed from Mr Lockley’s view of the ani- 
mal world. “Watership Down” is a novel, a thriller set in the mean 
streets of the warren, requiring considerable suspension of belief. 
Mr Lockley’s request was more subtle: for a suspension of hostility 
by man towards nature. Like humans, he said, other creatures had 
“a measure of reasoning and individual action”. A lecture Mr 
Lockley gave from time to time was entitled “The seabird as an 
individual”. One of his books (he wrote about 40) was “Man 
Against Nature”, in which he chronicled the destruction of ani- 
mals and plants in Australia and elsewhere in the South Pacific. 


His dream island 


Ronald Lockley felt most comfortable on an island. In 1927, when 
he was 24, he rented Skokholm, a small deserted island off Wales. It 
had few material comforts. The reason it was deserted was be- 
cause the previous inhabitants could no longer stand the battering 
| of Atlanticgalesand the loneliness. Even fishing was hazardous off 
| the rocky coast. But Mr Lockley and his wife repaired a farmhouse, 
| using timber from a wrecked schooner, and coal from her cargo to 
keep warm. Fresh water was mostly provided by the relentless 
rain. Before coming to the island he had worked on a small farm, 


Ronald Lockley 
er 





Ronald Mathias Lockley, a protector of 
nature, died on April 12th, aged 96 





and was used to improvising. 

He studied the real owners of 
the island, the seabirds, and wrote 
books about them. One was 
called “Dream Island”. In 1933 he 
founded Britain’s first bird obser- 
vatory on the island, where mi- 
grating birds were trapped, ringed 
and released. Skokholm, and Mr 
Lockley, became mildly famous. 
Scientists arrived to peer at the 
sheerwaters and puffins. A film 
was made about the life of the 
gannet and won an Oscar as the 
year’s best documentary. Prin- 
cess Elizabeth, later to become the 
queen, thought she would like a 
pet razorbill. Mr Lockley brought 
one to Buckingham Palace, and 
on television was seen being at- 
tacked as he opened its basket. 
The king of Bulgaria turned up at 
the island, accompanied by a ser- 
vant whocarried a chair in case of 
royal exhaustion. 

Mr Lockley inhabited his 
dream island until the second 
world war when he joined the 
navy and thought up ways to 
track submarines. After the war 
he bought a house on the main- 
land of Wales, where he did his 
study of wild rabbits. The pro- 
blem was to get close to them. 
There had been rabbits on Skok- 
holm, but they had resolutely 
kept their distance. Mr Lockley’s 
solution was to fit glass panels toa 
warren, and for four years he 
studied such matters as over- 
crowding, the effects of myxomatosis and how the males de- 
fended the warren against stoats. 

He thought he would like to live on an island again. But not 
Skokholm or any Welsh islands. Wales, where he was born, was, he 
judged, no longer protecting its environment. He tried to stop an 
oil refinery being built in western Wales, was unsuccessful, and 
that was that. He visited many islands that seemed interesting, 
from the Kuriles to French Polynesia. He settled in New Zealand. 
The country is overrun with rabbits, and the New Zealanders 
hopefully asked Mr Lockley if he could advise them how to get rid 
of the pests quickly. He could not. Rabbit-killing viruses were cruel 
and did not work, he said. Try to control the rabbits by traditional 
methods and be patient, he said. 

Most New Zealanders are happy to be impatient and like to 
think that they are as modern as tomorrow, but outsiders insist 
that they are not, and thatis their charm. Mr Lockley said that New 
Zealand was the last place of any size to be colonised by humans, 
and it was still in the happy position of having to catch up. “Go 
slow, New Zealand, go slow”, Mr Lockley told his adopted coun- 
try. It won't, not willingly. But New Zealanders liked Ronald Lock- 
ley, admired his reputation as a protector of nature, and would 
never laugh at him just because he talked to whales. 
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Templeton 











The Oxford Advanced 
Management Programme 


18 June — 15 July | 1-28 October 2000 | 7 January — 3 February 2001 


Presents a global overview of the business enterprise and its strategic challenges. This 
programme at Templeton provides a unique opportunity to stand back and pursue your own 
learning agenda, assisted by a world class team of individual tutors and in the company of 
some of the most international and high calibre senior executives. 


Name 
Please send details of: 
The Oxford Advanced Management Programme Address 
Return to 
Caroline Lomas 
Templeton College, University of Oxford 
Oxford 0x1 5NY, England Tel 
Tel +44 (0)1865 422771 Fax +44 (0)1865 422501 Fax 
Email amp@templeton.oxford.ac.uk 
www.templeton.ox.ac.uk Email 


Templeton College is a graduate college established under Royal Charter within the University of Oxford 
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Cross-border management learning, multi-cultural 
exposure, international work experience, whichever 
way we put it, it means that learning in different 





places, in different languages, with 120 faculty 
members from different countries and 2600 
students from around the globe will enable you to 
get ready for the challenges of a multi-cultural 
| world. Add to that the inputs of our faculty research, 
our multi-country corporate network, our global 
academic partners and our world-wide alumni 
community, and you'll understand better still the 
advantages of our transnational management 
programmes and campus organisation. 


* MBA - Full time and Executive 

* ESCP-EAP Master's 

* MS - 16 Specialised Masters * 

+ MEB - Master's in 
European Business 





* Executive Development 


ESCP-EAP 


Graduate School of Management 


one Err 





+33 1 49 23 20 18 
+ 44 1865 263 200 A 


infol! @escp-eap.net 
www.escp-eap.ne’ 


CHAMBRE DE COMMERCE ET D'INDUSTRIE DE PARIS 


ESCP EAP aevelnge busewes loaders and advances Wamanationa! Warning and research m manageren 
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Amsterdam 


Institute of Finance 





In cooperation with the faculty of 


INSEAD 
Upcoming Courses 2000 


Portfolio Management 


- Global Asset Allocation (May 10 - 13) 
- Fixed Income Investment (May 15 - 18) 
- Real Estate Investment (May 29 - 30) 
Banking and Risk Management 
in Emerging Markets (June 5 - 8) 


(June 13 - 14) 
(June 29 - July 21) 


Valuation 
Foundations of Finance 


Measuring and Implementing 


Economic Value Added (Aug. 28 - 30) 


Rational Valuation of Internet Companies 


and High-tech Projects (Oct. 2 - 3) 
Advanced Corporate Finance 
- Financial Restructuring - Going Public (Oct. 2 - 6) 
- Financial Innovation (Oct. 9 - 13) 
- Mergers and Acquisitions (Oct. 16 - 20) 


For information, please visit our Web site or contact us directly 


AIF - Herengracht 205, 1016 BE Amsterdam, The Netherlands 
telephone: +3 |-20-5200162/160 - fax: +31-20-5200161 


e-mail: info@aif.nl - internet: www.aif.nl 





The Warwick 
MBA. 
Consider it 


an unfair 
advantage. 


There are many places to go to take a full-time MBA, but there's only 
one place to go if you want it to count for more. 
Do your MBA at Warwick, do your career a favour. 





Tel: 024 7652 3922 Fax: 024 7652 4643 


Email: fmbain@wbs,warwick.ac.uk http://www.wbs.warwick.ac.uk/mba 














University (Mea aii areas 
of Oxford Evening programmes 


A Henley MBA is in a class of its own. 


ee All the study is de signed to be relevant and 
in. most cases immediate ‘ly appli ical sie. a 


| YEAR PROGRAMME 





If you’re launching: : 
+è Intelligent into an MBA, 

idual ¢ Integrated we make sure of 
one thing. 


+ International 








+ Indiv 






















Website: www.sbs.ox.ac.uk 
Email: enquiriest’sbs.ox.ac.uk 
Tel: +44 1865 22437] 


Fax: +44 1865 228471 





















Where possible we use live case studies, we 






won't. just. swamp you with theory. 






THE BUSINESS SCHOOL OF 
BESON THE UNIVERSITY OF OXFORD 


So when you return to work yeu will be 





able to put the experience and knowledge. 








gained to immediate use. 














. P . s 2 Being an international business school © 
City University Business Executive. = 
London 


School Development means. that a. Henley MBA. is recognised 





and respected throughout the world. 


You hit the ground 
running. : 


E-Commerce Management 
9 - 10 May 2000 





E-commerce is not just commerce with an ‘e’ in front, it 
is a-core method of doing business with its own new 
skills and requirements. 

Designed for general/senior functional managers, this 
programme cuts through the hype and examines the real 
issues that effect your business. 

Includes: 


m New business models 





If you want to study for a first class MBA 
and hit the ground running, don't take off 


for anywhere else. 


a Marketing and customer relationships 
a Change management 
Faculty: Clive Holtham and Nigel Courtney 








y HENLEY 


et 
"agement ce 


Please contact the Client Support Co-ordinator: 
Tel: 020 7477 8710 
Fax: 020 7477 8882 







o Jeli +44 (0) 1491 418803 
Email: mba@henleyme.ac.uk 
Internet: www. he snleymc. awuk 


Email: execdevelop@city.ac.uk 
Visit our website at: www.city.ac.uk/cubs/ed 
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The LSE Summer School 2000 


3 July- 11 August Put your business career on track with the 
Economics d world’ $ most International MBA 


Session One Courses: 3 July - 21 July 
W Introductory Macroeconomics 

W Statistics for Economists prestigious Universi ý vari 

@ Intermediate Macroeconomics ions acrdass:continental Europe, Fluent u f degree and work 
M Introduction to Econometrics experience are required, 


W Economic Perspectives on Society 
@ Advanced Macroeconomics One- -year Full: time MB A 
in Utrecht the Netherlands" 


@ Development Economics 
Two-year Part-time MBA 


@ International Economics 
@ Public Finance 

in Utrecht, the Netherlands and in Berlin, Bonn and 
Mainz. Germany 


Session Two Courses: 24 July - 11 August 
Two-year Executive MBA 


@ Introductory Microeconomics 
seven -day sessions in 4 European countries 








































® intermediate Microeconomics 

E Economics of European Integration 
@ Economics of the Environment 

E Advanced Microeconomics 

w Advanced Econometrics 

W Industrial Organisation 














lndividual consultations alva dvatlable ~ pledse onat as for 
farther details 






“Pinanclal Panes survey 24/01/00 








For detalls on these and our other courses in Accounting & 
Finance, English for Business, European institute, 
international Relations and Management, Contact: 

The Summer School Office, Room N1, Houghton 5t, London WEZA 2AE 
Tek +44 (0320 7955 7554 Email: Ess@bse.acuk hetnvAvww.lse.acuk/ummerschools 











THE ENPC MBA 


ited by AMBA 


Executive Program for Leaders 
in Development: Managing Political 
and Economic Transitions 


at the Ecole Nationale des Ponts et Chaussées 
founded in 1747 


LEREERETEETEETEEEETETTTETETTEEEEETEPETEEEEPTT 





; . Date: June 12 - 23, 2000 
The ENPC MBA is a 13-15 month full-time or 2 vear part-time 3 


MBA programme in English at one of the most prestigious Participants: Political leaders, senior-level policy makers, 
Grandes Ecoles in France. The ENPC MBA culture is international $ managers, executives of public affairs organizations, and leaders 
innovative and entrepreneurial, fostering a strong sense of ethics of non-governmental and development assistence organizations 


and contribution through business, from developing, newly industrialized, and irensitional countries, 


Global Vision Mafticutatral Environment 


Participants choose European, 75 students represent an average 











Focus: Challenges for lenders as their countries move toward 








American or Pacific Basin options of 27 nationalities. ENPC is more participatory politics, more open economics, and more 

combining study in Paris with located in the heart of Paris. integration into an evolving global economy. 

programmes and professional 

experience abroad. Entrepreneurial Spirit Purpose: To sharpen problem-solving, analytic, and strategic 
“a Each student builds his own cur- action skills needed for major policy and institutional change: 

riculum based on their professio- to gain a broader perspective on the task of leadership. 

drawn from a roster of outstan- nal objectives. 

ding professionals and entrepre- For brochure and application, please contact: 

PR around Tie wortd: H Enrollment Services, Phone: (617) 496-0484, ext, 147 


e-mail: KSG_Execkd@Horvard.edu 
Internet: weew.execprog.arg 


HARVARD UNIVERSITY 


JOHN F. KENNEDY SCHOOL OF GOVERNMENT 


ional Mane 
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COURSES 


Enrol as a manager, emerge as a leader. 





ACCELERATED You are ambitious and already a highly successful manager. Now you are ready to move en to general 


DEVELOPMENT management. Our Accelerated Development Programme sets you on the path to a senior position. 
PROGRAMME 


It enables you to develop the skills, knowledge and perspectives of successful general managers. 


Make the transition to You will accelerate your development in three ways: 
general management. 
* Broaden your technical skills, including finance & accounting, marketing and operations management. 


Four-week programmes 


© 11 JUNE - 
7 JULY 2000 * Develop your strategic abilities so that you are able to provide your team with a clear vision. 


* Strengthen your personal & interpersonal skills so that you have greater ability to manage and lead. 


*5 NOVEMBER - Your reward at the end of four intensive weeks will be the knowledge, skills and confidence you need to 


1 DECEMBER 2 
° so take a big step forward in your career. 


Two two-week modules 


*15 - 27 OCTOBER & Regent's Park 
3 - 15 DECEMBER 2000 London NW1 4SA, UK 
* 18 - 30 MARCH 2001 & Contact: Karen Nisbett London 
3 - 15 JUNE 2001 Tel: +44 (0) 20 7706 6835 â 
Fax: +44 (0) 20 7724 6051 Business 


EXECUTIVE con email: execinfo@london.edu School 
EDUCATION [ies www.london.edu/execed 




















“exi pertise 


MSc Trade, Transport & Finance 
MSc Shipping, Trade & Finance Call us for more information on: 


If you bring the talent we will provide the knowledge and 
skills for a successful international business career in areas such +44 (0)20 7477 8606 
as banking, finance, shipping, transport, international trade, or 


stockbroking. We have over 900 graduates from 75 countries who E-mail: stf@city.ac.uk 
enjoy international careers. .city.ac.uk/cubs/stf 
But success is not easy. Our 14 month full-time courses are 

intensive and demanding, taught by our own academic staff, Our next Information Sessions: 
many with international reputations, and also by high calibre 5 May 2000 

practitioners from the City of London. 9 June 2000 




















CIT y City University Business The University for business and the professions 
London School 
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MBA in Brussels 
SOLVAY BUSINESS SCHOOL 


Université Libre de Bruxelles 





* | year intensive MBA in English 
* International faculty & student body 
* Specialisation in European Management 












Become Tomorrow's eStrategist 


Re-create yourself by earning your graduate degree online. Get your MS 


in Information Technology, MS in Information Management, or MBA-- 


without ‘going back to school’. That means no time out from your career. 


Log on and you're there. Network as you learn. Interact with respected 
technology leaders and fellow professionals from around the globe. 


Join us at www.isim.edu, the award-winning, accredited online 
university, Applications are now being accepted for the Summer, Fall 
and Winter terms. Apply online or call our admissions mentor Robin, 
at: 303.333.4224, ext. 177, or Toll-free at 1.800.441.4746, ext. 177. 


www.isim.edu 
Denver, Colorado 


Accredited Member DETE 


isim university 


eCreate Yourself 





ANE WORLD 

Cee) BANK 

SM INSTITUTE 
presents an advanced course on 


Building Knowledge and Expertise 
in Infrastructure Finance 


Course Objective 
To foster a community of 
interests among key contracting 
parties to reduce poverty and 
promote sustainable growth 


Sector Coverage 
To provide systematic coverage 
on how infrastructure projects 
are analyzed, appraised, 
managed, and financed in the 
core power and transport sectors 


Topic Coverage 
Concepts, techniques, and 
relevant case studies in project 
selection, risk mitigation through 
derivatives (swaps, forwards), 
contract design, cancession 
award, international financing 
opportunities, sensitivity analysis, 
Monte Carlo simulation 
techniques, and public policy 
issues in infrastructure finance 


Faculty 
Professors from leading business 
schools, World Bank Group staff, and 
industry experts and practitioners 


102 


Audience 
Government officials, private 
executives, and financiers dealing 
directly with infrastructure 
financing and development 


Teaching Method 
A combination of lectures, 
computer simulations, hands-on 
case studies, and group 
discussions. The course will be 
conducted in English, 


Dates and Location 
26 June-~7 July 2000 
Washington, DC. 


Deadline for Application 
15 May 2000 


For more information 
on this fee-based course, 
please contact Ms. Elizabeth Crespo 
via email at ecrespo@worldbank.org 
or via fax at + 1-202-334-8350, 


Visit our website at 
wwwiwarldbank.org/wbi/infrafin. 











E-mail:mba @ ulb.ac.be 
http://www.ulb.ac. be/soco/solvay/mba 

























of HARVARD UNIVERSITY 
PRIVATIZATION, REGULATORY REFORM 
& CORPORATE GOVERNANCE 


June 26 - July 14, 2000 Cambridge, Massachusetts, USA 


* Methods of Priva 
Share Flotat 
Strategic lnv 


yon. Auctions 
sessions and 


s The Record on Performance’ and 
Reform of State-Owned Enterprises 







SEEN 





* The Rationale for and Problems of 
Public Ownership + Mass Privatization in Transition 


Economies 





* Privatization of Natural Monopolies: 
Theory and Evidence * Recent Privativations, Data and 


Conclusions 





+ Regulation: Structure and Methods 
* Deregutation and Competition Policy «Past Privatization Corporate Governance 


* Labor and Privatization + Sector Case Studies 


Melrcommmawnians Trunxgartaten Linthtiest 











~~ Tecturers included. Kenneth Arrow. William Baumol, Eduardo Engel. Paul Krugman. 
Jeffrey Sachs, Joseph Stiglitz, Lawrence Summers, Jean Tirole (Directed by Eytan Sheshinski), 
HARVARD INSTITUTE FOR INTERNATIONAL DEVELOPMENT 
14 Story Street, Cambridge, MA 02138, USA, Attn Mike Hricz 
Fax: (67 7)498-9786 Tok O17} AGG 3452 Emai peptiid harvard edi 
WWW.HIID. HARVARD. EDU/TRAINING 

















WASHINGTON INTERNATIONAL UNIVERSITY 


Bachelor * Master * Ph.D. 
Business (GMBA Majors) - Engineering 
Liberal Arts - Computer 







Americas 
Preferred 
Distance 
Education 
Unive: 


Accelerated degree programs + Academic 
experience * Students from 112 count 
the USA » Send 2 page resume/C.V. for no ex: 


PO, Box 1138, Bryn Mawr, PA 19010-0SA 
fax: 610.527. 1008 © e-mail: admissions@washint.edu * www. washint edu 





IS YOUR SUPPLY 
CHAIN GOING 
GLOBAL? 


Georgia Tech is now accepting applications for an Executive Master's degree in 
Intemational Logistics (EMIL). 


Earn a Master's degree in global supply chain management from the Georgia 
institute of Technology, a top ranked school with an excellent track record in 
Logistics. The EMIL faculty is drawn from Georgia Tech as well as from top mar- 
agement schools in Europe and Asia. 


The program consists of five twoweek residence sessions, three in the United 
States, one in Asia and one in Europe. 


We are looking for companies with operations requiring them to sell, deliver and 
support customers across the gobe. EMIL will educate executives on: designing. 
and implementing a corporate logistics strategy. 


Go to our EMIL. website for more information about this new educational opportunity. 


WWW.EMIL.GATECH.EDU/TE 
Download an application today. Registration for our Fall class ends June £ 


To discuss EMIL, contact: 


BRYNN RUNKLE ¢ DIRECTOR, EMIL i 
GEORGIA INSTITUTE OF TECHNOLOGY { 
ATLANTA, GA 30332-0205 
PHONE: (404) 894-2300 
FAX: (404) 894-2301 
E-MAIL: EMIL@GISYE.GATECH.EDU 
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COLLEGE DEGREE 


DISTANCE EDUCATION ON YOUR SCHEDULE 


BS M.S, Ph.D. Many fields. No class 
NO-COST evaluation! Send resume 
‘6406 UPTOWN BLVD NE + SUITE 398-W 
Dept. 34 - ALBUQ., NM 87110-USA 
34@centuryuniversity,edu 
1-800-240-6757 

ONLINE OPTIONS 







AT CANTERBURY Sane 








THE LONDON CENTRE OF 
INTERNATIONAL RELATIO 


Offers the following postgraduate 
studies September and January 
Admission - Full-time and Part- 
time study. 


* MA in International Conflict 





S 


| THE:CINCINNATI MBA 
Unique One year Program in US 
“Excellent ROI Begins 14.06.00 


For information: 











































graduate@uc.edu Analysis ESRC Scholarship 
www. cha.uc.edu/mba available 
513.356.7020 ; iis 
513.556.7006 (fax) * MA in International Relations 


and European Studies 
* MA in International 
Relations 
* MPhil and PhD 


For further details please 
contact: 


LCIR 


(University of Kent) 
1] Kingsway London. 
WC2B 6YE, UK. 










Surrey European Managamënt School 
University of Surrey 

Guildford, Surrey GU2 5XH 
Freephone 0800 0523972 (UK only} 
Telephone: +44 (0) 1483 259347 
Email: sems@surrey.ac.uk 

Website: www.sems.surrey.ac.uk 











































Telephone: 
c OMPUT ATI ON AL +44 (0)20) 7565 6836 
FIN ANCE +44 one 6827 
E-mail 


apply now 


for Fall 2000! LCIR @uke.ac.ak 


Excellence ia Higher 















Berlitz 


LANGUAGES = SUCCESS 


When languages work, everything works. 
Another Language is a must in business and an advantage for leisure 


Phone: 020 7915 0909 


Fax: 020 7915 0222 
E-mail:rosalie.gowlland @berlitztz.co.uk 


Berlitz: The No.1 in Language Training 






































As countries around the world grapple with structural reform, effective 
management of transitions requires the design of an overall macroeconomic 
strategy. This short course trains participants to evaluate the coherence and 
interdependence of their country’s strategy. Topics include: 


Se 


* Inflation targeting * Labor market flexibility 
Sustainability of the deficit ¢ Financial market liberalization 

* International competitiveness * Trade policy 

* Privatization * Political economy of reform 


Designed for policymakers and analysts from developing and transitional economie 


in 
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APPOINTMENTS 


Additional experience in the following sar 
© Training/Capacity-Building in the public and/or private sectors 
* Commercial matchmaking and linkages 

* Familiarity with USAID contract and procurement guidelines 


* Advanced degree 


Fax: (703) 522-2329 


The Tnstitute: 
c: 

McGill University and the 
the € 
Canada within dhe University and the wider eunenunity. 
and to 
and pr 
Trustees, and te the Dear of the Peaky of Aris 

‘The Position: Methi] University welcomes applivatiuns 
trom qualified candidates tor appointee 
the Meilt Institute for the Study of Canada effective 
July L 2003 

Requirements: PHD. required. with significam, schotarly 
publications on Canada in the Humanities or Sovial 
Sciences ami successtid teaching. Moist demornsirate skitt 
AN CANANI 
adminisrapon and cormfort in working weil: studema, 
colleagues. business people and poverine oficiais in 
English and French, 

Responsibilities: Under the oversight of the Biri of 
Trustecs and the Dean of the Paculiy of Arts. directs the 
Institute anf iis academie and public educatia programs, 
waks with academic colleagues, statt ime smadents 
assouhided with the Institute, reaches one or nawe Tustitute 
COUTSES, 
represes the institute through the media, 
cantérenges ang: public fora. and networks witty Canueian 


Compensation; 
experiance, wr 
Applications: ©. 
The search will continue woti a san 
finant 
curriculum vitae highlighting the requipamieets of the 
posthon, and the names of three referees tor 





Next 2-4 week course starts 


Teaching French to adults for 29 years 


INSTITUT DE FRANCAIS 


Overlooking the Riviera’s most beautiful bay 

A UNIQUE TOTAL IMMERSION PROGRAM 
8 '/; hrs a day with 2 meals, 
ACCOMMODATION IN PRIVATE APARTMENTS. 












8 levels : Beg. I to Adv, II 






8May, 3 June and ail year 


06230 Villefranche/Mer ED29, France, Tel: (33) 493-0188 44 Fax: oo 493 76.92.17 
www. institutdefrancais.com > 






market governments i pie a yeryices 
expansion, promote economie growth and foster publicky- respit 
seeking CONSULTANTS for 2-4 year postings (including as Cii 
context of a USAID Trade and Investment Enhancement Project in Lusaka Zambia, 
Successful candidates will have the following background: 


* University background in Management Consulting, Commercial Policy, Law or 


Applied 





SconOAMMICS 





* Previous Chief of Party experience 


Interested candidates are invited'to submit their C 


The Services Group 


2300 Clarendon Blvd., Suite 1410 
Arlington VA 22201, USA ; 


Education at Britain’s Attn.: Dandi Ojeda 
European University E-mail: dojeda@tsginc.com 
Fek: (703) 528-7444 


MeGill University 
Director of the McGill Institute 
for the Study af Canada 


The McGill institute for dhe Mudy of 
anada was established in 994 with jor fading feom 
ORB Foumbition to manage 
i, to prommaly the stidy of 





dian Studies pwop 






p uiderstanding of Canada's acxivverndeats 
ms The Director reports nr oa Boae of 


Dieta of 





the media. 





ng through eapiriense IN 


expands the  tnstitute’s extern ronding, 


shokarly 





anada ang abroad 

Dependent qaufi feats 
the possibility of tenure, 
dales musi apply by Mag 13. 2000. 
pie candidate: is 
Candidates should senad a cowering letern a 





uches an 


n and 











The Dean 
Faculty of Arts 
MeGill University 
853 Sherbrooke Street West 
Montreal, OC H3A 276 


weourdance with Canadian inintigeation requirements 


this advertisement is addressed in first malance 10 
Canadian citizens and permanent sesiderds 
Unb i 


Meth 






is pontinited fo equity in employmers. 


SAID Project Management or Team Leadership experience 

* 10+ years’ experience involving overseas assignments or travel 

* Broad Commercial Policy Reforny/Private Sector Development experience 
* Regional experience in Eastera or Southern Africa 












































wouhi be looked upon favourably: 
















. preferably eectronically. 












Université McGill 
Direeteur/Pirectrive, Insti d'études canadiennes 
de Meth 
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ROUEN SCHOOL OF MANAGEMENT 


as part of its international expansion 
strategy is inviting applications for: 


Created in 1871 
and located only 
1 hour from Paris, 
ESC Rouen is the 
second oldest 
management 
school in France 


Ms. Marie-Françoise TARTAR 
ESC ROUEN 


BP 188 - 76825 Mont-Saini-Aignan cedex 


www.esc-rouen fr 





The Royal Institution of Chartered 

Surveyors is an independent 

professional organisation with 

100,000 members worldwide 
Economist 

London W circa £20k + benefits 


The RICS is one of the world's leading professional property bodies, 
playing an increasingly important role in public policy debates on land 
and property issues. Our unit seeks to raise awareness of economic 
issues within the profession and to increase Government's (and other 
policy making bodies’) understanding of the role of property. 

As apart of the economics team, you will be respansible for collating 
economic and statistical information and supporting the production of: 

- monthly UK and European reports 

~ RICS monthly and quarterly market surveys and economic forecasts. 
You will also be expected to contribute extensively to analysis of the 
macro-economy and property markets, and you will have the opportunity 
to develop your skills and role within the unit. 

Applicants are expected to hold a good first degree in economics, 
demonstrate sound analytical skills and an ability to use their initiative. 
Up to a year’s experience of economic analysis would be an advantage, 
but more important is a keen interest in applied economics. Effective 
communication and IT skills (spreadsheets and word processing) are 
essential. European language skills would also be useful, though the 
potential to develop these exists. Ref. no. 1225 


The RICS is an equal The closing date for Milan Khatri 
opportunities employer and applications is 12 May. RICS Chief Economist 
operates a no smoking policy Please email 12 Great George Street 
a Ny mkhati@rics.org.uk for Parliament Square 
Y a job description and London SW1P 3AD 
Yd 


mm 
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> >» > > The ESCP-EAP Finance 
Department is inviting applications 
for junior faculty positions. 






Candidates should have completed their doctoral studies and 
demonstrate a high potential for research and teaching. 
Applications for positions at senior level are also welcame from 
candidates who have demonstrated exceptional research 
capabilities. All areas of expertise in finance will be considered. 


Applications should include curriculum vitae, recent publications or 
working papers and addresses of three references. 
ESCP-EAP is a leading international school of management with 
four European campus sites in Paris, Oxford. Berlin and Madrid. 
PEE Application should be sent to u 
Dean of Faculty 79, av. de la République | 
ESCP-EAP Search Committee 78543 Paris Cedex 11 


ESCP-EAP 


Graduate School of Management 





LECTURER/STATISTICIAN 


Statistical Institute for Asia and the Pacific (SIAP) 
Chiba, Japan 


The United Nations Economic and Social Commission for Asia and the Pacific 
(ESCAP) invites applications for the above post from persons with post graduate 
qualifications in economies/statistics/mathematies. and considerable practical 
experience in official statistical work, particularly in the area of demographic 
statistics and analysis, preparation of life tables and population projections. Ability 
and experience in teaching and conducting training sessions are required. Experience 
or knowledge on the use of statistics in policy analysis and formulation, in othe 
developing countries of the Asia and Pacifie region is desirable. Familiarity with 
statistical software packages will be an advantage. Excellent command of written 
and spoken English. Duty station: Chiba, Japan. with mission travel to countries in 
the region, 

Duties involve conducting professional training om demographic statistics, and 
analysis, sample design and survey, preparation of Hie tables and population 
projections through lectures, workshops and practical sessions for government 
statisticians in the Asia/ Pacific region, and preparing and updating training materials 
for courses organized by the Institute. 









































United Nations offers competitive salaries, commensurate with education and 
experience, benefits and allowances. Initially one-year appointment with possible 
extension, 

Qualified women are encouraged to apply. 

Apply with detailed curriculum vitae and references by 10 May 2000 to Chief 
Personnel Services Section. Division of Administration, ESCAP, United Nation: 
Building, Rajdamnern Avenue, Bangkok 10200, Thadand. Pas: (66 2) 288-1045 o 
288- 1000, 

Please refer to <http://www.un.org/Depts/OHRM/guidenew. htm for guidelines 
for preparation of resume. : 

Due to volume of applications, only candidates under positive consideration will be 
informed of the outcome, 
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JNITED NATIONS RELIEF AND WORKS AGENCY 
-FOR PALESTINE REFUGEES IN THE NEAR EAST 
UNRWA 


United Nations programme in the Middle East, provides education, 

relief assistance and social services to 3.6 million registered Palestine 

Jordan, Lebanon, the Syrian Arab Republic, the West Bank, and the Gaza 
UNRWA is. seeking to employ a well qualified and experienced 


Policy Analysis Officer (P4) 


byahe unit Chief. the Officer will conduct research and analysis on issues 
tothe overall objectives and policies of the Agency, within the framework of the 
Jit. He/she will assist substantive Departments/Offices in developing 
nd help prepare proposals for decision at the policy or strategie level. 
i e will assist in coordinating engagement of external technical expertise 
in policy related-area, 

ENTIAL QUALIF ATIONS: Post-graduate university degree in public or 
dministration, social noes or related field. At least 8 years of progressively 
7 neluding in a senior supervisory capacity and at the international 
i level ina Farge public, international or non- governmental organizations, involving policy 
arch and analysis and related functions. Excellent spoken & wnten 
DESIRABLE QUALIFICATIONS: Experience or academic training 
cmenvimplenvantation of large-scale relief assistance operations, development 
T public sector services, particularly in developing countries. Working 

of other UN languages, 
o UNRWA offers an attractive compensation package including gross annual salary starting 
at $75,424 ($56,380 net tax free with dependants, $52,503 single plus 17. 1% e post 
“adjustment multiplier) plus an atiractive fringe benefits package, (education grant, 
dependency: allowance, home leave, pension find, health insurance, 6 weeks annual 
year, renéwable. Gaza is currently a non-family duty station. A 
side in or Cae af Gara, children are eaten to > reside ee of 


7-7694 or “electronically 
Roane can also be el to Head, Recruitment 
ection: UNRWA HO Gaza UNRY A. PO. Box 700, A-1400. Vienna. Austria. Please 
quote rel. VNM 2/2000. > deadline for receipt of applications is 20 May 2000. For 
more iiformation,. please refer to UNRWA website bup-//iwww.unrwa.org/, 
Only those applicants in whom the Agency has further interest will be contacted. 


ied. ix unrwa- CUNA 


The Novartis Chair in Healthcare 
Managemen 


INSEAD is inviting applications and nominatior 
Chair in Healthcare Management. The school is 


management, marketing, organisational bela 
chairholder will help develop the research ani 
will position INSEAD ar the leading edge.of i 
worldwide in this increasingly important area, 


campus located in Pontainebleau, France, near Paris and an Asian ; 
campus in Singapore. The school counts 125 full-time fheulty members, 
representing 25 nationalities and attracts 650 MBAs and. 5,500 
executives from around the world annually, Faculty can opt.to.residé on 
either campus. The working language is English. : 
Its four-vear PhD Programme currently has over 40 students enrolled: 


Applications should include'a curriculum vitac and the names and full 
addresses of at least three referees. Nominations or requests for more 
information should be segt to: 

Professor Hubert Gatignon, Chairman of the Novartis Search 

Committee at INSEAD, Boulevard de Constance 
77305 Fontainebleau. Cedex, France. 
Compensation is competitive with the top business schools in the 
world. 
INSEAD does not discriminate an the basis of race, religion, 
Rational orgi or gender. 


WORKING FOR THE ECONOMIC DEVELOPMENT OF HALF THE WORLD 


ADB's overarching goal is to reduce poverty and improve the quality of life of all people inthe Asian & Pacific region. We seek a highly 
motivated professional with interest in assisting ADB undertake its work in poverty reduction. 


THE POSITION 


PROJECT MANAGEMENT SPECIALIST 


THE REQUIREMENTS 


The position is the focal point for the effective supervision, monitoring, Arecognized degres in engineering, economics, or finance, prefer- 
and portfolio management of projects financed by ADB. Core functions ably at post graduate level and in-depth knowledge of transport, 
include (i) supervising loan and technical assistance projects, including agriculture, infrastructure, or social sector. Extensive hands-on 
procurement and consultant recruitment activities; (ii) as mission leader, experience in project supervision and portfolio management, in- 
conducting policy dialogue with government officials as well as super- cluding active participation in project processing and contributing to 
vising and coordinating the work of mission members in formulating and country programming activities are essential. Proven track record 
processing projects, and (iii) providing input to processing of projects to in policy dialogue with government officials, as well as sound 
ensure that project design, concept, rationale, and implementation are analytical, organization, negotiation, and interpersonal skills are 
consistent with ADB's strategic objectives and guidelines. also required. 


Established in 1966 and headquartered in Manila, Philippines, ADB's multicultural staff come from over 45 member countries. ADB offers an 
internationally competitive salary paid in US dollars. Salaries and benefits are generally free of tax except for citizens of some countries, 
primarily the USA and the Philippines, whose incomes are taxed by their respective governments. Applicants should be nationals of one of 
ADB's member countries. For further information on ADB, please visit www.adb.org and look for Employment Opportunities under 
Business Center. Women are actively encouraged to apply. 


iinww.adb.org 


http 


Send CV and cover letter by fax or mail quoting Ref. No. 00-25 by 13 May 2000 to 
HUMAN RESOURCES DIVISION 
ASIAN DEVELOPMENT BANK 
P.O. BOX 789, 0980 MANILA, PHILIPPINES 
Fax: (63-2) 636-2550, E-mail: jobs@adb.org 
Gnly shortlisted candidates will be notified. 


Asian Development Bank 
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No Resources International Limited specialises in the 
preparation, management and delivery of consultancy, 


research and training projects in the Renewable Natural 
Resources (RNR) sector. 


We are currently seeking Consultants who would like to 
register for short, medium and jong term assignments in 
developing countries. If you have over ten years' experience in 
the natural resources sector and specialise in any of the 
following fields (particularly with Team Leader/Project 
Management experience); 

e Agricultural Economics + Farming Systems 

* Environmental Management 


* Institutional Reform/Change 
Management 


Rural livelihoods 


* Sociology/Anthropology 
« Social Forestry 

. Community Development * 
Please send your name, address and CV to Natural Resources 
International, PO Box 258, Chatham, Kent ME4 4PU for a 
database form. 

Email: m.walker@gre.ac.uk 

Fax: + 44 (0) 1634 883955 


~ Please quote ref; DB0420. 










Fulfilling Britain’s commitment to Ga 


www.nrinternational.co.uk 


Department for 


international 
Development 


DFID 


DFID will provide £17m over the period 2000/01 - 2004/05 for the 
Business Linkages Challenge Fund (BLEF). The.aim is to stimulate 
active partnerships between businesses, between business and 
government, and between businesses and intermediaries. 

The Fund’s goal is ta improve access to sustainable livelihood 
opportunities for poor people through improving the 
competitiveness of businesses and their ability to access markets. 
Companies, their representative organisations and partner NGOs 
can apply to the BLCF for funding to establish new links or 
strengthen/extend existing ones. In particular, the Fund will focus 
on inter-firm linkages which improve export performance; 
strengthen the role of domestic producers in meeting domestic 
demand; or improve the policy and regulatory climate for 
business. The BLCF will. provide matched funding, in a competitive 
and transparent manner, against clearly defined criteria which 
encapsulate DFID’s priorities. The BLCF will be launched in 
Southern Africa and the UK and, after six. months, rolled out to 
Central Africa, South Asia andthe Caribbean. 

DFID seeks to contract a Fund Management Company, responsible 
for the following tasks: developing policies, procedures and 
promotional initiatives; establishing regional representation and 


is recruiting a (m/f) 


IRECTOR OF INFORMATION AND PRE 


As a close adviser of the Secretary Gereral, you will be 
responsible for promoting public understanding of NATO, formulating 
and implementing information and press prog’ammes in NATO and 
Partner countries, managing an office with over 80 stoff. 


You are a national of a member country of NATO and you have: 
* exlensive knowledge of international affairs especially of NATO 
and Central and Eastern European countries: 
* recent experience in a managerial position, dealing with 
information and public relations work; 
* thorough knowledge of the media; f 
e fluency in English and French. A knowledge of Russion and 
additional languages is desirable. 
Letters of application, with detailed CV, should be sent by post 
or by email (indicating a postal address}, quoting the 
reference OIP.EC.APROO, to: 
Recruitment Officer, NATO Headquarters, 
B-1110 Brussels, Belgium 
or recruitment@hq.nate.int. 
for applicati 26 








BUSINESS LINKAGES CHALLENGE FUND 


support services; managing the bidding process; and managing, 
monitoring and evaluating funded projects. 

REQUIREMENTS AND QUALIFICATIONS 

Expressions of Interest (2 copies) on no more than 4 pages, 
accompanied by abridged CV's of key personnel, should be 
submitted. This should reflect your organisations experience in 
fund management and the other tasks listed above. 

The following criteria will be applied to assess Expressions of 
Interest for the position of Fund Management Company: 0) 
Experience of managing challenge funds or similar programmes; 
(ii) Ability to field or access appropriate expertise to fulfil all fund 
management responsibilities and proven capacity to deliver results 
in the countries in which the Fund will be available; (ili) Strong 
promotional skills and the ability to develop constructive dialogue 
with UK and in-country partners, primarily in the business sector. 
but also. with government and civil society; {iv} Experience of 
working with large, medium-sized and small businesses; (v) 
Understanding of development and role of the private sector 
within this process; and (vi) Extent to which total management 
costs are below 15% of the Fund budget. 

The closing date for receipt of responses is Tuesday 30 May 2000. 


Expressions of Interest (2 copies) should be submitted to: R. Morrison, Procurement Department, Room AH364, 


De 
Fax No 01355 843327. 


The Department for International 
Development (DFID) is the UK's 
ent department leis patie for 
g development and the reduction 
FID is committed fo the 
internationally arget of halving the 
proportion of ving in extreme 


poverty by 2015. concentrated ¢ 
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DHD works in partnership with 
governments, international and national 
non-governmental organisations, the 
private sector and institutions such as the 


nt for International Development, Abercrombie House, Eaglesham Road, East Kilbride, G75. BEA. 


Asia and sub-Saharan Africa, but we also 
work in middle income countries, and in 
Central and Eastern Europe. 


from members of the ethnic minorities. 


poorest countries in 
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Executive $75K-S00K-+. Career searching into, within or out of 
Asia / Europe / M.East / U.S.? Contact for Free Info & Critique 
www.careerpath.co.uk 
Fax: Email: IK 
+1 202 4781698 — cpameric reerpath.co.uk 


+44 20 75048280 cpeurop areerpath.co.uk The Potsdam institute 
M. East / Aus +66 2 2674688 a k.loxinfo.co.th for Climate Impact Research (PIK) 


The Potsdam Institute for Climate Impact Research (PIK) is an. 
interdisciplinary resenrch institute in the Berlin area, It has about 130° 
collaborators working on various aspects of global and regional 
environmental change, with a strong emphasis on computer modeling 


PIK hasa research position open for M 
The tasks involve the development. of economic and socioeconomic 
models related to global chance. 


Applicants (with a Ph.D. in mathematics, economics or other field 
should have solid knowledge of dynamic programming, contro 


‘National University of Ireland, Galway theory, and differential games. Experience in object oriented 


simulation is desirable. 
Ollscoil na rean limh aes 
MIlsco bEir My Gai : Salary according to German standard T a BAT-O. 


Further information is available at www.pik-potsdam.de 


i pplications are invited for the following full-tume permanent 
posts tenable from September 2000:- 


To apply, send a letter with a statement of research interests, a C 
copies of relevant publications, and the names (and e-mail addresses). 
ECONOMICS of three referees within 4 weeks to 
ae ` g Prof. Dr. H.-J. Schelinhuber, Director 
Junior Lectureship S ( 2 posts) Potsdam Institute for Climate Impact Research, 
oot P.O. Box 60 12 03, D-14412 Potsdam, Germany 
‘The appointees will contribute to the general teaching of the 
Department as well as to two inter-disciplinary programmes, 
amely, a B.Sc, in Financial Mathematics and Economics and a i ae 5 : 
Children's Aid Direct is an international 
in. Public and Social Policy. Although applications are inumahitatlan organisation working 
invited: trom all areas of the discipline, the Department would | with children and their carers in 
like im particular, to attract candidates who have good affected communities towards their 
quantitative skills, including survey techniques and data rehabilitation. We operate 


i programmes in Albania, Macedonia, ee = 
handling skills, and whose teaching and research interests Azerbaijan, Kosovo FRY, Maiti, Burundi, | Cp itaen’s Aid ] 


clude one or more of the following: Financial Economics, Liberia, Democratic People's Republic 
: Monetary Economics and Environmental and Natural of Korea, Sierra Leone and Tajikistan 
Resource Economics, and Cost-Benefit Analysis. with new programmes under review. 


Applicants should have a postgraduate degree in economics (a We are looking for: 
Ph.D is considered desirable), have good communication skills 
g 


and demonstrated research capacity. Country Representatives 


Further information on the Department of Economics ts for our following programmes: 
wailable on its web page: hetp:/ /www.nuigalway.ie /ecn Azerbaijan, DPRK and Haiti 


For informal discussion contact: Circa £21,000 per annum plus In Country Allowance 


Professor Michael Cuddy, The Country Representative will be responsible for the overall 
Department of Economics, management and development of the programme. You will therefore 
Tel: 353-91-750324,; Fax: 353-91-524130, d have strong leadership skilis good interpersonal skills and 
; e-mail: michael. cuddy@nuigalway.ie | representational skills. You will need to have the ability to assess 
Closing date for receipt of applications is Friday, Sth May, ff programme needs and priorities. The post will require you to have had 
2000. previous experience in strategic planning, proposal formulation, financial 
and staff management and report writing. The post holder will 
Further information may be obtained from the therefore have had at least 3 years of overseas work experience for a 
Personnel Office, NUI, Galway, humanitarian aid organisation with a minimum of 2 years experience in 


£ N ; ee ee ower emery i entation j Q mes, 
Candidates should submit six copies of their Curriculum Vitae the management and implementation of aid programme 


with names of not more than three referees to: Knowledge of the French language is essential for the post in Haiti. 


The Personnel Office, 
National University of Ireland, Galway, 
Tel: +353-91-512069; Fax: +353-91-750523, 
E-mail: personnel @mis.nuigalway.ie 


To apply please re 
department, Chi 
RG30 LEA. Tel: 0118 9584000 En 
The closing date for cc 
Ine 
s Ald Direct w 





j ; National University of Ireland, Galway is an equal opportunities employer. 
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Maastricht University has a worldwide 
reputation for its unique student-oriented, 
problem-based learning (derived from the 
casebook method). It is a young, rapidly 
expanding university with a strong inter- 
national orientation. The multidisciplinary, 
thematic research corresponds with the 
educational method and the social position 
of the university 








Universiteit Maastricht 





More information on 
Maastricht University and an 
up-to-date overview of 


The Faculty of Economics and 
Business Administration yearly 
offers several PhD positions, 
positions for Assistant 
Professors and positions for 
Associate Professors. 


vacancies may be found on 
the Internet 
(nttp://www.unimaas.ni). 


+ 
se 


WWF 


For more than three decades, World Wildlife Fund (WWF) has led 
international efforts to conserve the wealth of life on earth, WWF seeks 
to fill two senior positions in its People and Conservation Program, 
which is addressing key socioeconomic issues in 25 priority ecoregions 
worldwide: 


¢ Stakeholders, Population and Gender Specialist (#20092) 
Will develop, test and disseminate innovative approaches to building 
constituencies for biodiversity conservation, including stakeholder 
analysis and engagement, conflict resolution, and establishing 
partnerships. Requires extensive experience working on stakeholder, 


population and/or gender issues in developing countries with 
doctorate or master’s and equivalent experience. Fluency in Spanish 
or French preferred. 


Demographic and Resource-Use Trends Specialist (#20093) 

Will develop cutting edge methodologies for analyzing key trends in 
priority ecoregions, focusing on changes in demography, resource use 
and infrastructure from specific sites to entire ecoregions, Requires 
extensive experience in demographic, resource use and conservation 
issues, knowledge of GIS systems/applications, and doctorate or 
master’s and equivalent experience. Fluency in Spanish or French 
preferred. 


AA/EOE Women and minorities are encouraged to apply. Only 
applicants selected for an interview will be contacted. Please send cover 
letter and resume indicating job number by email to hr@ wwfus.org or by 
mail to World Wildlife Fund, Human Resources Dept. 1250 24th Street, 
NW, Washington, DC.20037. For more info: www.worldwildlife.org 
NO TELEPHONE INQUIRIES PLEASE. 
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INTERNATIONAL CONSULTANTS WANTED 


| 








~ DO YOU FEEL LIKE YOUR CORPORATE 









LADDER HAS RUN OUT OF RUNGS? 


Do you feel the need for new challenges and opportunities? If you're a 

global senior executive, over 40 years old and accustomed to a +100K 

annual salary, we can be the answer to your next jump on the ladder of 
success. Resume Broadcast international assists you in youri 
professional search with the personal contact necessary for success | 

from start to finish 24 hours a day, 365 days a year. The opportunity to 
meet our executive staff in London from 28/12/1999 - 17/1/2000 is only a | 
phone call away at Tel: (909) 866-4213, Fax: (909) 866-4244 or E-mail: | 
1022243306 @ compuserve.com | 

Resume Broadcast International 

P.O. Box 6390, San Diego, California 92166, USA. 

Tel: 619 224 9257, Fax: 619 224 9268 

Email: 102224.3306@compuserve.com 








i: K 
intermational 








The ABU Consult Group Berlin, Germany, comprises leading 
international consultancy companies specialised in the fields of: 
+ Human resources development: Education and Training, VET; 
SME development: Entrepreneurship and Privatisation; 

Policy Advise: Legal, Institutional and Administration Reform; 
Social Reform: Insurance, Pension, Labour Market Reform; 
Rural Development: Agriculture, Cadastre Registration and 
Environmental and Transport Consulting: Logistics. 


ee ¢ è è è 


For development projects in these fields we are looking 
for experts. 
Please e-mail your application and CV in Werd format to: 















































L C.Sheehan@abu-consult.de 
M 
Overseas Development Institute z 
Britain's leading independent think-tank on l 
international development and humanitarian issues 


Research Fellowships 


Trade and Economic Development 
{Universities Research Scales; Ranges 1 bor TV} 


ODI wishes to appoint a Research Fellow to join the International 
Economic Development Group. The Group wishes to extend its research 
on the relationships between trade and the environment and trade and 
poverty. Candidates should have sound knowledge of economic theory 
and the use of quantitative tools of analysis. 


Poverty and Public Policy 
(Universities’ Research Scales; Ranges HI or TV) 

ODI wishes to appoint a Research Fellow to join the Poverty and Public 
Policy Group, preferably with an interest in urban poverty including 
vulnerability frameworks, social capital and/or violence. Any discipline’ 
relevant to poverty and public policy will be considered, 
For both posts candidates should have a postgraduate qualification - 
preferably to PhD level - substantial research or relevant policy 
experience along with an excellent publications record, proven 
experience of writing for a variety of audiences and demonstrated ability 
to attract funding for research and advisory work. Find out more about 
ODI by visiting our website at wwwodiorm uk, 

Salary: Universities’ Research Scales; 

Range I (£24,713 - £32,199), Range IH (£30,612 - £40,695), or Range IV 
(from £38,535) inchading London weighting of £2134. 


Further details and an application form can be obtained from Susan 
Hamilton, ODI, Portland House, Stag Place, London SWIE SDP. 
Fax +44 (0) 207393 1699. 

E-Mail: s hamilton @ odi.org ak. 

Closing date for both posts: Tuesday 30th May 2000. 


ODI is an equal opportunities employer Charity Reg. No, 228248 
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reduce world poverty 


Fulfilling 


APPOINTMENTS 





Department for SENIOR SECURITY AND ACCESSIBLE 


International 
Development 


As part of its contribution to achieving the international 


~ development targets, DFID is currently developing its policy to 


assist governments to improve the access of poor people in 
eveloping and transitional countries to safety, security and justice 
AJ). The objective of this policy. is to ensure that everyone, 
articularly poor people, are safi fromvidlence, intimidationand 


s. Secondly, to protect» 


ems whieh Lastly, to 


tbjectves ‘because ‘OF lack of political will and DFID’, B06 
ith others, i i 


JUSTICE ADVISER 
GOVERNANCE DEPARTMENT, LONDON 


developing countries, together with an understanding of the 
practice of institutional development and organisational change. 
Experience of inter-agency working in the public sector would be 
advantageous. Excellent communication and management skills and 
the ability to operate at a strategic level is required. The flexibility to 
travel overseas is essential. 


TERMS OF APPOINTMENT 


The appointment will befor a permanent and pensionable Home 
¿Civil Servant or to DHID’s Corps of Specialist (CORPs) and is subject 
_ to the satisfactory completion of a 10 month probationary period. 

[The .CORPs appointment will be between five to ten years 

duration with the prospect of renewing or transferring to 


» permanent and pensionable Home Civil Service terms. Anyone 


Appointed to the CORPs will have the option of becoming a 
member of the Principal Civil Service Pension Scheme]. 


| Thesalary offered will be in the range £35,651 - £48,954 p.a, (UK 
_ taxable, and dependant on qualification and experience) plus 
benefits package, More may be available for an exceptional 
_ candidate. 


- Candidates should either be nationals of Member States of the 
European Economic Area (EEA), or Commonwealth citizens who 
have an established right of abode and the right to work in the 
United Kingdom. 


Closing date: 19 May 2000. 


A pplication loms è čan btained, q oting reference. AH304/ 1/AF/TE clearly on your envelope, from Department for 
international Developmen rcrombie House, Room AH304/1, Eaglesham Road, East Kilbride G75 8EA or telephone 
(01355) 843629 ( swerph ) nail: rpmbi@dfid.gov.uk http://www. dfid.gov.uk 


The Department for International DFID works in partnership with Asia and sub-Saharan Africa, but we also 
Development (DFID) is the UK’s government governments, international and national work in middle income countries, and in 
department responsible for promoting non-governmental organisations, the private Central and Eastern Europe. 


development and the reduction of poverty. sector and institutions such as the World 
DFID is committed to the internationally Bank, UN agencies and the European 
agreed target of halving the proportion of Commission. Most of our 


concentrated on the poore 


people living i in extreme poverty by 2015. 


BUSINESS & PERSONAL 


DELAWARE (USA) 
CORPORATIONS 


taal opm Chavon en er FREE KIT. 


contidextiol 
site "ae 


3511 She, #105¢¢ : Siret, Suite TOE 


302-477-9800 « wnt cared Re i a 
Essel: conpEeheg com 


Tel: 


Fa 


acii 
Pas: rs) 482 A? 
ASSAY oew as Ruane hak hi cce 


DFID is committed to a policy of 

Equal Opportunities and encourages 
applications from members cf the ethnic 
minorities, 


ro PASSPORTS, DRIVER'S 
LICENCES, DEGREES, BANK 
ACs, CAMOUFLAGE PASSPORTS. 
Fax +312 


Email: 1004 13.3245 @compuserve.com 
http://www. global-money.cam 


Offshore Companies, Trusts, Tax Planning 


Innovative and cost-effective solutions to protect your assets and minimise your tax. The Sovereign Group is a professional glabal practice of 
leading tax specialists, operating in 17 jurisdictions worldwide for over 10 years. For complimentary copies of our guides to international tax planning 
and trustee services, please contact your most convenient Sovereign office. Alternatively call for expert practical advice free of obligation or charge. 
GIBRALTAR: Diane Dentith HONG KONG: Stuart Stobie TCH: Poul Winder : Simon Denton USA: Bit Andrews 


+350 76173 Yel. +852 2542 1177 al: +7 G49 946 5056/7 +44 (O)207 479 7070 Jel +1 #00812 6384 


350 70158 ax: +852 2545 0550 +1 649 946 5052 Ki +44 (07207 439 4436 Fax: +1 800-873-6382 
overeigngroup.com 8 a] 0 ci sreigngroup.com overcigngroup.com usa@soversigngroup.com 
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www. sovereigngroup.com 
















EXPERIENCED. MANAGEMENT CONSULTANT 
Ready to represent your interests in Europe 
individual assignments or long term support 
Management, Marketing, Research, Pubic 
Relations, Negotiations etc. 
BCW INTERNATIONAL 
3, rue Troyon, Paris, France 

Tek 00 331.4409 7956 Fax: 60 331 44 09 79 57 
E-Mail: europeans@aol.com 


University of Alaska Anchorage 
College of Business and Public Policy 









































One Regular, One Term, Assistant / 
Associate / Full Professor of 
Marketing / Global Logistics / 
Supply Chain Management / 
Transportation Economics. 

Start date August 2000. 
Qualifications: Ph.D. (ar ABD with 
expected completion) in 
transportation economics, marketing, 
or logistics engineering with 
industry experience preferred, A 
background in information 
technology related to supply chain 
management is desirable. The 
applicant must be able to teach both 
undergraduate (BBA) and graduate 
(MS/MBA} courses in several of the 
following areas: transportation, 
global logistics management, e- 
commerce and logistics information 
systems, purchasing, materials 
handling, transportation and other 






Readers are recommended 
to make appropriate enquiries and take 
appropriate advice before sending money, 
incurring any expense or entering into a 
binding commitment in relation to an 
advertisement, The Economist Newspaper 


Limited shalt not be lable to any person for 
loss or damage incurred or suffered as a 
result of his / her accepting or offering to 
accept an invitation contained in any 
advertisement published in the Economist. 





#*LONDON'A 


1] Quality serviced apartments offering best value a 
for money. Our apartments offer great savings 
a compared fo hoteis. Fully serviced. private 2 


aspects of logistics. eee edd i telephone, sentral 
penn ; heating, elevator, 
Application Procedure: Applicants ee esi a 


Cantrally located in Kensington area. 


@ Tourist Board Approved W 
Ashburn Garden Apartments 

u 3 Ashburn Gardens m 

n South Kensington, London SW7 406, UK 


www.ashburngardens.co,uk 
a info@ashburngardens.co.uk a 


Tel: ++44 207 370 2663 
\ Fax: ++44 207 370 6743 
SERRE 


should obtain the complete vacancy 
announcement and application 
process from: Human Resources Services, 
University of Alaska Anchorage, 3211 
Providence Drive, Anchorage, AK, 99508, 
Telephone: (907) 786-1603, Fan: (907) 786- 
S727, Voice: (907) 786-4608, T 907) 786- 
1420 Web: www. fnsys uaa alaska edufuaahra 








UAA is an ANEO Employer & Edgcational institution. 


SCHOLARSHIPS 


LONDON SCHOOL OF ECONOMICS 


Centre for 
Civil Society 


Lord Dahrendorf Civil Society Scholarships 


The scholarships offer opportunities for doctoral work at the LSE in the 
study of civil society beginning October 2000 or 2001. Specifically, the aim 
of the scholarship is to draw in the best talent from across disciplines (e.g., 
economics, sociology, political science) and countries to work on the 
voluntary or third sector, civic associations, social capital and other central 
aspects of civil society. Of particular interests are projects that are (1) 
comparative (cross-national, historical), Gi} empirical with a clear conceptual 
import, and/or (iii) address. methodological and measurement issues. 


Scholarships cover up to £3,000 fees per annum for three years, living 
allowance for 2'/ years, and initial set-up grant, if needed. (PhD fees are 
£2,740 per year for EU students and £8,724 for overseas students). 


Deadline for application: 15 June 2000. Short-listed candidates may be 
required to attend personal interview at LSE. Scholarships will be announced 
mid-July 2000. 


For application packages, please write to: 


Dr Helmut K Anheier, Director 
Centre for Civil Society 
London School of Economics 
Houghton Street 

London WC2A 2AE 


LSE 


or email: ccs @Ise.ac.uk 


uo 























The ultimate authority on the world’s best hotels 
hideawayreport.com 





eo vies TO ADVERTISE WITHIN THE CLASSIFIED 
SECTION, CONTACT: 


Stephen Welch, New York 
Tel: (1-212) 541 5730 Fax: (1-212) 247 1325 email: stephenwelch@economist.com 


or: Will Wilkinson, London 
Tel: (44-20) 7830 7000 Fax: (44-20) 78307111 email: willwilkinson@ecanomist.com 


or: Nathalie Henault, Paris 
Tel: (33-1) 53 93 6608  emaik nathaliehenault@ecanomist.com 


BUSINESS OPPORTUNITIES 
TELECOMMUNICATIONS PARTNERS 


SARKON, A U.S. BASED COMPANY WITH 25. YEARS OF SATELLITE COMMUNICATIONS 
EXPERIENCE 1S LOOKING FOR HIGH QUALITY PARTNERS AND REGIONAL 
CONSULTANTS/DIRECTORS TO MANAGE THE LICENSING, SALES, AND 
MARKETING OF OUR INNOVATIVE SATELLITE COMMUNICATIONS SERVICES. 
Sakon is building satellite systems in developing countries ike Bahrain, Ethiopia, 

Haiti, India, Ivory Coast, Jamaica, Kenya, Pakistan, Senegal, Vietnam, Yemen 
and other areas where fiber is excessively a or non-existent. 

Our world-class SATELLITE COMMUNICATIONS SYSTEM offers the following services: 












MAJOR NEW 


BRITISH FEATURE FILM 
INVESTORS REQUIRED 


SABINA ANIMA 


» A great untold love story 

* Established international cast 

* Oscar-winning creative talent 

e Great world-wide potential/tax benefits 


Please contact the production office for further details at: 






' Fax/Tel: 44(0)20 8347 8855 OR e-mail: barryist @aol.com 
Visit our website: www.animaproductions.co.uk 





CE) Anima Productions Ltd. 


The directors of Anima Productions Limited of 25 Swains Lave, Highgate, London, NE GOX accept 
responsibility for the cantents of this advertisement which has beer approved solely for the purposes of 
Section 37 of the Financial Services Act [946 by Baker Tilly, Chartered Agcoantuats, 2 Bloonsbury Street, 
London WEIB 3ST., who are authorised oy carry on investment bisiness he Institute. of Chariered 
Accountants in England and Wales. The value of shares may go doar as wells: upami an investor may not 
get back the amount invested, The shares being offered aie pot traded dn an investment exchange. Tt may be 
difficult to sell or tealise the investment md ohtaih reliable information aiut ite value of the extent of the 
risks to which it is exposed. Tax exemptions and reliefs can change, 
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Email: iom@ICSL.com 





UK - PEYMAN ZIA 


Email: uk@ICSL.com 


International Company Services (UK) Ltd 


ICSI Iberia Limited 


Email: por@ICSL.com 


Email: usa@ICSL.com 


N 


Pelt 


402 TEANECK ROAD + SUITE 114 - TEANECK, NEW JERSEY + 07666 - USA 


OFFSHORE 


Companies from $250 





READY MADE COMPANIES 
LOWEST ANNUAL FEES 
NOMINEE SERVICE 

BANK INTRODUCTIONS 
OFFSHORE CREDIT CARDS 


Funds QÈ) Express 


Fel: +353-1-6790600 Fax:+353-1-6790475 


Ridge House, 1 Conyngham Road, 
Dublin 8, Ireland 
@convexp.com 


Cyprus: 
Tok+357-2782415 Fax:+357-2766722 


Established since 1980 


[ENDERS 


®WorldBid 


cea iene Mal LEADS 
Bu 








PRECIOUS STONES 
View details at: 
www.worldbid.com 
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PROJECT 
FINANCE 
from 
5% 
Refinance 


Acquisitions 
Construction 








Now fending in 
G S/E Asia 
4 Europe 
F Sth America 
Ca Nth America 
A Australia 

3 New Zealand 





Deal direct with the Lender 


EUROASL 


4 yashington St., 
Monterey C A 93940. USA 


it would be appreciated if your inital 
inquiry is by fax or e-mail, Thank-you, 


+1831 886 2406 


www. curoasian.com 






IBERIA - ROD RAMSDEN LLB LLM 
Tel: +351 21 314 2030 Fax: +351 21 314 2031 
USA - JERRY BAKERJIAN BBA 


International Company Services (USA) Inc 
Tel: +44 171 493 4244 Fax: +44 171491 0605 Tel: +1954 943 1498 Fax: +1 984 943 1499 





Since 1977 The ICSL organisation has specialized in AOAI COMAN A RS FOUNDATIONS establishment and administration of Offshore Companies, Trusts, 
Foundations and other structures with emphasis on Tax Mitigation, Asset Protection and Privacy. We also arrange no 
tax/low tax residency and alternative citizenship and passport. For information or an initial consultation without obligation 
please contact your most convenient ICSL office. Our corporate aim: to provide Quality Service at Reasonable Cost. 
ISLE OF MAN - JOHN GALLACHER 


i uv International Company Services Limited 
Tel: +44 1624 801801 Fax: +44 1624 801800 


IRELAND - EILISH MURPHY 


International Company Services treland) Ltd 
Tel: +353 1 661 6490 Fax: +353 1 661 8493 


Email: ire@icsSLcom 


International Company Services S.A. 


Email: uy@ICSL.com 


CEE SE SE SE SE SE ZE) 


WORLD WIDE 


Grosvenor Court, Towe 
isle of Man, Great Brita 
TEL: +44 1624 8159544 
FAX: +44 1624 847080 -— 
E-mail: economist@ocré.c 


| 
| 
| 
| 
| 
| 
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URUGUAY - DR, CARLOS QUERALTO 


Tel: +598 2 902 1165 Fax: +599 2 902 1191 


——www.ocra.com — 















26 Offices Worldwide 


| 
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1509002 94 Certificated » A mermber of the Estate and General Group established in 1935 








NEW AUTHORS 


PUBLISH YOUR WORK 


ALL SUBJECTS CONSIDERED 
WRITE OR SEND YOUR MANUSCRIPT TO: 
MINERVA PRESS 
318 ~ 317 REGENT ST LONDON WIR 7YB UK 
Wiha mingrva-press.co.uk 
















CUT THE COST OF YOUR 
STAY IN LONDON 
Comfortable self-contained serviced studio flats 
in Knightsbridge near Harrods, fully equipped 
kitchen-dinetie, bathroom, phone, satelite TV, 


central heating, elevator, maid service, resident 
manager. Suit 1-2 persons, Brochure by Alr-Mait: 
Knightsbridge Service Apartmerts 
45 Ennismore Gardens, London SW? 1AQ. 
JEL: 020 7584 4123. Fax: 020 7584 9058. 
info@ksflats.deman.co.uk 
www.ksflats.demon.co.uk 















U.S, CORPORATIONS AND 
LIMITED LIABILITY COMPANIES 
(LLCs) SET UP INSTANTLY IN 
DELAWARE, OR OTHER STATE, BY 
PHONE, FAX or INTERNET 


Your headquarters may be anywhere in the f 
USA or other country. No minimum capial | 
requirements. No lawyers necessary. Most 
major corporations are incorporated in 
Delaware. FREE Delaware Incorporation 
Handbook (8th Edition). Registered agent, 
shelf corporations, legal address in 
Delaware and mail forwarding. U.S, bank 
account opening service. VISA/MCIAMEX 
CALL ANYTIME Tel: 1.800.425.2993 
{toll free) or +302,996,5819 
Fax: 1.800,423.04823 (USA/Canada only) 
address in or Fax: +30299465818 
E-mail: inc_info@ delbusine.com 
Internet: hitp://www,.delbusine.cont 
Delaware Business Incorporstors dnc. - 
3422 Old Capital Trail, Dept: TE 
Wilmington, DE 19808-6192 
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| OUTPUT, DEMAND AND JOBS Growth in French industrial production quickened to 4.2% 
| in the year to February. Over the same period, Spanish industrial output jumped by 10.2%. The 
rate of growth in British retail sales slowed slightly, to 4.6% in the 12 months to March, but this 
was up from 2.1% in the year to March 1999. Japan’s retail sales fell by 3.0% in the year to February. 


% change at annual rate industrial Retail sales Unemployment 
production {volume} _% rate 


The Economist poll 
GDP forecasts 





= latest _year ago 















































is) adjusted. T Average of latest 3 months compared 
in y March § Jan-Mar, ** New senes 











PRICES AND WAGES Preliminary figures showed that German consumer-price inflation 
slowed to 1.5% in the year to April, from 1.9% in the year to March. Denmark’s annual rate of con- 
| sumer-price inflation rose slightly, to 32% in March, Australian producer prices jumped by 5.6% 
| in the year to the first quarter. 
% change at annual rate 
Consumer prices* 
ints! year 20002001 3 thst 1year 3 mths? 1) 
Australia 
Austria 


The Economist poll 


consumer prices forecast Producer prices* Wages/earnings 


























+ 4&5 Mar 
Euro- Mar Tt 8 EAJ feo te 


*Not seasonally adjusted. "Average of latest 3 months compared with average of previous 3 months, at annual rate. * "New series, 

















COMMODITY. PRICE UN DEX 
Baad Summit talks to form anew pact 
to boost rubber prices have been post- 
poned following Indonesia’s cabinet re- 
shuffle. There will now be only preliminary 
talks in May with Thailand and Malaysia to 
discuss their plans for an orec-type cartel 
to replace the International Natural Rubbér 
Agreement, which was scrapped last year 
after both countries withdrew. Indonesia 
has yet to decide whether to join the cartel, 
which would control some 80% of world 
production. Traders doubt whether the 
three countries can afford to buy up suffi- 
cient rubber to lift prices, given that the 
INRA still has 140,000 tonnes of stockpiled 
rubber, which it must sell by theend of June 
next year. The World Bank and the Com- 
mon Fund for Commodities have recently 
set upa task force to help rubber smallhold- 
ers improve productivity. 



































7995=100 % change on 
Apri8th Apr 25th* one one 
month year 
Dollar index SttSt~C~STS g 
All Hern 744 74.4 ~ 04 + 54 
food 7397 +19 +A) 
industrias 
All ka 
Nia a) h 1 
Metals 3 TS ~ 49 +144 
Sterling index 7. 
All All items 744 74.0 - 00 + 76 
Food 39 RƏ +23 + 66 
Industrials Bi 4 - 29 + 89 
Euro index ss—<CSststS 
Adi items 
Food : 
Industrials RT 
Yen index 
All items (827 833 -06 -76 
Food ai 821 +16 BS 
industrials 834 M9 - 35 -65 
Gold i 
$ per oz 280.80 27975 ~- 04 -~ 08 
Crude oil North Sea Brent 
$ per barrel 22,82 23.74 ~= 74 +503 














æ MUSIC Global recorded-music sales 
were worth $385 billion in 1999, up 1% in 
constant dollar terms from 1998, according 
to the International Federation of the Pho- 
nographic Industry. Total unit sales stayed 
constant at 3.8 billion, but while cp sales 
rose by 3%, sales of cassettes, Les and singles 
fell. Sales in America, 37% of the world mar- 
ket, rose strongly for the fifth year in a row. 
In contrast, weak consumer demand in Ja- 
pan reduced the value of sales in the 
world’s second largest music market by 7%. 
Music sales were flat in the European Un- 
ion, and fell by 3% in unit terms. Latin 
America, too, saw music sales fall for the 
second year in a row. As the chart shows, 
Americans spent an average of $53 per per- 
son on recorded music last year. Only Nor- 
way and Iceland spent more. 


World music csales* 
head, 1999, $ 














THE ECONOMIST APRIL 29TH 20 

































FINANCIAL IN DICATORS 


MON EY AND INTEREST RATES Britain’s 12- enon rate of iad -money pena ducked | M@ TRADE IN SERVICES Around 20% of 
to.5.0% in March, from 3.0% in February. Over the same period, Canada’s broad-money growth | world trade is in services rather than goods. 
alsoquickened to 7.9%; Switzerland’s broad-money supply shrank by 1.2%. Global exports of commercial services to- 

Money supply* Interest rates % p.a. (Apr 26th 2000) talled $1.3 trillion in 1999, according to the 


% rise on year ago  oyer- 3-mth money market banks 2-year __10-Year gov't corporate | World Trade Organisation, 1.5% more than 
| in 1998. America was by far the world’s big- 














night prime ne govt bonds latest? year ago ago bonds 











































Australia ŽE EE e a | gest exporter of services last year—$252 bil- 
mia BERAT : : ; w | lion-worth or 19% of the world total. Amer- 
eo e EET ONE | ica wasalso the biggest importer of services 
Japan ($182 billion). Britain ranked second in ser- 
Sweden _ +80 vice exports ($101 billion, 8% of the total), 
Switzerland +25 America’s and Britain’s large. trade sur- 


mariemna 
United States 
Euro-11 : 
Ffrances 5. 3, Germany 5.21, Italy 5, 88. Benchmarks: Japan No221 1.74, US 30-year 5. 95. Germany for prime and bonds. §New : series 


“Narrow: M1 except Britain MO, broad: M2 ar 
Handeltbanken, Warburg Dillon Read, WEFA (3 


pluses in services are dwarfed by their huge 
trade deficits in goods. 










































STOCKMARKETS American technology shares remained volatile. On April 24th Microsoft 
plunged by 16% on weak quarterly revenue figures. Nasdaq fell by 2.1% over the week. Copenha- | 
oe ow the biggest gain, up by 4.6%, on expectations of good Tele Danmark results. 

















Market indices fie cod. %changeon o 
oraa O00 one one record “Dec 31st 1999 
Apr 26th high low week year high in local in 
Saas pods currency terms 
‘Australia (All Ordinaries) 3,084.5 3,274.1 2,920.0 + 14 s 12 - 58 -22 T = 17 
Austria TO D 1,147.5 + 4 
Belgium (Bel 20) 2,871.4 
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Netherlands (EOE) 666.4 6879 




















Spain (Madrid SE) 11462 9528 + 12 +180 - 86 +33 
Sweden (Affarsvariden Gen) 6,1367 6,960.6 
Switzerland (Swiss Market) 7,606.4 





United States (DJIA) N 














1,472.5 
1,505.3 1,277.7 
§ 1,323.5 
424.7 


Europe (FTSE | Eurotop 300)* 
Euro-11 (FTSE Ebloc 100)" 
























440.0 


rin euro terms, rms, Morgan Stanley Cap | international index includes individual markets listed above pius eight others, in dollar terns 
Salomon Smith Barney World Government Sond index, total return, in dollar 














TRADE, EXCHANGE RATES AND BUDGETS The euro hit a further record low against the dollar. Its trade-weighted value fell by 11% over | 
the week. America’s merchandise-trade deficit widened to almost $36 billion in February, pushing the 12-month total toa record $369 billion. It- | 
aly’s 12-month trade surplus narrowed to $11.7 billion in February; its current-account surplus also narrowed slightly, to $11.9 billion. | 

















































_Trade balance*, $bn_ „Current account Exchange rate — = Currency units Budget 

“latest latest 12 $bn The Economist poll trade-weightedt per per per per balance 
month months latest 12 mths % of GDP, forecast Apr 26th year ago 

seni ene 2000 2001 

Australia + 0.48 feb 7 = 22:3 Q4 

Austria = 0.37 decd ~ 4.2 Feb 

Belgium 1.26 Jan’ + 119 Dec 

Britain ~ 20.7 %4 








ae ~ 29 Qa 
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France. Vt feb y 181 38S eo 
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Spain — 
Sweden 1.20 Feb 
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Euro-11 3.85 Jan 


“Australia, Britain, France, Canada, Japan and 
SNot Seasonally adjusted. **New series, 
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| @ MALARIA The World Health Organisa- 
| 


ECONOMY ' Russia’ s isible:trade surplus swelled to $38.1 billion in the year to February. Re- 
vised figures show that Colombia’s Gop grew by nearly 1% in the fourth quarter, after its worst 
recession on record, but output was still 11% lower than a year earlier. Colombia's industrial 
output grew by 7.6% in the year to February. 








| tion estimates that as many as 500m people 
_ suffer from malaria, with 90% of cases oc- 
| curring in sub-Saharan Africa. Each year, 
the disease kills about 2m people. But such 





| : ; ae hange on year earlier Latest 12 months, $bn Foreign reserves*, $bn_ 
| devastation can be measured in dollars, as Gpe industrial Consumer Trade Current Latest Year ago 
| well as lives. According to a new study by production _ prices balance __account 

| John Gallup and Jeffrey Sachs, malaria | Chi 3 419M O2 Ma +282 feb _ +293 1998 





| wiped $74 billion from the economies of 31 + 87 M4 LT Q Ma fo t 06 19087 
African countries between 1980 and 1995. 
By far the hardest hit was Gabon, where 
malaria cost the country $1,290 per person, i i 7 l 
equivalent to 17% of 1995 Gop. Overall, the Singapore + 7io: + So qin Su aa ; 759 on 
authors estimate that countries where ma- “413.0 09 417.6 Mar +20.1 Mar “79. 
laria is rife suffer an economic-growth pen- ~ p Ego 410.0 Mar Aw OT Ma + 54 a 
alty of one percentage point a year com- | Thailand 5504 1 teh $116 feb 

| pared with those without the disease. | Argentina 4+ BB va M = 2.6 fe = 12.2 04 

Malaria takes its economic toll in direct 
“costs for prevention and treatment, as well 
s lost labour. But, by discouraging foreign 
tment and tourism, and by impairing ‘ 
_» child development, the disease also jeopar- | EO nA 
`q dises future growth. aoe aaa 





+348 Q3 
+23. 2 teb 
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Russia - 4 + 96 Ma + 224 Mar "438.1 fee +256 € 


@ MF deboition. ‘Visitle and invmble trade balance SYear ending iure 
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|| FINANCIAL MARKETS Istanbul’s stockmarket soared by 10.5% over the week, encouraged by 
|| ahigher Standard & Poor's credit rating. Share prices in Moscow rallied ahead of the presiden- 

| tial inauguration. Taipei fell by 4.3% on April 26th on news of unusual military training on the 
Chinese mainland. Seoul fell on worries of higher interest rates. 











Currency units interest rates Stockmarkets ek % change on 
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“Prony. because of lack of interbank market. Tunflation: adjuster. $New series. $in dollar terms. 
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es; Primark Datastream ERJ, Reuters, Warburg Calon Read, 1P Morgan, Hong Kong 
: sumiLe-Grael, Standard Bank Group, Garanti Sank; Deutsche Bank: 








THE ECONOMIST APRIL 29TH 204 


z 
5 
þa 


www.salvatoreferragamo.it 





6699 


| 
Debates 
T 





There are many different views about what it means to d¢ 
business witlfn the European Union 

But with over 5,000 offices world-wide, including those in 22 
European ¢ountries, we're ideally placed to help our customers 


take advantage of the exciting opportunities Europe offers; the 
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\ í t 
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Opportunities 


Euro, deregulation, economic convergence to mention only 
What’s more important is that we offer them hi 
straightforward support and advice, 
Wherever they are in their world, whatever their sta 


development, we'll be there for them. 


HSBC <> 


YOUR WORLD Of 


Issued by HSBC Holdings 


FINANCIAL SERVICES 








Subscriber Copy DOWN WITH 
| pubscriber coy HEDGE FUNDS 


Jage 87 





GORE, BUSH AND 
FOREIGN POLICY 
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Introducing i2i. Now there's an industrial-strength e-marketplace 

that offers businesses around the world an unprecedented 

level of security and confidence. It’s called i2i. A revolutionary 

new concept in online trading. By creating a worldwide network 

of rigorously screened member companies, i2i connects buyers 

and sellers in every part of the world, every minute of the day. 

And with i2i you work with leading service partners to facilitate 

every step of your transaction. These include SGS and Bureau 

Veritas (inspection/verification of goods), Danzas (logistics and 

transportation), and Deloitte Touche Tohmatsu (import/export 

and taxation). And because of our strategic partnership with x 
SAP, you can seamlessly integrate your company’s operations industry 
with our trading platform. i2i. Who says you can’t trust someone 
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School report 


Sir—Sandra Feldman’s impas- 
sioned defence of America’s pub- 
lic schools (Letters, April 22nd) is 
at best disingenuous. Ms Feldman 
points to lower drop-out rates 
and higher graduation rates as ev- 
idence of mounting success, but 
these statistics are manifestations 
of the most deplorable and wide- 
spread of educational practices: 
grade inflation. In America’s pub- 
lic schools only the most behav- 
iourally problematic students can 
avoid a high-school diploma. 

As a philosophy professor at a 
medium-sized state university, | 
teach the fruits of Ms Feldman’s 
supposed success. Although my 
students are predominantly from 
the very schools for which she 
claims a rising tide of achieve- 
ment, their abilities belie those 
claims. Rare is the student who 
can construct consistently a sim- 
ple declarative English sentence. 
Rarer still is the student possessed 
of even the most basic vocabu- 
lary suitable for university-level 
work. Rarest of all is the student 
capable of the most elementary 
forms of reasoning. 

St Cloud, 


Minnesota ALEXEI MARCOUX 


Sir—Do not blame the teachers 
or lack of funding for America’s 
educational ills (‘America’s edu- 
cation choice”, April 1st). Put the 
blame squarely where it belongs; 
on the media and, partially, on 
the kids themselves. Their sheep- 
like infatuation with popular teen 
culture, which glorifies ignorance, 
laziness and disrespect for their 


own community and elders, 
makes it almost impossible to 
teach them anything. Until teens 
work out the fact that they will 
eventually pay a steep price for 
their incompetence and naivety, 
the problem will persist, no mat- 
ter how much is spent. 

Teens have always been a diffi- 
cult lot to motivate. There was a 
reason why schools of old relied 
on various forms of physical 
threat. Nothing else gets through 
their thick skulls. 

Vancouver GEOFF WILKINSON 


Sır --lt is not true that “education 
in America is a matter largely for 
the states” except in a legal sense, 
In fact, all school systems are run 
locally. Although practices vary 
from state to state, most boards of 
education are locally elected to 
hire and fire superintendents and 
teachers, decide curriculums, pro- 
pose budgets, and even choose 
textbooks. There are no qualifica- 
tions for election, not even a 
primary school diploma. 

There is not much prospect of 
changing this political sacred 
cow. It is a good thing we do not 
run our hospitals like this. 
Waterbury, 


Connecticut CLARK GRISWOLD 


Sır—Of your two April fool sto- 
ries, the fishy tale was mildly 
amusing but the statement that 
teachers “on the whole enjoy rela- 
tively short workdays” was not 
(“Teachers pet”, April ist). My 
wife, like many public school 
teachers, puts in 60-hour work 
weeks throughout the school 
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year. If your proposal to transfer 
tax money from the public 
schools to religious schools which 
deny much of modern science is 
not tongue in cheek then it is 
downright dangerous. 
Santa Rosa, 
California Josep TENN 
eee | 





On paper 


Sir—In your review of “The $o- 
cial Life of Information” by Paul 
Duguid and John Seely Brown 
(April isth) you recall a charming 
anecdote: a medical historian at- 
tempts to trace 18th-century chol- 
era outbreaks by sniffing old doc- 
uments for signs of vinegar which 
was used to disinfect paper. It 
would be somewhat difficult to 
trace cholera outbreaks in 18th- 
century American towns since 
cholera did not reach North 
America, or Europe for that mat- 
ter, until the 1830s. Letters were 
treated in the manner mentioned 
during yellow fever epidemics. 
Mississauga, 
Canada 


STEVEN LARNER 


Sir—You mention the death of 
the paperless office. It reminded 
me of what an old manager once 
said to me in strictest confidence: 
“the paperless office was as useful 
as the paperless toilet.” 

Birmingham EDWIN GUMBLEY 
ae | 


Cuban comparisons 


Sir—If Cuba had not been what 
you call a “sad, failed remnant of 
communist central planning” 
(“The pawns of Fidel”, April 22nd) 
it might have achieved the level 
of economic success enjoyed by 
neighbouring countries which 
have been blessed with free mar- 
kets these 40 years—Guatemala, 
Honduras, Jamaica, Haiti and the 
Dominican Republic. 


Methuen, 

Massachusetts ALAN MARTIN 
LCST E NEMEC ROPE REN SRO EEE. | 

Sterling work 


Sir-—~Your leader on the strength 
of sterling (“Hard pounding”, 
April 15th) is far too sanguine 
about the effects of a. high pound, 
and ignores a ‘policy option 
which would help.deal with the 
problem. The high pound is hurt- 
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ing not just the car industry. The 
whole of Britain’s tradable sector 
is in substantial distress. Manu” 
facturing output has been falling 
since November, manufacturing 
investment is down 13.5% over the 
year, farm incomes are declining 
and there is a loss of factory em- 
ployment of nearly 250,000 since 
early 1998 Exports are falling 
whether measured by value or by 
volume in the latest quarter com- 
pared with the previous quarter. 
Given the expansion of Britain’s 
export markets, this is a serious 
loss of market share. 

To ignore this evidence of ex- 
change-rate misalignment, and all 
the studies showing sterling’s 
overvaluation from the mmr and 
others, is downright complacent. 
The longer overvaluation persists, 
the worse the ultimate decline is 
likely to be; and the greater the in- 
flationary and interest-rate impli- 
cations for the whole economy. 
This is a classic exchange-rate 
overshoot, like that in 1981. 

The obvious policy response is 
intervention to cap the sterling 
rate, build up foreign-exchange 
reserves, and offset the monetary 
effects by issuing sterling debt. 
Such sterilised intervention has 
been employed repeatedly by 
Germany’s Bundesbank, and the 
American Treasury. It is not al- 
ways successful--notably in Ja- 
pan—but equally it does not have 
a downside: Sterling is so unsus- 
tainably high that importers are 
merely building up profit mar- 
gins, curbing the anti-inflationary 
effects of a high pound and the 
inflationary impact of a fall. 

If the intervention was con- 
ducted against the dollar, the in- 
terest carry cost of the new ster- 
ling bond “issuance would be 
lower than the revenue from the 
us Treasury bond investments, 
making a profit for the exchequer. 
Against the euro, there would be 
no cost. Why not try it? 

CHRISTOPHER HUHNE MEP 
Economic spokesman 
Group of European 

Liberal Democratic 
and Reformist Parties 
European Parliament 
ia 


Brussels 





Sweet talk 


Sin—The sugar industry owns 





80% of the agricultural land, caus- 


ing the majority of the pollution 
in the Everglades (‘Sugar sol- 
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the various levels of government 
continue to squabbie over how 
taxpayers’ funds are to be spent 
cleaning up the mess. However, if 
the subsidies, tariffs and the Cu- 
ban trade embargo were not in 
place, and Americans were able 
to purchase freely sugar at world 
prices, would the American sugar 
industry still be competitive? 
Probably not: the price of sugar 
would drop, America’s sugar in- 
dustry would decline and the pol- 
lution of the Everglades would 
decrease. This would reduce 
clean-up costs for taxpayers, and 
the invigorated Caribbean econo- 
mies would use their sugar-export 
dollars to purchase more goods 
from America. 
Miami Beach, 


Florida THOMAS Casey 


Zimbabwe's land-grab 


Sir—Your article on land reform 
in Zimbabwe (“The long struggle 
for Zimbabwe's land”, April 15th) 
omits to mention the conse- 
quences of redistribution for peo- 
ple employed on commercial 
farms. They have little chance of 
sharing in land redistribution but 
will lose their current livelihoods. 
Even if done fairly, redistribution 
is likely to result in more people 
living in poverty, not less. 

Ivor BEAZLEY 


Global is good 


Sir—Although it is difficult to 
pinpoint attitudes among the rel- 
atively leaderless protesters in 
Washington, oc, the great major- 
ity of protesters are not against 
globalisation (“Today's pig is to- 
morrow’s bacon”, April 22nd). 
What the protests were against 
was the way multinational cor- 
porations use the ime and World 
Bank to manipulate globalisation 
to their advantage at the cost of 
the world’s poor, labour interests 
and the environment. 

It is the acceptance of global- 
isation that explains the involve- 
ment of so many prosperous 
Americans in defending the plight 
of people in other countries. 
Gales Ferry, 
Connecticut 





Prosecuting genocide 
Sin—In- your report on interna- 


tional prosecutions of Rwandans 
responsible for the genocide in 


6 


ution”, April 22nd). Worse still, © 





1994 (“Still wanted”, April 22nd) 
you name: six: countries where 
such criminals have been appre- 
hended, but not Switzerland. 
However, the Swiss military jus- 
tice—the competent authority to 
investigate war crimes in Switzer- 
land—has arrested two former 
Rwandan government officials. 
One was extradited in 1997 to the 
International Criminal Tribunal 
for Rwanda in Tanzania. The 
other, a former mayor in the 
province of Gitarama, was sen- 
tenced a year ago to life imprison- 
ment by a Swiss military court. He 
is awaiting trial before a Swiss 
military appeal court next month 
in Geneva. 
DIETER WEBER 
Attorney-General 
Swiss Army 
MEE 


Berne 


Choosing sides 


Sir—I was intrigued by your sug- 
gestion (“France scores an own 
goal”, April 22nd) that European 
civil servants should ignore treaty 
obligations regarding the freedom 
of movement of workers within 
the £u in order to limit the num- 
ber of “foreigners” allowed in 
football club teams. This does not 
go far enough. If a team is called 
Newcastle United or Nantes, one 
should expect its players to come 
from that city. Equally, Chelsea or 
Tottenham Hotspur should only 
have players from the relevant 
London boroughs. 

Suitable bureaucratic regula- 
tions could put an end to pemi- 
cious practices such as players 
selling their skills to the highest 
bidder, or managers buying the 
best players in order to make 
their businesses more successful. 
Frankfurt SIMON KEYS 

seni: 





Lacking invention 


Sir--The problems arising from 
the grant of low quality patents 
also involve the European Patent 
Office (ero) (“Who owns the 
knowledge economy?”, April 8th). 
Increasingly, the management of 
the office is neglecting its duty to 
the public by treating the ero not 
as the public-service organisation 
it is, but as a business entity. Staff 
are put under continually increas- 
ing pressure to deal with cases in 
less time. The fundamental pro- 
blem is that the evo is outside the 
framework of the £u, or indeed 
any other democratically ac- 
countable organisation. This has 
been recognised by the European 


“and German parliaments. In 


both, demands were made for the 
status of the Ero to be changed to 
make it publicly accountable. 
The Staff Union of the Euro- 
pean Patent Office (suero) be- 
lieves that the only way to coun- 
ter this move and safeguard 
quality in the granting of intellec- 
tual property rights in Europe is to 
make the ero publicly account- 
able by integrating it into the 
framework of the Eu. 
DesMOND RADFORD 


Chairman 
Rijswijk, Central Bureau 
Netherlands of suEPO 


Sir--You state that the purpose of 
patents “is to reward inventors so 
as to encourage future invention.” 
This is off the mark. The purpose 
is to get them to disclose their in- 
ventions and thus allow further 
invention, based on the original, 
by others as well as the originator. 
Patent offices increasingly allow 
inventors to disclose little more 
than the basic idea. Patent attor- 
neys have become expert at dis- 
closing nothing. 

Newton, 

Massachusetts JOHN BENNETT 
a he a Me Ne aS Tn EE os 


El Salvador's economy 


Sir--Foreign banks have oper- 
ated in El Salvador for some time 
now, not since last year as you 
say (“Dollars and debts”, April 
8th). Citibank has been contin- 
ually present in El Salvador for 
over 36 years and has had a full 
branch licence for over six years. 
Other foreign banks have also 
been present for some years. 

Furthermore, the country is 
not facing a dilemma between 
dollarisation and devaluation. 
Dollarisation is indeed a viable 
policy option thanks to a conser- 
vative and successful monetary 
policy adopted over the past ten 
years which has led to economic 
stability, single-digit inflation and 
high levels of international re- 
serves. The alternative to dollar- 
isation is not necessarily deval- 
uation. A floating currency might 
actually appreciate against hard 
currencies. 

Dollarisation is not a policy es- 
poused by the banking sector to 
avoid the impact of devaluation 
on $500m in foreign debts held by 
the banks. The banks are not 
unanimously in favour of dollar- 
isation. The foreign debts repre- 
sent only 6% of total bank assets 
and the effect on these liabilities 





is mitigated by ‘the dollar assets 


‘Wisconsin 









banks create with this. funding 
through export-credit financing. 
Consequently, it is inaccurate to 
portray local banks as large-scale 
borrowers of dollar funds which 
are then placed locally at higher 
local-currency rates. 

In order to counteract slow 
growth, El Salvador must develop 
an array of economic policies 
alongside a choice of currency re- 
gime. Couching the country’s pol- 
icy choices as being between dol- 
larisation and devaluation, 
against a backdrop of collusion 
between banks and government, 
is unfair and misrepresents the 
progress made by the country 
over the past ten years. 

STEVEN PUIG 
Vice-president 
San Salvador Citibank 


Assail ants 


Sir--There is more to the story on 
fire ants (“The fire ants are com- 
ing”, April isth). There exists a ju- 
venile-growth hormone which 
prevents the ants from maturing 
past the drone stage. Lacking pro- 
ductive workers, the colony even- 
tually starves. It is a thoroughly ef- 
fective remedy, but it has flaws. 
To be of any value the bait has to 
be spread simultaneously over a 
huge area; otherwise neighbour- 
ing colonies move into vacated 
tunnels. That. suggests the need 
for action co-ordinated by the 
government—never a route to ex- 
pedited solutions. 

Also, the hermone takes three 
months or more to destroy a col- 
ony. Those bitten tend to be im- 
patient and generally prefer the 
glorious immediacy of, say, flam- 
ing diesel fuel. As one victim told 
me, “I want to hear them suckers 
scream.” Oh well, it is good to 
know there is an answer, even if 
we never get to use it. Much of life 
is like that. 

Stamford, 


Connecticut Tom WELLS 


Str--Perhaps. fire ants have 
wreaked more destruction than 
you let on. The map illustrating 
your story appears to show that 
the ants have eaten the entire bor- 
der between Mississippi and Ala- 
bama, creating the super-state of 


“Missabanva. At this rate they 


could. .cause. the. entire “Old 
South” to merge and rise again. 
Madison, 

Marc: BROERING 
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Reducing risks, protecting people 


DIRECTOR GENERAL 


salary exceeding £100k 


~The Health and Safety Executive (HSE) protects workers and the 
public across the whole spectrum of national life = from stress at 
work to nuclear and railway safety. 
In 1998-99 in Great Britain 258 people were killed at 
work, The annual cost to society of work accidents and 
work-related ill-health is estimated at £18bn, While by 
international standards Britain’s record is good, public 
“expectations of health and safety are rising, The nature 
“vand structure of work is being radically transformed, 
-There are changing risks and changing public attitudes 
to risk. 
With 4,200 staff and a budget of £240m, the primary objective 
of the HSE is to make health and safety the concern of managers 
«and workers every day. It investigates, inspects, enforces and 
prosecates. Working with the Health and Safety Commission 


(on which businesses, workers and the public interest are 


$e 


HSE 


Health & Safety 
Executive 


Vaii 


Í ARC 


central London 


represented), as well as with the Department of the Environment, 
Transport.and the Regions and other departments, the HSE helps 
develop national policy. 
The Commission and Ministers are looking to revitalise 
health and safety, The next Director Genera! therefore 
needs to give exceptional strategic, managerial and 
intellectual leadership to this critically important 
service-provider and public authority, ensuring that 
the Executive fits Britain's needs in the twenty- 
first century, 
If you possess strong credentials in the transformation 
of organisations and have excellent intellectual and communication 
skills, please request an information pack by telephoning 
020 8466 4126 (24 hears) quoting DSXA/E not later 
_ than Thursday 18 May 2000. Applications will close 


on 25 May. 


AOVERTISES RECRULIMENT AND CONSULTANCY 
A PRACTICE WITHIN SARTON BAMPEYLDE HEVER Ope 


Association of British Insurers 


~ tee 


HEAD OF INVESTMENT AFFAIRS 


he ABI, one of the UK's leading trade associations, 

serves the British insurance industry across all 

i aspects of its activities, one of the foremost being 
-dnvestment management. Members manage life, general, 

| institutional and retail funds amounting on aggregate to 25% 
i| of the value of the UK listed market. 


¿ou The Head of Investment Affairs therefore holds a key 

role both within the Association and in the industry at large. 

| The current incumbent, who is due to retire, leads a 

‘department of twelve while advising and servicing a policy- 

making Investment Committee composed of senior 
representatives of member companies. 


The person appointed will promote member companies’ 
interests on a wide range of matters with Government, 
regulators, the top management of listed companies, the 
media and other public bodies. He/she will need to address 
issues such as corporate governance and directors’ 
remuneration (on which ABI has established a leading 
reputation), developments in the Stock Exchange and newer 
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electronic exchanges, regulatory, tax and legislative matters in 
the UK and EU, and the ethics and costs of fund management. = 
The postholder will contribute to the overall development of 
the ABI as a member of the senior executive team. ; 


Candidates from a- variety of backgrounds will be 
considered. These include the investment and other 


financial sectors, public affairs and the civil service.. 


Important qualities include first class intellectual and 
analytical skills, the ability to communicate and influence at 
the most senior levels, both orally and in writing, personal 
stature and a genuine commitment to the provision of a first- 
class service. 


The role offers wide involvement, a high profile in many 
quarters and potential for immense job satisfaction. - 


Please write to Nigel Halsey of our advisers, 


Halsey Consulting, at Prince Rupert House, 64 Queen : 1 


Street, London EC4R LAD. 
Or e-mail: nigel.halsey@halsey.co.uk 





SMART PEOPLE ARE KNOWN BY THEIR ABILITY 
TO RECOGNIZE A CHALLENGE IN THE MAKING.. 


Zee Multimedia Worldwide 


Zee Multimedia Worldwide is a fast rising global Entertainment, Media and E-Commerce Company, straddling both the 
conventional Media Economy and the New Media Economy, Zee Multimedia has a market capitalization at approximately 
US$10 billion. Zee Multimedia operates both in broadcasting and in media related services across Asia, Africa, UK and USA. 
The company has also ventured into Internet services in India which include ISP and portal services. Zee Multimedia Worldwide 
is looking for a world class CFO. 


Zee Multimedia needs an individual who possesses excellent interpersonal skills and who will be able to build upon our past 
experience to bring tremendous value to the company. The CFO must be passionate about media, Information Technology, and 
related businesses. The CFO should be young, energetic, Internet savvy and well conversant with the New Media Economy. 
The CFO will be based in London /Mumbai. 


Duties and responsibilities: 


Ensure that all regulatory and financial reporting requirements necessary for an ADR, GDR and any other such public 
offerings are met. 

Provide strategic leadership, management and vision to the company’s financial structure and organization, 

Participate in strategic planning. 

Develop required financial analyses of business operations, opportunities and spearhead the analyses and interpretation of 
operating results and the review of capital expenses in relation to the anticipated results. 

As appropriate, advise the management team on industry or business processes, issues and strategic acquisitions, 


Requirements: 


Successful financial officer having a track record with high-growth company during its IPO period. 

Extensive experience in business planning and negotiations, and building relations with banks, shareholders and investors. 
Executive presence with strong presentation skills. 

Comprehensive understanding of fund raising, financial planning and reporting. 

Understanding of licensing and contracts, 

Graduate in Accounting or Finance - MBA or CPA required. 

Strong communication skills with fururistic mind. 

Age around 35 years. 


Remuneration: 
No constraints for the right candidate with performance linked Stack Options. 


Kindly send your resume ar the earliest to “The Chairman, Zee Multimedia Worldwide, 3502 Rooftop-suite, Oberoi Towers, 
Nariman Point, Mumbai-400021, INDIA,” or Email to aatrp@zeenetwork.com 


DO YOU SEE THE CHALLENGE? — 


WWW ZOCne XT. COM 
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The newly-elected Director-General has launched a process of change within the 
Organization so that it may more effectively respond to the challenges of the 
twenty-first century. To this end, he is building his decision-making team and w 








Main responsibilities 
Under the authority of the Director-General, the incumbent will provide leadership 
in the overall management for the Natural Sciences Sector He or she will be 
responsible for the overall formulation, planning and coordination of UNESCO's 
strategy, programmes and plans of action in the field of natural sciences. This will 
include: fostering international scientific activity aimed at enhancing and using 
knowledge for the benefit of humankind: strengthening endogenous Capacities in 
the different branches of science, in particular science and engineering education: 
developing further major intergovernmental and interdisciplinary scientific 
cooperation programmes on different components of the environment and 
sustainable management of natural resources; fostering international reflection, 
j exchange of experience and “best practice’ in areas of common concern to 
governments, scientists, the private sector and civil society, particularly in regard to 
policy-making. roles of public and private sector research, and ethics of science and 











Qualifications and Experience 

» Advanced university degree (preferably at doctorate level} in one of the fields of the 
exact natural or environmental sciences. 

- Extensive experience both as a scientist (research and training) and in senior 
executive positions in scientific institutions of in agencies, preferably entailing 
extensive experience of interdisciplinary scientific projects and substantial 
assignments at regional and/or international level. 

- Good understanding of the role of science in solving developmental and 
environmental problems, 

- Several years of involvement in an international scientific. cooperation programme 





For more information on UNESCO's programmes, consult our website: http://www.unesco.org/. 


hitp/www.unesco.org/per/index html. 
BE 


To apply, address a detailed curriculum vitae in English or French, indicating birth date, nationality and gender, attac 


diplomas to: UNESCO, Chiet, Recruitment Section, Office of Human Resources Management, 7 place de Fontenoy, 733 
quoting “Post number SC-001", 
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Strategy Consultants 


ing opportunity to develop your career in strategic consulting, focusing exclusively on the 
d telecommu 


Jusseldorf, we 


* advise on strategic investments, business start-ups, licence bids, new markel developments, content 
strategies. rights valuations, applications for new technology 

* develop significant depth of expertise in some of our core areas 

articipate fully in the firm's growth 

še is Core to what we do 


We are recruiting team-oriented candidates with outstanding analytical competence for the following positions: 
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United Nations Educational, Scientific and Cultural Organization 
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Senior Associates Ref: $A102 

* 3+ years experience in high qualry strategic 
consulting environment 

Relevant sector expenence essential 

cE nt client management s 
* Ability to provide thought leadership 
ven languages highly valued 











rrent remuneration details) to: 













fo recruit a suitably qualified persen to a key position at UNESCO Headquarters in, 
Paris, France. Applications are therefore invited for the post of: 





















technology; and improving condizions for the sharing, transfer and application of 
ientific knowledge to reduce the widening socio-economic gap between nations. 
The incumbent will cooperate closely and at the highest leve! with Ministries, 
Permanent Delegations to and National Commissions for UNESCO, institutions and 
JN system bodies concerned, multilateral and bilateral agencies, NGOs, etc., with a 
view to furthering the purposes of UNESCO in these areas. The incumbent will also 
cooperate closely with the other programme sectors of the Organization in order to: 
ensure unity of purpose, strengthen synergies among the different sectors and develop 
intersectoral activities in response to pressing problems of development and 
environment. He or she will also represent the Oirector-General in specialized 
commissions of the governing bodies of UNESCO as well as intergovernmental and 
ministerial conferences, 


















and proven familiarity with the activities of the UN system organizations, as well as 
the set-up and work of non-governmental international scientific organizations. 

- Demonstrated ability to direct processes of change at the substantive and 
management levels within large institutions of national or international scope; 

- Proven managerial skills in a multicultural setting and ability to set clear programme 
priorities and translate strategy into sustainable action. 

~ Excellent skills in interpersonal and institutional communication and high level 
Negotiations. 

- Engtish and French language skills ~ the two working languages of UNESCO - with 
excellent drafting ability in one of them, 












For more details on the post, use this address: 
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ing an identity photograph and certified copies af: 
Paris O7-SP. France no later than 13 June 2000; 
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The United Nations 
ZN University 


Research Associates and Ph.D. Fellowships at the United Nations 
University Institute of Advanced Studies 


The Institute of Advanced Studies of the United Nations University 
(UNUA/AS) is a multi-tthematic research and training centre located in 
Tokyo, Japan. Its programmes are directed at pressing global issues of 
concern to the United Nations, its mernber states, and its peoples, 
making use of advanced research methodologies and with an 
interdisciplinary approach. (http://www. ias.unu.edu} 


Research Associates 

The UNUAAS is currently recruiting two full-time Research Associates 
for a two-year period with the possibility of extension. The first position 
is in the areas of economic development and environmental 
economics, and the second is in the areas of mega-cities and urban 
development. Duties will include working for the senior staff of 
UNU/JIAS, participation as a member of a research team, organizing 
research and training activities and conferences, liaison with 
conlerence/project participants, and preparing project documents and 
reports. The positions are for immediate recruitment and applicants are 
required to have a graduate degree, preferably a Ph.D. in economics 
with a strong background in environment and development economics, 
or urban studies, or related areas, with a strong background in mega- 
cities and urban development. Excellent drafting ability of scientific 
reports in English is essential. Competence in the use of relevant 
computer programs is required. The remuneration will be in the range 
of ¥425,000 - 475,000 per month. 







Send a detailed curriculum vitae, including contact details for three 
referees and a cover letter, to the address below by 15 June 2000. Only 
short -listed candidates will be contacted. 


Ph.D. Fellowships 
Fellowships of approximately eight months are offered to Ph.D. 
candidates to carry out their doctoral research in a subject area closely 
related to one of the following current thematic areas of the UNUAAS: 
{ü Sustainability and Development; (i) Urban and Regional 
Development; (ii) Multilateralism and Sustainable Development and 
{iv} Information Technology/Virtual Universities. Applicants must be at 
the dissertation stage of their Ph.D. with their research topic accepted 
by their home university. Successful applicants will carry out their 
research in Tokyo under the supervision of UNUAAS faculty members 
and/or affiliated UNUAAS network scholars. Language proficiency in 
_ English is required. Fellowship awards include a monthly stipend, 
subsidized accornmodation, and a return ticket between Tokyo and the 
fellow’s country of residence. Please note that residing at the UNU/AS 
guesthouse for the eight-month period is a prerequisite of the 
fellowship. The United Nations University is committed to the principle 
of equal opportunity and candidates from developing countries and 
women are encouraged to apply. 























The application deadline for the next fellowship period is 20 July 2000. 

Applications can be obtained via the IAS homepage, by e-mail at 
- phdfellowship@ias.unu.edu or by writing to the address below. 
Candidates must complete an application form, and provide the 
following documents in English, or with English translation: curriculum 
vitae, dissertation outline, supporting letter(s) of reference from Ph.D. 
supervisor(s) and academic record. Only completed applications will be 
considered. 





















Applications for the Research Associate position should reply to the 
Director UNUAAS. 

Applications for the Ph.D. Fellowship Programme should reply to the 
Chairman, Ph.D. Fellowship Committee, both at the following address: 
United Nations UniversityAnstitute of Advanced Studies 
5-53-67 Jingumae, Shibuya-ku, Tokyo 150-8304, Japan 

Fax 81-3-5467 2324 
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SECRETARY GENERAL 


The International Copper Siudy Group (ICSG) is an autonomous 
intergovernmental organization, the purpose of which is to promote international 
cooperation on matters related to copper, to provide a global forum for discussion: 
and. to increase market transparency by facilitating an exchange of information on 
copper production, consumption and trade. 


















The ICSG is now seeking candidates to fill the position of Secretary General, 








The Secretary General of the ICSG is the chief administrative officer of the 
organization, 
Working with a small team of specialists. the Secretary General is responsible aad 
accountable to the ICSG for: 
- the overall delivery of the organization's mandate, including products and | 
services; 
-~ developing work programs and related budgets, 
~ liaising with government and non-government organizations; and, 
- managing day-to-day operations of the ICSG. 





















The net annual salary range for the UN DI position, with dependants, effective 
l March 2000, is US$ 74,533 - US$ 85,628 plus relevant post adjustments and 
associated benefits. 







Applications, including a detailed résumé, must be postmarked no later than 1 July 
2000 and should be addressed to: 














International Copper Study Group 
Rua Almirante Barroso, 38-6° 
1000-013 Lisbon 
Portugal 
Fax: +351-21-352-4035 









Prospective candidates are invited to contact the ICSG Secretariat to obtain a copy 
of the position profile and statement of qualifications at the above noted address. 





Please note: 








Orly post marks issued by official country post office will be accepted as proof of 
timely submission. Telephone or personal inquiries regarding this post will not be 
entertained. Only short listed candidates will be notified, 

More information on the ICSG is available at http://ww 
















The Central Bank of Oman, the regulatory banking authority in Oman would like 
to recruit an Econemic policy Expert for its Research & Statistics Department. 


THE JOB THE S 


ə Analyse and advise on various 
macro as well as micro-economie 
issues such as monetary and fiscal 
policies, balance of payments, 
exchange rates, international 
finance ete. 

o Conduct analytical and empirical 
research with application of 
quantitative techniques on issues of 
topical interest and its impact on the 
national scene. 

Study issues related to the Central 
bank involving economic policy 
requirements, 

e Advise on various aspects related to 
money and banking and its 
economic implications. 


© Ph.D. Degree in Economics 

e Strong theoretical training and 
proven analytical and empirical 
research capability. 


e Basic econometric knowledge. 


e Central Banking experience or in 
such other financial institutions 
dealing with economic policy 
issues. 

e Strong publication record is 
desirable. 


The appointment will be on a contract basis, renewable yearly. Salary and 
emoluments will depend on the accomplishments and experience of the candidate. 


Interested candidates my send your C.V., passport details. and two passport size 
photographs within 10 days to: 


Manager, P&HRD Pon 


Central Bank of Oman, P O Box 1161, PC 112, Ruwi, Sultanate of Oman 
or email to: markazi @omantel netom- 
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Leading strategic consultancy 


..across the Board. 


: E-business Proficient 
"Top Management Consultants 


As a global management consulting firm, at 
A.T. Kearney we focus on the executive agenda of 
vour clients: The breadth of our capabilities allows us 
to integrate proven practices and. techniques with 
. dnnovative ways of both addressing the challenges 
< and exploiting the opportunities presented by the 
e-business revolution and other shifts in the 
competitive landscape. A unique blend of strategy and 
< Operational expertise ensures we deliver powerful 
contributions to client success. 


AT. Kearney is also a great place to work: our Global 
Communications & High-Tech Practice has achieved a 
‘spectacular yearly growth rate of greater than 100%, 

creating unrivalled. opportunities for personal 
development and career progression. With sustained 
commitment to our cutting-edge intellectual capital, we 
provide a fast paced and rich learning environment. 
Our culture promotes team collaboration while 
fostering entrepreneurial flair and individual spirit. 


Global Communications & 
_ High-Tech Practice 


To fuel our growth, we seek talented individuals to join 
the Communications & High-Tech Practice across Europe 
You will have an outstanding academic background 
(MBA.M.Sc, Ph.D.) from:a top-tier school and a track 
record of 3 to 5 years success in the communications 
or high-tech industry. In addition you will be able to 
demonstrate the drive, ambition and energy to succeed 
in a dynamic consulting environment. Of particular 
interest is functional experience of broadband fixed/ 
mobile communications, cable TV, Internet e-business, 
e-business services and mobile commerce. European 
languages and consulting skills are\a plus. 


Candidates should apply: in strict confidence, 
quoting reference CHT0400 to Marie Josee Thiltges, 
A.T, Kearney Gmbh, Lenbachplatz 5, 80333, Munich, 
Germany or Marie Josee.Thiltges@atkearney.com, 
For further information please contact Marie Josee 
on.+49 89 51 56 81 28 or visit our website, 
www.atkearney.com, 


ATKEARNEY 


an EDS company 
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Greenpeace USA ` x 
Executive Director 


Washington, DC 


Established in 1971, Greenpeace is an independent, campaigning organization 
which uses non-violent, creative confrontation to expose global environmental 
problems, working to bring about important changes in consciousness and real 
politie nationally and internationally. Greenpeace campaigns arise out of 
global imperatives to protect our oceans’ eco-systems, to stop global warming, 
to eliminate threats posed by genetically engineered food, to save ancient 
forests, and to end nuclear threats and toxic pollution, Greenpeace USA is part 
of an international organization working worldwide on these issues. 


The executive director’s major responsibilities are to lead with vision, 
creativity and clarity to advance the work of Greenpeace in accordance with its 
core values and its purpose of winning campaigns; and to communicate the 
vision of Greenpeace to the public, to the environmental community, and 
within Greenpeace. 


The ideal person should have demonstrated success in managing complex 
organizations, preferably as a CEO or as the founder of a NGO; experience in 
or understanding of integration of campaigning, direct action, communications 
and fundraising to achieve primary institutional goals; an understanding of 
non-profit financial management; the ability to develop effective political 
strategy, with Board of Directors and senior managers; an intellectual 
understanding of global environmental issues and commitment to a global 
perspective, a commitment to non-violent action and movement-building 
campaigns, a commitment to diversity; strang interpersonal team-building 
skills, fairness and honesty in dealing with others. 


Respond in complete confidence to:Robert Sellery Associates, Lid; 1155 
Connecticut Avenue,N.W.; Washington, DC 20036.Email: sellery @cais.com 
FAX: 202.333.1167. For farther details on this position, visit: www.sellery.com 





United Nations Framework Convention 
on Climate Change (UNFCCC) Bonn, 
Germany, has two vacancies: 


Background of UNFCCC: 

Climate change is recognized widely as a major threat to global 
society. UNFCCC is the focus of the political process to address this 
problem and together with the recently agreed Kyoto Protocol has the 
potential to modify technological and economic choices in the decades 
to come, The Climate Change Secretariat is supporting the Convention 
and the Protocol by a range of activities, including organizational and 
substantive support to mectings, analysing information provided by 
Parties on their actions to implement commitments, and supporting 
developing countries, It also actively cooperates with a wide range of 
intergovernmental and non-governmental organizations. 


1. Manager, Outreach Subprogramme (P-5 level). 


Within the Information, Outreach and Administrative Services 
Programme, the incumbent develops and assures the implementation 
of outreach policies toward non-governmental, intergovernmental and 
private sector organizations, to enhance their involvement in the 
implementation of the Convention; oversees work on Capacity 
Building; manages the staff of the Outreach Subprogramme; and 
undertakes other external relations functions. 

Requirements: Advanced university degree in international relations 
or related disciplines, Minimum eleven years of relevant experience, 
including three to four years in an international environment, 
preferably UN or specialized agency. Fluency in English including 
excellent drafting skills. Working knowledge of French and other UN 
languages desirable. 

Please indicate number VAQO/E008 on application. 
























THE F FOUNDATION 
320 East 43rd Street 
New York, NY 10017 








Program Officer, Human Rights and Social Justice, New Delhi; | 
| Working with the Representative and other Foundation staff in New | 
Delhi, the Program Officer will develop and manage program activities } 
in the field of human rights and social justice in India, Nepal and Sri | 
Lanka. The program officer will implement and strengthen a | 
grantmaking strategy to build the capacity of organizations working to 
| secure democratic and human rights values in the region. Program | 
priorities include supporting marginalized communities; promoting | 
gender equity; strengthening legal and human rights institutions; and | 
facilitating reform within law enforcement institutions, The Program | 
Officer will also be responsible for building the capacity of human rights | 
and social justice groups to be more effective regional and global actors. 
Specifically, the Program Officer will solicit, review and respond to 
grant proposals, and will prepare recommendations for Foundation 
funding. S/he will explore and deepen collaborative programming with 
I other Program staff in New Delhi and worldwide on issues related to | 
| human rights. 


Qualifications: The position requires significant experience in human 
rights, public interest law and social justice with a broad understanding | 
lof these in the South Asian context, a postgraduate degree in law, the | 
social sciences, or other related field; excellent analytical, organizational | 
| and management skills, strong oral and written communication and | 
| excellent facilitation skills. Previous grantmaking experience and 

| fluency in one or more Indian languages are preferred. 

| 


| To apply: please send resume, cover letter, and brief writing sample to 
| Ms. S. Gordon at the above address, no later than 19 May, 2000. 


f 
Equal employment opportunity and having a diverse staff are 


fundamental principles at The Ford Foundation. 
2. Special Adviser to the Executive Secretary, 
Policy Development and Programme Planning 
(P-5 level), Executive Direction and Management 


Incumbent provides substantive support and advice to the Executive 
Secretary on policy issues and on organizational development 
activities; prepares biennial work programme and budget, anticipating 
needs of the Convention bodies; assists Executive Secretary in relations 
with Parties of the Convention; oversees work and supervises staff of 
the Programme; performs other special assignments as directed by 
Executive Secretary. 

Requirements: Advanced university degree in international relations, 
public or business administration, law, environmental science or related 
disciplines. Minimum eleven years of relevant working experience with 
four to five years in an international environment, preferably UN or 
specialized agency, with proven supervisory skills and experience of 
programme planning. Fluency in English with premium on drafting/pre- 
sentational skills. Good knowledge of spoken and written French 
important asset; Working knowledge of other UN languages desirable. 
Please indicate number VAG0/E013 on application. 




















it 










Minimum salary for both positions is US$62,014 plus post 
adjustment. Duration of contract: initially one and half years with 
possibility of extension. Deadline for applications: 19 May 2000. 


Applications to be sent to: 

Chief of Administration, UNFCCC Secretariat 

P.O.Box 260124, D-53153 Bonn, Germany 

Preferably by facsimile: (49-228)815-1999 

or by email: pacancies@unfecc.int 

Full announcement available on: hitp://wwmaunftes int 
Applications will NOT be acknowledged as received. Applicants will 
only be contacted if additional information is required oran applicant 
is invited for interview. 
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Problem. 


So many great business books. 
So little time. 


ite 


WELCH 


and the 


GE WAY 


ROBERT SLATER 





1,200 important books like this one come out every year. 
Of course you know that as an executive in today’s 
business environment you must keep current with the 
expanding base of knowledge. 


Can you possibly keep up with all that reading? 
Yes, you can. 


If you subscribe to Soundview 
Executive Book Summaries. 


Solution. 


Read less and learn more. 
Subscribe to Soundview 
Executive Book Summaries". 
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“&« Executive 
Book Summaries 


Key Management Techniques af 
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Our experienced editors make it easy for you — after 
reviewing all the newly published books they select the 
year’s 30 best. Each of these titles is condensed into 
a power-packed summary — 8-pages printed or 20- 
minutes audio — with the essential information that will 
keep you abreast of today’s leaders. You'll quickly gain a 
working knowledge, helping you to prepare for 
presentations, to make decisions, to assume leadership 
responsibilities, and to respond in high pressure situations. 


Gain the confidence that only such a broad scope of 
































knowledge can provide — subscribe today! 
© 
I es! Please send me Executive Book 
< I Summaries for 12 months, plus two months FREE! Name 
Fax: 1 Also send my FREE copy of The 101 Best Web Sites 
610-558-9491 4 for Business Executives ...and morel, packed with Tite FoR 
į reviews of great sites researched by Soundview 
Call: i editors. Please choose one of the following formats: Company 
610-558-9495 1 J Printed Summaries US$139 ada 
l C] Audiotape plus Printed Summaries US$179° 
Order via E-Mail: I City State/Province Zip/Postal Code 
sales@summary.com į Q] Audio CD plus Printed Summaries US$179* 
I Send completed order form to: Phone ras 
Order via the Internet: 8 Soundview Executive Book Summaries Q Check Enclosed J VISA J MasterCard J AmEx J Diners 
www.summary.com I 10 LaCrue Avenue, Dept. SECO500 
I Concordville, PA 19331 USA Card No Expiration Date 
l *U.S. funds must be drawn on a U.S. Bank. Call or fax for 
1 other accepted currencies Signature OMM Soundview Executive Book Summaries. All rights reserved. Printed in USA 


© 2000 Ernst & Young. 


What if it is greener? 


Ernst & Young Corporate Finance. 


It may well be. Over here, we continually 
explore new opportunities to create 
corporate value. Over here, we team up 
with our-clients to create sound value 
creation. strategies, and execute the 
transactions that make them happen. 
Over here, outstanding client service 


professionals. thrive in. the unique > 
Ernst & Young team culture. Why not 

explore the global opportunities a 

Corporate Finance Partnership at Ernst 

& Young can offer? Contact Andy Gibb 

at IntPartner@eyi.com for a confidential. 
discussion. Greener? Over here, it is. 


ERNST & YOUNG — 


FROM TH 











Can Japan find its voice? 





MAY 6TH 2000 











Y ANY measure but volume, Japan is al- 
BJ ready a big noise in Asia. Its economy is 
second only to America’s in the world. It is the 
_region’s most generous financial supporter of 
_ less well-off countries both near and far. And 
it has the best-equipped soldiers and sailors in 
East Asia after America’s. Until now Japan has 
deliberately understated its weight, not only to 
allay fears that it would again throw it about 
_ militarily, as it did in the 1930s and 1940s, but 
_ also because, protected comfortably by Amer- 
ica, it has had little need for a distinctive re- 
gional voice. That has changed. Today's Japan 
wants, and deserves, more credit for all that it 
does to uphold Asia’s stability and prosperity. 
And the role Japan needs to play is itself also changing. 

Japan’s ambitions do not stop at Asia. It makes no secret 
of its longing for a permanent seat on the United Nations Se- 
curity Council. It has supported UN peacekeeping and recon- 
struction efforts, not just in Cambodia and East Timor, but 

„also in the Middle East, Bosnia and Kosovo. It has its own 

_ ideas for reforming the big international financial institutions, 
the mr and the World Bank, which its new prime minister, if 
he survives the general election likely next month (see page 
29), will press at the G8 summit of rich nations plus Russia, to 
be held off Okinawa in July. Japan’s is a respected voice in the 
“world’s top clubs. But it is in Asia where Japan finds it hardest 
to strike the right tone. 

Earlier this year, its since-stricken prime minister, Keizo 
Obuchi, toured the region, offering, as this year’s G8 host, to 
be the voice of Asia at the world’s top tables. In some places, 
he got an encouraging hearing. Although history still makes 
some people reluctant to see Japan take a more prominent 
role, more suspicion these days attaches to China, the other 
“potential voice of Asia. The inflexibility of its Communist-led 
government, its bullying of smaller fry over claims in the 
South China Sea, and its warlike threats against Taiwan all 
make Asia’s most populous power seem a growing challenge 
to, rather than a steadying support for, regional stability. 

Only recently, things looked different. When Asia’s finan- 
cial crisis started in 1997, Japan seemed paralysed by an econ- 
omic recession of its own making. Some nervous eyes around 
the region turned to China, which was given credit for states- 
manship in not devaluing its currency and so adding to the 
turmoil. Yet China’s economy has nasty problems piling up 
behind its wobbly financial Great Wall. Meanwhile, Japan, 
for all its continuing troubles, has by now forked out some 
$70 billion of a promised $80 billion in assistance to countries 
worst affected by the region’s turbulence. Investments around 

_Asia by Japanese companies are picking up again. A string of 
investment agreements and schemes for technical help are 
_ being planned with the countries of South-East Asia. 
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a It is not just the region’ s economic woes 
that have prodded Japan into a more activist 
role. The end of the cold war in Asia brough 
no walls or iron curtains crashing down. | 
deed its chief relic, the over-armoured border 
between North and South Korea, still en- 
dures. The end of superpower hostilities has, 
however, allowed much of the ice to be 
chipped off some regional rivalries—between 
the United States and. China, China and Ja- : 
pan anc the like. Unfortunately, this has 
added new instabilities to the regional bal- 
ance. Meanwhile, the proliferation of missiles 
and the nuclear, chemical and biological 
weapons they might deliver is racing faster in 
Asia than almost anywhere. . 

Faced. with a rising China and an understandable reluc- 
tance on the part of America to go on carrying every military 
burden, successive Japanese governments have started to 
shoulder more of the region’s security tasks. A crucial step was 
to reinforce Japan’s security alliance with America, by agree- 
ing to help a bit more with logistical tasks, should American 
forces, still the main guarantors of peace in the region, be” 
drawn into a conflict. It is no longer taboo in Japan to argue 
for reinterpretation of the constitution to allow the armed. 
forces to do more of the harder security tasks, alongside 
America or the un. And Japan now plays a modest role in uN 
peacekeeping, though it still shies away from more confronta- 
tional enforcement, of the sort needed in East Timor. Last 
week it offered to mount joint coastguard exercises and pa- 
trols with others to combat piracy in Asian waters. 





Not so much a megaphone as a microphone 


Japan’s new activism is as controversial at home as it is 
abroad. Debate is sharpened by the threat from North Korea’s 
increasingly long-range missiles that can now hit any city in 
Japan, and iby the increasingly bitter dispute between China. . 
and Taiwan. Japan knows that in the event of a conflict invol- 
ving American forces either on the Korean peninsula or in the 
Taiwan Strait, it could not expect simply to stand aside. It is 
alarmed, however, that it might be drawn into a crisis with 
next to no consultation beforehand. Having a bigger voice in 
decisions that affect its own security is another good reason 
for Japan to move sooner, rather than later, to increase the 
help it can offer: the extent to which your voice is listened to 
in Washington depends on how much you bring to the table. 
Asia is too complex'a region to speak, or be spoken for, 
with one voice. Yet a Japan that stands taller, that speaks out 
more confidently about kow it sees the region’s problems and. 
not only writes cheques, but also joins close allies to do more 
security-enhancing tasks, would be a benefit to all. 
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Yippee! | 


T HAS been a strange week in the playroom of American 
presidential politics. Foreign policy has not just been men- 
tioned, but actually debated. In an unexpectedly vicious at- 
tack on George W. Bush, Al Gore accused his opponent of be- 
ing an isolationist, fixated by cold-war ideas. Mr Bush’s camp 
has responded with jabs about the Clinton administration’s 
policy towards Russia. There is even something of a debate 
going on about China’s accession to the World Trade Orga- 
nisation. Naturally nobody expects this to last. Why should 
the American electorate consider anything so tedious as 
global security, free trade or missile defence when there are 
serious things to campaign about—such as the Confederate 
flag flying in South Carolina, or missing White House e-mails? 
This attitude is perhaps understandable: the last person to 
make much noise about foreign policy was Mr Bush's father, 
who lost to Bill Clinton partly because the latter promised to 
concentrate on domestic policy. But it is still wrong and—as 
President Bush might have put it—getting wronger. 


The home is not enough 


To begin with, foreign policy is one of the few things where 
being president matters. The next president’s domestic econ- 
omic policy has in many ways already been “outsourced” to 
the Federal Reserve: even Bill Clinton seems to have given up 
the fiction that he, rather than Alan Greenspan, runs the 
economy. The federal government supplies only seven cents 
in every dollar spent in the country’s schools. And the states 
have been acquiring ever more power over various parts of 
social policy. By contrast, defence—only one part of the for- 
eign policy equation, but a vital one—accounts for about half 
of discretionary federal spending. 

The outside world has always presented presidents with 
intractable problems (most notably, in the Middle East). But, 
recently, it seems to have placed ever more pressure on the 
president. Globalisation is binding America’s economy ever 
more tightly into those of other countries. The end of the cold 
war has in many ways made the job of running the western 
alliance a much harder, subtler task. Allies are less willing to 
accept the dictates of Washington, and it is often even harder 
to convince congressmen. Capitalism’s triumph over commu- 
nism has in a sense given every American politician an excuse 
to break ranks. 

Against this background, Bill Clinton has proved a mildly 
disappointing foreign-policy president. His poor first-term 
start can perhaps be put down to his promise to focus on 
matters at home—and to the sheer novelty of the post-cold- 
war world. He can also point to an increasingly obstructionist 
Congress. But the overall impression has been of episodic and 
inconsistent attention; his considerable diplomatic skills have 
been employed only fitfully. 

In some cases, this approach eventually muddled through 
(most notably, in Bosnia); in other cases, the lack of any cen- 
sistent agenda has been startling (with China, there seem to 
have been several successive policies), Unless the Republican 
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Congress proves unexpectedly co-operative or Mr Clinton 
himself unusually decisive, the outgoing president will leave 
behind a few outright successes, notably the North American 
Free-Trade Agreement (though Bush senior had done some of 
the spadework); a few outright failures, such as the defeat of 
the Comprehensive Test-Ban Treaty; plenty of currently un- 
solved cases (Northern Ireland, Cuba, missiles, and, inev- 
itably, the Middle East); and unclear messages on everything, 
from America’s vision for the United Nations and the World 
Trade Organisation (wro) to when exactly the United States 
thinks that humanitarian intervention is justified. 

This, it should be repeated, is not a disastrous bequest. But 
at the very least it challenges the next occupant of the Oval 
Office to do better. One unfortunate consequence of the side- 
lining of foreign policy is that there is relatively little evidence 
available to assess the capacity of either Mr Gore or Mr Bush. 
Both would claim to be internationalists..Mr Gore fought 
hard for narta, and his current attempts to rethink foreign 
policy show enthusiasm for the subject. As governor of Texas, 
Mr Bush can hardly be judged on his foreign-policy achieve- 
ments, but he has been a prominent supporter of immigra- 
tion (not a bad guide in Republican terms) and he has inher- 
ited an experienced foreign-policy team from his father. 

There are, however, also doubts about both men. In his at- 
tempt to court the unions, Mr Gore has added “fair trade” to 
his own somewhat flaky ideas about green trade. These 
helped destroy the serious side of the wro’s meeting in Seat- 
tle. And it remains to be seen how the vice-president’s close 
exposure to Mr Clinton’s modus operandi has affected his 
own strategy. Letting a problem fester into a crisis and then 
using your considerable diplomatic charm to solve it is almost 
excusable if you possess Mr Clinton’s powers of persuasion; 
in other hands it would be mad. 

As for Mr Bush, there is nothing in his record to support 
Mr Gore’s charge that he is an isolationist—though there are 
some in the Republican Party who plainly err in that di- 
rection. But Mr Bush has made unilateral noises—about 
America intervening abroad only when “its interests” are at 
stake. Much depends on how those interests are defined. In 
some cases—-China perhaps—a little hard-nosed realpolitik is 
called for. In other cases, such as Kosovo and Bosnia, it is hard 
to see how the United States’ foreign policy could avoid hav- 
ing a humanitarian edge. If the president did not put it there, 
American voters, watching the ghastly events on CNN, soon 
would. Putting morality into foreign policy has been a card 
played mostly by the. Democrats—but not exclusively so; 
Ronald Reagan did it most successfully. The difficult thing is 
deciding how much morality—and making sure that the rest 
of the world happens to agree with it. 

These are, in short, thomy problems. But they require con- 
sistency, character and attention from the two men who want 
to be president. The two both remain novices. Yet their new 
attention to worldly matters is welcome—if i: is sustained. 
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Europe needs more immigrants 


OGUS asylum-seekers,” bellows William Hague, the 
leader of Britain’s opposition Conservative Party, are 
g” the country, and Britain should lock them all up in 
tention centres till they can be sorted. Germany ought to 
educate its own “children instead of [importing] Indians,” 
‘roars his fellow conservative, Jürgen Rüttgers, the Christian 
Democratic candidate for this month’s crunch election in the 
state of North Rhine-Westphalia. The European popular 
imagination, it seems, is gripped by panic about foreigners: 
that there are too many of them pouring in, that there is cer- 
-tainly no need for any more. In short, that Europe is “full up”. 
Contrast that view, however, with some rather different 
observations. Because Europeans are not having enough bab- 
ies and are living so long, the European Union would need to 
import 1.6m migrants a year simply to keep its working-age 
population stable between now and 2050 (see pages 21-25). 
With Europe’s unemployment now falling, and its people 
increasingly sniffy about the sorts of jobs they are prepared to 
do, or too ill-equipped to do the high-tech ones being created, 
the continent’s workforce is in need of renewal as never be- 
fore. Immigrants tend to inject into stale, ageing countries 
_ fresh vitality, fresh energy and an uncommon willingness to 
work hard at unappealing jobs. How can Europe reconcile its 
economic need for more immigrants with its apparent politi- 
cal distaste for them? 
-ctr anideal world, there would be no barriers to the free 
“movement of people, between the various countries as with- 
in them. Indeed, one of the curiosities of migration is that, 
even where such barriers no longer exist, as within the EU, so 
few people choose to pack up their belongings, uproot their 
families, and trek off to settle in a foreign country. But human 
insecurities are not soothed by economic and demographic 
logic alone, nor even much by clear evidence that migrants 
are needed. Europeans seem to need reassurance that their 
“jobs, their culture, their sense of identity are not somehow un- 
der threat. The question is how to create a more liberal immi- 
gration regime that can still be made politically palatable on a 
continent as prone to xenophobia as Europe. 





Fortress Europe 
-At present, Europe errs on the side of mean-mindedness. 
‘Since the 1970s, it has more or less shut its doors to primary 
immigration: that is, to economic migrants who might later 
bring their relations too. These days, many of those who settle 
permanently in the eu are the families of those who are al- 
ready there. Yet, just as Europe has been busy bolting up its 
front door, so those seeking a better life in the rich countries 
of the Union have resorted to finding ways in round the back. 
Since the 1980s, there has been an upsurge in the numbers of 
people seeking political asylum, and—though they are diffi- 
cult to measure—in the numbers of illegal immigrants. 
Genuine refugees from persecution, as defined by the 1951 
Geneva convention, should be welcomed without reserva- 
_ tion. They should be confident of this welcome, and Europe- 
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ans should be proud of it. Yet, and though it is politically in- 
correct to say so, a mere glance at the numbers of claims 
judged to be false suggests that many of those hoping to gain 
entry as political refugees are economic migrants in disguise. 
This is not to say that asylum-seekers “shop around” for 
the best deal: research shows clearly that the chief reason 
they, like all migrants, head for one country rather than an- 
other is that they know people already there. Even if eu coun: 
tries were to harmonise their provision for refugees, as they _ 
have promised to do, existing patterns would probably 
change little: the networks that draw asylum-seexers to, above 
all, Germany and Britain have taken on a life of their own... 
What the many asylum claims do suggest, however, is 
that a clampdown on bogus refugees: by itself is only a half- 
solution. In other words, economic migrants would not have 
to dress themselves up as refugees, nor to make those hazard- 
ous journeys crammed into the holds of rickety boats or the 
containers of long-distance lorries, if there were an alternative 
way of applying to get in legally—-with some hope of success. 


Liberal Europe 


If the eu were to install a more orderly system of admitting 
economic migrants, both the high-tech ones it needs to fash- 
ion its software and the less skilled ones it needs to pick its let- 
tuces and gut its chickens, would that really curb the numbers ` 
of illegals getting ready to make their dash across the conti- ~~ 
nent’s borders? That is one objection made by those who op- 
pose the introduction of a more:generous policy towards im= ` 
migrants. It may be, they say, that today’s image of Fortress 
Europe deters some of tomorrow's would-be migrants, and 
that a more liberal system to admit outsiders legally would 
only encourage yet others to slip in on the quiet. If so, how- 
ever, it is a risk that Europe should be ready to take. 

A more persuasive objection is that any regime that con- — 
centrated on luring the highly skilled would run the risk of 
robbing poorer countries of the people they are least able to 
do without. Yet even poor countries can benefit when émigrés 
send home the remittances they earn in the rich world. 

Politicians face a choice. They can either pander to the 
fears of voters about being “swamped” by outsiders, or they 
can seek to reassure them that those worries are only half- 
founded. As unemployment rates fall in most European 
countries, the task of reassurance ought to become easier. For 
the moment, however, Europe’s politicians show little inclina- 
tion to be brave. How many British politicians advertise the 
fact that, in terms of the number of asylum-seekers it accepts 
per head of population, Britain lies halfway down the £u ta- 
ble? How many German politicians remind their voters that 
as many foreigners, including lots of refugees, are now leaving 
Germany as are coming in? The greatest pity of all would be if 
the eu's governments at last managed to agree to a more ò! 
derly joint system of immigration, only to appeal to the low 
est, most illiberal, common denominator. i 
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Europe’s shrinking stockmarkets 


The merger of the London and Frankfurt stock exchanges is likely to be only the 


first of many such ventures 


HE mighty certainly can tumble. A decade ago the market 

capitalisation of firms listed on London’s stock exchange 
exceeded that of the bourses in Frankfurt, Paris, Milan and 
Madrid put together. Through its seag International market, 
London claimed to do 90% of European cross-border equity 
trades, including nearly half the share deals in French blue- 
chip firms. In the exchange’s tower headquarters, the word 
was that London was on the way to creating a Europe-wide 
wholesale stockmarket on its own: no need for pesky alli- 
ances with tiny, antiquated continental bourses. 

Yet in this week’s merger with the Deutsche Börse, London 
had to fight to win a 50-50 ownership share, which it achieved 
only by leaving out the Germans’ share in Clearstream, a 
European settlement system that may one day acquire Lon- 
don’s Crest. London has conceded both the job of chief exec- 
utive and the choice of the new exchange’s trading system 
(see page 88). In short, the creation of the new bourse, trendily 
christened iX, looks like a Frankfurt takeover in all but name. 
To rub salt in the wound, British firms on iX will be able to be 
quoted in euros—and most are likely to prefer this option. 

Does all this spell trouble for the future of London as Eu- 
rope’s biggest financial centre? Hardly. Werner Seifert, iX’s 
chief executive-designate, is smartly decamping to London, 
which will host the market for shares in British and German 
blue chips. Frankfurt will, however, have the markets for 
high-tech and growth stocks, in which America’s Nasdaq 
stock exchange is to be a 50% partner. And Frankfurt’s Eurex 
derivatives exchange, now the world’s biggest, will continue 
to leave in the shade its independent London rival, Liffe, 
which was ostentatiously left out of the merger. 

It is clear that London has, sleepily but also arrogantly, 
thrown away the huge advantages that it had over continen- 
tal rivals in the early 1990s. These failings have come with a 
cost: many British-based firms face a big bill to convert to the 
German trading platform, less than three years after they 
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forked out for a new system in London. Frankfurt’ 
have been quick to capitalise on London's mista 
real fight is no longer London v Frankfurt: it is bet 
tional exchanges and Internet upstarts. 


Exchanges and marts 


What, after all, is an exchange? In the old days, it v 
ing with a trading floor and lots of jabbering bri 
New York's Big Board is one of the last such plac 
rest, including iX, are disembodied, with the tr 
tronic and the dealers sitting on the ends of pho 
screens. What matters to a financial centre is no lor 
of an exchange, if it has one at all: it is the loca 
bankers, brokers and investors who trade on it. 
If, indeed, they trade on an exchange at all. The 
for London and Frankfurt becoming iX—and for 
sterdam and Brussels forming their similar joii 
Euronext—is fear that cheaper all-electronic c 
might gobble up their markets. Nasdaq crept up o 
lent New York, and has overtaken it in trading volt 
host of Internet-based rivals are creeping up on Ne 
are responding to customer demand, in Europe as | 
for cheaper share trading, and for a global marke 
new iX will go only part of the way to satisfyi 
mand—so there are bound to be more mergers 
whittling the number of big exchanges down to tv 
Even that will not be the end. As equities grov 
tance, the pressure will be on to move towards 
global market for the shares of the world’s biggest ı 
rather like currency and bond markets. The invo 
Nasdaq in iX is planned to be a precursor to j 
worldwide market. Tricky details still need to be v 
regulation, clearing and settlement, for instance. Bi 
and investors alike stand to benefit—even if sleep 
exchanges find staying awake all the time rather 





Industrial folly 


Might New Labour fall back into some bad old habits? 


ORMAN TEBBIT, the hard man of Thatcherism, was 
once asked whether the Blair government had stolen the 
Tories’ big idea by embracing free-market capitalism. Lord 
Tebbit thought not. Tony Blair’s New Labour troops, he said, 
were like primitive tribesmen who had been converted to 
Christianity—“they can sing the hymns, they just don’t un- 
derstand what the words mean.” 
Just a funny line? We may be about to find out. Faced 
with the prospect of the closure of Rover's car plant at Long- 
bridge, and the consequent loss of thousands of jobs, Britain's 
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government is showing worrying signs of losing 
Rather than taking the politically difficult option c 
clear that Rover's fate can only be decided by the 
Blair has said that he will “work night and day” to: 
Longbridge. Stephen Byers, Labour's trade and indi 
tary, has also attempted (ineffectually) to influer 
fate. He is currently trying to act as a marriage brok 
BMW, Which owns Rover, and the Phoenix consort 
is trying to raise the money to buy it. It seems lik 
Byers will attempt to sweeten the deal by revivin 
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($237m) of public money. Indeed, the prospect of an even 
larger bail-out is already being floated in the press. 

Mr Byers is feeling particularly generous with taxpayers’ 
money at the moment. In the past month he has announced 
that the coal industry will get a subsidy of £100m, and that the 
government will also extend £530m in cheap loans to BAe Sys- 
tems to build a “super-jumbo” jet (see page 69). He protests 
feebly that the government will not “prop up failing indus- 
tries”, but will only subsidise industries with a future. It is 
hard to see that Rover fits this description. In different guises 
it has been in trouble for over 30 years. Rover’s share of the 
British car market is down to 6% from almost 40% in 1970. The 
best efforts of mw, backed by billions of pounds, have failed 
to secure the company’s future, If Rover—or indeed coal or 
the super-jumbo—are such good business propositions, why 
throw public money at them in the first place? 

The Blair government may yet be prevented from bailing 
out Rover by the European Union competition rules that pre- 
vent state aids. Ironically, in the past, Mr Blair has been by far 
the keenest advocate of such rules. He has even shown some 
willingness to practice what he preaches. In 1998, faced with 
the closure of a microchip factory in his own parliamentary 
constituency, he ruled out subsidies, saying: “We can’t, as a 
T do much about the twists and turns of world 





HE Anglo-Saxons are back. For nearly a thousand years, 
no one gave them much thought. A few poor wretches 
had to study their poetry, but most people, if they learnt any- 
thing about them, discovered only that Bede was venerable, 
Beowulf boring, Alfred burnt some cakes and the good, short 
words in English, notably those spelled with asterisks instead 
of vowels, were coined by the heathen Germans who occu- 
pied most of what is today called England between 449 and 
1066. Now, however, the Anglo-Saxons are everywhere. They 
pop up in the context of stock options, shareholder value and 
neo-American capitalism, or rather (here’s a clue) les stock op- 
tions, la shareholder value et le capitalisme néo-américain. 
Yes, it is the French who have restored the Anglo-Saxons to 
prominence, though others—even The Economist~seem 
ready to adopt their usage. Which is a bit odd really, because 
whatever the Anglo-Saxons may have done for poetry, they 
were not noted for ground-breaking work in macroeconomics 
and double-entry book-keeping. It is true that the early Ger- 
manic nations had an admirably free trade in subjects for 
their epic poems. It is true that an early editor of this newspa- 
per noted that “the religion of gold...is the natural idol of the 
Anglo-Saxon”. But was Walter Bagehot an Anglo-Saxon? Was 
Adam Smith, come to that, or Ricardo, or Rockefeller-—or even 
their latterday disciples such as Alan Greenspan, Warren 
Buffett, Jacob Rothschild, George Soros and every other cap- 
italist who happens to have English as his native tongue? 
The restoration of the Anglo-Saxons’ hegemony is even 
odder than that. Readers may have noticed that their first run 
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-markets in an increasingly globalised economy.” Instead, he 


said, any government role would be restricted to helping un- 
employed workers with job advice and retraining. 

But time and political pressure appear to have eroded Mr 
Blair’s resolve. The Tories are looking more credible. Manufac- 
turing industry and trade unionists are complaining more 
loudly about the pressure they are under from the high 
pound. Local elections take place this week and a general 
election may be merely a year away. The west Midlands— 
home of the Longbridge plant—is a politically important area. 

Eighteen months ago Mr Blair’s hard-headed refusal to try 
to prevent Fujitsu shutting up shop seemed like evidence that 
the much vaunted “third way” might actually mean some- 
thing. On the one hand New Labour would not indulge in the 
failed industrial policies of previous Labour governments— 
but on the other it might try harder than the Tories to ease the 
social consequences of the closures and bankruptcies that are 
part and parcel of a functioning capitalist economy. 

The suspicion always was, however, that all the talk of a 
“third way” would ultimately not disguise the fact that poli- 
tics often comes down to stark choices. In the end there are 
only two answers to the question of whether you throw pub- 
lic money at a failing industry: Yes or No. If Mr Blair and his 
government give the wrong answer, it will show that they are 
not the steely-minded modernisers they claim to be. 





came to an end in 1066. That was another clue: yes, it was the 
Normans—aka, nowadays, the French—who knocked the 
poor old Anglo-Saxons off their pedestal, once and for all, as 
most people thought. Not only did the French squash the Eng- 
lish, introducing fancy words like mutton and pork and beef 
for the posh folk indoors, while the downtrodden peasants 
stuck to good old sheep and pig and cow, but, quite indepen- 
dently of 1066 and all that, they fizzed up the entire intellec- 
tual scene, just as they did throughout western Christendom. 
So why resurrect this vanquished enemy and turn it intoa 
bogeyman? A bogeyman it has certainly become. In France 
Anglo-Saxonism is held responsible not just for all the wick- 
edness of global capitalism, but also, to judge by a recent 
trawl through the French press, for espionage (the Echelon 
scandal), pragmatism (ugh), experimental empiricism. (ugh, 
ugh), the adversarial judicial system (far inferior to the French 
alternative) and transparency (no, not.oo-la-la, alas). The cur- 
rent Paris jazz fair has prompted a critic to aver that Anglo- 
Saxon jazz is “not systematically better” (was Louis Armstrong 
really French, perhaps, coming from New Orleans, and not 
Anglo-Saxon after all?). And not long ago a rugby match had 
Le Monde decrying “Anglo-Saxon refereeing’, under the head- 
line “Coup de sifflet: fâcheuse tendance anglo-saxonne”. 
Should Anglo-Saxophony really get the blame for all this, 
or is there a better term? American-British, English-speaking 
or plain liberal, perhaps, depending on. the context? Sugges- 
tions on a postcard, please, to the Académie francaise, Paris. 
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-EUROPE’S IMMIGRANTS 









y are increasingly necessary 


)EYOND the tranquil Lincolnshire village 
of Gedney Dyke, along a winding lane 
lined with willow trees, some of the 96 farm 
“workers due in for the growing season are 
busy at work at the Norfolk House Farm, 
picking, cutting, washing and packing spring 
-onions for a British supermarket chain. But 
“these are not local labourers, hired from the 
surrounding villages and towns. They are 
young Latvians, Ukrainians, Lithuanians, 
Poles, Czechs and Belarussians, just a hand- 
ful: of the 10,000 seasonal workers re- 
¢ruitéd each year under an official 
British: scheme to import farm 
hands. 
oo The Brush government lets 
-these migrant workers stay only be- 
tween April and November. But 
~. during that time, even at the mini- 
‘mum. farm wage, they can earn 
‘more than they ever dreamed of 
“back home. They live in Portaka- 
bins in a field near the farm. Night- 
life consists of bingo at the village 
hall. But these migrant workers 
seem happy enough. One Latvian, 
who studies engineering in Riga, 
says he took home so much last year 
that he is back again this season. 
The farmers are pleased, too. Lo- 
‘cal workers, they say, are just not up 
to scratch. “The East Europeans aren’t cheap 
labour,” explains Stuart Piccaver, one of the 
‘Norfolk House directors, “but they are reli- 
able and good quality. An 18-year-old local 
doesn’t consider it trendy to work on a farm; 
~he would prefer a jobin.a bar or a shop. Any- 
“way, you get such a poor work rate from the 
~ locals that you could only let them do some- 
thing simple, like cut daffodils. We couldn’t 
Jet them loose harvesting iceberg lettuces.” 
Hundreds of English farms are increas- 
ingly relying on East European labour to do 
the jobs that they cannot fill with local work- 
ers. Some of them, like Mr Piccaver, make use 
of official work-permit schemes. Others use 
“gangmasters” to supply casual pickers at 
short notice. Some of those hired hands will 
be illegals, in turn recruited by networks of 
often-unscrupulous traffickers who profit 
“from the trade in importing workers. 
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A continent on the move 


rs are streaming into the EU in search of jobs. They are often vilified, 


Today, Britain is far from alone in hiring 
workers from abroad, whether legally or ille- 
gally, to fill such jobs. Moroccans pick toma- 
toes and peppers in hothouses in south-east- 
ern Spain. Poles harvest vegetables in 
Germany. Sikhs from India’s Punjab pick 
fruit in Belgium. Russians harvest crops in 






































Ireland. Nor is farming the only 
industry to recruit foreigners. 
Many Europeans rely daily on for- 
eigners toclean their houses, mind their chil- 
dren, lay their bricks or deliver their pizza. 
Historically, Europe has exported its 
people to settle or govern distant places. 
Now the continent--or at least its central en- 
gine, the European Union—faces a startling 
change. As the eu’s economies thrive and its 
populations age, they are turning increas- 
ingly to foreigners. In order to keep its work- 
ing-age population stable between now and 
2050, at current birth and death rates, Ger- 
many would need to import 487,000 mi- 























grants a year, according to a recent report by 
the United Nations’ Population: Division. 
France would need 109,000, and the Euro- 
pean Union as a whole 1.6m. To keep the ra- 
tio of workers to pensioners steady, the flow 
would need:to swell to 3.6m a year in Ger- 
many, 1.8m_a year in France and a staggering 
13.6m a'year in the eu as a whole. 

These figures take no account of the 
needs.of the economy, or the way jobs may 
change, or the likelihood that those who de 
not work now may decide to do soin future, 
But the underlying point is valid: Europe's 
working population: is falling, while Eurò- 
peans’ aspirations to do only clean, seden- 
tary, well-paid jobs are constantly on the 
rise. 

This is especially true at a time when. 
economies. are surging and labour markets 
tightening. Growth in Gop in the Eu is ex+ 
pected to reach 3.4% this year; unemploy- 

ment, while still high, should slide tò 

8.5%. Ireland and the Netherlands 

have particularly acute labour short-. 

ages, but so have some bigger econo- 

mies: Some. of this demand could- be 

met by: luring more women into jobs, or 
training the unemployed. Yet those solutions. 

are only partial, and will take time. E 

Some politicians are starting to think- 
about the problem. Germany's Chancellor 
Gerhard Schröder has called for an extra 

20,000 software specialists, to bere- 
ctuited.in India and Eastern Eu- 
rope; he wants the plan to bem 
force by July. The government of © 

Ireland, whose economy is boom- 

ing, is considering proposals to im- 
port: some. 200,000 skilled workers 
over seven years. Even. the British gov- 
ernment plans to’ speed up the work... 
permit system to help meet skill short- < 
ages. Back in February, Spain’s jobs 
minister summed up the call for more 
unskilled immigration: “We need people to 
dothe jobs Spaniards no longer want to do.” 











Den’t give me your tired, your poor 

Many ordinary Europeans have not faced 
up to these changes. A wave of anti-immi- 
grant sentiment is washing across the conti- 
nent—over asylum-seekers in Britain, for- 
eign workers in Germany, immigrants in ` 
general in Austria. These new arrivals are 
popularly perceived as welfare-scroungers, 


job-snatchers and threats to stability. Such 


views are fanned by politicians chasing the 
nationalist vote. And much of this can be 
blamed on popular confusion about who 
today’s immigrants are. 

In popular mythology, an immigtant 
easy to identify. He has left his native land in 
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search of a better life, seeks ajob, and intends 
to stay. Yet the bulk of today’s legal settlers in 
the ru defy these categories. For a start, they 
are usually women. In Britain in 1997, a hefty 
79% of the 58,700 immigrants accepted for 
permanent settlement were the spouses, 
mostly wives, or children of those already 
living in the country. 

This is chiefly because most eu countries 
have long since closed their doors to what 
demographers call “primary migration’: in 
effect, to economic job-hunters from outside 
the Union who intend tostay and bring their 
families. Germany, which recruited heavily 
abroad in the early 1970s, put an official end 
to widespread labour immigration in 1974. 
Britain, which actively sought West Indians 
todrive its buses and staff its hospitals in th 
19508, shut its own doors in 1971. ' 

Since the early 1990s, legal im- 
migration into many EU coun- 
tries has declined. Though Ger- 
many still lets in more foreigners 
by far than any other coun- 
try—615,000 in 1997—the flow has 
been.drying up since 1992, when 
` twice that number arrived. Partly be- 
cause of lengthening queues of refu- 
gees, Britain has been one of the few 
countries to admit increasing numbers, 
Yet foreigners there still make up only 3.6% of 
the total population, far fewer than the 9% in 
Germany and Austria—though the compari- 
son is inexact because of those countries’ 
tighter citizenship laws. 

Officially, the zu does not welcome 
those in search of a better life. The skilled 
may qualify for a work permit: over two- 
fifths of the 54,000 permits that Britain 
handed. out in 1997 went either to Americans 
or to Japanese, mostly for highly skilled jobs. 
But these are not the migrants who stir up 
popular anxiety. For those, the unskilled, the 
door is generally shut. 

A few legal schemes prise it open. Ger- 
many let in 226,000 seasonal workers in 1997, 
mostly from neighbouring Poland, but it 
ejected them after three months, Otherwise, 
the only way in is to bend the rules: creep in 
illegally, stay on quietly after a legal visa to 
visit or study has expired—or apply for asy- 
lum, in the hope that you pass for a refugee, 
or that the overloading of the system will en- 
able you to stay on indefinitely. 

Some 400,000-500,000 illegal migrants 
slip or are smuggled into the ev each year, ac- 
cording to Jonas Widgren of the Interna- 
tional Centre for Migration Policy Develop- 
ment in Vienna. If these numbers, still hard 
to pin down, are correct, this would mean 
that more illegal migrants are crowding into 
Europe each year than the 300,000 or so who 
enter America. 

Yet such numbers can mislead. Since the 
collapse of the Berlin Wall, a new sort of mi- 
grant has begun to appear in Europe, known 
in the jargon as a “cross-border commuter”, 
“labour tourist” or “incomplete migrant”. 
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These resourceful types mock traditional 


A 








classifications. They shuttle back and forth 
across an EU border, usually from Eastern 
Europe into Germany or Austria, and often 
earn a living in the Union to supporta family 
outside it. They may work in the eu foronlya 
few weeks at a time, but they will spend 
most of any year there. “Home” is still out- 
side the Eu perimeter. 


Accidental tourists 

Nobody knows how many such migrants 
there are. But a few micro-studies hint at how 
they operate. Dana Diminescu, of France's 
Ecole des Hautes Etudes en Sciences Sociales, 
























recently discovered that u villages in the Oas 
region of northern Romania, a poor farming 
area of about 70,000 people, had generated a 
regular pattern of illegal migrants to Paris, al- 
most all of whom eventually went back 
home. 

Since 1992, when seven men left on an 
uncertain journey, “doing a season” in 
France has become a rite of passage for hun- 
dreds of young Romanians in these villages. 
To get to France, they hide in containers, 
hitch-hike or leave en masse by minibus. 
They work there for a few months at a time, 
on farms or building sites, or selling newspa- 
pers in the street. Each migrant converts his 
earnings to p-marks, and sends home about 
DM10,000 ($4,644) during the season. And 
no matter how hard the French try to clamp 
down, the people of Oas always find a way 
in. Similar patterns can be found all over 
Central and Eastern Europe, where close- 
ness to the eu allows people to commute for 
a season in a way that previous waves of mi- 
grants, from Africa or Asia, could not. 

Understanding this new pattern helps 
point to future flows. The most pressing fear 
about labour migrants now is felt in Ger- 
many and Austria. People there worry that 
in 2003, as soon as the EU Opens its doors to 
the first five new applicant countries just 
over the border, immigrants will pour in. 

Residents of the eu enjoy the right to 


move, live and work wherever they like in- 








side the Union, unburdened by visas or 
work permits. Naturally, the applicant coun- 
tries insist that they too should be allowed to 
roam freely inside the Union as soon as they 
join. But some Eu members, notably Ger- 
many and Austria, fiercely resist this. They 
wanta decent “transition period”: some offi- 
cials mutter about ten to 20 years. 

Yet how well-founded are the fears of be- 
ing swamped by Eastern Europeans? Previ- 
ous enlargements did not provoke a mass ex- 
odus to the richer countries. But income per 
person in France was only just over twice 
that in neighbouring Spain when Spain 

joined the £u in 1986. Germany’s income 
per person, by contrast, is now six times 
that of neighbouring Poland, and dwarfs 
that of other East European countries. 
So higher wages are now a much 

greater lure. 

The best guess, made last 
December by John Salt’s Migra- 
tion Research Unit at University 

College London, is that between 
55,000 and 278,000 people might 
leave the five “fast-track” appli- 
cant countries—the Czech Repub- 
lic, Hungary, Estonia, Poland and 
Slovenia—for the eu each year. At a 
rate of 200,000, spread out over 15 
years, this would imply an outflow of 
about 3% of the total population of the five 
countries—equivalent to a tiny 0.8% of the 
Ev’s current population. Moreover, many 
would probably fall into the pattern of la- 
bour commuting and not settle perma- 
nently. Already, as many foreigners leave 
Germany each year as arrive. The report con- 
cludes that “there will be no large-scale mi- 
gration in the short, medium or long term.” 

Reassuring words for those who fear 
even a cautious opening up of Europe to fur- 
ther immigrants? Not, itseems, in the current 
political climate. Already, the coming to 
(shared) power in Austria of Jorg Haider's 
Freedom Party has revived a xenophobic im- 
pulse on Europe’s political right. Silvio Ber- 
lusconi, whose centre-right opposition party 
did so well in regional elections last month 
that it brought down Italy’s centre-left gov- 
ernment, campaigned partly on an anti-im- 
migrant platform. Even Chancellor 
Schréder’s modest proposal to import 
skilled software programmers has provoked 
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“an outery. “Kinder statt Inder?” (children in- 
_ stead of Indians) thunders Jürgen Rüttgers, 
- the Christian Democratic candidate for this 
month's state election in North Rhine-West- 
phalia. In a crude appeal to nationalism, he 
wants Germany to'train its own youngsters, 
“not to import more foreigners. Mr Rüttgers is 
‘tapping into a latent sense that Germany is 
. “full”, one that seems to be shared by other 
EU countries. Part of the reason is the recent 
surge in asylum-seeking. 


Refuge refused 


In times of war, people know who refugees 
are, The definition was set by a United Na- 
-tions convention of 1951: refugees are those 
: who ate fleeing persecution for “reasons of 
race, religion, nationality, membership of a 
` particular social group or political opinion.” 
“Nobody queried the credentials of the pa- 
: theticcrowds that trudged out of Kosovo last 
year, with their bundles of mattresses, 
prams and pots piled up in tractor carts. 

“The number of asylum claims, which 
had stayed fairly stable all through the 1980s, 
swelled dramatically after the collapse of 
communism had led to war in the Balkans. 
‘Claims. rose from just over 200,000 in. 1988, 
for the 15 countries that now make up the ev, 

toa peak of around 676,000 in 1992 during 
‘the Bosnian war (see chart), After a lull, 
claims surged again last year with the war in 
Kosovo, up by nearly 20% to just over 
"366,000. 

Some of these refugees are in genuine 
need of sanctuary. But even refugee agencies 
acknowledge that many others are fleeing 
poverty rather than persecution. As Friso 
Roscam Abbing of the Brussels-based Euro- 
pean Council on Refugees and Exiles con- 
cedes: “You can’t deny the fact that many 
people have to resort to asylum as the only 
way of achieving legal status.” 

Consider the number of rejected appli- 
cations, Provisional, standardised figures for 
1999 from the United Nations High Commis- 
sioner for Refugees show that, of all cases 
judged that year, a tiny 9.2% were accepted 
in Germany, either as full refugees under the 
Geneva Convention or with lesser “tempo- 
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rary protection” status. Just 9.8% were ac- 
cepted in Italy and 15.6% in the Netherlands. 
Britain took one of the highest shares in the 
EU, 61.6%~—-but even this means that nearly 
two-fifths of all applications were rejected. 
Moreover, part of the recent political 
panic in countries such as Britain and Ire- 
land about “bogus” refugees has been 
prompted by a shift not in the overall num- 
bers of applications for asylum in the gu, but 
in their distribution. Whereas claims in Ger- 
many have dropped steadily since 1992, 
those in Britain and Ireland have shot up. Is 
this because asylum-seekers “shop around” 
for the best deal, as some politicians claim? 
There is no ev policy yet on refugees, al- 
though the 15 countries have promised to 
work towards one. The chances of being ac- 
cepted vary hugely across the Union. In 1998, 
for instance, Britain gave 96% of all Somalis 
who applied some form of refugee status or 
protection; Germany accepted just 15%. Ger- 
man and French courts generally accept as 
refugees only those who have been perse- 
cuted by “agents of the state”, not by other 
groups; Britain’s definition is more generous. 
Conditions for asylum-seekers vary 
across the £u too. It can take six years in Brit- 
ain to get a case heard, just six months in the 
Netherlands. In Britain, applicants are al- 
lowed to work after six months, pending a 
decision, while in Germany and the Nether- 











lands they cannot accept a job until they get 
their refugee papers. Germany, still the ev 
country most refugees head for, hands out 
vouchers as welfare payments; Britain, 
which is now switching to that system, has 
hitherto paid in cash. In short, there would 
appear to be a fair case for shopping about. 
Yet the best evidence, published in 1998 
by the European Commission, suggests that 
the single biggest reason that an applicant 
chooses to make for a particular country is 
that he knows people who are already there. 
Just like economic migrants, asy!um-seekers 
use their contacts to guide them: their friends 
and family, the local mosque or church, the 
plans hatched by a trafficker, or the avail- 
ability of direct flights. The Kurds or Koso- 
vars who are smuggled in inflatable boats © 
across the Adriatic seldom stay where they 
land, in Italy, but head north for Germany or». 
Switzerland. “In the majority of cases,” states. 
the report, “the choice of country for asylum - 
is nota conscious, rational choice by the asy- 
lum-seeker and certainly not based on a 
comparison of the advantages and disad- > 
vantages of various options.” 
























The promised land 


By posing as refugees, the false asylum-seek- 
ers are undermining the tolerance of Europe- 
ans for those who genuinely need protec- 
tion. But clamping down on phony refugees 
would not, by itself, weed out the economic 
migrants whose only sin, like those of gen 
erations before them, is to be seeking. a better 
life in the rich world. Unless they have an of- 
ficial means of trying to fulfil that ambition, 
they will bend the existing rules. As a Euro- 
pean: Commission. immigration. specialist 
argues: “If you had a legal open front door 
for migration, you'd have less pressure on 

the asylum back door.” 

For now, immigration remains a matter: 
for individual ev governments, although the. 
15 have agreed to try to iron out jointly some 
of the wrinkles in asylum policy. And some | 
governments now recognise the need toim- 
port labour. Indeed, Europe may flatter itself 
by sounding hostile to immigration: some of | 
the Indian software programmers that Ger- 
many wants to recruit now say they would’ 
rather head for America. 

Europe has yet to recognise the image of 
itself as a continent of immigration, even 
though, over the centuries, its constituent 
bits have been refreshed by the new blood 
and vitality of migrants from within Europe 
itself. It may suit politicians, wary of Eu- 
rope’s xenophobic streak and mindful that 
labour needs today may evaporate if econ- 
omic revival falters tomorrow, to keep it that 
way. But as Bronislaw Geremek, Poland’s 
foreign minister, put it recently: “The ques- 
tion is whether the future of the eu is tobe 9.” 
builtin an atmosphere of courageand imagi- 
nation, or whether fear is to be the main _ 
emotion keeping the Union together.” 
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No holiday 


Troops rescued 15 Filipino hos- 
tages held by Muslim separat- 
ist rebels on Basilan island in 
the southern Philippines, but 
four were killed. A second 
group of hostages kid- 
napped from a Malaysian re- 
sort, including a number of 
foreigners, were moved to an 
unknown location on another 
island by their captors. 


Tamil Tigers were advancing 
along the Jaffna peninsula in 
northern Sri Lanka, after 
overrunning an army base. Sri 
Lanka’s government said it 
was considering asking India 
to provide ships to rescue 
around 35,000 soldiers trapped 
on the peninsula. 





Indonesia said it would sign a 
ceasefire agreement with 

guerrillas fighting for indepen- 
dence in the province of Aceh. 


The air-conditioning system in 
Melbourne's new aquarium 
was being blamed for an out- 
break of legionnaire’s dis- 
ease. Two of the 58 people 
known to be infected have 
died. Other cases are expected. 


More than 80 people drowned 
when two ferries capsized in a 
storm in eastern Bangladesh. 


Lacking confidence 


Giuliano Amato and his new 
12-party coalition government 
of the left won a vote of confi- 
dence in Italy’s parliament, 
but the main opposition, on 
the right, said the government 
would not last until the dead- 
line for a general election, next 
April. 


The governor of France's cen- 
tral bank, Jean-Claude Tri- 
chet, was placed under for- 


| mal investigation for 


spreading false information to 
cover up losses at Crédit Ly- 
onnais, a state-owned bank, 
when he was a treasury offi- 
cial in the early 1990s. He is 
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due to take over as governor 
of the European Central Bank 
in 2002. 





= 
The trial began in the Neth- 
erlands of two Libyans ac- 


| cused of killing 270 people by 


placing a bomb on a passen- 


| ger plane which exploded 


over Lockerbie, in Scotland, in 
1988. 


The European Commission's 
head, Romano Prodi, re- 
placed Carlo Trojan, a Dutch- 
man who was in charge of the 
commission’s 16,000 civil ser- 
vants, with David O'Sullivan, 
an Irishman. Mr Prodi also re- 
placed his chief spokesman, a 
fellow Italian, with a Briton. 


In Norway, workers belong- 
ing to the country’s biggest 
trade-union group went on 
strike to protest against a deal 
over pay and conditions. 


In London anti-globalisa- 
tion protests erupted in to 
violence. Rioters ransacked a 
branch of the fast-food chain 
McDonald's and caused par- 
ticular outrage by defacing a 
war memorial and a statue of 
Winston Churchill. 


A report issued by the United 
Nations said that, on current 
trends, the population of 
Central and Eastern Eu- 
rope will drop by a third by 
the middle of this century. 


Cold warrior 


In an unexpectedly scathing 
attack, Al Gore, the Demo- 
cratic presidential candidate, 
accused Republican rival, 
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George W. Bush of being stuck 
with a cold-war mentality in 
which Russia and China were 
seen as America’s enemies. He 
himself said he believed in 
“forward engagement”, and 
keenly supported China’s bid 
to join the World Trade Orga- 
nisation. Mr Bush, speaking 
through an adviser, said he 
had been misrepresented. 


President Bill Clinton signed 
an executive order banning 
discrimination against parents 
in the federal workplace, so 
they would be allowed to 
leave early or take time off 
when child emergencies arose. 
At the same time, a White 
House conference on teenagers 
recommended that they be 


| given chores to do and be 


made to eat with the rest of 
the family. Parents sighed. 


Opinion polls in New York 
showed unchanged support 
for the Senate candidacy of 
Mayor Rudy Giuliani, who 
had announced that he was 
suffering from prostate cancer. 





After more than a year of 
peace talks, Colombia’s FARC 
guerrillas launched a new 
political party, the Bolivarian 
Movement. However, it will 
be an underground party, and 
its launch was attended by 
several thousand gun-toting 


| guerrillas. 


While the economy continues 
to recover from last year’s de- 
valuation, Brazil has seen a 
wave of protests by Indian 
and landless groups. One prot- 
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ester was killed and dozens 
were injured in clashes with 
police after protesters occu- 
pied government offices. 


Mugabe's manifesto 





President Robert Mugabe of 
Zimbabwe announced that 
he would not order squatters 
to leave the hundreds of 
white-owned farms they have 
occupied, and added that he 
was ready to help whites leave 
the country. He released his 
party’s parliamentary election 
manifesto, with land and the 
economy as its main themes. 





Rebels in Sierra Leone killed 
seven UN peacekeepers and 
abducted about 50. The rebel 
leader, Foday Sankoh, accused 
the peacekeepers of provoking 
his men. 


Mozambique asked the 
world for $450m to repair the 
damage from extensive flood- 
ing in February. 


In Kuwait, a criminal court 
sentenced a former army colo- 
nel, Alaa Hussein, to death for 
serving as prime minister in 
the 1990 puppet government 
put in place by Iraq’s invading 
forces. 


Three of the 13 Jewish defen- 
dants on trial in Iran ap- 
peared to have confessed that 
they did spy for Israel. The 
crime is punishable by the 
death penalty. 


Israel announced that it 
would no longer send its air 
force into Lebanese air space 
after July 7th. 
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Best buy 


Unile lever, an Anglo-Dutch 
| er-products giant, bid 
ion for Bestfoods, a 
rican food sompen, 





-| jumped a predictions of fur- 
: | ther industry consolidation. 


Emirates, a Middle Eastern 

| tomer for Airbus Industrie’s 

Super- jumbo. It announced 

-| that it would buy up to ten 

| “A3xxs,.worth more than $2 
billion, from the European 
consortium. Delivery of the 

aircraft, a direct competitor to 

“Boeings 747, will start in 2006. 

“Airbus hopes to announce 
more orders soon. 


: Associated British Ports, 
ritain’s largest port operator, 
said that Nomura, a Japa- 
nese investment bank, had 
_made an offer for the com- 
“pany, thought to be worth 

| around £1 billion ($16 billion). 
: Nomura recently bid £402m 
for Hyder, a heavily indebted 
Welsh utilities company. 








‘Merger talks between Young 
-8 Rubicam, an American 

| advertising agency, and WPP, 
a British counterpart, col- 
lapsed amid accusations from 
“both sides that the other had 
tried to change the terms over 
-Yar’s level of autonomy. var 
then announced it would 
nerge with Publicis, a French 
agency. Both deals valued yar 
vat up to $5.5 billion. 





Shareholders in boo.com, a 
privately held Internet sports- 
goods retailer, want to sell the 
company after plans for an 
ipo were abandoned in the 
wake of declining investor in- 
terest in dot.com shares and 
poor sales performance. 
Boo.com could now be a tar- 
get for a retailer or sports- 
goods manufacturer. Bertels- 
mann, Europe’s biggest me- 











dia company, likewise 
abandoned plans to float 
bol.com, its online bookshop, 
citing “unfavourable market 
conditions”. 


Only connect, cont'd 


The former telecoms monopo- 
lies of Spain and the Nether- 
lands, Telefonica and KPN, 
were in the final stages of 
talks that could lead to a 
merger that values KPN at 
about €60 billion ($54 billion). 
Rival bids are expected for 
both companies from other 
telecoms firms keen to expand 
their cake a Salah 











peur Primark Datastraam 





AT&T, an American telecoms 
giant, announced that revenue 
growth for 2000 would be 
6-7% rather than 8-9% as fore- 
cast. Revenues declined in 
both business and consumer 
units. Competition from In- 
ternet and wireless services 


_ was blamed. 


Twelve potential bidders 
emerged for Germany’s next 
generation of mobile tele- 
phones licences, to be auc- 
tioned in the summer. Up to 
DMi20 billion ($55 billion) is 
expected to be raised. 


Corporate Germany continues 
to unwind cross shareholdings 
ahead of planned tax reforms. 
Allianz and Munich Re, 
two big insurers, are to sell €8 
billion-worth of each other’s 
shares. 


ING, a Dutch bank, said it 
would buy ReliaStar, Amer- 
ica’s eleventh-largest life assur- 
ance company, for ie Galion, 
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ING promised further acqui- 
sitions as it seeks to take ad- 
vantage of the depressed share 
prices of American insurers. 


A dispute between Disney, 
owners of ABC television, 
and Time Warner, which 
carries the network on its ca- 
ble channels, led to the net- 
work's being briefly blacked 
out in New York, Los Angeles 
and other big American cities. 
Time Warner, maker of shows 
such as “Who Wants to Be a 
Millionaire?”, stopped broad- 
casts because of disagreements 
about money. 


Elisabeth Murdoch stepped 
down as managing director of 
sSkys, a satellite rv company 
owned by her billionaire fa- 
ther, Rupert. She is thought to 
have left after it became clear 
that she would not succeed 
Mr Murdoch as the head of 
his media empire, instead of 
one of her two brothers. 


iX marks the spot 





After protracted negotiations, 
the London Stock Ex- 
change and Frankfurt’s 
Deutsche Börse announced 
the terms of a merger that will 
include a link with America’s 
high-tech Nasdaq stock ex- 
change. The combined ex- 
changes, to be called iX, be- 
gan talks with the Milan and 
Madrid stock exchanges and 
invited others to join up too. 


America’s booming pro- 
ductivity growth slowed 
sharply to an annualised 2.4% 
in the first quarter of 2000. But 
that still left workers’ output 
per hour 3.7% higher than a 
year agoa and well above its 
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unit labour costs rose by an 
annual 1.8% in the first three 
months of 2000, they are only 
0.7% higher than they were a 
year ago. 
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level of recent years. Although | 
| 





Bond markets i in America 
and the euro-11 are both bet- 
ting that inflation is about to 
pick up, as bond yields con- 
tinued to rise. At the same 
time the euro continued to 
slide against the dollar, falling 
below 90 cents on expecta- 
tions of a half-percentage 
point rise in American interest |< 
rates.on May 16th. | 


America promised the £u that 
it would scrap Foreign Sales 
Corporations, tax-avoidance 
vehicles for American export- 
ers worth up to $39 billion in 
tax savings a year. However, it 
is not certain that an alterna- 
tive scheme will comply with | 
wro rules and be acceptable 
to the Eu. 





After intense lobbying, the 
British government is to defer 
for nine months its plans to 
scrap a tax loophole for 
multinationals with foreign 
earnings. But the Treasury in- 
sisted the plans, which com- 
panies say could cost them 
billions of pounds in tax, 
would still be implemented. 


America’s commitment to en- 
forcing WTO rules on other 
countries remains strong. The 
country began proceedings 
against Denmark, Brazil, Ro- 
mania, India, Argentina and 
the Philippines for a variety of | 
offences and promised action 
against others. 























budget for 
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MESPITE being bedridden for the past 

L year, Noboru Takeshita, a master pup- 
peteer, has been running Japan’s ruling Lib- 

“etal Democratic Party (LoP) from his pil- 
lows—shaping political events, big and 
small, throughout the land. But the string- 
pulling from behind the scenes is about to 
fall slack. On May ist, after 42 years in the 
Diet (parliament), Mr Takeshita announced 
that he was retiring from politics. Turmoil 
has now broken out within the party as its 
lesser barons, caught off guard 
once again by the wily old 
manipulator, try to snatch the 
cords of power. 

A month ago, the 76-year- 
old Mr Takeshita, though racked 
with spinal pain, had every in- 
tention of standing for a 15th 
term in the forthcoming general 
election, which is expected to be 
held.on June 25th. What made 
him: change his mind was the 
collapse of Keizo Obuchi, the last 
of the protégés he had anointed 
as prime minister. Mr Obuchi 
suffered a stroke on April ist and 
remains. in hospital, paralysed 
and on a life-support machine. 
His demise seems to bring an era 
toanend. 

Mr Takeshita was the em- 
bodiment of Japan's “1955 politi- 
cal system”, in which the Lop 

_tuled with comfortable major- 
ities in both the upper and the 
lower house of the Diet. The top 
kept its grip on power partly by 
using. its regulatory powers to protect the 
small shopkeepers, farmers, manufacturers 
and building firms who were its core suppor- 
ters, partly by gerrymandering rural districts. 
This forced the predominantly urban oppo- 
sition parties to collect up to three votes for 
every LDP vote in order to win a seat. The op- 
position, led by the Japanese Socialist Party 
{as it was then called), was kept tame by un- 
der-the-table handouts and an understand- 
ing that the Lop and its proxies would not 
‘contest the third or fourth seats in many of 
the bigger multi-seat constituencies. 

Mr Takeshita thrived in such a world of 
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Japan's new politics 


e old political masters bow out, who will take power in the ruling party? 


consensus politics, quietly preparing the 
ground so things could happen by agreed 
compromise. Though forced to resign in 1989 
after only two years as prime minister as a re- 
sult of the Recruit “shares-for-favours” scan- 
dal, Mr Takeshita still had the final say on 
who should get the top jobs in politics. The 
last of his lieutenants to be made prime min- 
ister were Ryutaro Hashimoto and Mr Obu- 
chi. Though belonging toa different factional 
family within the Lpr, Mr Obuchi's succes- 





sor, Yoshiro Mori, won the job only after Mr 
Takeshita had given his approval. 

And that is the problem. The political 
faction Mr Takeshita created in 1987 and later 
handed over to Mr Obuchi was the biggest, 
best endowed and, above all, the most cohe- 
sive. Now, with Mr Takeshita and Mr Obu- 
chi out of the picture, and several stalwarts 
such as Seiroku Kajiyama also deciding to 
call it quits, the Lp’s kingmaker faction is be- 
reft of talent at the top. Its up-and-comers are 
in their 50s, and at least five years away from 
being considered ready to become leader. 

Insiders expect the present chief cabinet 

















secretary, Mikio Aoki, aged 65, an upper- 
house member from Mr Takeshita’s district: . 
in western Japan, to take over the faction for 
the time being. It would be the first time that ` 
someone from the less-than-influential up- 
per house had playedsucha role. More tothe ` 
point, the mild-mannered Mr Aoki, though. 
well-liked in parliament, commands little re- 
spect from the party rank and file. Pundits 
believe that.a stronger character, suchas Hi: 
omu Nonaka, the: upp’s secretary-general, 
will be made joint leader to help keep th 
troops in line... ai 

Come what may, however, few expect 
the old Takeshita faction to maintain its for- 
mer influence and cohesion. Equally, none . 
of the Lor’s three other main factions—one 
led by Koichi Kato, another by Mr Mori and 
the third by Taku Yamasaki-—is big enough to 
take command. And if the Lpr does as badly 
as expected in the coming election, its struc- 
ture could begin to fall apart. Jap- 
anese politics would then be in 
for a period of big change. 

If the party were to split 
along ideological lines, its more 
liberal, reform-minded mem- 
bers would be expected to form 
up behind an mternationalist 
suchas Mr Kato, a former general 
secretary of the party. Mr Kato 
was relegated to the sidelines by 
Mr Obuchi for having the temer- 
ity to challenge him for the lead- 
ership. From the wilderness, Mr 
Kato has continued to attack the 
Lor for its ill-considered spend- 
ing on public works and for 
propping up troubled banks and 
building companies. 

Optimists say Japan's econ- 
omic reconstruction would ac- 
celerate dramatically if reform- © 
ers such as Mr Kato and 
like-minded colleagues from 
other factions, including Mr Ya- 
masaki and Junichiro Koizumi, a 
former health minister, could 
only get their act together. A few years ago, 
the liberal wing of the Lor hoped that the 
“ygK” trio would be the next to take com- 
mand, and help steer the party away from its 
profligate ways. 

Pessimists fear that the Lpp’s more reac- 
tionary wing may prevail, with the party re- 
maining heavily committed to big public- 
spending programmes and special-interest 
politics. Many in the party would: support 
such an outcome. More than 100 LDP. mem 
bers recently formed a group to get the gov- 
ernment to abandon further economic re- 
forms, claiming they were turning voters off, 
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TOKYO 


T IS with more than customary resolve 

that millions of Japanese have been 
wedging themselves into cars, aircraft and 
trains this week to escape for the annual 
holiday crush known as “golden week”. 
Recession, financial crisis and business re- 
structuring have taken their toll and the 
Japanese, who on average take just nine 
days’ holiday each year, are exhausted. 
With their former prime minister, Keizo 
Obuchi, comatose in hospital—the result 
of a stroke brought on, some say, by over- 
work—the government wants people to re- 
lax more. Hiromu Nonaka, the secretary- 
general of the ruling Liberal Democratic 
Party (LDP), even promises to make longer 
holidays a central pledge in the coming 
election campaign. Dutiful Japanese must 
now holiday for the nation. 

Japan’s politicians have been keen on 
more holidays for some time. In the midst 
of a period of trade friction with America 
in the 1980s, they promised the country 
would work less hard at trying to beat 
American firms and take more time off. Ex- 
tra public holidays were introduced and 
as 








in the cause of duty 


more leisure facilities encouraged. Hun- 
dreds of ferris wheels, theme parks and in- 
door beaches duly appeared, though 
many are still mired in debt. The extra pub- 
lic holidays, moreover, have created their 





the worry is that, apart from wanting to tum 
the clock back, an Lpr under the sway of 
conservatives such as the party’s policy 
chief, Shizuka Kamei, could easily turn xeno- 
phobic as well as reactionary. Welcoming 
back old nationalists like IchiroOzawa—one 
of Mr Takeshita’s former lieutenants who 
stormed out of the Lpr in 1993 with his fol- 
lowers after losing the succession battle to 
Mr Obuchi—would be only the beginning. 
What if a more reactionary Lor decided 
it wanted a super-nationalist like Shintaro 
Ishihara back within the fold? The outspo- 
ken governor of Tokyo is easily the most 
charismatic politician in Japan. Mr Ishihara, 
who wrote the book “A Japan That Can Say 
No” with Sony’s late boss, Akio Morita, left 
the Lpr in disgust because of its weak-kneed 
ways. He is literate, intelligent, energetic— 
and unfortunately holds some ugly views 
about foreigners. His current targets for 
abuse are China and the Korean and Taiwan- 
ese communities within Japan. Last week he 
made headlines with an attack on “expan- 
sionist” China. He was quoted as saying, 
If Japan gives way in the face of thisexpansionism, 
this will spread throughout Asia. Japan now feels a 
crisis over China. We are in a state of cold war, 
which in some ways is more dangerous than the 
old cold war. 


The thought of an Lor under Mr Ishih- 
ara’s populist influence is alarming. That is 
why, once the election is over, the fight for 
the soul of the party will really begin. 


E 
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Where the tour guide takes Japan own problems because all of Japan now 
triestogoon holiday at once. 


The trade friction may have eased, but 
not the desire to encourage the Japanese to 
holiday more diligently. Some see it as a 
new national goal. Politicians worry that, 
though Japanese businesses are in a more 
confident mood, householders’reluctance 
to spend could remain a drag on recovery. 
Earlier this year the government launched 
a “Happy Mondays” scheme to create long 
weekends by switching some public holi- 
days from Saturday to Monday. More holi- 
days, reckoned the top, would mean more 
spending and a boost to the economy. 

Japan has recently experienced a sharp 
rise in suicides, and in cases of karoshi 
(death due to overwork), and the sort of 
punishing schedule that did for Mr Obuchi 
remains common. Whether more enforced 
leisure will make life less hectic remains to 
be seen. According to one indicator, it may 
not: of all the places chosen by Japan’s 
600,000 overseas holidaymakers this year, 
Europe has seen the biggest rise in popular- 
ity. All of Europe: typical package tours 
take in London, Paris, Rome, Milan and 
Florence in one breathless week. The Japa- 
nese may end up working harder at holi- 
daying than they doat work. 





A hostage crisis confronts Estrada 


MANILA 


Guerrillas have provided new reasons to worry about the president’s 


competence 


N EXPLOSION of violence in the south- 
em Philippine region of Mindanao is 
proving a severe test of President Joseph Es- 
trada’s impatient approach to dealing with 
Muslim separatist rebels. Troops opened fire 
this week on gunmen holding two groups of 
hostages, including children and foreigners, 
calling into question his government's abil- 
ity to handle such delicate incidents. 

In the first, on theisland of Basilan, Mus- 
lim guerrillas of the small but vicious Abu 
Sayyaf group were holding at least 27 Filipi- 
nos, mostly schoolchildren, whom they had 
kidnapped. The government had tried to ne- 
gotiate and the kidnappers had made a 
number of demands, including the release of 
some Muslims imprisoned in the United 
States for their part in plots to blow up build- 
ings in New York. When most of these de- 
mands had been rejected, Abu Sayyaf re- 
sponded by saying that it had beheaded two 
of its captives, both men. 

Without waiting for confirmation of the 
killings, the armed forces were ordered to 
rescue the hostages. After bombarding Abu 
Sayyaf’s main base for several days, using ar- 


tillery and helicopter gunships, the army 
eventually rescued 15. Four were killed in the 
fighting; others are missing. 

The heavy-handed action increased 
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concern for a second group of captives. 
These are the 21 people abducted by Filipino 
gunmen from a diving resort in the Malay- 
sian state of Sabah. They include German, 
Finnish, French, Lebanese and South African 
tourists, along with resort workers from Ma- 
laysia and the Philippines. They were taken 
by boat across the Sulu Sea to the Philippine 
island of Jolo, not far from Basilan. The kid- 
nappers are Muslims and some say they are 
members of Abu Sayyaf. Several govern- 
ment officials, however, believe they are 
simply criminals with no political motives. 

The government has also tried to engage 
these kidnappers in negotiations, but before 
they could begin in earnest the kidnappers 
exchanged fire with troops who had sur- 
rounded their hideout. The kidnappers said 
two of the hostages had died, although offi- 
cials were sceptical.On May 4th, the kidnap- 
pers moved their captives elsewhere on Jolo. 

Adding to Mr Estrada’s problems was an 
upsurge in fighting between government 
troops and guerrillas of the main Muslim 
separatist movement in Mindanao, the 
Moro Islamic Liberation Front (mitF). A 
ceasefire was supposed to be in place while 
peace talks were going on. But when govern- 
ment troops stopped some guerrillas from 
exacting tolls on traffic near their main base, 
the MILF reacted by suspending the peace 
talks and went on the counterattack. A series 
of bomb blasts in towns and cities elsewhere 
in Mindanao has been blamed by military 
officials on the mır. On May 3rd, rebels 
were reported to have grabbed about 100 
hostages from vehicles near Cotabato, but 
many escaped. Several people were also 
killed in attacks on the southern Mindanao 
city of General Santos. 

In Manila, Mr Estrada has tried to main- 
tain his reputation for standing no nonsense 
from either rebels or common criminals. The 
distinction is blurred, since rebels often use 
their weapons for profit rather than political 
gain. Mr Estrada said the safety of both 
groups of hostages was paramount. But he 
also echoed the tough guys that he used to 
portray during his previous career as a film 
actor when he said that Abu Sayyaf would 
be “pulverised into ashes”. 

That may not be so easy. The president's 
approach will face its hardest test in the Jolo 
kidnapping, because several foreign govern- 
ments are anxiously scrutinising every ac- 
tion. Some of the countries whose citizens 
are involved have cautioned against doing 
anything that might endanger the lives of the 
captives. Worries about what the Philippine 
government will do about the Jolo hostage- 
taking have been exacerbated by the out- 
break of shooting around the kidnappers’ 
hideout and the rescue operation on Basilan. 

Most concerned is Malaysia, which is 
worried not only about the safety of the ten 
Malaysians the group is holding, but also of 
losing its reputation as a safe place for tour- 
ists. If that happens, it will be only because of 
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The kidnapped await their fate 


the proximity of the Malaysian state of Sa- 
bah to the most lawless region in the Philip- 
pines. If Mr Estrada’s government fails to 
win the release of the remainder of the hos- 
tages, or if some die in attempts to secure 
their freedom, the reputation for incompe- 
tence that his administration has eamed will 
only grow worse. So will the Philippines’ al- 
ready prickly relations with Malaysia. 


- ish Dun 


ASIA 
Thailand 


Third time 
luckier? 


BANGKOK 


Be a second attempt to elect a new 
Senate on April 29th, after allegations of 
vote-buying and corruption during the first 
campaign, Thailand now seems set to hold a 
third Senate poll in its attempt to clean up its 
politics. The new, independent Election 
Commission has received so many com- 
plaints about electoral irregularities—most 
of them involving, once again, candidates in 
the provinces—that a rerun of the voting 
seems inevitable. 

That the trouble lies in the countryside is 
notsurprising: corrupt politicians find it eas- 
ier to peddle power and influence in the 
poorer areas outside the capital. In recent 
years, Bangkok has become the centre for a 
growing group of activists determined to re- 
place Thailand's labyrinthine, patronage- 
dominated political system with a more 
open and honest form of democracy. When 
the economy imploded in South-East Asia’s 
financial crisis of 1997-98, it was the capital's 
residents who were quick to blame cronyism 
and corrupt politicians. 

They demanded, and got, constitutional 
changes. The Senate election was supposed 
to be the first example of how voting fraud 
and political arm-twisting would be re- 
duced. In the past, the Senate had been an 





Sri Lanka’s Dunkirk 


HE Jaffna peninsula 

in northern Sri Lanka 
resembles a long narrow 
bottle. The bottle was 
sealed on April 22nd 
when Tamil Tiger guerril- 
las captured the military 
base at its mouth, a place 
known as Elephant Pass. 
This week some 35,000 
troops were in the bottle 
desperate to get out. The 
only way they could do so was by sea, 
with perhaps a few going by air.On May 
3rd, Sri Lanka’s foreign minister, Laksh- 
man Kadirgamar, said he was considering 
asking India to help in this Dunkirk-like 
exercise, for “humanitarian” reasons. 

Itis a measure of the low morale of the 
Sri Lankan army that the large number of 
its men in the peninsula were being 
chased by not more than a few thousand 
guerrillas. No doubt someone will have to 
take the blame for poor leadership, but in 
their latest action the army chiefs were 
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acting correctly: seeking to 
| save their men for future 
| operations. 

The Tigers were re- 
ported to be about 37km 
(23 miles) from Jaffna 
town, their former head- 
quarters, which they 
yielded to the Sri Lankan 
army in December 1995. 
They claim a large area of 

-the north and east as the 
homeland of the Tamils, and seek to make 
it a separate state. Mr Kadirgamar con- 
ceded that Jaffna town might fall, but he 
added, not very hopefully, that the gov- 
ernment would eventually regain it. 

Inevitably, there will becalls from the 
Sinhalese majority for India, the local 
superpower, to intervene, both to ferry 
the soldiers to safety and to take on the Ti- 
gers. But India sent troops in 1987, aiming 
to disarm the Tigers, and withdrew in 
1990, having suffered heavy losses. Itis un- 
likely that it will want to risk a repetition. 
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WELLINGTON 


HAT model should New Zealand 

take for its air force? Smallish, mod- 
erm and rich, it could emulate Norway, 
whose air corps is a useful part of NATO 
and numbers some 7,000 men and women. 
But New Zealand, far from war zones and 
protected by some large friends and the 
Tasman Sea, might look instead to Iceland 
and Costa Rica, which manage very well 
with no armed forces—let alone a flying 
corps—atall. 

The answer, it seems, is to tend towards 
zero. Helen Clark, the prime minister, told 
the air force this week not to expect any 
money soon to upgrade its ageing Orion 
aircraft. That followed an earlier decision 
to scrap a contract for 28 American F-16 
fighters. They were a bargain offer at 
NZ$700m ($340m), she conceded, but that 
alone was “not a reason for buying”. A 1997 
plan for re-equipping the armed forces 
found, reasonably, that combat aircraft 
would be a bit of a dubious asset for New 








Those flightless, unprotected Kiwis. 


Zealand, since it lies some 2,200km (1,370 
miles) from its nearest neighbour and is 
rarely involved in combat. 

Instead, the air force is mostly em- 
ployed to rescue stricken sailors, to protect 
fishing fleets and to entertain crowds at air 
shows. The rest of the elderly aircraft 
which make up theair force are on average 
30 years old. The Skyhawks alone gobble 
up about a tenth of the country’s NZ$1.3 
billion defence budget. A country less rich 
than New Zealand might consider this al- 
ready too much. 

But New Zealand has ambitions be- 
yond its shores. It contributes to peace- 
keeping missions in the Balkans, Cambo- 
dia, the Middle East and closer to home in 
the Pacific. Some defence analysts say com- 
bat aircraft could help such missions. Oth- 
ers have claimed that without such aircraft 
New Zealand’s armed forces would “re- 
semble a third-world defence force”, and 
that national sovereignty would be lost if 


the elderly Skyhawks were phased out ear- 
lier than the expected date of 2007. 

Neither claim rings particularly true. 
Kiwi peacekeepers who needed rescuing 
could presumably expect larger allies to 
help out; and other developed countries, 
such as Ireland, manage without combat 
aircraft. But New Zealand could claim to 
have a special regional role that requires 
some military muscle. It has been quite as- 
sertive in foreign policy recently: it was 
among the keenest for outside intervention 
in East Timor last year. and in Bougainville, 
a part of Papua New Guinea long troubled 
by disputation, it has tried to broker a 
peace agreement. It has shown a strong in- 
terest in world affairs. A former foreign 
minister, Don McKinnon, is now in charge 
of the Commonwealth, and Mike Moore, a 
former prime minister, is the World Trade 
Organisation’s boss. 

But what would happen to the coun- 
try’s pilots and aircrews—numbering some 
3,000 in all—if combat aircraft were indeed 
phased out? Worry not, counsels Australia. 
If the air force shrinks, say the Aussies, the 
best Kiwi pilots can come fly for us. 








appointed and largely toothless body. When 
the first poll was held on March 4th, there 
were still plenty of reports of vote-buying in 
Bangkok, yet the capital, nevertheless, pro- 
vided an example to the rest of the country: 
the Election Commission eventually en- 
dorsed 16 of the 18 Bangkok senators who 
had been elected, but disqualified 76 of the 
182 who had won in the provinces. During 
the first poll, cash machines in many provin- 
cial towns ran dry, suggesting that canvass- 
ers had withdrawn quantities of money to 
hand out to voters. 

By ordering a rerun in the 78 dubious 
contests, the Election Commission showed a 
determination that was applauded by many 
in Bangkok. It may even have had some ef- 
fect in the provinces. According to results yet 
to be confirmed by the commission, only 48 
of the 78 first-round winners held on to their 
seats. Since so many electoral malpractices 
have again been reported, a second round of 
disqualifications is now likely. Guilty candi- 
dates may find themselves barred from 
making a third bid for office. Thai law re- 
quires all 200 senators to have been con- 
firmed by the commission before the cham- 
ber can convene. Some election officials 
reckon that a third contest will be necessary 
in at least 11 provinces, where the worst mis- 
conduct took place. Itis still unclear ifa rerun 
will be needed in Bangkok. 

Meanwhile, another new Thai institu- 
tion is trying to show that it too can do more 
than bark. This involves the saga of Sanan 
Kachornprasart, a former interior minister 
and one of the most powerful figures in Thai 
politics. Mr Sanan is a skilful political in- 
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fighter who has twice engineered the Demo- 
crat Party’s ascent to power by strong-arm- 
ing members of other parties into joining its 
coalitions. The Democrat Party, under the 
prime minister, Chuan Leekpai, currently 
leads the ruling coalition. Whether it will 
continue to do so after the autumn, when 
Thailand faces a general election for the 
lower house (more powerful than the Sen- 
ate), is another matter. 

Last month the new National Counter- 
Corruption Commission (Nccc) accused 
Mr Sanan of filing a false statement about a 





Contemplating a cleaner future 


45m baht ($1.2m) loan that never existed in 
an attempt to cover up the origins of his 
wealth. Mr Sanan resigned from the cabinet. 
If a constitutional court upholds the Nccc 
ruling when it considers the case later this 
month, Mr Sanan will be barred from hold- 
ing office for five years. Even in some provin- 
cial towns the possible demise of Mr Sanan 
has been hailed as a victory for accountabil- 
ity. Not only that, Mr Sanan’s wife, Chawee- 
wan, who was among the 78 Senate hopefuls 
disqualified in the first poll, has apparently 
lost in the April 29th rerun, despite contest- 
ing a provincial seat in an area long consid- 
ered a stronghold of her husband. 

With the general election pending, pro- 
democracy activists are looking at other 
ways of bringing down suspect politicians. 
One is to draw up lists of allegedly crooked 
and incompetent candidates, a tactic em- 
ployed by civic groups with considerable ef- 
fect in the general election held last month in 
South Korea. Other suggestions are to edu- 
cate people about the importance of their 
vote, a campaign that has been concentrated 
mainly in cities; to place monitors in districts 
far from their home towns to reduce the po- 
tential for bribery; and to punish the cheats 
more severely. 

At least activists are at work. If they are 
successful, if the final outcome of the Senate 
race is seen to be fair, and if Mr Sanan is dealt 
with in an open way, then more voters, espe- 
cially in the provinces, may come toembrace 
the cleaner “new politics”. If not, Thailand 
may never discard its old election mantra: 
one man, one vote, one hundred baht. 
= 
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UNITED STATES 


The world according to Gore 


America’s place in the world is back on its political agenda. We look first at 
what foreign policy might be like under a President Gore, then at the 


arguments over military spending 


FTER months of debating whether an 
endearing Cuban boy should be al- 
lowed to see his dad, Americans are waking 
up to some other foreign-policy questions. 
The next few weeks will bring: a third test of 
America’s controversial national missile-de- 
fence system (aimed at shielding against nu- 
clear threats from rogue states); a possible 
summit between Bill Clinton and Vladimir 
Putin to discuss deep American and Russian 
differences over this system; a meeting of the 
G8 group of rich countries in Japan; a possi- 
ble draft peace agreement between Israel 
and Palestine; possible deadlock-breaking 
talks in Northern Ireland; the first summit in 
umpteen years between the two Koreas; and 
votes in Congress on whether to grant per- 
manent normal trading relations to China, 
which will help it join the World Trade Orga- 
nisation. 

From this perspective, Al Gore’s first big 
foreign-policy speech, made in Boston this 
week, seemed at first a disappointment. Mr 
Gore was studiously vague about most of his 
plans, and exaggeratedly critical about his ri- 
val, George W. Bush (whom Mr Gore ac- 
cused, on noevidence atall,of “irresponsible 
neo-isolationism’’), A mere po- 
litical speech, not a policy 
speech, says Richard Haass of 
the Brookings Institution. And 
to the Bush camp, to which Mr 
Haass is close, the vice-presi- 
dent's politicking exemplified 
a much broader failure of the 
Clinton-Gore years in the 
White House: there has been 
no clear set of priorities, just a 
series of ad-hoc decisions. 

Perhaps. But leave aside 
the demagoguery, which is 
hardly unprecedented in an 
election year and hardly sur- 
prising coming from Mr Gore. 
The vice-president’s speech 
also showed signs of an un- 
usual combination of views: he 
is conservative in traditional 
foreign-policy areas, “progres- 
sive” on the so-called “new se- 
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curity agenda”. The upshot might produce a 
very different foreign policy under a Gore 
presidency both from Mr Bush and from Mr 
Clinton. 

Vice-presidents elected to the top job 
rarely turn out to be mere third-term con- 
tinuations of the people they served. The 
pragmatic President Bush was far from a 
Reagan clone, either in his decision to raise 
taxes or in his cautious response to the col- 
lapse of the Soviet Union. This principle may 
hold good for Mr Gore, too. In his domestic 
policy he seems more willing to microman- 
age and regulate things than Mr Clinton. But 
the differences between the two men may be 
even more intriguing in foreign affairs. 

For a start, the vice-president’s back- 
ground suggests that he would be simply 
more interested in foreign affairs than Mr 
Clinton has ever been. As a senator during 
the latter years of the cold war, Mr Gore had 
a reputation as one of a handful of hawkish 
Democrats who were specialists on defence 
matters and who voted for expensive new 
weapons systems such as the p-2 bomber. 
Unlike most of his party colleagues, Mr Gore 
voted in favour of Operation Desert Storm in 





China demands attention 


the Gulf in 1991. As vice-president, he has 
been influential in making policy towards 
Russia, through his frequent meetings with 
the long-serving then-prime minister, Viktor 
Chernomyrdin. 

The personal preferences of the presi- 
dent matter a lot: witness the different prior- 
ities accorded to foreign policy by Presidents 
Clinton and Bush. Mr Gore seems more 
likely to relish diplomacy fironically, Mr 
Bush junior looks more like the domestic- 
policy-friendly Mr Clinton). 

Mr Gore might also prove different from 
his boss in terms of what his policy would 
actually be—at least if his speech in Boston is 
any guide. In it, he talked about two main 
policies. One would extend the Clinton ap- 
proach. The other would, in an important re- 
spect, retreat from it. 

The extension would come in the so- 
called “new security agenda” of the post- 
cold-war era. The vice-president is keen on 
this. Instead of focusing on traditional di- 
plomatic concerns such as the balance of 
power, or military capabilities, the new 
agenda is all about putting international 
crime, disease and climate change near the 
topof foreign-policy concerns. 

This appeals to the Internet-inventing, 
eco-warrior side of the vice-president. What 
it would mean in practice is hard to tell—ex- 
cept that Mr Gore says he would push to rat- 
ify the Kyoto protocol on climate change and 
press for more debt relief for developing 
countries (the administration has already 
promised to forgive American bilateral debt, 
so the vice-president is presumably promis- 
ingalso to push for multilateral debt forgive- 
ness for the poorest places). 

Much of this agenda is 
deeply controversial in Amer- 
ica. Mr Clinton’s adoption of 
one version of it in the policy 
he called “assertive multilat- 
eralism” came a cropper in So- 
malia soon after he came to of- 
fice. More recently, the 
administration’s attempts to 
persuade developing countries 
to adopt labour and environ- 
mental standards—another 
part of the “new agenda” 
—have gone nowhere. By em- 
bracing this sort of universalist, 
transnational set of concerns, 
Mr Gore is promising to be 
more left-wing than his boss. 

That may be little surprise. 
But the other partof the speech 
was perhaps more intriguing. 
Mr Gore argued that “we must 
remain open to further en- 
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UNITED STATES 


largement of nato. We must bolster our 
transatlantic ties. We must build a strong, 
stable relationship with the European Un- 
ion. We must encourage Japan,” and so on. 
All that may sound painfully trite (few 
American politicians actively support a 
weak, unstable relationship with Europe, 
Pat Buchanan possibly excepted). Nor does 
it sound exactly ground-breaking. Mr Clin- 
ton, after all, helped to expand Nato. Yet if 
carried out consistently, this emphasis on 
America’s oldest allies and on traditional 
great-power concerns would amount to a 
real change—and to many a welcome one. 


Power politics 

The Clinton administration has been widely 
criticised for neglecting its most important 
traditional allies in Europe and Japan. The 
president notoriously failed to stop in Japan 
during recent visits to Asia. And for much of 
his first term, he sought to reverse the normal 
hierarchy that places foreign policy above 
commercial concerns. Mickey Kantor, Mr 
Clinton’s first trade representative, summed 
up the approach when he said: “The days 
when we could afford to subordinate our 
economic interests to foreign-policy con- 
cerns are long past.” 

Mr Gore seems to be saying that they 
have come back again. And by emphasising 
traditional big-power relations, he is para- 
doxically putting himself in the same camp 
as conservative realpolitikers such as the 
younger Mr Bush, whose chief foreign-pol- 
icy adviser, Condoleezza Rice, recently chas- 
tised (in a Foreign Affairs article) those 
Americans “uncomfortable with the notions 
of power politics, great powers and power 
balances”. Mr Gore seems comfortable 
enough with these ideas. And in that respect, 
he may prove more right-wing than Mr Clin- 
ton—as his Senate record would suggest. 

A President Gore would still differ in for- 
eign policy from a second President Bush. 
The two disagree on how to treat China and 
Russia (the Bush team would tread more 
warily, and be more neutral to the domestic 
politics of the two countries; Mr Gore un- 
apologetically calls for supporting “reform- 
ers” there). Mr Gore, with his strong union 
backing, appears less enthusiastic about free 
trade than Mr Bush does, though in Boston 
the vice-president gave his most unambigu- 
ous endorsement yet of granting permanent 
normal trading relations with China. He 
would probably be more willing to engage in 
humanitarian interventions abroad. 

The worry about Mr Gore’s policy lies in 
its consistency. Those who like the new 
agenda, who want international law to have 
a vigorous and wide-ranging competence, 
usually disparage the balance-of-power 
concerns of traditional realpolitik. Mr Gore’s 
combination of both is certainly unusual. 
The question is whether it has too many 
contradictions to work in practice. 

— — ss 
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Paying for defence 


Reload! 


ALL it the election issue that dare not 

speak its name. Defence accounts for 
about half of the American government’s 
discretionary spending, Even though much 
real power in America is ebbing away from 
the White House—towards state governors, 
Wall Street, Silicon Valley or wherever— 
nothing can change the fact that the presi- 
dent is commander-in-chief of a military 
power that dwarfs all others. 

Neither candidate has grappled much 
with military issues. Once in office, the win- 
ner will face hard choices. Perhaps under- 
standably in a time of relative peace and 
prosperity, with no deadly threat to concen- 
trate minds, the Pentagon’s spending under 
the Clinton administration has generally fol- 
lowed the line of least resistance. This has 
meant giving a modicum of satisfaction to all 
the rivals who campaign for defence dollars: 
the aerospace industry, technology-minded 
defence intellectuals, and each of the four 
services (army, navy, air force and marines). 
Arms-procurement programmes have been 
stretched to save money, but no important 
weapon has been cancelled. The Pentagon is 
ploughing ahead with three new types of 
fighter-bomber, the army is ordering Co- 
manche helicopters, and the navy is building 
at least one more aircraft carrier. The ma- 
rines—perhaps the most effective lobbyists 
of all—are busy testing their beloved v-22 
Osprey, a tilt-rotor aircraft whose usefulness 
has been in question since the Bush adminis- 
tration. A proposal by the army to switch 
from tracked to wheeled combat vehicles, as 
part of a broader change to greater mobility, 
is running into resistance from the makers of 
the tracked machines. 

Early next year, as the budget proposal 
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for the 2001-02 fiscal year is drafted, the new 
president will have to face the fact that cur- 
rent spending plans will not be enough to 
satisfy the Pentagon’s arms-acquisition ap- 
petite. The “procurement holiday” that fol- 
lowed the cold war is over. 

To be fair, some increase is already in the 
pipeline. A year ago, the administration an- 
nounced a $112 billion rise in its defence- 
spending plans for the five years starting in 
October 1999; in this year’s budget plan an- 
other $15 billion was added to the total. Pro- 
curement spending will finally reach the 
long-mooted target of $60 billion (about $15 
billion above its 1990s low) in the next fiscal 
year; it will creep up to$70 billion by 2004-05. 
But there is a broad consensus among num- 
ber-crunchers that this will not be enough to 
keep the forces at their current strength, let 
alone to modernise them radically. 

The extent of the gap is in question. A re- 
cent study for the Centre for Strategic and In- 
ternational Studies by Daniel Gouré and Jef- 
frey Ranney argues that the Pentagon may 
face budget shortfalls of at least $100 billion a 
year over the next decade. Other defence an- 
alysts regard that estimate as far too high. 
Steve Kosiak of the Centre for Strategic and 
Budgetary Assessments, another think-tank, 
reckons procurement spending of at least 
$80 billion a year could be needed—and 
fears the $70 billion target may not in prac- 
tice be reached as the coffers are raided to 
maintain short-term readiness. 

The new president will find that military 
theory, as well as military practice, has suf- 
fered from inertia. In part because of en- 
trenched institutional interests, the Penta- 
gon has been deeply reluctant to re-examine 
the benchmark that is supposed to decide 
the size and structure of the armed forces 
after the cold war: the ability to fight two 
“major theatre wars”—for instance in the 
Gulf and the Korean peninsula—more or 
less simultaneously. 

The adequacy of this guideline is chal- 
lenged by the latest findings of the Commis- 
sion on National Security, chaired by two 
former senators, Gary Hart and Warren Rud- 
man. This group says the “two-war’ criterion 
is failing to generate armed forces strong 
enough to meet the real challenges. In a 
murkily threatening world, it says, America 
should focus harder on the ability to “project 
power globally” at short notice with speed, 
stealth and accuracy. 

Michael O'Hanlon, a defence analyst at 
the Brookings Institution, says the two-war 
criterion may still make sense strategically 
but itcould probably be satisfied with some- 
thing less than the ten army divisions and 20 
wings of fighter aircraft which are designed 
tocope with the nightmare of a double crisis. 
“American defence pundits tend to spend 
more time looking at each other than at the 
real strength of likely adversaries such as 
North Korea,” he argues. 

But, among army generals and air-force 
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current assumptions about the 
power needed to cope with the men in 
ngyang and Baghdad will not easily be 
abandoned. Meanwhile, at the Pentagon the 
~ lessons of the Kosovo conflict, which though 
a small war by planning standards put a 
irge strain on parts of the air ‘force, are only 
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Comedy, cont'd 


WASHINGTON, DC 


AVING put in a magnificent perfor- 
Mmanceasastand-upcomicat the week- 
erid’s White House correspondents’ dinner, 
Bill Clinton was back on deadly serious form 
“on May and, tackling two of America’s most 
worrying problems: the glass ceiling that pre- 
vents parents from rising to the top at work, 
and thedifficul z of raising teenagers. 
You could almost hear that terrible ceil- 
ing crack as Mr Clinton issued his executive 
order banning federal employers from deny- 
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Wind i in their sails 


ANNAPOLIS, MARYLAND 


YSTHE high-tech party over, as 
Nasdaq bucks and slides? Not 
if messing about in boats is any- 
thing to go by. Buying some- 
"} thing that needsarudderhasal- 
|- ways` been an indicator of economic 
confidence (few people need a boat to take 
| the children to school). Over the past two 
years, yachting and power-boating have 
.- taken offin a big way, especially among the 
techies of the north-west. 

James Denn, executive editor of Boat- 
ing Industry International magazine, re- 
ports that total sales in the American recre- 
ational boating market were up more than 
19% in 1999. Some of the plushest yachts ac- 
tually come from Germany. But Sailing/ 
Cruising World magazine still reckons that 
sailing-boat production in North America 
increased by 16% from 1998 to 1999, with 
strong growth in the large (over 36 foot) 
boat sector. Boating-accessory sales are 
booming, too. 

Don Durant, the owner of Club Nau- 
tique/Cruising Specialists, a San Francisco 
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ing people jobs or promotions because of 
their parental obligations. All those honest 
folk who once had to make a choice between 
climbing the greasy pole or weaning their 
daughters off Black Sabbath will now be able 
to get the best of both worlds—and sue if 
anybody tries to stop them. “We wanted to 
send a clear signal to employers that there is 
nothing wrong with being a parent,” said 
Bruce Reed, the presidents chief domestic 
policy adviser, in one of the bravest speeches 
of his career. 

There were nevertheless two big disap- 
pointments. First, the private sector is still 
dead set against parental rights, on the ex- 
traordinary grounds that it “targets a non-ex- 
istent problem” and creates yet more oppor- 
tunities for frivolous lawsuits. It might be a 
little harsh to say that this is part of the con- 
spiracy of the childless to preserve their con- 
trol of corporate America. But it is worth not- 
ing that, in a recent survey of the heads of 
America’s biggest companies, exclusive to 
The Economist, only 10% reported having 
any kids “that they know of’. 

The second problem is an all-too-famil- 
iar one with the Clinton White House: 
vagueness. Mr Clinton made his attack on 
discrimination at a conference attended by 
many of the country’s leading experts on 
raising teenagers. The experts came up with 
some superb solutions to the teenage pro- 
blem, but the White House (recently free of 
its own teenager) failed to back them up. 

The conference recommended that fam- 
ilies should “break bread together”. A Coun- 





firm, has seen fresh demand for 
his products at close hand. Since 
March 1999 “its been almost 
straight uphill.” Are his customers 
mostly the rr crowd? “And how! 
We're close to Silicon Valley so we're seeing 
a huge increase in buyers with cash as op- 
posed to credit. Lots of people with bo- 
nuses, options, founder's stock, etc.” 

Three thousand miles away in Annap- 
olis, Maryland, Rob Emmet, the owner of 
Performance Yacht Systems (pyacht.com), 
a boating-accessory e-business set up in 
1997, noticed demand from ar- 
eas such as Silicon Valley and 
the north-west almost imme- 
diately. Orders came from the 
Seattle area “even before we 
advertised.” 

Technology folk are not 
known for their love of natu- 
ral light, let alone the great out- 
doors. Boats seem to be an ex- 
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cil of Economic Advisers report found that 
teenagers who dine regularly with their pat- 
ents are less likely to become involved with — 
alcohol, drugs, violence or sex (no, we are not 
making that up). But what sort of bread 
should they break? What is the optimum 
combination of foods to promote healthy 
teenage growth? Should they eat fish on Fri- 
day and roast beef on Sunday? And, if so, 
what options should be provided for the in- 
evitable sulking vegetarians? 

The White House was also. worryingly si- 
lent on how to prevent women from bearing 
a disproportionate share of the burden of: 
preparing all these family meals. Should the: 
government offer tax credits so that more 
mencan learn to cook? Or should it issue an 
executive order mandating that men must 
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Gates (Microsoft), Larry Ellison (Oracle) 
and Jim Clark (Netscape), all owners of ex- 
tremely sleek sail or power yachts, cannot | 
be discounted. Mr Durant says he saw a | 
flow.diagram published recently showing | 
the steps to going public. One of the steps 
was “Order new yacht”. | 

A good deal of this watery enthusiasm | 
has been sated on borrowed money. The 
National Marine Bankers Association re- 
corded a 25% growth in marine loans 
booked for 1998, with similar figures ex- 
pected for 1999. Conventional wisdom in 
the industry holds that interest-rate fluc- 
tuations have a great impact on the pur- 
chase of boats. Now people are beginning 
to talk about there being so much credit 
available that the old rulesno 
longer apply. 

The link between boat- 
ing and confidence in lap- | 
top land appears to be a 
strong one. Despite the tra- 
vails of Nasdaq, larger pur- 
chases are still holding up. 
When the high-tech admi- 
rals start leaving their vessels 
at the pier, it may be time t 
bailout. 
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do all the table-laying and dishwashing? 
Similarly, the conference recommended 
that parents should give their children more 
chores, on the grounds that these help them 
be “effective, contributing members of our 
society”. But parents should be careful how 
often they ask their teenagers to take out the 
rubbish or pick up their clothes from the 
floor, since federal regulations are strict 
about hours worked without compensation. 
The last recommendation is the most 
dangerously vague of all: that employers 
should provide flexitime for all parents who 
have teenagers living at home. But how do 





New York’s police 


The thin blue line 


NEW YORK 


we know that these parents will use their 
flexitime wisely? There are grounds for 
thinking that at least some of them will 
spend their time vegetating on the couch in 
front of “Buffy the Vampire Slayer”, with or 
without their teenage progeny, rather than 
offering counselling on the evils of sex, drink 
and drugs. 

The ideal solution, from all sorts of per- 
spectives, might be to recruit a corps of peo- 
ple who can report, discreetly of course, on 
whether people are using their “parenting 
time” wisely. Mr Clinton would make an 
ideal chief family monitor. 
owen 


New York’s police have been the driving force behind the city’s revival. So 


why are they under siege? 


E IS possibly America’s most unpopu- 

lar successful boss. So well has his busi- 
ness performed that by now his face would 
surely have adorned the cover of Fortune 
magazine, if only the business in question 
were not the New York Police Department. 

As it is, Howard Safir’s features are more 
likely to appear ona placard at one of the fre- 
quent demonstrations outside police head- 
quarters. Any day now, an official report is 
expected to find the nypp guilty of wide- 
spread abuses of civil rights, and may lead to 
the force being placed under federal govern- 
ment oversight. Opinion polls show that 
around half of New Yorkers want the police 
commissioner to quit. Running a more con- 
ventional business—something Mr Safir 
says he wants to do next—must seem more 
tempting every day. 

The hard facts show that in the six-and- 
a-bit years of policing under Mr Safir and his 
predecessor, William Bratton, New York has 
been transformed from a scary, increasingly 
criminal place into one of the safest big cities 
in America. In 1993, 1,952 people were mur- 
dered in New York; last year, the total was 
667. Overall crime has fallen by 55% during 
the same period. Yet the Nypp is now so un- 
popular that, according to Mr Safir, this “is 
affecting police perception of how the pub- 
lic perceives them”. Accordingly, it is “hard 
to maintain morale”. Itis becoming harder to 
hire officers, or to stop them quitting for 
other forces. As a result, there is some risk 
that the police will become less effective and 
the city less safe. 

Against this, the Nypp’s critics point to 
four much-publicised incidents of “unac- 
ceptable” police behaviour. Two in particu- 
lar marked a turning point in public atti- 
tudes to the police. The first was a brutal 
assault, featuring sodomy with a broom 
handle, against Abner Louima, a Haitian 
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suspect, for which several officers were im- 
prisoned. The second was the death of Ama- 
dou Diallo, an immigrant from west Africa, 
in February 1999, in a hail of police bullets. 
These incidents, it is claimed, are symptom- 
atic of a police force that routinely abuses 
suspects who are not white. 


A fair cop? 


The Nypp is now the focus of a debate of 
global importance: is it possible to police 
successfully a big, modern, democratic city? 
As New York’s crime rate has plunged, its 
policing methods have been widely studied 
and imitated, not only in America but also 
abroad. What if those methods increasingly 
show an ugly side? Baltimore is the latest 
American copycat, even appointing a for- 
mer NYPD deputy commissioner as its new 
police chief. Yet Baltimore's efforts have been 


held back by political fears of New York- 
style abuses. It is hard to imagine a British La- 
bour politician spending time with the nypp 
in the current political climate—though Jack 
Straw, now home secretary, did so a few 
years ago. 

The political importance of the NYPD 
makes it particularly hard to judge whether 
the current criticisms are sincere. The police 
in New York are under the mayor's control, 
and their recent achievements in cutting 
crime are one of Rudy Giuliani’s proudest 
boasts. Certainly Mr Safir, who shares his 
political master’s tendency to attack his crit- 
ics rather than conciliate, thinks the current 
carping has been whipped up by Mr Giu- 
liani’s Democratic opponents. The anti-po- 
lice demonstrations, of which there have 
been several around the city in the past few 
weeks, have been organised by the Rev Al 
Sharpton, a notorious rabble-rouser who has 
become one of the city’s most powerful left- 
wing politicians. Sharing a platform with Mr 
Sharpton, Hillary Clinton, Mr Giuliani’s op- 
ponent in the Senate race (assuming that the 
mayor, who has just been diagnosed with 
prostate cancer, decides torun), claimed that 
the police killing of Diallo was “murder”— 
though a jury later acquitted the four ac- 
cused officers. 

Mr Safir laughs when asked if Mrs Clin- 
ton has visited him todiscuss police matters, 
but says he'd be happy to meet her in the un- 
likely event she wanted to. He points out that 
the Commission on Civil Rights, which is ex- 
pected to produce a highly critical report on 
the nypp, is chaired by Mary Frances Berry, 
who has donated funds to Mrs Clinton's 
campaign. 

Certainly, the claim that the nyer is be- 
coming more trigger-happy does not stand 
up to serious examination, In 1999, 11 people 
were killed by the police. In 1990, the toll was 
41. In 1993, the final year of the Democratic 
administration of Mayor David Dinkins, the 
police killed 23 people. In Chicago last year, 
13 people were killed by the police, up from 
ten in 1990. Only in Los Angeles have police 
killings fallen further than in New York, 
down from 39 in 1990 to six last year—but the 
troubled Lapp has not matched New York’s 
reduction in crimes. 

Despite the demonstrations and poor 
poll ratings, the number of civilian com- 
plaints about the police fell to 4,903 in 1999, 
the lowest since 1994. The reality, says Mr Sa- 
fir, is that the nyep is “the most restrained 
large-city police department in the United 
States.” He concedes that it is not perfect. But 
he has fired more police officers than his two 
predecessors combined, evidence that un- 
professional behaviour is not tolerated. 

Critics of the Nypp say that the fall in 
crime can be attributed to economics (lower 
unemployment) and demographics (fewer 
criminal youths around) rather than tougher 
policing. Nonsense, says Mr Safir. “We, the 
police, have changed the quality of life in the 
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city.” In the past, he says, crime in New York 
has not followed national trends driven by 
economic growth and recession, or changes 
in the number of people aged 15-29. Now 
New York is ahead of what the national 
trends would predict. Only San Diego, a 
smaller city with much less severe problems, 
has reduced crime by more since 1991. 

The nypp's ComStat system, a comput- 
erised map of criminality in the city, has 
made a huge difference. Weekly brainstorm- 
ing meetings between senior police officers 
and precinct captains have enabled the 
Nypp to spot new outbreaks of crime 
quickly, and to monitor plans to crack down 
on them. The focus on “quality of life” 
crimes, such as littering and graffiti, has paid 
dividends, by sending out a clear signal that 
the law will be enforced. Before Mr Giuliani 
became mayor, police officers had been dis- 
couraged from making arrests for drug 
crimes. Changing the performance bench- 
mark for the police from the number of ar- 
rests to reductions in the number of reported 
crimes has also been crucial. 

Most criticism of the nypp focuses on its 
street crimes unit (scu), a plain-clothes elite 
squad that can be deployed wherever a se- 
vere criminal problem emerges. It is cur- 
rently investigating an outbreak of murders 
of cab drivers, and is particularly active in 
seeking out illegal weapons. Being stopped 
and frisked by the scu has become a fre- 
quent, and unwelcome, fact of life for many 
blacks and Hispanics. The family of Patrick 
Dorismond, an unarmed man who was fa- 
tally shot by police in March, say that he 
struggled with scu officers when they ap- 
proached him because he did not realise 
they were police. The decision by Messrs 
Giuliani and Safir to release Dorismond’s 
sealed juvenile criminal records to prove 
that he was “no altar boy” did not address 
the family’s complaint, and made the police 
appear especially insensitive. 

A frequent criticism is that the unit prac- 
tices “racial profiling” in choosing who to 
stop and search. Mr Safir denies this, point- 
ing out that a disproportionate number of 
people accused of crimes come from ethnic 
minorities, which is why more of those mi- 
norities get stopped. 

A recent study by Timothy Lynch of the 
Cato Institute, a libertarian think-tank, ar- 
gues that the tactics of the street crimes unit 
are unconstitutional and make killings such 
as Diallo’s inevitable. Such tactics, he says, 
give the police “the mind-set of a soldier, 
who doesn’t spend much time thinking 
about the rights of his enemy.” The unit's 
motto is “We own the night”. Unlike many 
critics of the Nypp, Mr Lynch concedes that 
the police are in “an impossible situation. If 
they zealously try to get drugs and guns off 
the street they inevitably run upagainstindi- 
viduals’ constitutional protections.” Though 
logical in its way, few other critics of the 
Nypp are likely to warm to Mr Lynch’s pro- 
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posed solution: legalising drugs and gun- 
ownership in New York. 

Short of that, is there anything the nypp 
can do to improve its image? “We need to 
convince the public we can do assertive pol- 
icing without violating people's rights,” con- 
cedes Mr Safir. Better marketing of the 
Nypp’s achievements might help. Since 97% 
of murder victims are black or Hispanic, eth- 
nic minorities have been the biggest benefi- 
ciaries of tougher policing. Better relations 
between the police and minority commu- 
nity leaders might make a difference, as they 
have in Boston and San Diego. 

But perhaps that is wishful thinking. 
Fred Siegel of the Progressive Policy Institute 
blames the unpopularity of the nyen largely 
on the press. “The local media have covered 
the issues through the mind of the mob,” he 
says. In particular, the media seem to have 
forgotten how crime-ridden the city used to 
be only a few years ago. Plummeting crime 
statistics are reported as Mr Giuliani's or the 
Nypp’s “claims”. Perhaps the Nypp has sim- 
ply been too successful for its own good. 

e 





North Carolina 


A new boss 


VER the past three decades, the Repub- 
lican ticket has carried North Carolina 
in every presidential election except one—in 
1976, when Jimmy Carter of neighbouring 
Georgia won. In that same period, however, 
Jim Hunt, a Democrat, won four elections 
for governor. He lost a political race only 
once, in 1984, when Jesse Helms beat him for 
a seat in the Senate. His political strength has 
been a bulwark for his party against a rising 
tide of Republicanism, and has put him on 
the (rather long) shortlist of potential run- 
ning-mates for Al Gore. 
Under the state constitution, Mr Hunt 
cannot seek a third consecutive term as gov- 
ernor this year. His absence from the ballot 
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touched off spirited races for both the 
Democratic and Republican nominations. 
In the primaries on May 2nd, Republican 
voters chose Richard Vinroot, a lanky one- 
time college-basketball player and former 
mayor of Charlotte, as their nominee. After 
losing the Republican nomination four 
years ago as a relatively moderate Republi- 
can, Mr Vinroot hired a former Helms strate- 
gist to recast his image. He emerged as a more 
aggressive and right-leaning candidate, de- 
feating two veteran state legislators in acam- 
paign in which the candidates scrambled to 
prove who was most ardently against abor- 
tion and gambling. 

Mr Vinroot apologised for his “mistake” 
in having, as mayor, cut the ribbon toopena 
Planned Parenthood facility in Charlotte. 
Apparently, he didn’t know that some clin- 
ics run by the non-profit agency performed 
abortions. He said he would restrain the 
growth of state government, promised not to 
raise taxes and advocated voucher pro- 


grammes to help pupils attend private _ 


schools. He also proclaimed his opposition 
to a state-run lottery, though he indicated 
that he would not object to a referendum on 
the issue. 

Democrats, meanwhile, chose Michael 
Easley as their nominee. The telegenic attor- 
ney-general with a flair for political creativ- 
ity scored a landslide victory over the lieu- 
tenant-governor, Dennis Wicker. Both 
candidates promised to build on the educa- 
tion reforms of Mr Hunt (Mr Easley, in par- 
ticular, wants a state lottery to help pay for 
education), and to attack the fouling of air 
and water by industrial pig farms scattered 
across the state’s coastal plain. 

As a prosecutor in a coastal district in the 
1980s, Mr Easley earned a reputation as a 
crime-fighter unafraid to take on illegal drug 
merchants and corruption in public office. 
During his eight years as attorney-general, he 
raised his visibility by appearing in Tv com- 
metcials warning consumers against fraudu- 
lent practices. North Carolina is America’s 
largest tobacco-growing state, but, even so, 
Mr Easley helped negotiate the settlement 
that required cigarette manufacturers to pay 
billions to state governments. He was also 
behind the scheme to put about $2 billion of 
North Carolina’s take from the tobacco set- 
tlement into a charitable foundation to re- 
build rural communities. 

In the November elections, there is likely 
to be some interplay between the presiden- 
tial contest and the governor's race. Recent 
history suggests that George W. Bush, the Re- 
publican, starts with an advantage in North 
Carolina, but the Gore campaign has sig- 
nalled that it plans to compete in the state. 
Even if Mr Gore fails to win there, the fact 
that he is campaigning will force the Bush 
campaign to expend time and money—and 
it will give the Democrats a stronger chance 
of holding the governor's office. 

— D 
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Gray Davis's one-party state 


F YOU are looking for a demonstration of raw political power, 

forget about the elder Daley’s Chicago, Tammany Hall or any of 
those strange shenanigans they get up to in Louisiana. Instead, 
consider Gray Davis’s California. Conventional wisdom might say 
that party machines are a thing of the past. But on the face of 
things, the mild-mannered governor has amassed the sort of po- 
litical clout that his more brutal predecessors only dreamed about. 
The intriguing question is why he uses it so sparingly. 

Mr Davis won election in 1998 by a stunning 20 percentage 
points. He will probably be re-elected in 2002, unless Al Gore 
makes him his vice-president. Mr Davis’s troops hold 25 of the 40 
seats in the state Senate; 47 of the 80 seats in the state Assembly; 
both federal Senate seats; and 28 of 
the 52 seats held by the California 
delegation to the House of Repre- 
sentatives. All but two of the state- 
wide elected officials are Demo- 
crats. In the primary in March, Al 
Gore. beat George W. Bush by 
seven percentage points, and in the 
latest polls the vice-president looks 
likely to carry the state just as Bill 
Clinton did in the last two presi- 
dential elections. 

More telling, perhaps, is the 
complete shambles that the Re- 
publicans find themselves in. Even 
the twostate officers who managed 
to win in the teeth of the Davis 
Democratic landslide are in poor 
shape today. Bill Jones, the state 
secretary, backed John McCain 
rather than Mr Bush in the primary 
in March this year, putting him out 
of favour with the mass of his 
party, while Charles Quacken- 
bush, the centrist insurance commissioner who briefly seemed the 
Republicans’ last best hope, is going down in flames. 

Were Mr Davis a more Machiavellian type, it would be tempt- 
ing to imagine him plotting the hearing Mr Quackenbush recently 
had to endure in Sacramento. Yes, the insurance commissioner ad- 
mitted, it had not been wise to forgive the large fines owed by in- 
surance firms that had failed to pay victims of the Northridge 
earthquake in 1994. Yes, it had been a bad idea to let them make 
rather smaller contributions to foundations he had set up. Yes, it 
was not good that the foundations had given none of this money 
to the earthquake victims but, instead—among other things—to a 
football camp that Mr Quackenbush’s sons attended. 

All that stands between California’s Republicans and utter 
collapse is the hope that Mr Bush, at the top of the ticket in Novem- 
ber, will pull them through the election without losing any more 
seats. The only apparent constitutional brake on Democratic am- 
bitions is the requirement that the state budget pass by a two- 
thirds majority; this ensures that as long as the Republicans retain 
their seats in the state Senate, their views cannot be altogether ig- 
nored. The Republicans are now praying that Mr Bush does not 
follow his father’s example and in effect abandon California, giv- 
ing the Democrats a chance to increase their majority. Whatever 
happens, Mr Davis's battalions will probably control the re- 
districting process next year, giving them anotherchance tolock in 
the party's advantages for the future. 

Big Business certainly seems to have reached that conclusion. 








Mr Davis has raised a record $1.2m a month since taking office at 
the beginning of 1999. Not only have habitual Democratic suppor- 
ters such as the unions and lawyers showered money on him, but 
also the oil industry, agriculture, and such stalwart Republican 
paymiasters as Gallo, Fox and GTE. 

These defections are extremely pleasing for Democrats. But 
they also reflect Mr Davis's pitch to his corporate backers. He por- 
trays himself asa regulatory and fiscal conservative who offers in- 
surance against the wilder instincts of the left wing of his party. 
The last two Democrats to be governor—both members of the 
Brown dynasty—built up the state institutions California Demo- 
crats cherish: Pat introduced grand educational and infrastructure 
programmes, while Jerry ex- 
panded the state's green laws. Lib- 
erals who had hoped for more of 
the same from Mr Davis have 
watched in dismay as he has ve- 
toed all but a small set of measures 
creating performance indices for 
schools (and some would argue 
that this is a Republican idea). 

A cautious soul who has de- 
voted most of his life to crawling 
slowly up the ladder of California 
Democratic Party politics (and 
who has endured endless taunts 
about the aptness of his firstname), 
Mr Davis seems convinced that the 
lesson of his own landslide is that 
drawing away from the centre in 
pursuit of a radical agenda is to 
court disaster. His predecessor, 
Pete Wilson, was a moderate Re- 
publican; but he listened fo the ex- 
tremist wingof his party by endors- 
ing an anti-immigrant programme. 
That helped secure Mr Wilson’s own re-election in 1994; but it 
stirred upa backlash among California’s many Latinos and Asians 
that wiped out Mr Davis’s Republican opponent. 

A policy of clinging to the centre is not without risks. A warn- 
ing shot, showing how the Democrats might be sunk, was fired in 
March last year. A pocket of California that did appear truly one- 
party, where the question was not “Which party do you like?” but 
“Which faction within the party do you like?”—-a perpetually 
Democratic assembly seat in Oakland where no Republican had 
even bothered to run--elected the first Green representative in the 
country. Ralph Nader, a Californian, has promised a Green run at 
the presidency this year, and could carve support away from the 
Democrats left flank. There iseven the chance of Seattle-hardened 
rowdies disrupting Mr Davis's showpiece—the Democratic Party 
convention to be held in Los Angeles in August. 

Yet the odds.are that Mr Davis has gotit right. The truth is that 
California is not a one-party state but a no-party state. Its policies 
are increasingly dictated by ballot propositions voted on directly 
by the people. Term limits have winnowed away the professional 
politicians and knocked holes in the boilers of the party machines. 
Mr Davis's paralysis is the fear of a politician who has lived 
through tax-revolts and has seen the punishment that voters mete 
out to mainstream parties. He has achieved party dominance at 
precisely the time that the country’s fastest-evolving state is reach- 
ing beyond the party lines that have defined American politics in 
the zoth century. 
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Progress and pitfalls in Brazil’ S 
‘public finances 


SAO PAULO 


New-found fiscal discipline and some useful reforms are at last putting Brazil 
on the road to sustainable, inflation-free growth. But the job is not over 


ONEY is pouring into the Brazilian 
treasury as never before. Emergency 
taxes introduced during Brazil’s battle first to 
avoid and then to contain a currency deval- 
uation in January 1999, combined with an 
unexpectedly fast recovery from recession, 
have pushed government revenues to re- 
cord levels. With President Fernando 
Henrique Cardoso resisting most pressures 
~ tolet spending rip, the public-sector borrow- 
“ing requirement in the year to February fell 
to:3.6% of cpp, its lowest level for almost a 
decade. The public sector’s primary balance 
(ie, before interest payments) is heading for a 
~ surplus of 3.25% of Gpr this year—the target 
© agreedon with the ime, after Brazil had hit its 
1999 target of 3.1%. At last, it seems, the coun- 
trys getting on top of its growth-strangling 
„disorders in public finance, the legacy of four 

“ decades of high inflation. 
That is starting to bring its reward. De- 
spite the public-spending squeeze, the econ- 
--omy’s recovery is gathering pace, particu- 
larly -in manufacturing industry. Steel 
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consumption in the first quarter was up al- 
most 12% on the same period last year (when 
the economy was depressed by the January 
devaluation), helped by rising car output. 
Unemployment, running at 8%, and de- 
pressed wages are still holding back con- 
sumer spending. Even so, independent 
economists have lifted their forecasts for 
economic growth this year towards the gov- 
ernment’s (and the rmr’s) figure of 4%. 
Officials remain cautious. The Central 
Bank has cutits benchmark interest rate only 
once (to 18.5%) since September, though infla- 
tion has stayed low: it is likely to meet this 
year’s target of 4-8%. Thatis partly because of 
the authorities’ worries about the effects on 
the real of stockmarket volatility and inter- 
est-rate rises in the United States, and partly 
because it is trying to improve its credibility. 
with the financial markets. In that, it has had 
some success. But Brazil is still some way 
from gaining the “investment grade” status 
for its public debt that Mexico won from one 
credit-rating agency in March. Sluggish 





growth in exportearnings, mainly caused by 
low prices for farm products, remains a 
worry. So does the treasury’s Neliance on 
emergency taxes. : 

Even so, the mere whispe ng of better 
credit ratings shows how far 
in sorting out its public fin 
sharply in1997-98, public d ked 
of cpp shortly after the devaluation; by Dec- 
ember it was down to 47%. By the middle of 
this month, the government will have re- 
paid, ahead of schedule, about two-thirds of 
whatit borrowed under a $41 billion imr-led 
bundle of emergency loans agreed on in 
1998, Not only do its finance officials boast 
that Brazil has never before stuck for so long 
toian mF agreement, but they say thateven `; 
after this runs out in December 2001, they 
plan to generate enough primary surpluses 
tostabilise the debt-to-Gpr ratio at 46%. That, 
they hope, will nudge Brazil into a virtuous 
circle, in which they can cut interest rates, 
and thus the cost of debt-service and, in turn, 
reduce the size of the surplus needed to 
steady the debt burden. 

Can they pull it off? As the economic cri- 
sis recedes, political pressure for fiscal relax- 
ation is starting to grow. The minimum wage 
(the floor for state pensions) is going up by 
11% this month, more than inflation (though 
less than the 30% demanded by some of Mr 
Cardoso’s allies). Jose Serra, the health minis- 
ter, recently moaned that Brazil was a 
“sucker” for following imr rules on borrow- 
ing by state firms. According to one inside 
source, Mr Cardoso’s team recently dis- 
cussed paying off all the loans in the ime 
agreement and ending the deal early inorder ©- 
to avoid more political flak, but decided that 
investors might become rattled. 

Instead, the government’s main hope of 
containing spending pressures lies with a 
Fiscal Responsibility Law approved by Con- 
gress last month. This pulls together and 
strengthens many existing curbs on spend- 
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ing, and adds some new ones. It places tight 
limits on borrowing by states and munici- 
palities (as well as the federal government), 
and forbids them to spend more than 60% of 
their revenues on wages. Governors and 
mayors risk losing federal funds if they 
break the new law. They may also face crimi- 
nal charges and perhaps prison, though 
Congress is still debating the penalties. 

The law also forbids the federal govern- 
ment from bailing out states and cities in fin- 
ancial trouble. That has prompted a stam- 
pede by cash-strapped governors and 
mayors to the federal treasury for one last 
bail-out before the law comes into force, 
probably this week. The treasury is refinanc- 
ing their debts over 30 years, but only in re- 
turn for further reforms such as privatisa- 
tion. All but two of Brazil's 27 states have 
now signed such agreements, and by May 
4th 250 cities will have done so, says Fabio 
Barbosa, the treasury secretary. 

Is this really the last bail-out? One who is 
sceptical is Gustavo Franco, a former central- 
bank president, who points out that many 
states and cities still have big hidden liabil- 
ities, for example, in their pension schemes. 
As these emerge, many will face bank- 
ruptcy—too many, Mr Franco thinks, for the 
government to let them go bust. 

The federal government has its own fin- 
ancial skeletons, too. Last month the Su- 
preme Court indicated that it might uphold 
workers’ claims that their unemployment- 
insurance funds were undervalued during 
the failed anti-inflation plans of 1987-91. That 
could swell the public debt by 2-5% of GDP. 
Nobody is sure how many more such hid- 
den horrors lurk. “In Brazil, even the past is 
uncertain,” laments Pedro Malan, the fin- 
ance minister. 

The Fiscal Responsibility Law needs 
complementing with further reforms, for ex- 
ample, one to give more power and indepen- 
dence to the audit tribunals that are sup- 
posed to check the books at all levels of 
government. Further pension reforms, espe- 
cially to cut public servants’ generous pen- 
sions, are also needed. So, urgently, is tax re- 
form. Buta much-discussed tax-reform bill is 
stuck in Congress because of lack of support 
from Mr Cardoso and Mr Malan: though the 
current system is burdening businesses and 
stunting Brazil’s capital markets (see page 
89), they are reluctant to make any changes 
while it gushes money. 

Yet it may take a less improvised tax sys- 
tem, as well as proof that the Fiscal Respon- 
sibility Law really does bite, to persuade in- 
vestors that Brazil has finally given up its 
profligate old ways. Welcome though the 
news is, while the government’s new-found 
discipline remains dependent on emergency 
squeezes, the markets are likely to continue 
to demand a premium that will prevent in- 
terest rates from falling enough to turn pro- 
mising recovery into sustained high growth. 

— = a» 
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Colombia 


Mixed signals 


SAN VICENTE DEL CAGUAN 


HE bivouacs stretched across the fields 

outside the town of San Vicente del Ca- 
guan. Some 3,000 fighters from the Farc, Co- 
lombia’s biggest guerrilla army, mustered on 
ahill-top for the launch on April 30th of their 
new political party. It had been heralded asa 
sign of peace, a switch from war to politics. 
Yet it ended up looking depressingly like a 
call to arms. a LE 
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lombian firms and individuals with assets of _ 
more than $ım should pay a “peace tax”, or 
be “retained” (kidnapped). 

The farc claimed that this was to coun- 
ter proposed military aid of $1.7 billion to Co- 
lombia from the United States. “We will not 
submit to Yankee imperialism. We will grow 
instrength to meet this threat,” said Jorge Bri- 
ceño, the FaRc’s military commander, in a 
rare public appearance. In broadcasts inter- 
cepted by the army, he was heard saying, 
“With 32,000 [guerrillas], we can turn this 
country into shit.” Meanwhile, Manuel Mar- 
ulanda, the rarc’s veteran leader, said that 
his force would set up its 





The launch of the rarc’s 
Bolivarian Movement was 
the latest of several encour- 
aging developments for the 
peace process launched in 
1998 by President Andres 
Pastrana. After 16 months of 
slow talks, the rarc last 
month agreed to discuss the 
possibility of a ceasefire. And 
last week Mr Pastrana an- 
nounced that he had agreed 
tocreate a second haven, this 
one a small (4,800 sq km, or 


Caribbean 
Sea 








‘a own justice system in the 
130 municipalities it claims 
tocontrol. 

All this was calculated 
to outrage, and it did. Some 
opposition politicians 
called on Mr Pastrana to 
break off the talks. Instead, 
the government's chief ne- 
gotiator, Victor Ricardo, re- 
signed. In fact, his depar- 
ture had long been 
expected. His replacement, 
Camilo Gomez, a close ad- 








1,850 square miles) tract of 

the north of the country, in which to start 
peace talks with a second guerrilla group, the 
National Liberation Army (ELN). 

The rarc’s much larger (42,000 sq km) 
haven centred on San Vicente has been 
controversial. Critics say it has become a 
base for recruitment and drug-trafficking. 
The En has accepted restrictions, including 
international verification, in its zone. 

Yet the hopeful mood was short-lived. 
On the eve of the launch of its new party, the 
FARC, which has some 17,000 fighters, publi- 
cised a “taxation law”, under which all Co- 


ate - 














Marulanda, politician or soldier? 


viser to Mr Pastrana, had 
also been involved in the talks. 

Optimists—a few still exist in Colom- 
bia—say that the rarc’s belligerent an- 
nouncements are a cover for its impending 
acceptance of a ceasefire. Yet even if 
achieved, a “ceasefire” would not be pro- 
blem-free. For example, the security forces 
can hardly cease their pursuit of drug-traf- 
fickers in FARC-controlled areas of southern 
Colombia. And even if it wanted to, the 
army might be unable to force the right-wing 
paramilitary forces to respect any ceasefire. 

That could be a problem for the ELN, too. 
Unlike the Farc’s haven, its area is disputed 
territory. The paramilitaries have opposed 
the creation of the ELN zone, and have stirred 
up local feeling against it. In San Pablo, a 
town in the zone, they recently killed ten 
peasant farmers, whom they accused of sup- 
porting the guerrillas. 

Neither is the launch of the Bolivarian 
Movement a wholly reassuring develop- 
ment. It marks the second attempt by the 
FARC to create a broad political front. The 
first, the Patriotic Union, formed during 
peace talks in the mid-1980s, folded after 
4,000 of its members had been murdered by 
right-wing death-squads. So, understand- 
ably perhaps, the Bolivarian Movement will 
operate clandestinely, for now at least. 

Yet the new movement's launch seemed 
to be as much a celebration of militarism as 
of political activism: it was attended by some 
20,000 peasant farmers, many from the 
FARC-controlled zone, and several thousand 
guerrillas with assault rifles. Peace still looks 
some way off. 
= A 
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GUATEMALA CITY 


INCE taking office as Guatemala’s presi- 

dent in January, Alfonso Portillo has 
been trying to please some very different 
masters. Foreign-aid donors want Mr Por- 
tillo to move quickly to introduce the fiscal 
and human-rights reforms contained in 
the 1996 peace agreement that ended the 
36-year war between the armed forces and 
the country’s left-wing guerrillas. But Mr 
Portillo’s Guatemalan Republican Front 
(ERG) is led by Efrain Rios Montt, a former 
military dictator accused in March in a 
Spanish court of “genocide”. About half of 
the main ministerial jobs have gone to 





Canada 


Shield or Ax? 


OTTAWA 


OON, perhaps as early as July, Canada 

may have to decide what value it places 
on its defence partnership with the United 
States. If the United States decides to go 
ahead with its proposed scheme for national 
missile defences, and Canada fails to sup- 
port it, some Canadians worry that they risk 
being frozen out of a long-standing joint 
command structure for North American 
aerospace defence, known as Norad. 

Jean Chrétien’s Liberal government is 
sharply divided. Lloyd Axworthy, the for- 
eign-affairs minister, has used both Can- 
ada’s recent position as chairman of the uN 
Security Council and his speech last month 
at a conference to review the Nuclear Non- 
Proliferation Treaty to criticise the United 
States’ plans for missile defences. He argues 
that its eventual expansion into space-based 
early-warning satellites could reignite a nu- 
clear arms race among the big powers. 

That has brought an implicit rebuke 
from Art Eggleton, the defence minister. 
Such issues, he said last week, are decided in 
cabinet, and the government has not yet 
taken a position. But, he added, missile de- 
fences would no doubt fit in with Norad. In- 
deed, this command, and Canada’s existing 
joint space programme with the United 
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The perils of Guatemalan populism 











General Rios Montt’s cronies. 

Mr Portillo, however, has also per- 
suaded one former guerrilla and two hu- 
man-rights activists to run bodies charged, 
variously, with carrying out the peace ac- 
cords, settling land disputes and setting up 
a new civilian intelligence service. The 
public prosecutor has announced that 
three military officers will face charges 
over the unsolved murder in 1998 of Bishop 
Juan Gerardi, two days after he had pub- 
lished a 1,400 page report which found the 
army and its allies responsible for 90% of 
the war's crimes. Emboldened, a Mayan In- 


dian group this week filed genocide 
charges against another former dictator. 

With such mixed friends. Mr Portillo 
has found it expedient to travel abroad a 
lot and, while at home, to devote much of 
his energy to attacking the conservative op- 
position, the Party of National Advance- 
ment (PAN) of ex-President Alvaro Arzu, 
and its private-sector friends and suppor- 
ters. He brought forward a scheduled in- 
crease in the minimum wage, and declared 
war onalleged oligopolies in sugar produc- 
tion and fertiliser distribution. 

His critics claim that Mr Portillo also 
saw political advantage in doing nothing to 
prevent recent protests over an increase in 
bus fares in Guatemala city. The rise had 
been approved by the city’s PAN mayor, 
after the government had rejected a re- 
quest from the buses’ owners for fuel sub- 
sidies. On April 27th, with Mr Portillo in 
Central America and the police curiously 
sparse, the protests turned violent. Five 
people were killed, two by private security 
guards. One of the dead was a photogra- 
pher from Prensa Libre, the country’s main 
newspaper, which blamed the govern- 
ment for mishandling the protests. The 
president’s short period of political grace 
would seem to be over. 








States, could be part of the surveillance sys- 
tem for the missile-defence scheme. The de- 
fence department has reportedly budgeted 
C$637m ($420m) for the programme, which 
an official says could be “an asymmetric 
contribution to ballistic-missile defence”. 

Norad dates back to days when the 
threat to North America was seen to come 
from nuclear bombers flying in over the Arc- 
tic. Canadian critics dislike the entangle- 
ments it brings. It probably pushed Mr Chré- 
tien into joining last year’s air assault on 
Serbia, and an earlier government into al- 
lowing American cruise missile tests in 
northern Canada. Defence officials, on the 
other hand, have argued that Norad gives 
Canada some influence in continental de- 
fence planning, as well as effective surveil- 
lance of its airspace. Some analysts in both 
countries says a failure to back missile de- 
fences would destroy American confidence 
in the alliance, and so jeopardise Norad. 

Mr Axworthy sees wider issues at stake. 
He has applauded Russia’s ratification of the 
Start-2 strategic arms reduction treaty 
(America’s Senate had ratified it in 1996) and 
the Comprehensive Test-Ban Treaty, and has 
complained of a “misguided drift to unilat- 
eral action” by the United States. The missile- 
defence scheme, costing anything from $25 
billion to $60 billion, would not give protec- 
tion against terrorists who might infiltrate 
North America by tramp steamers or Grey- 
hound buses. These are the real security is- 
sues, he says. He wants a global early-warn- 


ing system for controlling the spread of 
missiles. His officials see talk of missiles fired 
from “rogue states” as flimsy cover for the 
cunning of American military contractors, 
and worry that behind the existing proposal 
for a single anti-missile land base in Alaska 
with 100 interceptors lurks their hope for a 
far more sophisticated space-based system. 

Under Mr Axworthy, Canada’s diplo- 
mats have not always worked well with the 
United States’. He pushed ahead without 
American support to conclude the Ottawa 
treaty banning anti-personnel mines in 1997. 
And Canada chaired the 1998 conference to 
set up a world criminal court—at which the 
United States was one of only seven states 
opposed. To make matters worse, Mr Axwor- 
thy’s remarks in the Security Council about 
multilateral diplomacy and defining human 
security in more than military terms have 
not pleased American strategists. 

Although he is hardly anti-American, 
Mr Axworthy has been the target of personal 
attacks by American diplomats and officials. 
These reflect a deeper unease among several 
NATO countries that Canada’s contribution 
to the alliance is diminishing, That is one rea- 
son why Mr Axworthy may lose the cabinet 
debate about missile defences. This year’s 
budget included increased spending for de- 
fence equipment. And nobody knows what 
Bill Clinton said to Mr Chrétien when the 
Canadian prime minister flew to Washing- 
ton for a round of golf last weekend. 
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Lining up for a new life 


XAI-XAI 


Mozambicans need more cash to help rebuild their flooded country. The 


money will be well spent 


HE rivers that flooded Mozambique in 

February gained pace and volume as 
they neared the sea. So a coastal town such as 
Xai-Xai, at the mouth of the great Limpopo 
river, was a dangerous place to be. The Lim- 
popo, whose width swelled to over 100km 
(63 miles) in places, hit the town so fast that 
locals had almost no time to prepare, and so 
forcefully that most preparations proved 
useless. A wave of water roared over Xai- 
Xai’s defensive dykes like a herd of elephants 
over a speed bump. Residents who had pru- 
dently placed their televisions and refriger- 
ators on the roof watched aghast as their 
whole houses were flushed into the sea. 

The flood crushed the slums, and 
drowned the commercial district. Fields of 
maize were inundated. The road to the capi- 
tal, Maputo, was cut, along with the tele- 
phone and electricity cables that run be- 
neath it. The city was plunged into darkness. 
Food prices tripled. Only those with mobile 
phones could call the outside world for help. 

It is less than two months since the 
world’s cheeks were dampened by news of a 
young Mozambican woman giving birth ina 
tree, which she had climbed to escape the 
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waters, and from which mother and baby 
were plucked to safety by a South African 
helicopter crew. Now that such rescue work 
is complete, the Mozambican government is 
asking for $450m to rebuild roads, homes 
and lives in Xai-Xai and places like it. It held 
a joint summit with aid agencies in Rome on 
May 3rd and 4th toextract pledges of outside 
help while memories remain fresh. 

It will be money well spent. Helped by 
the donations already received, Mozambi- 
cans have been working hard to rebuild their 
battered country. Take agriculture. The 
floods devastated a tenth of Mozambique’s 
land, and nine-tenths of its irrigated areas. 
Some 200,000 cattle were washed away. Al- 
ready, as the waters recede, Mozambican 
peasants have been rushing back to plant 
beans and maize in the silt. 

Officials and aid workers are handing 
out seeds and tools. If crops are sown before 
the southern winter arrives, a quick harvest 
could be reaped in two months. Next year 
should be bountiful: alluvial soil is rich in 
nitrates and phosphates. The government is 
even taking advantage of misrule in neigh- 
bouring Zimbabwe by inviting white farm- 





ers to bring in their capital and skills. 

To guard against future floods, the gov- 
emment is trying to resettle refugees on 
higher ground. In Xai-Xai, about 2,500 fam- 
ilies, out of 40,000 displaced people, have so 
far been allocated new plots to build homes 
and grow vegetables. Aid agencies offer free 
building materials to those who will help 
clear up the dead conger eels, oil drums and 
concrete girders that litter newly drained 
parts of the town. The work can be hazard- 
ous. Snakes lurk in damp heaps of maize 
stalks, and landmines from the country’s 
long civil war have been exposed and scat- 
tered by the deluge: residents of one town 
found an anti-tank mine lying in the high 
street. 

Despite official urging, however, most 
refugees want to return to their old homes. 
About three-quarters of those who fled to 
refugee camps have gone back to what is left 
of their dwellings. Many still turn up periodi- 
cally at the camps to receive medical care or 
to trade; but few want tolive in tents any lon- 
ger. Though understandable, this makes it 
harder to get help to them. Those still 
stranded on islands are hungry and often 
sick. Drugs and bandages are being dis- 
pensed at the camps, as well as soap, buckets 
and lessons in sanitary hygiene. 

Most schools have reopened. Where 
classrooms have disappeared, pupils sit be- 
neath shady trees. After much heavy labour 
with trucks and shovels. several severed 
roads have also been reconnected. It will 
take months to rebuild properly the tarmac 
route between Maputo and Xai-Xai, but a 
bumpy dirt road reopened at the end of 
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April. Travel is not easy. The most popular 
vehicles are minivans that failed their safety 
tests in Japan many years ago. They are over- 
laden with passengers and driven at axle- 
snapping speed. Many break down, or sink 
into the mud, creating road blocks. But at 
least people and goods are moving again. 
Food and fuel prices are coming down, as the 
markets where they are sold migrate uphill. 

Despite the devastation, there has been 
surprisingly little unrest. Looters in boats 
stripped warehouses; and four people were 
killed recently in a stampede for food in a 
refugee camp. But otherwise calm has pre- 
vailed. This is not bad for a country torn by 
civil war for most of the time since indepen- 
dence in 1975. The government is far from 
flawless. Some aid supplies have been sto- 
len, and the ruling party cheekily flies its 
own flag, rather than the national one, over 
refugee camps. But the abuses have been few 
and minor. 

Aid to many of today’s poor countries is 
usually ineffective because the recipient has 
only a vague understanding of the sort of 
prospering economy they are trying to 
create. Mozambique, by contrast, was 
booming before the floods—or at least grow- 
ing fast off a miserable base. A generous in- 

jection of charitable liquidity could well re- 
store it rapidly to health. 
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Zimbabwe 


Cowed 


HARARE 


Aa the date for Zimbabwe’s par- 
liamentary election has not yet been set, 
the likelihood that it will be a free and fair 
poll is fading fast. Violence by the ruling 
ZANU-PF party against members of the op- 
position Movement for Democratic Change 
(mpc) is so widespread that the country is 
cowering. At least 14 Mpc members were 
killed in political violence in April. Among 
them were white farmers who had cam- 
paigned for the mpc, their black workers, 
peasants identified as Moc supporters, and 
city-dwellers caught wearing Moc t-shirts. 

If there was ever any doubt, recent weeks 
have confirmed that the campaign is state- 
sponsored violence not against whites but 
against the opposition. A retired black po- 
liceman, who was a local moc official in the 
rural Mount Darwin area, was beaten to 
death this week. Four others are missing. Not 
content with lashing out at moc members, 
ZANU-PF gangs have also beaten up groups 
of civic-minded Zimbabweans training to 
become election monitors. 

The police have done little to stop the 
brutality. In some cases, victims have been 
dragged from police stations as officers 
stand by; in others, zANU-pF gangs have op- 
erated from police posts. Very few of the 
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thugs have been arrested, ro 

What chance does the 
opposition stand in this cli- 
mate? Ata recent Mpc rally 
in Harare, the capital, hun- 
dreds of people stood qui- | 
etly nearby and listened | 
avidly to Morgan Tsvangirai, 
the mpc leader. They did 
not take part, they said, for 
fear of being identified as 
mpc members. White farm- 
ers have been forced to at- 
tend “re-education meet- 
ings” with their workers, 
where they have had to re- 
nounce the mpc, hold hands aloft with 
ZANU-PF Officials, and promise to let the 
party use their vehicles for campaigning. 

All radio and television channels, and 
the country’s main daily newspapers, are 
owned by the state. They supply a routine 
diet of anti-mpc propaganda, portraying the 
opposition as the instigator of the violence. 
Not everybody is taken in. In Harare, the cir- 
culation of the Herald, a daily newspaper 
and slavish mouthpiece of the ruling party, 
has dwindled, while that of the independent 
Daily News has soared. But the offices of the 
Daily News were bombed recently. A cabi- 
net minister blamed the foreign press, and 
the police duly arrested an international 
photographer. He was released three days 
later for lack of evidence. 

Nor has there yet been any halt to the in- 
vasions of white-owned farms by zANU-PF 
sympathisers. More than 1,100 farms have 
now been occupied, including at least one 
black-owned property. Death threats to 
white farmers continue, as do beatings to 
their staff. President Robert Mugabe says he 
will use special powers to allow seizure of 
white-owned farms without compensation. 

Mr Mugabe recently sent three ministers 
to London to discuss land reform with the 
former colonial power, but they went away 
empty-handed. Robin Cook, Britain’s for- 
eign minister, had talked of £36m ($57m) for 
“land reform”, which most people, includ- 
ing the Zimbabwean ministers, took as a Brit- 
ish offer to finance a buy-out of white farm- 
ers. In fact, the money was first offered last 
year by Britain’s aid ministry; it is intended 
for poverty alleviation, and cannot simply 
be used for purchasing white-owned farms 
instead. Moreover, it was promised only 
with tight conditions on macroeconomic re- 
form, which Zimbabwe has little hope of 
meeting, To these Mr Cook this week added 
an arms embargo on Zimbabwe. Plainly, 
Britain is in no mood to help Mr Mugabe 
with land reform until he makes some fun- 
damental changes. 

That has only pushed Mr Mugabe fur- 
ther towards the arbitrary seizure of land. 
This week, he released zanu-pr’s election 
manifesto with the theme: “Land is the econ- 
omy and the economy is land.” The re- 
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| Drying up : 
| Zimbabwe's tobacco sales, 
opening days of yearly auction 
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minder is unfortunate. Zim- 
babwe’s economy has never 
been in werse shape. Some 
economists now say that 
GDP will contract by 5% this 
year; the annual rate of infla- 
tion is 60%. The country: is 
considered to be at risk of de- 
faulting on its foreign debt. 
Economic decline has been 
the main cause of the spread- 
ing dissatisfaction with Mr 
Mugabe’s government. 

The annual auctions of 
tobacco, which provides 
more than 30% of the coun- 
try’s foreign-exchange earnings, opened last 
week with a whimper. A paltry 2,000 bales a 
day were delivered last week, less than a 
third of the normal volume for this time of 
year. On May 2nd, deliveries sank to 800 
bales. At the auctions of burley, growers sus- 
pended sales this week to protest at prices 
that were about 15% lower than last year's. 

The farm invasions have been partly 
responsible for this collapse. Tobacco grow- 
ers say that reaping, curing and packaging 
have all been delayed by the violence. But it 
is also due to the overvaluation of the cur- 
rency, the Zimbabwean dollar, which has 
been fixed at Z$38 to the American dollar for 
the past 16 months. Farmers, and other ex- 
porters, want a 20% devaluation. Even the 
central bank, it is said, has advised Mr Mu- 
gabe to devalue. He has refused. 

Amid such disarray, Mr Mugabe’s cal- 
culation is clear and brutal: he needs to exer- 
cise repression if he is to stand any chance of 
holding on to his parliamentary majority. 
His strategy appears to be working. Already, 
opposition leaders privately fear that they 
will not manage to beat him at the polls if 
things go on as badly as they are. Ata meet- 
ing of the Commonwealth Ministerial Ac- 
tion Group in London this week, Don 
McKinnon, the Commonwealth secretary- 
general, said that if the election were to be 
held in June, international observers would 
have to arrive at once. They may already be 
too late. 
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Sierra Leone 


Out of control 


TUNG by criticism that Africa was getting 

second-class treatment when it came to 
international peacekeeping, America and 
Europe promised in January to push Africa 
up the agenda at the United Nations. Among 
other commitments, the Security Council 
pledged 11,100 troops for the Sierra Leone op- 
eration, which would make it the un’s big- 
gest current peacekeeping force and a test 
case for UN resolve in Africa. It is not going 
well. This week, seven peacekeepers were 
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killed and at least 50 were taken hostage by 
rebels who had refused to lay down their 
weapons. 

The peacekeepers, all Kenyan, were 
killed during clashes with the rebel Revolu- 
tionary United Front (ruF), which said it had 
been provoked. Kofi Annan, the uN secre- 
tary-general, who expressed “outrage” at the 
“deliberate attacks” on his men, began fran- 
tic diplomatic efforts to win the release of the 
hostages, whom the rebels denied holding. 

Bringing peace to Sierra Leone was al- 
ways going to be difficult. After eight years of 
civil war, the country is all but destroyed. 
Banditry has driven out trade, condemning 
most people to bare subsistence. The rebels 
have smashed anything associated with the 
state, including schools, clinics and adminis- 
trative offices. In the villages, men, women 
and children were forced to join the rur,one 
of Africa’s nastiest rebel gangs, or other local 
militias, or else flee. The UN estimated at one 
point that abouta third of the country’s 4.7m 
people had been displaced. 

The un force is supposed to monitor a 
peace deal, signed last July, between the gov- 
ernment of Ahmed Tejan Kabbah, whose 
writ barely runs beyond the capital, Free- 
town, and the rur, led by a former army cor- 
poral, Foday Sankoh. Its mandate is to pro- 
tect civilians “under imminent threat of 
physical violence” and to secure govern- 
ment buildings and disarmamentcamps. 

These camps are where the rebels and 
their friends, the remnants of the national 
army that overthrew the elected govern- 
ment in 1997, are meant to surrender their 
weapons to the peacekeepers. In return, the 
RUF was given four ministers and four dep- 
uty ministers in a power-sharing govern- 
ment, and the chairmanship of a commis- 
sion to manage the country’s mineral 
resources. Italso grants them immunity from 
prosecution. Elections are due next year. 

The rur and other gangs were supposed 
to start turning up at assembly points to 
hand in their weapons last December. Some 
did, but others stayed away and continued 
their deadly practices. According to govem- 
ment figures, 23,714 people have handed in 
weapons so far, of whom only 5.075 are from 
the nur. Anestimated 15,000 are still roaming 
around, some of them in control of the rich 
diamond deposits in eastern Sierra Leone. A 
recent UN report accused the rur rebels of 
continuing to terrorise civilians. “There have 
been almost daily reports of looting of vil- 
lages, house burnings, harassment and ab- 
ductions of civilians, rape and sexual abuse,” 
it said. It cited a case where rebels had eaten 
the face of a captive: cannibalism and chop- 
ping off limbs have been rur specialities. 

They may well be doing this with Mr 
Sankoh’s blessing, or even encouragement. 
His attitude to peace and the uN is troubling. 
He recently told un officers: “The un has no 
reason to be in Sierra Leone. We have no busi- 
ness with you. You are not helping us, [you 
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are] a threat to the security of our people.” 
For good measure, he described President 
Kabbah as an agent of colonialism and 
called Mr Annan “a nuisance”. Many sus- 
pect that Mr Sankoh is deliberately keeping 
up a terror campaign to frighten people into 
voting him into the presidency. He may well 
succeed. 


Lebanon 


Rules redrawn 


BEIRUT 


HE country is still recovering from 17 

years of civil war. It has 18 recognised reli- 
gious sects, and a gaggle of local strongmen. 
Left to their own devices, Lebanon’s voters 
would doubtless turn the parliamentary 
election in August into a chaotic and unpre- 
dictable show. But the Syrians, who have 
50,000 troops there, hate surprises. Leba- 
non’s government has duly devised new 
electoral and media laws to tame this most 
capricious of electorates. 

Under Lebanon’s sectarian system of 
government, each group gets a fixed alloca- 
tion of the 128 seats in parliament. But within 
each multi-seat constituency, voters cast bal- 
lots not only for candidates from their own 
sect, but for those of others too. In theory, the 
system should moderate religious rivalry by 
forcing candidates to seek support outside 
their own group. In practice, it means that 
the biggest sect in a constituency elects not 
just its own but the minorities’ represen- 
tatives. So the real political battles hinge not 
on the voting but on the drawing of constitu- 
ency boundaries. 

In general, the bigger the sect, the bigger 
its adherents want the constituencies to be. 
Amal and Hizbullah, the two big parties 
representing Shia Muslims, Lebanon’s larg- 
est religious group, would like the whole 
country designated a single constituency. 
That would give the Shias a significant say in 
all 128 races, even though they occupy only 
27 seats. Smaller groups generally prefer 
smaller constituencies, though none can re- 
sist the temptation to expand its empire. 
Even the Druze, an off-shoot of Shia Islam 
who make up no more than 5% of the coun- 
try’s total population, angle for the biggest 
possible constituency that they think they 
can safely dominate. 

In sum, all Lebanese confessions 
have cottoned on toa trick firstem- 
ployed by the country’s French 
colonial administrators, who 
redrew the boundaries of 
Lebanon and Syria in the 
1920s to make Lebanon as 
large as possible while still 
preserving its Christian 
majority. That sort of gerry- 
mandering helped to bring —— 


a civil war in the 1970s, and to obstruct the 
peace deal that ended it in the early 1990s. 
The eventual deal fixed Lebanon’s six gover- 
norates as mid-sized constituencies. But at 
both the parliamentary elections held since 
then, the government of the day has an- 
nounced a one-off exception and proceeded 
to carve up the country as it chose. Not to be 
outdone, the present government has un- 
veiled a third exception, even more haphaz- 
ard than the previous two. 

The new law, passed at the end of last 
year, creates 14 constituencies of wildly vary- 
ingsize. Some governorates have been amal- 
gamated into a single unit, while others have 
splintered into three or four pieces. The 
number of seats per constituency varies 
from six to 17. But the law is consistent in one 
respect: the government has tailor-made 
each district to reward loyal politicians and 
punish trouble-makers. The outspoken 
Druze leader, Walid Jumblatt, has lost half 
his fief to his chief rival, Talal Arslan. Rafiq 
Hariri, a billionaire former prime minister 
and the government's leading critic, has had 
his patch reduced by two-thirds. Similarly, 
the law brings a flood of Muslim voters from 
the plains to swamp the anti-Syrian Chris- 
tians in the north Lebanese mountains. 

Just to make sure the election goes the 
way it wants, the government is also pushing 
a draft bill tocurb the media. This would ban 
all news about the election, or even ad- 
vertisements for the candidates, on any 
broadcasting station except state-run Télé-Li- 
ban and Radio Liban. It would also limit 
campaign spending. The target, of course, is 
Mr Hariri, who owns a television and radio 
station and can outspend the rest of Leba- 
non’s politicians put together. Thanks to the 
government's meddling, the August vote is 
not likely to prove Leba- 
non's fairest. It may, 
however, be its dullest. 
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: government of the left on the road 


SOON after he took up his job last week, 
J Giuliano Amato, Italy's new prime minis- 
“ter, was asked who should lead his country’s 
ailing forces on the left. Without batting an 
eyelid, he replied, “Michael Schumacher.” 
The point of Mr Amato's jest? Whoever gets 
behind the wheel of Italy’s peel machine 
must steer it with exceptional skill along one 
of Europe’s trickiest political race-tracks. 

A general election is due in Italy by April 
nextyear, and could come a lot sooner. The 

` ruling coalition of 12-odd parties behind Mr 

Amato—-who is not, technically, its leader, 

merely the prime minister they back—has 

. been faltering. After it was buffeted in a 
string of regional elections last month, Mas- 
simo. D'Alema, a former Communist, re- 
signed as prime minister. The only person 
‘deemed able to pick up the bits was Mr 
Amato. But he has only a few months in 
which togive it back some impetus, or it will 
founder for good. 

This is already proving no easy 
task. As soon as he had agreed, last 
week, to take on the top job, 
squabbling broke out in the co- 
alition, which contains a discor- 
dant bunch of (among others) 
Greens, Socialists, Catholics, ex- 
Communists and disciples of 
another former prime minister, 
Romano Prodi, who now runs 
the European Commission in 
Brussels. Complaints followed ¢ 
thick and fast. 

First, the Greens were enraged 
by Mr Amato’s refusal to let them keep the 
environment portfolio. Then the (plain) 
Democrats, as Mr Prodi’s disciples call them- 
selves (in contrast to the ex-communist 
Democrats of the Left), started to give cause 
for concern. Their vote in the regional poll 
slumped to 4% of the total, yet they now 
seem bent on fissuring. One of their leading 
figures, Antonio Di Pietro, the star magistrate 
whose exposure of corruption helped de- 
stroy the old political establishment after 

< 1992, left the party in a huff, accusing Mr 
Amato of having been too close to a former 
Socialist prime minister, the late Bettino 
_ -Craxi,a symbol of the rotten old guard. 
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aly’s edgy new government 


liano Amato, Italy’s new prime minister, will find it hard to keep his new 


Not surprisingly, Mr Amato's ministerial 
line-up is lessthan splendid. In order to wina 
vote of confidence in parliament on April 
28th, he had to make a string of tiresome con- 
cessions to the various parties in his co- 
alition. He has kept the experienced Lamber- 
to Dini as foreign minister and the solid Enzo 
Bianco as home minister, but felt obliged to 
sack the two ministers who at least had the 
guts to try to launch the boldest of the re- 


























forms attempted by the previous govern- 
ment: Rosy Bindi at the health ministry and 
Luigi Berlinguer at education. They were re- 
placed by two people, one an oncologist, the 
other a linguist, both entirely untutored in 
the rough game of Italian politics. 

Vincenzo Visco, who, as finance minis- 
ter in the previous government, extracted 
even more money from the taxpayer than 
had his predecessors, moves up a rung to 
take Mr Amato’s old job at the Treasury. 
Piero Fassino has switched from foreign 
trade to the much trickier job of justice, while 
a former trade unionist, Ottaviano Del 
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The first concerned | 

Whatever they thought about this clumsy 
collection, most of his colleagues were more 
interested in knowing whether he would 
seek to lead them into the next general elec- 
tion, whenever it might come. Mr Amato 
would notsay. 

But noone seems better suited, even as a 
stopgap. The ex-communist Democrats of 
the Left had their chance with Mr D’Alema— 
and he fluffed it. Other groups in the co- 
alition think the other leacing ex-commu- 
nist, Walter Veltroni, who is more of a mod- 
ernist, must wait. Mr Prodi, who led a 
céritre-left coalition to victory in 1996, is out 
of the Italian picture, in Brussels. Other pos- 

sible compromise choices such as Mr Di- 
nihaveeven less popular appeal and less 
of a political base than does Mr Amato. 
Sergio Cofferati, who leads Italy’s largest ` 
trade-union group, performs punchily on 
| the hustings but is too left-wing. Rising 
o figures on the centre-left, such as 
z=. Rome’smayor, Francesco Rutelli, have 
had toolittle time to gain momentum. 
But, ifhe stays on top, Mr Amato 
will have another big problem. His 
coalition cannot make up its col- 
lective mind on what it should be- 
lieve in, even as a minimum, 
Broadly speaking, the dozen parties 
under Mr Amato's wing have two different 
views. The “new left’, represented by Mr 
Amato himself, many Democrats of the Left.” 
and most of Mr Prodi’s plain Democrats, ~ 
wants tosell off state assets more enthusiasti- 
cally, to deregulate more thoroughly, and to 
loosen the job market. The “old left”, buoyed 
by trade unionists, unreconstructed Com- 
munists and the more paternalistic sort of 
Catholic, still wants Italians to have jobs for 
life, generous state pensions, and a cradle-to- 
grave public health service that would keep 
the private sector small. 

Even as Mr Amato was struggling to win 
his vote of confidence, the two wings were 
clashing. Just before labour day on May ist, 
he sent a blunt message to the unions: “The: 
world is changing; the economy is changing; 
jobs are changing. We must all innovate.’ 
The unions did not like the sound of it. “Mr 
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BRUSSELS 


XIT one messenger, somewhat shot. It 

appears that Romano Prodi, president 
of the European Commission since Sep- 
tember, thinks a change of spokesman will 
improve his increasingly beleaguered 
press and public relations. These reached a 
low point just before Easter with a flurry of 
stories suggesting he might resign, or even 
be pushed out by his commissioners. Out 
instead goes his spokesman, Ri- 
cardo-Franco Levi, a likeable but 
long-winded Italian ex-journalist. 
In comes Jonathan Faull, a more re- 
served Briton, on a trial basis. 

Mr Levi, who was also spokes- 
man for Mr Prodi in his previous job 
as prime minister of Italy, has been a 
close friend and adviser in Brussels. 
Mr Prodi seems keen to keep things 
that way. Mr Levi will head a hith- 
erto low-powered commission 
think-tank, the Forward Studies 
Unit, which will get a higher profile 
and a new name: it becomes the 
Economic and Political Council. 

Mr Prodi has also tapped anew 
secretary-general of the commis- 
sion to head his 16,000-strong civil 
service. Out goes Carlo Trojan, a 
Dutchman who has had the job 
since 1997. In comes David O’Sulli- 
van, an Irishman, who until this week was 
in charge of Mr Prodi’s private office, or 
cabinet. Michel Petite, a Frenchman who 
was previously the cabinet’s third-ranking 
member, inherits Mr O'Sullivan’s old job. 

The changes make sense. Mr Levi was 
| visibly ill at ease. As for Mr Trojan, though 
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Amato had better stick to the job of innovat- 
ing his own government,” said Mr Cofferati. 
“We'll take care of the trade unions.” 

Juggling the interests of so wide a range 
of groups within the ruling coalition is 
bound to be hard, especially at first. Mr 
Amato is a clever man who surprised people 
with his toughness and agility when once 
before he stepped into the breach as a stop- 
gap prime minister, in 1992, just as the cor- 
ruption scandals that brought down the old 
establishment were getting going. 

Meanwhile, Silvio Berlusconi, the tycoon 
who leads a four-party coalition on the right, 
including the one-time separatists of the 
Northern League, the post-fascist National 
Alliance, his own Forza Italia and a litle 
Christian Democratic. offshoot, is grinning. 
He hopes that the strains within Mr Amato's 
team will soon cause ittocollapse, so precipi- 
tating an early election, which current opin- 
ion polls say he should comfortably win. 
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Britain's alleged takeover of Brussels 


untainted by the carelessness and petty 
scandals that dished the previous team of 
commissioners led by Jacques Santer last 
year, the collapse did happen on his watch. 
A new man will be better placed to push 
through the sort of sweeping adminis- 
trative reforms promised by Mr Prodi. 
And, in giving new heads to the policy 
unit, the secretariat-general and his private 





office, Mr Prodi says he means to 
“strengthen the central structures” of the 


commission “around the president”. 
Something of that sort needs to be done. 
The commission relies on its president for 
political leadership and policy co-ordina- 
tion. So far Mr Prodi has plainly not been 


Spain 
Big ideas 


MADRID 


IX weeks after his crushing general-elec- 

tion victory, Spain's prime minister, Jose 
Maria Aznar, has launched a new pro- 
gramme and a new ministerial team. In 
terms of policy, the message is much the 
same—more economic liberalisation, more 
tax and labour reform, firm measures tocon- 
tain Basque separatist terror. In addition, 
military conscription will be phased out 
more quickly; justice is to undergo a long- 
overdue revamp; land acquisition is to be 
made easier; and a new department for inte- 
grating immigrants will be set up. 

The outright majority of Mr Aznar’s cen- 
tre-right People’s Party in parliament, where 
he previously relied on the co-operation of 
Catalans, will give him that much more clout 
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giving enough of either. 

One affordable risk of the new ap- 
pointments, at any rate those of Messrs 
O'Sullivan and Faull, is that they will give 
ammunition to those critics, French ones in 
particular, who complain that the Union is 
being hijacked by its relatively recent “An- 
glo-Saxon” members. So prickly have the 
French become on this subject that Le 
Monde, the newspaper of France’s left-tilt- 
ing establishment, gave three full pages 
this week to what it grimly called “Tony 
Blair's rampant takeover of Europe”. 

Le Monde found that the British 
held, in fact, no more of the top civil- 
service posts in the commission 
than did the French or the Germans. 
But its informants insisted that they 
operated more purposefully and 
deviously: “The British practise ‘en- 
tryism’ in the community,” ex- 
plained one headline. An unnamed 
diplomat accused the British of 
forming an “almost military orga- 
nisation” within the commission, 
taking its orders from the British 
government—“the complete oppo- 
site of the individualism of the Ital- 
ians and the French.” 

Well, up to a point, Lord Cop- 
per. Whatis certainly true is that the 
weakness of the Prodi commission, 
and of the Santer one before it, has 
obliged national leaders to take 
much more of a role in setting the 
Union's priorities. Tony Blair has been the 
least shy in doing so. If Mr Prodi can restore 
the commission’s authority, then he and 
Mr Blair will be clashing soon enough. No 
doubt the British government will, in those 
circumstances, order Mr Faull to do an ex- 
cellent job. 
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for shoving his programme through. But cau- 
tion and consensus are still the watchwords 
of the canny, disciplined Mr Aznar. 

His new cabinet looks strong. Made up of 
13 men and three women, including four for- 
mer left-wing activists, it is essentially tech- 
nocratic and moderate, in keeping with Mr 
Aznar’s claim to bestride the middle ground. 
He has four heavyweights: Rodrigo Rato, 
who remains in overall. charge of the econ- 
omy; Mariano Rajoy, a shrewd Galician who 
ran the election campaign and will now run 
the prime minister’s office, with a co-ordin- 
ating eye on all government departments; 
Jaime Mayor Oreja. whostays on as a tough- 
minded interior minister; and a new foreign 
minister, Josep Pique, previously both in- 
dustry minister and government spokes- 
man, who will bring: proven. commercial 
skills to the job of promoting Spain abroad. 

Messrs Rato and Rajoy are both now 
deputy prime ministers. Seeing that Mr Az- 
nar promises to retire at the end of his second 
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term of office in four years’ time, the pair will 
inevitably be painted as rivals for the succes- 
sion. Before the election, most insiders 
would have put their money on Mr Rato; 
now the race looks more open. 

With Spain’s economy booming and 
growth predicted to exceed 3% for the fourth 
year in a row, Mr Aznar has promised to 
wipe out the budget deficit in 2001, to cut in- 
come tax still further, and to create full em- 
ployment by the end of the decade. That will 
mean more reforms to make hiring and firing 
easier, more privatisation and more compe- 
tition in energy and telecoms. Cristobal 
Montoro, a junior economics minister in the 
last government, becomes finance minister. 

Another newcomer is Anna Birules, a 
former head of a telecoms company, who is 
to run a new science and technology minis- 
try. Her appointment may herald a further 
dip in the fortunes of Juan Villalonga, the 
mega-rich head of the giant Telefonica 
group, who has been relentlessly chastised 
by the opposition, especially in the election 
campaign, because—it is said—he benefited 
from his friendship with the prime minister. 

The most notable shift in policy may be 
towards the regions. Mr Aznar, whose party 
polled well in both the Basque and the Cata- 
lan parts of Spain, is determined to challenge 
the hold of the nationalists. Both Mr Pique 
and Miss Birules are Catalans. Mr Aznar’s 
priority, however, is the Basques. Mr Mayor 
Oreja, his interior minister, has his eye on the 
job of president of the Basque region, a post 
which, since its creation after the death of 
Franco, has always been held by a 
nationalist. The government hopes for an 
early election to the Basque assembly. 

Across the board, Mr Aznar is consoli- 
dating. His new spokesman, Pio Cabanillas, 
previously ran state television, but he was 
once also high up in Prisa, the powerful me- 
dia group long close to the Socialists, and es- 
pecially to their former leader, Felipe Gonza- 





Aznar has ambitions 
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lez. Mr Cabanillas’s appointment suggests 
Mr Aznar is particularly keen to get the So- 
cialists’ old friends in the media to come 
round to him. Some, seeing the Socialists at 
so low an ebb, have already done so. 
Underpinning Mr Aznar’s message is a 
determination to move Spain up in the 
world. Among other things, he wants it to 
join the G8 group of rich countries and to 
have a permanent seat in the un Security 
Council. He also wants the United States to 
give Spain a better deal for its military bases 
on Spanish soil. Lastly, if all goes well, Mr Az- 
nar might reasonably expect a top interna- 
tional post when his four years are up. 
s 





Germany 


The first test 


DUSSELDORF 


EUROPE 


The North Rhine-Westphalian election 
could also have big implications for the rul- 
ing coalition, both at national and at state 
level. Pollsters say that the Free Democrats, 
Germany's liberals, have become more pop- 
ular than the Greens, who are in ruling coali- 
tions both in the federal government in Ber- 
lin and in the state one in Dusseldorf, North 
Rhine-Westphalia’s capital. If the liberals be- 
come Germany's third force in the state, 
many of them would hope to displace the 
Greens in a ruling coalition in Berlin as well 
asin Dusseldorf. Opinion polls say the state’s 
two smaller parties are running neck-and- 
neck, though in the elections there five years 
ago the Greens, with 10%, got more than 
twice as many votes as the liberals. 

Many liberals, including their current 
national leader, Wolfgang Gerhardt, still see 
themselves as natural allies of the Christian 
Democrats. After all, they co-operated with 
Mr Kohl for the entire 16 years of his rule. But 

not all liberals, including 





T WILL be the first impor- 

tant clash of Germany’s 
main parties since Angela 
Merkel was enthroned as 
the Christian Democrats’ 
new leader last month. 
Three months ago, the 
opinion polls were putting 
her battered party 14 points 
behind the ruling Social 
Democrats. But the gap is 
narrowing dramatically. At 
last glance, the difference 
was a mere couple of per- 
centage points—and Ger- 
mans, on the whole, now 
say they would prefer Mrs Merkel to the So- 
cial Democratic incumbent, Gerhard 
Schröder, as their chancellor. Might the same 
shift be witnessed on May 14th, when the 
people of Germany’s most populous state, 
North Rhine-Westphalia, cast votes for their 
assembly? 

On the face of things, even if the Chris- 
tian Democrats are catching up on the na- 
tional stage under their new leader, the first 
woman tolead any of Germany’s major par- 
ties, they are unlikely actually to win the 
forthcoming state election. The Social Demo- 
crats have held power over North Rhine- 
Westphalia’s 18m people—a fifth-plus of all 
Germans—without a break for 34 years. Vot- 
ers in Germany’s industrial heartland seem 
disinclined, at present, todump the left. 

Support for the Christian Democrats, 
battered by a party-finance scandal that has 
disgraced their old hero and former chancel- 
lor, Helmut Kohl, has edged up in North 
Rhine-Westphalia to around 37% today, 
from 32% in February. But, at the last count, 
that still leaves them a good nine percentage 
points behind the Social Democrats. Still, if 
the Christian Democrats close the gap to, 
say, five points, that would give Mrs Merkel 
and her party a big fillip. 








their dynamic leader in 
North Rhine-Westphalia, 
Jürgen Möllemann, agree. 
The liberals should not, he 
says, be fussy about their 
choice of partner, so long as 
they manage to win a slice 
of power. À former educa- 
tion and economics minis- 
ter under Mr Kohl, Mr 
Möllemann getson notably 
well with Wolfgang Clem- 
ent, North Rhine-Westpha- 
lia’s business-friendly So- 
cial Democratic premier, 
who is also one of his 
party’s leading modernisers. 

On the other hand, Mr Möllemann has 
been rather cool towards Jürgen Rüttgers, the 
leader of the state’s Christian Democrats, 
who once rivalled Mrs Merkel for the party’s 
national leadership. The liberals, Mr Mölle- 
mann included, particularly dislike Mr 
Riittgers’s xenophobic-sounding slogan, 
“Kinder statt Inder” (Children rather than 
Indians), a carping reference to Mr Schro- 
der’s suggestion that Germany should think 
about hiring computer experts from India. 
Ona charitable interpretation, Mr Ruttgers’s 
slogan suggests that more German children 
should be taught to master computers. 

Franz Miintefering, who is the state’s 
Social Democratic chairman as well as the 
party’s national general secretary, says he 
“cannot imagine” a coalition between his 
party and the liberals. But one already runs 
the neighbouring state of Rhineland Palati- 
nate. Besides, the liberals have also part- 
nered the Social Democrats in the federal 
government—from 1969 to 1982. 

Moreover, Mr Clement, who took over 
as premier two years ago, is increasingly irri- 
tated by his obstreperous Green partners. He 
has promised to negotiate first with them if 
his Social Democrats fail to win an absolute 


57 


ee ee ee es a EET a en ee ee ee S| 











Promotional supplement 


May 6th 2000 


Hungarian Economic Review 








An information service on business, | 


Technology 

Revenge of the nerds 

"We may be poor in raw materials, but we are 
rich in gray matter,” declares Minister of 
Economic Affairs György Matolesy, referring to 
his country’s rich heritage in, and present-day 
capacity for, science and technology. The 
history of such Hungarian accomplishment 
includes leading contributions to the defining 
technologies of the 20th century—the atomic 
bomb, the computer and game theory (a 
branch of mathematics underpinning disciplines 
from risk management to nuclear strategy to 
modern derivatives trading}~a fact recognised 
by The Financial Times in naming Hungarian 
Janos Neumann as Man of the Century. 
Hungary's recent strides in research and 
development are again demonstrating the 
potency of the intellectual capital that is 
perhaps the country's greatest asset. 

Take mobile telephony, one of the world’s 
fastest growing industries. Hungary is the only 
country in Central and Eastern Europe in 
which advanced R&D is being done, with 
nearly every major manufacturer present. 
Sweden's Ericsson has a staff of 250 including 
70 theoretical mathematicians on the payroll 
while rival Nokia of Finland has 350 people 
writing software at three locations around the 
country and is looking to hire a couple of 
hundred more. Motorola is about to begin 
handset production and is considering the 
establishment of an R&D facility. 

“We would like to capitalise on this natural 
advantage,” says Mr Matolesy, who is 
responsible for the recently unveiled 
multibillion-dollar national development plan, 
named after Count Istvan Széchenvi, the 19th 
century innovator who contributed to 
Hungary's technological modernisation, 

The plan’s e-projects set the ambitious goals 
of putting a PC in every household and giving 
the younger generation free internet access. And 
to meet the increasing demand for IT and 
computer science experts and 
mathematicians—~whose continued availability is 
of critical importance to further inward foreign 
direct investment (FDD)-10,000 additional 
places in the relevant curricula at technical 
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universities and colleges will be assured. "I like 
the British slogan, ‘Feed vour gray matter,” 
says Mr Matolesy enthusiastically. 

Other hor R&D areas are automotive, 
electronics, environmental and pharmaceuticals, 
with the likes of Audi, General Electric and 
Knorr-Bremse active through their Hungarian 
subsidiaries while indigenous pharmaceutical 
maker Richter Gedeon conducts contract 
research for western firms. The minister is 
particularly bullish on pharmaceuticals. 

As most of Hungars’s big pharmaceutical 
manufacturers were privatised in the 1990s and 
major US and French producers have 
established a significant presence, small and 
medium-size enterprises (SMEs) are on the 
verge of cashing in on a supply of highly 
trained engineers coming on stream. "I foresee 
explosive growth in pharmaceutical SMEs in 


the coming years,” Mr Matolesy declares. 





Accordingly, the government has prioritised 
the sector in its SME policy. A contemplated 
modification of the Budapest Stock Exchange's 
listing requirements would follow western 
practice of easing the entry of companies 
having short operating histories but perceived 
large growth potential, enhancing the ability of 
Hungarian pharmaceutical SMEs to tap 
equity markets. 
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More generally Mr Matolcsy sees SME 
growth at the heart of the Széchenyi Plan. "On 
the one hand we'd like to attract more FDI 
from the big names already settled in Hungary, 
like Audi, General Motors, IBM, Philips and 
Suzuki, while on the other hand we'd like to 
support and encourage the SME sector,” he 
states. "SMEs benefit from both increasing 
domestic consumption as well as the presence 
of multinationals, with which SMEs integrate 
as suppliers of both goods and services, 
including relating to R&D." 

The government claims three important 
roles for itself in this process, beginning with 
infrastructure development. A pronounced 
regional divide within Hungary indicates a sore 
need for new roads and bridges. For instance 
SMEs in Debrecen, Szeged and Pécs in the 
southern and eastern. parts of the country don’t 
benefit from FDI as much as in areas more 
easily reached via motorway. “By developing 
physical infrastructure, we will further open up 
the country for foreign and domestic 
investors,” declares the minister. 

Second, a government-mitiated venture 
capital fund. backed by contributions from the 
Ministries. of Finance and Economic Affairs and 
with the participation of ten large Hungarian 
banks will open its doars in September, 
According to the minister, a key feature will be 
a provision allowing investee firms to buy back 
the fund's shares after five years, 

The third leg of the government's program 
is the integration of SMEs and multinationals. 
To that end the ministry will play the midwife’s 
role in setting up working groups among 
multinationals, whose task will be to identify 
SMEs that are potential suppliers for them. 

Such rapid growth in the strategically 
important R&D and SME sectors holds 
profound implications for the country’s 
economy. Mr Matolesy (whose targeting of 7% 
economic growth on behalf of the eventually 
victorious Fidesz Party during the election 
campaign two years ago got noisy jeers from a 
not entirely objective Hungarian economic 
community) can barely disguise his delight over 
the fact that expansion in the fourth quarter of 
1999 reached 6%, a rate he expects to be 
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maintained this year, with sound macro- 

economic indicators to boot. 

l Significantly, Hungary is not alone. Mr 

:- Matolesy points to countries including Ireland, 
Portugal, Spain, Hungary, Poland, Estonia and 

< Finland, that form what he calls a "new 
European rim,” similar to the Pacific rim. 

"After fast growth in some segments of 

Europe’s outer zone in the 1990s, we are 

nding robust expansion hand-in-hand with 

le macroeconomic indicators along the 

‘European rim,” observes the minister, 

id the rim could prove crucial for the EU, 

hich may have difficulty competing with the 

th American and Asian trading blocs based 

on the growth rates of mature economies such 

s France, Germany and Italy alone. When this 

“trend is enhanced by productive R&D, it 

“indeed bodes well for our future." 








MOL's R&D strategy 
Eureka 
In recent years Hungarian oil and gas group 
MOL has not only racked up enviable revenue 
and operating profit growth (18% and 16% 
respectively in 1999 compared with 1998) 
but has made organic and more recently 
acquisitive inroads into the surrounding 
Countries, witness its recent acquisition of a 
36.2% initial equity interest in Slovak oil 
company Slovnaft. 

One factor in MOL's success is the 

-strength of its research and development 

operations, which have been instrumental in 
establishing the corporation as a regional 
market leader capable of setting quality 
benchmarks. R&D has also enhanced 
profitability by helping MOL keep a lid on 
production costs and was chiefly responsible 
for the environmental accolades MOL 
recently received. 

Only a few weeks ago the corporation was 
accorded, in ceremonies attended by Prime 
Minister Viktor Orbán, the Eighth Hungarian 
Innovative Grand Prize of the Economic and 
Environmental Ministries for its development 
of environmentally friendly motor fuels. 

"The MOL team of professionals 
developed the technologies without acquiring 
any foreign licenses," said Gyérgy Mosonyi, 
chief executive officer. "It is our strategic aim 
to meet EU requirements even before 
accession. Accordingly, we have already 
refurbished two units in our refinery." 

"The winning technologies were developed 
by a team of about ten people, average for our 
developmental projects, with four from R&D 
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and the rest from MOL's Danube refinery and 
investment department," says MOL’s R&D 
Director Gabriella Szalmas, whose department 
was responsible for the preparation and design 
of the technologies as well as the technical 
supervision during their implementation. 

Indeed, in some measures MOLS fuels 
exceed requirements of the EU, which last year 
further reduced the allowed benzol and 
aromatics contents of gasoline as well as the 
sulphur component of diesel fuels. 

“EU environmental rules represent a major 
and costly challenge to the firm, which has 
spent roughly FtS billion ($22m) over the past 
two years to improve the quality of its motor 
fuels,” asserts Ms Szalmas. What’s more, 
MOL has another Fr40 billion project under 
way for residue upgrading, the aim of which is 
to make MOL’s entire product mix more 
attractive, increase the output of so-called 
white products (such as gasoline and diesel 
motor fuel) and to phase out high sulphur 
content fuel oil. The project includes the 
installation of new plants (such as a delayed 
coker and hydrogen plant) and the 
refurbishment of existing ones, including a 
diesel fuel desulphurisation line. 





Source: MOL Hungarian GH it Gas Co. 


For all its creditable work the R&D 
department could not escape the company- 
wide downsizing, which will halve its staff to 
110 by year’s end. "We must improve our 
efficiency along with the rest of the corp- 
oration,” says Ms Szalmas. That means 
changing the way the department operates and 
concentrating on programs that could 
represent significant added value for MOL. 
While in the past staffers were incentivised to 
secure patents, MOL is increasingly following 
international practice of rewarding practical 
success rather than attempting to pile up 
patents of dubious value. "We register a patent 
only when it has good international sales 
potential," says Ms Szalmas. 

Under a system being phased in this year, 
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R&D department heads will enjoy 
management ranking. This has helped to 
retain key research staff, even in cases where 
other firms have dangled higher salaries. 
Researchers also. like MOLS recently 

launched in-house internet database, which 
permits.close link s with other departments. 
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stivtegic planen, which determines what 
product developments the firm should 
undertake. "Ineach case we work out a 
three-year strategic plan, which is reviewed 
and revised annually, and in which we specify 
the quality criteria and the technological 
changes or new technologies that must be 
implemented," explains Ms Szalmas. 

R&D’s work also includes feasibility 
studies for the company’s upgrades, 
preparatory appraisals for possible license 
acquisitions, evaluations of in-house projects, 
planning for energy conservation methods 
and the investigation of relevant customer 
complaints. 

Some R&D studies end ap scurttling 
unworthy projects, or they may result in an 


for a distillation unit that reduced its energy 
use by a third. With profit improvement and 
energy conservation being the key goals, a 
major analysis is under way with the 
participation of consulting and engineering 
companies, that has set a cost-saving goal of 
30 cents per barrel for MOLS refineries. 
Other studies have led to stepped up activity 
in the field of environment, including 
operational wastewater treatment and 
hazardous waste disposal projects, 

As a cost centre with such a broad 
mandate, it’s not easy to quantify R&D's 
value added to MOL. But the operation’s 
standard practice to look not only at the 
technical but also at the economic aspects 
of processes.and products doubtless plays 
a key role in MOVs deepening market 
penetration—and the annual magnitude of 
that value added is likely in the billions 
of forints. 
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EUROPE 


majority. But he has by no means ruled outa 
coalition with the liberals. If such a partner- 
ship took place in Dusseldorf, the prospect 
of a similar one in Berlin would become 
more likely. And, were that to happen, the 
flavour of Germany’s government could dis- 
tinctly change—in economic policy, in a 
more liberal direction. 
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Austria 


Is Haider in or 
out? 


BERLIN 


T LEAST one person sounds clear about 
the meaning of the resignation of Jorg 
Haider as leader of the far-right party he has 
built into Austria’s second-biggest political 
force. “The Freedom Party is still Jorg 
Haider’s party!’ declared Susanne Riess- 
Passer, Austria’s vice-chancellor and Mr 
Haider’s successor, before nearly 700 dele- 
gates at the party’s annual congress on May 
ist in Klagenfurt, capital of Carinthia, the 
mountain province governed by Mr Haider. 
The party’s new team of leaders would, she 
promised, continue to stand for “Haider's 
spirit, vision and ideals” and pursue his poli- 
cies. Mr Haider, for his part, pledged to re- 
main “100% behind” his former lieutenant. “I 
would put my hand in the fire for her!” 
None of this rules outa bid by Mr Haider 
for the chancellorship at the next general 
election, due by 2004. But it is unclear, be- 
hind the protestations of mutual loyalty 
among Freedomites, whether anything has 
changed. Mrs Riess-Passer, who joined Mr 
Haider as his press officer soon after he took 
over the party in 1986, is reputed to be tough 
and have a mind of her own. A lawyer mar- 
ried to a Freedom Party man who was dep- 
uty mayor of Innsbruck, she has impressed 
even her severest critics with her compe- 
tence as vice-chancellor and her moderate 
tone since taking the job three months ago in 
the government of Wolfgang Schiissel, who 
heads the centre-right People’s Party. 
Mrs Riess-Passer has expressed none of 
Mr Haider's provocative pro-Nazi sympa- 
thies, nor has she spoken ill of immigrants. 
And she has sometimes slapped down min- 
isters from her own party who have refused 
to toe the government line. When Karl-Heinz 
Grasser, the bright young Freedomite fin- 
ance minister, suggested that Austria should 
delay payment of its dues to the European 
Union in protest against continuing sanc- 
tions by fellow £u countries against Austria, 
she firmly announced that that was not part 
of her government's policy. When Michael 
Schmid, the Freedomite transport minister, 
said he still supported the aims of another 
far-right movement to which he used to be- 
long, and which is dedicated to opposing 
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any further ev expansion to the east, 
she pointed out that the government 
programme, which the Freedom 
Party had signed, clearly commits 
Austria to backing enlargement. And 
when pamphlets against enlarge- 
ment were circulated by Freedom 
Party supporters in local elections in 
Upper Austria, she ordered them to 
be pulped. 

Like most Austrians, Mrs Riess- 
Passer is angry about the eu’s ostra- 
cism, and backs Mr Haider’s call for a 
national referendum to show how 
strongly her countrymen, and not 
just those in the Freedom Party, feel 
that the sanctions are wrong. But she 
rejects Mr Haider's suggestion that 
Austria should think of pulling out of 
the £u in protest. Opinion polls sug- 
gest that three-quarters of Austrians, 
who are among Europe’s richest peo- 
ple and have one of its lowest unemp- 
loyment rates, would be against withdrawal. 

In any event, the Freedom Party is wor- 
ried that since joining the government its 
support has dipped by a third, from a peak 
of 33% in January. Mrs Riess-Passer wants to 
reassure its backers, across the spectrum. 
Hence the far-right party faithful are being 
told that Mr Haider's formal resignation 
from the party leadership means no change 
in direction, while more middling voters are 








Haider and Riess-Passer are still close 


being impressed by the party’s new image of 
responsibility and moderation. 

Regional elections later this year may 
show whether the Freedomites, with or 
without Mr Haider formally at their helm, 
can have it both ways. Until then, Mr Haider 
and Mrs Riess-Passer can be counted on to 
hedge their electoral bets with a kind of dou- 
ble act. And the sanctions that Austria’s Eu 
partners have pledged to keep on are more 
likely to help than hinder their party’s cause. 





Turkey 


Poised for a new president 


ANKARA 


HEN President Suleyman Demirel 

held a dinner last November at his 
“pink palace” in Ankara, Turkey’s capital, in 
honour of President Bill Clinton, the Ameri- 
can secretary of state, Madeleine Albright, 
found herself seated next to a balding, quiet 
man whose place-card identified him 
merely as Ahmet Necdet Sezer. Unim- 
pressed, she asked to be seated instead next 
to Turkey's foreign minister, Ismail Cem. The 
right move? Perhaps not. Mr Sezer is set to be- 
come Turkey's new president. 

Until last month, few Turks, let alone for- 
eigners, had ever heard of Mr Sezer, a judge 
who heads the constitutional court. Mr De- 
mirel, on the other hand, was considered so 
crucial to Turkey’s stability after a fresh 
spasm of political and financial shenanigans 
that many Turks reckoned the prime minis- 
ter, Bulent Ecevit, was right to try to change 
the constitution in order toextend Mr Demi- 
rel’s term of office. Too many members of 
parliament, however, disagreed, denying Mr 
Demirel the two-thirds majority needed to 
change the constitution and let him stay on. 
So, in a third round of voting in parliament 
on May sth, Mr Sezer looks odds-on to get the 


nod. If so, he will take office on May 16th. 

As names of a would-be successor to Mr 
Demirel began to fly around last month, the 
generals, who still consider themselves the 
ultimate arbiters of Turkish politics, began to 
fret. The usually tight-lipped chief of the gen- 
eral staff, General Huseyin Kivrikoglu, de- 
clared that the armed forces were “very con- 
cerned” about who would become the next 
president. Several top soldiers, it seems, are 
queasy about the new man. 

What is known about him? And will he 
have the power to make a difference? The 
answer to the first question is: not much. He 
is 58and comes from Afyon, a western prov- 
ince noted for its opium poppies. As a judge, 
he has won a reputation for probity. He can 
also be prickly: when Mrs Albright insisted 
on switching places at dinner, he was said to 
have gone home ina sulk. 

The answer to the second question is: 
quite a bit. Though Turkish presidents are 
meant, on paper, to be above politics, in 
practice they have wide powers. For one 
thing, they chair the National Security Coun- 
cil, a key body that deals with internal secu- 
rity, intelligence and foreign policy. The 
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views of the generals, who make up half the 
council’s numbers, usually prevail. But Mr 
Demirel became a crucial mediator between 
the council's politicians and soldiers. Mr 
Sezer will strive to do the same. 

Turkey’s president also sets the tone for 
the country as a whole. Should Mr Sezer de- 
clare, for example, that Turkey’s 12m or so 
Kurds should be allowed to educate their 
children in their own tongue, the generals 
might find it awkward to contradict him in 
public. Indeed, the reason that some generals 
are twitchy is that Mr Sezer has already said 
as much, in a speech he gave earlier this year 
to celebrate the 38th anniversary of the 
founding of the constitutional court. In the 
sameaddress, Mr Sezer also said that the arti- 
cles of the constitution banning free speech 
should be dropped, and that rulings made in 
military courts, which are where Kurdish re- 
bels and other dissidents are often tried, 
should be subject to appeal. 

Not surprisingly, few generals ap- 


Crimea’s sad Tatars 


SIMFEROPOL 


VISITOR walking up the shabby stairs 

of the Crimean Tatars’ Mejlis (head- 
quarters) in the regional capital of Sim- 
feropol sees four oddly assorted but telling 
pictures. The first and biggest is a faded 
portrait of Numan Celebicihan, certainly 
notone of Europe's best-known politicians 
but a figure of huge importance for the Ta- 
tars. He was president of the Crimean rep- 
ublic, which for a year after the Russian 
revolution gave the Tatars their first, fleet- 
ing and only taste of modern statehood. 
Celebicihan and his government were shot 
by the Bolsheviks. 

Facing him is Andrei Sakharov, the So- 
viet Union’s best-known human-rights 
campaigner. On May 18th 1944, Cri- 
mea’s Tatars were deported to Cen- 
tral Asia on Stalin’s orders. They 
gratefully remember the support 
they got from Soviet dissidents as 
they struggled for the right to return. 
Next comes Vyacheslav Chomovil, a 
leading Ukrainian nationalist and 
dissident, also dead. Tatars strongly 
support Ukraine’s independence, 
seeing it as a counterweight to Cri- 
mea’s detested local authorities, 
which are run by ethnic Russians. 

The fourth picture is an out-of- 
date calendar, bearing a small photo- 
graph of Kemal Ataturk, the founder 
of modern Turkey, along with the 
flags of the world’s Turkic-speaking 
peoples, six of them with statehood, 
several dozen without. Tatar, like Uz- 
bek, Azeri and many other languages 
ook former Soviet Union, is close to 
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plauded. Indeed, some may 
welcome a last-ditch legal 
challenge mounted against 
Mr Sezer by Aydin Mende- 
res, an independent member 
of parliament, to stall his 
election as president. Mr 
Menderes says the constitu- 
tion forbids a serving judge 
from being elected president 
and that Mr Sezer omitted 
formally to leave his judicial 
job before he plumped for 
the grander one. 

In any event, Mr Sezer is 
no revolutionary. He is solidly secular, 
which means he will be wary of giving too 
long a leash to the Islamic-minded Virtue 
party, even though it has backed his candi- 
dacy in parliament. And he firmly upholds 
Turkey's cherished concept of the unitary 
state, which means he will oppose the cause 
of Kurdish separatism, though Kurdish civil 
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rights are another matter. Asa 
judge, he agreed that three 
pro-Kurdish parties as well as 
Virtue’s predecessor, Welfare, 
should be shut down. On the 
other hand, he voted against 
the recent banning of an- 
other small Kurdish party. 
But Mr Sezer will have to 
learn on the job. He is a politi- 
cal novice and knows little of 
foreign affairs. He speaks no 
foreign language. As Turkey 
seeks to startnegotiating with 
the European Union to join 
that club, while striving for greater influence 
in both the Balkans and the Caucasus, he 
may find himself sidelined. Mr Demirel, 
who played a big role abroad and at home, 
will be hard to follow. But if Mr Sezer uses his 
judicial skills and integrity to good effect, he 
could be the man for the moment. 








Turkish. Turkey contains a large Tatar dias- 
pora—s5m-strong, according to the Mejlis. 
Tatars feel the same melancholic envy for 
Turkey that Estonians under Soviet occu- 
pation used to harbour for luckier linguis- 
tic cousins such as the Finns. 

The combination of lingering historical 
injustice and latent pan-Turkic national- 
ism provokes extreme hostility from Cri- 
mea’s Russians, who make up about two- 
thirds of the peninsula’s 2.7m people, 
whereas the Tatars number less than a 
tenth. Sergei Shubainikov, leader of the 
Congress of Russian Communities, insists 
that the Tatars deserved to be deported be- 
cause they collaborated with the Nazis 
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Black Sea 


ainixov has little sympathy. The Tatars, he 


during the second world war. 

Nowadays, he maintains, the Tatars 
are hand-in-glove with the Chechens, and 
help run secret training camps with other 
Islamic extremists. There is certainly great 
sympathy among the Tatars for the Che- 
chens’ plight. The impoverished Tatar 
community is looking after 200 Chechen 
orphans. The Ukrainian security services 
say they have arrested a handful of sus- 
pected Chechen guerrilla fighters. 

But the Tatars’ concerns are mainly 
practical. They want their language, which 
is barely taught in schools, preserved; and 
they want Crimea’s land reformed and the 
property that was confiscated after their 
deportation given back. So far, none has 
been. Lastly, with two-thirds of their peo- 
ple unemployed, they want jobs. Mr Shub- 


breezily says, should have stayed in 
Central Asia. “They were happier 
there, among their own kind.” 

The big question is whether the 
Crimean calm of the past few years 
will survive. Chechnya is a distant 
danger. Russia is another, closer to 
home. The Kremlin arbitrarily handed 
Crimea from Russia to Ukraine in 1954, 
when internal Soviet borders meant 
next to nothing. Many Crimean Rus- 
sians hope that Russia’s new presi- 
dent, Vladimir Putin, will restore Cri- 
mea—or, better, all Ukraine—to Russia. 

But visiting Russia’s Crimean na- 
val base at Sebastopol last week, Mr 
Putin was at pains to stress that he was 








SLRS touring a Ukrainian city. A polite ges- 
kau Ase Am} ture to Ukrainians, but no comfort for 
Re TURKEY 7 the sad, half-forgotten Tatars, who 
Sa 500 Km ) dream of the days when the balmy 





] peninsula was mostly thems. 
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EIS about as good as it gets, it is probably not enough, and it 

may not last. Most of Ukraine's reform-minded politicians 
and most of the country’s friends in the West consider Viktor 
Yushchenko the best prime minister Ukraine has had since inde- 
pendence. Unlike most of the country’s powerful figures, he is nei- 
ther visibly corrupt nor hankering for the old certainties of the So- 
viet era. As chairman of the Central Bank, he oversaw the birth of 
the hryvnya, the national currency, one of Ukraine’s rare ecori- 
omic successes. As prime minister, his agenda is a sensible mixture 
of long-overdue privatisation and other reforms. Ukraine’s parha- 
ment, which has doggedly blocked such notions in the past, has 
now backed his programme and pledged not to try to oust the gov- 
ernment for a year. 

“The next step”, says Mr Yushchenko, “is serious systemic re- 
form.” His difficulty is that the most necessary changes are the 
ones he is least able to bring about. Ukraine's story so far has been 
of painfully achieved macroeconomic 
stabilisation (not least thanks to 
around $10 billion from the West), and 
microeconomic stagnation. Although 
some enterprising types have estab- 
lished good businesses, most of Uk- 
raine’s industry is state-owned, ex- 
tremely inefficient, riddled with 
corruption and run by managers who 
show no sign of wanting to change. 
Their shortcomings are exacerbated 
by an unreformed Soviet-style bu- 
reaucracy which seesevery silly rule as 
a nice source of income. 

This consigns most of Ukraine's 
som people to poverty, while making a 
few of them very rich. Energy-guzz- 
ling, often loss-making, industries also 
keep Ukraine worryingly reliant on 
Russian fuel. The resulting debts, of at 
least $1.4 billion, might one day give 
Russia a means of dictating political 
terms to a country whose indepen- 
dence still has only shallow roots. 

After taking office last December, 
Mr Yushchenko’s first big feat was to 
fend off a default on Ukraine's $2.6 bil- 
lion debt to western bond-holders by 
negotiating a restructuring agreement, 
albeit one that may create more trou- 
ble later. He has also shoved a tight budget through parliament 
and made a start on administrative reform, creating a cabinet sec- 
retariat that tries to stop ministers acting as rival chieftains. 

But the real problems in government will nat be solved by bet- 
ter co-ordination. Few doubt that the shots are called not by the 
prime minister but by a few Ukrainian tycoons, When the cown- 
try’s largest aluminium works were sold off in March, each of the 
three permitted local bidders was tied to the same company (Rus- 
sian, as it happens). One of the largest metal enterprises in the 
country, Krivoirojstal, recently announced—apparently without 
fear of retribution—that it would not be paying back a govern- 
ment-guaranteed foreign loan of DMisom. A new deputy-prime 
minister for energy is a businesswoman who formerly specialised 
in barter deals; her plan for reform is to set up lots of intermediary 
companies, a giant step in the wrong direction. 

The future looks bleak. Mr Yushchenko faces big political pro- 


Viktor Yushchenko, Ukraine's faint hope 















blemson three fronts. The first, surprisingly, is the West, which lob- 
bied hard for his appointment. Questions are being thrown at Mr 
Yushchenko himself over a scheme to use the Central Bank’s re- 
serves to prop up the market in short-term government debt in 
1996 and 1997. Though he faces no public allegation of personal 
wrongdoing, Mr Yushchenko’s first denials that any unorthodox 
methods had been used, followed by a claim that underlings had 
run the scheme without his knowledge and then by repeated de- 
laysin publishing a detailed audit of the bank’s dealings in the per- 
iod concerned, have all damaged his standing, “There can be dif- 
ferent evaluations of this from an ethical point of view,” he says, 
looking glazed. “There are a lot of nuances.” 

The row will probably blow over, if only because the West 
seems to have turned a blind eye to the oddities when they were 
happening. Moreover, western governments desperately want 
Ukraine to succeed and see the westward-looking Mr Yush- 
chenko, whose wife happens to be 
American, as just about the last hope. | 
The row has aroused little interest in | 
Ukraine, partly because the media are | 
docile. Besides, many people believe it | 
has been stirred up by the prime min- | 
ister’s enemies. 

That may be too conspiratorial. | 
But many Ukrainian businessmen | 
would be upset if their cosy arrange- _ 
ments were disrupted. A prominent | 
banker purrs: “The best thing Mr Yush- | 
chenko can do is leave us alone.” Uk- 
raine’s powerful tycoons have been 
backing Mr Yushchenko so far, chiefly | 
because they believe that privatisation | 
will let them gobble up even more of 
the country’s industry. 

If he starts treading on their toes, | 
they will kick back hard,perhapseven | 
lethally. A reform-minded mentor, Va- | 
dim Hetman, was assassinated in 1998. | 
“Already some people are saying that, | 
if they can’t stop him politically, they | 
will stop him physically”, says one of | 
Mr Yushchenko’s closest friends. Such 
people worry about his habit—unique | 
among Ukraine’s grandees—of driving 
himself to work and living in his own 
flat rather than in the safety of a gov- 
ernment compound. At weekends he occupies a self-built dacha. 

Hostility from vested interests would matter less if Mr Yush- 
chenko had a political base. Though ordinary Ukrainians like his 
style, there is no strong reformist party to back him. His govern- 
ment’s majority is shaky. And he cannot count on much support 
from the president who appointed him: re-elected last year, Leo- 
nid Kuchma was all but instructed by the West tochoose Mr Yush- 
chenko as prime minister. Relations are chilly. 

All this has meant at best a slow starz. “How do you restore 
trust in reform among people for whom the term is a swearword?” 
he asks, arguing that when the public sees that pensions and 
wages are being paid promptly, support for the government will 
rise. For the time being, he says, his programme is the maximum 
that the fragile pro-government majority in Ukraine’s parliament 
will tolerate. Poor Ukraine. One step forward and—unless the 
beefy Mr Yushchenko proves exceptionally lucky-—one step back. 
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If there are so many banks that 
offer so many credits with so 
lower interest, something good 


is happening in our country. 


We have a clear and right economic strategy. 


We have the credit. Let's have confidence. 
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De la Rua: new president for a country still to be renewed 


Getting from here to there 


BIG hand for Ramon Sanchez, the singing cop of 
Mendoza. He has a fine voice, a tuneful reper- 
toire (Argentines still enjoy a good tune) and a splen- 
did rapport with his audience. We shall meet him 
again. Let him be a symbol to Argentina: he makes 
good use of his natural advantages. Yet if Officer 
Sanchez wants to display his talents on a grander 
stage than that of his province's police band, he 
needs to market them. So does his country. It was 
once prosperous and proud. If it is to be so again, it 
and its new president, Fernando de la Rua, need not 
only to develop its resources, human and natural, 
but to sell them, to itself and to the world. 
Argentina today is a half-way house, a second- 
world country. On one level, it has to compete with 
rich countries, skilled and geographically favoured; 
on another, with next-door Brazil, its big market and 
competitor, barely out of the third world, with 
wages far below Argentina’s, but a managerial elite 
just as clever. That is the economic conundrum. 
Socially and politically, too, this is a half-way 
house. Nearly all Argentines are literate, many 
highly educated. Yet income inequalities recall the 
third world, with a few seriously well-off, many seri- 
ously poor, and a once-thriving middle class that 
has been squeezed downwards. Parts of the far 
north are dirt-poor compared with richer provinces, 
let alone cities such as Buenos Aires or Cordoba. 
The institutions of democracy too are in this 
half-way state. In theory, they date from the day Ar- 
gentina threw off Spanish rule in 1816. Its men 
achieved full adult suffrage in 1912, sooner than Brit- 
ain’s. But for most of that time the reality of gov- 
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ernment has been oligarchy at best, often autocracy 
or, as late as 1976-83, crude military rule. Few Argen- 
tines look back nostalgically to those seven bad 
years, often recalled as “the dictatorship”. Yet, bar a 
vigorous press, the mechanisms of true democ- 
racy—legislatures that work, accessible, fair and ef- 
fective administration, police, courts and much 
else—are still only spluttering into life. 


The good old days 


Argentina’s economic heyday was a century or so 
ago. The country had few people: under 8m by 1914, 
against 37m now. But wide spaces of fertile land, 
railways (often British-built) and the new science of 
refrigeration had made it the supplier of meat and 
grain to Europe. You can still see relics of those days 
in and around Buenos Aires: amid the skyscrapers 
and slums, a Congress building rivalling any in Eu 

rope, mock-French or neo-colonial palaces, art- 
nouveau town-houses, a financial district of mar- 
bled halls worthy of London; in the countryside, 
where the relentless spread of the metropolis has 
not engulfed them, estancia houses that recall the 
United States’ plantation South. 

Yet the splendour was delusory. With the 1920s 
came agricultural depression, then world slump and 
a world flight to trade protection. In 1930 Argentina 
entered an age of authoritarian rulers, dreaming of 
state-directed industrial autarky. Worse followed 
after 1945: while the world began to reinvent market 
forces, Juan Domingo Peron decided that the state 
must not just direct the economy, but own great 
chunks of it. On top, he bolted Mussolinian notions 





Argentina can 
catch up with 
the rich world, 
says Stephen 
Hugh-Jones, but 
its economy, its 
institutions and 
its society will 
have to change 
on the way 
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of a corporate-cum-nationalist society and a new 
global notion, the welfare state. Argentina slid into 
economic decay and repeated military coups, cul- 
minating (with help from the cold war) in left-wing 
violence and the far uglier state terrorism of 1976-83. 

Democracy was restored, and well restored, un- 
der President Raul Alfonsin, of the Radical party, in 
1983-89. Not so the economy. The hyperinflation as 
his term ended is seared into Argentine memories. 
Voters do not all share the scom for statist econom- 
ics now in vogue among experts. But inflation? 
Never again, say all. 

It took a pseudo-Peronist, President Carlos Me- 
nem—his Justicialist party still calls itself Pero- 
nist—to undo Peron’s legacy. In his first term, 
1989-95, he privatised widely, if not always well, low- 
ered tariffs and invited foreigners into once-sacred 
domains such as oil and mining. He bound Argen- 
tina into Mercosur, a new common market linking it 
with Brazil, Uruguay and Paraguay. Above all, his 
economic team, led by a non-party economist, 
Domingo Cavallo, killed not just hyperinflation but, 
it appears, inflation itself. Prices last year, with aid 
from a sharp recession, fell by 1.8%. 

The miracle remedy was a 1991 law tying a new 
currency, the peso, one-for-one to the dollar, and 
forbidding the central bank to print pesos in excess 
of the international reserves it holds to back them. 
This is fierce medicine, risking sharp falls in liquid- 
ity, as when dollars flooded out during the Mexican 
“tequila crisis” of 1994-95, but it works. 

That crisis helped to bring Mr Menem a second 
term (of four years, after a constitutional change to 
let him run at all) in 1995. Unemployment was 
rocketing, But voters would not risk changing the re- 
gime that had brought currency stability out of 
chaos. And then? Then, in the standard view, Mr 
Menem’s reforms stopped; and in 1996, to com- 
pound his error, he discarded Mr Cavallo. 





The standard view, as often, is exaggerated. In 
his first term, Mr Menem had privatised the state oil 
monopoly, yer; the telecoms monopoly; sundry 
electrical, gas and water companies; Aerolineas 
Argentinas; two television channels; steel and petro- 
chemical firms; and much else, down to grain eleva- 
tors, hotels, even racetracks. He had put out to con- 
cession 10,000km (6,200 miles) of potential toll 
roads, 25,000km of railways, the Buenos Aires sub- 
way, ports and more. The state welfare system was 
run down in favour of private pension schemes. At 
federal level (the provinces lagged) that did not 
leave much to sell: airports, which went in 1998; the 
big Banco de la Nacion, prime source of farm credits; 
and the huge Yacyreta hydro-electric dam, shared 
with Paraguay, on the Parana river. Today, just 
about anything that moves, even the postal service, 
is in private hands. 

Yet the reforming zeal had indeed gone. In tele- 
coms, where one state monopoly had given way to 
two regional private ones, some services were 
opened to wider competition. But talk of selling the 
Nacion bank fizzled out. So, largely, did attempts to 
reform the tight labour laws, dear to the still genu- 
inely Peronist trade unions. And parts of the state 
still barely moved at all—notably, its tax-collectors. 

Worse, the regime began to give off strong whiffs 
of corruption. The charges may not all be true, but 
you could fill a book with them (and once privatised 
himself, Mr Cavallo did just that). And they were 
widely believed. Governing politicians and officials 
were seen as on the take, judges as bent, and the po- 
lice as both; indeed some police, especially in Bue- 
nos Aires province, which is run separately from the 
capital city, as criminal. When a new-born Alli- 
ance—the ancient Radical Union plus Frepaso, a re- 
cent, leftish front—challenged all this in the 1997 
congressional elections, it won. As last October's 
presidential vote approached, the writing was on 
the wall for the Justicialists. They duly fell off it, and 
have not yet put themselves together again. 

The new president, Mr de la Rua, from the Radi- 
cal wing of the Alliance, faces huge challenges. So do 
all Argentines; not least the Justicialists, who still 
govern many provinces, notably giant Buenos Aires. 
For if Argentina is to look the first world in the face 
as an economic and political equal, people and poli- 
ticians alike, all of them, must play their part. 


Work to be done 


The challenges facing Argentina are not unique to it, 
and are not new. Had they been tackled earlier and 
better, they would be easier now. And amid all the 
mud now hurled at Mr Menem, it is fair to remem- 
ber that he did tackle the economic ones, albeit im- 
perfectly. Nor are the socio-political weaknesses all 
or even mainly his fault. Like most countries, Argen- 
tina knew inequality and abuse of power long be- 
fore his day. Many Argentines are harsh about their 
ex-president. They should recall where he started 
from, before lamenting where he left them. 

That is still far from where they ought to be. 
How do they get there? Of the hurdles on their path, 
the nearest is the lowest: a return to solid growth 
after 1999's recession. That is under way. 

The next will be harder: public finance. As part 
of a new stand-by deal, Argentina has just promised 
the ime that it will reach fiscal balance in 2003. Such 
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promises are not new. Keeping them would be. 
©The long-term economic task is harder still: to 
make Argentina’s products durably competitive, 
even while its peso, via the dollar, is tied high not 
just against Brazil’s real, devalued last year, but 
ost other currencies too. The important word here 
lurably”. A lower dollar would help. The recent 
at. from last year’s whopping interest rates will 
$o. But the only long-term answer is products and 
rvices of higher added value and better sold. That 
ducation and skills, enterprise and opportu- 
clichés, all true. 

Here the economic challenge becomes a socio- 
lone. Education is the key not only to a 
society but a better one; not least, although 
gly few of the elite name this as a priority, one 
in keep its people in work. Yet for decades the 
quality of education has been sliding. Now a few 
‘observers detect an upturn. That may be a mirage, 
. but certainly the new government is eager to help. 
-Atthis point, though, economics intervenes again. 
The most telling statistics you will find (not eas- 
ily) in Argentina are those of teachers’ pay. This was 
once well above a typical skilled worker’s. It is now 
well below. And that is an average; many earn less. If 
you pay peanuts, in the end you really do get mon- 
keys. But where does teachers’ pay come from? 
Mostly, public funds, especially provincial ones. 
~ And these are in deficit, especially in the provinces. 








TART with the macro-economy, The recession 

was bad, 3% off cpr last year. But the bottom 
came in mid-1999, and. that year's last quarter 
brought decent growth. Despite a tax rise an- 
nounced almost as soon as Mr de la Rua took office 
on. December ioth, the new economy minister, Jose 
Luis Machinea, talks of 4% growth this year. 

One thing certainly is going right. The markets 
have sharply reduced Argentina’s “country risk” 
rating: in March the government placed a €500m 
| bond at 200 basis points below a similar issue in 
| January. Internal interest rates too have fallen; and, 
given most Argentines’ strong support for the peso- 
| dollar tie, known simply as “convertibility”, there is 
l no good reason why rates should not go on falling. 
| More good news has come from abroad. The re- 
cession was sparked off by world reaction to Rus- 
sia’s troubles in mid-1998, and, more seriously, by 
Brazil’s currency troubles later that year.These put a 
useful market--Brazil buys about 2% of Argentine 
GpPp—into recession. Then, in January 1999, Brazil 
devalued sharply. Suddenly Argentina’s big next- 
door rival could sell 30-35% cheaper. But Brazil is 
now back to growth; its real has risen again; and the 
predicted avalanche of its goods into Argentine 
markets did not materialise. 

Yes, but. World prices of food, a big item in Ar- 
gentine exports, are dithering. Manufacturers in 
many sectors are still uneasy. Most car makers have 
been working at half speed, unable to sell profitably 
to Brazil. A high oil price sounds helpful for Argen- 
tina, a net exporter, but only the oilmen (notably, 
Repsol, the Spanish owner of vpr) see the benefit. To 
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Turning red into black 


ARGE 


If the deficit is not cut, the imp will get shirty, and 
global financiers with it. And then? There are many 
ways out of that spiral. But it all comes back to soci- 
ety: it must decide what it wants, and how to pay. 
That hints at the biggest challenge of all, one that 
no country, let alone its president single-handed, 
can hope to answer within four years, or even eight 
if Mr de la Rua gets a second term. The task is to re- 
construct civil society: to build a nation of both: 
opportunity and equity, of democracy and goo: 
governance, able to quarrel, yet at peace with itself. 
Less Peru or Venezuela, more Switzerland. 
Many Argentines will reject that diagnosis, After. 
all, the generals are back in their barracks; the coun-. 
try has held umpteen federal and provincial elec- 
tions, most of them decently run, with results peace- 
ably accepted; it has weathered repeated economic 
storms; it has no significant racial or sectarian pro- 
blems; only rarely do its street demos'end in riot or 
blood. Yet Argentina has also been through 70-odd 
years—not just the seven of “the dictatorship”—of 
tension and rapid change; many of its institutions 
are in disrepair, and most in disrepute; three-quar- 
ters of its citizens wonder if they can sleep peace- 
fully in their beds without being set upon by the re- 
maining quarter; some of that last quarter have no 
decent bed to sleep in; official urban. unemploy- 
ment has been above 12% for the past five years; and 
much else. The fissures lie close beneath the surface. 















































The economy is 
getting back to 
health. But will the 


public finances? 


everyone else, it is just another cost. 

So short-term doubts remain. And not even the 
boomsters think that Argentina can keep tp the 
growth of 8%-plus that it achieved in four years out 
of the past ten. Mr Machinea, an economist by trade, 
foresees a steady 4-5% over the years ahead. 

That assumes no more external shocks: The 
Asian, Russian, then Brazilian troubles did not lead 
to a dollar outrush and liquidity squeeze, as the 
Mexican one had, and the banking system ts now far 
stronger than it was in 1995. Even so, as last year 
proved, Argentina is vulnerable to outside events. It 
has heavy debts, public and private, to refinance. All 
forecasts today are made with fingers crossed. 

One forecast, however, seems safe: “convertibil- 
ity” will endure. Argentina’s currency-board system 
of automatic monetary control can bea straitjacket 
on the economy. But few see change as even practic- 
able, given how many deposits, loans and contracts 
are in dollars. And not even the 
gloomiest industrialist wants to try. 
Your reporter found only one Ar- 
gentine ready even to consider 
touching the straitjacket: the man 
who tied it up, Mr Cavallo. Some 
day, he says, Argentina could sensi- 
bly float its currency--when the 
float is certain to be upward. 

What is, largely, in Argentine 
hands is the fiscal deficit. Last year, 
one of elections, this leapt to 3.8% of 
a Gor of $283 billion; 2.5% ($7. bil- 
lion) on the central government's 





| Source: Economy Ministry 
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| | What is and what may be fz] 
| | Public deficit 1998 1999* 2000 20011 2002t  2003t | 

| Sbnand %ofGDP Sbn % Sbn% Sbn% Sbn% $bn % Sbn 

k | | Federal government 4214 7125 4575 2809 0602 00 

A | Provinces 25 08 37 13 2.2 07 14 0.4 09 0.3 0.0 

l | | Total 6722 10838 6722 4213 1504 00 | 

| | | Public debt, Sbn 1998 1999  2000t  2001t  2002t  2003t | 

Ie Federal government 103.8 108.8 116.3 120.5 122.5 123.9 

b Provinces 172 205 21.1 226 235 235 

Total 121.0 1293 1375 143.1 146.0 147.4 
Total as % of GDP 40.6 457 46.1 45.0 43.1 41.5 | 





| Source Economy Ministry 
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account, 1.3% ($3.7 billion) in the provinces. This 
year, says the imr deal, the total deficit must fall to 
2.2%, as in 1998. That is tight. Argentines remark, and 
resent, that the rich world demands virtues that it 
does not practise itself. Too bad: they know they 
must jump when the world says jump. 

How? Supposedly, with the help of last Decem- 
ber’s tax hike and economic growth, plus more ef- 
fective tax collection and tight spending controls. 
This could mean cutting back on the 255,000 federal 
employees, not least the 170,000 in the armed forces, 
federal police and the like. If it survives the Senate, 
still Justicialist-controlled, a dubious “economic 
emergency” law might help. It would let the gov- 
ernment sack people signed up in Mr Menem’s last 
months; suspend some lawsuits that could cost it 
billions; and (a tatty old stand-by, this) pay some 
overdue bills with bonds instead of cash. 

Tight control in the provinces (23 of 
them, plus the capital) is “fundamental”, 
says Martin Redrado, at the Fundacion 
Capital, a think-tank. The 24 account for 
some 40% of nearly $100 billion a year 
spent governing Argentina, and they are 
always in the red. Not wildly; in recent 
years, no more so, relatively, than the 
centre. But in the red. 

They raise about 35% of their income 
in local taxes, mainly on turnover and 
property. But about half comes from the 
centre: by law, each province gets a slice 
(relatively large for poor provinces, small 
for rich ones) of certain federal tax reve- 
nues. Even before he took office, Mr de la 
Rua agreed with the governors, many of 
them Justicialists, to limit their total cake: 
not more than $16.2 billion this year, as 
last, or $17.4 billion next. But his only real 
hold on the way the provinces use it is 
that some are skint. 

Between them, they owe $21 billion. 
The big borrowers—the capital, Buenos 
Aires province, Cordoba—can afford to 
service their debt. Not so the minor ones. 
They are being squeezed. By end-March 
the centre had made deals with seven of 
them: the Banco de la Nacion would help 
them refinance their debt, at rates maybe 
5% lower than before. In return, they 
must slash their deficits. 

Miserable Jujuy and its 600,000 citi- 
zens, for instance, in the country’s north- 
em tip, agreed to economise by $53m, 


nearby Formosa and its 500,000 people by $59m. 
Down in Neuquen, with 560,000, the governor was 
offering to save $160m. Not before time, one might 
feel: these three provinces have 42% of Argentina’s 
37m people, but last year shared 12% of its provincial 
deficit. Yet they also have an unfair share of poverty. 
By Fundacion Capital’s “social ranking” of the 23 
provinces (excluding the capital), in 1998 they came 
23rd, 21st and 16th respectively. In Jujuy, 15% of jobs 
are in the public sector—and 15% of its workers had 
no job even in 1998, before the recession. 

You will not hear much about this in Buenos 
Aires, a city of more economists than aid-the-poor 
NGOs. But it is plain: the worst-off provinces have 
been squeezed first to do their fiscal duty. The centre 
had already put in an administrator to sort out Cor- 
rientes, number 13 in the social ranking, which has 
920,000 people and $1.2 billion of debt. 

The duty and the sorting out have indeed to be 
done. And these provinces will escape some interest 
costs (or worse, if they could not have rolled their 
debt over); indeed, seen from the centre, they are the 
first to be aided. But it becomes obvious why 1, M 
and r are not the best-loved initials in Argentina; 
why some second-rank governors are tearing their 
hair; why trade unions are enraged; and why quite a 
lot of their members—teachers, notably—have re- 
cently been not at work but protesting in the streets. 


Is it enough? 


Yet, with all the good news, and all the government’s 
efforts, is it doing enough? One who thinks not is 
Domingo Cavallo. That is to be expected. He sees 
himself, correctly, as the most effective economy 
minister Argentina had in decades; he disliked be- 
ing elbowed out; and he is now running for the may- 
orship of Buenos Aires city against the Alliance, 
which has held it since Mr de la Rua became the 
capital’s first elected mayor in 1996. All the same, 
few speak with Mr Cavallo’s credentials. 

He blames his own successor and then-Presi- 
dent Menem for today’s economic flaws. They could 
have torn apart Argentina’s rigid labour laws, he 
says, instead of the tinkering they tried and retreated 
from. They could have gripped central and provin- 
cial spending, while cutting taxes too. Figures for Mr 
Cavallo’s early years suggest he is hardly the man to 
say that; but then they were years of roaring growth. 

And the new regime? These are early days, but to 
Mr Cavallo one thing is plain: Mr de la Rua was too 
ready for compromise when his honeymoon gave 
him the chance to be decisive. He should have 
stamped on the provinces’ spending and rapidly ris- 
ing debt. His effort (of which more later) at labour re- 
form was well-judged, but not drastic enough. And 
the rise in income tax that he did bring in at once just 
meant an extra labour cost to many employers. 

Other experts tend to hold their fire. Daniel Ar- 
tana, head of riet, a think-tank formerly run by the 
man who is now defence minister, agrees that the 
honeymoon could have been better used, both to 
squeeze the provinces and, far more controversially, 
to slash public-sector pay. But for most, the proof of 
the pudding will be in the eating: will promises of 
tight spending be kept, will the tax rise and the drive 
against big evaders really raise revenues? They re- 
spect the new team, but they will wait and see. 

i3 . 
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The limits to management 


sacked without compensation; no automatic exten- 
sion of deals; and lower social charges added to pay. 
This proposal split the cor, the main, Peronist, la- 
bour confederation, down the middle when most of 
its leaders agreed to back a softened version. A rival, 
previously pro-Alliance, confederation raged. In 
Congress, the bill got swiftly 
through the Chamber of Dep- 
uties, only to meet flak in the 
Senate, still Justicialist-con- 
trolled. Yet employers are curi- 
ously unconcerned. 

For a start, 40% of all work- 
ers are in the black economy. 
Second, employers use lots of 





The much-touted private pension schemes, 
bom in 1994, are little help. A fine idea for their pur- 
pose, they have now won 8m subscribers, but over 
half of these are not actually paying up. In all, the 
funds manage $17 billion. But tight rules limit their 
equity investment, overall or in any one company, 

i even were more equities avail- 
able. Happily, there is a real 
source of equity capital, says 
Federico Thomsen, at ING Bar- 
ings: funds such as Exxel or 
those of Chase Capital Part- 
ners. These do not invest only 
in Internet whizzery; they are 
also involved in solid old- 





life? In fact, both. One analyst likens Argentine 
banking to Jurassic Park, full of dinosaurs, strong 
and sharp-toothed some of them, but all at risk from 
some disaster or climatic change. 

The system is in far better order to resist disaster 
than when the “tequila crisis” hit, a mudslide that 
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gates opened to powerful foreign predators to snap 
up others, and the whole industry regulated to tight 
standards, tightened further since. 

Nine banks today hold 67% of all deposits. Two 
public-sector giants, Nacion and Banco de la Pro- 
vincia de Buenos Aires, head the list. Of the next, 








UPPOSE public finance and the macro-economy _ ited for this survey had just agreed ona 9% wage cut. What worries 3 
are well managed. That's just a first step. Next Not all employers have labour so flexible, nor find business is not J 
comes the micro-economy: good business manage- _ unions so reasonable, least of all in the public sector id labour. bu X 
ment, with skilled and flexible labour, adequate fi- (though even there the Deputies have managed to gid p out i 
nance at reasonable rates, allowing the right pro- cut their 520 temporary staff by half). But, overall, Scarce and costly 3 
ducts to be offered at the right price. So far, so just labour rigidity is far less than outsiders suppose. nance j 
like anywhere else. But Argentina is also different 
from other places. Money problems 
For a start, its first step cannot endure without What worries business much more is finance. Bank 
the rest. Should Argentina overprice its products loans, if available at all, cost a bomb: a big company 
and start living or borrowing far beyond its means, can pay 12%, a small one 20-30%. That sounds out of 4 
turning the current account from recent years’ pink place in a zero-inflation country emerging from re- 
(deficits of 4-5% of Gop) to scarlet red, there wouldbe cession. But remember the currency system and 
no currency flexibility to save it. The whole rigid those nervous global financiers. 
structure could collapse. Good macro- and micro- Nor is longer-term capital easily found. One ob- 
management depend on each other even more than vious source turns out to be useless: the stockmarket, d 
elsewhere. Too bad, then, that Argentine business Buenos Aires’s Bolsa de Comercio. Few shares are J 
also has special problems. quoted, fewer still traded in any volume. The floor J 
The best-known is widely overstated. The world (sic) opens after lunch. New issues are rare. Few mi- g 
believes Argentine bosses are hog-tied by labour nor companies qualify to be listed, but in any case | 
laws that stop them slimming their workforces, im- companies that feel the need—and can meet North 4 
pose centralised, industry-wide bargaining, and American criteria—go to New York or the NASDAQ. 
automatically extend an existing deal ifnonewone A few big holders of the Bolsa’s 250 seats do most of 4 
is agreed. Such indeed is the law, and oneofMrdela the business. They want reform; most of the rest do 4 
Rua’s first actions was to introduce a bill to loosen it: not. The new government hopes to shake things up; y 
a longer period during which a new worker can be it will have to shake hard to make a difference. i 
pi 


‘| 
temporary labour supplied by economy outfits such as IRSA, E 
contractors, which they can the country’s biggest property Fi 
take on or dispose of at will. developer, or the allied Cre- ‘a 
Third, many employers al- sud, a huge farming company. A 
ready negotiate at company But for many a small com- 3 
level, and mostly find the un- pany, this is not an easy source a 
ions well aware of economic to tap. So back to those pesky y 
realities. One textile firm vis- More flexible than they look overcharging banks. 4 
= = SS s" j 
Where dinosaurs roam f 
IVE years ago Argentina had over 200 banks; to- all but buried the banking fauna en masse. But the The banking 4 
day it has about 120. Does that mean a backward, world and the newly independent central bank industry has far to 1 
inefficient industry, or one of vigorous competitive came to the rescue. Feeble banks were put down, the evolve | 















... nor a depositor be: 


private-sector seven, six are foreign- 
owned; notably, Banco: Rio and 
Banco Frances, bought respectively 
by the Spaniards of sava (Bilbao- 
Vizcaya) and Santander. Only 
Banco Galicia, no mean predator it- 
self, has resisted the invasion; and 
Santander holds 10% even of Gali- 
cia, acquired indirectly, but not dis- 
posed of either. 
The giants, Nacion and Bapro, 
sharing 28% of all depasits, are relics 
from statist days, specimens of Ar- 





gentina’s half-way status. Mr Me- 
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nem sold off the federal mortgage 








But is it the 
right kind? 


bank, and many provincial gov- 
ernments have sold their banks, but these two may 
survive. Both are seen as serving a social purpose. 
Nacion lends much to farmers, and has branches in 
obscure towns. When Mr Menem tried to sell it in 
1997, he was foiled by cross-party opposition. 
Pushed by the imr, the new regime plans to turn 
Nacion—already more efficient and transparent 
than it used to be—into a limited company. That 
could open the way to a sale. But size and 600 
branches are its only visible attractions. And, 
pushed by small business, the government plans to 
use Nacion to help that sector. Even if private banks 
want it, a sale will not come soon. It is not that Ar- 
gentines object to foreign ownership; its effect in 
banking, says Galicia’s chairman, Eduardo Esca- 
sany, has been “very positive”. But there is still a 
strong sense that the state needs business tools. 
Banking is in more half-way houses than that. 
Fewer than 30% of Argentines have a bank account, 
even though, by law, the bigger employers must pay 
wages into one. Yet in the financial district of Buenos 
Aires, every block-front seems to house a bank—a 
retail branch, mostly, not just the fascia of some 
headquarters. In Tres Arroyos, 450km south of Bue- 
nos Aires, branches of eight banks compete to serve 
the town’s 40,000 citizens. Galicia, with 280 
branches and 912% of all deposits, is the biggest priv- 
ate-sector bank. It makes.about 12% on shareholders’ 
equity; many others earn only 5%, Can all survive? 
Why not, their clients might say: in an economy 
with no inflation and huge real interest rates, banks 
must surely have earnings coming out of their ears? 


A hive of industry 


CORDOBA is to Buenos Aires what Birmingham 
is to London: the place that reckons it makes the 
money the capital spends. This seat of industry is 
also the seat of a bold fiscal experiment. To kick-start 
the economy, its governor plans to cut provincial tax 
rates by 30%—and still raise his revenues. 
Cordoba is the heart of Argentine metalworking. 
Its north Italian immigrants were repairing trains in 
the 1890s, making farm machines in the 19208, car 
spares in import-starved 1940-45, then domestic ap- 
pliances, motorcycles, jeeps, tractors; and so to to- 
day’s smart new Fiat factory, Renault, Chrysler, and 
a world-serving vw gearbox plant, plus umpteen 
component makers. Many other industries are here, 


“We do the work, they take the profits,” lament en- 
frepreneurs. The banks’ reply is “country risk”: if 





they raise dollars abroad, they have to pay high rates 
for them. But look at the spread between deposit 
and lending rates in our table. Another of the banks’ 
excuses is widespread default or at least delay: 
20-25% of credit-card debtors these days are not pay- 
ing up. But the real reason is inefficiency. 

The level of assets per branch is “ludicrously 
low”, says Mike Smith, who heads the Argentine 
subsidiary of Hsac, a London-based bank: “We and 
Santander are the best, but even for us it’s low.” Not 
so staff levels. A modest branch can have 35 people; 
there are tiny ones with half-a-dozen. Still, at least 
service is quick? No, customers just have more bu- 
reaucracy to fight through. Other assets could be 
better used: think of all that marble space in Buenos 
Aires, and of the 15% returns available on real estate. 

Not that Argentine bankers are hidebound. 
They are working on an.automatic clearing system. 
Like any bank boss, Mr Escasany sees Galicia’s fu- 
ture “not as a bank, but a seller of financial services”. 
It offers credit cards, of course, and has a joint ven- 
ture in insurance with rrr Hartford. As for HSBC, 
with the Argentine bank that it bought came an in- 
surance company, a pension fund, even a health- 
management organisation; and even:-this last it has 
kept, a fine base of customers for other products. 

Telephone banking is still young, a way of ac- 
cessing existing accounts, not a stand-alone rival to 
them. Will it reach adulthood? The Internet, still 
small in Argentina but growing lustily, may take its 
place. Galicia has just launched a web portal that 
promises banking, an on-line credit card, financial 
advice, economic reports and much else.Thanks to 
their Spanish owners’ planned alliance, seva’s Ar- 
gentine arm and Telefonica should have a full In- 
ternet bank in operation by the end of this year. 

Argentine banking faces concentration anyway, 
as interest-rate spreads narrow, which they surely 
must, and the heftier dinosaurs eat up those that 
cannot hack it in a tougher environment. Even 
among the foreign-owned, one or two smaller beasts 
may pull out, their parents preferring to lose face 
rather than money. When the Internet falls on all of 
them, the climate will indeed change. No one knows 
which banks will survive, or in what form. But those 
that do will have joined the first world. 


notably food processors, for this is also a big farming 
province. Most have recently been deep in woe. 
Can they borrow? At wild rates, if at all. Can 
they export? No longer to Brazil, which in 1998 took 
85% of Argentina’s vehicle exports. Fiatcan build 500 
cars a day here, but output has recently been nearer 
200, all for the home market. Some firms, notably 
car-part makers, have decamped to Brazil; some, like 
Arcor, a giant confectionery company, have moved 
some of their output there. The woe is not confined 
to Cordoba. In a Buenos Aires suburb, Fabian Bak- 
chellian, boss of Gatic, a big family shoe firm, won- 


_ ders how to fight off Brazilian and Asian. compe- 


tition “at half our price” to keep his 6,000 employees 
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in 23 plants across the country at work. 

Small firms feel especially hurt. Not only is bank 
finance costly, but customers are paying later. Cor- 
doba’s Plasticos Dise sells vacuum pouches to super- 
markets. They now pay in 90-120 days, instead of 30- 
45. Still, they do pay. Not everyone does, and the 
bankers know it; if you try to raise cash on your fu- 
re receipts, it will be at a discount of 25-35%. 












. The state must act 

se industrial laments are not just cyclical. They 
tructural face, and one that says much about 
na's half-way habits of thought. 
Should some of these industries be there at all? 
kchellian says his workers are 14 times as pro- 
as Chinese ones. Maybe, but in his trade la- 
ris.a big cost, and his Buenos Aires workers cost 

$1,000'a month, social charges included. Argentina’s 
-shoe makers are in trouble. So are its textile makers. 
` Gatic makes both. It last made money in 1995. 
Many plants lack scale. Fiat’s in Cordoba is as 
“modern as any it has in Europe, but even at full ca- 








GQ PECIAL OFFER,” shrieks the phar- 

macy window. The cheap goods 

are razors, made in Brazil. They make 
some Argentines bristle. 

One unmixed boon Carlos Menem 

left to his successor: a wise foreign pol- 


Britain rebuilt goodwill lost in the Falk- 
lands war. He reversed—too keenly, said 
some, but rewardingly—Argentina’s 
third-worldly niggling at.the United 
States. Above all, he signed up to the 
new Mercosur trade block. Too bad that 
President de la Rua has just got a nasty 


Recession strikes ` ` 4 
Merchandise trade, $bn eae 
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icy. With Chile he settled frontiers, with | : 
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pacity it is small, and its only real market is Merco- 
sur, one never barrier-free and now cut in two by 
Brazil's devaluation. The way out comes from vw. Its 
gearbox plant is working flat-out, and will soon get a 
fresh $320m investment. Why? Because it was built 
from the start to supply not only Brazil but Mexico, 
Spain and Germany too. “The real? No problem for. 
us,” says a senior manager. Argentine firms have to 
raise their eyes beyond the horizons of Mercosur. 

Yet how many are big enough to look that far? 
Modest Agrometal tried to sell its seed-drills in the 
United States, but got no joy. At home it has 25% of 
the market, but still faces a giant threat: John Deere 
already makes tractors in Rosario, and now plans to 
go into Agrometal’s line too. At equal quality and 
price, wouldn’t farmers prefer a machine that is 
wholly Argentine? Ask one: no, just the opposite. He 
knows Deere will be there in ten years’ time. 

What strikes an outsider is the way industrialists 
feel it is up to government to ease their pain, not just 
grin while they bear it. How? Not ever shoe firms 
want devaluation, but they love the special protec- 





dustrialists, and if Brazil would not ñe- 

gotiate, it was time to.ask what purpose 

Mercosur served. As Argentine compa- 
Z] nies trickled—flooded, as the headlines 
put it—over to Brazil, or at least shifted 
some output there; Carlos Ruckauf, the 
Justicialist governor of Buenos Aires 
province, threatened not to buy from 
them. He was hustled into retreat, but | 
stuck to his “buy local” line. 

More Argentine wrath greeted a Bra- 
zilian embassy: guide to the joys of set- 
ting up there, more still as knowledge 
spread of the inducements offered by its 
individual states. We can’t stop them, 
said Brazil's central government. Me nei- 
ther, said Argentina’s economy minister, 
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nick from that direction. 

He has other problems. The United 
States has been pushing him, as it did 
Mr Menem, toward an open-skies deal 
that Argentine airlines fear would kill 
them. The Americans also suspect that 
pharmaceutical firms are eager to wrig- 
gle out of a hotly disputed law of 1995 re- 
quiring them to pay royalties from next 
October if they make foreign-patented 
drugs. And there is the other sort of drug. 
Sharp-sighted as ever in other people's 
backyards, the Americans: suspect. that 
some of the 700,000 Argentines who fly 
north each year are taking heroin with 
them, and want it stopped at source. 

But these are no more than irritants. 
Not so Brazil’s brusque devaluation, and 
its effects, real and alleged, in Argentina. 
It did not produce the threatened influx 
of Brazilian goods last year. Those cheap 
razors may explain why: they cost more 
than identical ones in London. Argen- 
tine retailers have done nicely out of 
Brazil’s low prices. But as farmers and 


| manufacturers have bled, so has Argen- 
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tines’ belief in open trade and Mercosur. 
“An unequal treaty,” says one. 

While the worst-hit sectors got pro- 
tection, others howled for it, or for aid to 
exports, or both. A Cordoba economist 
argued that any Brazilian devaluation 
over 10% should bring automatic tariff 
rises and export rebates of 5% apiece. 
Agreed, said the leader of that city’s in- 


Trading partners 
$bn, 1999 
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Rest of 
Mercosur f 





Brazil | 


if our provinces do likewise. 

In fact; he could and would: neither 
country can really afford the goodies al- 
ready on. offer to footloose multination- 
als. And here the war of words has 
served a purpose: it has drawn attention 
to real issues that need to be resolved. 
Inward-investment auctions are one. 
Much more important are those of econ- 
omic policy. Can one member of Merco- 
sur devalue at will? How far should 
members co-ordinate, on that and much 
else? Answers will be hard to find, but at 
least they are now being looked for. 

So what are Mr de la Rua’s hopes? 
Little. different from his predecessor's. 
He defines relations with the United 
States thus: “Solid, constructive, no auto- 
matic falling in line, nor the opposite.” 
He argues firmly for a stronger Merco- 
sur; and a wider one, with Chile, now an 
associate, fully in, and perhaps olivia 
too. He wants economic information ex- 
changed within Mercosur, and he can 
envisage joint goals and policies. Even, 
one day, a joint cuireneyr One ay yes. 











Argentina’s natural 
resources can 
make it rich—if 
other countries let 
them 


now they want a negotiated deal with Brazil. Mini- 
mum prices and firm anti-dumping action, say 
some. More vigilant customs officials, add others, to 
keep out contraband and mis-trademarked fakes. 

There is little enthusiasm for labour-law reform. 
Fine, but no key to the future, says Jose Giai, at giant 
Arcor. The typical small-business answer comes 
from Maria Pia Astori, boss of her family’s pre- 
stressed concrete firm: “It won’t make much odds.” 

Nearly everyone, however, wants aid for small 
businesses, the holy (if often mistreated) cow of the 
Argentine economy. The government has given up 
an idea of giving them 5% price preference in federal 
procurement, but it plans interest-rate subsidies for 
them; the long-suffering Nacion bank will bear 
some of the cost, on top of being directed to lend 
specifically to small firms. Humph. Anyone will tell 
you that firms like these employ nearly 6m people, 
that today’s small firm is tomorrow’s big one, that 
this is where the new jobs will grow, and so on. Yet 
many such firms pay poor wages, for the good rea- 
son that they get poor output. Is this where public 
money should go? Bankers say small firms could 
help themselves: they would find loans easier and 
cheaper if they had honest, audited accounts. 

The phrase “industrial policy” pops up with 
striking frequency. Argentina should have “a project 
of its own,” says Mr Bakchellian, not just meekly 
obey bodies such as the mmr. “A five-year plan for 
industry,” suggests the vacuum-pouch maker, “so 
we know where we're going. The government 
should know what it wants to promote, rather than 
just drifting into a service economy.” A food packer 
wants “a national policy that will let us invest long- 
term.” Yet these are not men waiting to be spoonfed 
by nanny. Many have lived through economic ups 
and dewns that few in Europe could imagine. 

Not all agree. Mr Giai, like many in large compa- 
nies, would rather be left alone. Miguel De Biasi, a 
former supermarket boss who set up his own soft- 
drink bottling firm, has just three words for indus- 
trial policy: “No, por favor.” Yet, overall, here is the 
second world speaking, one that still believes the 
state should not only create the right conditions for 
business, but help to steer it. 


The Laffer curve, maybe 

On some things there is no discord. Let the state set 

clear rules for the economy; see that they are 

obeyed; and cut tax rates, which might help towards 

that end. In Cordoba, the governor seems to agree. 
Jose Manuel de la Sota, a Justicialist, was elected 


Anything grows 


AY you are going to La Rioja, and Argentines from 

grander places will laugh and ask why. Out in 
the west, the whole province holds only 280,000 
souls, and is famous mainly for being the home of 
Carlos Menem and getting piles of federal money 
from him. So why go? Not to mock a suddenly or- 
phaned province, but to see how it now gets by. Part 
of the answer may surprise some who laugh. 
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after 15 years of Radical rule. His predecessor-but- 
one left the province in scandal-ridden deficit. The 
next governor, Ramon Mestre, clamped down hard, 
even achieving two years ‘of surplus. Although he 
opened his purse as re-election day neared, in De- 
cember 1998 he paid the electoral price. 
Once in office, last July, Mr de la Sota amazed | 
many by acting to fulfil a campaign promise: to cut | 
provincial tax rates by 30%, albeit gradually. These , 
taxes—mainly on turnover and property—last year | 
| 







brought in $1.14 billion, 44% of Cordoba’s total reve- 
nue. The governor is hoping for a “Laffer curve” ef- 
fect: lower tax rates equal both less evasion and 
more growth, and so more revenue. By 2004, on the 
heroic figuring of the city’s Fundacion Mediterranea 
think-tank, the gains could outweigh the losses. 

Much else is promised, including improved tax 
collection, and. a “generous” but conditional (“now 
keep on paying") tax amnesty which, supposedly, 
will put evaders back on track. Growth in spending 
must not exceed that in Cordoba’s output. Overall, 
the budget must balance, and there must be no bor- 
rowing to meet current costs. The workforce of 
73,000 provincial employees will be chased out of 
absenteeism, and slimmed by early retirement; their 
pension scheme’s receipts and costs will be brought 
into balance. And $1.2 billion of bank debt will be re- 
scheduled and made cheaper. 

On top of that, the province’s bank will be sold; 
its power company put out to concession; ditto the 
lottery and other gambling. Here the governor hit 
trouble. The church objected fiercely: these plans 
would cut jobs, spread gambling and worsen pov- 
erty. Cordoba would be dehumanised. But Mr de la 
Sota had a secret political weapon: support from Mr 
Mestre. That split the Alliance, which still just con- 
trols Cordoba’s senate. It also demonstrated a wel- 
come new trend in political life, of which more later. 


La Rigja certainly shows how not to conduct re- 
gional policy. It elected: Mr Menem governor twice 
in the 1980s. By the end of his presidency, on top of 
its $335m share of federal taxes, it was getting $2gom 
a year in special aid. It was running five separate 
food schemes for the needy. Even now, it has. 33,000 
public employees. Unsurprisingly, Angel Maza, its 
Justicialist governor, was re-elected with 68% of the 
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vote last September. Now he must live with a first- 
year cut of at least $25m in federal funds. That is less 
than many expected. Mr de la Rua’s men know they 
cannot slash and burn. “We get on well with them,” 
says Mr Maza. But La Rioja has yet to take the hard 
road from subsidised jobs to real ones. 

Its own market is tiny. Half its people live in La 
Rioja city, nearly 500 km by road from Cordoba— 
the railway died long ago—and still farther from 
Chilean markets, by a trans-Andean road that is not 
even all tarmacked on the far side. Yet an industrial- 
promotion law of 1980, offering 15-year tax breaks, 
has brought the province industries that now ac- 
count for 25% of its output. Of 10,000 jobs promised, 
7,500 exist. But 40% of those are in shoes and textiles. 

One shoe firm is yet to make profits. Colortex, a 
branch of a Buenos Aires textile firm, has grown to 
650 workers, with output up tenfold. It recently put 
in up-to-the-minute machines. Yet are textiles the 
future? Pay is low: $300-350 a month for a weaver. 
But you can hire good weavers for $250 in southern 
Brazil. In from distant sources come a paper con- 
verter’s raw materials, out to distant markets go its 
products—and 8% of their value in transport costs. 
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Yet there is a future here. One answer is higher 
added value. Bago, a drug firm based in Buenos 
Aires province, makes antibiotics in La Rioja, at- 
tracted there by the pure air as well as the tax breaks. 
Its workers are as good as those on the coast, it says, 
and it can afford to pay them as much. 

A more lasting answer is to develop, and pro- 
cess, La Rioja’s natural resources. Mining in Argen- 
tina is in its infancy, thanks to past economic na- 
tionalism. In La Rioja it is barely born. But a huge 
and little-exploited resource lies all around: land 
and the water hidden beneath it. And ample sun. 

La Rioja has plenty of cattle, though it could 
carry more. But think what more valuable things it 
could grow and process. The wines of its torrontes 
grape are mostly of little quality, and are not much 
exported. It could vinify and sell far better. Its olive- 
growers produce 20,000 tonnes a year. With irriga- 
tion and the right techniques, that figure, and the re- 
sultant processing, could grow tenfold. It is surely 
farming and food, not textiles (nor yet silicon chips 
or software), that are La Rioja’s future. 

If you doubt it, take a look at the Atenas olive es- 
tate. After a half-hour journey from La Rioja city, 


























-Undersold 


TS a balmy night in Mendoza, wine 

capital of Argentina, and one of its 
greenest cities. The province has reached 
the climax of its yearly fiesta de la ven- 
dimia, the festival of the vintage. 

Its 18 departments have chosen their 
vendimia queens. This morning the ri- 
val lovelies paraded through the streets, 
each with her attendants on a wildly 
decorated float, some with a troupe of 
gaucho-clad horsemen be- 
hind. Tonight, in the edge-of- 
town open-air “Greek” the- 
atre, President de la Rua and 
several thousand others have 
watched a stupendous specta- 
cle—850 dancers and actors, 
music and fireworks—before 
the night’s real business: pick- 
ing one of the 18 as the nation’s 
queen of the vendimia. 

It's a glorious fake. Few of 
these girls have ever picked a 
bunch of grapes, let alone 30 
heavy baskets a day (for a 
wage of about $10); and gau- 
chos are about as natural to Mendoza as 
kilts in Glasgow or ten-gallon hats in 
Virginia. Who cares? It’s fun. 

In the city centre, a crowd is watch- 
ing the festivities on two large television 
screens, ready to greet their new queen 
on her return. No matter that the huge 
provincial jail is in full-scale mutiny; the 
police band is keeping the waiting 
crowd happy. The band and its singer, 
Ramon Sanchez, are doing it brilliantly. 

There too is your correspondent, en- 


joying the fun, but also thinking up 
spoil-sport questions. Such as: 

e Some Mendoza wines too are brilliant. 
Have you ever come across their names? 
Or even Mendoza’s, except on super- 
market plonk? Why are Chilean wines 
far better known than Argentina's? And 
how much does plonk sell for? 

e The stage spectacle really is stupen- 
dous. Till now, had you ever heard of it? 
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Great show, but how did you hear about it? 


To judge from the accents that weekend, 
few but Argentines have. 

e Mendoza, like all the Andean prov- 
inces, has spectacular scenery, including 
that range’s highest peak. To the south 
lie lakes and glaciers, in Argentina’s far 
north Iguazu, whose falls make Niagara 
look tame. Did anyone tell you? 

¢ Did you know you can trek on horse- 
back in the Andes, white-water raft, ski, 
catch trout big as salmon; play gaucho 
(nay polo, if you know the right people) 


E3. i p 


in the plains; watch whales or penguins, 
visit Spanish or Amerindian ruins, sweat 
till you drop in a tango or a rainforest? 

And so on. Agreed, this isn’t fair. Ar- 
gentina has worked hard these past few 
years to promote its wines and its tou- 
rism. But it still has far to go. And what 
hurdles it puts in its own way. 

Here is a serious wine industry, toil- 
ing to raise both quality and sales. Yet at 
home it still offers wines humbly la- 
belled borgona, chablis and champana 
(some of this last even bearing famous 
French names, with the con- 
sent of owners who in Europe 
reach for a lawyer if any old 
lady dares to sell “elderflower 
champagne”). There is even a 
trade-name “Pont l'Evêque”. 

Hotels are being vigor- 
ously built. Buenos Aires is al- 
ready pretty well equipped. 
Yet even there your reporter 
heard as many Germans as 
North Americans. Argentina’s 
leading ski resort, Bariloche, is 
within reach of several million 
rich and snow-starved Brazil- 
ians. Yet till last season they 
had to change planes to get there, so 
small was its airport. 

Wine and tourism: two natural re- 
sources that could be better used and 
better sold. The idea that Argentines can 
be too modest may surprise them and 
some of their neighbours. Yet twice your 
correspondent was pinned down by 
people eager to list their country’s al- 
leged shortcomings, in skills, goods, 
hard work, ethics, civic sense, even patri- 


otism. Too eager. 
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Education is vital. 
but money is 
scarce. It must be 
better spent 


_ mue of it through scrub, the estate comes as a 
shock: 925 hectares (2,300 acres) of precisely planted 


trees, much closer together than they would be in 
Europe. At 15 tonnes a hectare, four times a typical 
Spanish harvest, their mix of fruit for eating and for 
oil is worth $6,000—-15-20 times what a (good) hect- 
are of Argentine wheat can earn. Magic. 

Not quite. It takes an investment of $15,000 a 
hectare to prepare the land, plant the trees and get 
them ready to bear fruit. Deep wells pump day and 
night to provide each tree with its own piped water. 
The trees bear sooner, after four years against the 


_ traditional seven, and they produce more. Fruit for 


pressing can be mechanically harvested. This is 
more of a factory, not the finca that it calls itself. 
And there is further to go. Within a few years, says 
Juan Vanoli, a Cordoba food-packer who buys half 
his olives from La Rioja, he will see yields of 25 
tonnes. This is what Argentine farming ought to be. 


How to feed the world... 


Some Argentine farming, indeed, is like this already. 
Until recently, Argentina grossly neglected some of 
its natural resources. It took a steep rise in oil output 
in the 1990s to reach last year’s 800,000 barrels a day. 
Mining has only just taken off; the giant La Alum- 
brera copper/gold project in Catamarca came on 
stream in 1997. Not so farming. It boomed a century 
ago. Its exports, despite a levy which (at 15%) ended 
only in 1991, remain Argentina’s biggest: $15 billion 
out of a normal $25 billion. 

The figures are impressive. Although they vary 
from year to year, in broad terms wheat and maize 
yields and harvests have risen by 65-80% over the 
past 20 years. Oilseed yields are up even more, and 
with more land sown, output has increased more 
than fourfold. The overall grain and oilseed harvest, 
some 60m tonnes, could become 100m, says Ale- 
jandro Elsztain, head of Cresud, a big farm operator. 
Milk output has doubled. Only beef has stagnated. 

Farming’s large scale and low casts too are strik- 
ing. Cresud manages 500,000 hectares; it produces 
milk at 12 cents a litre, selling it for 15, half what a 
European farmer gets. Beef costs are below levels in 
the United States. The small farmer is dying out: in 
1992, 75% of farms in Argentina’s farming heart were 
under 400 hectares; by 1997, only 60%. 

Low costs have come from better seeds and 
techniques. A new French wheat can yield eight 
tonnes a hectare, where even the best farmers used 
to get only five and average ones under three. Ge- 
netically modified soya saves heavily on weedkill- 
ers and the cost of spraying them. The plough is rap- 
idly giving way to “direct drilling’--you cut just the 


furtow needed for the seed—or some variant. 

Cost-cutting has moved further down the line 
too. AGD is a big crusher of sunflower, peanuts and 
soya, close behind the American monster Cargill. Its 
output—oils and the valuable residues—is mostly 
for export, and the harvest period is short. So AGD 
not only has huge silos inland, but since 1992 has 
been running a railway to carry its stuff (and now 
also ore from La Alumbrera}, Later AGD set up a 
crushing plant and, jointly with rival firms, a private 
port on the Parana river. 

For all this enterprise, many of Argentina’s (un- 
subsidised) farmers are in trouble. Some causes are 
cyclical—low prices, costly credit—but, as in indus- 
try, not all. Milk output can double, but where are 
the markets, and in what form does it reach them? 
Beef feed-lots are coming in, but on nowhere near 
the scale to absorb the huge saya output. Growing is 
one thing, cost-cutting another, diversifying, adding 
value and selling others yet again. 

Diversifying? Only ten years ago did Argentina 
start growing the special maize that goes into pop- 
corn. It still grows only 140,000 tonnes. Yields are 
half those of ordinary maize. But the price, $400 a 
tonne, is over four times as high. One firm does well 
harvesting sweetcorn in winter, from a tiny area of 
Salta province where that can be done. More exotic | 
crops can pay. Mendoza sells garlic to China. 

Adding value? “Our beef is special,” says a meat | 
packer, “but it is sold like any commodity, anda | 
i 
| 













levy scheme to pay for promotion is sleeping in 
Congress.” Cordoba, laments Mr Vanoli, is a huge 
exporter of peanuts—“but out they go, mere com- 
modities, in bulk.” And milk? “As powder or un- 
branded cheese.” They overstate: you can buy “Ar- 
gentine roquefort” abroad, and agp sells some of its 
products, even to Russia, under retail brands. But 
more needs to be done. At home, the meat packer 
admits, “We used to think beef could sell itself.” It 
can't. Around 1970, Argentines each year ate about 
100kg apiece, today about 6okg. And though 90% of 
cattle are still grass-fed, Argentina is only just start- 
ing to sell “organic” beef to choosy foreign markets. 


... if the world will let you 


If they will let it in. That huge factor is beyond Ar- 
gentine control: the barriers put up and subsidies 
handed out by richer countries. Argentine beef has 
a tiny quota for exports to the United States; its soya 
meal faces a 10% tariff, not to mention the dollar-a- 
bushel “loan” enjoyed by American growers. Ex- 
ports of sweets to Europe face a 10% tariff, plus sugar 
levies that can bring the burden. to 45%. This is a 
fierce Argentine complaint, and it is justified. 
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More students than 


P NEAR Iguazu, a band of Guarani Amerin- 

dians this year for the first time sent three teen- 
agers to senior school. Down near Cape Horn, 300 
pupils of similar age hailed the new building of their 
Colegio Nacional de Ushuaia, offshoot of the elite 
137-year-old Colegio Nacional that the University of 
Buenos Aires (usa) runs in the capital. In between 
lie that university's 200,000 students and a dense 


web of private and public education. From the num- 
bers, Argentina should be one of the best-educated 
countries on earth, sure of a place in the new, global 
brain-based economy. it isn’t. 

The very numbers are onë reason. Lack of 
money is a second. Enrolment has scared, especially 
at tertiary level. All public education being free, 
buildings and staff have not soared correspond- 
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ingly. Here are 300 students crammed into a lecture 
hall. The lecturer may not turn up: he works part- 
time, as many do, earning perhaps $200 a month for 
five lectures a week at this job, and he is rushing in a 
taxi from another. Or, quite likely, driving the taxi. 
Lack of money has other consequences too. 
Schooling is compulsory to age 15. But often, mostly 
in the later years, and massively after 15, pupils drop 
out, usually because families need their modest 
earings: an average of $57 a month, said a recent 
survey of 14-19-year-olds in poor Buenos Aires 
households. Many middle-class youngsters choose 
university rather than unemployment, but drop out 
there, either to eam a living or because they cannot 
keep up. At a typical public university, 25-40% of 
new entrants are gone within a year, 60-70% by the 
end of the course, which usually takes five years. 
The figures are not disgraceful for a country of 
middling means. Nor is money spent on a drop-out 
necessarily wasted. But the new education minister, 
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Juan Llach, an economist by trade, will have to work 
hard to find more money, and to ensure that it is 
spent wisely. Overall, Argentina puts about 5% of its 
Gpp into education. A fifth of the total goes privately 
to private institutions. Fine, but more would widen 
inequalities. Mr de la Rua says he will raise the total 
input to 6%. Yet public money will always be scarce. 
Can it be supplemented, and better used? 

Why not, say, charge fees at public universities, 
which now get $1.8 billion of public funds, or 0.6% of 
Gpp? Answer: public hostility, which Mr Llach re- 
luctantly accepts as a fact of life—the old dream of 
“my son the doctor” remains strong, But ideas are 
afloat for getting graduates to contribute. The oppor- 
tunities for better use are huge, all the huger because 
schools are the provinces’ business. Less bureau- 
cracy would help. Some 17% of school spending goes 
on administration. The aim is for 95% of the cash to 
“reach the classroom”. 

It is the teachers that need attention. They earn a 




















Newbusiness@argentinapuntocom 


NY country can sell brains. This 
March, investors in Patagon.com, a 
financial-services site, sold 75% of it to 
Banco Santander for $528m. Young Con- 
stancio Larguia and Wenceslao Casares, 
who set it up in 1997, retain 25%. Earlier, 
the founders of El Sitio, a wide group of 
sites, also born in Argentina, had sold 
35% of it, mostly to American investors, 
for $44m; and then, in December, in a 
public offering, 20% more for $130m. 

These prices look silly to some, but 
they reveal a large Internet market still 
ill-served: Latin America. True, its largest 
chunk, Brazil, speaks Portuguese, but 
most net-users there can find their way 
around in Spanish. Argentines think 
themselves well placed to lead in this 
market, in both languages. 

Their country is richer than most, 
and better connected. It privatised tele- 
coms early, in 1990, albeit in the form of 
two regional monopolies. It has lib- 
eralised since, and in November will 
complete the job. It has over 7m fixed 
lines and over 4m cellular phones, of- 
fered by four suppliers. One of these, 
GTE, plans to widen its services; AT&T 
will come in. Users are well served by 
the two ex-monopolies, Telefonica and 
Telecom, and their high charges, already 
sliding, should come tumbling soon. 

And now there is the Internet too. 
Computer sales rocketed last year, de- 
spite the recession; by now, there may 
be 242m in use, nearly half of them in 
homes. Net usage is soaring: Prince & 
Cooke, a consultancy, expects about 
14m surfers by December. Buenos Aires 
has at least 60 service providers. As in 


other countries, surfers want cheaper, 
preferably flat-rate, access. It will surely 


come—certainly on the educational por- 
tal the government is planning. 

As communications integrate, usage 
is bound to soar further. The planned 
get-together of Spain’s Bava bank and 
Telefonica (boss, and soon to be sole 
owner, of Argentina’s Telefonica; and 
majority owner of Terra, a sizeable In- 
ternet company) will provide an extra 
boost. In Bariloche, Telecom, the central 
government and the local power com- 
pany have teamed up to wire the entire 
town with optical fibres. 

Plainly there is scope here for brains 
and enterprise, and plenty of money to 
back them. But will they succeed? 

Argentina has some 250 sites for on- 
line sales, claimed to have totalled $50m 
last year and to be likely to double this 
year. But these sites have an unusual 
load of the usual e-commerce problems. 





El Sitio launches in Chile 


Credit-card users doubt the security of 
the net. They want to pay om delivery; 
costly in itself, even were del-very easy, 
which it isn’t in a long, thinly populated 
country with too many one-truck de- 
livery firms. The new business-to-busi- 
ness sites may have an easier run. 

But the future is not merely national. 
There is all Latin America and the big 
Hispanic market in the United States to 
go for, as New York-based Starmedia 
does. Competition is fierce. But at Prince 
& Cooke, Enrique Carrier se2s an up- 
surge of Argentine sites that reflect a still 
quite new, outward-looking spirit there. 

One such is Deremate.com, an auc- 
tion site. Its Buenos Aires office is typical 
of the net: elderly building, creaking lift, 
but, once inside, modern, cpen-plan, 
busy, young. With others, six Harvard 
Business School friends of several na- 
tionalities set up Deremate in 7997. It has 
offices across Latin America, for contact 
with users and advertisers. But the net is 
cyberspace. Can any one country lead? 
Yes, says Alec Oxenford, one of the 
founcers: in Buenos Aires, he claims, as 
in few world cities, you can fird a “clus- 
ter” of the like-minded and go-ahead. 
“More businesses are growing here than 
anywhere else in Latin America. The cre- 
ativity is here.” 

No false modesty there. Yet Argen- 
tina is not Buenos Aires. Its company 
law and bureaucracy creak. On the net, 
as in other fields, its competitars are not 
only Brazil or Mexico, but the first world. 
When South American net fims want 
capital, they go, directly or incirectly, to 
the United States. When they grow big 
enough for a listing, to naspag. And 
there is a city whose past claims to be 
“the capital of Latin America” look less 
silly in today’s cyberworld. The head- 
quarters of Patagon.com are in Miami. 
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Too many 
Argentines are 
poor, and income 
differences are 
widening 





sorry $320 a month in rich Bue- 
nos Aires, less in many prov- 
inces. The money sometimes 
turns up late, and is now being 
squeezed as hard-pressed gov- 
emors try to cut this large 
chunk of their budgets. Teach- 
ers in eight provinces staged 
protests this autumn, against 
pay cuts, job cuts, salaries paid 
late or in bonds, even meal 
tickets. In poor Catamarca, Ju- 
juy and Misiones, the school 
year could not start on time. 
And slowly, over decades, the 
quality of teachers has fol- 
lowed the pay downward. 

Better pay is plainly 
needed, but its effects will take 
time to show. Better teachers 
are needed now. So train them, 
and give them a reason to want 
that. Today, if they want train- 
ing, most have to pay for it themselves. And it brings 
little return: pay goes by seniority, not skill. Instead, 
train, test and pay for skill, says Mr Llach (though 
not even he talks of paying by results). The teachers’ 
unions hate the test-and-pay part of this. But par- 
ents are for it, and slowly it will happen. 

Some bolder ideas are around. San Luis province 
has handed a few schools to non-profit associations, 
using public funds. Mr Llach was once keen on 
school vouchers, and is suspect for it to the unions, 
and to people like Adriana Puiggros, an Alliance 
deputy and former educational policymaker. “We 
don’t want the market ruling education,” she says. 
Mr Llach today says that in poor areas vouchers 
would leave children in even worse schools than 
now; the first thing is to improve the schools. And to 
keep the children in them. Buenos Aires province 
hands out a few grants of $100 a month, enough to 
outweigh a teenager's potential eamings. The central 
government is to finance similar schemes elsewhere. 


Market and university 


In tertiary education, market forces are just what is 
needed; even their critics see why, though they don't 
put it that way. Of Argentina’s 86 universities, 49 are 
private ones, most of them small—‘“college” might 


be a better word. Charging modest fees, these and 


It's an unfair world 


HE future is brains. The present, for about one- 

third of Argentines, is poverty and, for all, grow- 
ing inequality. On World Bank figures, 29% of Ar- 
gentina’s people, including 43% of its children, live 
in poverty, which for 7% is so dire that they cannot 
buy their basic needs. Of the poor, a third have no 
running water, half lack adequate sanitation. “Sub- 
human conditions,” says the elderly bishop of Mo- 
ron, one of the few church leaders who came with 
honour through the years of military misrule. 

All poverty is relative, but the World Bank’s fig- 
ure for Chile is only 22%. And Argentina’s inequality 





The elite: UBA’s Colegio Nacional 


hundreds of lesser institutions 
do a modest but decent job. A 
few, like the San Andres or Tor- 
cuato Di Tella universities in 
Buenos Aires, charge $8,000- 
10,000 a year and are first-class. 
So are one or two faculties in 
one or two public universities: 
mathematics at Cordoba, say, 
or economics at Tucuman. But 
most are simply swamped. 

There are no bars to entry, 
though many universities now 
offer a basic course intended 
to bring all entrants up to 
scratch, and this belatedly 
thins the ranks, as the failures 
drop out. But are the survivors 
studying the right things? At 
Cordoba’s university, founded 
in 1613, slip into the law faculty, 
and time seems almost to have 
stood still. The building is 
modern, as are the student posters quoting Che Gue- 
vara or denouncing the faculty's (modest) require- 
ments for progress from one year’s lectures to the 
next. The teaching may be modern too. But does Ar- 
gentina need tens of thousands of experts in Roman 
law? It has doctors enough to heal the continent, ar- 
chitects to redesign the planet. And even if the sub- 
ject is new, will there be jobs for the 8,000 now 
studying “social communication” at usa alone? 

Yet, just because the trouble is so plain, there is 
good news too. Ideas like limiting numbers at the 
universities (in plain English, selection) are now 
thinkable. Mr Llach hopes to make education more 
demand-led, by telling students (and school pupils, 
and the teachers of both) what the outside world is 
looking for, and encouraging courses that lead that 
way. He and Ms Puiggros agree on the need for non- 
university higher education, and shorter courses 
that produce, say, more paramedics and nurses, 
fewer doctors. And outside the traditional frame- 
work, vocational training, in-company training and 
adult education are burgeoning, says Felix Mitnic, 
who handles such things in Cordoba. Yes, he agrees, 
education has gone far downhill, but “now things 
are changing faster than anyone thinks, as fast as 
anything in education can.” 

He had better be right. This is Argentina’s future. 


—— 





is growing: ten years ago, says the Bank, there too the 
figure was only 22%. National statistics agree. In Bue- 
nos Aires province and the capital, they say, the 
richest tenth of people in 1990 shared 35% of total in- 
come, the poorest three-tenths 9.7%. Today's shares 
are respectively 36% and 8.2% respectively. 

This is what happens in times of rapid de- 
velopment, such as Argentina achieved during the 
1990s. But few Argentines think that is much com- 
fort. What is to be done? The Bank asked around. It 
thinks one answer is to free labour markets. Most of 
those it questioned said it was free-marketry and 
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UIS and Mario live at a less-than- 
desirable address. On one side tower 
ts and offices of prosperous north 
S Aires. On the other, literally 
the tracks, lies a morgue of rusting 
way equipment, and then, almost 
the motorway, a shantytown. 

as electricity, even some taps. It’s 
jumble of huts (wood, corrugated 
d a pat sheeting) porey and 






















The wrong side of the tracks 


dust. Not a place to visit, say wise heads. 
But the pair are amiable enough, maybe 
because they don't quite admit its 
home. We sleep there, they say, pointing 
to a carriage on the jumble’s edge. 

Both are from Buenos Aires, as 
many of the city’s poor are not. They are 
separated from their families, though 
Mario claims six daughters, three grand- 
children and a girlfriend who once stud- 








the port, he says. “there were 
of us there once, not these a ” So how 
do the pair live? seting clothes i ina street 


dents? “Oh, they $ 
As the two set off 


down mentally (“e 
tacts”) on his list-of è 


















isation that had caused the trouble. 

Oddly, both may be right. The reasons for pov- 
__ erty are diverse, and regional differences wide. In- 
‘| ‘come per person in Buenos Aires province is 
roughly double that in poor ones such as Chaco or 
< Formosa. The metropolis has grown a ring of slums 
onits southern side, like many a developing city. In 
time, the market will employ the people there and 
their successors. Formosa, in contrast, is endemi- 
cally poor. It mis-spends too: its legislature alone, 
says Artemio Lopez, a zealous publiciser of inequal- 
ity, eats up 8% of the provincial budget. But no 
amount of market-freeing or abolishing public jobs 
will create many private ones there. 

As with money, so with services. Take health. 
Those who can pay for themselves do fine. In the 
capital, home to 33 hospitals, people signed up with 
one of the trade-union health schemes do well 
enough. Some of the free, public hospitals look old, 
butare not bad. “The real, unadmitted public-health 
trouble here,” says a doctor at one in a well-off part 
of the city, “is car fumes.” And a typical tale of medi- 
cal woe is that of the pediatrician who has to do 
three jobs to earn $1,600 a month. But go to a big hos- 
pital in a poor district of Buenos Aires, and you are 
in another world: “Africa,” as one of the well-off 
overstates it. Here poor people queue for hours: a 
hospital is their only source of free care. And outside 
the capital, the public-health worries in the worst 
provinces really are like Africa’s: malnutrition, dirty 
water, not enough sewers, ignorance and second- 
+ rate medical services to handle the results. 

[On The central government does what it can to fill 












Cement for society 





| TIPHE strains of building a modern economy are 
| one thing. But Argentines face another task: that 
| of modernising the state, rebuilding its institutions 
| and recementing a society that was at war with itself 
| less than 20 years ago, and in some ways still is. 
| Much has been done already. Behind its huge 
| black-and-gilt gates, the Circulo Militar, the magnifi- 
| cent officers’ club, still shadows the capital’s Plaza 
| San Martin. But the power of 1976-83 has gone. That 
| took some compromises: laws in the 1980s to stop 
further trials for some vile deeds, and to accept 
“obeying orders” as a fair defence; and, later, am- 
nesty for some people found guilty. Even now, it is 
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| The class structure of death 
| Infant mortality per '000 births, by level of 
| mother's education, 1998 
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gaps in the provinces. It promotes vaccination and 

runs “mother-and-child” and “rural health” 

schemes. In overall charge of all this, President dela 

Rua has appointed Graciela Fernandez Meijide (his 

Frepaso rival for the Alliance candidacy, and later 

defeated runner for the Buenos Aires governorship) 

as minister of social development. She finances 

feeding programmes for some of the young and the 

aged, helps train peripheral city dwellers to earn a 

living (raising chickens, say), pays for things like in- 

stalling baths to help families build their own 

homes, and so on. All with only $300m-a year, and 

several ministries, 24 provinces and umpteen may- 

ors to co-ordinate with and not offend tao badly. 
Yet even if it works, this is merely bandaging the 

wounds. The cure is a richer, modern economy, and 

one where schooling and skills reach the poor, so as 

not to leave them even further behind. Argentines 

must decide what kind of richer society they want. 
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not ten years since the last, small, politico-military 
mutiny. But the brasshats know their place. Their 
budgets have been steadily cut. And the army at 
least has repented: in 1995, its then chief, General 
Martin Balza, apologised publicly for its crimes. 

The navy has yet to chime in, and there is.un- 
completed business. Sundry ex-officers face fresh 
charges of stealing babies from “dirty war” prison- 
ers who were then murdered. Yet essefitially that is 
the past. The army’s new chief, appointed in Janu- 
ary, recently repeated its acknowledgment of what 
it did; and its understanding of the “irremediable 
grief” of those who lost relatives. But now, he could 
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Some of 
Argentina’s 
institutions need to 
be rebuilt. It’s 
beginning to 
happen 
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urge credibly, “let us look forward.” The church’s 
reputation too suffered grievously for the open sup- 
port some of its leaders gave the military thugs, and 
the silence of others. But some priests spoke out, and 
its trespasses have been largely forgiven. 

The new need is to heal wounds left by the Me- 
nem regime. There is a long charge-sheet, ever grow- 
ing longer, of corruption among former ministers, 
officials and friends of the ex-president. Even in his 
day, journalists were digging, The allegations are of 
every kind: old-pal contracts, kickbacks, overpay- 
ment for supplies, underpriced loans, phoney pub- 
lic pensions, plain embezzlement. And worse: many 
blamed the 1997 murder of a press photographer on 
Alfredo Yabran, a friend of the regime whom Mr Ca- 
vallo, even before he himself fell out with it, accused 
of heading “a mafia in the power structure”. 

By election-time last October, 70% of Argentina’s 
people saw corruption as a “very serious” problem. 
One of Mr de la Rua’s first acts was to set up an anti- 
corruption office. That calmed many fears. His own 
reputation for honesty, tested in three years as 
mayor of the capital, has helped. The government 
has also agreed to let Transparency International, an 
international anti-corruption network, monitor 
public contracts; the man who heads its local arm, 
Luis Moreno Ocampo, a former prosecutor who can 
curl your hair with tales of official wrongdoing, 
foresees better days. Yet, although that 70% of worri- 
ers has fallen to 30%, corruption surely is not dead. 

Nor is it confined to officialdom. Many people 
have been glad to see the mighty investigated, not so 
many when tax inspectors in February descended 
on 18,000 businesses in pursuit of black labour and 
unpaid social-security charges. Later, raiding a Bue- 
nos Aires yacht club, they found that 80 of 104 boat 
owners had not paid a special “teachers’-pay tax” 
due on cars and boats. Tax evasion, and worse, is en- 
demic at all levels. Argentina, along with many 
other countries, has yet to build a state that both re- 
spects its citizens and is respected by them. 

This is notably true of the justice system. The po- 
lice are widely seen as bent. In Mr Menem’s time, so 
were judges. After he had enlarged it, the supreme 





A president quits, a new one takes office—in a civilised way 


court seldom ruled against the regime. The old 
judges are still in place: rightly, the new government 
has not tried a purge. Even Mr Menem had to con- 
cede the creation last year of a Council of the Magis- 
tracy to name new judges. It can sack those who de- 
serve it, but hasn’t so far. And its size and honest but 
laborious rules have delayed new nominations. 

They are needed. The courts, using antique pro- 
cedures and equipment, are bogged down. Civil 
suits can last forever, and there is no speedy small- 
claims system. Criminal cases can take 12 months 
even to reach court. So, though not all accused are 
locked away, two-thirds of prison inmates are peo- 
ple awaiting trial. The result is gross overcrowding 
and frequent mutinies. Mendoza’s prison, with cells 
for 500, was holding 1,400 when they ran riot. 

Here the worries of activists for human rights 
and justice join those of public opinion, which are 
very different. Few Argentines care much about the 
rights of criminals, real or alleged. Many, hearing of 
mutinies, armed robberies and hostage-taking, care 
about crime. Buenos Aires’s Governor Ruckauf pro- 
claims an “iron fist” response. He has tightened his 
province’s penal code to ban bail for those accused 
of armed robbery, and restore to his 47,000 police 
various powers they had lost after some ugly behav- 
iour culminating in that 1997 murder. Crime has also 
figured large in the mayoral race in the capital, 6% of 
whose residents claim to have been victims in 1999. 
Half its households, on official estimates, own a gun, 
and ever more are buying one for self-defence. 

All this goes beyond the field of justice. Here is a 
land where disregard of law, fear of crime, distrust 
of the police, contempt of the courts and 1.2m legal 
hand-guns go arm in arm. The barrio cerrado, 
“gated community” in American, is its best-adver- 
tised housing development; fair symbol of a nation 
that still has a good deal of recementing to do. 


Politicians sense the change 


Happily, there are signs that this work has started. 
Even politicians are learning. As Cordoba’s city hall 
changed hands, the old Radical mayor went 
through its problems with the new Justicialist one. 
“Incredible,” says a voter. Mr de la Rua has set his 
number two, “Chacho” Alvarez, from Frepaso, to 
update the machinery of the state and of political 
life alike. Both men strikingly emphasise the ideal of 
convivencia, coexistence, in a society where rights 
and responsibilities are mutually recognised. The 
machinery of democracy exists, but they know it 
needs oiling. President Menem loved a fight. Mr de 
la Rua says the people are sick of infighting. 

His own education minister, Mr Llach, served as 
number two to Mr Cavallo in the latter’s Menemite 
days. Mr de la Rua has got on notably well with Mr 
Ruckauf, who (with Cordoha’s Mr de la Sota and 
Carlos Reutemann, in Santa Fe) is one of three Justi- 
cialist governors well-placed to win that party's 
presidential candidacy in 2003. The president has 
also been remarkably courteous to Mr Menem, who 
still dreams of a comeback in that year, though his 
party authority is slipping away. Flying to Uruguay's 
presidential inauguration in March this year, Mr de 
la Rua took Mr Menem in his own plane. 

To a Briton, that is remarkable indeed. “This is a 
civilised country,” exclaims its president. 
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Life under King Ken 


By the time you read this article, Ken Livingstone will almost certainly have 
been elected mayor of London. Now what? 


F NOTHING else, Ken Livingstone’s appar- 

ently unstoppable drive to become Lon- 
don’s first elected mayor should puta dentin 
the notion of an all-powerful press. A week 
before the vote on May 4th, Mr Livingstone 
was at 51% in the polls. His nearest rival, the 
Conservative, Steve Norris, was at 17%. As 
polling day neared, newspapers of all politi- 
cal persuasions urged their readers to reject 
Mr Livingstone. But the bookmakers had 
long ago written off the race, and refused to 
take further bets on the contest. 

The man himself has a simple explana- 
tion for his overwhelming popularity. “My 
career has been revived in its entirety by the 
Blairites,” he claimed recently, adding that 
he has been immeasurably helped by “all 
those ghastly little spin doctors at Labour 
headquarters.” As an explanation for the 
rainbow coalition of voters that has pro- 
pelled him into office, it is far from complete. 
But it gives a clue to what may happen next. 

Mr Livingstone’s first term in office is 
likely to be defined by his conflict with Tony 
Blair. It should be quite a contest. Oddly 
enough, several former aides of Mr Blair's 
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once worked for Mr Livingstone. One of 
them says that the prime minister and the 
new mayor are “the two most naturally 
gifted politicians m Britain”. He argues that 
even their gifts are similar. “Neither of them 
are ranters”—both have mastered the crucial 
art of appearing low-key and likeable on 
television. Mr Blair supplements his style 
with an air of great sincerity; Mr Living- 
stone’s particular forte is a subversive streak 
of humour, which simultaneously invites 
the audience to join him in poking fun at 
those in authority, and undermines the idea 
that he is a dangerous radical. 

By both temperament and position, Mr 
Livingstone is now likely to be pushed into 
conflict with Mr Blair. Mr Livingstone-is a 
natural counter-puncher. When he led the 
Greater London Council in the early 1980s, 
he defined himse!f by opposition to Marga- 
ret Thatcher, who was soenraged that she ul- 
timately abolished the Gic. Mr Livingstone’s 
instinctively oppositionist stance will be re- 
inforced by the fact that his new job has very 
few real powers, making it hard for him to 
initiate policy even if he wanted to. On the 


main issue of the election campaign—the fu- 
ture of London’s underground system—it is 
central government which sets policy. 

Mr Livingstone’s manifesto rejects the 
government's preferred solution of splitting 
up and partially privatising the under- 
ground railway. He has made clear that he 
will do everything he can, including a court 
challenge, to block these plans. The under- 
ground, he says, should remain a unified 
public service with new investment fi- 
nanced by a bond issue. The government 
has sought to pre-empt this argument by re- 
fusing to cede control until the part-privati- 
sation is completed. But ministers may have 
difficulty in sticking to this stance. Why 
bother to have a popularly elected mayor if 
you insist, in Mr Livingstone’s words, on 
“completely disembowelling’ the new 
mayor's transport policy? 


The struggle for money 


Another area of friction will be the amount 
of resources central government devotes to 
London. The new mayor claims that London 
subsidises the rest of Britain by up to £19 bil- 
lion ($30 billion) a year, at a time when the 
capital's public transport system is falling 
apart for lack of investment. “I want a fairer 
deal,” says Mr Livingstone, who points out 
that the capital is also critically short of 
nurses, teachers and police. “More of what 
Londoners and London businesses pay in 
taxes must return to London,” he insists. 

But the government is already under 
pressure to spend more in its heartlands. 
Politicians from the north of England point 
out that their schools and hospitals get less 
spending per head than equivalent public 
services in the capital. Awkwardly, both 
campsin this dispute havea point. The north 
is relatively underfunded—but it is also sub- 
sidised by London, a reflection of the capi- 
tal’s relative wealth. 

Certainly, without additional resources, 
the Livingstone manifesto, ranging from 
more police on the beat to reintroducing 
conductors on the buses, is not much more 
than a wish list. But neither the chancellor, 
Gordon Brown, nor any other minister will 
be disposed to do him any favours. So the 
prospect is for a long and bitter stand-off 
with central government. 

The mayor's budget is a tiny £20m; the 
much larger resources theoretically under 
his purview are already committed to ser- 
vices such as the police, the fire brigade and 
transport. So Mr Livingstone will not have 
the freedom he did as leader of the Gic to 
fund thousands of wacky voluntary groups 
and to spend millions on propaganda. 

There are only three escape routes from 
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this financial stranglehold. The first would 
> be to-raise the share of council tax which 
_ London's boroughs levy on behalf of the 
- mayor. Tony Travers of the London School of 
Economics estimates that if Mr Livingstone 
used his first budget to finance extra police 
officers, bus conductors and more arts fund- 
ing, such extra spending could add £70 per 
“year, or roughly 10%, to the average London 
shouseholder’s local tax bill. Such a budget, 
moreover, could be overturned by the new 
Great ‘London Assembly on a two-thirds 
ome ajority, Conflict between mayor and as- 
é is certainly possible, given that Mr 
Livingstone has run as an independent and 
will have no block of loyalists to back him. 
‘The second escape route for the new 
mayor is congestion charging. Mr Living- 
¿stone says his aim is to reduce traffic across 
London by 15% by 2010. His manifesto is im- 
-precise about the details of any scheme to tax 
road. users, promising merely to “consult 
widely”. The suggestion is that daily permits 
costing £5 would be required to drive in se- 
lected areas of central London, such as May- 
fair or Soho. Eventually a London-wide elec- 
tronic charging scheme could raise several 
-hundred million pounds annually, but that 
is probably a decade away, for both techni- 
cal and political reasons. In the meantime, 
Mr Livingstone knows he will be judged on 
his record on transport. 

The only other escape route would be to 
take on powerful vested interests in the un- 
ions. According to Mr Travers, the existing 
transport, fire and police services in the capi- 
tal could be streamlined to give much better 
value for money. But as a left-winger Mr Liv- 
ingstone will be loth to take on the trade un- 
ions, who will carefully guard their costly re- 
strictive practices. 

All the signs point, therefore, to a very 
tight financial squeeze, which will severely 
curtail the new mayor’s ability to act. But Mr 
Livingstone has shown time and again that 
he is a skilled escapologist, who can ditch al- 
lies and commitments in the twinkling of an 
eye. The breach of his solemn promise not to 
run as an independent candidate for mayor 
if he lost the Labour selection contest is evi- 
dence of that. “Consistency is much over- 
rated,” he once told a colleague. He is good at 
constructing temporary alliances across a 
wide range of interests. And he will have 
considerable patronage at his disposal to ce- 
ment such alliances with his control of ap- 
pointments to the bodies running London. 

Some of his former colleagues predict 
chaos. Roy Shaw, former Labour group 
leader of Camden when Mr Livingstone 
served as housing chairman, saysr“‘It's diffi- 
cult for him to make up his mind. You could 
reach agreement with him one moment and 
he would change it the next.” Londoners 
have voted for an entertainer and a spot of 
excitement—but they may get more than 
they bargained for. 








The car industry 


Ouch 


T: two biggest car factories in Britain are 
likely to close within the next few weeks, 
costing 12,000 jobs directly and many more 
in surroundingcommunities as suppliers are 
affected. mw is set to close Longbridge in 
Birmingham unless a last-minute deal with 
one of the potential purchasers, the Phoenix 
consortium or Alchemy Partners, is signed. 
The odds are against a deal. Ford has almost 
finished a sweeping review of its troubled 
European business. Of the 10,000 jobs to go, 
some 3,000 will be at Dagenham where the 
company is almost certain to stop making Fi- 
esta cars, leaving that factory making only 
diesel engines. It has already cut the night 
shift and found a queue of workers lining up 
for the 1,500 voluntary redundancies. 

Rover's losses—£614m ($992m) last 
year—were rising out of control, which is 
why Bmw decided in early March to shut or 
sell Longbridge and retreat to making Minis 
at its modernised Oxford factory. Ford, 
which is losing some £60m a year in Britain, 
has excess capacity in Europe, and Dagen- 
ham’s antiquated production lines compare 
badly with Ford’s continental plants in Ger- 
many, Belgium and Spain, even before the 
strength of sterling is taken account of. 

Sadly, these are not the only car compa- 
nies doing badly in Britain. Honda and 
Toyota are both losing money on their car 
production in the United Kingdom, while 
Nissan has seen its profits dwindle in the 
past three years. Only Vauxhall (part of Gen- 
eral Motors), with factories in Luton and 
Ellesmere Port,and Peugeot, witha factory in 
Coventry, are making money. Indeed, Vaux- 
hall announced a £200m investment pro- 
gramme this week to boost production of 
light vans and off-roaders. 

Closures at Dagenham and Longbridge 
would represent a new downturn in a 30- 
year rollercoaster ride for the British car in- 
dustry. Manufacturing and sales are both 
running high after eight consecutive years of 
economic growth, with production back up 

















70.75 80 85 90 95 2000" 


~ Sources ONS: EU “torea | 








Slow lane : 
Production of cars and ight: trucks, m 
2000 forecast F 


0 











United States 
Japan 

Germany 
France 
“South Ko 








started Aa in the mid- 7 
has risen one place in the league of car-mak- 
ing nations over the past decade (see charts). 

Broadly, the traditional British car indus- 
try started going downhill in the early 1970s, 
hurt by industrial relations mayhem, under- 
investment and hopeless management. But 
in the 1980s the Japanese rode to the rescue. 
Nissan opened a factory at Sunderland; 
Toyota opened up in Derby; and Honda 
started operations in Swindon. The Japanese 
investment has been entirely responsible for 
the recovery of production. With this has 
gone a big increase in exports from these 
plants, which has partly compensated for 
the big rise in imports of cars over the past 
decade or more. 

The end of car production at Dagenham 
and Longbridge will take out two of the 
weakest players in the British industry. The 
Japanese are highly unlikely to shut up shop. 
But there is a danger that future investments 
will be made outside Britain. Since the Japa- 
nese car companies are essentially export 
plants aimed at the whole European market, 
the 24% appreciation of sterling against the 
euro since its birth is strangling their profits. 
All three companies have warned the gov- 
ernment that they will find it difficult to sus- 
tain British investment and production in 
the long term unless Britain joins the single 
European currency, 

One straw in the wind three years ago 
was when Toyota decided to invest heavily 
in France rather than make its new small car 
for Europe in Britain, where it had ample 
scope for expansion at its big Derby factory. 
Nissan has been toall intents and purposes a 
French-run company since Renault boughta 
controlling stake. Sunderland, a famously ef- 
ficient plant, will nevertheless have to fight 
hard to secure investment from its French 
abel The French government owns a 

large stake in Renault. It will have no senti- 
mental stake in keeping the British car indus 
try going. Au contraire. 2 
RSNA NR A EE EE oe 





THE ECONOMIST MAY 6TH 2000 





65 


= 


BRITAIN 
The mobile-phone auction 


Brown’s 
bonanza 


O THE average voter it sounds as if the 

chancellor has won the lottery. The gov- 
emment’s auction of licences to operate 
third-generation mobile phones has raised 
£22.5 billion ($35 billion). But Gordon 
Brown’s windfall is a mixed blessing. Every 
time a deserving cause comes along, he can 
expect calls to reach into his back pocket. 

Those calls have already started. In the 
past week Mr Brown has faced demands to 
use some of the money to bail out Rover, to 
“save” the National Health Service, and to 
buy euros and so depress the pound. But, so 
far, he is sticking to his insistence that he will 
use the windfall to pay back the national 
debt. This risks making it look as if the chan- 
cellor is taking his famed prudence to the 
point of perversity. Mr Brown sounds like 
the sort of boring nerd who would use a lot- 
tery win to pay off the mortgage. Come on, 
Gordon, the commentators urge, let's have at 
least a couple of Rollers and adream holiday. 

In the real world, however, the chancel- 
lor cannot afford to spend anything like £20 
billion, for two reasons. One is that big lump 
sums, such as the proceeds of the auction, 
the windfall tax on privatised utilities and 
receipts from privatisations, flatter the gov- 
emment’s cash flow but make little differ- 
ence to the underlying fiscal position. The 
government prefers to look at its accountson 
an “accruals” basis, whereby the yield from 
the sale of an asset is spread over its life, in ex- 
actly the way that it would have been had it 
stayed in state hands. In the case of the mo- 
bile-phone licences, this is 20 years. So in- 
stead ‘of having an extra £20 billion all at 
once, the government really has about £1 bil- 
lion a year for 20 years—equivalent to less 
than a half penny off the basic rate of in- 
come tax. 

The second reason is that the chancellor 
would be unwise to loosen fiscal policy any 
further with the economy close to full capac- 
ity. If he spends the money, he will boost 
economic activity. He was probably wrong 
to ease fiscal policy in his budget in March. 
He ought not tocompound that error. 

So far the chancellor is sticking to his in- 
sistence that he will not indulge in a spend- 
ing spree. The government says that it plans 
to “reduce the national debt”. This is proba- 
bly the best thing to do; yet it may cause pro- 
blems for the government’s debt manage- 
ment office (pmo) and for the gilts market. 

The amount of gilts sold by the pmo de- 
pends on the governments cash needs, 
which the auction has drastically reduced. 
The pMo’s most recent plan was to sell £12 
billion-worth of new gilts in 2000-01. Now 
the government needs nothing like as much. 
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Moreover, because the government has bor- 
rowed so little in the past few years, gilts are 
already in short supply. This has reduced li- 
quidity in the gilts market and driven down 
yields. That is fine for thegovernment which 
can borrow cheaply. But falling yields have 
hurt anyone retiring with a private pension, 
which must be used to buy a gilt-backed 
bond, called an annuity, on maturity. 
Another idea now doing the rounds is 


that the chancellor should use his bonanza 
to buy euros, or euro-denominated securi- 
ties such as German government bonds. The 
idea has obvious attractions. If the euro is 
really undervalued and the pound overval- 
ued, as almost everybody believes, then the 
government should make a killing when the 
currency markets correct themselves. And 
the act of selling pounds and buying euros 
should in itself weaken the pound, bringing 
relief to Britain's sterling-squeezed exporters. 
Yet the idea has obvious flaws as well. 
Yes, the markets do look out of kilter. But 
they could go further awry before they right 
themselves—losing money for the govern- 
ment and raising the awkward question of 
when it should cut its losses. There is no guar- 
antee that the currency markets will tum 
around simply because the government is 
buying euros: British governments have 
been overwhelmed by currency-market 
sentiment many times before. And just sup- 
pose that the governmentdid intervene, and 
the pound did fall: would that be an unam- 
biguously good thing? Not for the euro-zone, 
for which a weak currency has been a boon. 
And not necessarily for Britain either: the 
strong pound has been the main reason why 
inflation has stayed so low. Best not to specu- 
late, Mr Brown. 
—— | 








HE riot in central London on May 1st 

was not unexpected. There were, after 
all, 5,500 of the Metropolitan Police’s finest 
squaring up against 4,000 protesters. It is a 
fairly open secret now that the British like 
a good riot. But like most things in Britain, 
there isa right way to riotanda wrong way 
to riot. And, judging by the scorn and deri- 
sion heaped on the heads of the rioters af- 
terwards, May day’s was definitely the 
wrong kind. 

Contrary to many people's image of 
Britain as a convention-bound, tradi- 
tional and peaceful society, 
riots have, in fact, played an 
unusually important role in 
the country’s political his- 
tory. Victorian constitu- 
tional reform was often pre- 
ceded, even prompted, by 
bouts of rioting, the most 
famous being the Hyde Park 
riots of 1866 which pre- 
ceded the reform act of the 
following year. In more re- 
cent times, 339 people were 
arrested in the poll-tax riot 
in Trafalgar Square in 1990, 
which helped to bring 
about the downfall of Mrs 
Thatcher later that year. 





Bringing riots into disrepute 





nS er ane 


Many of these riots might have been 
violent and unsettling at the time, but in 
retrospect historians have come to mark 
them out as authentic steps on the paths 
to serious constitutional and political re- 
form. This will never be said of Monday's 
events. What shocked most people about 
it was the utter mindlessness of it all, par- 
ticularly the defacement of the statue of 
Winston Churchill in Parliament Square 
and of the war memorial in Whitehall— 
both powerful symbols of the sacrifices 
that generations have made to preserve 
the right to demonstrate 
peacefully. 

Indeed, as in the Seattle 
wTo riots, the hard core 
turned out to be not ideologi- 
cal anti-capitalist crusaders, 
but plain old hooligans. 
Those already arrested for 
their part in the violence in- 
cluded a sr engineer, a 
clothes designer and a 17- 
year-old Eton schoolboy. 
Not the world’s dispos- 
sessed, or even middle-class 
intellectuals, but just those 
who, in the words of their 
friends, went up to London 
“looking for trouble”. 
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Something new in our garden 
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| HE time-honoured traditions of democracy are all very well, 

l . But almost the whole of Britain's political class agreed that this 
: week’s s protest on the streets of London went too far. It was mind- 

les perverse and nihilistic; an act of unthinking, ungrateful van- 

| dalism visited upon one of the greatest prime ministers the nation 

[ has ever had. All parties came close to saying that the government 

| „should not allow it to happen again. Even the left-wing press was 
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dalised. This behaviour signalled a “raucous disbelief in poli- 
moaned one of the Guardian’s most illustrious commen- 
it-was “an entirely negative act”. 
e “entirely negative act” in question was not the anti-cap- 
|. italist riot in central London on May ist. It was the apparent inten- 
= tion of Londoners to defy the wishes 
of Tony Blair by making Ken Living- 
‘stone their mayor three days later. 
You cannot blame Frank Dob- 
son, Steven Norris and Susan Kra- 
mer for seeking to fabricate some 
sort of connection between the two 
events. To the desperate also-rans in 
the mayor's race, the May Day vio- 
lence in central London must have 
looked like a last chance to damage 
the front-runner. Mr Livingstone 
has supported “direct action”; these 
anti-capitalists took direct action; 
ergo a vote for Ken was a vote for 
digging up the lawn outside the 
mother of parliaments, trashing 
burger joints, daubing a statue of 
Winston Churchill and defacing the 
memorial to the war dead. 

Nice try; but almost certainly 
hopeless. Mr Livingstone would not 
be his tricksy self if he had not been 
careful to dissociate himself from 
this particular protest beforehand, 
and quick tocondemn it afterwards. 
The interesting connection between 
voting for Mr Livingstone and ram- 
paging on the streets is not that the 
candidate encouraged the demon- 













Britain, where independents seldom prevail-againet party ma- 
chines. The protest is also sharply focused. Choosing “en for Lon- 
don is not part of some woolly gesture again apitali 
but a well-aimed kick at Mr Blair himself, adm: 
very people whose votes he wants in the ge 
so hence. How worried should the prime mit 

That depends on what Mr Blair thinks 
nomenon amounts to. The least worrying | 
ers support Mr Livingstone just because this 
Blair for failing to see that devolving power 
London m meant letting local parties choose tl 








has only to admi 
“control freak”, 
i await forgiveness. He 
come as close as prime ministers do 
to saying sorry for havir forced his 
ownmanon Wales, 

What, though, if veters like Mr 
Livingstone because they think he is 
truer than Mr Blair to old Labour 
values? Or what if they like him 
simply because he is fun, but if he 
then uses his platform ia London to 
persuade the Labour Party which he 
wants to rejoin that, contrary to all 
the precepts of Blairism, it can move 
to the left and still win elections? In 
that case, saying sorry and standing 
aloof would not be an adequate 
strategy for Mr Blair: he will need to 
continue his quarrel against Mr Liv- 
ingstone and so risk looking ever 
more obsessed with control. 

On the other hand. the signifi- 
cance of the London election, as of 
devolution in Scotland and Wales, 
may turn less on persoralities than 
on the dynamics of devolution it- 
self. Maybe devolution will just 
make parties impossiblz to control 
from the centre. Those: politicians 
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| stration. It is that voting for Ken and 

| trashing London are both forms of protest; and that, frorn the gov- 

| emment’s point of view, the vote for Mr Livingstone is the more 

| dangerous protest of the two. 

| One thing that makes the mayor more frightening than the 
mayhem is simply scale. According to the police, there were only 
about 4,000 demonstrators in London on May 1st, of whom 400 at 

; most were bent on violence. Most were young, and can be ex- 

| pected to grow up. Besides, marches and demonstrations are fa- 

| miliar manifestations of dissent. This gathering was tiny com- 

| pared with the 250,000 who in 1998 marched peacefully through 

London to protest at the government's policy on the countryside. It 

| was less violent than last year’s riot in the City. And it was unfo- 

| cused: part of an international backlash against the imagined ills 

| of global capitalism in general and so easier to ignore than a protest 

| against the Blair government's particular version of it. 

| By contrast, Londoners of all ages seemed ready to vote in their 

| millions for Mr Livingstone, a man vilified and excommunicated 

| by the Labour Party’s managers and yet still well liked by its sup- 

| porters. This form of civil disobedience is virtually unknown in 
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who have failed to detach them- 
selves from the national party line have certainly found it harder 
to attach themselves to local voters. In Wales, the trouble with 
Alun Michael was not only that he was Mr Blair's man but also 
that, as such, his policies held litte appeal in the old Labour strong- 
holds of Islwyn and the Rhondda. In London, Mr Norris calculated 
that Londoners were more relaxed than Britons at large about sex- 
ual behaviour, and therefore positioned himself so far “rom the of- 
ficial Tory line on such issues that he came close to losing the en- 
dorsement of the Daily Telegraph (while, coincidentally, winning 
the endorsement of the pro-Labour Mirror and Express). 

The truth, of course, is that the Livingstone phenomenon com- 
binesa bit of all of the abovezit is a protest against control-freakery, 
but also a tilt to the left; it is an unintended product cf Mr Blair's 
political mismanagement, but also a predictable consequence of 
his experiment with devolution. Itdoes not herald the end of party 
politics, but makes running a party very much harder. You can see 
why Mr Blair would like to see a vote for Mr Livingstone as a per- 
verse sign of “disbelief in politics’, or “an entirely negative act”. It 
should actually worry him alot more than that. 

























































BRITISH AMERICAN 
TOBACCO 





Earnings per share 
up 4 per cent 


Three months unaudited results 
to 31 March 2000 


OPERATING PROFIT PRE-EXCEPTIONALS £535m +52% 
PRE-TAX PROFIT £220m -29% 
ADJUSTED EARNINGS PER SHARE 11.28p +4% 





M Results benefited from the inclusion of Rothmans in 2000. 


Volumes were 21 per cent higher at 193 billion. 


@ Imperial Tobacco Canada became a wholly-owned subsidiary following the restructuring 
of Imasco. 


M Adjusted diluted earnings per share were up 4 per cent. 


@ “While the difficult conditions in the US domestic market look likely to continue, we 
expect to make progress in a more stable world market than the one we had to trade 
our way through in 1999, We are confident of achieving a good increase in adjusted 
fully diluted earnings per share. Most importantly of all for shareholders, as the 
uncertainty caused by the Engle case starts to recede, the real value of our business 
should become more apparent.” 


Martin Broughton, Chairman 


www,bat.com 


The full quarterly report is being posted to shareholders and copies are available from the Campany Secretary, British American Tobacco phe, Globe House, 4 Temple Place, London WC2R 2PC. 
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Super-jumbo trade war ahead | 





The Americans have Airbus subsidies in their sights again and will challenge 


them at the World Trade Organisation 


MERICA’S trade negotiators went on the 
Xoffensive this week, taking six cases to 
the World Trade Organisation (wro). Their 
targets included Romanian chickens, Philip- 
pine motorcycles, Brazilian textiles and In- 
dia’s protectionist inward investment rules. 
But this is mere skirmishing compared with 
the huge trade row that looms over the 
launch of Airbus Industrie’s double-decker 
super-jumbo, known as the a3xx. 

The Americans are smarting from sev- 
eral recent trade setbacks, most of which 
they blame on Europe. They won cases at the 
wo on bananas and hormones in beef, but 
the Europeans still refuse to change their 
tules to comply. The wro recently declared 
that American foreign sales corporations, 
offshore companies which allow American 
multinationals to save some $3.9 billion a 
year in taxes, were illegal. This week the 
Americans put to the European Union their 
plan tocomply with this ruling, 

One of the principal victims of this rul- 
ing will be the Boeing Commercial Aircraft 
Group. In 1998 the use of foreign sales cor- 
porations saved it $150m in tax. But Boeing's 
revenge could come soon. This week Char- 
lene Barshefsky, the American trade repre- 
sentative, warned that she might soon add to 
her list a case against subsidies to Airbus In- 
dustrie, the European rival to Boeing in the 
market for big airliners. 
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Airbus has already bitten into Boeing’s 
dominant position, and the two now share 
this market roughly equally. But Boeing 
reigns supreme at the top end, since no other 
aircraft carries as many passengers as the 
Boeing 747. Airbus suspects that Boeing is 
able to use its monopoly profits on the 747 to 
keep down its prices for smaller aircraft and 
so snatch away Airbus sales. Boeing natu- 
rally denies this, but there is a lingering suspi- 
cion that Airbus needs the new super- 
jumbo more than the market does. 

Boeing has been growing restive over 
Airbus subsidies. The old argument that 
European governments used to justify them 
was that Airbus was an infant industry that 
needed support to prevent Boeing from hav- 
ing a global monopoly of civil jet airliners. 
But now that Airbus has grown up, that argu- 
ment no longer has weight. 

The Americans have been waiting for a 
good target, and now one is arriving. The 550- 
650-seat A3xx is the first real threat to Boe- 
ing’s monopoly of the jumbo market since it 
created the category with the 747 in 1970. 
Boeing reckons that launch-aid subsidies by 
Airbus member governments will account 
for around $4 billion of the $12 billion that it 
will cost todevelop the aircraft. Launch aid is 
paid back to the governments that have pro- 
vided it, as a royalty on sales. So govern- 
ments can end up making money if the air- 


jumbos; Virgin Atlantic and Singapore Air- 









craft sells well—Britain got back £2 for every 
£1 invested in the Airbus a320s—but taxpay- 
ers bear some of the risk. 

Airbus reckons that demand for aircraft 
over 400 seats (from the size of current Boe- 
ing 7478 upwards) is worth $358 billion (in to- 
day’s prices) up till 2018 (see chart on next 
page). That includes freigh: versions—in- 
deed, air-cargo companies are queuin 
order the plane. It thinks the A3xx will be 
profitable even if it wins only half the mar- 
ket for the 1,200 aircraft that this figure repre- 
sents. Behind such optimism is Airbus’s view 
that, with air travel rising steadily at around 
5% a@ year and limited capacity at big airports, 
especially in Asia, there is a clear need for 
larger aircraft. oa 

Boeing says that the a3xx will be a disas- 
ter, creating overcapacity, airline losses and 
woe all round (including, no doubt, in Seat- 
tle). It argues that the trend is for more long- 
range, point-to-point air travel in wide-bo- 
died jets such as its 7778 and Airbus’s A3405, 
which are slightly smaller than today’s 7478. 
It claims there is a market for only 400 air- 
craft bigger than today's 7478, and that the 
best way of meeting that need is to stretch 
the jumbo. It assumes that its 747 will con- 
tinue to mop up most of the demand for air- 
craft above 400 seats, despite being based on 
technology that is over 30 years old. 

Yet after years of delays and uncertainty, 
the a3xx at last seems likely to get going, 
Emirates, a fast-growing Middle Eastern air- 
line,announced atthe end of last month that 
it wanted to buy up to ten of these super- 


lines are considering a purchase of 16; Ca- 
thay Pacific and Japan Airlines are under- 
stood to be close to ordering. The betting is 
that Airbus will formally launch the aircraft 
after a board meeting on May 26th—at 
which point Boeing will take the gloves off. 


Into battle 


On a recent trip to Europe, Harry Stone- 
cipher, Boeing's president, confirmed to The 
Economist that the company would seek to 
initiate an American attack on A3xx launch- 
aid subsidies at the wro. The wro has al- 
ready been involved in a dispute between 
Canada and Brazil, involving Bombardier 
and Embraer, which rank third and fourth 
behind Boeing and Airbus in the jet market: 
they both make regional jets, shorter-range 
aircraft that carry up to 100 passengers. This 
is a fast-growing market, particularly in 
North America, and these two subsidised 
companies compete fiercely. 

The wro has forced both regional jeto 
makers to cut back export subsidies and 
some forms of launch aid. Boeing hopes that 
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it will approach the other [| 

end of the jet market witha 
similarly militant attitude. 
The signs, from Boeing's 
point of view, are good. Last 


week the wro. called on ee ih 
both Canada and Brazil to | 7 
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make further changes, 
suggesting that it is deter- 
mined to stamp out the 
trade distortions that have 
dogged the civil-aerospace 
industry. 

How will this end? The 
last time there was a dis- 


l aircraft deliveries to 2018 
at capacity, Sbn 
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lowed the 1992 truce. Boe- 
ing and the Airbus partners 
(individually, not the con- 
sortium as such) discussed 
a joint project to build a su- 
per-jumbo. The scheme 
was serious enough to lead 
Airbus to drop its own 
plans. The project fell apart, 
according to Mr Stone- 
cipher, because the two 
sides could not see a big 
enough market. 

Sir Richard Evans, boss 








pute over Airbus subsidies, 
Boeing eventually asked the administration 
to cool things off, fearful that it was losing 
business in Europe because governments 
were discouraging state-owned flag carriers 
from: buying its aircraft. The result was a 
compromise deal in 1992 that has kept hostil- 
ities at bay since. A trade war between Eu- 
rope and America now would be even more 
ridiculous since both aircraft groups spend 
about $5 billion a year buying parts and ser- 
vices on each other’s soil. Each supports 
around 100,000 jobs in the other’s continent. 


South American airlines 


Cancelled flights 
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of sae Systems, says the real 
fall-out was over technical issues. But now 
the market looks rather larger than it did; 
and Boeing is a close collaborator with BAe- 
Systems on various defence projects. All of 
which causes some wise heads on either side 
of the Atlantic to speculate that, after a year 
of wro mud-slinging and perhaps some 
limit on Airbus subsidies, Boeing might join 
the a3xx project itself. Which would, atleast, 
settle the trade dispute—though whether 
such a monopoly would be good for cus- 
tomers is another matter. 


Airlines in South America are struggling. How many must go? 


g 


HE skies over South America 

are going to get emptier.On April 28th 
a new rescue plan for Aerolineas Argenti- 
nas drawn up by the Boston Consulting 
Group was leaked to La Nacion, an Argen- 
tine newspaper. It involves big cuts in do- 
mestic and international services, and the 
loss of perhaps 1,500 jobs. On the same day, 
tam and Transbrasil, two of Brazil’s four big 
airlines, said they were discussing an “opera- 
tional partnership” to cut the overlap be- 
tween their flights, a step widely seen as lead- 
ing to an eventual merger and thus 
significant cuts. 

A few days earlier, the deeply indebted 
Vasp, another of Brazil’s big four, had an- 
nounced the “temporary” suspension of its 
flights to North America and Europe from 
the middle of this month, after Boeing had 
demanded some of its aeroplanes back be- 
cause Vasp was not keeping up its lease pay- 
ments, This is not the first hint that Vasp isin 
difficulties. Last year, a cheque for part of its 
arrears in airport fees bounced; now In- 
fraero, the airports authority, insists on being 
paid weekly. The. Brazilian post office 
stopped using Vasp to carry letters, claiming 
that the airline had faked.a document to 
keep the contract. Vasp denies this. Pilots and 
other staff took the firm to court last month 
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after they were not paid. 

In the mid-1990s, many of the region’s 
airlines expanded their capacity, expecting 
demand to rise. But it shrank in the wake of 
Brazil’s devaluation crisis in early 1999, at the 
same time as the airlines were facing ever 
more competition from airlines in the Un- 
ited States, which enjoy bigger economies of 
scale. 

Aerolineas Argentinas, as well as being 
squeezed on long-distance flights by North 
American competition, has faced growing 
pressure on domestic and regional routes 
from rara and other local airlines that set up 
after Argentina’s deregulation of services in 
the early 1990s. Late last year, just when the 
industry’s prospects were looking up, along 
came the surge in the price of oil—and thus 
of aviation fuel—to add to the squeeze. 

New figures for Brazil’s domestic flights 
in the first quarter show that only 58% of 
seats were taken. That is a little higher than 
the same period last year, but Bob Booth, 
president of AvMan, a Miami-based airline 


A curious episode fol- 
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consultancy, says that around 65% seat occu- 
pation is the industry’s typical break-even 
point. This suggests that some rationalisa- 
tion might make sense. But how much? 

There are some, such as Francisco Gros, 
president of the Brazilian Development 
Bank (BNvEs), who reckon that there might 
be room for only one large local airline in 
Brazil. Lara’s boss, Ronnie Boyd, has sug- 
gested that the same may be true of Argen- 
tina. Mr Gros points to Canada and Mexico, 
where in each case the two big local airlines 
have merged. Last year Vasp suggested com- 
bining Brazil's big four into one, but at the 
time it could not persuade the others to join. 
Given that Brazil’s competition authorities 
have just approved a monopolistic merger 
between the country’s two biggest brewers 
with only a few restrictions, it is perfectly 
possible to imagine them waving through a 
domestic air monopoly, even though they 
are currently investigating the airlines over 
allegations of a price cartel. 

But Mr Booth reckons that it is unduly 
pessimistic to argue that there is room for 
only one local airline per country outside 
America: Australia continues with two large 
local carriers, and recent ticket-price rises are 
attracting foreign airlines to start competing 
on domestic routes there. There is scope for 
some South American carriers to cut costs by 
retiring older aircraft (which can guzzle upto 
40% more fuel than new ones) and standar- 
dising fleets to cut training and maintenance 
costs. Rodrigo Pereira, an analyst at Banco 
Pactual in Rio de Janeiro, adds that in-flight 
service on some short routes is over-elabo- 
rate, so a cheap no-frills airline could survive 
alongside one of the existing operators. 

In North America, the busi- 
ness of cutting out travel 
agents and selling tickets di- 
rect to customers over the In- 

ternet is saving airlines money. 
But it is only just starting in South America. 
And Brazilian airlines are looking forward to 
the outcome of their case against the govern- 
ment over a price freeze in 1986-92: Transbra- 
sil has already won compensation of 725m 
reais ($400m) over this (most of which went 
to paying off its social-security debts), and 
the others hope for similar payouts. 

Most important, though, the region’s 
economy is now back on track for growth. 
Since air travel, per head of the population, is 
still way below North American levels, the 
industry's long-term prospects ought to be 
good. Projections for the next decade by 
America’s Federal Aviation Authority say 
that the world’s fastest growth rates are likely 
to be in Latin America. And, as other parts of 
the world have seen, airlines can come back 
from the dead. Lufthansa.and Iberia did it in 
Europe; so did Mexicana and Aeromexico in 
Mexico. There may be space in South Amer- 
ica’s skies for more airlines than the past 
year’s terrible results suggest. 
lain tt ae lac ge cu aac " 
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2000 intel Corporation. intel is a registered trademark of Inte! Corporation. * Based on 1999 IDC estimates of worldwide Internet server shipments. 





closed - 
technology is 
as dangerous 


who could have predicted how the internet has reshaped business in the last six months? 
or what will happen in the next six days? the way to win in the surge economy is to stay 
open to change. one server platform gives you the flexibility you need to stay agile. 
intel”-based servers keep you open to more leading software and hardware vendors 
than other platforms. that’s why 75% of all deployed internet servers are based on intel’s 
open architecture*. and no one wants to be stuck with an inflexible, proprietary server 
as change accelerates. because in the surge economy, one-way thinking can lead to 


a dead-end. ( solutions for the surge economy = intel.com/apac/ebusiness 
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millions of people reach their 





financial goals. And with more than 
US$113 billion in assets under 


management, one of America’s 





strongest financial services compa- 
nies is now operating around the 
world. More than 10 million people 
count on us for investments, 
retirement solutions 
and insurance to protect 
their families and 
businesses. Our exemplary 
service simplifies even the most 
complex financial matters. So 
whether you are planning for 
yourself or an entire business, the 
disciplined investment approach 
and expert advice of The Principal 
can help you secure your tomor- 


row. Now that’s total performance 


you Can count on. 


get ahead. 


In Hong Kong, MPF is now Plan Ahead. Get Ahead.” 


mandatory, so if your company 
has operations there, please 
call us at (852) 2827 1234 
immediately to ensure you 
comply with regulations. 
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Advertising 


Crossing Rubicam 


NEW YORK 


The collapse of a planned merger between Young & Rubicam and WPP 
exposes the limits of rational management in the advertising business 


HE $5.5 billion merger between America’s 

Young & Rubicam and Britain’s wep 
looked like a dream deal. With billings of 
nearly $54 billion, the combined group 
would have become the world’s biggest mar- 
keting-services group and one of its most im- 
pressive. Although yar’s advertising agency 
has been losing accounts recently, it still has 
an illustrious client list, several of which, in- 
cluding Ford, Sears and Kraft, it already 
shares with its British rival. 

But what wep really liked about yar, 
apart from the advertising business, were its 
fast-growing services such as public rela- 
tions, direct marketing and Internet advertis- 
ing. Integrating these with wepr’s existing 
agencies, Ogilvy & Mather and J. Walter 
Thompson, would have created two power- 
ful one-stop shops for clients’ marketing 
needs. On top of this, there was the global 
strength from combining yar’s American 
media-buying arm with wee’s European 
one. What is more, neither can realistically 
find another partner without client conflict 
becoming a serious impediment to a merger. 

So why did the deal collapse in acri- 
mony, leading yar to approach Publicis, a 
smaller and weaker French agency, as a po- 
tential white knight? Greed is one reason. Sir 
Martin Sorrell, wer’s boss, was livid when he 
discovered half-way through the merger 


talks that 47 yar executives had “golden 
parachutes” written into their contracts that 
entitled them to a collective $60m pay-out 
ona takeover—on which they could have re- 
tired soon after any deal was signed. 

Control is another. Tom Bell, yar’s chief 
executive, who says he offered to exchange 
those parachutes for new employment con- 
tracts, was in turn dumbfounded when Sir 
Martin inserted—going back on a written 
agreement, says YAR—an unusually strin- 
gent non-competing agreement into these 
contracts. Sir Martin also insisted that yar’s 
top brass would not be allowed to sell the 
wep shares he was offering as their new in- 
centives without first getting his permis- 
sion—even if they were fired. 

Mistrust between the two sides was fur- 
ther fuelled by yar’s introduction, at a late 
stage in the talks, of a rider to the merger 
agreement—which Sir Martin calls the “Do- 
lan clause”, after Mike Dolan, yar’s chief fi- 
nancial officer and prospective chief execu- 
tive. As documents obtained by The 
Economist reveal, the clause stipulates that 
“Mr Dolan will serve as ceo of the company 
(yar) and will have full authority with re- 
spect to all matters affecting the business, 
operations and personnel of the company, 
and its subsidiaries and parent (wep) shall 
not override such authority.” 





Food fights 


| JT IS generally accepted that mid-sized 

food companies have no future. Critics 
worry that they have neither the geograph- 
ical exposure nor the economies of scale of 
the world’s three food giants: Unilever, 
Nestlé and Kraft. But nor are they small 
enough to hide in niches that allow them to 
escape pricing pressure from consolidating 
retailers. 

On that reading Bestfoods, one of eight 
quoted mid-rank food companies in 
America, should have been falling over it- 
self this week to accept an $18.4 billion 
takeover offer from Unilever. Yet it refused 
even to open talks—and with some reason. 
In the food industry, it is not so much size 
that matters as the growth potential of 
one’s brands. 

Though margins have been falling and 
growth slowing in the global food industry, 
not all companies are suffering. Whereas 





the big manufacturers are often saddled 
with thousands of weak food brands that 
they cannot easily sell or kill, smaller, nim- 
bler groups have an advantage. Compa- 
nies such as France’s Danone, famous for 
its power yoghurts, have focused on hot 
new markets such as functional foods 
(cholesterol-lowering margarine, for in- 
stance) and snacks. In those markets, there 
ismore scope for generating growth and for 
raising prices. 

Bestfoods has successfully built strong, 
global brands in ordinary foods. Niall Fitz- 
Gerald, chief executive of Unilever, says 
that, compared with non-edible stuff like 
soap and toothpaste, “global brands in 
food are rare.” It is easy to see why he 
would like to buy the company. Bestfoods 
would give Unilever two of its top three 
biggest food brands, Hellmann’s mayon- 
naise and Knorrdried soups. Ina flat to fall- 








Sir Martin is frustrated 


For Sir Martin, the prospect that he 
would not be able to run the business he was 
buying for a chunky premium was unten- 
able. “This was the straw that broke the 
camel’s back. It was more than outrageous. I 
could only conclude that they put it in delib- 
erately to break the deal.” 

In any rational industry, it would be un- 
imaginable that one company would ac- 
quire another without properly assuming 
control. And Sir Martin, in his 14 years at the 
helm of wep, has introduced rigorous man- 





by 2.7% to $8.6 billion. 

What is less clear is why Bestfoods 
should sell out merely because it has been 
tarred with the same low valuation brush 
as other, weaker American food compa- 
nies such as Campbell Soup and Kelloggs. 
Unilever’s comparable food business is in 
much poorer shape. Mr FitzGerald admits 
thatits 1,000 or so food brands need culling 
to “a couple of hundred”. Sales in its fats 
and frozen-food business, excluding ice 
cream and drinks where there is no overlap 
with Bestfoods, fell by 4.6% to $9.2 billion 
last year. 

Mr FitzGerald is evidently in the mood 
to buy some growth. Last month he ac- 
quired Ben & Jerry's ice-cream and Slim- 
Fast Foods. But even if he is willing to pay 
up—and analysts think he could increase 
his offer price for Bestfoods by another 
20%, without diluting earnings—not all 
mid-sized food companies are prepared to 
offer themselves up as snacks for the global 
giants. 


ing market, Bestfoods sales last year rose 
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agement to the often-wacky advertising 
business. A self-confessed “bean-counter” 
in a world of “creatives”, he likes to get in- 
volved in all aspects of the business. And, 
like Jack Welch, the boss of General Electric, 
Sir Martin is famous for dressing down 
subordinates, with phone calls at 2am ande- 
mails fired off at all hours. 

But the normal rules of management do 
not readily apply in advertising, Sir Martin’s 
style does not go down well. David Ogilvy 
famously called him an “odious little jerk”. 
In an industry built on egos, this is a real pro- 
blem. Sir Martin admits that yar’s refusal to 
sell to him restricts wep to “small-potato 
deals”. As data-mining and media-buying 
win out over fancy, costly Tv spots, and the 
power of the creatives declines, Sir Martin's 
business methods will surely prevail. But 
maybe not yet. 


Publishing 


Heavy reading 


SAN FRANCISCO 





Technology magazines are booming, but there is a danger in their success 


LL the talk in technology publishing is of 
the “thud factor”. Subscribers are said to 
prefer computer magazines that make a 
loud slap when they hit the desk. If that is 
true, American readers are certainly getting 
what they want. Technology magazines to- 
day are as thick as telephone books. The cur- 
rent issues of the six leading technology 
publications—Business 2.0, Fast Company, 
the Industry Standard, Red Herring, Upside 
and Wired—boast between 300 and 600 
pages each. And soon there will be even 
more thuds. This week, Time Inc’s Fortune is 


launching a new magazine called eCom- 
pany Now, whose first issue runs to more 
than 300 pages. And this autumn, Business 
2.0 and the Industry Standard are launching 
European editions. 

This is, to some extent, a media bubble 
inflated by the larger Intemet bubble. Hun- 
dreds of Internet start-ups need to advertise 
to develop their brands. The six leading tech 
magazines—all monthlies,except the Indus- 
try Standard, which is a weekly—increased 
their combined number of advertising pages 
in January and February by 150% on the 








S$ A symbol of podgy bureaucracy and 
constricting centralisation, nothing 
beats the corporate headquarters. Through 
the 1980s and most of the 1990s, companies 
hacked away at central staff, clearing desks 
by the acre. The Americans set the pace, of- 
ten getting rid of half their headquarters 
staff. Now, a survey of trends in headquar- 
ters staffing in seven countries finds evi- 
dence that America is once again leading 
the pack—but in the opposite direction.* 
The survey, conducted mainly in 1998 
and 1999 by a group of academics co-ordi- 
nated by Ashridge Strategic Management 
Centre in Britain, interviewed some 600 
companies. It found that corporate head- 
quarters in America are typically twice as 
big as in Europe in terms of staff relative to 
a company’s total employment. Japanese 
corporate headquarters are larger still, but 
Japan isin the middle of a ferocious boutof 
corporate downsizing. 
Moreover, managers in America are far 
more likely than their counterparts in Eu- 
rope or Japan to believe that their head- 





Lean, mean and has-been 





quarters have grown rather 
than shrunk in the past five 
years; and less likely to ex- 
pect a contraction in the 
next five (see chart). 

Being lean and mean, it 
turns out, is not associated 
with better financial perfor- 
mance—rather the reverse. 
The reason, the survey's au- 
thors speculate, could be 
that companies with more 
headquarters staff are bet- 
ter at creating value. More 
plausible is the “thin and 
glum” explanation: compa- 
nies with poor financial 
performance are more 
likely to worry about the cost-effectiveness 
of their headquarters, and so to cut staff. 

Different corporate-headquarters size 
partly reflects different market structure. In 
America, says Michael Goold, one of the 
eight authors of the report, the home mar- 
ket typically generates a larger share of pro- 

= fits than for European compa- 
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nies. A more homogenous 
market raises the benefits of a 
more centralised approach. 

| More important may be the 
way the role of corporate head- 
quarters in America seems to 
have been redefined and, in the 
process, diverged from Europe. 
Some American firms still model 
themselves on the likes of Nucor, 
a steel company that employs 31 
people in its headquarters to run 
a business with 7,500 staff and 
revenues of $4 billion. But other 
firms (the survey cites Lucent 
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Technologies and Corning) 
tend to see headquarters as 
the embodiment of the 
company’s core compe- 
tences, adding value 
through superior research 
(as at Lucent) or by building 
alliances and joint ventures 
(as at Corning). The head- 
quarters of American com- 
panies also tend to do more 
than European ones. In par- 
ticular, 90% of the compa- 
nies surveyed in America 
handle information sys- 
tems and telecommunica- 
tions centrally, compared 
with 68% of Europeans, and 
2 many more handle pur- 
chasing and distribution. 
Could it be that Ameri- 
can firms are no longer “centreless cor- 
porations”, a phrase coined as the title of a 
book by Bruce Pasternack and Albert Vis- 
cio, of the consultancy firm Booz Allen & 
Hamilton? Mr Viscio argues that the head 
offices of American companies are not ac- 
quiring more accountants or human-rela- 
tions clerks. But the centre increasingly 
adds value by developing electronic com- 
merce; by leading work on alliances; and 
by handling mergers and acquisitions in- 
house, as Cisco does, for example. “That 
takes horsepower,” says Mr Viscio. Ascom- 
panies evolve into loose bundles of alli- 
ances, suppliers and distributors, bound 
together mainly by communications, head 
office may re-emerge as the best place from 
which to run the show. | 


Pb a - 





* “Corporate Headquarters: An International Analysis of 
their Roles and Staffing”, by David Young, Michael 
Goold, Georges Blanc, Rolf Bühner, David Collis, Jan Ep- 
pink, Tadao Kagano and Gonzalo Jimenez Seminaria. 
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No more tech mags, please 


same period last year, to 2,390, according to 
Adscope, a market-research firm (see chart). 

Heavy tech rags are nothing new. In the 
heyday of the pc, computer publications of- 
fering everything but the kitchen sink to 
computer hobbyists were over 1,000 pages 
thick. The new generation of magazines, 
however, is different. They are not about the 
nuts and bolts of computers: they are about 
how the world is changing. 

Upside (205,000 circulation) and Red Her- 
ring (163,000) are the grand-daddies of the 
genre. Originally pure Silicon Valley publica- 
tions, they are now trying to broaden their 
base. Red Herring, in particular, wants to 
spread the word about the region’s innova- 
tion model. 

e Wired (469,000) and Fast Company 
(403,000) added lifestyle to the mix in the 
mid-1990s. Wired, now owned by Condé 
Nast after an aborted attempt at a stock- 
market flotation in 1996, has morphed from 
being a central organ of the cyber-elite into 
an interesting read about cutting-edge tech- 
nologies. Fast Company is a sort of Cosmo- 
politan for middle managers in the new 
economy. 

The Industry Standard (150,000) and Busi- 
ness 2.0 (210,000), both founded in 1998, are 
the newest entrants. They are targeted at the 
“transformers” (Business 2.0) or “e-strate- 
gists” (Industry Standard )—senior managers 
who are involved in their company’s In- 
ternet strategy and yearn for guidance in 
these difficult times. 

Advertisers love this crowd, which is 
why there are more and more non-technol- 
ogy advertisements in these magazines. 
Their readers are youngish (on average about 
38 years old), highly educated (almost half 
havea postgraduate degree), affluent (the av- 
erage household income is well above 
$100,000) and influential (more than 50% are 
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in top management). 

The ad rates are correspondingly pricey. 
The Industry Standard, for example, charges 
$139 per thousand copies in circulation, com- 
pared with $86 for Forbes. In the first two 
months of this year the San-Francisco-based 
magazine, which had already increased its 
advertising pages by 440% in 1999, outpaced 
the mainstream magazines in advertising 
revenues. 

Although their riches come from the 
new economy, these publications are solidly 
old media. They use the Internet for promo- 
tion—the Industry Standard sends out more 
than1om e-mail newsletters per month—but 
their focus is on the old-fashioned paper 
product. They are, however, beginning toex- 
ploit their brand profitably in new busi- 
nesses. The Industry Standard, for example, 
is charging an impressive $4,300 for its three- 
day Internet summit in July, and has sold 
400 seats. 

Sceptics predict that these streams of 
money will soon dry up, once the Internet 
bubble bursts. Many dot.com ads will cer- 
tainly go away, but surely not the interest in 
technology news. A correction might even 
be a good thing: readers are starting to com- 
plain about information overload and too 
many advertisements. That is mainly why 
Business 2.0 and Red Herring will go fort- 
nightly—and so a bit thinner—some time 
thisautumn. 

But the bigger threat comes from the 
mainstream business titles. They have 
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moved into the tech magazines’ territory, in- 
creasing their technology coverage substan- 
tially and have launched technology supple- 
ments. (The Economist, too, plans a 
quarterly supplement for later this year.) The 
danger for the tech magazines is that they 
may fall victim to exactly what they so often 
predict: as technology becomes ubiquitous, 
magazines devoted solely to that field will 
find themselves obsolete. 


Cash? How old economy 


NEW YORK AND LONDON 


Everybody, from lawyers to landlords, wants to gain the fruits of venture 


capitalism these days 


WO years ago, when Jay Whitehead 

founded EmployeeService.com, a hu- 
man-resources firm in San Francisco, he set 
aside 5% of the shares to pay bills. Good 
thing, too. His banks wanted equity before 
they would lend him money. Both his land- 
lords asked for equity in the firm before they 
would rent him office space. He gave equity 
to people who referred business to him, and 
equity to the firms that leased him office 
equipment. Cisco Systems wanted stock 
valuation information before it would even 
senda salesman tosee him, and equity to put 
him ona priority list for new equipment. 

Then it was Mr Whitehead’s turn. When 
he offered his firm’s services to Internet start- 
ups he topped off his fee with equity in his 
clients: he took the cost of his firm’s work in 
cash, and the profit in equity. Before long he 
was sitting on a portfolio of equity in more 
than a dozen firms, hoping more would go 
public than go bust, just like the real venture 


capitalists who once had this world of early- 
stage private equity to themselves. In Silicon 
Valley, “everyone who provides profes- 
sional services to technology companies is a 
venture capitalist these days,” he says. 

A typical technology start-up will pay 
for legal services in part with equity. Its pub- 
lic-relations firm will take equity in lieu of 
some fees; so will its management consul- 
tants. There are venture branding firms, ven- 
ture advertising firms, even venture building 
engineers. Software companies will offer li- 
cence-fee discounts for equity. Venture 
headhunters now try to take a third of a 
placed executive's first-year stock options 
along with a cut of salary. In tight office- 
space markets such as San Francisco and 
New York, a venture landlord may take equ- 
ity equal to 3% of a rent over the term of the 
lease, on top of the rent itself. 

A start-up may trade equity for advertis- 
ing space in magazines (not this one, sorry); it 
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may even give equity to a television network 
for air time. Equipment vendors are willing 
to cut a deal for equity; even the cleaning 
firm that comes in at night will discount its 
fees for stock. And there are hundreds of 
incubators, which wrap many of these 
services together in exchange for a stake 
that can be half of a new firm. 

The notion of taking equity for ser- 
vices is not new. Andersen Consulting 
was one of the first to profit from this 
by taking stakes in defence contractors 
that it helped restructure in the 1980s. 
Equipment-leasing firms, which have 
often explored the wilder shores of fi- 
nance, have taken warrants (the right to 
buy shares in future at a given price) for 
decades. 

Some banks have been at it almost as 
long. Last week, Silicon Valley Bank an- 
nounced first-quarter earnings greater 
than its profits for all of 1999, crediting huge 
returns from its equity portfolio in client 
companies. Although American bank regu- 
lations limit the use of equity in credit deci- 
sions for fear that it will distort the bank’s 
judgment of creditworthiness (the worry is 
that the upside potential will encourage a 
bank to take undue risks, forcing federal 
guarantors to bail it out if markets sour), 
lenders such as Silicon Valley get around this 
by keeping their equity stakes small, as a 
fraction of both the firms and the loans. 

But the phenomenon has really taken 
wing over the past two years on the back of 
the technology initial public offering (iro) 
boom. Once only a few firms stood a chance 
of going public and making their shares 
worth something; today almost any can. 

As a result, companies of all sorts, even 
those with no prospect of going public, are 
joining in the iro boom. Some, from law 
firms to headhunters, have taken this so far 
that they have hired bankers to run their 
portfolios; others are setting up separate ven- 
ture divisions within their own firms. This 
wave has also allowed many private firms to 
share equity with their employees for the 
first time, offering them part of a shared pool 
of client stock as a retention tool. 

What do these firms know about ven- 
ture investing? Not a lot; but nor do they feel 
that they need to. They typically take equity 
in a firm only after a reputable venture cap- 
italist has backed it. And their stake is nor- 
mally priced at the level of the previous 
round of finance, letting the main investors 
decide the trickiest valuation issues. 

Most are careful not to get too carried 
away. Mindful of a few advertising and 
headhunting firms that went bust in the late 
1980s because they got the balance between 
cash and equity wrong (one paid for aclient’s 
media space itself, anticipating an iro that 
never came), they never trade so much cash 
for equity that they cannot meet their pay- 
roll costs. The idea is to trade some near-term 
profitability for the possibility of big gains 
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down the line, not to bet the rent money on 
some start-up’s imminent flotation. Some, 
though, are moving deeper into the venture 
business: Andersen Consulting, for instance, 
plans to forgo $1.2 billion in consulting and 
software fees and other costs in 22 “launch 
centres” for start-ups around the world over 
the next three years. 


Europe’s at it, too 


Now the trend is moving to Europe. In a re- 
gion where venture capital firms have, in the 
past, focused more on big private-equity 
deals than on backing untried business 
plans, a Nasdaq-like tech rally has shown 
the value of start-up shares. Even among 
London’s conservative law firms, innovators 
such as §.]. Berwin have started taking small 
equity stakes in clients. The London office of 
Egon Zehnder, a headhunter, was a pioneer 
in venture services. The firm now holds 75 
equity stakes, including deals in Budapest, 
Amsterdam and Tokyo. One client floated 
last year. Others are lining up. 

But Silicon Valley has taken this trend to 
the limit. The Venture Law Group, a Palo Alto 
law firm that has stretched the definition of 
the profession, starts companies itself, takes 
big stakes (at founder-level valuation) in oth- 
ers, and manages an equity portfolio esti- 
mated to be worth more than $100m. Its 
stakes in some firms are so large (7% in the 
case of Garage.com, a company 
that helps to raise money for 
start-ups) that conflict-of-inter- 
est concerns prevent it from tak- 
ing their legal work. It has 
dropped larger clients to spend 
more time with its start-ups. 

Dozens of other law firms, 
from Silicon Valley powerhouses 
such as Wilson Sonsini,Goodrich 
& Rosati to Arlanta’s Morris, 
Manning & Martin, are dipping 
their toes in the same waters. A 



























third of the lawyers who represented the 
500-odd firms that went public in America 
last year held stock at the time of their offer- 
ings, according to the American Bar Associa- 
tion Journal. The bar association has set up 
several task-forces to study whether such 
stakes could create conflicts of interest, 
such as letting a law firm’s equity stake 
influence its recommendation thata cli- 
ent go public. 
Equity can bring conflicts of other 
sorts, too. For one, it cements a relation- 
ship that may last much longer than the 
service it paid for. “It’s no longer out of 
sight, out of mind,” says David 
Wiser, head of Wiser Partners, a 
headhunter based in Cincinnati. 
Because he is a shareholder in 
many of his former clients, he is of- 
ten constrained from representing 
their competitors. Worries about conflicts 
of interest have led some firms, such as 
McKinsey, the management consultancy, 
to put their venture holdings in a blind trust. 

For start-ups too, there are risks as well as 
benefits. On the upside, an equity stake 
aligns the interests of the service provider 
with those of the start-up, cementing a long- 
term relationship and reminding the service 
firm that the goal is to see the start-up suc- 
ceed, not just to milk it for cash. “By taking an 
equity stake, we're putting our money where 
our mouth is. When we've given up a $60,000 
search fee to do the job for stock, the client 
knows we believe in them,” says Mr Wiser. 

On the downside, start-ups that give 
away equity indiscriminately in their early 
days may find that they do not have enough 
to keep their employees later. The smartones 
pay cash for short-term relationships—a 
naming consultant, for instance—and save 
their equity for business marriages, such as 
their law or pr firm. Those that trade equity 
for a cheap database licence may feel locked 
into a single provider’s technology. And any 
firm that gives away a percent or two of the 
company toa headhunter may find ina year 
or two that it has conducted the most expen- 
sive executive search in history. 

Is this just froth? Certainly, when the 
market next tanks, many of those warrant 
pools will evaporate, quickly revealing the 
firms that got greedy, takingtoo much equity 
instead of cash, or backing firms they knew 
nothing about. This will thin the venture 
ranks, but the phenomenon will continue. 
Aslongas there are start-ups, they will 
be short on cash and long on equ- 

ity. Even if the reo market slows, 

mergers and acquisitions will of- 

fer an exit. And upside, once 
tasted, is hard to forget. 
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The pilloried professor 


Joachim Milberg, BMW’s boss, is a brilliant engineer. That is his problem, 
as well as his salvation 


UTSIDE smw’s Munich headquarters a 

ring-road tunnel has turned the sur- 
rounding area into a muddy mess. Inside, 
things are not all that different, as floundering 
executives dig themselves deeper into the hole 
into which the botched closure of Rover, the 
company’s British subsidiary, has pitched 
them. 

The man holding the spade, Joachim Mil- 
berg, is a quiet, courteous figure with grey hair, 
spectacles, and a more-than-passing resem- 
blance to John Major, Britain’s former prime 
minister. He got the job 15 months ago, after 
Bernd Pischetsrieder was fired for failing to sort 
out Rover. He could not be more different from 
the goatee-bearded, cigar-puffing extrovert 
who dominated smw for years. 

Mr Milberg never set out to run a big com- 
pany. He has spent most of his life as an aca- 
demic expert in manufacturing technology. 
Seven years ago he became smw’s head of pro- 
duction. When Mr Pischetsrieder was ousted last year, his job was 
supposed to go to his deputy, Wolfgang Reitzle, the glamorous 
marketing manager. But the unions were hostile, Mr Reitzle re- 
signed and the backroom boy got the job. 

Mr Milberg’s mishandling of the Rover business lends support 
to those who believe that management should be left to managers 
and engineering to engineers. Rather than simply shut down the 
worst bits of the British operation—the 9,000-worker Longbridge 
factory near Birmingham—he tried to limit the costs and the politi- 
cal fall-out by offloading the factory on to Alchemy, a firm of ven- 
ture capitalists. The row in Britain caused by the idea of handing 
over a famous national asset to a bunch of City slickers escalated 
further when the deal collapsed. 

Now Mr Milberg is negotiating only with an improbable co- 
alition of former Rover executives and Midlands garagistes who 
are terrified of seeing their livelihood disappearing. He has given 
them 30 days to come up with a convincing deal, or else he will 
close the factory. But he wants the matter settled before he faces 
the company’s shareholders at the annual general meeting on May 
16th. Rover is said to be losing £2m ($3.1m) a day, and the unfortu- 
nate professor is being pilloried by everybody up to and including 
the British prime minister. 

Nor can smw’s shareholders be all that pleased with him. The 
company’s shares have performed badly in the past two years, as 
problems piled up at Rover. Many believe that only Germany’s 
capital-gains tax, which makes selling a shareholding prohibi- 
tively expensive, stands between Bmw 





come. Bmw bought Rover in 1994 because Mr 
Pischetsrieder believed that, in a world of 
global giants, mw could not survive as a mid- 
dle-sized maker of a small range of executive 
saloons. In those days, 2m units a year was 
reckoned to be the minimum viable size for a 
serious car company. 

Six years on, the generally accepted mini- 
mum has risen to 4m. The industry is domin- 
ated by five giants: General Motors, Ford, 
Volkswagen, Toyota and DaimlerChrysler. 
Only three people in the industry think they 
can buck the trend. They are the heads of 
Honda and Peugeot Citroeén—and Mr Milberg. 
There wasa fourth, Paolo Cantarella of Fiat, but 
he chose to tie up with GM in March. Honda is 
really an engine maker, not a car company. 
Peugeot is French, so it plays by different rules. 
That leaves Mr Milberg alone to prove that a 
mid-sized car company can indeed survive. 

He might yet demonstrate that it can. If he 
does it will be mainly down to his engineering genius. It may not 
have helped him to manage the Rover business, but it has enabled 
him to build one of the two most brilliant manufacturing systems 
in the entire industry (the other is Toyota’s). 


Behind the wheels 


BMw’s success is often believed to be built on marketing: its brand 
is so strong that people pay premium prices for many of its cars 
which are really quite ordinary. But there is far more to smw than 
hype, and Mr Milberg deserves the credit for much of it. 

When Mr Milbergarrived, the company’s image was being un- 
dermined by serious quality problems. He sorted them out, and 
then went on to build flexibility into the assembly lines, allowing 
the company to produce a wider range of cars without increasing 
capacity. He is thus the man most responsible for doubling smw’s 
productivity through the 1990s. The non-Rover results reflect this 
transformation (see chart). 

More important, though, the production system that Mr Mil- 
berg introduced dovetails with the direction in which the industry 
is now going. Partly thanks to the Internet, which allows compa- 
nies to communicate directly with customers, car making is in the 
process of switching from a make-it-and-flog-it mentality to a 
more bespoke, demand-driven model. smw’s flexible factories, 
which can quickly switch from making the large 7-series executive 
saloon to making the smaller 50r 3 series, are way ahead of those of 
most of its rivals in delivering the nuts and bolts of this revolution. 
The current consensus is that car com- 








and takeover by a rival—and the tax law is 
due tochange next year. That would allow 
the Quandt family to sell its 48% stake tax- 
free—probably to Volkswagen (since it is 
German) or possibly to Ford (since it has 
pots of money, likes acquiring premium 
brands in Europe and has them run by Mr 
Reitzle, the man who should have got Mr 
Milberg’s job). 

The direction the car industry has 
been moving in points to such an out- 
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panies must either be huge, to benefit 
from economies of scale, or very small, to 
serve niche markets. smw’s failure with 
Rover suggests that the company is stuck 
between the two, and that it must inev- 
itably be swallowed up. Yet if anything 
can create room in such a cut-throat mar- 
ketplace for a mid-sized maverick, it will 
not be Mr Milberg’s management skills— 
but his brilliantly designed manufactur- 
ing system. 
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SATELLITE PICTURES 


Private eyes in the sky 


A whole new generation of commercial imaging satellites will make detailed 
images, which were once the province only of the military superpowers, 
available to anybody. Should we be worried? 


HE circle of the London Eye, a big ferris 

wheel, is just visible. The curving glass 
roof of Waterloo Station looks like a faint 
white blur. Three bridges over the River 
Thames can be distinguished, and scattered 
dots on the river indicate boats. This is the 
view of London’s South Bank, seen from 
overhead through the eyes of a satellite with 
a spatial resolution of ten metres (the small- 
est feature it can distinguish, in other words, 
is ten metres across). Next to this image on 
the computer screen, however, is another 
view of the same scene (shown here), with a 
spatial resolution of just under a metre. The 
difference between the two pictures is stun- 
ning. Individual struts can be picked out on 
the London Eye, roof panels can be distin- 
guished on Waterloo Station, individual 
boats can be seen.on the river and 
trains on the railway; it is even possi- 
ble to make out their shadows. 
Streets, trees and buildings are all 
sharply defined. 

Ever since the 1960s, people in 
military intelligence have known 
the value of “one-metre” imagery. 
According to John Pike, an expert 
on satellite imaging at the Federa- 
tion of American Scientists in 
Washington, pc, one metre is the 
“sweet spot” that makes it possible 
to tell cars from lorries, to recognise 
types of fighter aircraft, to count vehi- 
cles in convoys, to distinguish different 
kinds of tank, and to identify buildings for 
target selection. 

For decades, images of this quality were 
available only to superpowers and their 
closest allies, because only they could man- 
age the feat of launching satellites or spy- 
planes capable of taking one-metre pictures. 
Not any more. Ikonos, the satellite that took 
the one-metre view of London, is only the 
first of several commercial high-resolution 
satellites that are being launched in the com- 
ing months. Such satellites will make what 
was previously military-grade imagery 
available to all. The firms responsible for 
launching them believe that one-metre im- 
agery will create a host of new business 
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opportunities, and open up a lucrative new 
market worth billions of dollars. 

Not everyone shares this optimism. 
Some analysts believe the market for high- 
resolution satellite imagery has been over- 
stated. Others think the companies’ profits 
are more likely to come from selling images 
for military purposes to countries that can- 
not afford their own spy satellites. 

Imaging satellites are merely the latest 
example of a technology that was originally 
developed for military purposes going on to 
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find commercial applications. Such “dual- 
use” technologies pose a huge problem for 
governments. A balance has always to be 
struck between maximising the commercial 
potential of a particular technology and 
minimising the risk that hostile powers will 
benefit from it. 

On May 1st, the Americans lifted their re- 
strictions on another dual-use satellite tech- 
nology when they said they would stop de- 
grading signals transmitted by global 


positioning system (Gps) satellites. This will 
allow civilian users of Gps devices to deter- 
mine their position with the same accuracy 
as military users. The commercial benefit of 
allowing unfettered access to GPs was 
deemed to outweigh the military drawbacks. 

Knowing your exact position, wherever 
you are in the world, is one thing—but the 
implications of being able to spy on any- 
body, wherever they are in the world, will be 
far greater. Will the advent of high-resolu- 
tion commercial-imaging satellites have a 
dangerous and destabilising effect? Or will 
it, as some hope, usher in a new era of glori- 
ous transparency? 


The eyes haveit 
Satellite images have been available com- 
mercially for years. The first civilian remote- 
sensing satellite, Landsat 1, was launched by 
America in 1972. With a spatial resolution of 
80 metres, it could show forests but not trees, 
towns but not buildings. Although such im- 
ages have scientific, environmental and edu- 
cational applications, they have limited 
commercial value. (More detailed images 
have since become available from such 
sources as the French spor satellites, which 
have a resolution of ten metres.) Similarly, 
high-resolution imagery, in limited 
form, is not new either. Aerial photog- 
raphy can already produce images 
with spatial resolutions of one me- 
tre or better. But high-resolution 
satellite imagery offers the best of 
both worlds: levels of detail com- 


with the global coverage and 
timeliness that only satellites can 
provide. 
Admittedly, taking pictures 
from space and beaming them 
back to earth is a complex business. 
Ikonos, which is operated by an 
American firm called Space Imaging, 
orbits the earth every 98 minutes at an 
altitude of 680 km (425 miles), selectively 
snapping away with its digital camera as it 
goes. Meanwhile the planet revolves be- 
neath it, so that the satellite passes over a 
given spot every three days. If a particular 
spot needs to be captured more frequently 
than this, the satellite can be pointed, allow- 
ing places not directly underneath it to be 
photographed, though at the cost of a slight 
reduction in image resolution. Captured im- 
ages are transmitted toearth via a network of 
ground stations, and then sent to Space Im- 
aging’s headquarters in Denver, Colorado, 
Here the images are processed and corrected 
to ensure that they are geometrically accu- 
rate (a process known as ortho-rectification) 
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and are then sent to the customer in digital 
form. 

Since it is essentially a flying digital cam- 
era, Ikonos cannot take pictures at night, or 
see through clouds. But its sensitivity enables 
it to capture exquisite detail, even in shad- 
ows. As well as its black-and-white sensor, 
which has a spatial resolution of 0.82 metres, 
Ikonos also has a multispectral (ie, colour) 
sensor, with a resolution of four metres. 

Space Imaging, whose backers include 
Lockheed-Martin, Raytheon, Mitsubishi 
and Hyundai, is not the only game in town, 
though it was the first to get a commercial 
one-metre “bird” into orbit. Early next year 
Orbimage, of Dulles, Virginia, plans to 
launch its own one-metre satellite, Orb- 
View-3. Like Ikonos, it will be able to capture 
one-metre black-and-white and four-metre 
colour images. OrbView-4, which is due for 
launch in 2001, will offer “hyperspectral” ca- 
pabilities that can distinguish between dif- 
ferent materials. This has peaceful uses, such 
as spotting oil-rich mineral deposits, and 
military ones, such as spotting camouflaged 
vehicles in dense foliage. 

Also planning to launch one-metre satel- 
lites are EarthWatch, another American 
firm, and West Indian Space, a joint venture 
between two Israeli technology firms and an 
American software company that is regis- 
tered in the Cayman Islands. EarthWatch’s 
satellites, called QuickBird 1 and 2, will offer 
similar imaging capabilities to those of Iko- 
nos and OrbView-3. West Indian Space 
plans a more adventurous scheme, involving 
two satellites with 1.8-metre resolution and 
six with 0.82-metre resolution, the first of 
which will be launched this summer. 


If you build it, they will come 


Building and launching satellites is an ex- 
pensive business. So far, Space Imaging’s 
backers have invested a total of $750m in the 
venture. Orbimage is spending $250m on its 
two satellites. EarthWatch has raised $186m 
to pay for its QuickBirds. And West Indian 
Space’s first three satellites are expected to 
cost a total of $300m. At the moment, the 
global market for satellite images is worth a 
mere $154m, compared with $2.4 billion for 
aerial photography, according to Ron 
Stearns, an analyst with Frost & Sullivan. But 
the satellite firms are betting that one-metre 
imagery will open upa vast new market. 

For example, utility companies, suggests 
Mark Brender of Space Imaging, can use one- 
metre imagery to plan the routes of pipelines 
through desolate regions for which no de- 
tailed maps exist. Detailed images could also 
help government bodies with zoning, plan- 
ning and the monitoring of urban sprawl. In- 
surance companies that provide coverage 
against forest fires can see if home owners 
have cleared the underbrush on their prop- 
erty, and if not, charge higher premiums. Es- 
tate agents will be able to show potential cli- 
ents exactly how far that Hamptons 
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bolt-hole is fram the golf-course; travel 
agents will be able to show customers how 
far a hotel is from the beach. According to 
Gilbert Rye of Orbimage, multispectral and 
hyperspectral imaging can also allow farm- 
ers to monitor crop health, allow fishermen 
to spot shoals of fish, and help prospectors to 
find oil, gas and minerals. 

Consumers will no doubt want to buy 
images of their own homes, or of well- 
known places such as the Giza plateau or 
downtown Manhattan. Even three-dimen- 
sional images and relief maps are possible, 
by getting a satellite to take two images a few 
seconds apart as it passes over a particular 
spot and then combining them using special 
software. Space Imaging is putting together 
3-D models of cities that users can “fly” 
around on their Pcs. 

Yet estimates of the size of the market for 
satellite imagery vary widely, mainly be- 
cause analysts are divided over the extent to 
which satellites will cannibalise the far more 
lucrative market for aerial photography. 
Tom Watts of Merrill Lynch believes that 
global sales of satellite images will be worth 
$2.5 billion by 2005. Mr Stearns, on the other 
hand, puts the figure at a mere $420m. 

Indeed, much as they talk up the com- 
mercial potential for one-metre images, the 
satellite firms know that governments are 
likely to be the keenest customers, at least in 
the short term. In America, the Defence De- 
partment has said it plans to increase spend- 
ing on commercial services, including satel- 
lite imagery, by $: billion over the next five 
years; several other national security agen- 
cies have made agreements to buy commer- 
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cial one-metre images. West Indian Space ex- 
pects most of its business to come, at least at 
first, from the Israeli government. From a 
military point of view, its six one-metre sat- 
ellites will be far more useful than a single 
satellite, because they allow the same point 
to be imaged every few hours, rather than 
every few days. Other much smaller coun- 
tries that cannot afford their own spy satel- 
lites are also expected to be keen customers. 
Governments around the world, says Mr 
Pike, are “drooling for this stuff”. Hardly sur- 
prisingly, the question of who should be able 
to buy what is hotly contested. 


No peeking 

The availability of one-metre images clearly 
has political and military implications. 
There is evidence that Iraq used spot images 
to plan attacks during the Iran-Iraq war. Up- 
to-the-minute satellite images, had they 
been available to the Iraqi leadership, could 
have revealed the surprise “left hook” 
manoeuvre used by allied forces in 1991 to 
liberate Kuwait. To prevent images falling 
into what it regards as undesirable hands, 
the American government has imposed re- 
strictions on those firms that operate high- 
resolution satellites. 

For a start, the usual rules against doing 
business with rogue states and known terro- 
rists apply. These rules apply to the sale of 
satellite images just as to everything else, 
from fridges to rocket-launchers. Space Im- 
aging and Orbimage say they carry out rou- 
tine background and credit checks before 
selling images. But, as Mr Rye acknowledges, 
no system is fail-safe. 

In addition, and more controversially, 
an American presidential directive signed in 
1994 allows the imposition of short-term 
“shutter control” to restrict the availability of 
images (such as one-metre images) that 
might compromise national security. In 1997, 
a law was passed to forbid American compa- 
nies from taking or selling satellite images of 
Israel, “unless such imagery is no more de- 
tailed or precise than satellite imagery that is 
routinely available from commercial 
sources.” At the moment, the highest-resolu- 
tion images available on the market are Rus- 
sian two-metre images, so this precludes the 
capture and sale of one-metre images of Is- 
rael. Space Imaging, Orbimage and Earth- 
Watch are all bound by this legislation, and 
West Indian Space, being Israeli-backed, will 
follow a similar policy. Orbimage has also 
agreed to restrictions on the sale of hyper- 
spectral images from OrbView-4. 

But it is the legislation on temporary 
shutter control, which has yet to be invoked, 
that is proving most controversial. Last year, 
during the conflict in Kosovo, it looked as 
though restrictions would be imposed for 
the first time, as Space Imaging prepared to 
launch its first Ikonos satellite on April 27th. 
The satellite was, however, lost in a launch 
mishap, so the workability of the legislation 
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remains untested. 

There are several reasons to believe that 
shutter control will prove impractical. Mr 
Pike points out that defining the area of shut- 
ter control poses one big dilemma. Make the 
area toosmall, and you reveal the location of 
whatever it is you are trying to protect (a for- 
ward refuelling base for Apache helicopters, 
for example). Make the area too large, on the 
other hand—the Kosovo conflict might have 
put the whole of south-eastern Europe off- 
limits—and it will prevent legitimate com- 
mercial imaging. It would also look rather 
odd to allow images of a friendly airbase to 
be taken by television cameras on the 
ground, but not from space. 

Then there is the First Amendment. Mr 
Pike says that several news organisations, 
which have already made use of lower-reso- 
lution satellite imagery, plan to challenge the 
shutter-control legislation in the courts as 
soon as it is invoked, on the grounds that it 
contravenes freedom of speech. The govern- 
ment may have to be sparing in its applica- 
tion of shutter control to avoid losing and 
having its legislation overtumed. 

In any case, says Ann Florini of the Car- 
negie Endowment for International Peace in 
Washington, pc, who has just published a 
report on satellite policy (available at 
www-eip.org/secrets), shutter control will 
eventually fail because it is based on a short- 
term view. For the next few years, only 
American and Israeli companies will be pro- 
ducing commercial one-metre imagery; 
but Russia, India and France will soon 
enter the field, and China, South Ko- 
rea, Japan and Pakistan plan to 
launch high-resolution satellites 
too. Before long it will be impossi- 
ble tostop anybody from obtain- 
ing an image of any part of the 
world, no matter how sensitive, 
from one source or another. “To 
base policy on a monopoly you 
know you are going to lose 
shortly is short-sighted,” says Ms 
Florini. 


A transparent world 
In any case the ubiquitous availabil- 
ity of one-metre imagery, unfettered by 
shutter controls, might not be as damag- 
ing as the Pentagon fears. Spy satellites are 
generally thought to have had a stabilising 
effect during the cold war. Itis true that satel- 
lite images revealed hundreds of previously 
unknown targets on either side, fuelling de- 
mand for additional weapons to aim at 
them; but they also revealed the non-exis- 
tence of the “missile gap”. Satellite imagery is 
also now a key element in the verification of 
arms-control agreements. Overall, the fact 
that both sides could see what the other was 
up to did more to relax tensions than to 
heighten them. 

Ms Fiorini believes that the new transpa- 
rency and accountability made possible by 
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commercial high-resolution satellites will 
also do more good than harm. Countries in 
regions of high tension, she suggests, will be 
able to learn whether potentially hostile 
neighbours are mobilising for attack. Some 
attackers may even be deterred by the likeli- 
hood of detection. 

In addition, the availability of such im- 
ages to non-governmental organisations is 
likely to have a profound influence on poli- 
cymaking. Members of the public will be 
able to see for themselves what is going on, 
rather than relying on what their govern- 
ments tell them. At the Federation of Ameri- 
can Scientists, Mr Pike runs a programme 
called “Public Eye” to “level the playing-field 
between the government and the elector- 
ate”.““Public Eye” has already bought several 
one-metre Ikonos images of North Korean 
and Pakistani weapons sites, and released 
them to the press with great fanfare. 

The point, says Mr Pike, is that previ- 
ously “the spooks knew about this, but the 
taxpayers did not”. He says the images reveal 
that North Korea’s weapons programme is 
smaller than expected, and Pakistan’s bigger. 
And in April Mr Pike obtained the first one- 
metre images of Groom Lake, better known 
as Area 51, the most secret military complex 
in America, where—to the disappointment 






of conspiracy theorists—there were no flying 
saucers to be seen. (Space Imaging sells the 
Area 51 pictures, along with images of Sad- 
dam Hussein's palace in Baghdad, several 
major city centres, and other sites of interest, 
on its website at www.spaceimaging.com.) 
Images of North Korean or Pakistani 
sites would not of course be new to those in 
American military intelligence who, with a 
30-year head start over commercial oper- 
ators, have satellites capable of producing 
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even more detailed images (with a resolu- 
tion of ten centimetres or sc). Governments 
around the world have long lived with the 
fact that their every move was being ob- 
served by the superpowers. What is new is 
that their own civilians, and those of other 
countries, will now be able to see what they 
are up to as well. India, for example, is con- 
sidering making it illegal for anyone but the 
government to buy high-resolution images. 

As well as trying to restrict the availabil- 
ity of satellite images, governments will re- 
spond to being spied on in two ways, says Ms 
Florini. They may consider the deployment 
of anti-satellite weapons to shoot down or 
blind prying eyes, ifnecessary. But it is more 
likely that they will learn to live with the sat- 
ellites, and concentrate instead on new con- 
cealment techniques and decoys to confuse 
overhead observers, such as burying facili- 
ties underground and deploying fake tanks 
and ships, as the Soviet Union once did. 


The lesson of history 


In the past, other new communications tech- 
nologies have also forced changes in the 
ways that wars are fought. Before the intro- 
duction of the electric telegraph in the 1840s, 
for example, it was common practice for the 
details of British ships departing for foreign 
conflicts to be published in full in the Times. 
But by the time of the Crimean War in 1854, 
the international telegraph network meant 
that such details could be immediately tele- 
graphed to the enemy in St Petersburg, giv- 
ing several weeks’ warning of the arrival 
of British forces. General Simpson, the 
British commander-in-chief, com- 
plained that “our spies. give us all 
manner of reports, while the enemy 
never spends a farthing for in- 
i. _ formation. He gets it all for five 
_ pence from a London paper.” The 
_ practice was discontinued soon 
_ afterwards. 


Similarly, in recent years it has 
_ become commonplace for televi- 
sion news reporters to make live re- 
_ ports from behind the front line. But 
‘instead of worrying about giving in- 
formation away to theenemy. it is now 
m Hussein 
l be tuning in; 
broadcasting has become a Propet propa- 
ganda tool. Now that the implications of sat- 
ellite-rv technology are understood, war is 
waged in aslightly different way. 
High-resolution commercial imaging 
satellites look set to change the rules of war 
once again. Whether they will immediately 
prove to be profitable or peace-making re- 
mains to be seen, but in the long run the 
ubiquitous availability of satellite images is 
inevitable, and is likely to have positive ef- 
fects, Try as they may to restrict or control 
these eyes in the sky, governments will sim- 
ply have to get used to them. 
e 
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The taming of the shrewd 


NEW YORK 


The world’s best-known investors no longer understand financial markets 


“J AM very happy to pull my money out 
of the market”, says George Soros, a 
hedge-fund investor who won fame and 
notoriety in equal measure by helping to 
force sterling out of Europe's exchange-rate 
mechanism in 1992, and was blamed by 
some South-East Asian countries for 
contributing to their crises in 1997. Regula- 
tors and politicians around the world have 
long fretted about the malign effects of big 
hedge funds on financial markets, especially 
after the near-collapse in 1998 of Long-Term 
Capital Management, another big hedge 
fund, threatened to damage the world’s fi- 
nancial system hugely. 

These worries were perhaps overdone. 
In March Julian Robertson, a man almost as 


famous (and as self-important) as Mr Soros,, 


closed down Tiger, the hedge fund that he 
ran. Now Mr Soros, after a lifetime in the 
markets, has made his biggest, and possibly 
last, investment decision: that he does not 
understand what is going on. His two biggest 
funds, Quantum and Quota, have, in effect, 
been shut down; and the two men who ran 
those funds—respectively Stanley Drucken- 
miller and Nicholas Roditi—will retire. 

This might be dismissed as nothing more 
than a few rich people quitting at a time 
when the markets are unusually volatile, 
with reputations that can go nowhere but 
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down and wealth beyond the dreams of av- 
arice. But their decisions carry greater signifi- 
cance. One by one, some of America’s most 
accomplished investors are stepping aside. 
Last weekend Warren Buffett told sharehold- 
ers in Berkshire Hathaway, his investment 
company, that share valuations were too 
high and that Berkshire’s exposure to equi- 
ties, which has already been cut sharply, 
would be reduced still further. And now the 
most famous and one of the most successful 
financiers of the age has all but quit. 

All are leaving a market which, they 
think, has become irrational, in which 
trusted ways of valuing shares no longer 
work, and relationships between assets and 
economic variables no longer apply. “The 
stockmarket is now crazy-insane, unbeliev- 
ably dangerous,” says Mr Druckenmiller. 

That said, there are important differ- 
ences between these investors. Messrs 
Buffett and Robertson have long made clear 
their refusal to touch “new-economy” 
shares. Mr Buffett likens investing in Internet 
stocks to a “chain letter’, in which early par- 
ticipants get rich at the expense of later ones. 
But Messrs Soros and Druckenmiller did not 
eschew tech shares completely. In part this is 
because Mr Druckenmiller is a half-believer 
in the new economy. But it is also because 
they were burned when they tried to bet 


against such stocks, Having lost $700m in 
March 1999 by selling tech shares short, and 
similar amounts the year before, they 
started to dabble instead. Quantum invested © 
heavily in Qualcomm, Veritas anda number 
of other technology shares in the second half 
of last year, turning round what would oth- ` 
erwise have been a rotten 1999. 

But when Nasdaq plunged in Marchand ` 
April, Quantum suffered such heavy losses 


that Messrs Soros and Druckenmiller de- | 


cided to call it a day. “Being the last in, we felt 
it incumbent to be the first out,” says Mr So- 
ros. Although his funds lost some $2.5 billion 
in high-tech shares, Mr Druckenmiller reck- 
ons that buying was still a good strategy: 
Quantum kept half the original $5 billion 
profits that it had made—more, by far, than 
it made betting against the Bank of England. 

Now, however, the two men donot want 
to punt either way. Yes, tech stocks, in par- 
ticular, are absurdly overvalued. But then 
they also were last year. Mr Soros says that, 
in these circumstances, “it is too dangerous 
and crazy to short. You could have shorted 
the market in March of 1929 and lost every- 
thing.” If you cannot go long and cannot go 
short, the only other place to go is away. 

Mr Druckenmiller had considered quit- 
tingever since his record began to deteriorate 
bacly after 1996. Certainly, Quantum’s re- 
cent results have not lived up to previous glo- 
ries Its returns have lagged the sar 500 by 
over six percentage points a year for the past 
six years. A failure to read the markets cor- - 
rectly in February proved the last straw. 
When he saw Mr Robertson announce his 
retirement he was, he says, “jealous”. 


Sense and sensibility 


The closure of Quantum and Tiger, at one 
time the world’s two biggest hedge funds, 
should calm the nerves of those politicians. 
who think that hedge funds are a danger to. 
world markets and should be reined in. 
America’s Congress has been considering a 
bill chat would force the big funds to disclose 
more about themselves—a move backed by 
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the Financial Stabil ity Forum, an interna- 
tional committee of the great and the good. 
The committee even considered whether 
hedge funds, unregulated for now, should 
be brought under the regulatory umbrella. 
Although the French and Germans were in 
favour, the committee rejected such a move, 
at least for now. But hedge funds are clearly 
less scary than they used tobe. 

Regulators might still be interested to 
hear what Mr Druckenmiller has to say 
about risk-management models, especially 
the ubiquitous value-at-risk (var) models, 
which purport to show how much an insti- 
tution might lose. Quantum was forced by its 
bankers to use such models after their near- 
death experience with LTCM. “VAR is ex- 
tremely dangerous. People look at their com- 
puter models and think they are safe. Much 
better to have no models and watch your 
own net worth every day.” Watching it 
crumble is what told him to get out. 

Will Quantum and Tiger take their par- 
ticular style of hedge fund, with its big, ag- 
gressive bets on all manner of financial as- 
sets, with them into retirement? Of the big 
funds, only Moore Capital, with $12 billion 
of assets, and Tudor Investments, with $2 bil- 
lion, are left. 

Mr Soros does not rule out the possibility 
that opportunities remain for others. If the 
hedge funds had only got it right, the euro’s 
slide would have been an attractive bet. Still, 
there may be reasons why they did not. Both 
his funds and Tiger started life as equity 
hedge funds, As they got bigger, they mi- 
grated into other investments in which they 
had less expertise. The likes of Tudor and 
Moore Capital, on the other hand, started in 
the futures markets and have long punted on 
all manner of things. Moreover, these two 
seem better able to delegate responsibility to 
those who know what they are doing: Tiger, 
at least, was run by what one insider calls a 
“back-seat driver”, making it less able to re- 
tain talented staff. 

Still, unlike other sorts of hedge fund, 
“macro” funds have in general had a dismal 
time lately (see chart). Many have been 
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l wrong: footed: Tiger famously lost some $2 


billion in September 1998, when the yen rose 
sharply and unexpectedly. And last year 
many were caught out by the rises in the 
prices of oil, of American Treasuries and of 
the yen, and by the fall in the euro. 

Worse, financial markets have become 
less liquid (partly because banks, their coun- 
terparties, are less willing to take risks), mak- 
ing bets more expensive. And as they have 
got bigger, managers gripe, those with whom 
they deal often try to do the same trades as 
they do, queering their pitch. The upshot is 





“that macro funds are far less keen to take big 


punts. All in all, says Nicola Meaden, who 
runs Tass, a research firm, “the era of the clas- 
sic macro hedge fund is drawing to a close.” 

For all the railings against them by regu- 
lators, that would be a bad thing. Without 
the willingness of hedge funds to take risks 
and bet against irrational trends, the markets 
would be more volatile, not less. Have no 
fear. Investors, hedge funds included, wisely 
get out of a market when it gets too bubbly to 
call, but when good opportunities arise 
they'll be back. 





European stock exchanges 


Werner Uber alles 


The stock exchanges in London and Frankfurt have merged, and forged an 
alliance with America’s Nasdaq. This article looks at the uneasy resolution to 
Anglo-German rivalry; the next charts Nasdaq’s rise and rise 


T WAS presented as a marriage of equals. 

But in London there was the familiar nag- 
ging feeling that the foreigners had got the 
bigger dowry. The much-trailed merger be- 
tween the London Stock Exchange (LsE) and 
Deutsche Borse was finally announced on 
May 3rd. As expected, the chief executive of 
the new company, iX (for “international ex- 
changes”), will be Wemer Seifert, boss of 
Deutsche Borse. Nor does this deal represent 
the summit of his ambition. Mr Seifert’s goal 
is what the market has been clamouring for: 
aglobal stock exchange. 

The outline of this week's agreement was 
already known. Don Cruickshank, the tse’s 
recently appointed chairman, will chair the 
new company. Blue-chip stocks will be 
traded in London, subject to London regula- 
tion, while the high-growth market will be in 
Frankfurt, under German rules. Frankfurt’s 
Xetra system for screen-based trading will be 
used by both exchanges. And iX intends to 
form a 50-50 joint venture with Nasdaq, em- 
bracing London's techm arx and Frankfurt's 
Neuer Markt—their markets for “growth”, 
technology shares. 

Once the merger has bedded down, the 
exchanges in Milan and Madrid may join. 
But others are left on the outside. Of these, 
the biggest is Euronext, the recently an- 
nounced merger of the Paris, Brussels and 
Amsterdam exchanges. Euronext had earlier 
proposed a tie-up with London, on what it 
says were better terms. Now, clearly peeved, 
it says it has no intention of joining the An- 
glo-German creation, and that its offer to the 
LSE still stands should iX collapse. 

That is possible. Rolf Breuer, chairman of 
the Deutsche Borse, and of its biggest share- 
holder, Deutsche Bank, knows the risks all 
too well. Deutsche’s proposed merger with 
Dresdner Bank, a big rival, collapsed last 
month. But for the exchanges, he avers that 
“everyone knows each other and has had a 


decent look into each other’s pockets.” 

Even so, to reach agreement some issues 
of importance to investors were set aside. Big 
banks have been clamouring for exchanges 
touse central counterparties for trading. This 
would allow banks to net off their purchases 
of securities against their sales, and thus to 
reduce the capital they have to set aside 
against their trading activities. This is indeed 
the system iX intends to use. But it has yet to 
decide who the central counterparty will be. 
The tse balked at using the clearing house for 
Eurex, the German-Swiss derivatives ex- 
change that is halfowned by Deutsche 
Borse, pointing out that it has no experierice 
in equities. Many Londen firms would 
prefer the independent London Clearing 
House, which had already agreed to bethe 
Lse’s central counterparty. 

Similarly, there is ne agreement on 
consolidating settlement systems, though it 
is in this area that many of the costs and in- 
efficiencies of equity trading lie. Deutsche 
Börse owns 50% of Clearstream, a settlement 
company. But despite Mr Seifert’s best ef- 
forts, this was left outside the deal. For the 
time being, it will continue so settle German- 
done deals, while London will still use thein- 
dependent Crest. But this is a short-term sol- 
ution. The exchanges’ users are demanding, 
and will eventually get, a pan-European sët- 
tlement house. 

Mr Seifert has already helped transform 
Frankfurt from a regional German exchange 
into Europe’s second-ranked financial cen- 
tre. And the failure of previous Franco-Ger- 
man attempts at stock-exchange co-opera- 
tion is unlikely to deter him from trying to 
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draw Euronext intoiX. Mr Seifert has already 
managed to become one of the leading fig- 
ures in European finance. Can he now con- 
quer the world? That depends in part on the 
plans of his new partner, Nasdaq. 





Nasdaq 
The world in its 
hands 


NEW YORK 


ROM the condemned home of sleazy 

stockbroking practices to the shining tem- 
ple of cutting-edge technology-company 
shares in only five years, Nasdaq's image has 
undergone quite a transformation. In the 
mid-1990s, allegations of price-fixing by bro- 
kers, and an investigation by the Depart- 
ment of Justice, suggested that the world’s 
second-biggest stockmarket’s days were 
numbered. Now, crowds gather most days 
to pay homage to the “new economy” at 
Nasdaq’s new giant multi-coloured share- 
price screen in New York's Times Square. 

Today America, tomorrow the world. 
Nasdaq is rapidly taking its technology gos- 
pel to the corners of the earth. On May 3rd, it 
took a giant step towards its goal of creating 
the “first global digital stockmarket”. As part 
of the deal between the London and Frank- 
furt stock exchanges, the new entity will 
create a joint venture with Nasdaq, under 
the Nasdaq brand. This will replace its earlier 
planned Nasdaq Europe, launched last No- 
vember, and will combine with Frankfurt’s 
Neuer Markt for tech stocks and London's 
less successful techMark. 

The main ingredients of a 24-hour global 
Nasdaq stockmarket are now in place. Last 
week it announced a deal with the govern- 
ment of Quebec to launch Nasdaq Canada. 
In June 1999 it agreed to launch Nasdaq Ja- 
pan with Softbank, an Internet venture firm. 
This exchange is to golive later this year. Nas- 
daq claims a “special relationship” with Syd- 
ney’s stockmarket, and says that negotia- 
tions are under way with South Korea’s. 
Already up and running, albeit on a modest 
scale, is a deal with the Hong Kong Stock Ex- 
change that allows some of Nasdaq’s main 
shares to trade in Hong Kong, and vice versa. 

Eventually, this global alliance will allow 
companies to gain access to foreign capital 
more easily, says Frank Zarb, the chief execu- 
tive appointed to clean up Nasdaq after the 
price-fixing scandal. And it will make it eas- 
ier for investors to trade in shares listed 
abroad, as long as they meet the regulatory 
requirements of the country in which the in- 
vestor is located. Mr Zarb expects shares in 
as many as 500 companies to change hands 
around the clock throughout the world 
within three to five years. 

Whether this is what investors want re- 
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mains to be seen. Since the merger of Daim- 
ler and Chrysler, almost all of the trading in 
the new firm’s shares has shifted to Frank- 
furt, during German trading hours, even 
though the shares are listed around the 
world, which is hardly encouraging. Still, big 
institutional investors certainly want fewer 
exchanges. And retail investors will wel- 
come easier access to foreign shares. 

Mr Zarbcan be well pleased with his suc- 
cess, particularly as his exchange seems to of- 
fer little to its foreign partners. Few foreign 
exchanges will want to import Nasdaq's 
strange market structure, which reflects 
America’s quirky system of stockmarket 
regulation. Nasdaq is the automated share- 
price quotation system of the National Asso- 
ciation of Securities Dealers, a self-regula- 
tory body for broker-dealers. It has an 
increasingly competitive relationship with 
those broker-dealers that run their own elec- 
tronic-trading systems, known as ECNs. Yet 
order-handling rules introduced to stop 
price-fixing in effect make Nasdaq subsidise 
some of these ecns. Nasdaq's foreign part- 
ners would be mad to copy that. And ques- 
tions still remain about how good a price in- 
vestors get on the Nasdaq market. 

Nor, despite its popularity with technol- 
ogy companies, is Nasdaq's own trading 
technology much cop. Problems with it are 
one reason why it asked the Securities and 
Exchange Commission, the main market 
watchdog, to delay the introduction of deci- 
mal pricing of shares (instead of 16ths of a 
dollar) until next year—to the delight of the 
rival New York Stock Exchange, the world’s 
largest, which has its technology ready now. 

But Nasdaq has at least done a better job 
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Zarb goes global 


than the nyse of transforming itself into a 
for-profit, soon to be public, company. This 
may have putitina stronger position to form 
partnerships with foreign exchanges, many 
of which are also going public, than the Big 
Board, which says it is unlikely to become a 
public company before late 2001, if then. 
Nasdaq's biggest asset is its brand as the 
global byword for technology stocks. In Ar- 
gentina, locals have nicknamed Argentina’s 
aspiring new tech market the “Nasdaquita”. 
The Neuer Markt’s willingness to throw in its 
lot with a Nasdaq exchange is ample proof of 
the brand’s value. There will be rival global 
stockmarket alliances, but Nasdaq will be 
the market of choice for many of the world’s 
technology companies. The biggest threat is 
that this brand may become a wasting asset 
if technology-stock prices do not rediscover 
their zip. 
Stites 5 





Brazilian capital markets 


Market-makers 


SAO PAULO 


Brazil is at last serious about developing proper capital markets 


66470U cannot have economic growth, 
you cannot have economic develop- 
ment, without having solid capital markets,” 
declared Brazil's president, Fernando 
Henrique Cardoso, recently. Since Mr Car- 
doso called Francisco Gros, a former central- 
bank chief, back from Wall Street to run the 
Brazilian Development Bank (BNDEs) in Feb- 
ruary, Mr Gros has taken up the theme. Bra- 
zilian firms need access to liquid capital 
markets, or they will stay small and uncom- 
petitive. Or, as is happening to so many these 
days, they will be snapped up by foreign 
firms financed from developed markets. 

For a country whose banking and finan- 
cial system is as sophisticated as that of 
many rich countries, Brazil's corporate-bond 
market is tiny. Outstanding corporate debt, 
almost all of it short-term, is barely more 


than 2% of cor, compared with 45% in 
America. The stockmarket is small too, with 
a market capitalisation of just 43% of GDP, 
compared with 159% in America (see chart 
on next page). It is in danger of getting 
smaller: some of the biggest firms have been 
taken over by foreign firms that want to list 
them in their home markets. With liquidity 
drained, the cost of issuing shares is set to 
rise. Since bank loans are still expensive, 
many Brazilian firms finance themselves 
from retained profits. All markets, points out 
Rodrigo Azevedo, chief economist at CSFB 
Garantia, suffer from the lack of a decent 
market for long-term government debt, 
which would provide a benchmark for pric- 
ing other instruments. 

The reason for the underdeveloped state 
of Brazil’s capital markets is decades of econ- 
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omic mismanagement. The government had 
to borrow to keep itself afloat, and so had to 
pay very high interest rates. Investors look- 
ing for somewhere to put their money al- 
ways chose high-yielding government 
bonds. Furthermore, chronic high inflation 
meant that investors were loth to put their 
money into any investment lasting more 
than a few months. Companies had to bor- 
row at high rates or notatall. 

A lack of domestic savings is not the pro- 
blem: the private-sector savings rate is a 
healthy 23%. The key to developing Brazil's 
capital markets is for the government to 
bring interest rates down to reasonable lev- 
els by getting its own finances under control. 
As short rates come down, investors looking 
fora higher return should then become more 
interested in buying long-term investments. 

Mr Cardoso’s government has made sig- 
nificant progress on controlling the public fi- 
nances recently (see page 43) and, as a result, 
interest rates have been falling: having 
peaked at 45% just after Brazil’s devaluation 
last year, short-term rates are now 18.5%. But 
this still represents a real interest rate of 
about 12%, whereas, says Mr Azevedo, pen- 
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sion funds need a real return of only about 
6% to meet future liabilities. They will not be 
interested in equity and long-term debt until 
real short-term rates fall below such levels. 
Other reforms are under way, too. The 
central bank is trying to improve the govern- 
ment-bond market. It is mopping up small, 
illiquid long-term issues and replacing them 
with larger ones to create benchmarks for 





ULAN BATOR 


OR the ten years since the end of 
communism in Mongolia, the banking 
system has inflicted more costs than bene- 
fits upon the economy. Governments have 
collapsed over the issue of banking reform, 
and the outcome has been a financial sys- 
tem dominated by rotten state banks anda 
welter of poorly supervised private ones. 
Yet now a political consensus has emerged 
to get the state out of banking, bring for- 
eigners in, and improve supervision. That 
should lay the foundations for serious 
economic growth. This ex-vassal of the So- 
viet Union might yet have one of the best 
banking systems in developing Asia. 
Political shenanigans in the past en- 
sured that bad state banks were neither 
shut down nor privatised. “Restructur- 
ings” were mainly a way to avoid pain. But, 
prodded by the Bank of Mongo- 
lia, the central bank, the govern- 
ment now thinks that drastic ac- 
tion is needed. Earlier this year 
the central bank forced into liq- 
uidation the two worst state- 
owned banks, the Investment 
and Technological Innovation 
Bank, and the Reconstruction 
Bank. The latter possibly had the 
world’s highest bad-loan ratio— 
over 95%. 
This is the first time that any 
insolvent banks have been 





Betting on Mongolia 


main open, minimum capital-adequacy 
requirements have been doubled. New 
banks must immediately meet the require- 
ments; longer-established ones have until 
the middle of next year. 

The number of banks in Mongolia has 
fallen from 18 to 12. As well as the liquida- 
tions, a handful of private banks with in- 
sufficient capital have closed. Yet the coun- 
try still looks over-banked: there are a mere 
2.5m people in Mongolia, with an annual 
per capita income of a little over $400 a 
year. More mergers are on the cards. 

A third insolvent bank, the Agricul- 
tural Bank, merits closure by any dis- 
passionate measure. Yet its social impor- 
tance is immense: in Mongolia’s vast rural 
areas, it is the only bank that most people 
haveever walked into. Even though distant 





forced to close. For those that re- Real-time settlement 











corporate bonds. 

Another measure to increase demand 
for equity and corporate bonds is reform of 
the pension system. In_better-developed 
markets such pension funds are voracious 
consumers of securities, But Brazil’s private 
pension funds are not, largely because most 
workers must belong to one of the state pen- 
sion schemes that pay today’s pensions out 
of a mixture of today’s contributions from 
workers, and borrowing. 

A recent reform to cut the deficit in state 
pensions, by making payouts less generous, 
should encourage more workers to take out 
private pensions to top up their state bene- 
fits. A bill in Congress will accelerate this 
process by allowing professional bodies and 
trade unions to set up pension schemes. So 
will new rules on pension funds’ invest- 
ments that will stop them blowing so much 
money in property speculation, encouraging 
them to put more into shares instead. Yet an- 
other reform, announced last month, will 
give more choice for pension funds (and re- 
tail investors) by allowing the creation of 
specialised investment funds that invest in, 
say, technology firms. With such reforms, 





branches often have no money to dis- 
pense, the bank’s removal would destroy 
any stirrings of a money economy. So the 
government will soon advertise for a for- 
eign boss to turn the bank around. 

That leaves Mongolia’s biggest bank, 
the state-owned Trade and Development 
Bank. After general elections in July, parlia- 
ment will be asked to approve the bank’s 
privatisation. The authorities have no 
hang-ups about foreign ownership: inter- 
national banks will be invited to bid. A Ci- 
tigroup or an HsBc, the authorities believe, 
would benefit the Trade and Development 
Bank and the whole financial system. 

Jigjidiyn Unenbat, the central bank’s 
governor, argues that Mongolia is over the 
worst of its banking crisis. Now he wants 
the level of financial intermediation in the 
economy to rise threefold. There is plenty 
of scope. Mongolia’s ratio of m2 to GDP, a 
measure of the role that money plays in the 
economy, has declined over the past few 
years to only 18%, on a par with 
Africa’s poorest countries. 

The multilateral institutions 
are betting on Mongolia. Late last 
month the World Bank ap- 
proved a $32m soft loan for fi- 
nancial-sector restructuring. The 
Asian Development Bank is dis- 
pensing advice. Even the Euro- 
pean Bank for Reconstruction 
and Development is about to 
welcome Mongolia into the 
fold—although Ulan Bator is 
twice as close to the Pacific as it is 
to the North Sea. 
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Carlos Flory, president of Petros (the pension 
fund for Petrobras, Brazil's oil giant, among 
others), reckons that pension funds’ total as- 
sets could double in the next few years. 

Another big obstacle to attracting more 
money to Brazil’s stockmarket has been the 
shoddy way that minority shareholders in 
firms are often treated. This, too, is about to 
change. A bill to strengthen small sharehold- 
ers’ rightsis likely to be passed in the next few 
weeks. Minority shareholders will regain 
“tagalong” rights, which the government 
took away in 1997 to ease the privatisation of 
some big state firms. This means that when a 
majority stake in a firm is sold, the minority 
shareholders will have to be paid the same 
price. Majority owners will also face new re- 
strictions on issuing non-voting shares, and 
will be forced to allow minority sharehold- 
ers who have a stake of at least 10% to nomi- 
nate a director to the firm’s board. 

Groups representing business owners 
complain that these reforms will discourage 
firms from coming to the stockmarket, but 
Emerson Kapaz, the congressman promot- 
ing the law, disagrees. Without such mea- 
sures to attract investors, he says, businesses 
will not have an alternative to expensive 
bank loans to finance their expansion. 

Even this welcome boost to sharehold- 
ers’ rights will achieve little if it is not en- 
forced. And, traditionally, the cvm, the 
stockmarket regulator, has been slow and 
bureaucratic. Cases often take up to six years 
to be resolved, so many mistreated investors 
do not pursue their complaints. Jose Luiz 
Osorio, a former investment banker who be- 
came the cvm’s new president three months 
ago, says he wants to reform the agency's 
procedures and retrain its staff. But his re- 
stricted budget will make this difficult. Last 
month his staff staged a one-week strike, de- 
manding better pay and conditions. 

As well as backing such measures to 
make investing on the stockmarket more at- 
tractive, Mr Gros has recently been mulling 
whether the sNpes, which runs the pro- 
gramme of state sell-offs, should go for a Brit- 
ish-style privatisation in which the shares of 
state firms are sold in small blocks to private 
investors through the stockmarket. But un- 
der present conditions, this will be feasible 
only for the largest companies, such as the 
planned offering of a big stake in Petrobras 
later this year. Mr Gros plans to let private in- 
vestors buy small blocks of shares using their 
unemployment-insurance funds; but he ad- 
mits that, since Brazil does not have much of 
a tradition of retail share-ownership, he has 
no idea how many will take up the offer. 

Other reforms are also needed, such as a 
revamp of Brazil’s messy tax system, to allow 
the government to abolish its tax on finan- 
cial transactions. This, too, is being debated 
in Congress. All these reforms and more will 
be needed to create first-world capital mar- 
kets. But at least the process has started. 

— 
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The euro 


Unappreciated 


NVESTORS, it seems, cannot have too little 

of the euro. On May 3rd the currency fell 
below 9o cents for the first time, nearly a 
quarter below the rate at which it was 
launched at the beginning of last year. Pessi- 
mism about Europe’s economic perfor- 
mance compared with America’s is partly to 
blame. But many also blame the woeful per- 
formance of the euro on its guardian, the 
European Central Bank (EcB). 

The ecs, critics allege, lacks transpa- 
rency both in its policy goals and in the way 
it makes interest-rate decisions. Many claim 
that conflicting statements by officials, ei- 
ther on the euro or on interest rates, have 
confused financial markets and under- 
mined the ecs’s credibility. America’s Fed- 





Sinner and saint 


eral Reserve, in contrast, is much more trans- 
parent and knows exactly what it is doing. 

Yet this is all a bit odd. The ecs has had 
some communication problems, certainly. 
But the charges against it—a lack of transpa- 
rency, unclear goals and internal divisions— 
apply as much, if not more, to the Fed. 

Take the claim that the ecs’s monetary- 
policy strategy is confusing. It has, in effect, 
two targets: one for inflation and another for 
money-supply growth. What if money and 
inflation move in different directions? But at 
least the ec has a clearly defined mandate 
of price stability. The Fed does not have an 
inflation target at all. So the basis of the Fed's 
interest-rate decisions is far from clear. 

Whatof the second charge, that the EcB’s 
decision-making is opaque? It is true that the 
ece does not publish minutes of its policy 
meetings; the Fed, in contrast, releases sum- 
mary minutes about six weeks later. But the 
monthly press conferences, at which Wim 
Duisenberg, the ecs’s president, explains 
policy decisions, come close to providing an 


FINANCE AND ECONOMICS 


instant summary. Arguably, this is better 
than releasing carefully edited minutes 
weeks later. 

The Fed never holds press conferences 
after interest-rate changes and, unlike Mr 
Duisenberg, Alan Greenspan, its chairman, 
never gives on-the-record interviews. To 
make things even less clear, Mr Greenspan 
has turned the obfuscatory language of cen- 
tral banking into an art form. “I know you 
believe you understand what you think I 
said, but I am not sure you realise that what 
you heard is not what I meant,” he told some 
Wall Street economists a few years ago. 

The third main accusation is that the 
ecB’s policy board is disunited. Yet since 
monetary policy is an inexact science, such 
divisions are perfectly healthy. The Fed is 
equally divided. Only the dominance of Mr 
Greenspan has prevented a revolt by Fed as- 
sociates who have been uncomfortable with 
the recent looseness of monetary policy. 
Two notable hawks are Larry Meyer, a Fed 
governor, and Jerry Jordan, president of the 
Cleveland district Fed. In speeches and arti- 
cles, both have given the impression that 
they think interest rates should have been 
increased more rapidly. 

In the end the ecs and the Fed will be 
judged by their ability to keep inflation un- 
der control. On current evidence the Ecs is 
doing the better job. In the 12 months to 
March, consumer prices in the euro area rose 
by 2.1%, just breaching the ecs’s medium- 
term goal of 2%. But the core rate of inflation 
(excluding oil and food) was only 1.1%. In 
contrast, American inflation jumped to 3.7%; 
even core inflation is running at 2.4%. First- 
quarter figures, which showed an alarming 
jump in labour costs and annual growth in 
domestic demand of 8%, suggest that infla- 
tion is likely to pick up. 

You might conclude that the ecs is the 
more credible of the two central banks. Un- 
fortunately, it has two disadvantages. It has 
no track record, so it has to try harder to ex- 
plain its decisions. And it does not have at its 
helm the saintly Alan Greenspan. 

Mr Greenspan has undoubtedly been 
an excellent central banker. But he has also 
been lucky: his time at the Fed has coincided 
with a worldwide fall in inflation. He has 
been heavily criticised by some (The Econo- 
mist among them) for not doing more to pre- 
vent a financial bubble and its accompany- 
ing financial and economic imbalances. 

His halo may yet slip, but for now inves- 
tors remain confident that he will be able to 
engineer a soft landing, and that America’s 
economy will continue to outpace Europe's. 
The evidence of rising inflation, and hence 
the need for interest rates to rise by more 
than the markets expect, will make that task 
harder. And if Mr Greenspan does not man- 
age it, investors may soon start treating the 
dollar with the disdain that they now re- 
serve for the euro. 
= 
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What am | bid? 


Auctions are a good way of selling state-owned assets—as long as they are 


carefully designed 


CROSS the European Union, telecoms 
companies are scrambling for licences 
to supply “third-generation” mobile- 
phone services. Not surprisingly, there has 
been a lot of excitement about what the 
new gadgets will do. Less predictably, the 
seemingly dry business of dishing out the 
available radio spectrum has also caused a 
few gasps in recent weeks, thanks to the 
huge sums raised by Britain’s auction of 
five third-generation licences: £22.5 billion 
($35.1 billion), around £20 billion more than 
Treasury officials had pencilled in their 
budget less than two months ago. 

Besides sparking a lively debate in Brit- 
ain about what the government should do 
with its windfall (see page 66), the bonanza 
has prompted two other, opposing reac- 
tions. The first is that, because they raise 
such a lot of money, auctions must be a 
brilliant way of selling state-owned assets. 
Already, some economists are suggesting 
that Germany's auction, planned for July, 
could raise €50 billion ($45 billion), on the 
assumption that it will attract roughly the 
same bid per mobile-phone user as the 
British sale. But France stil! plans to hold a 
“beauty contest”, in which telecoms com- 
panies would make qualitative bids (such 
as the firms’ soundness. and strategy), 
rather than purely financial ones. 

The second reaction is that auctions 
raise fool’s gold. The sums paid for the li- 
cences, runs this view, are obviously far 
greater than the bidders could ever hope to 
recoup. By squeezing telecoms companies 
dry, the British government will deprive 
the industry of money needed for invest- 
ment, and hold it back for years. 

In fact, neither reaction is correct—al- 
though the first is closer to the truth than 
the second. Auctions are a good way of sell- 
ing state-owned assets, for several reasons. 
They raise as much money as possible, be- 
cause the assets are bought by those who 
value them the most. In some beauty con- 
tests, such as those held for mobile-phone 
licences in Spain and Finland, the govern- 





ment has made next to no money at all. In 
addition, because bidders will be prepared 
topay a sum equal to the future profits that 
they expect to receive from the assets, auc- 
tions are theoretically the same as a 100% 
tax on monopoly rent—ie, profits in excess 
of the cost of capital. And an auction is 
more efficient than a beauty contest. By 
forcing bidders to put their money where 
their mouths are, a well designed auction 
makes use of bidders’ information which is 
unavailable to government. 

Have successful bidders in the British 
auction been sucked dry? The answer is 
that bidders themselves are the best judges 
of what the licences are worth. If, during 
the auction, they had thought that they 
could not win a licence without making a 
loss, the solution was obvious: drop out, as 
all but five eventually did. Granted, they 
may have miscalculated: competition may 
be so fierce that they cannot charge enough 
for their services to recoup the cost of their 
bids. But that is their problem. And if a mo- 
bile-phone company cannot make money, 
or goes bust, itcan always sell its licence. 

What of the view that investment in 
the British mobile-phone business will be 
crippled by the sums that bidders have to 
pay? Again, it is not clear why that should 
transpire. One might instead argue that 
companies will have to strive harder and 
invest more than they would have had 
they been given the licences free, because 
of the pressure to recoup their bids. 

Economic theory also suggests that the 
size of bids should make no difference to 
incentives to invest. The bid is a lump sum, 
which must be paid come what may. So 
the marginal return on investment—the 
extra profit it generates—is independent of 
the amount that a firm has bid. 

Some auctions, even so, are better than 
others. Paul Klemperer, an Oxford econo- 
mist who is the principal theorist behind 








the British mobile-phone auction, says that 
auction designers face the same problems 
as competition authorities in normal mar- 
kets: how to minimise the scope for incum- 
bent companies to collude or deter entry.* 


Buyer beware 


Recent history is scattered with examples 
when designers got it wrong, or were out- 
foxed by bidders. The key problem is that 
incumbents always have the most to lose 
from an unsuccessful bid, and so place a 
higher value on winning. New entrants 
therefore calculate that, if they win an auc- 
tion, they must have overpaid. Accord- 
ingly, they back off, allowing incumbents 
to win cheaply. In one American mobile- 
phone auction, for example, some incum- 
bents succeeded with low bids after signal- 
ling their determination to win by making 
the last three digits of their bids the same as 
their target markets’ area codes. 

The British auction offered five li- 
cences. Because there were only four in- 
cumbents, and no bidder could win more 
than one licence, that guaranteed a new en- 
trant—and prevented strong bidders col- 
luding to divide the market. 

In contrast, the German auction looks 
less well designed. Companies can bid for 
two or three of the 12 blocks of spectrum on 
offer. That looks ripe for a “natural” divi- 
sion into four three-block licences. And 
there are four “second-generation” incum- 
bent suppliers already in the German mar- 
ket. If they are determined to hang on to 
their markets (as incumbents usually are), 
and new entrants are frightened off, then 
the German auction might prove less lucra- 
tive than the British one. 

It may be, of course, that new entrants 
are just as determined as incumbents to 
win a slice of the big German market. The 
would-be entrants, such as Spain’s Telefon- 
ica, are scarcely minnows. But the German 
designers would have been better advised 
to take a leaf out of the British book, by re- 
serving (say) two blocks for a new entrant. 
That would have guaranteed some new 
providers; raised the chances of a scrap be- 
tween the incumbent; anc brought the 
government more cash. 


*See www.nuff.ox.ac.uk/economics/people/klem- 
perer htm 
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Striking out bird strikes 


AMSTERDAM 


If birds and aircraft could share the sky without colliding, both would benefit 


IRDS are bad news. Last month, just as 

the International Bird Strike Committee 
was holding its conference in Amsterdam, 
they struck again. A Russian Antonov-8 
went down after a bird flew into one of its 
engines as it was taking off 
from Pepa in southern Congo. 
The crash killed four crewmen 
and six Rwandan army officers. 
The cause was probably a vul- 
ture, a threat to planes over 
much of Africa. And such inci- 
dents affect the rich world as 
well. Although bird strikes 
caused no civilian deaths in 
America last year, that coun- 
try’s Federal Aviation Adminis- 
tration estimates that they cost 
its airline industry $385m. 

The days when people 
thought that this sort of thing 
could be stopped with a scare- 
crow and a few firecrackers are 
long gone. Birds soon learn to 
ignore such distractions. But 
most of them learn how to deal 
with aircraft, too. And exploit- 
ing knowledge about how they 
do this may offer the best way 
of solving the problem. 


Strike a light 

Tom Kelly, of the National Uni- 
versity of Ireland, has been 
studying the matter at Dublin 
airport. He has found that fly- 
ing birds are actually quite 
good at avoiding aircraft—so 
good that the reason a few fail 
to do so owes more to miscalculation (or dis- 
traction by bad weather or predators) than 
stupidity. The birds are, as it were, playing 
chicken with the planes, and sometimes 
they get it wrong. 

The first thing that Dr Kelly discovered is 
that birds do not seem to perceive aircraft as 
if they were other birds—and certainly notas 
if they were predatory birds. When faced 
with, say, a hawk, most birds will turn tail 
and fly away. When faced with an oncoming 
aircraft, they just bank out of its path. 

Experiments with caged birds, who were 
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shown video clips of oncoming planes, have 
demonstrated that most start to react to an 
aircraft when the estimated time to collision 
is about five seconds. That may seem to be 
cutting things rather fine, but it is probably a 





reasonable compromise. Bird strikes, includ- 
ing those where only the bird dies, occur just 
once every few thousand take-offs and land- 
ings, so leaving things until the last few sec- 
onds works most of the time. From the point 
of view of a relatively short-lived animal 
that has a lot of other hazards to face, colli- 
sions with aircraft are not a major risk. 
However, from the pointof view of man, 
a long-lived animal that faces few natural 
hazards, such collisions are unacceptable. Dr 
Kelly’s suggested solution is that take-offs 
and landings might be preceded by the use 


of a laser beam to project an image that a 
bird would perceive as an expanding dot of 
light. (Readers who have been to concerts 
that feature laser light-shows will be familiar 
with this idea.) The dot would, Dr Kelly 
hopes, suggest a rapidly looming object and 
thus trigger the “banking” reaction before an 
aircraft came along, But then again, it might 
not. Or if it did, the birds might quickly learn 
the difference. 

On the whole, therefore, it is better to 
avoid the birds in the first place. This is par- 
ticularly true for military pilots, whose work 
involves a lot of flying at the low altitudes 
that most birds call home. These pilots are at 
much greater risk than those of 
civil aircraft, which are near the 
ground only at take-off and 
landing, Air-force pilots are 
also, unless they are involved 
in actual combat, more likely to 
be able to reschedule flights if 
circumstances demand. This 
means they can benefit from 
so-called Bird Avoidance Mod- 
els (Bams), which attempt to 
predict periods and places of 
maximum risk. 

BAMS work by adding the 
bird population to other geo- 
graphical information, such as 
terrain and population centres, 
that a pilot must consider 
when choosing a route. Ac- 
cording to Russell DeFusco of 
the us Air Force Academy, the 
American air force's Bird Air- 
craft Strike Hazard (BAsH) team 
has put millions of hours’ 
worth of observations, made 
by biologists, wildlife-refuge 
managers and amateur bird- 
watchers, into an off-the-shelf 
Geographical Information Sys- 
tem (Gis) to do just that. 

A BAM needs to be more so- 
phisticated than a normal Gis 
because birds, unlike tradi- 
tional geographical features, 
can move around. On top of that, some bird 
species—those that are large, or move 
around in flocks—pose bigger threats than 
others. The BASH team’s BAM tracks the daily 
and seasonal movements of the 60 species 
that the air force thinks matter most. 

The result is a computer model of the 
continental United States that generates a 
map showing the hot spots a pilot would be 
wise to avoid at any given time, and, for good 
measure, the places where birds have previ- 
ously hita military aircraft. The American air 
force reports that the first units to use the sys- 
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tem in 1999 saw bird strikes drop. by 70%, 
avoiding millions of dollars’ worth of dam- 
age. A proposal for the development of a 
similar am for Europe will be put to the 
European Commission later this year. 

Of course, birds never do exactly what 
history suggests they should, so the ideal 
BAM would include current information on 
bird movements. This is already possible for 
the eastern third of the United States, thanks 
to the Avian Hazard Advisory System 
(anas) developed by the Geo-Marine com- 
pany in Panama City, Florida. The ans uses 
radar images collected by America’s Na- 
tional Weather Service. These contain in- 
formation on rainfall, but birds reflect the ra- 
dio waves, too. So, if you know what rain 
looks like on a radar screen (which Geo-Ma- 
rine does), you can subtract the rain, and 
search for birds in the leftovers. 

To perform that task, Geo-Marine has 
created a neural network—a type of com- 
puter program that can learn how to extract 
patterns from large sets of data. Once the net- 
work has worked out where on the map the 
birds are, the rest of the system applies some 
rules of thumb, such as the favourite migra- 
tion weather of, say, geese and the soaring 
habits of, say, vultures, to transform those 
data into a three-dimensional picture of 
where birds should be expected. In practice, 
a pilot can use a website (www.ahas.com) to 
choose one of a number of standard routes 
as being the most bird-free. The system will 
tell him whether the risk of a bird strike is se- 
vere or not. 

All thisis, however, of little help to the pi- 
lots and passengers of commercial airlines, 
who do not want to have to reschedule their 
flights and are, in any case, only at serious 
risk when taking off and landing, But even if 
Dr Kelly’s laser system does not do the job for 
them, there are lower-tech solutions avail- 
able. Vancouver airport employs border-col- 
lie sheepdogs to drive the birds away. That is 
a threat the birds never take for granted. And 
the airport’s neighbours appreciate the lack 
of firecrackers. 
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96 


Measuring gravity 


G whizz 


HEN it comes to determining the 

mass of the earth, scientists have got 
themselves in a bit of a twist. Direct mea- 
surement is clearly impossible—a planet 
cannot simply be plonked on a set of 
scales—so weighing the earth relies in- 
stead on measuring the strength of the 
force of gravity. According to Newton's 
famous law, the gravitational force between 
two objects is the product of their masses di- 
vided by the square of the distance between 
them, with the result multiplied by the gravi- 
tational constant G (pronounced “big gee”). 
So by measuring the gravitational force on a 
known mass at a known distance from the 
centre of the earth, you can calculate the 
earth’s mass--provided you also know the 
value of G. 

Which is where the twist comes in. The 
first person to measure the strength of grav- 
ity (and hence the mass of the earth) was 
Henry Cavendish, an English scientist who 
conducted a pioneering experiment in 1798. 
Cavendish suspended a tiny lead dumb-bell 
by a thread and positioned it between two 
weights the size of bowling-balls. The gravi- 
tational attraction between each end of the 
dumb-bell and its nearest weight caused the 
dumb-bell to twist slightly on its thread. By 
measuring this deflection, Cavendish was 
able to work out the value of G, and hence to 
deduce the mass of the earth. 

Since then, physicists have improved 
upon Cavendish’s method in order to mea- 
sure G more precisely. One refinement was 
to set the dumb-bell twisting to and fro on its 
thread to create a so-called torsional pendu- 
lum, and then measure the frequency of the 
pendulum both with and without the bowl- 
ing-balls in place. From the tiny discrepancy 
between the twomeasuremenits it is possible 
to determine the value of G. In 1982 two 
American scientists, Gabe Luther and Wil- 
liam Towler, used this method to measure G 
more accurately than ever before. Their re- 
sult, which was reckoned to be within 0.01% 
of the true value, formed the basis for the “of- 
ficial” value of G, determined by an interna- 
tional panel called copara in 1986, and used 
by scientists around the world. 

Knowing something to within a hun- 
dredth of a percentage point may sound im- 
pressive, but by the standards of modern 
physics it represents a glaring degree of un- 
certainty. Other physical constants have 
been measured thousands of times more ac- 
curately, and their values are known to with- 
ina few millionths of a percentage point. The 
problem is that gravity is such a weak force 
that its strength is hard to measure. But ex- 
perimenters have continued to try. 

And this is where a second, unexpected 
twist comes in. In 1994 a group of researchers 






at Germany's institute of standards carried 
out an elaborate version of the Cavendish 
experiment in which they floated the dumb- 
bell on liquid mercury to eliminate uncer- 
tainty about the physical properties of the 
thread. But the value of G that they ended up 
with was a whopping 0.6% higher than the 
accepted value. Other researchers in New 
Zealand and Russia, using other new meth- 
ods, also came up with wildly divergent fig- 
ures. The result is that the latest “official” 
value of G, just published by copara in the 
Journal of Physical and Chemical Reference 
Data, is listed as accurate only to within 
0.15%. Science, it seems, has gone backwards: 
measuring G more carefully has made its 
true value less certain than before. 

Itis all rather embarrassing. Thank good- 
ness, then, for Jens Gundlach and his col- 
leagues at the University of Washington. In 
1996, they published a paper describing sev- 
eral innovative new twists to Cavendish’s ex- 
periment. On May ist, at a meeting of the 
American Physical Society in Long Beach, 
California, Dr Gundlach and his colleague 
Stephen Merkowitz announced the first pre- 
liminary measurement of G using their new 
apparatus. It is, they claim, the most precise 
measurement of G ever made: accurate to 
within 0.0015%. 

Dr Gundlach’s method starts off by do- 
ing away with the dumb-bell. Instead, a rect- 
angular plate of Pyrex is suspended on the 
thread. Using a rectangular rather than a 
dumb-bell-shaped mass for the pendulum 
has the curious but helpful consequence 
that the exact physical properties of the plate 
donot need to be known in order tocalculate 
G. Previously, researchers began their ex- 
periments by measuring the size and mass of 
the dumb-bell as accurately as possible. 

The pendulum is set twisting to and fro, 
and then the entire pendulum apparatus is 
set spinning on a turntable that completes a 
revolution every ten minutes or so. When 
several stainless-steel bowling-balls are 
placed around the spinning pendulum ap- 
paratus, their gravitational influence causes 
the rectangular plate to twist on its thread 
very slightly in response. The spheres are 
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fixed on a frame that surrounds that turn- 
table, and this frame is also set spinning, at a 
higher rate than the turntable. This allows 
the periodic effect of the spheres’ gravita- 
tional influence to be distinguished from 
thatof the surroundings in which the experi- 
ment is performed—another traditional 
source of error in experiments to measure G. 

As the thread twists, it absorbs energy,an 
effect that must be allowed for when cal- 
culating G. That means taking the properties 
of the thread into account—which is why 
the German researchers did away with the 
thread in their experiment. Dr Gundlach 
takes a different approach: by monitoring 
the deflection of the rectangular plate very 
carefully, and subtly varying the rotational 
speed and acceleration of the turntable, he is 
able to stop the thread twisting at all. Then, 
by analysing the tiny variations in the rota- 
tion of the turntable that are necessary to 
achieve this, it is possible to determine G— 
and hence the mass of the earth—more accu- 
rately than ever before. And the earth turns 
out to be slightly lighter than textbooks 
would have it, at 5-97 (rather than 5-98) sextil- 
lion tonnes. (A sextillion is 10™.) 

Dr Gundlach’s results are, admittedly, 
only preliminary. But it is reassuring that his 
new, more accurate method gives a value 
broadly in line with the 1982 result. Other ex- 
perimenters are also expected to announce 
new measurements of G in the next few 
months. Which means that next time 
CODATA updates its official value of G, it 
should be an improvement on the 1982 
value. Physics may have taken one step back, 
but two steps forward. 
= i. 





Human evolution 
The first seaside 
holiday? 


OR a terrestrial species, mankind has an 

uncanny affinity with the sea. It likes to 
spend its leisure time on the beach. It messes 
about in boats (and uses them for the more 
serious purposes of trade and warfare, of 
course). And its more showy members even 
swim across dangerous bodies of water such 
as the English Channel, for who-knows- 
what purpose. 

A paper in this week’s Nature suggests 
that this affinity is not a recent thing, For 
Robert Walter of the Scientific Research and 
Higher Education Centre in Ensenada, Mex- 
ico, and his colleagues have found evidence 
that Homo sapiens has been living at the 
seaside for almost as long as it has existed. 
That evidence, in turn, may shed light on 
how the species migrated from its African 
homeland to the rest of the world. 

Dr Walter’s discoveries have been made 
in Eritrea, at the southern end of the Red Sea. 


THE ECONOMIST MAY 6TH 2000 


SCIENCE AND TECHNOLOGY 





p YOU are a reader who gets their copy 
of The Economist before the weekend, 
you might want to take cover as you read 
this. For doomsayers have predicted that 
terrible things are going to happen on May 
5th. According to which you believe, great 
earthquakes will cause California to fall 
into the Pacific, tidal waves will devastate 
coastal cities, or the earth’s crust will shift. 
Or possibly all of the above. These up- 
heavals will, supposedly, be the result of a 
planetary alignment, as the combined 
gravitational influences of the moon, Mer- 
cury, Venus, Mars, Jupiter and Saturn 
wreak havoc on the earth. 

It sounds ridiculous—because it is. In- 
deed, there are a number of gaping holes 
in the theory. For a start, the alignment is 
not really much of an alignment, because 
the planets will be spread out over quite a 
wide area of the sky: Mars and Venus, at 
opposite ends of the gathering, will be 
nearly 26° apart, or 50 times the apparent 
diameter of the full moon. Admittedly, 
even this loose alignment would be a glo- 
rious sight, if it were visible. But it will not 
be, because the planets in question will all 
be on the far side of the sun, whose light 
will drown them out (except for Mars, 
which will be visible briefly after sunset). 

Even if the planets did all line up per- 
fectly there would be nothing to worry 
about, as a number of astronomers have 
demonstrated. Donald Olson and 








Not the end of the world 


Thomas Lytle of Southwest Texas State 
University have calculated the tidal forces 
exerted on the earth by the sun, the moon 
and the planets. The dominant effect is 
that of the moon; the effect of the planets 
is negligible in comparison, even when 
they are all lined up on the same side of 
the sun as the earth. The May sth align- 
mentis not significant, as far as tidal forces 
on the earth are concerned. Indeed, the 
astronomers have calculated that there 
are 16 occasions during 1999 and 2000 
when those tidal forces are greater. 

Not tobe faced down, some doomsay- 
ers have accordingly refined their argu- 
ment. The planets may not affect the earth 
directly, they suggest, but their combined 
tidal effect on the sun might stimulate so- 
lar activity and cause giant solar flares, 
which could somehow interact with the 
earth’s magnetic field to cause disaster. But 
having calculated the forces exerted on 
the sun, the astronomers have found sev- 
eral occasions (in 1703, 1846, 1941 and 1990) 
when the tidal stress exceeded that ex- 
pected on May 5th—and nothing unto- 
ward happened. 

There is, in other words, nothing par- 
ticularly special about this weekend’s 
alignment. So why the warnings of im- 
pending destruction? Evidently there are 
still generators, books, tinned food and 
emergency supplies left unsold from the 
world’s failure toend on December 31st. 











There, on a coral reef formed before the last 
ice age, when the sea level was about eight 
metres higher than it is now, he and his team 
have found a large number of well-pre- 
served stone tools of the sort associated with 
early members of Homo sapiens. 

These tools, from a middle-stone-age 
technology known as the Acheulian, include 
two-faced hand-axes, and knife-blades 
made of obsidian. They seem to have been 
used for prising shellfish (particularly oys- 
ters) from the rocks, and then opening them, 
and for killing and opening crabs. 
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Oh I do like to be beside the seaside 






Dating of the rocks in question, by mea- 
suring the radioactive decay of uranium 
trapped in them when they formed, suggests 
thatthe site is 125,000 years old. That matches 
nicely with current thinking about the ori- 
gins of modern man, which, the genetic evi- 
dence suggests, emerged as a distinct species 
between 100,000 and 200,000 years ago. And 
the location of the site provides a further 
boost to the theory that people left Africa by 
more than one route. 

The traditional belief is that the ances- 
tors of the world’s non-African inhabitants 
all crossed the Sinai into the Le- 
vant, in a sort of pre-Mosaic exo- 
dus, before fanning out over the 
rest of the world. Genetic evidence 
published last year. however, sug- 
gests a second route along the 
south coast of the Arabian penin- 
sular. Before the last ice age, there 
would have been a land bridge 
from what is now Eritrea to what 
is now Yemen. It is conceivable 
that Dr Walter has stumbled 
across the activities of the ances- 
tors of the people who crossed it. 
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Ringing the changes 


Cricket’s rules are being changed to include deterrents for bad behaviour. This 
will cast a spotlight on the archaic way in which many sporting rules are set 


HE spirit of the game was encapsulated 

by the Reverend James Pycroft in 1851 
when he declared that breaches of unwrit- 
ten rules were “notcricket”. The notion of vo- 
luntary decent behaviour has reached far 
beyond the field of play, but cricket defines 
it. It is not cricket to dispute the umpire’s de- 
cision, or to claim an opponent is out when 
you know he is not, or to disturb someone's 
concentration by swearing at him. But 
cricket’s problem today is that sportsman- 
ship has been giving way to gamesmanship, 
so to combat the spread of bad manners, es- 
pecially in international “Test” cricket, the 
“Jaws” are being extended to incorporate 
whatis to be knownas the “Spirit of Cricket”. 

The changes were incorporated in the 
laws on May 3rd, and will become operative 
in October. But assent did not come from the 
game’s ruling body, the International Cricket 
Council. Since 1788, changes to the laws are 
agreed by two-thirds of the members 
present and voting at a London gentlemen’s 
club—the Marylebone Cricket Club (mcc). 
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This concept may be archaic, but it is cer- 
tainly not unique. The rules of golf are con- 
firmed by the members of another private 
club, the Royal & Ancient in St Andrews, 
Scotland, although it does act in concert with 
the United States Golf Association (USGA). 
Even football, the most global game, defers to 
Britain’s role in originating the rules of inter- 
national sport in the 19th century. Football’s 
rules are made by the International Football 
Association Board which was founded in 
1886. Four votes are cast by the International 
Federation of Association Football (rrra), the 
game’s ruling body, but the other four votes 
are still held by the football associations of 
England, Scotland, Ireland and Wales. That 
the rules of the game should be dictated by 
totally unrepresentative bodies is quaint— 
as if the City Livery Club played the role of 
Britain’s Financial Services Authority. 

Before the May 3rd vote, the 17,035 mem- 
bers of the mcc were invited to read the new 
rules in the writing room in the 19th-century 
pavilion from which they look out on the 


world’s most architecturally distinguished 
sporting arena. It was hard not to be shocked 
by some of the changes. They go further than 
a written definition of the spirit of cricket, for 
the mcc clearly believes that today’s cricket- 
ers will not behave well without a deterrent. 
For the first time, punishments are intro- 
duced for breaches of good manners, al- 
though for the moment, it goes no further 
than that. The idea of cricketers fixing 
matches or taking money from bookmakers 
is soalien to the spirit of cricket that the laws 
do not even allude to it (see following story). 

A new signal from the umpire to the 
scorer has been devised to show that a team 
has been penalised five penalty runs for 
breaches of the spirit; the umpire taps his 
shoulder with the opposite hand or places 
his hand on the opposite shoulder, all faintly 
reminiscent of a Masonic ritual. It becomes 
an offence to tamper with the ball (Pakistani 
bowlers used bottle tops to roughen the 
leather surface of the ball), or waste time (a 
captain can move his fielders after each ball), 
or distract the opposition by “sledging” 
(while batting at Lord's last summer, Eng- 
land’s Graham Thorpe was reminded by the 
New Zealand fielders of an alleged sexual in- 
discretion). Since an offence committed by 
the batting side will mean adding five runs to 
the fielding side’s score in its already com- 
pleted innings, much confusion will arise 
before the system beds down. Nonetheless, 
the most contentious issue facing the mcc’s 
advisory sub-committee was the definition 
of a boundary. It matters: the difference be- 
tween a boundary four and a boundary six 
can be the margin of victory in a tight one- 
day game. 

John Jameson, the mcc’s cricket secre- 
tary, says the club's role is convenient. FIFA 
likes to retain the presence of the British rep- 
resentatives despite constant grumbling 
from Africa and Asia. Ken Ridden, one of 
England’s representatives on the interna- 
tional board, says: “Fira finds it useful to 
have the British veto when it gets absurd 
ideas coming forward.” As, for instance, 
when the professional soccer league in 
America wanted to divide a match into four 
quarters to make football mare attractive to 
television advertisers. 

Proposed changes to the rules of golf, 
which are made every four years, are circu- 
lated to members of the Royal & Ancient 
(R&A) a year before they are formally put to 
an annual meeting. The club runs the Rules 
of Golf Committee, which comprises 12 
members of the club; the world outside is 
represented by another dozen advisory 
members. The annual meeting has always 
voted for the committee’s proposals, al- 
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though in theory it could reject them: “We're 
always aware of that,” says Grant Moir of the 
R&A’ Rules Department. 

The authority of the raa dates from 
1897—150 years after the rules of golf were 
first drafted—when a uniform code of rules 
was agreed among Scottish clubs. The usGA 
declared independence, but only the Mexi- 
cans went along with them. For years, differ- 
ent-sized golf balls were used on each side of 
the Atlantic, but the dispute was resolved in 
1990 and the two codes are now identical. Di- 
visions arise only when the Implements and 
Ball Department disagrees with the Ameri- 
can association about the impact of new 
technology on equipment such as golf clubs. 

Tennis is different. Although the All- 
England Lawn Tennis Club at Wimbledon 
did help to draw up the rules in 1875 (at a 
meeting convened by the mcc), authority 
has passed to the International Tennis Fed- 


eration, whose six-member Rules of Tennis 
Committee is the only one of its kind to in- 
clude representatives of the professionals 
playing the game now. Like most sportsmen, 
tennis players are conservative by inclina- 
tion. Stefan Frensson of the rrr says: “Active 
players are more reluctant to change the 
rules because they are used to them. When 
they retire, they're more positive.” 

One change now being considered is an 
experiment with larger balls, which are de- 
signed to slow down the game on quick play- 
ing surfaces like Wimbledon’s grass. But 
there will be noconfrontation over it. “We've 
never taken a vote.” says Mr Frensson. Tennis 
waits for the formation of a consensus. In 
that way, tennis is like the other interna- 
tional sports. Members of the mcc and the 
R&A retain their ancient powers. They might 
not last long if they ever decide to use them. 
— = — a 











Heads, you lose 


NE reason for cricket’s popularity in 

18th- and early 19th-century England 
is that it provided a fertile medium for bet- 
ting. By the middle of the 19th century the 
game had been taken in hand by doughty 
public-school men, and for more than 100 
years gambling on cricket was small beer. 
But new forms of betting, such as spread 
bets on a team’s or an individual player's 
score, increased the volume. One-day 
cricket might have been designed for bet- 
ting, and as it spread gambling became 
easier. Gambling fever in India—where 
betting is illegal, and therefore unregu- 
lated—fuelled the temptation to fix 
matches. 

Cricket’s administrators have reacted 
mostly with world-weariness. Of course 
matches were fixed, but where was the 
proof? A Pakistan government inquiry 
under Judge Malik Qayyum named four 
distinguished Pakistani Test cricketers, in- 
cluding a former captain, Wasim Akram, 
but no action has been taken. Allegations 
in India have implicated another former 
captain, Mohammad Azharuddin, but 
nothing has come of them. 

Betting had been a cause for agitation, 
but it only became truly shocking when 
Hanse Cronje (pictured above), South Af- 
rica’s captain who is a born-again Chris- 
tian, confessed last month that he had 
taken money from an Indian bookmaker 
named Sanjiv Chawla. That seemed to put 
the reputation of the game at risk. Mr 
Cronje resigned. 

The reaction of the cricket authorities 
| has been uncharacteristically prompt. A 
meeting of the International Cricket 
Council (icc), bringing together top ad- 
ministrators from nine Test-playing na- 








tions was convened at Lord’s on May 3rd 
and 4th. At the end of it, the 1cc an- 
nounced that an independent anti- 
corruption investigation unit would be set 
up and strict penalties, ranging from fines 
to five-year and even life bans, would be 
introduced for anyone found guilty of 
corrupt behaviour. It also demanded that 
Judge Qayyum’s report be handed over 
within five weeks, although so far the Pa- 
kistanis have been reluctant to release it. 

The implications of the life ban are 
frightening. Only 18 months ago, Austra- 
lia’s Shane Warne, who is one of Wisden’s 
five cricketers of the century, could have 
been banned for several years after admit- 
ting taking money from a Delhi bookie. 
Lord MacLaurin, the chairman of the Eng- 
lish Cricket Board, believes that the 
Cronje case is the tip of the iceberg. If that 
is so, all the more reason for decisive and 
severe action by the icc. On the other 
hand, it is also the case against it. 
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Chinese art 


Redeemed 


HONG KONG 


TT bronzes once ringed a fountain 
at Beijing's Old Summer Palace. They had 
human bodies and heads of animals in the 
Chinese zodiac, and each would spout water 
for two hours in turn. This water clock, like 
the whole Rococo palace, had been born of a 
friendship between the Manchu emperor 
Qianlong and Giuseppe Castiglione, a Mila- 
nese Jesuit whom he commissioned to 
design it in 1747. 

Buta century later,during a rather differ- 
ent Sino-European exchange, British and 
French troops burnt the palace and looted 
what they could. Five of the bronzes turned 
up at an auction in Paris in 1861 and have 
made sporadic reappearances since. It was 
only this week, however, that Chinese indig- 
nation and politics entered the auction 
rooms. Just as Christie's and Sotheby’s were 
preparing in Hong Kong to sell the monkey, 
the ox and the tiger—along with a vase also 
from the palace—the Chinese government 
raised the roof. An official threatened that if 
the auction houses went ahead with their 
sales “they will have to pay”. Adding to the 
affront, he hinted, was the fact that the 
looted treasures were to be sold on what is 
now Chinese soil. 

This was rather awkward: Christie’s and 
Sotheby’s are already under fire in America 
for alleged price fixing. Christopher Davidge, 
Christie’s chief executive, resigned shortly 
before Christmas. The chairman and chief 
executive of Sotheby’s followed suit less 
than two months later. The Hong Kong gov- 
emment, meanwhile, is still reeling from re- 
cent statements by a mainland official at- 
tacking Hong Kong's press freedoms. So the 
auction houses could reply only that they 
were acting within the law; and the Hong 
Kong government, ever sensitive to prove 
that “one country, two systems” still applies, 
tried hard to say nothing at all. 

That, however, did not stop local politi- 
cians eager to curry favour in Beijing from 
waxing nationalistic, nor a handful of pro- 
testers from besieging the auction venues. 
Christie’s auction at the Marriott Hotel on 
April 30th proceeded behind a protective 
metal curtain; the Sotheby’s sale, at the Is- 
land Shangri-La Hotel next door, on May 
2nd, was interrupted by a Cantonese 
screamer reminding the audience how 
shameful it all was. 

In the event, the antiques fetched $6.7m, 
significantly more than their pre-sale esti- 
mate—and are returning home after all. Beij- 
ings municipal government bought the 
vase, and the China Poly Group, an indus- 
trial conglomerate with interests in arms, 
property and telecommunications, the 
heads. The group is run by He Ping, an officer 
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in the People’s Liberation Army and son-in- 
law of Deng Xiaoping, who intends to bring 
them to a new museum in Beijing that Poly 
has built and which is dedicated to looted 
Chinese bronzes—those, of course, that es- 
caped the crucibles of the Great Leap For- 
ward, when most bronzes were smelted,and 
the destruction of the Cultural Revolution. 





Dance 


A master 
returns 


ACH century produces a small number 

of artists whose names remain potent 
long after they have died. Of these, Vaslav 
Nijinsky, a Russian dancer and choreogra- 
pher who died 50 years ago, was perhaps the 
greatest figure in 2o0th-century ballet. His 
great prowess and physical allure, his de- 
scent into madness, and above all the influ- 
ence he had over subsequent generations of 
dancers is celebrated in a remarkable exhi- 
bition at the Stockholm Dans Museet until 
May 21st. 

One of the contributors to the catalogue 
is an American choreographer and dance 
historian, Millicent Hodson, who, with her 
husband Kenneth Archer, has recreated 
three of Nijinsky’s “lost” ballets—“Le Sacre 
du Printemps”, “Tyl Eulenspiegel” and 
“Jeux”. On May 6th, Ms Hodson and Mr Ar- 
cher are mounting “Jeux” for the Royal Ballet 
in London—the first time the work has been 
staged at the Royal Opera House and also the 
first time that one of their exercises in cho- 
reographic archaeology has been staged in 
Britain. 

Ms Hodson and Mr Archer met when 
they were both post-graduate students. She 





Feel my muscles 
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was doing research into Nijinsky’s works, 
and Mr Archer was writing about Nicholas 
Roerich, the designer who created the sets 
and costumes for Stravinsky’s “Le Sacre du 
Printemps” in 1913. On discovering a shared 
interest in researching early ballets, they de- 
cided first to work together and later to 
marry. 

The process of recreating these ballets in- 
volves not only studying the original materi- 
als left by the choreographers and designers, 
but a wealth of detail in contemporary 
newspapers, drawings, diaries, letters and 
personal recollections. Perhaps most signifi- 
cant is the broader historical study they 
make of similar trends in popular culture, 
fashion, literature and politics. 

This is particularly relevant where Nijin- 
sky’s “Jeux” is concerned. The work was 
commissioned from Nijinsky and Claude 
Debussy, a French composer, by Serge Dia- 
ghilev, a Russian impresario whose Ballets 
Russes seasons caused a furore in Paris and 
in London. Especially sensational was the 
world premiere of “Le Sacre du Printemps” 
in Paris on May 29th 1913. Its stormy recep- 
tion has tended to overshadow “Jeux”, 
which received its first performance just two 
weeks earlier. 

“Jeux” was every bit as provocative and 
revolutionary a work as “Le Sacre du Prin- 
temps”. Coming just before the first world 
war, it contains, Ms Hodson says, “a sudden 
premonition of loss [that] darkens the last 
moments of the ballet...as though an illu- 
sory world was about to be shattered.” In his 
diaries, written when he was supposedly 
“mad” (though the actual cause and state of 
his illness is now much debated), Nijinsky 
wrote that the situation chosen for “Jeux”, a 
flirtation between two girls and a single man, 
arose in part from Diaghilev’s own desire to 
be the centre of a similar situation, but with 
two young men. 

Be that as it may, for its time, “Jeux” was 
considered erotically scandalous and an af- 
front to devotees of classical ballet. The 
movements Nijinsky devised for the three 
dancers, based on jagged, sinewy gestures 
drawn from the game of tennis, outraged 
critics at the time, who complained of their 
ugliness, It showed dancers in modern 
clothes rather than the exotic or historical 
costumes that audiences had come to ex- 
pect. With its undertones of violence and 
sexuality, the choreography matches in exu- 
berant innovation Debussy’s score, which 
draws on rhythms from popular dance and 
song, but weaves them into an extraordinary 
symphonic landscape that took 30 years to 
catch on in the concert hall. 

In one of the press articles Mr Archer and 
Ms Hodson have found, Nijinsky is quoted 
as declaring that “each age has its charac- 
teristic gestures for the dance” and that in 
1913 “the man of the present day hulking and 
shuffling and bobbing through the tango 
and the turkey trot” is just as representative 
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Welcome two brilliant newcom- 
ers to the concert stage: Antti Sii- 
ralaa (above), a 20-year-old Finn, 
who won first prize at the final of | 
the fourth World Piano Compe- 
tition in London on April 29th. 
Close second was a young Mac- 
edonian, Simon Trpceski, who 

| wowed listeners with a dazzling | 

| Prokofiev concerto. | 





as the minuet was of the 18th century. 

Not many people today would recog- 
nise the turkey trot or indeed most of the 
other “animal dances” popular in the early 
part of the 20th century—the fox-trot, the 
bunny-hug or the grizzly-bear. And it is in 
just this sort of area that the Archer-Hodson 
research bears fruit. Quite a long section of 
the music is illustrated by the artists who at- 
tended the original rehearsals, and the pho- 
tographs and notebooks kept by members 
of the company all contribute towards the 
final reconstruction. 

The work is only half done when re- 
hearsals start. Ms Hodson comes with all her 
historical material ready (often the work of 
many years), and with clear ideas about 
what ought to happen at each step, at each 
musical climax. Yet once the dancers begin to 
contribute their physical presence things 
can alter, and new problems emerge. During 
the reconstruction of “Le Sacre du Prin- 
temps”, for example, she confides that one 
crucial moment had eluded her. It was the 
scene when the chosen maiden—who is to 
be the sacrificial victim—takes her-place in 
the middle of the circle of dancers. No pho- 
tograph, diagram or drawing had surfaced 
that showed what was to happen. One eve- 
ning, Nijinsky’s niece—the daughter of Bro- 
nislava Nijinska, herself a famed choreogra- 
pher—telephoned from Paris. She had 
remembered some notes her mother had 
once made for an interview that had never 
been published. And there among them was 
a description of this moment: “The other 
women push the girl”. The logic, Ms Hodson 
says, was obvious. It is through a thousand 
such moments that the ballets return to life. 

es ) 
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Activist cinema 


Women on 
a mission 


T HAS been a while since female activists 

featured heavily on film. Sally Field was 
lauded for “Norma Rae”, but that was in 
1979, and it has been 17 years since Meryl 
Streep got her Oscar nomination for “Silk- 
wood”. Recent Oscars have gone to prosti- 
tutes, victims, and lovelorn blondes more of- 
ten than to women of strength and 
determination. This year, Hilary Swank 
proved an exception with her best actress 
Oscar for “Boys Don’t Cry”. Now, several 
new films stand poised to push the tide back 
further. Julia Roberts in “Erin Brockovich”, 
Jennifer Connelly in “Waking 
the Dead”, and Kim Basinger 
(pictured right) in “I Dreamed 
of Africa” all give the female 
crusader a modern makeover. 

In “Norma Rae” and “Silk- 
wood”, Ms Field and Ms Streep 
portrayed smart, though uned- 
ucated, working-class women 
who were naive as well as bitter. 
Their men hurt, helped or hin- 
dered them professionally. Yet 
in their quest for justice, the 
women were neither elitist zeal- 
ots nor—heaven forbid—man- 
hating feminists. They fought 
corporate demons while flirting 
with fellow labour activists, 
baring their bosoms and assur- 
ing audiences that they were 
regular folk—just women, after 
all—like them. Determined, yes. 
Intimidating, no. 

Fast forward to 2000. In Steven Soder- 
bergh’s “Erin Brockovich”, Ms Roberts also 
cutsa friendly figure. Based on a true story in- 
volving a $333m class-action suit against Pa- 
cific Gas & Electric, “Erin” is really the story 
of America’s favourite pretty woman. As the 
film will have it, Ms Roberts's warm white- 
trash sensibility enables her to connect with 
potential litigants and convince them to join 
in the case against the polluting utility. In the 
process, Julia-as-Erin goes from twice di- 
vorced, out-of-work mother of desperation 
to legally savvy, multi-millionaire force of 
determination. All she keeps along the way 
are her tight outfits and sassy attitude. 

In “Waking the Dead”, a favourite at the 
Sundance film festival in January, the female 
protagonist walks a slightly loftier road. Di- 
rected by Keith Gordon, the film stars Billy 
Crudup as Fielding Pierce, an aspiring politi- 
cian haunted by the memory of his girl- 
friend Sarah who was killed while assisting 
Chilean refugees. Sarah, played by Jennifer 
Connelly, takes on the weighty role of 
Pierce’s conscience. In life she calls herself his 
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“Jiminy Cricket”; in death her ghost shows 
up todisturb Pierce’s schmoozy dinners with 
lobbyists and corporate backers. A devout 
Catholic and a trusting girlfriend, Sarah may 
be a tireless activist but she is far from fear- 
some in her campaign for human rights. 

In Hugh Hudson’s “I Dreamed of Africa” 
Kim Basinger translates Kuki Gallmann’s 
1991 memoir of her tragedy-ridden life in Ke- 
nya to the big screen. Born in Venice, Ms Gall- 
mann moved toan African farm in 1972 with 
her second husband and a son from her first 
marriage, both of whom died shortly after. 
Ms Gallmann’s animal-conservation cru- 
sade grew out of the terrible events that be- 
fell her family. Yet the film hones in on the 


drama of everyday life in Africa, with Ms . 


Basinger playing a peculiarly Americanised 
version of the Italian Ms Gallmann as she 
suffers through the inconveniences of ele- 
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phants gobbling up the vegetable garden 
and visits from her disapproving mother. In 
the film, the determined and beautiful Ms 
Basinger manages to negotiate agreements 
with poachers and neighbouring tribes. And 
though Ms Gallmann ultimately found pur- 
pose in establishing a foundation as a me- 
morial to her husband and her son, her on- 
going advocacy of environmental issues 
remains a footnote to the film. 

Interestingly, the women in both “Erin” 
and “Waking the Dead” have to do double 
battle—against corporate or governmental 
malfeasance and the personal threat they 
seem to pose to the men in their lives. “She 
would have prevented you from getting 
where you wanted to go,” hisses Fielding 
Pierce’s sister about his radical girlfriend in 
“Waking the Dead”. The filmed version of “I 
Dreamed of Africa” departs from the book 
by inventing conflicts between husband 
and wife; in the movie, Ms Gallmann suffers 
while her husband leaves her to hunt with 
his buddies. Even Ms Roberts’s selfless 
house-boyfriend eventually walks out. Has 


nothing changed since the Beau Bridges and 
Kurt Russell characters abandoned Norma 
Rae and Karen Silkwood mid-crusade be- 
cause dinner wasn't being served on time? 

The actresses who portray these female 
activists seem to be on a mission of their 
own. Ms Roberts is still best known for her 
prostitute role in “Pretty Woman”; Ms Basin- 
ger also won her Oscar respectability play- 
ing a prostitute in “L.A. Confidential”, while 
Ms Connelly gained renown for her nude 
scenes as a mobster moll in the 1996 flop, 
“Mulholland Falls”. Yet even in their newly 
serious roles, all three remain determinedly 
fun loving and flirtatious. And the Catholic 
good girl played by Ms Connelly thinks little 
of flaunting full frontal nudity as she cud- 
dles up to her lover. 

The contrast between these Hollywood 
whistleblowers and the female firebrands of 
recent foreign films is striking. 
In Rene Wamier’s “East/West” 
and Zhang Yimou’s “Not One 
Less”, female activists play a 
central, though more nuanced 
role than their American coun- 
terparts. In “East/West”, Cath- 
erine Deneuve flits in and out of 
the movie as a glamorous ac- 
tress lobbying to free her com- 
patriot, Sandrine Bonnaire, 
from the Soviet Union where 
she accompanied her repatriat- 
ing husband. Ms Deneuve's 
character is as haughty and ego- 
tistical as she is unapologeti- 
cally left wing. 

In the Chinese film, “Not 
One Less”, a teacher named Wei 
Minzhi, played by a non-pro- 
fessional actress of the same 
name, tracks down a wayward 
student who has abandoned 
his education fora job in the big city. Accord- 
ing to the film, more than 1m students in 
China leave school each year due to poverty. 
Ms Wei's struggle to return a single student to 
his books is gritty and unglamorous and 
young Wei is persistent and poker-faced 
throughout. Neither of these female activists 
wears the friendly reassurances that charac- 
terise their American counterparts. Perhaps 
one day, female activists without Wonder- 
bras and winsome cheek will be celebrated 
on the Hollywood screen. But not yet. 
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F THE Vietnamese who be- ppa—~ i 

came world celebrities, the 
best known were no doubt Ho 
Chi Minh, Uncle Ho to his admir- 
ers,and Vo Nguyen Giap, still alert 
at 88 and happy to reminisce 
about how he beat the French at 
Dien Bien Phu, the fortress they 
believed was impregnable. Quite 
likely, Pham Van Dong was envi- 
ous of both men. Both had re- 
tained their colourful reputa- 
tions. Ho had died in 1969, at a 
time when the war was moving 
Vietnam's way. Giap was an un- 
beaten general, a name for the 
military history books. 

Mr Dong, prime minister 
from 1955 to 1986, saw his own 
reputation decline once peace 
came to Vietnam in 1975. It is not 
only in the West that political ca- 
reers tend to end in failure. Mr 
Dong told visiting westerners that 
running Vietnam in peacetime 
was far more difficult than wag- 
inga war. Of course it was. The old 
unity had gone, and had been re- 
placed by people's expectations. 
Mr Dong longed to return to the 
simplicities of wartime when a 
Vietnamese was grateful for a pair 
of sandals, and a straw mat to 
sleep on; and a bicycle was a lux- 
ury. Now the same Vietnamese 
wanted a television andacar,and 
had developed a taste for Coke. 
Vietnam made a nod, if not a 
bow, to market forces. “Produce 
and make a profit” was an ap- 
proved slogan. But the country’s flirtation with capitalism was 
blamed for corruption, never a problem during the war. 

Worse, Vietnam had become unimportant. Mr Dong wrote 
many essays about Vietnam’s 2,000 years of struggle against in- 
vaders from the north, principally China. He was an authority on 
two sisters named Trung who had led a rebellion against the Chi- 
nese invaders. In modern times the Vietnamese had fought the 
Japanese when many Asians had collaborated. Since beating the 
French and the Americans, the Vietnamese had chased Pol Potout 
of Phnom Penh in 1979, and had repulsed China when it had come 
to Pol Pot’s aid. These days Vietnam was merely a statistic in charts 
that compared its dismal performance with the likes of Algeria 
and Cuba. It occasionally turned up in stories about claims for the 
Spratly islands, a group of extremely boring rocks in the South 
China Sea. You could not get more unimportant than that. 


Onstagein Geneva 

If Pham Van Dong had to pick a momentin his life when he felt he 
had stepped on to the world stage it would probably be in the Ge- 
neva peace talks of 1954. These took place in the aftermath of the 
French defeat. Back in 1945, after the end of the second world war, 
the French had returned to their former colony and refused it inde- 
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Pham Van Dong 





Pham Van Dong, Vietnam’s chief in war 
and peace, died on April 29th, aged 94 





—— —| 


pendence. Now their chief con- 
cern was to save what face they 
could. Mr Dong, representing the 
victors, was far removed from the 
Vietnamese peasant the French 
expected. His father had been 
secretary to one of Vietnam’s last 
emperors, and Mr Dong had re- 
ceived a good education in Hue, 
the old imperial capital, and at 
Hanoi University. As a young 
man he was also rather good at 
football. 

Although America sent only 
an observer to the talks, Mr Dong 
was aware that President Eisen- 
hower loathed French colonial- 
ism. He thus felt he was in the 
strongest of positions. But at Ge- 
neva he let the French off lightly, 
allowing them to run the south of 
the country under a puppet Viet- 
namese government. 

The Communists believed 
that their chief weapon was pa- 
tience. They would first establish 
their northern state. then tackle 
the problem of the south. Mr 
Dong told an American reporter 
in 1966, “How long do you Ameri- 
cans want to fight? One year? Five 
years? Twenty years? We will be 
glad to accommodate you.” That 
sort of talk caused a chill in Wash- 
ington as American casualties 
mounted. Even Henry Kissinger, 
Mr Dong’s adversary after the 
Americans replaced the French as 
the enemy, lost his customary ur- 
banity when discussing the North 
Vietnamese. “Just a bunch of shits; tawdry, filthy shits,” he said in 
one of his high-level briefings for Richard Nixon. They were in- 
capable of negotiating in a decent and responsible way. Pham Van 
Dong, he said on another occasion, was “wily and insolent”. The 
angrier the Americans got, the cooler was Mr Dong’s response. 
When the Americans leave, he said, “we will strew thepath of your 
departure with flowers.” 

This past week the Vietnamese have been celebrating the 25th 
anniversary of their capture of Saigon, now Ho Chi Minh City. As 
the Americans are reminded of the only war they lost, the debate 
has been rekindled about whether Pham Van Dong and his com- 
rades were more nationalist than communist; and if they were, 
was too much made at the time of their supposed threat to the rest 
of South-East Asia? 

For all his sophistication, Mr Dong did play the part of the 
party heavy. He never budged from his belief that Vietnam should 
remain a one-party state, although quite likely the Communists 
could have won, or at least done well, in multi-party elections, as 
other communists have done in the former Soviet Union and East- 
ern Europe. He insisted, though, that he was a patriot. “The Com- 
munist is the most genuine patriot,” he said, leaving others to puz- 
zle out quite what that meant. 








s 
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The Oxford Advanced 
Management Programme 


18 June — 15 July | 1-28 October 2000 | 7 January - 3 February 2001 


Presents a global overview of the business enterprise and its strategic challenges. This 
programme at Templeton provides a unique opportunity to stand back and pursue your own 
learning agenda, assisted by a world class team of individual tutors and in the company of 
some of the most international and high calibre senior executives. 


Name 
Please send details of: 
The Oxford Advanced Management Programme Address 


Return to: 

Caroline Lomas 

Templeton College, University of Oxford 

Oxford 0x1 5NyY, England Tel 


Tel +44 (0)1865 422771 Fax +44 (0)1865 422501 
Email amp@templeton.oxtord.ac.uk 
www.templeton.ox.ac.uk Email 


Fax 


Templeton College is a graduate college established under Royal Charter within the University of Oxford 
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IMD Discovery Distance In-Company Flexible 


Get your MBA | 
Discover the World 
Stay on the Job: 
Build yourself for the Future 


Innovate, create & 
implement better & faster 


INTERNATIONAL 


Real World. Real Learning" 


For full details on the EMBA Program or other Executive Development Programs, 
please contact: E.C. Vuichoud 
Tel: +41 21/618 09 31 Fax: +41 21/618 07 15 E-mail: emba.economist@imd.ch 
IMD-International Institute for Management Development, Lausanne, Switzerland. 


www.imd.ch/emba.cfm 
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The Department of Investment, Risk Management and insurance offers full and part-time programmes in: 


MSc in Investment Management 
“The MSc in Investment Management provides a thorough background in specific technical subjects 
together with practitioners’ insight whilst encouraging autonomous, individual and group research.” 
Xavier de Pauw 
Associate, International ABS/MBS Research 
Merrill Lynch 





MSc in Insurance & Risk Management 
“I gained a unique postgraduate qualification at City University, which enabled me to focus on the future and 
take a new direction at a time when Risk Management, in a broader sense, is really coming to the fore: via-the 
corporate governance movernent.” 
ne Taylor 
International Risk Consultant 
Privatech 


MSc in Mathematical Trading & Finance 
“The MSc in Mathematical Trading & Finance provided me with a broad knowledge of all aspects of the 

financial market, together with very detailed and focused mathematical principles for derivatives, valuation 
and risk management.” 


Michael Taylor | 
Credit Suisse _ 


Employers of graduates from these programmes include: 





ABN AMRO, Andersen Consulting, Axa Insurance, Barclays Global Investors, Bloomberg, Chase, Credit 
Agricole, Credit Suisse, Commercial Union, DE Shaw, Deloitte & Touche, Dresdner Bank, EBRD, 

Den Danske Bank, Enron Europe Ltd, Ernst & Young, General Re, Global Asset Management, HSBC, 
JP Morgan, Lloyds of London, Merrill Lynch, Morgan Stanley, Nomoura, Pain Webber, Salomon Smith 
Barney, Skandia Reinsurance, Swiss Life Pic, Warburg Dillon Reed, Willis Group, Zurich Insurance 





For full details about these courses check our website at | 
www.city.ac.uk/cubs/irmi 


Or contact the Admissions Officer 
Department of Investment, Risk Management and Insurance 
City University Business School 


Frobisher Crescent Tel: +44 (0)20 7477 8680 
Barbican Centre Fax: +44 (0)20 7477 8885 
London, EC2Y 8HB |. E-mail: irmi@city.ac.uk 












CI TIY City University The University for business and the professions 


London. 
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EQUIS and AMBA accredited 








boost to your future 


Our one-year, English-language MBA in Paris is ranked among the 
most international in the world. It brings together 55 experienced 
participants from 25 countries. In small groups, with faculty from 15 
countnes and with seminars in Berlin, Brussels, Madrid and Silicon 
Valley, you will develop multi-cultural mindsets and business skills 
for a world without boundaries. This transnational focus and our 
strong emphasis on innovation and entrepreneurship have led our 
graduates to top positions worldwide 





“Next Session - January 2001 
+33 14409 33 32 | 
mba @ escp-eap.net 


ESCP-EAP 


Graduate School of Management 


Britta Delhay 
| www.escp-eap.net 





Learn everywhere. Manage anywhere. 


TN CHAMBRE DE COMMERCE ET D'INDUSTRIE DE PARIS 


rs and advances transnational leaming and 


pR Ae ORD 


NIMBAS |%*) 


The Associate Institute 6fthe Ld ) 
Univetšity of Bradford G 


Put vour business career on track with the 
world’s most International MBA 


Individually ranked 7th and 31st in Europe and the world respect- 
ively*, NIMBAS offers the unique opportunity of earning the 
prestigious University of Bradford MBA degree at various locat- 
ions across Continental Europe. Fluent English, a degree and work 
experience are required. 


One-year Full-time MBA 


in Utrecht, the Netherlands 


Two-year Part-time MBA 

in Utrecht, the Netherlands and in Berlin, Bonn and 
Mainz, Germany 

Two-year Executive MBA 


seven 9-day sessions in 4 European countries 





Individual consultations also available — please contact us for 
further details 


Financial Times survey 24/01/00 NIMBAS is AMBA (1 


NIMBAS Graduate School of Management 


Nieuwegracht 6, 3512 LP Utrecht, The Netherlands 
Telephone: +31 (0)30 230 3050 « Fax: +31 (0)30236 7320 
E-mail: NIMBAS @compuserve.com * Website: http://www.NIMBAS.con 
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LSE 


The LSE Summer School 2000 
3 July — 11 August 
Accounting, Finance & Management 


Session One Courses: 3 July - 21 July 
Principles of Accounting 
Management and Accounting for E-Commerce 
Business Analysis and Valuation 
Finance 
Marketing 
Principles of Organisation and Management 
Introduction to Strategic Thinking & Game Theory 
for Management 


Session Two Courses: 19 July — 11 August 
@ Financial Markets 

@ Options, Futures and Other Financial Derivatives 
E Management & Entrepreneurship 

@ Bargaining and Negotiation 

@ Market Research 

W International Business Strategy 


For details on these and our other summer courses - Contact 
The Summer Schocl Office, Room N1, Houghton St., 
London WC2A 2AE 

Tel: +44 (0)20 7955 7554 Email: Ess@ise.ac.uk 
http://www. ise.ac.uk/summer-schools 





Infrastructure in a 
Market Economy 


July 9-21, 2000 


Infrastructure in a Market Economy is designed for officials in 
the public or private sector who are responsible for developing and 
implementing initiatives for the private provision of infrastructure. 
The program aims to develop a better understanding of whether to 
privatize; when privatized firms need to be regulated; the various 
methods for doing so, such as concession contracts or price cap 
regulation; and vehicles for financing infrastructure. The program 
provides participants with practical tools to: 


« Analyze economic and political implications of relying on 
private firms to provide infrastructure 
+ Manage the technical issues that shape privatization strategies 
e Design effective regulatory agencies to oversee the performance 
of privately-provided infrastructure 
For brochure and application, please contact: 
Kathy Eckroad (617) 495-1101, ext. 148 


e-mail: kathy_eckroad@harvord.edu 
Internet: www.execprog.org 


HARVARD UNIVERSITY 
JOHN F. KENNEDY SCHOOL OF GOVERNMENT 
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The University of Chicago 


Graduate School of Business 
Executive MBA Program in Barcelona 


Advance your career while 
you work by earning a world- 


renowned MBA degree. 


@ Taught by the distinguished Chicago business school faculty, a group that has earned 


more Nobel Prizes for business innovations than any other business school 


@ With an elite group of international managers with an average of 10 years experience. 


More than 27 countries are represented in our most recent class. 


@ in 16 one-week sessions spread over 19 months. 


Contact us today: 
barcelona.inquiries@gsb.uchicago.edu 


The University of Chicago, Arago 271, 08007 Barcelona, Spain 
Telephone: +34 93 505 2150 Fax +34. 93 4.88 34 66 


http:\\gsb.uchicago.edu 
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~~. around the globe. 

















: Join us at www.isim.edu, the award-winning, accredited 
online International School of Information Management. 
"Applications are now being accepted for the Spring, Summer 
and Fall terms. Apply online or call our admissions mentor 
Robin Thompson at: 303.333.4224, ext. 177. Or Toll-free in 
the US, at 1.800.441.4746, ext. 177. 




















isim university 


Become tomorrow's eStrategist 
















Online Learning since 1987 © Accredited Member DETC 
Denver, Colorado + www.isim.edu 


Amsterdam 
Institute of Finance 












In cooperation with the faculty of 
INSEAD 
Upcoming Courses 2000 





| 
l 
| 
Fixed Income Investment (May 15 - 18} | 
Real Estate Investment (May 29 ~ 30) | 
Banking and Risk Management | 
in Emerging Markets (June 5 - 8) | 
Valuation (June 13 - 14) | 
Foundations of Finance (June 29 ~ July 21) 
Measuring and Implementing 





Economic Value Added (Aug, 28 - 30) 


Rational Valuation of Internet Companies 





| 

and High-tech Projects (Oct. 2 - 3) | 
Advanced Corporate Finance | 
- Financial Restructuring - Going Public (Oct. 2 - 6) | 

- Financial Innovation (Oct. 9 - 13) | 

- Mergers and Acquisitions (Oct. 16 - 20) l 
Advanced Financial Statement Analysis (Oct 23 - 25) | 


For information, please visit our Web site or contact us directly. 





AIF - Herengracht 205, (016 BE Amsterdam, The Netherlands 
telephone: +31-20-5200162/160 - fax: +3 1-20-5200161 
e-mail: info@ait.nl - internet: www.aif.nl 
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INTERNATIONAL CENTER FOR 
FINANCIAL ASSET MANAGEMENT AND ENGINEERING 







13 


14 








GENEVA 2000 


During the past two decades, the FAME-ICMB 
Executive Courses in Finance have become the 
benchmark for executive training in asset 
allocation, risk management, forecasting and 
quantitative analysis. 





The emphasis on practical applications and our 
renowned international faculty ensure that 
participants build skills that are directly 
applicable to their daily work environment. 










Marek Musiela and Salih Neftei May 15 - 19 
PRACTICAL IMPLEMENTATION OF FORWARD LIBOR AND 
FORWARD SWAP MODELS i 


Francis X. Diebold May 22 -26 
ESTIMATING AND: FORECASTING FINANCIAL MARKET 
VOLATILITY: AND CORRELATION 


G. Andrew Karolyi... dune 26 - 30 
EQUITY PORTFOLIO MANAGEMENT 


Yacine Ait-Sahalia _ duly 3-7 
INTEREST-RATE MODELS: THEORY AND PRACTICAL 
APPLICATIONS | 


Kevin Wilson August 21 -25 
SHAREHOLDER VALUATION AND SECURITIES ANALYSIS 


Richard Levi ich - August 28 - September 17 
EXCHANGE-RATE AND INTEREST-RATE ECONOMICS AND- 
FORECASTING 


Francis X: Diebold September 4 - 8 
FORECASTING FINANCIAL MARKETS 

Stephen Schaefer September. 11 -15 
BOND PORTFOLIO AND INTEREST-RATE RISK 
MANAGEMENT i 
Philippe dorian 
GLOBAL ASSET ALLOCATION 


Paul Embrechts ee October 2-6 
EXTREME VALUE THEORY AND RISK MANAGEMENT 
















September 18 - 22 







René Stulz October 9-13 
INTEGRATED: RISK MANAGEMENT 
David Cox November 6 - 10 








IMPLEMENTING QUANTITATIVE TECHNIQUES FOR 
FINANCIAL MARKETS 


Didier Cossin : ; November 13 - 16 
CREDIT RISK PRICING, _ MANAGEMENT AND THE USE OF 
CREDIT DEREEAIVES 7 re, 


Salih Neff) 2s . November 20 = 24 
ADVANCED: MATHEMATICS DF DERIVATIVE PRODUCTS ` 










To register and obtain our detailed brochure, 
please contact: 

Fabienne Scagliola or Béatrice Candolfi 
FAME-ICMB 

Av, Blanc 49, 1202 Geneva, Switzerland 
Tek +44-22/731 9555 Fax: +41-22/731 95 
E-mail geneva-courses@fame.ch : 
URL: \www.fame.ch/executive- education/gene 














COURSES 





aia 








WASHINGTON INTERNATIONAL UNIVERSITY 
Bachelor * Master Ħ Ph.D. 


Americas Business (GMBA Majors) - Engineering 
i Preferred L iberal Arts - € ‘omputer 
Distance 3 e IYE 
| Education : 
University faculty wil help you with your i dies e Stadests a 112 countries 
PQ. Box 1138, Bryn Mawr, PA 19010-USA 
fax: 610.527.1008 * e-mail; admissions@washintedu * www washintedu 


ree sass ear act | T CADRES EN ACTIVITÉ 


devott 


iE MBA Dauphine 





Directeur du programme Executive MBA : Professeur Michel KALIKA 









JER i www.mba.dauphine.fr 
eA INE mba@dep.dauphine.fr y 


DAUPHI Tél. : Of 44 05 41 &1 ‘| 





14TH ANNUAL PROGRAM ON 
BUDGETING & FINANCIAL MANAGEMENT 


IN THE PUBLIC SECTOR 


July 17 - August 18, 2000 
Cambridge, Massachusetts, USA 





















MACROECONOMIC POLICY AND MANAGEMENT | 


June 19 - July 14, 2000 
Cambridge, Massachusetts, USA 


Designed for analysts and policy makers working on macroeconomic 
| issues in developing and transitional economies. Topics covered include: 


Designed for budget directors & analysts and public sector officials with 
responsibilities for budget planning and management in developing and 
transitional economies. Topics include (but not limited to): 





| " EXECUTIVE PROGRAM ON 
| 
| 







+ Approaches to macrolevel! public expenditure planning 
+ Public expenditures and economic growth 

+ Fiscal adjustment in industrial and developing countries 

+ Organization and management of the budget process 

+ Conceptual approaches to allocation of resources 

+ Managing budget implementation 

» institutional issues in the management of public expenditures 






Foundations of open economy macroeconomics 
Exchange rate and balance of payments management 
Fiscal policy, monetary management and inflation | 
Techniques for monitoring and assessing macro performance 
Financial programming applications 
e Macroeconomic policy and equity 
HARVARD INSTITUTE FOR INTERNATIONAL DEVELOPMENT 
14 Story Street, Cambridge, MA USA 02138, ATTN: Erin Sands 
FAX: (617) 496-2911; TEL: (617) 495-9779 
E-Mail: macteach@hiid.harvard.edu 
www. hiid harvard edu/tr 
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HARVARD INSTITUTE FOR INTERNATIONAL DEVELOPMENT 
14 Story Street, Cambridge, MA USA 02138, ATTN: Patricia Carney 
FAX: (617) 495-9786; Phone: (617) 495-4324 
budgetws@hiid.harvard.edu www. iid harvard edu/training/budget. html 
























gateway to the best careers 
in the global financial markets 


Tel: +44 (0)118 931 6675- Fax: +44 (0)118 931 4741 - email: admin @ismacentre.rdg.ac.uk - web: www.ismacentre.rdg.ac.uk 





ENGLISH SPANISH 


in SPAIN 


JAPANESE 








in FRANCE, in BELGIUM 





in ENGLAND, in JAPAN, in BELGIUM 














in BELGIUM in BELGIUM in JAPAN, in BELGIUM 



















COURSES FOR 

MOTIVATED PEOPLE 

* ADULTS from 19 years 

* RETIRED PEOPLE OF 55 AND ABOVE 
(Special conditions available} 

* JUNIORS from l1 to 18 years 


- FRENCH in BELGIUM ech i ‘ 
_ ENGLISH in ENG Putting into practice with our teachers: 


in BELGIUM at breaks, meals and evening socio-cultural ac 






CERAN LINGU a 


Imernational information i 
and reservations: 







i+ 32- eee 22 











amail: 


& 
Customer @ ceran.be 
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RIVATIZATION, RE $ ULATORY REFORM i i | Surrey European Manageren School 
& CORPORATE ; GOVERNANCE i eat University of Surrey mee 


dune 26 -~ July 14, 2000 Cambridge, Massachusetts, USA 3 839 | Fax: +34 914 315 084 Guildford, Surrey GU2 SXH 
l na f f " 
Y ee Freephone 080 
» The Record on Performance and + Methods of Privatization: Auctions ad Teleph +44 
Reform of State-Owned Enterprises Share Flotation, Concessions and $ . Email: sems 
* The Rationale for and Problems of Investors 
Public Ownership v Mass Privatization in Transition 
zan Pri ation of Natural Monopolies: Economies 
oPheory and Evidence * Recent Privatizations: Data and 
voe Regulation: Structure and Methods Conclusions 
“Deregulation and Competition Policy * Post Privatization Corporate Governance 


* Labor and Privatization * Sector Cuse Studies FOR SALE IN GENEVA SWITZERLAND 
sey Sucha, Joseph Sugita, Lawrence Summers, Jean Tirole. (Directed by Eytan Shashinskik HIGH STANDING OFFICE BUILDING 


‘HARVARD INSTITUTE FOR INTERNATIONAL DEVELOPMENT 


14 Story Strdot, Cambridge, MA 02138, USA, Attri: Mike Hii ; ffi ifi r 2 
Pax: (617) 496-0788. Tet (017) 496-3482 Email: pepehild harvord.odu 5 floors, 20 large offices, magnificent park of 6.700m’, 


 WWW.HTID. HARVARD. EDU/TRAINING exceptional location near airport, highway and international 
- organisations, 








COLLEGE DEGREES 

STANGI EDUCATION ON YOUR SCHEDULE All details at: www.visionconsulting.ch 
B.S., M.S Ph.D. Many fields: No classes, 

NO COST evaluation! Send sesame Please contact: 


The Consultants Institute 6400 UPTOWN BLVD NE SUITE 398-W 2 s 
Depi EV. 30466 Depi. 34 ALRUG., NM 87110: USA Vision Consulting S.A. 


Princess Anne, MIDZER53 USA ji : d Maem an ad CH-1277 Borex - Switzerland 
PE I yi Phone: 0041 22 367 17 41 Fax: 0041 22 367 21 37 


wwa gonsuitarhaiastitute com 


APPOINTMENTS 


Set in the heart of the spectacular Mountain Kingdom of Authority (LHDA), the magnitude and complexity 


Lesotho, and close to the legendary mountainous "Barrier demands financial and administrative expertise of the 
of Spears” - a high-tech, multi-million Dollar water project, highest order. This two-year renewable performance- 
now well advanced, provides hydro-power for Lesotho linked contractual position calls for both specialist business 


and water for the Republic of South Africa. Resulting from planning expertise, and a commitment to work with and: 
a treaty between the Lesotho and SA Governments, and my train local Basotho staff. Working experience in developing 
implemented by the Lesotho Highlands Development countries would be an advantage. 


Improve our business processes - and the bottom lin eas 


Business Planning Specialist 
Strictly not for the backroom number-cruncher, this challenging position calls for strong interpersonal skills, creativity, and 
the ability to apply financial and business acuity to facilitating the business planning process to perform to international 
benchmarks. a aan) eee 
Operating within a broad mandate to formulate business plans and monitor overall corporate performance of LHDA to 
set standards, thrust areas will include integrating business information to provide up to date performance measurement 
statistics at all times; implementing a corporate monitoring system to track and identify weaknesses and exploit 
opportunities; reviewing and recommending changes to plans and processes to ensure that strategies are geared to bottom 
line optimisation; keeping abreast of relevant local and international developments and continually ensuring ongoing 
training and transfer of skills to local planning staff. 
Specific requirements and competencies must include: @ a degree in Business Administration, Accounting, Economics or 
equivalent, preferably with a post graduate business qualification @ at least 15 years high-level experience in corporate / business 
planning @ strong business modelling experience and development of 1 to 5 year business plans @ fluency in English, and the 
personal qualities to liaise at Government, donor and funding agency level. 


Outstanding tax-effective expatriate package negotiable, 
including housing and education allowances, relocation expenses 
and airfares, social amenities and sports facilities 


Applications with career and salary details i Fax: 27 11 269 8881 e-mail: rosb @ msl.co.za 
(no certificates or references) to Mr. Roy's Telephone: 27 11 269 8880 
office by 26.05.00. Quote ref. no. FN007. 


WORLDWIDE 


AN Epucor Grour COMPANY ISO 9002 ACCREDITATION 
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CEXREXX) 
E A 


US. AGENCY FOR 
INTERNATIONAL 
DEVELOPMENT 


ECONOMIC ADVISOR 


The U.S. Agency for International Development 
(USAID) is seeking candidates for an Economic 
Adviser (GS-14) to be based in Yerevan, Armenia. 
Applicants must be US citizens, have a PhD and/or a 
Masters degree in Economics, The position broadly 
emphasizes macroeconomic policy, project 
feasibility analysis, international finance, banking, 
emerging markets and economies in transition. 
Candidates must have 8 to 10 years of demonstrated 


Vacancy No 99/92 


Further details 
and an 
application form 
are available 
from the 
Personnel Office, 


, School of 


Oriental and 


Professor of 

Chinese Business 
and Management 
A Founding Professorship 


This newly created post has central importance for 
SOAS’ strategy of becoming a leader in Asian 
management, 


The position will attract candidates with an internationally 
recognised research record in Chinese business and 
management, expertise in one or more disciplines 
within Business Administration or Management, and a 
thorough understanding of modern China. 

You should have a sound reading knowledge of 
Mandarin. 

As the founding professor your principal initial 
responsibility will be to create and jead a strong 
research programme, PhD programme and.a new 
Masters prograrnme in Chinese Business and 
Management. Based in the School's Centre for 
Financial and Management Studies, you will also take 
a leading role in the development of the Schools 
generit research and teaching in International 
Business and Management Studies, and be a member 
of the School's Centre for Chinese Studies. 


analytical experience working on economic issues with at least three 
years of experience in the management of analytical and advocacy 
programs. A working knowledge of Russian or Armenian is desirable. 
Strong English speaking and writing skills are absolute necessity. 

The Economic Advisor will be responsible for monitoring and 
analyzing crosscutting Caucasus regional economic issues. 


African Studies, 
Thornhaugh St, 
Russell Square, 
London 

WEITH OXG. 
United Kingdom. 
Tel: +44 (0) 20 
7898 4144. 
Fax: +44 (0) 20 
7898 4149, 
Closing date: 
16 June 2000 


This position will be contracted under a personal services contract for 
two years with option to extend. Salary will be negotiated upon salary 
history not to exceed $85,774, with other benefits such as housing and 
25% post differential provided. A security clearance will be required. 


See more details for this announcement at http://www. info.usaid. goy 


Interested applicants should send SF 171 or OF 612 to 
Executive Officer, DOSAUSAID, 
7020 Yerevan Place, Washington, DC 20521-7020; 
or by e-mail to: soleary @usaid.gov, 
or by FAX to: Attn Sean O'Leary 374-2-151131, 


Submissions must be received at USAID/Armenia by COB June 8, 
2000 and should reference solicitation number 111-0500-001. 


The School wishes to attract a scholar of high 
international standing and remuneration will be at a 
commensurate level, Although the School has the 
strong intention of appointing a Professor, an 
appointment at Reader level may also be considered. 


SOAS 
University of Lomion 
www.$0a8.ac.uk 








Who will you be 
speaking to today? 


Citigate Dewe Rogerson is one of the world’s largest financial communications 
consultancies with over 300 clients in 35 different countries and employing more than 400 
professional staff worldwide, Last year we worked on nearly 200 transactions helping to 
raise over US$60 billion, We also provide on-going consultancy to an impressive list of high 
profile clients. Our fast growing hi-tech division is launching the companies of tornorrow across 
the world, connecting IT with the business agenda. 

We speak every day to the leading companies in the UK, Europe, the United States and 
Asia, providing advice on media relations, both press and broadcast, investor relations, IPOs, 
mergers and acquisitions, product marketing, corporate branding and crisis management. 
We are world leaders in communications for the technology, telecoms and financial services 
sectors, helping to shape the development of the new e-economy 


Dewe Rogerson 


To apply for opportunities, from 

graduate to director level, worldwide, 

please visit our web site on 

www.citigatedeweragerson.com, or 
| 
' 


| 
| 
Citigate 


We also speak to the world’s media, to business analysts and to top investors and key sg 
~~ f i i apply in writing to 
opinion formers who drive today’s financial and business markets. f 
k i i ; eh 7 Graziella Swan, 
ica i k to all thes opie. D have a 
Do you ee e E skills to speak to all these peop e. Bo yeu ig a Group Human Resources Manager, 
corporate, business to business or financial background and proven experience with, possibly, Citigate Dewe Rogerson, 


| another language. Are you an original thinker, who thrives on challenge and change? 

if so, we would like to talk to you. 

You can expect a salary and benefits package that reflects our determination to recruit and 
retain the best individuals, as well as excellent opportunities for career development and progression, 


3 London Wall Buildings, 
London Wall, London EC2M.5SY. 





Please give your current salary details. 
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“APPOINTMENTS 


EU ACCESSION PROJECT DIRECTOR 


The Budapest-based Center for Policy Studies, seeks:a consultant to serve as director of 
a project to monitor conditions in ten European: Linji countries, and related 
EU policies/practices, The Center, atts. to: pr e by disseminating 
research results in accessible formats and to improve the pol si ment in the Cent- 
ral/East European region by diversifying the sources of public i 


The Center is embarking on a project.: K 
countries in Central and Eastern Ei 
including the protection of Roma 

the fight against corruption, Th 


dodiclary, and 
public cdu- 


the EU's annual evaluations 
transparently on the basig 
Society Institute and ol 
compliance with Copenhagen cri 
each of the candidate, 

rule of law, 


i of expert in 
fields, a methodology and timetable for 
© contract with the individuals and/or insti 
in each of the candidate countries 
@ oversee te gatherigg and compilation ofi dnform: 
a written report 
@ design and implementa stracgy for using the, 
withthe medi, inverepovernmenital t tnstiuutio 


ng monitoring 
adily useable for 


s advocacy tools 


Study anior work experience 

Denonstiated capacity i 

of the Rughiest quality =i 

Immediate ay ability for at least six montis 


è Work experience: M c enval/Easiers, Ewop 
@ Familiarity wiih one or mor ; al/East European languages 
© Legal background s 
Applicants should subiit a cover letter and curriculum vitae, together with the names and 
contact details of 3 referees no later than May 19% to: 
Martin Dunstone 
AdminConsult Rt. 
Október 6. utca 12. H-10S! 
Budapest, Hungary 
dunstone@iasituy Fax: +36-1-327-3133 


‘Bank for 
International 
Settlements 


Job description 


Are you a 40 yr+ senior executive 
earning $100K+ per year? 


If so, you possess the invaluable business expertise which only comes with 
maturity. Are you continually frustrated with your current job opportunities? 
You need the international job search experience that only Resume |. 
Broadcast International offers with the persona tact necessary for. 
success. That's why we work 24 hours a day, 7 days a. week, 365 days year 
for our clients. Don’t wait another minute. Contact us teday at Tel: (619) 
224-9257, Fax: (619) 224-9268 or E-mail: 102224. 3306 @ compuserve. com: 
to advance your career into me next century. 


Suoni 
cost 
International 


Resume Broadcast International 

PQ, Box 6390, San Diego, California 92166, USA. 
Tal: 619 224 9257, Fax; 619 224 9268 

Email: 102224.3306 @ compuserve.com 


The Copenhagen Business School's Department of Intercultural Communication and 
Management invites applications for a vacant position as Full Professor in International 
Strategic Management. Applicants should specialize in ether marketing or 
organization within the field of international strategic management. 


The appointment will be made on contractual terms corresponding to a salary grade 
37 plus a personal allowance, approx: DKr 600,000 a year (pension included), 


For further information contact: 
Head of Department, Associate Professor Sven Bisley, 
tel. +45 3815 3195, e-mail: sbik/ @cbs.dk 
The application must be submitted on the basis of the full official announcement, 
see http:/www.cbs.dk “news ‘and events” or contact Rikke Kiocn, Department of 
Intercultural Communication and Management, tel, +45 3815 3208, 
e-mail skiki@obs.dk 
Application deadline: 23 dune 2000, 12.00 noon. 
Late applications will not be considered. 
Late submission of publications will be accepted until 14 July 2000, 12.00 noon. 
The chie! mission of the Faculty of Economics and Busingss Admitistration is to be a nationally and intemationally. 
recognized center of knowledge within the fields of management and business operations. The Faculty develops new, 


independent and in-depth knowledge about business ralaled issues. This knowledge is communicated through research: 
publications, teaching, soe ‘Services to inatitutions and anterprises as well asin. pubie debate. i 


Senior Economist 


The successful candidate will join a small team that monitors global macroeconomic 
and financial developments. 


Job requirements 


The Bank for International Settlements is 
an international financial organisation that 
promotes central bank cooperation and 
provides banking services to central banks 
and international organisations. Based. in 
Basel, Switzerland, with a representative 
office for Asia and the Pacific in Hong 
Kong, the BIS has around 500 staff from 
some 35 countries. 


www.bis.org 
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+ Monitor in-depth the macroeconomic . 


and financial market developments in 
the major countries. 


Contribute to papers prepared for 
meetings of senior central bankers. 


Assist in the organisation of seminars 
and discussion groups for central banks. 


Contribute to relevant chapters of the 
Annual Report. 


Conduct relevant research. 
Represent the BIS at meetings. 
Develop contacts with central banks. 


PhD in Economics from a university of 
international standing (or equivalent 
experience). 


Several years’ experience of analysing 
global. macroeconomic and financial 
developments in a central bank, an 
international organisation: or a financial 
institution. 


Practice in preparing reports in a clear, 
non-technical way. 


Ability to. work. well under pressure and 
the temperament to work effectively in a 
team. 


Excellent English drafting skills. Written 
and spoken. English must be fluent. 


Knowledge of other major world 
languages would be an asset. 


The BIS offers attractive conditions of employment in an international environment and 
excellent welfare benefits. Information on the BIS, including research papers and other 


publications, is available on the BIS web site, 


Candidates should send their application and detailed curriculum vitee to Human. 
Resources, Bank for International Settlements, CH-4002 Basel, Switzerland, quoting — 


reference 00660. 


Please note that applications received after 15 June:2000 cannot be considered. 





JOBH TING INTERNATIONALLY? 
Executive $75K-500K~. Career searching into, within or out of 
Asia / Europe / M.East / U.S.? Contact for Free Info & Critique 





























Strategic Action Programme for www.careerpath.co.uk . 
I i l W; te f th P ifi S Fax: Emal; 
nternatona ALTS O e kacitic USA/Canada +1 202 4781698 cparmerica@careerpath.co.uk 


Europe +44 20 75048280  cpeurope@ecarcerpath,co.uk 


Islands Region ] j 
Asia / M. East / Aus +662 2674688 cpasia@bkk,loxinfo.co.th 






Vacancies: (i) Resource Economist; and 


(ii) Community Assessment and Participation Specialist f 
” DIRECTOR OF TRAINING AND DEVELOPMENT 


The Open Society Institute (OST) seeks a Director of Training and Development. Based at OSI- 
Budapest, Hungary and reporting direutly to the Vive President for National Foundations at OSIE 
New York, this individual will oversee the Office of Organizational Development. The office 
provides the 29 autonomous national foundations in the Soros network (27 of which are in Bast 
Central Europe and the NIS) with consultation and taining in the areas of governance, foundation 
Management, organizational development, program and grant management and evaluation. 


@ OPEN SOCIETY INSTITUTE / SOROS FOUNDATIONS 


Applications are invited for the positions Resource Economist and 
Community Assessment and Participation Specialist. These 
positions will form part of the Project Coordinating Unit for the 
UNDP/GEF funded project to Implement the Strategic Action 
Programme for International Waters of the Pacific Islands Region. 
Applications close on 1 June 2000. 








The successful candidate will have: 

+ a track record in management of nonprofit organizations in Central dnd Eastern Europe or the 
former Soviet Union, or nonprofit management experience in the United States or Western 
Europe and substantial cross-cultural consulting experience in the regii 





Expressions of interest and requests for further information should be 
directed to: 











an advanced degree or dipi oma in organizational behavior occupational psychology. 
management or administration, and a demonstrated waders ding of the challenges of 
governing and managing a nonprofit or philanthropic organization, 









The Director 
South Pacific Regional Environment Programme (SPREP) 
PO Box 240 
APIA, Samoa 


proven supervisory and managerial abilities, over professional and administrative staff and 
contracted trainers and consultants, 


excellent written and verbal communication skills in English, mastery of one of the languages 
of the region, particularly Russian, would be advantageous: 


a willingness to travel extensively in Central and Eastern Europe and the NIS 


Phone:(685) 21 929 
Fax:(685) 20 231 
E-mail:sprep@sprep.org.ws 


+ competitive salary and generous benefit package 


Please send a letter of interest and resume immediately wo: Virginia Moracho, Open Society 
institute, 400 W. 59th Sireen NY. NY 10019: Fax iconfid ł 
ymoracho@ sarosny.org. 


































D) F l DE Department for TECH N ICAL ADVI SER | 
International 
Development SAFE MOTHERHOOD 
MALAWI | 
ax DFID manages'a substantial and expanding portfolio in the health health programmes, at least some of which should have been | 
y and population. sector. One of the major áreas of focus is on gained in the developing world, ideally Africa. Your familiarity with l 
> improving sexual, reproductive and maternal health. The Malawi the safe motherhood concepts and understanding of health 
zi Government has established a National Safe. Motherhood institutions and international aid within the region should be 
~ Programme in an attempt to lower the unacceptably high levels of supported by a genuine commitment to improving health service 
= maternal mortality which is being supported by a number of delivery to poor women, good interpersonal and tearmworking 
° donors and other partners. Implementation of the programme has skills and previous financial management and analysis experience. | 
z been supported by DFID since January 1998. Working in the TERMS OF APPOINTMENT 
v Project Management Unit in Blantyre, with a Ministry of Health The appointment is for a period of 3 years and 3 months, | 
3 appointed Malawian Manager, you will be responsible for ensuring commencing in October 2000, and is subject to a probationary 
y that inputs are mobilised and deployed as required by the action period of 6 months. The appointment will terminate after this | 
i plan and for overall monitoring of implementation. You will also petiod. The salary will be circa £37,800 p.a. (UK taxable), plus 
be responsible for helping the transition of the project within an relocation, education and other allowances, and regular fare-paid 
“evolving sector-wide programme environment'and ensuring its UK leave. The salary includes an element in lieu of 
institutionalisation fully within existing structures. Travel superannuation. 
throughout the Southern Regio will be required, . Candidates should either be nationals of a Member State of the 
í ' European Economic Area (EEA) or Commonwealth Citizens who 
ya postgraduate degree, or ‘equivalent, ina public have an established right of abode and the right to werk in the 
health, management or social science discipline, you will need at United Kingdom. 


least 3 years’ experienco of managing and monitoriig poine Closing date: 26 May 2000. 





Application forms can be obtained from, quoting reference AH304/2/CMcG/TE clearly on your envelope, Colin McGinty, 
Department for International Development, Abercrombie oe Room R A Road, East Kilbride, Glasgow 


The Department for International DFID works in partnership with Asia and sub-Saharan Africa, but we also 
lopment (DFID) is the UK’s A A governments, international and national work in middle income countries, and in 
government department responsible for non-governmental organisations, the Central and Eastern Europe. 
opment and the reduction Ae 8 | instituti 4 h ae i f 
of poverty. I s committed to the private sector pod institutions such as the DFID is committed to a pol Equal 
internationally agreed target of halving the World Bank, UN agencies and the European Opportunities and encourages applications 
proportion of people living i in extreme Commission. Most of our assistance is from members of the ethnic minorities, 


poverty by 2015. concentrated on the poorest countries in 


Fulfilling Britain’s commitment-to) 
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Department for 
international 
Development 






management. We are now § 
Leader to anal the de 






and i H to their diverse eeds, Taking agriculture asthe entry 
point, you will engage public, private and:civitstakeholders in the 
policy, planning implementation and review of service provision. 
‘You will use the experiences and lessons learned to inform 
government policy in support of rural livelihoods. 


QUALIFICATIONS AND EXPERIENCE 


ideally with a Masters Degree i ina development-related discipline, 
you will have atleast 10 years’ relevant work experience, most of 

which should have been gained'in Africa. Your proven local 
suerte capacity-building. and organisational development 
skills should be supported by a good understanding of rural 











reduce world poverty 


















The Department for international 
Development (DFID) is the UK’s 
government department responsible for 
promoting development and the reduction 
of poverty. DFID is committed to the 
internationally agreed target of halving the 
proportion o people living in extreme 
poverty by 2015. 


Fulfilling Britain’s commitment 


private 








NI Oxford Analytica 
N wew.oxweb.com 


We are a leading international consultancy, drawing on the scholarship of Oxford and 
other universities and research institutions worldwide to serve the needs of business and 
governments for geostrategic, political, economic and social analysis. We are now seeking 


an Oxford-based 
Asia Pacific Editor 


The Asia Pacific desk is responsible for commissioning and editing analysis for 
publication in the Oxford Analytica Daily Brief and Asia Pacific Daily Brief, Managing an 
international network of expert contributors is an integral part of this process. 















Candidates should have a firm grounding in the politics and economics of the region, 
probably developed through a postgraduate degree and/or relevant work experience. Well 
developed analytical skills and the ability to write and edit with speed and accuracy 
under pressure are essential. 


Salary commensurate with experience, CV and details of current salary to 
Managing Editor, Oxford Analytica, 
5 Alfred Street Oxford OX! 4EH 





By May 19, 2000 


BUSINESS & PERSONAL _ 









US, GREEN CARD (NO JOB OFFER) 
igration law may make you 
CARD without needing 
are an experienced businessinan 
or professional, please fax your C.V., resume, or 
Hist of qualifications for review tor 
Law Offices of 
DORKIN & SHERMAN, P.C. 
32901 Middlebelt Read, Suite 500 
Farmington Hills, MI 48334 U.S.A. 
Tel, CMR) 855 HONG Fax 248) 855-0788 E-mail xpreenearditt sol cont 
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Application forms can be obtained, quoting reference AH304/AS/TE clearly on your envelope, from Departme 
International Development, Abercrombie House, Room AH304, Eaglesham Road, East Kilbride G75 8EA or telephone 
(01355) 843545 (answerphone) or e-mail: rpmb4a2z@dfid.gov.uk 


DFID works in partnership with 
governments, international and national 
non-governmental organisations, the 
tor and institutions such as the 
nk, UN agencies and the European 
ion. Most of our a 
on the poorest countri 


REGIONAL FACILITATOR 
GHANA 







livelihood strategies and constraints, and policy processes affecting 
rural communities. An effective project manager, you should 
demonstrate excellent communication, facilitation and team 
leadership skills and be willing to live and work in a rural setting, A 
flexible attitude and a good sense of humour will also be essential. 


TERMS OF APPOINTMENT 


The post will be for a fixed term period of 3 years (and includes a 
6 month probationary period), At the end of 3 years, the 
candidate’s employment will terminate. The salary alfered will be 
UK taxable, in the range £30,000- £35,000 p.a. (dependant on 
qualification and experience) and includes an element in lieu of 
superannuation. 



















Candidates should either be nationals of Member States of the 
European Economic Area (EEA), or Commonwealth citizens who 
have an established right of abode and the right to work in the 
United Kingdom. 


Closing date; 2nd June 2000. 
















m for 


http://www.dfid.gov.uk 








Asia and sub-Saharan Africa, but we also 
work in middie income countries, and in 
Central and Eastern Europe. 

DFID is committed to a policy of Equal 
Opportunities and encourages applicati 
from members of the ethnic minorities. 


Middle East and Africa 


BUSINESS WRITERS/EDITORS 


FULL-TIME AND FREELANCE 







Business Monitor International, leading publisher of specialist business 
information on global emerging markets, is recruiting full-time and 
freelance business writers/editors to produce forward-looking editorial 
on Middle East and African markets. If you have a background in political, 
macroeconomic or financial analysis, and strong writing skills, this is an 
excellent career opportunity in a dynamic, fast-growing editorial team. 
Competitive salary and conditions apply in riverside offices in Blackfriars. 













ae i Snowe 






















Send full CV and recent writing samples to; gis 
Jonathan Feroze 

Business MONITOR INTERNATIONAL Lip. 

179 Queen Victoria Street, London EC4V 4DU 

www.businessmonitor.com 













international 














IMMIGRATION TO CANADA 


Experienced Canadian immigration Lawyer F., 


IMMIGRATE TO CANADA 
“We Can Help” 
28 Years Experience m immigration Metsers 
The law firm of Somjen & Peterson 


















reasonable fees. Leonard Stead, Re 
1255 Laird Biv ite 208, Mount 
Quebec, Canada H3 


https J ew. SOM JER ton 
ni 






Suite 810, 
Toronto, Ontario. Ci 
Tek ($16)022 RORI Fax; t1692 4234 
“We Can Help” 
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3 


stralia, Cana la, fi 
anywhere in the worl 


5 all other destination 1S) 


287.8400 F 
ono : 


GIBRALTAR: Diane Dentith HONG KONG: Stuart Stobie 
0 76173 Tel +ASZ 2542 1177 Tel 
Fax 852 2645 0550 Fax: 
hk@sovereigngroup.com aH 

























+] G49 946 5052 
sovereigngroup.com 


aaeanoa narea aane 


Europe made easy 


Crossair of Switzerland, Europe's largest regional airline, offers more than 28 daily departures 
from the the UK and Ireland to Switzerland, In addition, Crossair also offers more than 100 desti- 
nations in 36 European countries through its EuroCross hub at EuroAirport Basle. Contact your 
local travel agent or Crossair +44 845 607 3000. www.crossair.com GB. The Qualifiver Group 





HANDWRITING ANALYSIS 


Questioned document examination 
and aptitude/character assessment 
for recruitment puposes. 


Phillippa Lavell Fac 
9 Village Close, London NW3 SAH 
Tel-+44 020 7794 6080 Fax:+44 020 7431 4899 
E.mall: scribe@netcomuk.co.uk 
www. handwriting-expert.com 





‘+ aS 
ASTONS 
APARTMENTS 
alue in Londen” 
ners Pndernatiancd 
Guide’. 

Self-catering apartmen 

with sate tv direct 


Ata frae 
camparable | 
from £40 per night per person 
lis ) 






Fas 620 7490 6066, 
US Toll Free: 1 800 528 2816 
E-mail: sales@astons-apartments.com 
Internet ww 


Offshore Companies, Trusts, Tax Planning 


Innovative and cost-effective solutions to protect your assets and minimise your tax. The Sovereign Group is a professional global practice of 
leading tax specialists, operating in 17 jurisdictions worldwide for over 10 years. For complimentary copies of our guides to international tax planning 
and trustee services, please contact your most convenient Sovereign office. Alternatively call for expert practical advice free of obligation or charge. 


TCAs Paul Winder 
+) G49 946 5056/7 Tel: +44 (0207 479 7070 Tel +} 800 813 638} 
Fax: +44 (03207 439 4436 Fax: 
uk@soveregngroup.com 


U.K.: Simon Denton 
















#*LONDON'A 
a Quality se apartments offering bast value a 
for money. Apariniants p 
compared w hotels. Fuy 
bathroom, k no Pv 
healing, ots j 
a Centrally iocdted im Kensington area a 


@ Tourist Board Approved W 
Ashburn Garden Apartments 
a 3 Ashburn Gardens a 
South Kensington, London SW7 4DG, UK 
a a 
www.ashbarnigarndens.co.uk 
@ = info@ashburngardens.co.uk W 


\ Tel: 444.207 370 2663 













Fax: ++44 207 370.6743 
BERBER E EE 





OFFSHORE 


Companies from $250 






READY MADE COMPANIES 
LOWEST ANNUAL FEES 
NOMINEES SERVICE 

BANK INTRODUCTIONS 
OFFSHORE CREDIT CARDS 







790600 Fax:+953-1-6790475 
Gonyngham Road, 
Dublin & ireland 
E-mail: econ®com-exp.com 


Cyprum: 
Yol+357-2752416 Fax:+3S7-2766722 


Established since 1980 










USA: BH Andrews 








+I 800 B13 6382 
sovareigngroup com 











www.sovereigngroup.com 


ICSL eldest tN TRUSTS FOUNDATIONS Ae 





Since 1977 The ICSL organisation has specialized in the establishment and administration of Offshore Companies, Trusts, 
Foundations and other structures with emphasis on Tax Mitigation, Asset Protection and Privacy. We also arrange no 
tax /low tax residency and alternative citizenship and passport. For information or an initial consultation without obligation 
please contact your most convenient ICSL office. Our corporate aim: to provide Quality Service at Reasonable Cost. 







TRELAND - EILISH MURPHY 
international Company Services (ireland) Ltd 
Tel: +353 1 661 8490 Fax: +353 1 661 8493 
Email: ire@ICSL.com 






ISLE OF MAN - PETER HARRISON IBERIA - ROD RAMSDEN LLB LLM 


International Company Services Limited ICSE Poerie Liented 
Tel: +44 1624 801801 Fax: +44 1624 801800 Tek +391 21 314.2030 Pax: +351 21214 2031 
Email: iom@iCSL.com Email: per@ICSL.com 

















UK - PEYMAN ZIA 
International Company Services (UK) Lid 
Tek: +44 20 7493 4244 Fax: +44 20-7491 0605 
Email: uk@iCSL.com 


USA - JERRY BAKERJIAN BBA URUGUAY - DR. CARLOS QUERALTO 


International Company Services (LIGA) Inc International Company Services S.A, 
Tel: +1 984 943 1498 Fax: +1954 943 1499 Tel: +598 2902 1165 Fax: +598 2 902 1191 
Email: usa@ICSL.com. Email ay@ICSL.com 
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LONDON & EUR 
URACOM. 


TEL +4420 7436 3201 
“ORAM +4420 7436 3203 | 
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| OUTPUT, DEMAND AND JOBS Industrial productions in the euro area grew by 5.5% in the | 

| year to February. French unemployment shrank to 10% of the workforce in March, down froma | 
peak of 12.6% in 1997. In the same month, Japan’s jobless rate remained steady, at a record 4.9%. 
Unemployment also remained stable in Denmark in March, at 5.3%. 


% change at annual rate The Economist poll industrial Retail sales Unemployment 
G GDP forecasts production {volume) | 9 


COMMODITY PRICE INDEX. 
Economist The Swiss National Bank began 
to sell some of its gold reserves this week. 
Gold prices shrugged off this long-expected 
news and remained close to $275.an ounce. 
Several other central banks have sold gold 
in recent years, including those in Britain, 
Canada and the Netherlands, but the Swiss 
sale will be by far the biggest official one. 
Switzerland, which has the third-biggest of- 
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f 
Canada _ ficial gold reserves after America and the 
Denmark R me? still 23 Ma 3:8 | euro area, plans to sell 1,300 tonnes, half its 
France to A Se On One its mL on total, over five years. In March prices were 
~~ | depressed by rumours that France was also | 
considering gold sales to help pay for the | 
country’s future pension burden. Central | 
banks around the world hold some 29,000 | 
tonnes of gold in. their vaults, equivalent to | 
Switzerland 11 years’ mine production. So the threat of | 
United States further official sales is likely to continue to | 
Eu | weigh on prices. 
“Mat seas { i 
in March, gda | 1995=100 % change on 
Siler Tis auf | Apr 25th May2ad* one one 
PRICES AND WAGES ‘Deflation persi ists in Japan: consumer prices ‘fell by Oey Inthe ae, |) et a a O year 
months to March. In contrast, Australia’s 12-month rate of consumer-price inflation jumped to pee ingek ae PE A E 


2.8% in the first quarter of 2000, up from 1.2% a year ago. Workers in Australia received pay rises 
| of 3.0% in the year to December, a real increase of 1.2%. 


% change at annual rate The Economist poll 
Consumer prices* consumer prices forecast _ Producer prices! Wages/earnings 


3mthst 1 year 2000 0 ee 3 mths? 1 year 








E ROAD DEATHS The number of fatalities 
| from road accidents fell by 2% in industri- | ron deaths 1999 
alised countries in 1999, according to a new 


| 
| 
l 
| 
report by the ozcp. Compared with 1970, 
| 
E 
l 
| 
| 
| 
i 
| 
i 





30% fewer people were killed on the roads a 

of orco countries last year, despite a 50% % change on previous E 

rise in the number of registered vehicles | NE 

and a more frequent use of those vehicles, 
| Even so, some 125,000 people were killed in 
| road accidents last year in the OECD's 29 
| member countries. In the countries for 
| which figures are available, the highest fa- 

tality rate was in Greece, the lowest in Brit- 
| ain. Worryingly, the. number of injuries 
| from road accidents continues to rise, up by 
| 15% last year. Some countries, including 
| Greece, Poland, Portugal, South Korea and 
| Spain, have seen big rises in both fatalities 
| and injuries in recent years. 
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MONEY AND INTEREST RATES The Reserve Bank of Australia raised its official interest rate | @ GLOBAL COMPANIES The world’s mul- 
| by a quarter-point, to 6%, as inflation rose and the Australian dollar continued to fall. The 12- | tinationals are ranked each year by Temple- 
=| month rate of growth in the euro area’s broad-money supply jumped to 6.5% in March. | ton College, Oxford, according to the per- 
| _ Interest rates % p.a. (May 3rd 2000) | formance of their foreign operations. (The 
| 
| 
| 
| 
| 
|i 


% tise on year ago over- ~3-mth money market panks 2-year __ 10-year gov't _ _corporate | index assesses the foreign assets, revenues | 
> gov't bonds latest? year ago bonds 









and profits of 214 global giants.) In first place | 
last year was Nortel, a Canadian telecoms | 
| firm, America’s top performer was Coca- | 

Cola, in third place. Of the firms analysed, 





652 574 7.668 






29 lost money on their foreign operations in 
1999. But 17 achieved rates of return on for- 
eign operations that were more than double 
what they earned at home. 








Global performance ‘index 
| | 2000- 2000250 a0 380.400. 450 
Nortel Networks 
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STOCKMARKETS The Dow Jor i ' t ‘Glaxo Wellcome 

| est rates. Howeve gy shares recovered slightly, with the Nasdaq stockmarket climb- | E 
ing by 2.1%. Stockh this week’s star performer, with a gain of 3.3%. a eae 

| Market indices cae a% change on Ea Merck 

i 2000 one “one record Dec 31st 1999 pi 

| yard high tow week year high inlacal in’ $ Pfizer 

| Australia (All Ordinaries) T F auy 
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TRADE, EXCHANGE RATES AND BUDGETS ‘Thee euro ro plumbed'n new v depths of belc ow 90 Aniedcan cents; its a trade: weighted vale fell by i 
| 2.2%. The dollar’s trade-weighted index rose by 2.3%, and sterling gained 1.5%. The euro area’s 12-month visible-trade surplus narrowed to just un- 
| der $50 billion in February. In the same period its current-account surplus was barely changed, at $21.4 billion. 
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| W JOB SATISFACTION Most workers seem 
| Satisfied with their jobs, and a surprisingly 
large number say they are completely or 
| very satisfied, according to newly available 
data from the 1997 International Social Sur- 
vey Programme, which has been analysed | 
| by David Blanchflower and Andrew Os- 
| wald. The survey found the greatest discon- | 
| tent in Japan, where 15% of workers were | 
dissatisfied with their jobs, and in Russia 
(14%), followed by Bulgaria and Britain (1% 
each) and France (10%). In all other countries 
surveyed, fewer than 10% of workers were 
dissatisfied. The largest single group in most 
countries said they were “fairly satisfied” 
with their jobs, although in a few, including | 
Denmark, Spain and Switzerland, more | 
were “very” than “fairly” satisfied. “Com- 
plete” satisfaction was notably rare in Ja- 
pan, Germany and Canada. 








[otter renner 


| Job satisfaction, 1997 
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ECONOMY Turkey's 12-month rate of consumer-price inflation slowed to 63.8% in Aprils Ver- 
ezuela’s increased to 18.0%. In March India’s inflation rate rose to 4.8%. China’s trade surplus 
widened to $30.0 billion in the 12 months to March; Hong Kong's deficit expanded to $7.0 billion. 
Hungary’s trade and current-account deficits both narrowed in the year to March. 


% change on year earlier _Latest 12 months, Sbn Foreign reserves*, $bn 


GDP industrial Consumer Current Latest Year ago 
production prices account 
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FINANCIAL MARKETS S Mumbai fell iy 9. sth parlor on news ala the fadni ministry fied or- 
dered an investigation into the stockmarket activities of technology companies. Seoul climbed 
by 5.5%, as telecoms and technology shares rebounded strongly. Athens rose by 5.6%, helped by 
news that the European Commission had backed Greece’s entry into the euroin 2001. 
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The wait is over. Genuity is here. 


As of today, GTE Internetworking is called Genuity. And as of today, you've got an e-business solutions 
provider who has finally figured out how to make the Internet work for your company. Face it, the way 
you used to deal with the Internet was, in a word, fragmented. You had one vendor for access. Another 


for security. Another for hosting. All working independently of one another while you hoped and 





prayed it would all come together. But now, you can have a new kind of partner: Genuity, A partner that 
brings you a 100% integrated approach that enables your business to succeed. With people who understand what you 
want to do, where you want to go and how to get it done. Yesterday you knew us as GTE Internetworking and BBN, the firm 
that originally brought you the Internet. Today, you know us as Genuity, a company that understands how to make the 


Internet work for your business. A company that knows how to take your vision and make it happen. Better than anyone. 


GENU!TY 


www.genuity.com 1-888-GENUITY 


You never 


actually own a Patek Philippe. 


You merely 


look after it for the next generation. 
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world-class financial services organisation. that you can truly count on, Particularly when it come 


We've been around for more than 130 years. Now to safeguarding your future. 
we're in 80 countries and territories, serving over 20 Wherever you are in the world, wherever you are i 


million customers. Those are the numbers. your life, HSBC will be there for you. 


HSBC €> 


YOUR WORLD OF FINANCIAL SERVICES 


issued by HSBC Holdings ple. Appreved for issue in the UK by HSBC Bank ple, which is regulated by the Personal Investment Authority. In ihe UK we only sell our own products. 








LETTERS 


4 Onbusiness ethics, homosexuality, 
Brazilian growth, Pakistan, Mongolia, 
banknotes 


LEADERS 
15 Hopeless Africa 
16 Ulster tries again 
16 Theenigma of Tony Blair 
17 Of money and inflation 
18 Putin's Russia 
19 Privatising the post 


SPECIAL 
20 The trouble with Africa 


NEWSSUMMARIES 
24 Politics this week 
25 Business this week 


ASIA 
27 SriLanka faces the Tigers 
28 Aceasefire in Aceh 
28 Hostages in the Philippines 
29 Catching hackers in Manila 
29 Three Gorges power problem 
30 China’s holiday economics 
30 Australia’s budget 


UNITED STATES 
31 That steaming economy 
32 On the trail 
32 Cleaning up nuclear waste 
33 After John O'Connor 
34 Mothers against guns 
34 San Francisco’s press war 
37 Hating Hillary 
38 Lexington: Joe Carollo 


THE AMERICAS 
39 The Dominican Republic’s election 
40 Will Haiti vote? 
40 Latin America’s dissatisfied democrats 
42 Separatism in Quebec, again 
42 Dela Rua wins in Buenos Aires 


INTERNATIONAL 
43 The war for Sierra Leone 
44 Reforming Nigeria’s police 
44 Angola’s opposition gets together 
49 Israel's squabbling coalition 
49 Book banning in Egypt 


THE ECONOMIS 


BANGKOK BEIJING BEIRUT BERLIN BRUSSELS DELNI LOINBURGH FRANK UBT HONG KONG JOMANNESHURG LOSANGELES MEXICOCETY 


25 ST JAMES'S STREET © LONDON SWIA IHG © 


©2000 THE ECONOMIST NEWSPAPER LIMITED. NO REPRODUCTION If PERMITTED IN WHOLE ON PART WITHOL 


i 





MAY 13TH 2000 





hes 
Economist 


| 


ON THE COVER 


Whatisitabout Africa? The crisis in Sierra Le- 
oneis only thelatestin a catalogue of horrors. 
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LETTERS 


Moral judgment 


Sin—There are universal princi- 
ples of business ethics (“Doing 
well by doing good”, April 22nd) 
and they can be used to resolve 
ethical issues in all their complex- 
ity. These principles require maxi- 
mising long-term owner value, 
subject only to two ethical con- 
straints. Classical “distributive 
justice” stipulates that those who 
contribute most to the business 
deserve most from the business. 
“Ordinary decency” requires ob- 
serving the conditions of trust 
necessary for operating over the 
long term: honesty, fairness, the 
avoidance of physical violence 
and coercion, and a presumption 
in favour of legality. 

This realist view shows that 
ethical conduct by business does 
not require any unproductive do- 
gooding and makes it more plau- 
sible that ethical conduct will be 
profitable, even though the justifi- 
cation of ethical conduct by busi- 
ness does not depend on a cost- 
benefit analysis, 

ELAINE STERNBERG 
Centre for Business 
and Professional Ethics, 


Leeds University of Leeds 





Sir—You dismiss as inconsequen- 
tial the persuasive if not compel- 
ling results of scholarly research 
showing the positive effect of eth- 
ics codes. It is misleading and un- 
realistic to expect absolute proof 
of causation but it is clear that ap- 
propriate codes, properly imple- 
mented, are associated with a 
wide variety of favourable out- 
comes. My studies of the 500 larg- 
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est American corporations show 
a highly statistically significant 
link between those that make a 
formal public ethical commit- 
ment to their stakeholders and 
multiple measures of corporate 
performance. Other prominent 
researchers report similar results. 

Curtis VERSCHOOR 


Chicago DePaul University 


Sir—You omit two developments 
that may cause the current wave 
of interest in business ethics to 
become more than a passing fad. 
First is the increasing use of a 
broad and pervasive multi-stake- 
holder perspective, as opposed to 
a set of narrow and unrelated “do 
and don’t” guidelines, as a frame- 
work for corporate social-ethical 
analysis and policymaking. Mo- 
torola and Shell have demon- 
strated the effectiveness of this 
approach—the former for many 
decades, the latter only recently. 

Second is the use of indepen- 
dent auditors to examine the ac- 
tual social and ethical impact of 
corporate actions, particularly in 
the light of expressed intentions 
and goals. Shell, Mattel and a 
number of other major multina- 
tionals are now experimenting 
with innovative third-party au- 
diting processes. 


LEE PRESTON 
College Park, University of 
Maryland Maryland 
ata eee er i 
Scouting for boys 


Sir~—While it may be true now 
that a “morally straight” and 
“clean” scoutmaster believes that 
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homosexuality is wrong (“Dis- 
crimination and the law”, April 
29th) it was not always so. Older, 
well-born, wealthy men in an- 
cient Greece frequented gymnasi- 
ums where adolescent boys 
trained. The educational aspect of 
a homosexual relationship with a 
boy was considered to contribute 
to his moral and. intellectual 
growth. When.a boy became an 
adult, he assumed the role of ho- 
mosexual lover, even if married 
in order to breed future citizens. It 
is understandable as an adult 
male spent a fair part of his life at 
war in the exclusive company of 
men who depended on each 
other for survival. 





Boulder, 

Colorado Mike DUNCAN 
k m 
Growth patterns 


Sır-—You say that “Only Japan re- 
corded faster economic growth 
{than Brazil] between 1900 and 
1982” (“Brazil’s 500 years of soli- 
tude”, April 22nd). This is not 
quite correct. Real cpp growth 
was higher in Venezuela and Tai- 
wan, but not in Japan, over that 
period; and per head, it was 
higher in Venezuela and Taiwan 
as well as in Japan. 

Washington, pc PETER STURM 
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Javed Jabbar replies 


Str—Mr Sher Ali Khan (Letters, 
March uth) makes at least three 
statements that are factually in- 
correct. First, he says that I am ad- 
viser to the chief executive of Pak- 
istan on politics and not on 
media. In fact, my title is “adviser 
on national affairs, information 
and media development”. 

Second, Mr Khan calls me a 
veteran of “interim governments 
past”. Whereas, having been 
elected to the Senate as an inde- 
pendent technocrat in March 
1985, I served as information min- 
ister of state in the first cabinet of 
Benazir Bhutto (1988-90) which 
was an elected government. My 
only association with a past in- 
terim government was when I 
served as minister for petroleum 
and natural resources in the care- 
taker government from Novem- 
ber 1996 to February 1997. 

Third, the writer presumes 
that I have “long sought a radio or 
Tv station of [my] own.” For sev- 





eral years | have advocated the in- 
troduction of independent broad- 
cast media established through a 
fair and transparent regulatory 
process and have argued in per- 
son a public-interest petition on 
this issue in the Supreme Court 
for the right of all, not just some 
citizens or the government, to 
have equitable access to the air 
waves. In each of the three gov- 
ernments I have taken action to 
ensure institutionalisation of this 
concept. There is no seeking of a 
personal privilege in this matter. 
Islamabad JAVED JABBAR 

EO a 


The Mongol herds 


Sır—The statement that herd pri- 
vatisation was pushed upon the 
Mongolians in 1990 by a slew of 
international aid- organisations 
gets the facts completely back- 
wards (“The nomads’ despair”, 
April 29th) The only people 
whom I have ever heard question 
the wisdom of privatisation have 
been representatives of various 
donor organisations and their 
“experts”. In fact, it would have 
taken an army to stop the rural 
people from dividing the herds 
among themselves once the So- 
viet-subsidised collective infra- 
structure collapsed. Collectivisa- 
tion had been deeply resented. 
Aid donors tend to think that 
the world revolves around them- 
selves. It is unfortunate that, in- 
stead of poking fun at their arro- 
gance and naivety, you choose to 
validate it in a backhanded way 
by blaming donors for everything 
that goes wrong in Mongolia. 
Ulan Bator, 
Mongolia WILLIAM BIKALES 
; | 





Noteworthy 


Sm—An obvious solution to 
counterfeit money, already exists 
(“The colour of money”, April 
29th). Australian banknotes dis- 
play a high level. of sophistication. 
They are plastic, very detailed 
and coloured, and even contain 
transparent areas. Incidences of 
counterfeiting are almost non- 
existent. The Australian dollar 
might be undervalued according 
to.your Big Mac index, but at least 
when you have one you know it 
is the genuine article. 

Melbourne - Davip Lea-Smiru 
w 
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frontier’ 
economics 


A member of the Frontier Economics Group 
A defining opportunity ... 
Ar ontier (frūn’tiə, -tia’) - n. the current limit of knowledge or attainme 
1 ina a particular sphere. 


-economics (Ekənom’iks, ek-) - n. (1) the science of the production and 
| distribution of wealth. (2) the financial aspects of an activity, business, etc. 


: apply (Epli’) - vi. to offer oneself for a job, position, etc. 


For a career in economics consulting email us at 
recruitment@ frontier-economics.com 


www.frontier-economics.com | 


Senior Analyst 


Economic Research Euroland 


You will be responsible for analysing and forecasting economic and financial market developments with particular 
focus on growth and inflation trends in Euroland. Your expertise will contribute to the many research products devel- 
oped to support Deutsche Bank's business transactions. 


You will be qualified for the position thanks to approximately two to four years of professional experience as well as 
an excellent degree. in the field of international financial markets you will distinguish yourself by your clear analytical 
thinking together with your excellent knowledge of macro-economics and sound quantitative skills, As well as being 
a good team-player you will possess convincing communication and presentation skills. Fluent written and spoken 
English is essential and a knowledge of German is desirable. 


If you want to go beyond academic research, feel challenged by the fast-paced world of capital markets and enjoy 
close teamwork in an extremely competitive environment, you will be the ideal person to work with us. 


Please send your application with ali relevant details to Deutsche Bank Research, Human Resources, Eli Kanuga, 
Grosse Gallusstrasse 10-14, D-60272 Frankfurt am Main. E-mail: eli. kanuga@db.com 


Leading to results.™ Deutsche Bank Research 
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CHIEF LEGAL ADVISER 


Up to £85,000 


RAIL REGULATOR 


The Office of the Rail Regulator (ORR) is a non-Ministerial 
Government department. It serves the Rail Regulator and 
the International Rail Regulator (the same person holds both 
posts). The Regulator has a range of statutory powers, 
including the issue and enforcement of operating licences, 
the approval of certain industry contracts (principally 
contracts for access to railway assets (track, signalling, 
stations and depots)}, the directing of compulsory third 
party access to the network and powers under the 
Competition Act 1998. These powers are used to regulate 
Railtrack’s stewardship of the national rail network, 
investment in the industry, the policing of anti-competitive 
practices and possible abuses of market power and other 
key aspects of rail service provision, ORR's aim is to use 
these powers proactively, proportionately and fairly to 
facilitate the creation of a better railway for passengers and 
freight customers, 


The Chief Legal Adviser has primary responsibility for the 
provision to the Regulator and ail levels of ORR staff of 
legal advice in respect of all of the Regulators statutory 
and other functions. 


Managing the resources of the legal department [up to six 


London, ECIN 


implementation of regulatory policy as a Director of the 
ORR and a member of the ORR Board which comprises of 
the Regulator and executive and non-executive Directors. 


You will have at least 10 years’ post qualification 

experience and an assured understanding of UK and 

EU competition law. You will also possess an excellent 
knowledge of contract and administrative law. A general 
understanding of regulation in a statutory framework, 
particularly in relation to utilities, would be an advantage. 
Excellent drafting skills and interpersonal skills together with 
an imaginative, pragmatic and constructive approach to 
problem solving are pre-requisites. f 


For further details and an application form please contact 
Miss O Cyrus, Human Resources Administrator, Office of the 
Rail Regulator, 1 Waterhouse Square, 138-142 Holborn, 
London ECIN 2TQ or telephone 020 7282 2051 (24 hour 
answer phone) quoting reference 39/2000. The closing date 
for applications is. 25th May 2000. Interviews will beheld 
on 7th June 2000. 


Please quote reference: Ref: 39/2000 


ORR is an equal opportunities employer. 


lawyers) and providing legal advice to the Regulator and 
ORR staff, you also participate in the formulation and 


CAPITA RAS 


The INTER-AMERICAN DEVELOPMENT BANK, a $60 Billion Multilateral Development Institution, based in Washington DC, is looking for a 


Chief, Procurement Policy and Coordination Office 
(CODE: NRC-00/39-TE) 


PRINCIPAL FUNCTIONS: (a) Develop the Bank's procurement strategy. (b) Formulate and review procurement policy and procedures applicable to the Bank's lending 
portfolio, (e) Act as secretary of the Procurement Committee and spokesperson of that committee in cases of grievances or claims related to procurement processes. (d) Serve as 
the Bank’s focal point and chief expert concerning the procurement of goods, works, and consulting services. (e) Plan, prepare, oversee’ and supervise the Office's. business plan 
and staff. 


QUALIFICATIONS: Education: Advanced university-level degree (master's level or higher) in business administration, economics, law, engineering, or a related field. 
Experience: 15 years of international and practical experience in policy formulation, procedures and problem solving related to procurement activities. Experience in private or 
public sector management at the international or national level. Supervisory skills. Languages: Full command of English and Spanish. CLOSING DATE: 06/12/2000 


Social Development Specialist 
(CODE: NA-00/49-TE) 


PRINCIPAL FUNCTIONS: a) Assist project teams from regional operational departments in the integration of gender considerations in the preparation, supervision, and 
evaluation of Bank operations. b) Assess the need for and develop technical cooperations to address specific WID and gender issues in areas consistent with the priorities defined 
by the WID Unit's business plan; coordinate the Bank's gender training program. c} Undertake research on priority gender-relevant policy issues and best practices in project 
implementation. d) Participate in the review and quality control process of projects in preparation as part of the Committee on Environmental and Sacia! Impact (CESI). 
€) Produce reports, papers, and special events in areas consistent with the priorities established by the Unit's business plan. f) Supervise the consultants contracted for specific 
tasks in priority areas. g) Represent the Bank in seminars and conferences on WID and gender issues in the United States and abroad. 


QUALIFICATIONS: Education: Master's degree in Economics or related Social Sciences Ph.D, preferred. Experience: Minimum of six (6) years of experience in the field 
of women and gender in development, social and economic development, international development, with special emphasis on Latin America and Caribbean region, At least four 
years of work experience at the international level is a plus. Languages: Proficiency in Spanish and English. Working knowledge of the other official languages of the Bank is 
desirable (Portuguese and French). CLOSING DATE: 05/24/2000 


Offering for all positions: » Competitive salary + Comprehensive benefits plan + Relocation Package. Interested applicants should send cover letter and resume (in duplicate) by 
the closing date reflected in the announcement of interest, including salary requirements and three references, to: 


Inter-American Development Bank, Stop E0507 
Attention: CODE: 
1300 New York Avenue, NW; Washington, DC 20577 
E-mail address: JOBS@IADR.ORG 


Please be sure to specify the vacancy’s code number on the e-mail’s SUBJECT. 


As a reflection of its commitment.to its borrowing member countries, the Bank may require staff to accept assignments in both country offices and beddquarters. Only 
applications which best match the requirements of the position will be aknowledged. The IDB encourages gender equality in its hiring: practices. 


hittp:/Awww.iadb.org 
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THE POST OFFICE 


Finance Director 


FTSE 100 Salary 


The Post Office is one of the UK's largest businesses: turnover is £7bn and there are 200,000 employees. 
Post services worldwide are changing fundamentally as a result of new technology, new competition and 
worldwide pressure for liberalisation. The Post Office's change to plc status reflects the Government’s 
commitment to help The Post Office to address these new opportunities and challenges. 


Whilst remaining committed to its traditional values and objectives, The Post Office is determined to create 
new services nationally and internationally and to use its forthcoming pic status to develop by acquisition. 


The new Finance Director must have the experience, qualifications and personality to be Finance Director of a 
major pic. He or she will be motivated by the challenge of playing a lead role in a high profile national organisation. 


This is an unusually interesting, worthwhile and demanding role. Candidates will have operated in senior 
financial management positions in commercial organisations. They must have experience of leading 
change management and must be entrepreneurial, innovative and personally impressive. 


If you would like to apply for this position, or to recommend possible candidates, please write in confidence to 


Richard Boggis-Rolfe at Odgers Ray & Berndtson, 7 Curzon Street, London W1Y 7FL. 


email: clare.sillars@odgers.com 
_ Fax: 020 7499 6725 + www.odgers.com 
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atte. 
The Post Office is an equal opportunities employer pA 


Odgers Ray & Berndtson, 7 Curzon Street, 
London W1Y 7FL «+ Tel: 020 7499 8811 


Top Executive Pay Consultants 


BASED IN EUROPE 


Towers Perrin has the world’s largest 


executive pay consulting practice. We work 


with major employers around the world 
on the design and implementation of 
executive pay arrangements. 


We help companies identify performance 
drivers and design and communicate 
plans which align executive and 
shareholder interests, while at the same 
time recognising each client's culture and 
background. 


Our work is always high profile, often 
sensitive and sometimes contentious. 


We are looking to add to our own 
consulting strength, particularly at senior 
levels, in all of our European offices: 
Amsterdam, Brussels, Frankfurt, London, 


Madrid, Milan and Paris. Candidates 
should already have experience in 
executive pay. Fluency in English is 
required in all locations. A financial or 
legal qualification or a business degree 
would be an advantage. 


We reward well — in both senses of the 
word - and if you are the right person for 
us you can expect excellent rewards. 


Please send a detailed CV, together with a covering 
letter, stating location preference to Sue Rogers, 
Towers Perrin, Castlewood House 

77-91 New Oxford Street, London WC1A 1PX 


or e-mail us at eurorecruiting @towers.com 


We are a committed equal opportunities employer 


Towers Perrin 





BUILDING RELATIONSHIPS s PRODUCING RESULTS™ 





Participate in the NET ECONOMY by joining a start up, European 


Leader, specialized in the sale of on-line products and services intended 
for Scientific Research benefiting the following industries: 
Environmental, Chemistry and Biology, Pharmaceuticals and Food- 
processing. 


As a member of our corporate global management team, your 
entrepreneurial spirit and drive, coupled with an understanding of the 
current high tech industries market, will play a vital role in advancing the 
efforts of this dynamic Euro-French Company. 


We are seeking applications from qualified individuals : 


SENIOR V. P. SALES : 
SALES AND SALES DEVELOPMENT, FRANCE 
AND INTERNATIONAL 


The Post: 

In charge of the sales department and associated teams. This individual 
will promote and position service contracts to private institutions and 
corporations dealing in public research as well as industries (Chemistry, 
Biology, Pharmacy, Environment, Food-processing, Materials...), while 
ensuring sales and development growth. Negotiate all service contracts 
pertaining to the set up of B to B e-commerce solutions, both in France 
and Internationally. 


The qualifications : 

An MS/PHD and MBA is preferred. 8-10 years experience in related 
fields is required, Sales and Business profile with excellent interpersonal 
skills, highly responsible. Ability to develop new business and conclude 
deals. A team leader, proficient in managing people and teams, effective, 
efficient and skilled negotiator. A high degree of fluency in English is 
indispensable, knowledge of French as a 2nd language is preferred. 


Position is at the corporate headquarters in PARIS, France 
Code MOOEC @BOL. 


SENIOR VICE PRESIDENT DIRECT 
MARKETING AND INTERNET : 
DEVELOPMENT, FRANCE INTERNATIONAL 


The Post: 

In charge of the Marketing department and associated teams. This 
individual will be in charge of in-house and external communication, 
factual communication and corporate promotions. Additional objectives 
will include development of the Market Place on the NET. Follow-up of 
business related to the setting up B to B e-commerce solutions. 
Positioning products and service contracts to private institutions and 
corporations dealing in public research as well as industries (Chemistry, 
Biology, Pharmacy, Environment, Food-processing, Materials...) 


The qualifications ; 

An MS/PHD and MBA is preferred. 8-10 years experience in related 
fields is required. Skilled communicator. A team leader. Proficient in 
marketing services, strategic watching — economic, scientific and 
technological -, segmentation and positioning of service contracts. A high 
degree of fluency in English is indispensable, knowledge of French as a 
2nd language is preferred. 

Position is at the corporate headquarters in PARIS, France 
Code MOOEC @ BOS 


We offer a stimulating work environment, competitive salary and excellent 
benefits. 


To apply, send a detailed CV (with skills and performances) and 
introductory cover letter to the address listed below. Please include a list 
of references. 


HERB J.P. Recruiting Coordinator EuroAccept Ltd 
42 Charles Street CARDIFF CF10 2GE 
Phone +442920231647 Fax +4429202131659 
Direct Phone Coordinator +33611984541 


To receive a detailed Job Description by e-mail, please submit your 
resume to herbjp@free.fr 


EuroAccept is an equal opportunity employer. 


The United Nations High Commissioner for Refugees 
(UNHCR), with Headquarters in Geneva and offices throughout 
the world, seeks an experienced HEAD OF SERVICE (D-1) 
for its Private Sector and Public Affairs Service in Geneva. 


Reporting directly to the Director of the Division of 
Communication and Information, the Head of Service will, in 
collaboration with the Head of Media Relations and Public 
Information Service (P.I), develop a communication strategy 
designed to promote awareness of the refugee cause and of 
refugee situations and will sensitize the public to the objectives of 
the Office. More specifically he/she will: 


- Plan, direct and evaluate the overall Public Affairs (PA) 
programme; 


Develop a Private Sector Fund Raising (PSFR) strategy and 
practical guidelines designed to diversify the Office’s donor 
base and to generate funds; 


Develop a communications strategy targeted at the business 
community that will promote wider support for the work of 
UNHCR, and identify specific and practical areas of co- 
operation; 


Direct and oversee production of PA and PSFR materials 
developed for external audiences. In conjunction with P.I. 
help set guidelines and quality standards for such 
publications / materials. 


Provide guidance and support to Directors of Regional 
Bureaux and UNHCR Representatives in the Field on PA and 
PSFR activities. 


- Coordinate activities related to HQ interface with the Geneva 
Community and Visitors (Amis de Genève, Visitors Centre, etc.) 


Qualifications:. The incumbent should have an advanced 
university degree and background in public relations, marketing, 
or advertising, with a minimum of 15 years of relevant 
professional experience, at least five years of which should have 
been in an international capacity. Excellent oral and written 
communication skills are essential, He/she should have 
experience in fund raising from the private and corporate sectors. 
A good understanding of refugee issues and of the activities of 
UNHCR is an asset. Knowledge of the UN system and/or work 
in one of its organisations could be an additional asset. 


Languages: Fluency in English and French is essential. 


Applications: Full curriculum vitae, including salary history, 
nationality and references, should be sent to: Vacancy 
Management Unit, UNHCR, case postale 2500, 1211 Geneva 2 
Dépôt, Switzerland, Fax No, (+41 22) 739-7322, or e-mail: 
hqpe92@unhcr.ch. Applications should be received by 30 June 
2000. 


UNHCR encourages qualified women to apply. 
Acknowledgments will only be sent to short-listed candidates 
under serious consideration. 
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JOPMENT BANK 


: ck Se a Trade & Development Bank (BSTDB) is an International Financial Institution established with the participation of eleven countries in fhe 
Black Sea Region to promote intra-regional trade, to finance projects and to promote investment in the member states. 


- BSTDB is looking for professionals of the highest level of competency and integrity to join its team in its Headquarters in Thessaloniki Greece. 
uccessful candidates must possess the following minimum qualifications for the corresponding positions: 


UU! candidates must be fluent both in written and spoken English) 


INTERNAL AUDITOR (Head of Department) 

~* University degree in finance or accounting. Certified Internal 
Auditor or Chartered Accountant or equivalent is an advantage 

10 years professional experience as auditor/financial controller 
covering credit and treasury area in a major commercial bank, 
International Financial Institution (FI), or an international 
audit firm with at least 5 years of experience in a senior 
position in auditing 


SENIOR COUNSEL/COUNSEL (Three positions) 
~» University degree in law 
* Admitted to practise law in at least one jurisdiction relevant to 
the Bank’s international lending, investment and/or treasury 
operations. 
Minimum 7 years of professional experience (4 years for 
Counsel) in a similar position in the legal department of an 
International Financial Institution or a leading international law 
firm or in the legal department of a company with strong 
international focus. 
~ Specialized in international lending, investment or project/asset 
finance 
« Excellent legal drafting in English 


LEGAL ASSISTANT 

«University degree in law. 

* Minimum 3 years of professional experience in the legal 
department of an International Bank or Financial Institution 
and/or in a leading international law firm or in the legal 
department of a company with strong international focus. 

* Excellent legal drafting in English 


FINANCIAL ANALYST 

* University degree in finance, 
administration or related field 
3 years similar experience in credit/structured finance 
department of a Financial Institution or similar position in an 
International Financial Institution 

Relevant experience in project and development finance 

Financial analysis skills and knowledge of forecasting 
techniques 


CREDIT RISK ANALYST 
* Advanced degree in economics, political economy, or 
international finance from a recognized institution 


accounting, business 


Candidates interested in working in an International Financial Institution with a competitive compensation 


3-5 years professional experience in sectoral analysis with a majör 
commercial or multilateral bank, IFI, export credit agency, Or 
similar institution : 


PIN ANCIAL CONTROLLER (Head of Department) 


* 


University degree in accountancy/finance. Certified Accountant 
7-10 years of professional experience as a sensor accountant/ 
controller in major commercial bank, IFI or reputable international 
accounting company (with a strong focus on audi:ing of banking 
institutions, “Big 3” preferred) at least 3 years of which in senior 
position 


FINANCIAL OFFICER 


* 


Undergraduate degree in finance/economics, or Certified 
Accountant 

Minimum five years relevant experience out of waich 3 years in 
operations/back department of major international/commercial 
bank 

Good understanding of financial management, controls and 
procedures, full knowledge of computerized accouncing systems 
Experience in processing and settlements of Treasury operations is 
an advantage 

Excellent knowledge of software including SWIFT is essential 


HUMAN RESOURCES ASSISTANT MANAGER 


University degree in business administration, econemics or social 
sciences 

5 years similar experience in personnel managemert preferably in 
an International Financial Institution 

Working experience in at least three of the following HR 
functions: recruitment, staff development, performance 
management, staff administration, benefits and entit/ements, social 
security 


SOFTWARE/HARD WARE ADMINISTRATOR 


University degree in computer sciences, engineering, information 
sciences and mathematics í 
Minimum 4 years experience in the area of installation, 
configuration and support of operating software anc hardware for 
AS/400, PCs & S.W.LET and associated databases, networks and 
communications including backups, security access, disk 
efficiency and virus protection 


package and fringe benefits should send only the Standard Application Form (SAF) available on our web 


site: http://www.bstdb.gr with a daytime telephone number, to reach our address or faxes, not later than 10 
June 2000. Positions applied must be indicated (no more than three positions). All applications will be 
treated as strictly confidential. No applications will be accepted through e-mail. Applicants whose surname 
starts with the following letters should send their SAF only to the corresponding fax numbers. 


Black Sea Trade & Development Bank 
Attn: Human Resources Department 
1, Komninon Street 

54624, Thessaloniki 

GREECE 


Fax numbers: 3031 290420 A-J (incl.)/3031 290482 K-Q (incl./3031 286590 R-Z (incl) 
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DE Commission < économique 
5 # pour l'Afrique 


c Commission for Africa (ECA) in Addis Ababa, Ethiopia, the regional arm of the United Nations in 
rant and dynamic organization with a mission to meet the economic and social development challenges of its 
tes in the region. 


>A now seeks to recruit a range of qualified professionals, 
luding Economists, MBAs and other relevant specialities, 
with knowledge and technical skills in economics. 


mist will be responsible for policy and programme analyses and recommendations based on data gathering 
g as well as consultations with experts from the development community — governments, academia, 
izations, civil society and other financial and economic organizations. ECA needs economists with different 
luding: 


Macroeconomics 

Trade and Industry 

Finance, Investment, and Private Sector Promotion, including Capital Market Development 
Social Policy and Governance 

Information and Communication Technology for Development 

Gender Analysis and Advancement of Women 

Public Sector and Regulatory Reform 


> 
> 
» 
> 
> 
> 
> 
> 


Population, Environment and Development 


or bottom-line core competencies for all its economists including research skills; computer literacy; 
kills; facility with spreadsheet, statistics and database applications; number-crunching abilities; and very 
talent for clear and effective writing and oral communication. The right people for the jobs will be those who 
to work in teams, who enjoy a multicultural workplace, and who share a commitment to African development. 

theoretical knowledge at the level of an advanced university degree sufficient to understand and apply 

concepts of economics, at least three years of relevant experience for junior positions and as many as 
rably with a PhD, for senior positions. We will also look for proficiency in English or French, preferably with 
wiedge of the other. 


ested in finding out more about ECA in general and accessing the latest Vacancy Announcements, we can be 
ir Internet Website at: www.un.org/depts/eca. To submit an application by e-mail, send to: ecacampaign@un.ore. 
convenient, applications can be faxed to the following address: ECA Campaign, (1-212) 963-3134 or 

60 or mailed to ECA Campaign, Staffing Support Section, Room $-2475, United Nations, New York, NY 10017. 

de a resume that describes professional skills, a summary of relevant work experience, educational qualifications, 

tions, language abilities, date of birth and nationality. The deadline for applications is 30 June 2000. 


f requirements are high, but the needs of the continent are 
‘at. We want women and men of the highest calibre to join 
us in meeting the development challenges facing Africa. 
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McKinsey&Company 


McKinsey is a leading international management 
consultancy with over 80 offices in 40 countries. We 
provide wide-ranging advice on strategy, organisation, 
operations and technology to leaders of many of the 
world's major companies. 


Research Managers: 
ASEAN Countries & Greater China 


McKinsey research teams provide our consultants with 
accurate and timely business intelligence on a broad 
range of companies, industries and issues, with a 
growing emphasis on financial institutions and 
e-commerce. Currently, we seek two managers to lead 
high performing, best-practice research teams, one to 
cover ASEAN countries, the other Greater China. 


Your primary responsibilities and goals (both posts): 
Enhance the analytical, quantitative, problem 
solving, and presentation skills of your research 
team 


* 


- 


Recruit additional, high-calibre research 
professionals in the relevant countries 
Co-ordinate the full human resources process for 
the research 


s 


* Serve as a senior researcher by assisting with 
research-related problem solving 


* 


Build strong links with experts in research houses, 
public agencies, trade associations, and academia 
” Expand and manage our state-of-the-art research 
infrastructure, covering print and electronic 
information sources 
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* Manage a first class business intelligence service on 
key developments in local industry and service 
sectors 

Your profile and credentials: 

* Atleast 5 years! professional research and analysis 

experience in a leading-edge research entity, 

financial institution, major corporation, or respected 
government/multilateral institution, 

Specialist regional knowledge (ASEAN countries or 

Greater China) 

* Advanced university degree from a respected 
university, preferably in a business discipline, 

* Excellent communication, problem solving, 


coaching and people management skills 

Fluent spoken and written English 

« Local language skills (Mandarin will be required for 
the Greater China manager role) 


2 


In return, you will enjoy an exciting, challenging and 
rewarding work environment, and have every chance 
to demonstrate initiative. We provide a highly 
competitive compensation package, excellent benefits, 
training programmes and the chance to be part of a 
unique, state-of-the-art, global network of knowledge 
management professionais. Find out more about our 
firm from our website at www.mckinsey.com 


Please write, enclosing a resume to: R&l Recruiting, 
McKinsey & Company, 1 Jermyn Street, 

London SW1Y 4UH, or email it to 

LN-R&) Recruiting@meckinsey.com in each case, 
please quote reference ASO/GCO: 










AFRICAN DEVELOPMENT BANK 


Established in 1964, the African Development Bank (ADB) is the premier pan-African 
development institution fostering economic growth and social progress in Africa. The 
ADB’s primary goal is to reduce poverty and improve living standards by mobilising 
resources in and outside Africa and providing financial and technical assistance for 
development projects and programmes in Africa. The ADB is based in Abidjan, Cote 
d'Ivoire, and has a total of 77 member states comprising 53 regional (African) and 24 non- 
regional countries. At the continental level, the ADB’s vision focuses on economic 
integration, while at the country level, three broad priority themes are predominant: 
agricultural and rural development, human resource development, and private sector 
development. 


The ADB currently has openings at different levels for experienced MBA graduates from 
leading Business Schools. Candidates should have a broad base of knowledge for 
providing project management support to key Bank operations in lending, debt 
management, project evaluation, business strategy, financial operations and providing 
advice and support for senior decision-making. The ideal candidates will therefore be 
results-driven team workers who demonstrate strong business awareness and expertise in 
financial analysis, project design and management, lending programmes, debt 
management and corporate strategy. They should also have well developed 
communication skills and the ability to meet deadlines. Preference will be given to 
candidates with experience across a broad range of development activities. Selection 
criteria will also include the ability to communicate effectively in English and/or French, 
with good working knowledge of the other language. 


The ADB offers an internationally competitive remuneration and benefits package. This 
includes a tax-free salary, dependency allowance, education grant, education travel, 
medical, group life insurance, generous annual leave, home leave every two years, pension 
plan, and diplomatic immunity and privileges depending on level. 


Applicants must be nationals of ADB member countries. Applications with complete 
Curriculum Vitae in English or French should be received at the address below by 12 May 
2000. Qualified women are encouraged to apply. We regret that due to the large number of 
applications expected, only short-listed candidates will be contacted. Further information 
on ADB membership and the Bank Group can be found on the ADB internet web site at 
www.afdb.org. 


Division Manager 
Recruitment and Staff Development Division 


African Development Bank 
01 BP 1387 ABIDJAN 01, COTE D'IVOIRE. 


FAX (225) 20 20.49.43 Email: recruit@afdb.org 
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CONSULTANTS FOR DEVELOPMENT PROJECTS 


IDK CONSULTANTS is a dynamic Greek firm providing 


management consulting and engineering services worldwide. For specific 
assignments we are seeking experts with EU nationality: 


1. Business Consultants: covering all industrial sectors, experience in 
Privatisation/enterprise restructuring, SME development/micro finance, 
policy/ WTO accession, Investment 


with 7 years experience on p,V rural electrification and 5 years work in 
developing countries. Assignment in Polynesia for 2 years. (refene1) 


Applicants (from 1 to 4) should have 10 years of experience and be fluent in 
English. Fluency in Russian, French or Arabic and previous experience with 
projects funded by the EC, WB, EBRD would be an advantage. 


E-mail your CV, in Tacis format, quoting the reference code and your 
remuneration history to: mko@ldk.gr 


Telecoms service manager 
£33~-37k + bonus + benefits « Central London 


Ovum is a leading independent research and consulting company in 
the IT, telecoms and e-commerce markets. We are growing rapidly 
and profitably, and are currently exceeding our 25% p.a. growth target. 


Due to our continuing expansion, we are looking for a new manager to 
run and further develop our advisory service Value-added Network 
Services: Europe. As the successful candidate you will lead the research 
and writing programme, support the sales and marketing processes, 
answer clients’ enquiries, and ensure the high quality of the service 
deliverables. In addition, you will be responsible for developing the 
service in terms of content and form as part of our long-term strategy. 





You must have a good understanding of international telecoms markets 
and operators, ideally gained from at least three years in a consultancy, 
market research or publishing environment. You will have a good grasp 
of the impact of new technologies and the competitive forces on 
operators and service providers. Knowledge of data and IP network 
services markets will be a distinct advantage. You will be numerate 
with good analytical, writing and presentation skills, and be able to work 
to tight deadlines. Equally important is your vision that will be needed 
to develop the service. 


if the prospect of developing your career in an informal and open 
working environment appeals to you, then send your cv with covering 


letter to personnei@ovurn.com or to: 

Ms Sabi Khan, Personnel Officer, Ovurn Ltd, 

London ECIM 3HS ye 
ieee Ovam 


Cardinal Tower, | 2 Farringdon Road, 
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WTO/GENEVA 


Project Manager 


The World Trade Organisation is seeking to fill the position of a Project 
Manager related to Networking activities in the Informatics Division. 


Duties centre on network project. management and technical support of 
complex network infrastructure and systems. The activities would inchide | 
some or all of the following: leading networking projects, studying complex: 
systems such as Virtual Private Networks, e-mail, Internet/Intranet, providing 
recommendations on issues related to IT Security, preparing studies and. 
producing documentation and presentations, assisting in all technical areas. of 
networking and carrying our research projects in the area of new technology, 


Requirements include a university degree in computer science or other 
relevant discipline, good experience in management of projects of significant: 
importance, thorough knowledge of network operating systems, network 
equipment, architecture and protocols, PC equipment and software, good: 
experience as well in the installation of Local Area Networks in the broad 
sense (LAN/WAN), and at least eight years’ progressively responsible: 
professional experience working on these issues. A thorough experience with 
MS Windows NT4 and TCP/IP Network Protocol is an absolute 
requirement, In addition, knowledge of Windows2000, Unix/Linux and 
programming would be an advantage. Candidates. should have an excellent: 
knowledge of either English or French, and a working knowledge of the other 
language. 


The starting salary is approximately Swiss Francs 111.000 per annum net of 
tax. Interested candidates should send a detailed CV to Personnel Division,’ 
WTO, Centre William Rappard, Rue de Lausanne 154, 1211 Genève 21, 
Switzerland. Fax, +41 22 739.37 .72, 


The WTO application form may be downloaded from the website: 
WwwW.Wto.org. 


Applications should. be received by 21 June 2000. 


UNITED NATIONS HIGH COMMISSIONER FCR REFUGEES 
Geneva, Switzerland 


CHIEF OF SECTION 


Performance & Career Planning Section (Post No. 262001, P-5) 


The United Nations High Commissioner for Refugees (UNHCR], with headquarters 
in Geneva, Switzerland, and offices throughout the world, seeks an experienced 
Chief (P-5) for its Performance & Career Planning Section, Career and Staff 
Support Service, based in Geneva. 


The incumbent will report to the Head of Career and Staff Support Service and be 
responsible for planning, directing, supervising and managing the implementation of 
the Career Management Systeri (CMS) and the Performance Appraisal System 
(PAR) throughout UNHCR. 


Qualifications: Advanced university degree in Public Administration, Humar 
Resources Administration, Business Administration or a related teld, or equivatent 
experience, The post requires in-depth knowledge of human resources management 
policies, practices, procedures, processes and administration; knowledge and. 
experience in the design, implementation, improvement and modilication of new and 
existing human resources management programmes and experience and knowledge 
of the approaches required in order to ensure the integration of human resources 
policies and practices to the overall organisational goals and strategies to ensure 
they support and further the organisation's objectives. 


A minimum of 10 years of progressively responsible administrative work, at least 6 
years of which have been at the international level, with managerial responsibility, 
preferably within the UN Common System. 


Languages: Fluency in English and French essential. Working knowledge of other 
UN language desirable. 


Applications: Full curriculum vitae, including nationality, age, and references, 
should be sent to: 
Vacancy Management Unit (ret: GP), UNHCR, Case Postale 2500, 1211 Geneva 2 
Dépôt, Switzerland. Fax No. (+441 22) 739-7322, or e-mail hqpes2@ unher.ch. 
Applications shou'd be received by 30 June 2000. 


UNHCR encourages qualified women to apply. j 
Acknowledgments will only be sent to short-listed candidates under serieus consideration: 
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Barclays Capital: A sharper focus 


CHICAGO * FRANKFURT * HONG KONG * JOHANNESBURG * LONDON * MADRID 
MILAN * MUMBAI * NEW YORK * PARIS * SINGAPORE * SYDNEY * TOKYO 
and in 10 other cities across the world * www.barclayscapital.com 


BARCLAYS 


issued by Barclays Bank PLC, regulated by SFA and a member of the London Stock Exchange. Barclays Capital is the investment banking division of 
Barclays Bank PLC, which undertakes US securities business in the name of its wholly owned subsidiary Barclays Capital Ine., an SIPC and NASD member. 


Economist 
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Hopeless Africa 


T THE start of the 19th century, Freetown 
was remote and malarial, but also a place 
of hope. This settlement for destitute Africans 
from England and former slaves from the 
Americas had become the main base in west 
Africa for enforcing the British act that abol- 
ished the slave trade. At the start of the 21st 
century, Freetown symbolises failure and de- 
spair. The capital of Sierra Leone may be less 
brutalised than some other parts of the coun- 
try, but its people are nonetheless physically 
and psychologically scarred by years of war- 
fare, and this week they had to watch as for- 
eign aid workers were pulled out. The United 
Nations’ peacekeeping mission had degener- 
ated into a shambles, calling into question the outside world’s 
readiness to help end the fighting not just in Sierra Leone but 
in any of Africa’s many dreadful wars. Indeed, since the diffi- 
culties of helping Sierra Leone seemed so intractable, and 
since Sierra Leone seemed to epitomise so much of the rest of 
Africa, it began to look as though the world might just give up 
on the entire continent. 

It was in response to accusations of indifference towards 
Africa that the uN Security Council, at America’s behest, 
started this year with a “month of Africa”. It went well. arps, 
refugees and wars were all on the agenda, and there were 
signs that the new concern was not just a 31-day wonder. The 
Clinton administration, for instance, has since pressed ahead 
with plans to combat aps, doubling its budgetary requests to 
Congress. Congress, for its part, is backing a bill that will ease 
or abolish trade restrictions for 48 African countries. The 
World Bank and other donors showed last month that they 
were ready to intensify the fight against malaria, a disease 
that causes misery in Africa. And the uN has gone ahead with 
its peacekeeping plans, sending 8,000 troops to Sierra Leone 
and pledging another 5,500, all being well, for Congo. 

All, however, is not well. Since January, Mozambique and 
Madagascar have been deluged by floods, famine has started 
to reappear in Ethiopia, Zimbabwe has succumbed to gov- 
ernment-sponsored thuggery, and poverty and pestilence 
continue unabated. Most seriously, wars still rage from north 
to south and east to west. No one can blame Africans for the 
weather, but most of the continent’s shortcomings owe less to 
acts of God than to acts of man. These acts are not exclusively 
African—brutality, despotism and corruption exist every- 
where—but African societies, for reasons buried in their cul- 
tures, seem especially susceptible to them (see pages 20-22). 

Sierra Leone manifests all the continent’s worst charac- 
teristics. It is an extreme, but not untypical, example of a state 
with all the epiphenomena and none of the institutions of 
government. It has poverty and disease in abundance, and 
riches too: its diamonds sustain the rebels who terrorise the 
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place. It is unusual only in its brutality: rape, 
cannibalism and amputation have been com- 
mon, with children often among the victims. 
For this it can thank, above all, Foday Sankoh, 
the rebel leader brought into government in 
an ill-advised “peace” deal last July. 

In itself, Sierra Leone is of no great impor- 
tance. If it makes any demands on the world’s 
attention, beyond the simple one of sympa- 
thy for its people, it is as a symbol for Africa. 
Yet the uN has sent troops to Sierra Leone. Mr 
Sankoh wants them out, so that he can plun- 
der and torture at will. He has therefore done 
his best to terrify them, and their political 
masters, by capturing several hundred. The 
Security Council, meaning the great powers who can render it 
useful or supine, is torn by all the usual arguments. It agonises 
that it cannot stand idly by, as it did in Rwanda in 1994. More- 
over, it cannot, after all its fine words in January, turn its back 
on Africa. But neither can it keep a peace that does not exist, 
nor intervene in every war in every corner of the globe. It 
must beware of mission creep, and fight only where it can 
win. African wars are, above all, matters for fellow Africans. 


Caution versus credibility 


There is merit in each of these propositions, though some of 
them are contradictory. Fortunately, not all. The proper course 
for the Security Council now is to authorise troops to snatch 
Mr Sankoh and put him on trial, for recent crimes if not for 
the ones committed before he was given an amnesty. The UN 
must be given enough troops, with enough equipment, train- 
ing and sophisticated leadership, to quell the rebels. Realisti- 
cally, that means that some of them must be first-world sol- 
diers, drawn at least initially from the British force already 
there, with a mandate to fight. And once any fighting is fin- 
ished, the UN must stay on in Sierra Leone, as it is staying on 
in the Balkans, to wage peace. In short, it must win. 

It must do so, first, for the people of Sierra Leone; second, 
for the people of Africa; and, third, for the people of any 
country similarly threatened in the future, which is another 
way of saying for its own credibility. A Somali warlord, Mu- 
hammad Aideed, sent the Americans scuttling from Africa in 
1993. If another thug can with impunity see off the entire uN, 
the organisation may as well go out of business. That does not 
mean that it should also send troops to Congo: the situation 
there is far more complex, and even more dangerous. But if 
the un, whose recent history is littered with meaningless 
vows of protection in “safe” areas, is forced by the parsimony 
or fears of its first-world members to cut and run in Sierra Le- 
one, warlords everywhere will take it as a licence to act at will. 
In Africa especially, nothing would do more to justify despair. 

= ll 


15 








LEADERS 


Ulster tries again 


Contrary to some reports the IRA has not agreed to disarm. But it has done 
enough to give some impetus to Northern Ireland’s peace process 


NOTHER day in Northern Ireland, another historic break- 
through. Well, yes, these tectonic shifts do tend to come 
and go in Northern Irish politics, and this week’s excitement 
at recent events needs to be toned down. It would be wise to 
note how much has not yet happened, and why Ulster’s halt- 
ing progress towards peace and normal politics has much fur- 
ther still to go. Yet when the new developments are viewed 
calmly, it does seem something useful has taken place. 

The supposed historic breakthrough lies in a new state- 
ment from the ira, which, as widely reported, commits the 
movement to disarm. What the ira actually said, in part, was 
this: “The full implementation, on a progressive and irrevers- 
ible basis by the two governments, especially the British gov- 
ernment, of what they have agreed will provide a political 
context in an enduring political process with the potential to 
remove the causes of conflict and in which Irish republicans 
and Unionists can as equals pursue our respective political 
objectives peacefully. In that new context the ra leadership 
will initiate a process that will completely and verifiably put 
IRA arms beyond use. We will do it in such a way as to avoid 
risk to the public and misappropriation by others and ensure 
maximum public confidence.” 

The significance of this magnificently garbled pronounce- 
ment is emphatically not that it commits the 1rA to disarm. If 
the rra gets what it thinks the governments have agreed to, 
there will be a context with the potential to remove the 
causes of the conflict—meaning, in 1rA-speak, the potential to 
end partition and sever all links between Northern Ireland 
and Britain. In this promising context, the ira will initiate a 
process to put (some of its?) arms beyond use—meaning, ap- 
parently, into dumps under its own control, the better to 
guard against misappropriation, and which international in- 
spectors will occasionally be allowed to see. Nothing in the 
statement commits the ra henceforth to exclusively peaceful 
means. Nothing commits it ever to destroy its arms or dis- 








band; indeed the implication is the opposite. For Northern 
Ireland, normal politics is apparently to mean nobody getting 
shot or bombed for the moment, but with the guns and Sem- 
tex kept handy just in case. 

Given that the strict letter of the IRA statement yields so lit- 
tle, it might seem odd that it has been greeted so warmly by 
David Trimble and other leading Unionists. Yet they are right 
to welcome it, and if unionists as a whole can be brought to 
agree to the resumption of the suspended power-sharing 
Northern Ireland Assembly, so much the better. 

What is significant in the statement is not its substance or 
its spirit but the mere fact that, for the first time, the IRA is en- 
gaged in negotiations on its own behalf (rather than through 
the deniable commitments of Sinn Fein, its political wing). 
Last year, the rra was widely supposed to have agreed to dis- 
arm because Sinn Fein had promised to urge it to. By February 
of this year, when the rra was being accused of reneging, it 
asserted, quite rightly, “We totally reject these accusations. 
The rA have never entered into any agreement, undertaking 
or understanding at any time with any one on any aspect of 
decommissioning.” It can no longer make such a claim. By 
Northern Irish standards, this is progress. 

Despite that episode, Peter Mandelson, Britain’s Northern 
Ireland minister, told the Commons this week that it is im- 
portant to gauge the spirit of the 1ra’s statement, not look too 
closely at the words. If he meant that, it was a foolish com- 
ment, given the movement's impressive history of sticking to 
the letter of any undertakings it makes, and no more. None- 
theless, the assembly should now be revived, not because this 
is peace in our time, but because it makes sense to deny the 
IRA any plausible excuse to withdraw its grudging co- 
operation. If and when this process breaks down again the 
blame must lie—and be seen to lie—with the rra. And in the 
meantime, you never know, the ira may even begin to see 
the virtues of democracy and genuinely unarmed politics. 





The enigma of Tony Blair 


Is Britain’s prime minister the right man in the wrong party? 


O TONY BLAIR already thinks he knows why New Labour 

did so badly in the local elections on May 4th. All his adult 
life, the prime minister asserted in an unrepentant speech five 
days later, he has been struggling to represent “a politics that 
does not fit neatly into traditional categories of left and right”. 
This new approach, he says, confuses traditional voters, who 
make the mistake of thinking: “Yes, you may be competent 
but you believe in nothing.” Mr Blair’s counter is that he does 
believe—with a passion—in his new sort of politics. Neither 
new right nor old left, he denies that there is a need to choose 
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either failed religion, and promises to continue his mission of 
“modernising” Britain no matter how much his own party 
may clamour to return to the true old faith. 

As usual, this restatement of the Blairite creed is both ad- 
mirable and maddening. It is, for a start, maddeningly self- 
righteous. A prime minister who keeps telling voters that his 
new ideas have far outstripped their old thinking should not 
be surprised when they take him down a peg, as Londoners 
have just done by voting in Ken Livingstone, the man Mr Blair 
forced out of the Labour Party on the grounds that he would 
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be a “disaster” as their new mayor. Mr Blair’s creed is also 


addeningly vague. If he has really torn up the old map to 
strike out in some bold new direction he needs to give a 
__ plainer sense of it than can be gleaned from the slogans about 
modernisation and waffle about the “third way”. 

i what is there to admire? Mainly deeds, not words: an 
E independent Bank of England; competent economic manage- 
ment; the expulsion of most hereditary peers from the House 

of Lords; devolution; constructive engagement instead of 

guerrilla war with the European Union; pressures to get more 
-out of teachers and other public workers; incentives to get 
young people from welfare into work; a shift of money from 
universities (where students must now pay their way) to- 
‘wards vocational training. In many cases, the execution of 
policy has been flawed. For example, Labour might have es- 
caped its humiliation in London if Mr Blair had not tried so 
transparently to cling on via his party to the power he 
claimed to be surrendering to a mayor. But the record after 
three years is not bad. So far, Mr Blair has managed both to do 
- useful. things and to refrain from doing too many foolish 
ones, Though no Thatcherite—she would never have bur- 
dened firms with the eu’s social chapter or a minimum 
wage—he has not slid back into Old Labour ways. 

In addition, Mr Blair is to be admired for refusing so far to 
take fright after last week’s elections. Governments seldom 
fare well in mid-term local elections. But the results on May 
4th went beyond the usual slap on the wrist. The Tories 
gained 16 local councils while Labour lost 15. Londoners did 
not just make Mr Livingstone their mayor but also pushed the 
official Labour candidate into third place and gave the Tories 
most votes for the London assembly. There is not much con- 
solation in the thought that London was an own-goal: it was a 
humiliation all the same, and the own-goal cannot explain 

last week's other losses. Labour has lost recent elections in 
Scotland, and was defeated in last year’s elections for the 
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European Parliament. It performed dismally in the election — 
for the new Welsh assembly. Naturally there were special fac- 
tors on each occasion. But on each occasion, many traditional 
Labour voters also chose to stay home. 5 
Why? Nobody can accuse Mr Blair-of not trying to imbue 
his new politics with missionary zeal. He sermonises at the: 
drop of a hat. But after last week’s elections there is no longer. 
much doubt about what ails his party. Whatever the merits o 
the third way, it does not turn on Labour's heartlands like the 
old-time religion used to. Hence the increasingly frantic calls _ 
on him to tack left and woo back the “heartland” voters. Why 
not bump up all state pensions, regardless whether the bene- 
ficiaries are rich or poor? Why part-privatise the air-traffic _ 
control system just when, venting some anti-business preju 
dice might work wonders in the demoralised heartlands? 


The gentleman’s not for turning 


There is nothing the least surprising about this turn of events. 
Two groups of voters acted in concert to give Mr Blair his: 
landslide in 1997. One consisted of traditional Labour sup- 
porters who hoped that once in office Mr Blair would drop ` 

his New Labour pretensions and get on with the familiar job 
of doling out the spoils. The other consisted of former Conser-. 
vative voters, fed up with John Major, who saw Mr Blair as a 
more competent and interesting species of compassionate ` 
conservative. Three years on. it is clear that the second group 
was right, and that the first resents Mr Blair's choice of their 
party as his vehicle. If he keeps his nerve and remains deaf to ` 

the pleas for a left turn, the same improbable coalition may 
very well carry him through another general election. A Tory 
victory in a general election still seems wildly implausible. 
And if it were to become more likely, Labour's core voters 
might be galvanised to get out and vote. So far, and to his 
credit, Mr Blair has explicitly refused to turn to the left. But if 
he was ever to waver, that is when the danger would begin. 





Time to break the rules 


Inflation is not the only enemy that central banks need to worry about 


GCTITHE prospect for peace and prosperity for the rest of 
this century and beyond depends as much on mone- 
tary policies as on any other factor.” The words of Larry Sum- 
mers, America’s treasury secretary, some years ago, seem to 
place an awesome burden on the shoulders of the world’s 
central bankers. Yet after years of being blamed for double- 
~ digit inflation and booms and busts, and ridiculed for their 
experiment with monetarism, central bankers now seem (at 
least on the surface) to be doing a better job. Today there is al- 
most universal agreement that central banks should be fully 
independent of politicians and the goal of policy should be 
price stability. All that central banks have to do, therefore, is 
keep an eye on inflation and raise or lower interest rates 
when necessary. Simple, really. Too simple: the current focus 
on inflation and only inflation is too narrow. 
The clearest current example is America, where the Fed- 
eral Reserve turned a blind eye to the stockmarket bubble and 
waited until inflation started to rise before tightening policy. 
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At its meeting on May 16th, the Fed is expected to increase 
rates again. More than three years ago Alan Greenspan wor- 
ried about “irrational exuberance” on Wall Street, but failed to - 
act; before long he was actually buoying the market with talk 
of the new economy. Many argue that he was right to be so re- 
luctant to raise interest rates—that central banks should focus 
only on inflation. But ignoring the stockmarket meant that 
policy was left too lax for too long. 

Foreign-exchange markets are just as prone tc over- and 
under-shooting as stockmarkets. The euro has become what 
one dealer recently described as a “toilet currency”. At the 
other extreme the pound is seriously overvalued. Con- 
ventional wisdom on monetary policy, however, argues that 
the European Central Bank (ecg) and the Bank of England 
should worry solely about inflation when setting interest. 
rates. More and more central banks are setting precisely de- 
fined inflation targets, against which they can be judged. 

Price stability must always be the chief goal of monetary _ 
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policy, but a broader aim of financial and economic stability 
needs to be kept in mind as well. There is no better example 
of the dangers of a narrow focus on inflation than Japan. All 
through the late 1980s, inflation remained low. That did not 
prevent a dangerous asset-price bubble from developing, and 
eventually bursting at huge economic cost. Similarly, extreme 
currency misalignments rarely correct themselves without 
some pain—especially in small, open economies. It might be 
better, therefore, to try to limit the overshoot in the first place. 

How? Central banks should not target share prices or ex- 
change rates as such, but they should keep an eye on them 
and sometimes use interest rates to prevent bubbles de- 
veloping even if inflation is expected to remain on target. That 
may cause a central bank temporarily to under- or over-shoot 
its inflation target, but as a persuasive new report argues, by 
taking more account of asset prices, central banks can reduce 
the long-term variability of inflation and output (see page 75). 

This injunction may well apply to the ecse which, as the 
euro has fallen, has been given two different pieces of advice. 
Some urge it to prop up the currency. Others advise it to sit 
tight unless inflation seems likely to move higher. In fact, both 
considerations—currency misalignment and the outlook for 
inflation—now point the same way. 

The 20% fall in the euro’s trade-weighted value since the 
beginning of last year raises inflation as much as a cut in in- 
terest rates of more than two percentage points. Yet interest 
rates are only three-quarters of a point higher than in January 


Putin’s Russia 


The new president wants to make his country strong, but to what end? 


HE West should not fear a strong, prosperous, even mili- 

tarily competent Russia. Vladimir Putin’s rousing appeal 
to old-fashioned national pride at the grand Kremlin cere- 
mony on May 7th in which he was inaugurated president was 
not in itself malign. It is understandable that Russians of all 
stripes should wish to regain some of the self-respect they 
have lost in such quantities since the Soviet empire shattered 
a decade ago. 

It is understandable, too, after the disappointment of the 
feeble and wayward Boris Yeltsin, that the new president’s 
youthful and disciplined manner, and his plain intention to 
restore his country to its place in the world, should raise 
many a Russian spirit. Nor should it necessarily worry non- 
Russians. A self-assured, rich Russia should be less difficult 
than a bitter, prickly, poor one, still armed with nuclear 
weapons. The West should wish Mr Putin’s presidency well. 

Moreover, the new man in the Kremlin says many of the 
right things. Russia, he correctly insists, needs a proper legal 
framework for undertaking the sort of economic reforms that 
could eventually bring it justice and equity as well as material 
prosperity. He has repeated his intention to reform taxes, to 
deregulate business, to secure protection for investors’ rights, 
and to reform the land-holding system so that individuals can 
own farms and develop property. He has inducted some gen- 
uine reformers into his team. He has rallied Russia’s entrepre- 
neurs, small businessmen as well as magnates, to his flag. 
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1999. Also, the euro-area economies are much closer to full ca- 
pacity today. So, even if the Ecs cared only about inflation, it 
should now be nudging rates higher. In addition, though, the 
ecB would be right to raise rates a little more swiftly than in- 
flation concerns alone would dictate, in response to the un- 
dervaluation of the euro. The Bank of England’s monetary 
policy committee seems to have placed more weight on the 
strength of sterling in deciding not to raise rates last week. 


All very complicated 

Most central bankers reject the idea of moving interest rates 
in response to booming asset prices, partly because it is im- 
possible to know for sure whether the high level of share 
prices or the strength of a currency reflects improved econ- 
omic fundamentals or whether it is a bubble. However, as Jan 
Hatzius at Goldman Sachs points out, this uncertainty may 
not matter: central banks should always tighten policy if asset 
prices rise unusually rapidly. If it is a bubble, then this helps 
to contain it. If it isn’t, but reflects instead a stronger rate of 
productivity growth, then the real equilibrium interest rate 
will increase, as investment opportunities expand. Either way, 
interest rates should go up. 

For central bankers who like straightforward monetary 
rules, asset prices are a nuisance. But all previous simple rules, 
from the gold standard to rigid money-supply targets, broke 
down. It may be time to admit that the present, unduly nar- 
row, approach to inflation targeting also has its limitations. 








Most importantly, he has declared that the day of the “oli- 
garchs”, the tycoons who have been pulling many of the 
country’s political strings, is over. 

All that is good. It may not even be bad that Mr Putin 
should be consolidating power. He has forged an impressive 
understanding with the lower house of parliament, the 
Duma, so that virtually all the parties in it, including the die- 
hard Communists at one end of the spectrum and the econ- 
omic liberals at the other, sound keen to give him a chance. 
He has already persuaded several foreign leaders that, as the 
well-worn phrase goes, he is a man with whom they can do 
business. And on some issues he has actually delivered the 
goods: he has persuaded the Duma, for instance, after years 
of stalling, to ratify not just Start-2, the treaty to limit long- 
range missiles, but also the Comprehensive Test-Ban Treaty. 


Time to dispel some doubts 


Yet the doubts about Mr Putin also linger, even mount. One is 
whether his pledge to see off the oligarchs should be taken se- 
riously. Bringing prominent criminals to book would send a 
powerful message, not just to Russians but to foreigners too, 
that the new administration in Russia believes in the rule of 
law. So far, however, Mr Putin has done nothing that visibly 
distances him from Mr Yeltsin’s establishment. He may per- 
haps be steeling himself to take on one or other of the ty- 
coons, but it seems more likely that he is trying to play them 
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_ off against each other. His appointment of Mikhail Kasyanov 
_ as prime minister is far from reassuring (see page 56). Mr Ka- 
_ syanov may be clever and tough, but nothing in his past sug- 
- gests that he is likely to be a scourge of the oligarchs. 
Mr Putin has made a friendly overture to the Poles, ever 
suspicious of Russia, but his lieutenants have at the same time 
_been making nasty noises towards other neighbours, includ- 
ing the Balts, whose recently restored independence from 
~ Russia is fragile. And the new president shows little readiness 
~ to come to terms with the rebellious Chechens, still reeling 
from Mr Putin’s brutal war against them. 
More disturbing still are the signs that Mr Putin, a former 
kos spy, holds civil rights in contempt, believing that an iron 
: ‘hand is required to bring order to the country and that it 
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should not be unduly fettered by democratic constraints. He 
may, it is said, want to use the KGB's domestic successor tode-. 
ter political dissent and to undermine his legitimate oppo- 
nents. Some journalists say they and their employers are al- 
ready being bullied to get into line. Mr Putin may also seek to. 
curb the powers of the regional governors, some of whom, it ; 
is true, have abused their positions. 

Still, it is early days. Mr Putin has a stock of goodwill, both ; 
within Russia and abroad. He seems intelligent. Some of the 
best as well as the worst of the new Russians appear to have — 
his ear. He will not gain the confidence of westerners, how- 
ever, until he shows that he is his own man, and that that 
man is someone who believes in civil liberty and the rule of 
law, not just in the strength of despots. 















Lost in the post 


Europe is proposing a bold reform of its postal market. Not bold enough 


MAGINE a future in which there is no need for post offices. 
People communicate by digital video files, email and tele- 
phone. Companies rely on logistics and delivery specialists. 
Welfare payments are delivered to individual smart cards. All 
the other licences and permits that post offices currently dis- 
pense can be obtained by a quick visit to the relevant website. 
Such a vision is not especially far-fetched. Part of it is already 
real. The message for today’s big European post offices, then, 
should be a scary one. With few exceptions, they are throw- 
backs, huge national monopolies that enjoy almost total pro- 
tection from competition. If they stand still, they risk death. 
< Two cheers, then, for the European Commission. After 
one feeble and flawed attempt in 1997, it is finally about to 
propose a meaningful reform of Europe’s postal system. In 
theory, the industry is subject to the rules and aims of Eu- 
rope’s single market project. So, one cheer is for the commis- 
sion’s belated determination to bring it to heel. And the com- 
mission deserves a second cheer for proposing a reduction in 
the monopoly that most incumbent operators will find thor- 
oughly unpalatable. Under a draft directive circulating in 
Brussels, today’s monopoly on items up to 350 grams. in 
weight will be reduced to a limit of 50 grams at the beginning 
of 2003 (see pages 71-73). 

Why no third cheer? Even the latest proposals fall far 
short of what Europe really needs if it is to have a vital and 
competitive postal industry in the future. The measures will 
affect only just over a quarter of the monopolists’ protected 
revenues. Moreover, progress towards a single market re- 
mains painfully slow. 


Checks on the mail 


The hesitant nature of European reform is a missed opportu- 
nity, because there are success stories which suggest that, far 
from fearing liberalisation, countries could be reaping its 
benefits. Sweden opened its market in 1994 and has seen big 
improvements in the quality of its service. The Netherlands 
privatised its TPG operator in 1989 and it has since become 
one of Europe’s most efficient and successful firms. 

Despite these examples, most countries view their post of- 
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fice as a national treasure to be protected at alist any cost. 

They argue that big networks of post office branches are part 
of the social fabric. Moreover, the post offices cite the costs of 
the so-called universal-service obligation under which a letter 
posted to the Outer Hebrides must be delivered at the same — 
price and as quickly as one sent across town. me 

The latter argument is weak. The universal-service obliga: 
tion can easily be protected by law, as Sweden has done. And 
who is to say that isolated areas, far from being ignored by 
new entrants, might not :n fact benefit from the attention of | 
competitors? The deregulation of European telecoms, once 
just as coddled as the post, offers just such an example. It is 
true that many businesses—retail banks being the best exam- 
ple—are withdrawing from more remote towns and villages, 
leaving the post office branch ever more the fecal point of 
communal activities. Buta deregulated post would see that as 
an opportunity for expansion, not a threat. 

Two trends explain why it is vital that Europe’s postal sys- 
tem is modernised more quickly. The first is e-commerce. For 
incumbent monopolists, it raises the possibility that today’s 
stamp-licking consumers will cease posting letters. But it also 
promises to create vast new markets—in the physical delivery 
of goods from clothes to groceries that were once an untouch- 
able part of another industry's supply chain. Only efficient 
operators will succeed in the emergent logistics business. 
With more competition to spur change, some post offices 
might be among them. 

The second trend is towards a huge global market that em- 
braces postal and a whole array of distribution services, in- 
cluding electronic mail in various forms. Aggressive firms 
such as urs and FedEx want to expand beyond the American 
parcels market they have grabbed from that country’s own 
sleepy monopolist, the us Postal Service. Most of Europe’s 
post offices think that their monopolies are needed to hold - 
such predators at bay. They are wrong. Without an open mar- 
ket for postal services, Europe risks being woefully uncom- 
petitive where it will count. To earn that third cheer, the com- 
mission must end postal monopolies, posthaste. 
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The heart of the matter 


Africa’s biggest problems stem from its present leaders. But they were created 


by African society and history 


LOODS in Mozambique; threats of fam 
ine in Ethiopia (again); mass murder in 
Uganda; the implosion of Sierra Leone; and a 
string of wars across the continent. The new 
millennium has brought more disaster than 


hope to Africa. Worse, the few candles of 


hope are flickering weakly. 

For a brief moment in the mid-i990s, 
there were signs of improvement. World 
Bank figures showed a clutch of African 
countries achieving economic growth rates 
of more than 6%, enough to lift most of their 
people out of poverty in years rather than, as 
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more usually predicted, in decades. 

At the same time, multi-party democ 
racy spread across the continent. A new crop 
of leaders emerged: Nelson Mandela in 
South Africa, Yoweri Museveni in Uganda, 
Meles Zenawi in Ethiopia. This “new breed” 
wanted to make life better for all their people 
by providing basic health care and educa 
tion. They seemed to understand that peace 
and good govemment were essential. 
Though most of them had been socialists, 
they embraced the free market. Democracy 
and liberalisation seemed to flourish. There 


was talk of an “African renaissance”. 

It was an illusion. The new leaders be 
came embroiled in wars, some with each 
other, and the cheerful statistics were the re 
sult of good rains and bad accounting. Sub 
Saharan Africa as a whole had a growth rate 
of less than 3% in that period, which just 
about kept step with the rate of population 
increase. So no one was getting ric her. 

The figures—not to mention the recent 
cropof disasters and wars—now suggest that 
Africa is losing the battle. All the bottom 
places in the world league tables are filled by 
African countries, and the gap between 
them and the rest of the world is widening. 
According to Paul Collier of the World Bank, 
only 15% of Africans today live in “an envi 
ronment considered minimally adequate 
for sustainable growth and development.” 
At least 45% of Africans live in poverty, and 
African countries need growth rates of 7% or 
more to cut that figure in half in 15 years. 

Only three countries in sub-Saharan Af- 
rica—Congo-Brazzaville, Angola and 
Rwanda—are growing that fast. The first two 
are oil producers, and oil is notorious for de- 
stroying other economic life forms in Africa. 
Rwanda’s growth is aid-driven. Last year, 
sub-Saharan Africa as a whole grew by only 
2.5%. Most of these countries cannot do bet- 
ter, says the Economic Commission for Af- 
rica, because, apart from South Africa, Bo 
tswana and Mauritius, they lack the basic 
structures needed to develop. arps deaths 
are rising, especially among the young urban 
middle class who could bring about Africa’s 
political and economic revival. The next gen- 
eration will be more numerous, poorer, less 
educated and more desperate. 

Does Africa have some inherent charac 
ter flaw that keeps it backward and incapa 
ble of development? Some think so. They be 
lieve Africa’s wars, corruption and tribalism 
are “just the way Africa is’, and that African 
societies are unable to sustain viable states. 
In the past, outsiders would have described 
Africa’s failure in racial terms. Some still do. 
They are wrong, but social and cultural fac- 
tors cannot be discounted. 

Others blame the way the rest of the 
world has treated Africa, citing exploitation 
going back to the slave trade and European 
colonial rule. They blame cold-war rivalry 
for propping up greedy dictators in the first 
30 years of African independence, and now 
they trace the continent's failures to debt, ex- 
ploitative trading relations and too-strict de- 
mands for economic reform from the mr 
and the World Bank 

Neither theory, by itself, can explain 
why Africa is the way it is. Those who see the 
continent as the victim of external forces 
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must accept that parts of Asia, too, were sub- 
ject to rapacious colonialists and have, with- 
in a generation after independence, estab- 
lished viable states and successful 
economies, Even where they fail, Asian 
countries do not blame their past imperial 
masters. Those, on the other hand, who 
think Africa is self-destructing must accept 
thatits failings are not unique. There is tribal- 
ism in Bosnia and Ireland, dictatorship in 
North Korea, corruption almost everywhere. 
In short, Africa’s troubles are not exclusive to 
Africa. But their combination is. 


Nature’s bad hand 


Africa was weak before the Europeans 
touched its coasts. Nature is not kind to it. 
This may be the birthplace of mankind, but 
it is hardly surprising that humans sought 
other continents to live in. The soils are often 
poor and thin, lasting only a few planting 
seasons. The sun burns and the rain either 
does not come at all (Ethiopia) or comes in 
floods that wash everything away (Mozam- 
bique). The beasts and bugs are big, and they 
bite. Diseases fatal to man—and to his crops 
and animals—thrive. 

The few humans who survived in Africa 
lived in small, hardy, lron-Age communities 
in a huge variety of social organisations 
speaking thousands of languages. Most were 
small kingdoms, deeply conservative; they 
were geared to survival in Africa’s fickle cli- 
mate, not to development. When nature al- 
lowed, they tended to celebrate rather than 
plan for a tomorrow that might never hap- 
pen. Today, still, Africans’ strongest qualities 
are fortitude to the point of fatalism, close 
family and communal ties, tolerance and an 
ability to enjoy life. But their societies are also 
distrustful and bad at organisation. Most Af- 
rican businesses are one-man-bands that 
rarely survive the death of their founder. 

By the mid-19th century, when Europe- 
ans began to penetrate the interior, Africa 
was reeling from upheavals, caused mostly 
by the demand for slaves. In the east, Arab 
slaving gangs cut deep into central Africa. In 
the west, slaving kingdoms and roaming 
warlords seized millions of men and women 
for sale in other parts of Africa and the Amer- 
icas. In the south, the Mfecane, a massive 
movement of fleeing and marauding peo- 
ples, wiped out hundreds of other small 
communities and produced the Zulu em- 
pire. No wonder the Europeans, using 
mostlyAfrican troops, found it so easy to 
take over Africa. The continent was already 
exhausted by predatory bands and wars. 

The most damaging impact of imperial 
rule on Africa was neither economic nor 
even political. It was psychological. In most 
places, effective European rule lasted a cou- 
ple of generations or less: just long enough to 
undermine African societies, institutions 
and values, but not long enough to replace 
them with new ways of life or establish new 
systems of government. Colonialism, in 
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short, undermined Africa’s self-confidence. 
A full 40 years after independence, it still 
looks to Europe and America for aid, goods, 
services and guidance. One example: the 
East African reported recently that a white 
foreigner had been appointed to head the 
Kenya Commercial Bank, since “it became 
clear that the appointment of an indigenous 
Kenyan might lead toa run on the bank.” 
African states were not forged by ethnic- 
ity, nationalism and war. They were simply 
bequeathed by departing imperial powers 
who left highly centralised, authoritarian 
states to a tiny group of western-educated 
Africans who rushed in and took over. Some 
of those states, such as Congo, were estab- 
lished by Europeans as businesses to be 
milked for profit. Their successors simply 
continued the practice. Africa has an abun- 





Failed by his chiefs 


dance of valuable minerals and some good 
land, attracting outsiders to extract the raw 
materials and ignore the rest. Independence 
often meant little more than a change in the 
colour of the faces of the oppressors. 


Tribalism at the top 


The new rulers made few changes on the sur- 
face, except to tweak constitutions to favour 
those in power. The African state, as in- 
vented by Europeans, has been neither de- 
constructed nor reconstituted. In some 
places, however—as in Somalia—it has been 
destroyed. The new elite proclaimed na- 
tional unity and denounced tribalism; but 
they soon found, like the imperial powers 
before them, that manipulating tribal affili- 
ation was essential to preserving power. 
Itisnotjust unlucky coincidence that Af- 
rica has had such a poor crop of leaders. 
Leaders emerge from a society, and they re- 
main a partof it. The proof of thiscan be seen 
every day in the waiting rooms of Africa’s 
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presidential palaces. Slumped on the sofas 
will be diplomats waiting for an audience, 
foreign businessmen—often dodgy ones— 
looking for a contract, and members of the 
president's family orclan in search of money 
for school fees or a funeral. Whatever the di- 
ary says, most presidents try to satisfy the 
family first. The demands of Africa are more 
powerful than those of the outside world. 

In most countries, a manstanding for of- 
fice tries to demonstrate thet he shares the 
concerns of the common man. In Africa, a 
politician has to show that ne has escaped 
from ordinary life: that he :s a “Big Man”, 
powerful and rich, a benefactor far above 
the people whose support he seeks. Many 
African leaders grew up in dire poverty, and 
like to demonstrate their change of circum- 
stances through conspicuous displays of 
western wealth. Few African palaces have 
anything in them made in Africa. 

By personalising power, African leaders 
have undermined rather than boosted na- 
tional institutions. The recent apparent 
spread of democracy in the continent is of- 
ten a sham. Traditionally, Acrican societies, 
with a few exceptions such asthose of the So- 
malis or the Ibos in Nigeria. were not very 
democratic, though many had checks on the 
powers of the ruler. Today, only a few coun- 
tries have a middle class, a body of profes- 
sionals and businessmen with an allegiance 
to a national entity, laws and institutions 
which they regard as greater tnan the ruler or 
his party. Zimbabwe, which should have 
such a middle class, has shown in recent 
weeks that, apart from a few brave judges, 
officials consider their allegiance is owed to 
the president, not to the state. 

Not only officials think this way. So do 
most Africans who live, as many do, at sub- 
sistence level in the countryside. Their loyal- 
ties are regional or tribal, and they support 
the president because he is the big chief. “1I 
will vote for you when you are president,” 
challengers are sometimes told. 

The state and the president are often 
viewed as the same thing. Most African pres- 
idents make no distinction between their 
party and the government, using the pa- 
noply of state institutions ir their election 
campaigns. They do not find it hard to win. 
Abdou Diouf of Senegal, who accepted de- 
feat in an election in March. was only the 
third African president to de so since inde- 
pendence four decades ago. 

So there are elections in Africa, but little 
democracy. Some rulers, like Uganda’s Mr 
Museveni, argue that party elections are ac- 
tually bad for Africa, because parties divide 
people alongethnic lines. Aid donors have fi- 
nally rejected Mr Museveni’; no-party de- 
mocracy, and are sceptical of Ethiopia’s op- 
posite experiment with parties based on 
ethnicity. Nor have other African countries 
taken up these ideas. The aid donors, whose 
support is essential for African rulers, de- 
mand multi-party democracy on a westem 
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model. But they have applied it inconsis- 
tently. Cynics call it donor democracy—just 
enough fair voting and respect for human 
rights to satisfy the aid donors. Certainly, 
there would be few elections in Africa were it 
not for outside pressure. 

Yet democracy does not have much to 
offer Africa. Democracies there are no more 
stable than dictatorships, and civil wars are 
just as common. In the economic sphere, au- 
tocracies may find iteasier than democracies 
to keep to mr and World Bank conditions 
such as tight money supply, low inflation 
and fewer civil servants. Sudan, an interna- 
tional pariah with no democracy and no in- 
ternational assistance, is doing as well as 
anyone these days, with a current growth 
rate of more than 7%. Much of Africa is ruled 
more by rainfall than politics. 


Shell states 


The African ruler finds himself trapped. He 
wants power and control; but the outside 
world makes demands about democracy, 
human rights and good governance, which 
weaken his position and could cost him his 
job. If he cannot use the treasury as his priv- 
ate bank account and the police as his priv- 
ate army, he tries to create alternative 
sources of wealth and power. This is why 
more and more African rulers are turning 
their countries into shell states. 

On the outside, these have all the trap- 
pings of a modern state: borders, flags, minis- 
ters, civil services, courts. Inside, they have 
been hollowed out. The supreme master of 
the shell state was Mobutu Sese Seko of Zaire, 
which was renamed Congo when he was 
thrown out in 1997. During Mobutu’s 35-year 
rule, Zaire had ministers and a cabinet, min- 
istries and govemors, officials and dip- 
lomats. These appeared to make up the 
structure of a government. In fact, they were 
Mobutu’s personal networks, through 
which he stole the wealth of Congo. 

In the early 1990s, the Ministry of Mines 
in the capital, Kinshasa, was empty except 
for one floor. Its officials used their positions 
for the perks:an office with a telephone, per- 
haps a car. During office hours, however, 
they engaged in other business. On the top 
floor, the minister presided, protected by a 
couple of soldiers (“A little sweet for us, 
please,” they would ask each visitor), and a 
secretary. The waiting room was packed 
with Zaireans coming to beg favours, many 
of them relatives, and half-a-dozen Europe- 
ans clutching bulging briefcases. They were 
there to bribe the minister for mining per- 
mits. He could keep the money for himself, 
unless Mobutu called him to ask for cash; in 
which case, he would have to disgorge some 
of his takings. 

If Mobutu thought someone was be- 
coming too powerful, he would sack him or 
even jail him. Once back in favour, however, 
he might be posted to another lucrative feed- 
ing ground. The state treasury probably 


22 


rr = c = 0 ear 


never saw a cent; the people were robbed, of- 
ten directly and brutally, by junior officials, 
soldiers and policemen in the street. When 
Mobutu was under pressure to democratise 
in the early 1990s, he urged his unpaid army 
to go and loot. They did, destroying what 
was left of the country’s commerce and cre- 
ating chaos—which Mobutu promptly used 
as an excuse to postpone elections and make 
his rule indispensable. 

Many people blame corruption for Af- 
rica’s ills. But that suggests rottenness in a 
clean system. In parts of Africa, corruption, 
like an advanced form of cancer, has taken 
over the whole body. Liberia, originally 
founded by freed American slaves and pro- 
vided with a constitution modelled on 
America’s, is a case in point. 

There are parts of Liberia that appear to 





Mobutu, robber-president 


be normal functioning institutions of a con- 
ventional state. Some ministers are not cor- 
rupt, and Mr Taylor himself can talk to visi- 
tors well enough about his worthy aims for 
the country. The visitors are often impressed. 
But are they right to be? What is happening 
on the surface may be no clue to the way the 
country is run behind the scenes. Mr Taylor 
recently passed a law that gives him the right 
to dispose of all “strategic commodities”. 
These are defined as all mineral resources, all 
natural forest products, all art, artefacts and 
handicrafts, all agricultural and fishery pro- 
ducts and anything else the president 
chooses to call “strategic”. Liberia is, in fact, 
Charles Taylor Inc. 

In Kenya and Zambia, powerful politi- 
cians, not necessarily the presidents, use 
their political positions to amass fortunes 
which they then use for political ends. They 
work through hidden networks, with their 
placemen in key positions in important 
ministries. Kenya still has the remains of a 


credible civil service. which, though corrupt, 
still handles the country’s official paper- 
work. At the same time, a hidden network in- 
tervenes and blocks whatever is inconve- 
nient for the men who are really in charge. 
Zambia has such a network too, more pow- 
erful than the state. 

Outsiders, particularly the aid donors, 
have great difficulty dealing with such states. 
Officially, World Bank and imr officials 
judge all countries on their stated policies 
and plans. They deal with the appropriate 
ministers and officials. In countries such as 
Kenya and Zambia, however, that reassuring 
surface betrays little about the way the coun- 
try is run. Presidents Daniel arap Moi and 
Frederick Chiluba are both adept at saying 
what the aid donors want to hear and, to an 
extent, delivering what the donors want to 
see. But time and again, as soon as the do- 
nors’ attention has moved on, a different 
agenda comes into play. 

Donors hope that, in the long run, law 
and good practice will drive out corruption. 
But this seems unlikely as long as Africa is 
getting poorer. Prices for most of Africa's 
commodities have fallen unsteadily but 
continually since the 1960s,and sub-Saharan 
Africa is still mainly a primary producer. For 
the moment, industrialisation has passed 
most of the continent by. Besides, the money 
accumulated by the politicians and crooks 
in Africa is rarely reinvested there. Most of it, 
like Mobutu’s loot, is either spent on con- 
spicuous consumption or invested in Eu- 
rope and America. 

So how should the world deal with Af- 
rica? Aid is ambiguous in its effects. When di- 
saster strikes, it is hard to refuse to help. But 
aid also increases dependency and can de- 
flect recipient governments from the ur- 
gency of the task. In the Horn of Africa, for 
example, the aid that helps famine victims 
also frees money for Eritrea and Ethiopia to 
spend on fighting each other. Abolishing 
debt would help to create a fresh balance- 
sheet, but for many countries debt-relief 
would only benefit Ukrainian arms-dealers. 

Can Africa change? Yes, it can. There are 
instances from all over thecontinent that, in 
the right circumstances, Africans can greatly 
improve their lives. Until the floods in 
March, Mozambique had been growing at 
5%a year since its civil war ended, culminat- 
ing in nearly 12% growth in 1997-98. Uganda 
too had growth rates of 7% in the 1990s. But 
real change needs something deeper than 
quick spurts of growth. 

More than anything, Africa’s people 
need to regain their self-confidence. Only 
then can Africa engage as an equal with the 
rest of the world, devising its own economic 
programmes and development policies. Its 
people also need the confidence to trust each 
other. Only then can they make deals to end 
wars and build political institutions: institu- 
tions that they actually believe in. 
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Announcement 


to all owners of 


Patek Philippe watches. _ 


To mark the end of the twentieth century, Philippe Stern, 
President of Patek Philippe. has decided to reward all owners 
of Patek Philippe watches with a unique gift: the opportunity 
to own one of the last ten complicated watches created by the 


company in the twentieth century, and engraved as.such. 


All ten watches - ref. 5054 - will be presented personally by 
Philippe Stern, to those selected, at a special reception to mark the 
opening of Patek Philippe’s Watchmaking Treasures Museum. ‘This 


will take place in autumn 2001. 


All we ask is that you send us the reference, case and 
movement numbers of the Patek Philippe watches that you 
own and purchased prior to January ist 2000, along with your 
name, address and the name of your preferred Patek Philippe 
retailer. You will have as many possibilities to be selected as. 
the number of watches that you own. This information should 
preferably be registered on the Patek Philippe website, or sent 
to us via fax or mail before December 31st 2000, using the 


relevant addresses listed below. 


Philippe Stern would like to take this opportunity to thank 
all those who, through their custom and loyalty, have helped to 
ensure that Patek Philippe will continue to practice its unique 


approach to the art of fine watchmaking for future generations. 


k3 


PATEK PHILIPPE 
GENEVE 


Begin your own tradition. 


www.patek.com Patek Philippe S.A.. P.O. Box 2654, 121 Geneva 2. Switzerland. Fax: (41) 22 884 2060. 
Please see the Patek Philippe website for Terms and Conditions. 
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Fighting in Sierra Leone in- 
tensified. Johnny-Paul Kor- 
oma, an ex-president, led an 
attack on his former allies, the 
RUF rebels, as they advanced 
on the capital, Freetown. The 
uN Called for peacekeeping re- 
inforcements. Nigeria offered 
two battalions, but wanted 
them to be outside the UN’s 








ers, having evacuated foreign- 
ers from the capital, seemed to 
be staying on to help the em- 
battled uN. 


A un Security Council mis- 
sion to southern African 
countries left with no new 
agreements to end fighting in 


Chenjerai Hunzvi, leader of 
Zimbabwe's war veterans, 
served notice that the inva- 
sions of white-owned farms 
would be stepped up. In a 
copy-cat measure, two large 
farms in Kenya were invaded 
by squatter families. 


Israel bombed Lebanese 
power stations after Leba- 
nese guerrillas had shot rock- 
ets into northern Israel. Earlier, 
two Lebanese civilians had 
been killed, and 14 injured, in 
attacks by Israel and its Leba- 
nese ally. Terje Larsen, the 
uN’s Middle East represen- 


would deploy peacekeepers 
on the border between Leba- 
non and Israel after Israel's 
withdrawal. 


After two days of Islamist ri- 
ots at Cairo’s Al-Azhar Uni- 
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| rated as president of Russia, 
| saying he wanted his country 


| strong”. He asked parliament 
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versity over the reprinting of 
an acclaimed novel by a Syr- 
ian writer, Haidar Haidar, 
Egypt’s government withdrew 
the book from circulation. 


The Tigers advance 


Tamil Tiger guerrillas fought 
their way to the outskirts of 
Jaffna town, which they sur- 
rendered to the Sri Lankan 
army in late 1995. The Tigers 
seek a separate Tamil home- 
land in north-east Sri Lanka. 


Chinese police detained scores 
of Falun Gong adherents 


Tiananmen Square to mark 
the birthday of the move- 
ment’s founder. 


Myanmar's military govern- 
ment claimed that, as a result 
of its anti-drugs policy, 
opium production was fall- 
ing. The United States said 
that any fall was the result of 
drought rather than govern- 
ment action. 


Afghanistan’s ruling Taliban 


agreed at a meeting in Saudi 
Arabia to exchange prisoners. 


| Italy’s new government passed | 


| the euro, Europe’s single cur- 





There was no progress on 
peace proposals. 


Japan’s prime minister, Yosh- 
iro Mori, called a general 
election for June 25th. 


Putin charge 


Vladimir Putin was inaugu- 


to be “free, prosperous and 


to approve Mikhail Kasyanov 
as prime minister. Chechnya’s 
president, Aslan Maskhadov, 
said that Russians should ex- | 
pect the war to continue. 


A government-sponsored 
committee looked set to rec- 
ommend that Germany's 
armed forces should be cut by | 
a quarter, that its rapid- 

reaction forces should be more 
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| joining the Eu. 


| Erkrem Rexha, a prominent 
figure in the Kosovo Libera- 
tion Army, was shot dead 
outside his house in the Ko- 
sovo town of Prizren. 
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than doubled, and that con- 
scription should be virtually 
abolished. 


a decree to purge ım dead vot- 
ers from the electoral rolls. 
Fewer votes will therefore be 
needed for the passage of a 
referendum, to be held on 
May 2ist, which will fail if it is 
not approved by 50% of regis- 
tered voters. The referendum 
is intended to rid Italy’s elec- 
toral system of its proportional 
element. 


A prominent Spanish journal- 
ist, Jose Luis Lopez de la Calle, 
who wrote for a leading pro- 
government newspaper, El 
Mundo, was shot dead in the 
Basque country. The separat- 
ist group, ETA, was the pre- 
sumed culprit. 


NATO invited Croatia, under 
its new westward-leaning and 
reform-minded government, 
to join the alliance’s Partner- 
ship for Peace programme. 


Poland's foreign minister, 
Bronislaw Geremek, said his 
country would seek to join 


rency, within four years of 











Ken Livingstone, a left-wing 
candidate who had been ex- 
pelled from Britain’s ruling La- 
bour Party, became London’s 
first elected mayor by a com- 
fortable margin. 








| dolph Giuliani, faced a po- 


Going for old 


The two American presidential | 
rivals, George W. Bush and 
Al Gore, clashed over reform | 
of Social Security, the public 
pension programme. Mr Bush 
said he supported partial pri- 
vatisation of the system. Mr 
Gore accused him of wanting 
to dismantle it. 


John McCain, the only seri- 
ous Republican challenger to 
George W. Bush, swallowed 
the last of his pride and en- 
dorsed his rival. He said, how- 
ever, that he was not inter- 
ested in joining Mr Bush on 
the presidential ticket. 


The mayor of New York, Ru- 


litical storm over the news 
that he was separating from 
his wife and had kept a mis- 
tress for several years. 


An FBI report showed that, 
for the eighth year in a row, 
violent crime in the United 
States declined sharply in 1999. 


A boost for Argentina’s presi- | 
dent, Fernando de la Rua, and 
his Alliance coalition: Anibal 
Ibarra, the Alliance candidate, 
won election as mayor of 
Buenos Aires, defeating 
Domingo Cavallo, a former 
economy minister. 


President Andres Pastrana of 
Colombia abandoned an at- 
tempt to get Congress to au- 
thorise a referendum on politi- 
cal reform, and replaced his 
interior minister. The govern- | 
ment will now try to have the 
referendum held by collecting 
2m signatures. 
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movers return 





-| Germany’s BMW sold its 
| loss-making British subsidiary, 
< | Rover, to the Phoenix Con- 
| sortium for a symbolic £10 
| ($15) but Bmw will throw in 
£s00m in loans. The consor- 
tium, headed by John Towers, 
hopes to maintain Rover as a 
“volume car maker and mini- 
mise job losses at its main as- 
-sembly plant at Longbridge. 
However, until Rover joins 
with a big car maker its long- 
term future remains in doubt. 


1 BNFL, a subsidiary of British 
-Nuclear Fuels, was fired as 
contractor for the clean up of 
‘Hanford Nuclear Reserva- 
tion in America by Bill Rich- 
_ardson, the energy secretary. 
“| BNrL said that the cost for its 
© | 20-year contract would more 
than double to $15.2 billion. 
“This‘may prove a terminal 
blow for the troubled state- 
owned nuclear reprocessor. 


Talks between Young & Rub- 
icam, an American advertis- 
ing agency, and WPP, a Brit- 
ish counterpart, resumed after 
twice collapsing this year. 
Publicis, a French advertising 
agency which had courted 
yar after the last breakdown, 
had decided not to bid for the 
firm, leaving the way open for 
a $4.7 billion acquisition by 
the British agency. 


The world’s stockmarkets con- 
tinue to suffer nervous fits. 
America’s Nasdaq suffered a 
single-day fall of 6% as inves- 
tors worried about interest- 
rate rises. Tokyo’s Nikkei in- 
dex also fell sharply, by 5% in 
a day. 





Five leading drug firms, in- 
cluding Merck and Roche, 





have agreed with the United 
Nations to sell their AIDS 

| medicines at a substantial 
discount to poor countries 
which cannot afford their high 
prices. But ramshackle health- 
care services in many African 
countries still make delivering 
the drugs difficult. 


Despite the best efforts of 
protesters, globalisation con- 
tinues apace. Figures from the 
United Nations Conference on 
Trade and Development 
showed that cross-border 

| merger and acquisition activ- 
ity was up by more than a 
third in 1999 to $720 billion. 


Calling back 


A €66 billion ($60 billion) 
merger between former tele- 
coms monopolies KPN, in 
which the Dutch government 
| holds a 43.5% stake, and Tele- 
fonica, a Spanish company in 
which that government holds 
a golden share, collapsed amid 
accusations from both sides 
that the other's government 
| would become too influential. 
The European Commission is 
looking into whether both 
governments have breached 
internal market rules by med- 
dling in the deal. 





| KPN continued its quest for a 
pan-European presence by an- 
nouncing it would sell 15% of 
its mobile-phone business to 
| NTT DoCoMo, a subsidiary 
of NTT, Japan’s leading tele- 
| coms company, for €5 billion 
($4.6 billion). The companies 
are expected to co-operate on 
providing third-generation 
mobile-phone services in Eu- 
rope and may also bid for 
Britain’s Orange network. 





NTT Communications, an- 
other subsidiary of NTT, an- 
nounced that it would acquire 
Verio, an American Internet 
network and hosting company 
in which it had held a 10% 
stake, for around $5.5 billion. 
Although dominant in Japan, 
ntt has woken up to the 
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need to provide a global net- 
work of integrated telecoms 
and Internet services. 


Microsoft responded to the 


| us government's bid to break 


it up by asking a federal judge 
to accept instead its pledge. to 
remove restrictive clauses on 
its contracts with pc manufac- 
turers and to allow other soft- 
ware suppliers easier access to 
PC screens. 











Affordable, hand-held satellite 
telephony suffered another 
setback after the demise of the 
ill-fated Iridium venture. 
Globalstar Communica- 
tions posted a net loss of 
$216m in the first quarter after 
the launch of its new satellite- 
phone service had been de- 
layed in many areas. 


British Airways, along with 
Air France and nine other 
European carriers, announced 
plans to launch a joint In- 
ternet travel agency. The air- 
lines hope to cut their high 
ticketing and distribution costs 
by moving online. Good news 
for travellers; bad news for 
traditional travel agents. 


Nike, better known as a man- 
ufacturer of sporting goods, 
said it planned a new division 
to combine sport and technol- 
ogy called Techlab. The 
American company hopes to 
produce a line of electronics 
products including digital au- 
dio players and other high- 
tech gadgets in order to attract 
free-spending teenagers. 


The love bug, a computer vi- 


rus s originating in the Philip- 
TWW OM | 





pines, affected millions of 
computers worldwide. A sus- 
pect arrested by Manila police 
was later released because of. 
lack of evidence. 


Air Liquide and Air Pro- 
ducts halted their £7.4 billion 
($11.3 billion) bid for Britain’s 
BOC after failing to win 
agreement from America’s 
Federal Trade Commission, a 
competition watchdog. Talks 
continue. 


Euronext, born of the merger 
of the Dutch, Belgian and 
French stock exchanges, was ; 
reportedly discussing a link up | 
with the New York Stock Ex- 
change. The merged London 
and Frankfurt exchanges, iX, 
recently announced that they 
would join with the high-tech 
Nasdaq exchange. 


On the job 


American unemployment 
fell in April to its lowest since 
the beginning of 1970, down 
02 percentage points from 
March to 3.9%. Wages also ac- 
celerated; hourly earnings 
were 3.8% higher than a year 
earlier. The Federal Reserve 
may feel obliged to increase 
interest rates by a half per- 
centage point at its meeting on 
May 16th. 











German ‘unemployment | 
fell by half a percentage point | 
in April to 9.6%, its lowest rate 
for four and a half years, Bet- 
ter economic conditions do- 
mestically and globally cancer 
to push German unemploy- 
ment nearer to the euro-zone 
average of 9.4% in Marta 
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The Tamil Tigers close in 


DELHI 


In a renewed attack on the Sri Lankan army, the Tigers are threatening the 
town of Jaffna and sending shockwaves into India 


FTER a brief lull, the battle for Jaffna has 
resumed. Sri Lanka’s 17-year civil war 
exploded again on May 10th when the Tamil 
Tigers launched a major offensive against 
the government's forces. The Tigers attacked 
military units based in villages on the out- 
skirts of Jaffna town, the prospective capital 
of the Tamil state for which they are fighting. 
On their own radio station, they warned the 
town’s residents to move to safe places. With 
5,000 or so fighters, including women and 
children, the Tigers are greatly outnumbered 
by the government’s 35,000 or more troops. 
But the Tigers are fearsome guerrillas and the 
Sri Lankan army is demoralised, badly 
trained and under-equipped. Few people in 
Colombo, Sri Lanka’s capital, expect the 
army will be able to hold on to Jaffna. It may 
not even keep the local air and sea ports, 
which it held before capturing Jaffna from 
the Tigers in 1995. The government would 
then, for the first time, lose its foothold on the 
Jaffna peninsula. The rumble of a country 
about to break up would rock not just Co- 
lombo but also Delhi, India’s capital. 

It may not come to that. The Sri Lankan 
army could pull itself together. The Tigers’ 
leader, Velupillai Prabhakaran, will no 
doubt be tempted to declare independence 
if he takes Jaffna, but he may think better of 
it. The Tigers, he knows, are reviled interna- 
tionally as terrorists; an upstart Tamil state 
would win virtually no international recog- 
nition. Nonetheless, the government's recent 
reversals have stifled a nascent peace pro- 
cess nurtured by Norway and undermined a 
search for consensus on the Tamil issue be- 
tween Sri Lanka’s main political parties. 

Colombo iscalm, but grim. Last week the 
government published a 200-page public se- 
curity act, which imposes blanket censor- 
ship and allows the authorities to 
prohibit demonstrations 
and confiscate property. 
Newspapers have taken to & 
publishing white spaces 
where the censors have mauled their articles. 
Taxes on cigarettes and alcohol were in- 
creased this week to help pay for the military 
campaign. Sri Lanka, the government has de- 
clared, is now on a “war footing”. 
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Fighting resumed after Sri Lanka’s presi- 
dent, Chandrika Kumaratunga, rejected an 
offer by the Tigers of a ceasefire leading to ne- 
gotiations. She could not afford to accept it, 
as it entailed surrendering the Jaffna penin- 
sula without a fight. Her defiance does not 
necessarily improve her position. 

Before the Tigers launched their latest of- 
fensive in April, overrunning Elephant Pass, 
the link between the peninsula and the rest 
of Sri Lanka, prospects for a settlement were 
brightening. Mrs Kumaratunga had survived 
an assassination attempt, presumably by 






























the Tigers, and had been re-elected in De- 
cernber. Her anger seemed to be mellowing 
into statesmanship. She began talks with the 
main opposition leader, Ranil Wickremes- 
inghe,on whatsortof autonomy could be of- 
fered to the north and east of the country, the 
area claimed as the Tamil homeland. The 
idea was to forge a broad agreement within 
Sri Lanka’s Sinhalese majority, without 
which no offer to the Tigers would stick. At 
the same time, Mrs Kumaratunga and Mr 
Prabhakaran agreed to Norwegian “facilita- 
tion”, which in time might have led to direct 
negotiations. 

None of that is in prospect now. Citing 
the crisis, Mrs Kumaratunga has withdrawn 
from the talks with the opposition party, 
though they have not been formally broken 
off. A Norwegian delegation was expected to 
discuss the crisis with the Indian govern- 
ment in Delhi on May 11th, and it may pro- 
ceed to Colombo after that. But, says a west- 
ern diplomat, “the prospects of meaningful 
discussions at this stage are very, very poor.” 


Fears of a backlash 


Itis unclear how much political pressure Mrs 
Kumaratunga will face to stiffen her line 
against the Tigers. A parliamentary election 
is due by October at the latest, which may 
make it difficult for her to be generous, espe- 
cially in the face of a military defeat. A new 
party, Sihala Urumaya (Sinhalese Heritage), 
has been formed to rally nationalists op- 
posed to compromise with the Tigers. It does 
not count for much now, but could count for 


į more if Jaffna fell. There is some fear that the 


Tamils in the south, who are thought to out- 


= number those in the north and the east, 


will be attacked. One reason the govern- 
ment gave itself extra powers was no 
doubt to forestall such chaos breaking 
outin the south. 

Jehan Perera, the media director of 
the independent National Peace Coun- 
cil, argues that in some respects 

a Co ° 
the present crisis has improved 
the chances of peace. The Tigers 
have been discredited, even 
among some Tamils, by making 


war on the eve of peace talks, he believes. 


And Sri Lankans of all persuasions are now 
willing to accept international mediation, a 
prerequisite for a negotiated solution. More 
than 55,000 people have already been killed 
in the fighting. No reasonable person wants 
to see part of Sri Lanka ruled by a force that 
knows everything about killing and nothing 
about governing. 

Least of all does India, Sri Lanka’s giant 
neighbour. India has its own separatist wor- 
ries, especially in the northern Muslim-ma- 
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jority state of Kashmir. It does not want bor- 
ders in its neighbourhood redrawn along 
ethnic lines. The Indian government regards 
Mr Prabhakaran’s rise with horror. A battle 
for Jaffna could send refugees across the Palk 
Strait to Tamil Nadu, an Indian state with a 
much bigger Tamil population than Sri 


Lanka’s. Victory in Jaffna could lead to, 


greater Tiger infiltration of Tamil Nadu and 
the stirring of latent separatism there. 

India has strong reasons to back Mrs 
Kumaratunga’s efforts to keep Sri Lanka 
whole, but equally strong reasons to be wary. 
An Indian peacekeeping force in the 1980s 
antagonised both sides and pulled out after 
losing 1,000 men. The governmentis also loth 
to anger Indian Tamils and their political 
parties, some of which are part of the ruling 
coalition, by backing the Sri Lankan govern- 
ment too strongly. India’s prime minister, 
Atal Behari Vajpayee, has so far dodged Sri 
Lanka's requests for help in evacuating its 
troops from Jaffna and said no to military as- 
sistance. India’s government and opposition 
parties have agreed that Sri Lanka should re- 
main whole and that its minorities should 
be protected. India has offered to mediate if 
asked by both sides. 

That balance will be hard to maintain if 
Mr Prabhakaran conquers Jaffna and evicts 
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T LAST, a ray of hope in the fierce 
l struggle for independence being con- 
| ducted by rebels in the Indonesian prov- 
| ince of Aceh: officials and leaders of the 
Free Aceh Movement, known by its 
| vernacular acronym of the Gam, were due 
| tomeetin Geneva on May 12th to agree on 
| a three-month ceasefire. Though it may 
| bring a brief respite to the staunchly Mus- 
| lim province, both sides still have a long 
| way togo to achieve a lasting peace. 
| Even the technicalities, such as the use 
| ofthe term ceasefire, have been controver- 
| sial. The Gam has refused to sign an agree- 
| ment written in Indonesia’s national lan- 
guage and the government will not accept 
the use of Acehnese. The compromise: 
English. The Gam’s ageing, exiled “head of 
state”, Hasan Tiro, has refused to sign it 
himself because Indonesia’s president, 
| Abdurrahman Wahid, is not putting his 
| name toit. Instead it will be signed by Alwi 
Shihab, Indonesia's foreign minister. 
Although there have been earlier indi- 
cations that both sides will respect the 
ceasefire, huge problems remain. “The In- 
donesian military must withdraw from 
Aceh,” insists Ismail Sahputra, the Gam’s 
spokesman. The armed forces, however, 
have consistently refused to recognise the 
GAM as a political force, maintaining that 
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the government's forces from the peninsula; 
even harder if he proclaims a state there. But 
saying it will not make it so. The Sri Lankan 
army still controls, at least by day, the main 
cities claimed by the Tigers in the east. With 
better connections to the rest of the island, 
they will not be easily overrun. Indeed, if the 
army leaves the Jaffna peninsula, its hold on 
the east could tighten. No matter how stun- 
ning their victories, the Tigers will eventually 
have tocome to the negotiating table. 








its fighters are nothing more than crimi- 
nals. The army has vowed that it will fight 
to the last man to keep Aceh within Indo- 
nesia and never withdraw. 

The top brass, though, are nervous. 
Several senior officers are under investiga- | 
tion for alleged abuses carried out in East 
Timor. The armed forces have been ac- | 
cused of killing hundreds of civilians this 
year in a crackdown in Aceh. Two dozen 
soldiers are in court accused of involve- 
ment in a massacre in Aceh, and some of 
them admitted that they had taken 26 stu- 
dents, who had been wounded in an at- 
tack onan Islamic school in Aceh, into the 
countryside and shot them. They were 
obeying orders, they said. 

The Gam’s fighters are eventually sup- 
posed to go on patrol with the police, yet 
mutual hatred has grown after recent re- 
bel attacks on police stations. Nor does the 
agreement deal with such questions as 
whether a much-demanded referendum 
on independence will be held in Aceh, 
and whether the rebels will even consider 
autonomy within Indonesia as an interim 
solution. The Gam, which has been fight- 
ing for an independent Islamic state since 
1976, says it has not changed its aims. “This 
is a first step,” says Mr Sahputra. “We still 
demand independence, not autonomy.” 



























It is not just 
money 


MANILA 


HE prospects of freedorn for 21 people 

held in the southern Philippine island of 
Jolo seem to depend on the negotiating skills 
of Abdul Rajab Azzarouq, a Libyan. Nearly 
three weeks after the 21 were kidnapped 
from a holiday resort in eastern Malaysia 
and brought to Jolo, the Philippine govern- 
ment has agreed that Mr Azzaroug, a former 
Libyan ambassador to the Philippines, is its 
best hope for getting them out alive.On May 
10th, he met the kidnappers and asked for 
the immediate release of a German woman 
whois gravelyill. Mr Azzarouq was told a de- 
cision would be made later. He said he 
planned to visit the kidnappers again soon 
and was “quietly optimistic”. 

Mr Azzaroug has dealt with some of the 
kidnappers in previous negotiations for the 
release of hostages. This time, however, it is 
not clear just what the kidnappers want. 
They are frequently referred to by the gov- 
ermment and newspapers in Manila as Abu 
Sayyaf. This is a small and ruthless Muslim 
separatist guerrilla group based on the island 
of Basilan, not far from Jolo. The Abu Sayyaf 
group in Basilan was responsible for the re- 
cent abduction of 29 Filipinos, mostly 
schoolchildren. The kidnappers demanded, 
among other things, the release of Arabs im- 
prisoned in the United States for their part in 
plots to blow up buildings in New York. The 
involvement of Abu Sayyaf would suggest 
that the motives of the kidnappers in Jolo 
would also be political. If so, it is likely that 
their demands, when they become clear, 
will have something to do with the group’s 
campaign for independence for the Muslim 
minority in the Philippines, a predomi- 
nantly Christian country. 

However, although some of the Jolo kid- 
nappers say they are members of Abu Say- 
yaf, their links with the main group in Basi- 
lan are tenuous. Other members of the gang 
are renegade members of the Moro National 
Liberation Front, a much larger Muslim sep- 
aratist group that made peace with the gov- 
emment in 1996. The kidnappers also in- 
clude a number of common criminals who 
help give the islands of the south-western 
Philippines their fearsome reputation for 
banditry, piracy, smuggling and, of course, 
kidnapping. 

The kidnappers themselves seem unable 
to agree on what demands to make. Some are 
likely simply to want money. The kidnap- 
pers believe they have arich haul, including 
three Germans, two French, two South Afri- 
cans, two Finns and a Lebanese, as well as 
Malaysians and Filipinos. The government's 
policy is not to pay ransom. But in previous 
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Hacked off in the Philippines 


MANILA 


HE love-bug virus that played such 

havoc with computers all over the 
world last week (see page 86) did little 
damage in the Philippines—until the in- 
ternational investigation following a trail 
of electronic clues about its origin homed 
inon Manila. And then it was not comput- 
ers that seized up, but the wheels of Philip- 
pine justice. 

The country’s detective agency, the 
National Bureau of Investigation (NBI), 
suspects that the progenitor of the virus is 
a former student of a local computer 
school. Sources close to the investigation 
say the suspect failed to graduate after his 
thesis was rejected. This was because the 
thesis was a program designed to steal 
computer passwords. It had similar 
characteristics to the love-bug virus. 

The net, assisted by Interpol and 
American rst agents, quickly collected ev- 
idence from local Internet service-provid- 
ers that pointed to a computer used at an 
apartment in Manila as the source of the 
virus. Then things started to go wrong. The 
NBI spent all last week- 








nai then raided the apartment. Nobody 
was at home—unsurprisingly, since jour- 
nalists had been staking out the building 
for days. The police found computer mag- 
azines, diskettes and cables, but no com- 
puter. A resident was hustled away for 
questioning, later to be released. 

The chief suspect remains at large. 
Evenif the nar’s theory—that he launched 
the virus into cyberspace to avenge his 
failure to graduate from the computer 
school—is correct, it will have a hard time 
prosecuting its case. 

Extradition is not a promising alterna- 
tive. Although the Philippines has an ex- 
tradition treaty with, for example, the Un- 
ited States, it cannot be applied where a 
law allegedly broken in America has no 
equivalent in the Philippines. The Philip- 
pine Congress is in the process of enacting 
legislation that will eventually bring the 
law up to date with advances in informa- 
tion technology. After being bitten by the 
love-bug case, Congress has been told to 
get on with it—fast. 





end trying to find a judge 
to sign a search warrant, 
but no Philippine law 
specifically makes the 
dissemination of a com- 
puter virus a crime. 
Eventually, in order 
to get their warrant, the 
detectives resorted to a 
law governing the use of 
passwords involving 
credit cards that their 
suspect just might have 
broken. A judge then ob- 
liged. Supported by a le- 
gion of policemen, the 








Looking for love letters 
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cases of hostage-taking the Philippine au- 
thorities have circumvented this rule: for ex- 
ample, by paying the kidnappers vast 
amounts in expenses for the “board and 
lodging” of their captives. 

Even so, the demand for money, if and 
when it comes, is likely to be buried in a list 
of political demands. The distinction be- 
tween violence for political ends and vio- 
lence for criminal purposes is often blurred 
by Filipino Muslims who call themselves in- 
dependence fighters. Sometimes this blur- 
ring is inadvertent. Sometimes it is delib- 
erate. The Jolo kidnappers appreciate that 
giving their crime a political colour will ex- 
cite more interest from rich foreign govern- 
ments and thus, they hope, increase the 
value of their human merchandise. 
a m — _ . 
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China 
Power clash 


BEING 


HEN the massive Three Gorges Dam 
across the Yangzi river was first 
mooted, its enthusiasts made the claim that 
it would help provide China with all the 
electricity it could ever need. Now it tums 
out that China is so well supplied with 
power that the Three Gorges management 
may find it difficult to sell any power at all. 
This alarming prediction comes at the same 
time as a separate, but connected, contro- 
versy over what should be the height of the 
reservoir behind the dam. 
Two months ago, 53 hydrology experts 
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and government advisers sent a petition to 
China’s top leaders, including President 
Jiang Zemin, saying they were concerned 
abouta plan tospeed up the filling of the res- 
ervoir and wanted it overruled. Originally, it 
was planned for the water in the reservoir to 
be at a depth of 156 metres (516 feet) for the 
first ten years of operation while silt accu- 
mulation and other factors were monitored. 
If feasible, the reservoir leve! was then to be 
raised gradually over the following seven to 
ten years, to 175 metres. But in 1997, officials 
decided to quicken the pace and bring the 
level to175 metres within the first six years. 

The man who drafted the March peti- 
tion, Lu Qinkan, an 87-year-old retired engi- 
neer, is in favour of the Three Gorges 
scheme, which is due to be completed in 
2009. But Mr Lu reckons that overfilling the 
reservoir will bring too much silt. This in turn 
will threaten the local ecology, affect river 
navigation and upset drainage systems. He 
also believes the dam will displace 1.6m peo- 
ple, not the 1.1m officially estimated. If true, 
this will be bad news for the government, 
which is already having trouble from people 
forced to leave their homes. 

So why was it decided in 1997 to speed 
things up? The reason given was that the ex- 
tra power created by raising the reservoir 
level would be needed in China. Whether 
the planners really believed this is unclear. 
Promoting the power-generation aspect of 
the Three Gorges project may have seemed a 
good way to counter the criticisms made by 
the dam's opponents, and the suspicions of 
potential investors. The prime minister at 
the time, Li Peng, a former water engineer, 
had got parliament to approve the $24 bil- 
lion project in 1992, and had remained its 
keenest backer. 

China is now seeking to “rectify” the 
electricity market, and this year plans to shut 
many small coal-fired plants with a com- 
bined capacity of more than 3MW. Yuan Gu- 
olin, the recently retired vice-president of 
the Three Gorges Development Corpora- 
tion, says that, despite such efforts, it will be 
some time before the power market settles 
down. Until it does, he believes, the corpora- 
tion will have to postpone its plans to list 
shares on domestic exchanges. That may be 
just as well, given the spate of unfavourable 
publicity Three Gorges has received of late. 

Zhu Rongji, who in 1998 replaced Li Peng 
as prime minister, has been less enthusiastic 
about the project. He has publicly criticised 
shoddy workon thedam, and cracked down 
on corruption. According to reports in 
China’s newspapers, scores of officials in- 
volved with the project have been arrested 
for graft. But officials deny reports that Mr 
Zhu has cut back on money for the dam. As 
for the weak demand in the power market, 
China is a huge country and with a growing 
economy, so demand is bound to pick up 
eventually, say the officials. 

And what of Mr Lu and his warnings 
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BEUING 


E THE good old days of proper socialist 
orthodoxy, China marked each Labour 
Day, May ist, in proper socialist fashion. 
Workers were hailed as the indispensable 
backbone of a growing, industrialising 
economy and, as a well-earned reward, 
were given the day off. Now the message is 
different: the economy will do better with- 
out your efforts, so take the whole week off. 

Far from taking offence at any implicit 
| insult to the worth of their toil, millions of 
Chinese spent the first week of May enjoy- 
ing their break, travelling. shopping and 
dining out. In other words, they spent 
money. And that, the government hopes, 
will provide a boost to what has recently 
been a persistently sluggish economy. 

Itis the third time in seven months that 
China’s government has tried to perk up 
the economy by shutting much of it down. 
An unprecedented week-long break was 
granted last October for the soth anniver- 
sary of Communist rule, and in February 
the holiday to mark the Chinese lunar new 
year was likewise extended. The govern- 
ment calls its scheme “holiday economics” 
and is now claiming some success. 








China’s holiday economics 


During the first quarter of this year an- 
nualised growth reached an official 81%, 
compared with 7.1% during the whole of 
1999. Retail sales, retail prices and con- 
sumer confidence likewise turned upward. 





It’s a sugar-high 


Officials partly credit the extended Febru- 
ary break for the good news. 

They believe the May holiday will 
work similar magic on second-quarter 
numbers. Perhaps it will. Nearly 24m peo- 
ple travelled by train during the break, a 
rise of 24% over the same week last year. 
Business at hotels and restaurants 
boomed, and tourist spots throughout 
China logged record numbers of visitors. 
The south-western province of Yunnan 
alone raked in tourism revenue of 100m 
yuan ($12m) on one day. Some of Beijing’s 
largest shops reported huge sales. 

While the government-run media dish 
out dazzling numbers, analysts wonder 
about the long-term effects. Holiday eco- 
nomics is, in the words of a western dip- 
lomat, a mere “economic sugar-high” that 
does nothing to nourish the economy. Peng 
Dingding, a Beijing-based economist, is 
worried that, at a time when China needs 
to invest more and raise productivity, poli- 
cymakers are instead obsessed with stimu- 
lating domestic demand in the mistaken 
belief that the country can eat, drink and 
consume itself to prosperity. Not only is the 
premise wrong, argues Mr Peng, but people 
will anyway soon tire of spending their 
holidays squeezing into overcrowded 
trains, stores and hotels. 
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about the height of the water in the reser- 
voir? His petition will be disregarded, ac- 
cording to an official. In China, petitions to 
the government are often ignored. Mr Lu, 
however, remains optimistic. He says he has 
heard that a reply to his report is already on 
its way. He is sure the government will agree 
to keep the level of the reservoir a bit lower, 
“and then there won't be any problem”. 
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Australia 


A chance missed 


CANBERRA 


HE conservative coalition government 

led by John Howard has been fond of de- 
picting Australia as the “strong man of Asia”. 
When East Asia was battered by a financial 
whirlwind two years ago, Australia avoided 
the storm and continued to prosper, despite 
its heavy dependence on the region for its ex- 
ports. Now, just when East Asia is growing 
again, Australia’s future seems uncertain. Its 
economy has grown at about 4% a year for 
the past five years but is now expected to 
slow (see chart). The Australian dollar has 
fallen almost 12% against the American dol- 
lar in recent months. 

The fundamentals of the Australian 
economy still look good: the unemployment 
rate is at its lowest in ten years and inflation, 
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for the time being, is under control. The pro- 
blem seems to be one of image. Some people 
still see Australia as an example of the old 
rather than the new, high-tech economy, a 
country that still depends heavily on exports 
of commodities from mines and farms. Yet 
Australia is probably more competitive and 
efficient than it has ever been. The govern- 
ment had a golden oppor- 


new tax system, whose impact on the econ- 
omy could determine the government's fate. 
Without the goods-and-services tax, infla- 
tion was expected to be around 22% in the 
new financial year; the new tax is expected 
to more than double that. Though the effects 
will cease to show after a while, the central 
bankis worried about inflationary pressures 
from the falling dollar and 





tunity to reinforce this 
brighter view when Peter 
Costello, the treasurer (fi- 
nance minister), delivered 
his budget on May 9th. But 
Mr Costello failed to grasp 
his opportunity. 

The budget contained 
extra spending on vote- 
winning programmes, such 
as help for farmers and dis- 
affected rural communi- 
ties. This reflected the po- 
litical concerns of Mr 
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Australia’s GDP 
% increase on year earlier 


Sources: EIU. Australian government 


the impending tax cuts. The 
bank has raised interest 
rates four times since last 
November, and may raise 
them again. 

Among all the changes 
overshadowing the budget, 
one stood out. Mr Howard’s 
government has produced 
a series of fat surpluses 
since it came to power. Two 
years ago, Mr Costello fore- 
cast an A$n billion ($6.4 bil- 
lion) surplus for 2000-01. 





Howard, who faces the 
hard task of winninga third term ata general 
election next year. Since he came to power in 
1996, Mr Howard has staked his govern- 
ment's reputation on reforming Australia’s 
tax system. After a stormy passage through 
Parliament, a tax on most goods and services 
will be introduced in July when the new fi- 
nancial year begins, accompanied by cuts in 
income tax and corporation tax. 

The budget was a curtain-raiser for the 





The figure has now been re- 
vised to A$2.8 billion—and most of that is to 
come from the technology sector via the sale 
of telecoms licences, which are now reck- 
oned to be worth A$2.6 billion. The markets, 
unsurprisingly, were not impressed. The task 
for the government is to sustain its reputa- 
tion for prudent economic management 
and rebuild its budget surplus so Mr Howard 
can spend his way towards the election. 
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UNITED STATES 


: Smoking and steaming 


‘There is no longer any doubt that the economy is overheating 


MERICA’S economy has been roaring 
L Salong, with low inflation, for so long 
now that any mention of speed limits and 
overheating was becoming decidedly un- 
fashionable. No longer. In recent weeks, the 
signs that the economy is being stretched be- 
yond its limits have become unmistakable. 
Every measure of inflation has ticked up, 
particularly consumer prices. Labour costs 
are accelerating. And productivity growth, 
the elixir of the new economy, has slowed. 

Alleyes are now on the Federal Reserve’s 
next policymaking meeting on May 16th. 
Will Alan Greenspan and his colleagues 
raise interest rates by half a percentage 
point, abandoning their current strategy of 
gradually tightening monetary policy in 
quarter-point increments? Most economists 
reckon that they will. The real issue, how- 
ever, is more fundamental. Is the extraordi- 
nary American expansion of the 1990s at risk 
of ending in the good old-fashioned way, 
with spiralling inflation forcing a hard 
landing? 

The answer to that question 
depends on three more questions. 
How strong is today’s inflationary 
pressure, and how quickly is it 
likely to intensify? And will the 
economy slow down fast enough 
to dampen price pressure with- 
out tipping into recession? 

The evidence for inflation- 
ary pressure is now unambigu- 
ous. Consumer prices rose 3.7% 
in the year to March. Even exclud- 
ing the volatile categories of oil 
and food, “core” consumer prices 


months, prices of services—from health care 
to hotel rooms—have risen at an annualised 
rate of 3.6%, almost a percentage point faster 
than in the previous year. 

More important for longer-term price 
pressure, labour costs are also rising. The em- 
ployment-cost index, perhaps the most 
widely watched gauge of wage pressure, rose 
4.3% in the year to March, its biggest jump for 
more than eight years. Rising wages and 
higher benefit costs both fuelled the in- 
crease. For workers in private industry, 
wages and salaries rose 4.2% in the year to 
March, while overall benefit costs were up 
5.5% over the year before. Health benefits, in 
particular, have risen sharply. in another re- 
cent report, the Minneapolis Federal Reserve 
noted that health-care costs in Minnesota 
were up 10-12% from a year ago. The down- 
ward nudge that low benefit costs gave to 
wage figures seems to be over. 
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rose. 2.4%, roughly one half of a 











percentage point faster than in 
1999. The Gor price deflator rose 
by 2.7% in the first three months 
of 2000, up from 1.2% in the mid- 
dle quarters of 1999. 

Some aspects of March’s 
nasty inflation surprise might be 
“one-offs”: tobacco prices, for in- 
stance, were affected by a tax in- 
crease in New York state. Nonethe- 
less--and modest as they may 
© be—there are broad-based up- 
> ward trends. Over the past six 
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% increase on year earlier 


















That America’s super-stretched labour 
market is finally producing accelerating 
wages is hardly a surprise. The unemploy- 
ment rate fell to 3.9% in April, the lowest level 
since 1970 and the lowest peacetime level, 
since 1957. Although it is a brave economist: 
who actually puts a number on where the _ 
“natural” rate of unemployment might be 
today, it is almost certainly higher than 3.9%. 
Nor does the tight labour market show any 
signs of letting up. Part of the jump in em- 
ployment was caused by the temporary hir- 
ing of hundreds of workers for the census. 
But even excluding that, over 256,000 new 
jobs, on average, have been created every 
month for the past six months. That is sub- 
stantially more than the already strong 
monthly average of 230,000 a year ago. Al- 
most 65% of Americans aged 16 and over are 
now employed, a record high. And every 
measure of joblessness is at record lows: un- 
employment rates for blacks and Hispanics, 
for instance, have hit their lowest level since 
records began. 

With a labour market this tight, wage 
pressure is likely to keep building up. It may 
do-so gradually, but it will be persistent. To 
what extent higher wage pressure will fuel 
inflation depends on productivity growth. 
In the second half of 1999, productivity grew 
so fast that it more than made up for rising 
wages. Unit labour costs actually fell. Recent 

evidence suggests that this trend may be re- 
versing. American workers’ output per 
hour rose by an annualised 2.4% in the first 
three months of 2000, well below the 6.9% 
rate of productivity growth in the final 
quarter of 1999. As a result, unit labour 
costs rose 1.8% in the first three months 
of this year. 
Admittedly, this is stilla modest rise, 
well below the rate of inflation. 

Compared with a vear ago, unit 

labour costs have risen a tiny 

0.7%. And itis imporzant not toex- 

aggerate the impact of one quarter’s 
figures. Nonetheless, it seems that 
productivity growth is slowing while 
employment costs are accelerating. 
Economists at Goldman Sachs ex- 
pect unit labour costs to acceler- 
Y) ateto32% by theend of the year. 
At those levels, more inflation- 
ary pressure will beinevitable. 

To reduce the risk of a wage- 
price spiral, the labour market 
needs to calm down. And in or- 
der for unemployment to rise.a 
bit, the economy clearly needs. 
tocool off: not just to its sus- 
tainable rate of growth, but 
quite possibly below that 
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The NRA candidate 
In a video, a senior official of the National 
Rifle Association suggested that the NRA 
would be able to “work out” of the Oval 
Office if Mr Bush is elected in November. 
Meanwhile, Mr Bush accused Mr Gore, 
who staunchly supports gun control these 
days, of being a member of the nra. The 
NRA cannot find any record of Mr Gore’s 
membership, but points out that Mr Gore 
received a high rating from them when he 
was a congressman from Tennessee. 

wk 
Endorsement of the week 
John McCain finally endorsed George W. 
Bush on May 9th after a meeting between 
the two in Pittsburgh. Mr McCain said he 
looked forward to campaigning “enthusi- 
astically” for the Texas governor. But he 
also admitted the endorsement was a case 
of “take the medicine now”. 
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Honest answer of the week 
“Probably because | liked the way it tasted. 
1—there is nothing better than a cold beer 
and Mexican food, cold beer and 
barbeque.” 
George W. Bush on why he took up drink- 
ing, “20/20”, ABC, May sth 

kik 
Pop quiz 
“Oh, I thought you meant some band. The 
Taliban in Afghanistan! Absolutely. Re- 
pressive.” 
George W. Bush in Glamour magazine, 
June 2000 

kk 
Prediction 
“The American people are going to fall 
asleep watching the drab debate the dre- 
ary.” 
Ralph Nader, Green Party candidate, 
warning voters what to expect if third- 
party candidates are not involved in this 
autumn's presidential debates. “Meet the 
Press”, May 7th 

kik 
Compliment 
“Look at Al Gore over the last ten days. He’s 
been the attack dog. | mean, he’s been 
James Carville with more hair and less 
charm.” 
Senator Mitch McConnell, CNN, May 7th 


Not-so-wooden man 








On May 8th, the Associated Press reported 
that, in private, Al Gore sings country songs 
with an exaggerated twang. Then the New 
York Times reported that he wowed an au- 
dience of the Anti-Defamation League 
with a routine about Jewish country music 
(sample: “I was one of the chosen people— 
until she chose someone else”). 
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for a while. For only if the economy grows 
below trend will unemployment begin to 
edge up again. Again, accelerating pro- 
ductivity means that no one knows exactly 
where America’s sustainable growth rate 
now lies. But it is certainly below the annual- 
ised 7.3% by which the economy grew during 
the last three months of 1999, and below the 
5.4% it grew in the first three months of this 
year. A more plausible (but still highly uncer- 
tain) guess is that America’s sustainable rate 
of growth now lies between 3.5% and 4%. 
Can the economy slow to that level, and 
beyond, without a hard landing? So far, it is 
hard to see much evidence of serious slow- 
down. In many ways, the first quarter’s GDP 
estimates understate just how much de- 
mand has been booming. A huge trade defi- 
cit and drops in inventory dragged down 
overall Gpr growth, even though overall 
consumption grew by a staggering 8.3% at an 
annual rate, and investment in equipment 
and software soared almost 24%, as compa- 
nies stopped worrying about y2K problems. 
This rip-roaring rate is unlikely to con- 
tinue. The post-y2x effect will not recur. And 
much of the consumption boom was proba- 
bly due to the exceptionally mild winter, 
which may have induced people to spend 
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more than they might normally have done. 
Some statistics are still strong: April sales of 
new houses were firmer than expected. But 
retail sales unexpectedly fell in the same 
month. Nonetheless, given that exports are 
likely to rise in today’s more vibrant global 
economy, and that inventories will need to 
be built up, cpe growth in the second quar- 
ter of 2000 could still be well over 4%. 

To achieve a sustained slowdown, inter- 
est rates clearly need to rise. But by how 
much? Financial markets have priced in a 
high probability of short-term rates rising a 
full percentage point, to 7%, this year. Some 
analysts expect an even more aggressive 
tightening. Economists at JP Morgan, for in- 
stance, now forecast that the federal funds 
rate will reach 7.25% by August, which im- 
plies a total rise of 1.25% in only four months. 
That kind of rapid tightening may well not 
happen, but it is not unprecedented. In 1994, 
Mr Greenspan raised short-term interest 
rates by 1.5% in a matter of months. Quite 
plausibly, rates could rise enough to slow 
down the economy sufficiently without 
bringing on a calamity. But once a boiler has 
started steaming, it is certainly hard to carry 
on boosting it without blowing it up. 
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The Hanford nuclear reactor 


Back to square 
one 


SEATTLE 


F YOU have ever watched a glacier being 

deployed to fight a house fire, you will 
have some idea of the speed of the clean-up 
that has been going on, for the past 15 years, 
at the Hanford Nuclear Reservation in 
Washington state. Hanford is generally held 
to be the most dangerously polluted spot in 
North America. Now Bill Richardson, theen- 
ergy secretary, finally losing patience, has 
fired the contractor in charge of the most del- 
icate task at Hanford: stabilising highly ra- 
dioactive liquid wastes stored in 177 rapidly 
decaying concrete tanks. 

The contractor was BNFL Inc, a subsid- 
iary of British Nuclear Fuels, which is already 
in a load of trouble at home. enri had re- 
cently announced that the expected cost for 
its 20-year contract to turn wastes from the 
tanks into glass logs would more than dou- 
ble, to $15.2 billion, from the $6.9 billion the 
company had estimated in late 1998. Mr 
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Richardson’s decision also came on the heels 
of considerable turmoil within the com- 
pany, including the resignation in April of its 
Hanford manager, Mike Lawrence, who 
complained he was a “figurehead” and was 
being kept in the dark about sNrt’s plans for 
the site. 

So billions have been spent, and not one 
gallon of the estimated 54m gallons of waste 
has been rendered harmless. Yet Hanford- 
watchers are not particularly sorry. Many of 
them had opposed snrt’s much-vaunted 
plan to “privatise” the clean-up by procuring 
financing from commercial markets and 
charging the government only when stabil- 
ised wastes were produced. Critics say the 
plan was wildly expensive and was priva- 
tised in name only, with the federal govern- 
ment still liable for financial problems or the 
contractor's default. When BNFL was sacked, 
“we were thrilled with the decision,” says 
Dana Gold, a lawyer with the Government 
Accountability Project, a Seattle-based orga- 
nisation that has kept an eye on the Hanford 
work for several years. 

In Ms Gold's estimation, Mr Richard- 
son’s action suggests a growing sense of ur- 
gency about Hanford. If so, that would be a 
startling change. Ever since the Hanford res- 
ervation was set up, in 1943, to produce plu- 
tonium for America’s nuclear arsenal, engi- 
neers profited from the site’s remoteness to 
cut plenty of corners. Early on, they began 
storing nuclear waste in underground con- 
crete tanks, most of which were built with 
only a single wall. The tanks were seen as a 
temporary solution; surely, the engineers 
thought, someone would soon devise a way 
to manage radioactive materials. But no fix 
came, and by now 69 of the 177 tanks are 
leaching their poisons into the ground only 
three miles from the Columbia river, which 
irrigates 1m acres and provides a home for 
salmon runs that give jobs to fishermen all 
the way to Alaska. 

Plutonium production at Hanford 
stopped in the mid-1980s. At the time, this 
threatened to destroy the economies of the 
nearby cities—Pasco, Kennewick and Rich- 
land—that housed the thousands of engi- 
neers who operated the reactors and pluto- 
nium refineries. But soon a lucrative line of 
work emerged: cleaning up. After most of the 
1990s had been frittered away, along with 
billions of dollars, BNFL assumed control of 
the storage-tank clean-up in 1998. It was 
hired for its supposed expertise in “glassify- 
ing” nuclear waste, a technique by which the 
waste is dried, combined with molten glass 
and then poured into steel jackets. Glassify- 
ing waste is apt to fail, however, when it is 
tried with a brew as volatile as the one in 
Hanford’s tanks, 

Mr Richardson and the Department of 
Energy must now find a new contractor 
while extricating the federal government 
from its contractual obligations to BNFL, 
which may cost millions. Gerald Pollet, the 
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director of a Hanford watchdog group and a 
long-time critic of the Hanford work, fears 
that Congress will be so disgusted by the 
BNFL debacle that it will withhold funding 
for a new contractor for a year, delaying the 
work even more. Even on its rosiest assump- 
tions, BNFL intended to process no more 
than 10% of the worst waste by 2018. Mr Pollet 
hopes a new contractor can improve on that 
schedule, but he is not optimistic. 

“Repent at leisure”, read a 1992 headline 
in The Economist on the Hanford clean-up. 
Today, even a leisurely pace would be a wel- 
come improvement. 


New York’s Catholics 
Keeping the 
faith 


NEW YORK 


ITTING in their front row pews, Bill and 

Hillary Clinton visibly squirmed. They 
were failing to join in the thunderous ap- 
plause filling St Patrick’s Cathedral in sup- 
port of the view that “the church must al- 
ways be unambiguously pro-life’. Their 
discomfort was entirely fitting. Cardinal 
John O'Connor, whose funeral they were at- 
tending, was forever putting politicians on 
the spot with his robust public expression of 
traditional Catholic views on abortion, ho- 
mosexual practices and the ordination of 
women (against), and trade unions and the 
homeless (supportive). 

Yet he was, as he wished to be remem- 
bered, a good priest, not just a turbulent one. 
By forming healthy friendships with many 
of the people he publicly disagreed with, he 
transcended his office as New York’s top 
Catholic and became a figure who will be 
much missed by people of all faiths and 
none. He had clout in the wider world, too, 
which may be why mourners at the funeral 
on May 8th included America’s previous, 


Provocative beyond the grave 


UNITED STATES 


current and next presidenss. His replace- 
ment has a tough act to follow. 

O'Connor, who became Archbishop of 
New York in 1984, achieved early notoriety 
by talking of excommunicating Geraldine 
Ferraro, a Democratic candidate for vice- 
president, because of her pro-choice state- 
ments. The two later became friends. He 
made similar noises about another promi- 
nent pro-choice Catholic New Yorker, Mario 
Cuomo, when Mr Cuomo was governor. He 
fought with Ed Koch over the mayor’s order 
banning discrimination agamst gays by em- 
ployers, including the church. Yet the two 
men later co-authored a book, “His Emi- 
nence and Hizzoner”, and comforted each 
other during their illnesses. 

The growing friendship with Mr Koch 
ran parallel with better relations with New 
York’s other Jews. Despite offending some 
Jewish groups early on by describing Amer- 
ica’s many abortions as “precisely the same” 
as the Nazis’ murder of 6m Jews, he made it 
clear that anti-Semitism wes unacceptable 
for Catholics. He required Catholic schools 
to teach about the Holocaust, and blamed 
the crucifixion on the Romans rather than 
the Jews. Although he called fora Palestinian 
homeland, American Jews later praised him 
for his role in the Vatican’s rapprochement 
with Israel. He fared less wel’ with homosex- 
ual groups, though he earned respect for his 
work with Arps victims, 

In February, when George W. Bush de- 
cided to express remorse for failing to con- 
demn anti-Catholic intolerance during his 
speech to the fundamentalist Protestant Bob 
Jones University, he wrote to O'Connor as 
the de facto leader of the Catholic church in 
America. This is not a position his successor 
will inherit automatically. though if he 
shares O'Connor's mastery of the press in 
the country’s news capital Fe could quickly 
take it. What he will inherit for certain is a 
church with plenty of problems. 

Despite its reputation as the global capi- 
tal of Mammon, and despste its image in 
much of America as a modern Sodom and 
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Gomorrah, New York remains a remarkably 
religious city. Its many churches and syna- 
gogues do a brisk trade each weekend. On 
Ash Wednesday, its streets fill with smartly- 
dressed professionals proudly sporting 
charcoal crosses on their foreheads. It is not 
career-threatening for two of the country’s 
hottest young actors tostar in a sincere, affec- 
tionate (and, to British eyes, excruciating) 
movie-comedy, “Keeping the Faith”, in 
which a trendy young rabbi and priest in 
New York end up affirming the principle of 
priestly celibacy. 

But finding real-life priests who are will- 
ing to be celibate, let alone trendy, is another 
matter. As in much of the rich world, New 
York’s priests are dying off much quicker 
than they are being replaced. The new arch- 
bishop will face tough choices about how 
best to use his shrinking troops. The diocese 
has huge existing commitments and is in fi- 
nancial trouble, but it also wants to expand 
its influence in the suburbs. 

O'Connor's unique personality slowed 
the decline in influence of New York’s Cath- 
olics. That decline may now accelerate. The 
new archbishop will not play the central role 
in city life that some of his predecessors did 


(such as Cardinal Spellman, archbishop 
from 1939 to 1967, who became known as 
“The Powerhouse” because of his political 
muscle). And he will lead a flock of 2.6m that 
gets less homogeneous by the day. O’Con- 
nor came from the same conservative theo- 
logical school as the pope—as does the man 
named to succeed him, Edward Egan, the 
Bishop of Bridgeport, Connecticut. But New 
York’s Catholics, while admiring the pope 
and O'Connor, mostly ignore their teaching 
on contraception, and many would like a 
softer attitude to gays and women priests. 
Some, notwithstanding the ovation in St Pat- 
rick’s last Monday, would even like a softer 
line on abortion. 

Enough of a common mind-set remains 
that when Rudolph Giuliani (another pro- 
choice Catholic politician) last year de- 
nounced a painting of the Virgin incorporat- 
ing elephant dung, his approval rating 
jumped from 60% to 80% among white Cath- 
olics. This may be crucial in his battle with 
Hillary Clinton for a Senate seat—assuming 
that his multiple recent troubles have not de- 
railed him. On the other hand, a fast-grow- 
ing number of New York's Catholics are not 
white. 


Rumour has it that one of the main tasks 
set by the Vatican for the new archbishop 
will be to prepare his flock for a Latino suc- 
cessor. New York’s powerful Irish Catholics 
are unlikely to give up what they regard as a 
sinecure without a fierce struggle. With luck, 
the new archbishop will inherit O'Connor's 
well of good humour. He may need it. 

m — | 





The press 


Citizen Fang 


SAN FRANCISCO 


T MAY be the home town of the new me- 

dia, but San Francisco is in the midst of a 
thoroughly old-fashioned newspaper war. 
Andall because, by a nice irony, the organ in 
which William Randolph Hearst ran viru- 
lent editorials at the turn of the century on 
“the yellow peril” is on the brink of being 
taken over by a Chinese-American. 

San Francisco is one of the few large 
American cities that still has two daily news- 
papers: the Chronicle, published in the 
morning, and the Examiner, published in 





WASHINGTON, OC 


HIS Sunday, Mother's Day, tens of 

thousands of women will descend 
upon Washington, pc to demand that 
Congress pass “sensible gun laws” to pro- 
tect their children. (A smaller number of 
self-described “pistol-packin’ mommas” 
will counter-demonstrate against new gun 
laws, sensible or otherwise.) To a city sated 
with political exhibitions, this “Million 
Mom March” may seem just another in a 
long line of public displays. Looked at an- 
other way, though, it is unusual: it is by far 
the largest gun-control rally ever held. 

A central concer for many on the 
march is one extraordinary fact: every day, 
according to the Justice Department, 13 
children are killed by guns in America. It is 
one of the most disturbing (and oft-cited) 
Statistics in the gun-control debate. The 
numberis true. It is also misleading. 

A recent report in the American Jour- 
nal of Public Health found that 22m chil- 
dren live in houses with guns—and that in 
43% of those houses, the guns are not 
locked away or fitted with trigger locks (in- 
deed in 9% of them, the guns are also kept 
loaded). Worries about the accidental 
deaths of children are regularly used to jus- 
tify mandating child-safety locks or having 
laws requiring the safe storage of guns. 

Yet 85% of the deaths in the study were 
not of small children at home: they were of 
teenagers between 15 and 20 years old. 





A regiment of (anti-gun) women 


Most were killed in gang conflicts, often 
over drugs. Child-safety locks may or may 
not be a good idea. But they would do 
nothing to stop such killings. 

The number of children under five 
who were killed in gun accidents in 1997 
was 20 (or half the number who drowned 
in five-gallon plastic buckets). For children 
aged 14 and under, the figure was 142. 





Too often, they’re real 


aie anata 


So are the opponents of gun control 
right to cast doubt on the usefulness of trig- 
ger locks or gun-storage laws? Not neces- 
sarily, because even that last number is still 
nine times higher than 25 other industri- 
alised countries combined. Moreover, 
teenagers in America are 11 times more 
likely than those in other countries to shoot 
themselves using a gun. So laws that stop 
troubled adolescents from getting hold of 
loaded weapons must surely do some 
good. | 

Notso, says John Lott, a professor at the 
Yale Law School. He told National Journal, 
a Washington magazine, that “I could not 
find a relationship between safe-storage 
laws and total accidental gun deaths or sui- 
cides.” The reason, he suggested, is that ac- 
cidental gun deaths occur in the “not-so- 
law-abiding segments of society”. These ig- 
nore gun laws anyway, however strict. A 
good example was the notorious recent 
killing of one six-year-old by another: the 
culprit took the weapon from his uncle, 
who lived in acrack house and had a raft of 
arrest warrants out against his name. 

Yet there is an exception to Mr Lott’s 
rule that gun-storage laws are pointless: 
Florida, the first state to adopt such a law, 
has seen a big drop in accidental gunshot 
deaths. The explanation may be not that it 
simply passed the law (otherwise other 
states would have seen similar falls, too). It 
is that Florida has made the biggest fuss, 
with stiff punishments and high-profile 
cases. And if that is so, then the million 
moms may be justified in their march. 
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the afternoon. It also has an upstart free 
newspaper, the thrice-weekly Independent, 
whose publisher has rather broader ambi- 
tions. Add in a swaggering mayor and a cast 
list of vengeful lesser politicians, and you 
have a great line-up for any court case. 

Last week saw the start of the antitrust 
suit brought against the Hearst Corporation, 
publishers of the Examiner, by Clint Reilly, a 
political consultant who ran an unsuccess- 
ful campaign to become mayor last Novem- 
ber. Last August, Hearst bought the Chroni- 
cle, which has a circulation of 466,000, for 
$660m from the family firm that had owned 
it for years. Hearst then put the Examiner, 
which has a circulation of 109,000, up for 
sale. Three groups made offers: Mr Reilly; 
Knight-Ridder, a nationwide newspaper 
chain that publishes the Chronicle’s nearest 
regional competitors, the San Jose Mercury 
News, based in Silicon Valley, and the Con- 
tra Costa Times, from across the Bay; and the 
family firm of Ted Fang, editor and publisher 
of the Independent. Mr Fang won, but Mr 
Reilly contends in his suit that the deal is a 
sham, designed to ensure that the Examiner 
will fail in a few years, leaving Hearst and its 
Chronicle with a monopoly. 

Certainly the odds against Mr Fang are 
steep. The Examiner has been in declineever 
since 1965, kept afloat only by the profit- 
share it takes from a joint-operating agree- 
ment made that year with the Chronicle, un- 
der which the two papers have shared pro- 
duction and advertising but remained 
editorially independent. That agreement 
will end in August, when Mr Fang takes over 
the Examiner's name, its subscription list 
and a subsidy of around $66m that Hearst 
will pay out over three years. All the Exam- 
mer’s 200 journalists will be absorbed by the 
Chronicle, as Mr Fang intends to hire a com- 
pletely new, non-unionised staff to produce 
the paper; and he has no interest in the pa- 
per’s presses or buildings, reckoning he can 
make cheaper arrangements himself. 

Mr Fang lacks the deep pockets and the 
scale of Knight-Ridder. But he has made a 
profitable business out of the Independent, 
which was given to him as a 24th birthday 
present by his father, an immigrant from 
China who had builta printing business and 
set up AsianWeek, a national tabloid. 

Not the least of his skills is his ability to 
cultivate politicians, partly through boister- 
ously partisan reporting. Those on the rough 
end of that reporting (who included Mr 
Reilly) think Mr Fang did much tocontribute 
to Mayor Willie Brown’s victory in 1995 and 
his re-election last year. According to Mr 
Reilly, Mr Fang’s political connections also 
played a part in the success of his bid for the 
Examiner. Still, Mr Fang does have more ex- 
perience of running newspapers than Mr 
Reilly, whose most famous newsroom mo- 
ment came when he broke his ankle in a 
scuffle with the editor of the Examiner after 
he had visited the paper to complain about 
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A Hearst in the making? 


its coverage of his political activities. 

Mr Reilly may not succeed in making his 
economic case against the resourceful Mr 
Fang, but he has already done considerable 
damage to the reputation of the Hearst Cor- 





UNITED STATES 


poration. In court on May 1st, Tim White, the 
Examiner's publisher, described a lunch last 
year with Mr Brown at which he offered to 
relax the Examiner's attacks on the mayor if 
Mr Brown would support Hearst's plan. That 
admission prompted a rapid suspension for 
Mr White (who later denied the story, saying 
he had been tired and confused), and much 
anguish, voiced in a high-minded editorial, 


in the Examiner’s newsroom. 


Even if the Examiner were eventually to 
fail, however, San Franciscans would not be 
likely to be left at the mercy of the Hearst-run 
Chronicle. Sensing an opportunity, the San 
Jose Mercury News, which is already widely 
read for its technology coverage by the 
dotcommers who live in the city, has 
launched a grab for readers who may be 
shaken by what the trial is revealing about 
the management of the city’s papers. It has 
dropped its price from 35 cents to 25 cents 
and is beefing up its San Francisco bureau. Its 
price cut has prompted the Contra Costa 
Times to halve its own price to 25 cents, and 
on May 8th the Chronicle did so too. It’s an ill 


wind that blows no readers any good. 
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Under their skin 
NEW YORK AND LITTLE ROCK 
HE can’t win. In New York, Hillary hoping to raise money for her New York 

Clinton is widely seen as an Arkansas race. She had not been to Little Rock for 
carpetbagger, and is hated forit.InArkan- two years. Now, dressed just like a chic 
sas, however, she is seen as a New Yorker, New Yorker in a luminous aqua trouser 
and is hated for that just as keenly. suit, with perfectly coiffed hair, Mrs Clin- 

How deep does the hatred go? Much ton told her listeners how fondly she 
deeper than seems reasonable. In New looked back on her days as the Arkansas 
York, retailers report a brisk trade in nine- _ governor’s wife. Some found that hard to 
inch Hillary voodoo dolls that carry the credit. Arkansans always believed that 
invitation to “stick it to her”. Doormats — MrsClinton, who was actually born in Illi- 
bearing her likeness are also selling fast. nois, thought herself too good for a poor 
The latest book attacking her, Peggy Noo- and rural southern state. Yet she is not too 
nan’s “The Case Against Hillary Clinton”, proud to come begging, and she flew back 
sits near the top of the New York Times to New York with more than $100,000. 
bestseller list. A day-long symposium on Is Mrs Clinton to blame for all this bad 
Hillary last month at the American Enter- feeling? In some ways. She still seems un- 
prise Institute began with Christopher sure whether to bea sharp new woman or 
Hitchens, a left-wing journalist, calling a submissive housewife (not since Marga- 
Mrs Clinton a “lachrymose professional ret Thatcher has anybody delivered such 
liar”, and concluded with David Horo- _ brass-knuckled attacks while dressed in a 
witz, a conservative, warning his listeners ruffled blouse). In New York she is un- 
that the first lady is a messianic socialist. doubtedly a carpetbagger, and has pan- 

The spectre of “Senator Clinton”, dered excessively to various sectors of the 
trumpeted through websites such as Hil- electorate. She has some White House 
laryNo.com, has helped Rudy Giuliani, scandals to haunt her. 
her assumed rival, to haul in an unprece- Yet her treatment still seems dispro- 
dented $19m in campaign contributions. portionate. Apparently, political oppor- 
He raised $30,000 of that, audaciously,on _tunists in ruffled blouses are less accept- 
a one-day visit to Little Rock, Arkansas, able to the public than those who wear 
last summer. But it was a canny moveon pinstriped suits. Some anti-Hillary cam- 
his part, since if New York is one pole in paigns carry an undoubted whiff of sex- 
the hate-Hillary axis, Little Rock is un- ism. Aneven larger number, though, seem 
doubtedly the other. to be motivated by a desire to get even 

Last week Hillary was there again, with her husband. 
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Joe Carollo, still crazy 


HEN the mayor of Miami, Joe Carollo, was a budding city 

commissioner in the mid-1980s, he earned the nickname 
“Crazy Joe” for calling the police chief a “two-bit punk” and for 
making the even bigger mistake of feuding with the Cubans’ leg- 
endary political leader, Jorge Mas Canosa, the founder of the Cu- 
ban-American National Foundation. Mr Carollo’s political career 
seemed over when he lost his commission seat in 1987. 

Thirteen years later, “Crazy Joe” has been reborn at theeyeofa 
storm that is engulfing America’s 12th-largest city. In a blistering at- 
tack on the mayor, Carl Hiaasen, a best-selling satirist and Miami 
Herald columnist, reanointed him 
“King of the Crazies”. “Deep down,” 
Mr Hiaasen wrote, “we knew you 
were still the same paranoid fruitcake 
you've always been. We knew it 
wouldn’t take much to unhinge your 
wobbly brainpan and, sure enough, 
the Elian episode did the trick.” 

So while the rest of the country 
heaves a sigh of relief and turns away 
from the whole ghastly Elian Gonzal- 
ez affair, Miami, as a result of it, is now 
experiencing both political upheaval 
over its mayor and its worst period of 
ethnic tension for nearly 20 years. 

Demonstrations and counter-de- 
monstrations disrupt the centre of 
town. Political alliances are being 
turned on their heads. The city’s divi- 
sions flutter even from its car-radio 
aerials. As they drive around, suppor- 
ters of Elian’s Miami relatives fly Cu- 
ban flags, or the star-spangled banner 
upside down. Supporters of Janet 
Reno sport the American flag, the 
Confederate flag, or the flag of the city 
of Miami with a banana painted on it 
{a respected professor at a local uni- 
versity once described Miami as America’s banana republic). 

And at the heart of it all is Mr Carollo. His personal political 
fortunes are a barometer for the broader relations between the 
city’s Cubans on the one hand, and its black and Anglo groups on 
the other. For Mr Carollo is no ordinary minority leader. After los- 
ing his job as city commissioner, Crazy Joe reinvented himself as a 
straight-shooting anti-corruption figure. With the backing of Mi- 
ami’s old Anglophone establishment, Mr Carollo took on the Cu- 
ban-American political machine in Little Havana in 1997 during 
one of Miami’s ugliest mayoral elections. He won, after going to 
court to prove that his Cuban-American rivals had engaged in 
massive electoral fraud. 

With the city deeply divided and its finances undermined by 
years of corruption, Mr Carollo seemed to embody the modernis- 
ing, outward-looking face of younger Cuban-Americans. They ap- 
peared to be moving away from the older generation’s obsession 
with Fidel Castro and to be becoming more like other immigrant 
groups, in which political representation went hand in hand with 
assimilation. Mr Carollo’s political base embodied this process. 
Although Cuban-Americans make up about a third of Miami’s 
population (the largest single group), they are not big enough to 
dominate local government alone. Mr Carollo represented an An- 
glo-Cuban alliance. 

No longer. Throughout the Elian case, he has been playing the 








Cuban-exile card like a master. The mayor has reminded anyone 
who will listen that he, too, came to Miami as an unaccompanied 
six-year-old, In a story dear to Miami Cubans, he was one of the 
14,000 so-called “Pedro Pan kids” who were sent away from the is- 
land after the 1959 revolution by parents who feared they would 
otherwise be taken off for communist indoctrination. 

And in the aftermath of the federal raid on Little Havana, Mr 
Carollo has embarked on a breathtaking attack against his politi- 
cal enemies. First he fired the city manager, Donald Warshaw, the 
grandchild of Russian-Jewish emigrés (the city manager is 
responsible for the day-to-day ad- 
ministration of urban services). The 
next day, the police chief resigned as 
well, after the mayor had accused 
him of disloyalty (he had refused to 
inform the mayor in advance about 
the raid). The two ousted officials— 
neither of them Cuban-American— 
were among the city’s most experi- 
enced administrators, with a com- 
bined 54 years of public service. 

To most people, this behaviour 
was just another example of Cuban- 
American over-reaching. That is cer- 
tainly how Mr Carollo’s rivals see it. 
“People are now just fed up. It’s one 
move of demagoguery after an- 
other,” says the Rev Victor Curry, the 
president of the local chapter of the 
National Association for the Ad- 
vancement of Coloured People 
(NAaAce). A group called Citizens for 
a Better Miami is planning a petition 
to force new elections. Charles Dun- 
dee, a white boat-builder, calls it “a 
collective catharsis of disgust”. And 
Johnny Winton, the lone Anglo on 
the five-member city commission, 
who used to support the mayor, now says that “Carollo has for- 
feited his right to ever hold public office again.” 

Yet there is method in his madness. A new city manager and 
police chief—-both Cuban-American—have been picked without 
much fuss. Mr Carollo has cut the ties that bound him to Miami's 
old Anglo power-brokers. He has re-established the close relations 
he had lost with the Cuban-Americans. They now hold political 
power on their own, without the favour of blacks or whites. 

With luck, this will not have wider consequences. Latino 
groups outside Miami are just as scathing about Mr Carollo and 
the Cubans as any local Anglo or black leader. Still, the story is a 
disturbing one. Miami has the third-biggest concentration of 
Spanish-speakers after New York and Los Angeles. It is the biggest 
American city governed by a member of an immigrant group (not 
only is Mr Carollo Cuban-American, but so is the mayor of the 
wider metropolitan area, Miami-Dade County). And the turmoil 
over Mr Carollo’s actions has revealed deep racial divisions be- 
tween Cubans and non-Cubans that have lain dormant for 
years—and exist in other places. At a time wheri Latinos are im- 
creasing their political influence everywhere and when the next 
mayor of Los Angeles may well tum out to be Hispanic, Miami is a 
worrying example of how ethnic relations can suddenly go wrong 
ina big city. 

And like it or not, for the time being, Crazy Joeis in charge. 
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Hispaniola’s fight for democracy 


SANTO DOMINGO 


The Caribbean’s most populous island is divided between two of Latin 
America’s least solid democracies. Two reports, first from the Dominican 
Republic, where an old autocrat still pulls the strings, and then from Haiti, 
where violence, poverty and chaos threaten a much-postponed vote 


T IS 10pm, but thousands of people are still 

strolling around Santo Domingo’s book 
fair, running into friends and poking 
through jumbled piles of books. Among the 
brightly lit stalls there is one dedicated to a 
single person: Joaquin Balaguer. Though it 
stocks fewer than half of his 53 published 
works, it is doing a brisk trade. 

Yet his prodigious literary output, rang- 
ing from poetry to law to sociology, is not 
what Joaquin Balaguer is best known for. For 
most of the past four decades, he has con- 
trolled the destiny of the Dominican Repub- 
lic, for 24 years as its president. Now he is try- 
ing for an eighth presidential term in the 
election due on May 16th. 

Opinion polls suggest the election will 
be won by Hipolito Mejia, of the centrist Do- 
minican Revolutionary Party, but with less 
than the 50% needed for outright victory. 
Some polls predict that Mr Balaguer will 
come second. If so, he might seek a second- 
round alliance with the ruling Dominican 
Liberation Party—and the voters might just 
make the 92-year-old, tiny, blind, frail, life- 
long bachelor their president again. 
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How on earth could they? Bernardo 
Vega, a historian, calls it “a perfidious case of 
magic realism”. The bookseller at the Bala- 
guer stall has another explanation. She 
reaches up for a copy of “The Legacy of a 
Statesman”, an impressive coffee-table cata- 
logue of roads, bridges, canals, housing es- 
tates, parks, water-treatment plants and 
other projects that Mr Balaguer has overseen 
as president. “He put in all the infrastructure. 
Now the country is ready to get going,” she 
says as she leafs through it. 

Some see him differently, though. The 
latest bestseller in Santo Domingo is not 
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“The Legacy of a Statesman”, nor even Mr 
Balaguer’s latest work, a small treatise enti- 
tled “The English Race”. It is “The Goat's 
Party”, a new historical novel by Mario Var- 
gas Llosa, a Peruvian writer. Its subject is the 
assassination in 1961 of Rafael Trujillo, the 
Dominican Republic's ruthless and long-rul- 
ing dictator. 

“A little man without his own light, like 
the moon, whom Trujillo, a sun, illumi- 
nated,” is how the novel depicts Mr Balaguer. 
He was a close adviser to Trujillo for 31 years; 
his first presidential term (from 1960 to 1962) 
was as the dictator's frontman. Mr Vargas 
Llosa narrates how, after the assassination, 
Mr Balaguer manoeuvred to stay in power to 
oversee the country’s transition to a precari- 
ous democracy. 

Since then his own light has shone much 
more clearly. But his electoral victories have 
often been questionable. In 1994, after 
charges of fraud, he was forced to accept a 
term curtailed to two years. Besides the 
authoritarian streak and his fondness for 
budget-busting public works, Mr Balaguer is 
known for his racism, particularly against il- 
legal immigrants from neighbouring Haiti, 
who number perhaps a tenth of the popula- 
tion. Despite this, and despite getting mark- 
edly more feeble in recent months, he retains 
a loyal following, His support comes mainly 
from older and less-educated Dominicans, 
but also from some young people, “presum- 
ably because they don’t remember the 
bloody days of his 1960s and 1970s regimes,” 
says Mr Vega. 

Moreover, many voters are angry with 
the current government of Leonel Fernan- 
dez, a 46-year-old moderniser. Mr Fernan- 
dez’s record looks impressive. He has curbed 
inflation, which surged under Mr Balaguer’s 
stop-go economic policies and reckless pub- 
lic spending. The economy has grown 
strongly, by 7.3% in 1998 and 8.3% in 1999. 

But growth is largely confined to tou- 
rism, telecoms and construction, which 
boomed after Hurricane Georges in 1998. 
The illegal drug trade is also doing well, as 
Colombian traffickers increasingly use the 
island as a smuggling route to the United 
States. But agriculture, which used to be the 
mainstay of the export economy, is stagnant. 
Most public investment has gone on a few 
big projects in the cities. Though unemploy- 
ment has fallen slightly, and social spending 
has increased, poor Dominicans—espe- 
cially those in the countryside, who were 
also hardest hit by the hurricane—have not 
felt the benefits of growth. 

This has allowed Mr Mejia, a plain-talk- 
ing businessman, to tap popular resentment. 
But if he cannot win outright, then both he 
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and his Liberation Party opponent, Danilo 
Medina, will have to court Mr Balaguer. For 
even if the old man comes third on May 16th, 
knocking him out of the presidential contest, 
the votes he commands will decide who 
wins. The wooing seems to have begun al- 
ready: leaders of the main parties have been 
paying rather a lot of “courtesy visits” to Mr 
Balaguer’s house. 

Thus history looks set to repeat itself. In 
the 1996 election, Mr Balaguer—though he 
did not run that time because of a new law 
forbidding successive terms—gave his 
party’s endorsement in the second round to 
Mr Fernandez. But he then ensured that the 
opposition-dominated Congress blocked 
many of the president's initiatives. What- 
ever the electoral outcome, Mr Balaguer’s 
grip on the Dominican Republic is likely to 
persist—at least, as long as Mr Balaguer does. 

SS —— eS | 


Haiti 
Fear of the vote 


PORT-AU-PRINCE 


CC TO VERYTHING is finished for the Es- 

pace!” shouted the men who drove up 
to Graciamax Jean’s house in a Port-au- 
Prince suburb at 2.30 one morning this 
month, before opening fire at the walls. Mr 
Jean, a parliamentary candidate for the Es- 
pace de Concertation (Space for Concord), a 
coalition of opposition parties, was lucky. 
Another candidate, Claudy Myrthil, was 
kidnapped for 12 days last month and 
beaten, before being freed in return for a pro- 
mise to stop campaigning. He is now hiding. 
And on May 9th, a rural leader of the co- 
alition and his son were murdered. 

In several recent cases of political vio- 
lence, including the attack on Mr Jean’s 
house, the perpetrators have claimed to be 
from the Lavalas Family, the political party 
of Jean-Bertrand Aristide, the predecessor 
and mentor of Haiti’s current president, 
René Préval. Whether or not that is true, vio- 
lence against Lavalas’s opponents has 
mounted, though attacks on its members are 
rare. Since the killing on April 3rd of Jean Léo- 
pold Dominique, Haiti’s leading radio jour- 
nalist, there have been at least 15 politically- 
related murders, most of the victims being 
from the opposition. Many opposition can- 
didates have stopped campaigning. 

The campaigning is supposed to be for 
local and parliamentary elections. These 
have been postponed five times since their 
original date in November 1998. Haiti has 
had no parliament or local officials for 16 
months. The first set of elections—there are 
two—is now scheduled for May zist. If the 
first lot is not held by June 12th, a new parlia- 
ment cannot sit until January. The opposi- 
tion accuses the government, and Lavalas, of 
trying to delay these elections until a presi- 
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N TRYING to build democracy, Latin 

American countries are hindered not 
only by poverty and inequality, but also 
by the weakness of the rule of law—the 
guarantee that citizens and business will 
receive predictable and impartial treat- 
ment from government, judges and other 
institutions. So suggest two reports re- 
leased this week. 

The first is an opinion poll taken be- 
tween January and March in 17 Latin 
American countries by Latinobarometro, 
a group based in Chile. It shows that sup- 
port for democracy in the region remains 
strong: 60% said that democracy was the 
preferred form of government—a similar 
proportion to past polls, despite the reces- 
sion that hit South America in 1998-99. 

But only 37% were content with the 
way their democracy works in practice. 
Satisfaction with democracy is highest in 
Uruguay (69%) and Costa Rica (61%), and 
lowest in Paraguay (12%). Satisfaction is 
low, too, in Brazil (18%): indeed, one Brazil- 
ian in four said authoritarian government 
might be preferable, while 28% were indif- 
ferent. But, despite an economic slump, 
55% of Venezuelans were satisfied with 
their democracy: that seems to reflect con- 
tinuing faith in President Hugo Chavez. 

Most Latin Americans favour a mar- 
ket economy—though 42% of Mexicans 





Yours discontentedly, Latin America 


said they did not. But only 35% now think 
privatisation has been beneficial, down 
from 46% in 1998. Latin Americans also 
have a poor opinion of their institutions, 
and of each other. Only 16% say they trust 
“most people”. Roughly two out of three 
have little or no trust in their politicians, 
parties, congresses, police or judiciaries. 
That finding is reinforced in a new re- 
port by the Inter-American Development 
Bank, called “Development Beyond Eco- 
nomics”. It concludes that Latin America 
ranks above only Africa in terms of the 
rule of law and the prevalence of corrup- 
tion, and compares poorly in the effec- 
tiveness of public administration. These 
institutional flaws account for almost 60% 
of the income gap between Latin America 
and richer countries, reckons the 1ps. 
Another part of the gapis attributable 
to geography: many Latin American 
countries are tropical, prone to natural di- 
sasters, or isolated. Such obvious factors 
have often been overlooked. They can be 
mitigated with the right policies, says the 
IDB: more and better medical and agricul- 
tural research, for instance, giving title 
deeds to property owners, and providing 
weather information. Directing invest- 
ment, both public and private, to over- 
come such obstacles is one of the many 
tasks facing the region's democracies. 








dential vote in December, when Mr Aristide 
will run again. His popularity might boost 
other Lavalas candidates. The government 
says the problems are logistical. 

Certainly, registering 4m-odd voters and 
29,300 candidates is not easy in a country as 
chaotic as Haiti. Nor is it any help that in 
March the United States Senate, prompted 
by Senator Jesse Helms, blocked funds for 
the elections, after Haitian customs officers 
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had seized a shipment of imported rice from 
an American company in Port-au-Prince. 
The Haitian authorities say the firm under- 
declared its shipments; it denies doing so. 
The government's attitude is suspicious, 
or at least unhelpful. It has repeatedly criti- 
cised both the electoral council and its for- 
eign helpers. Micheline Bégin, the director of 
the local office of the International Founda- 
tion for Election Systems, a Washington- 
based group with much experience in Haiti, 
was declared persona non grata this week 
by the government because she had accused 
Mr Préval of being unduly influenced by La- 
valas. She left before she could be kicked out. 
According to a foreign official, the elec- 
toral council is now closer than ever to being 
ready, though it will have trouble training 
ballot-box staff by May 21st. This may be the 
last chance: leading opposition parties have 
said they may withdraw altogether if voting 
is not held by then. Yet even if the election is 
held, it will not look credible, especially to 
Haitians. Few may vote. In the last elections, 
in 1997, a turnout of less than 5% set off the 
disputes that led to the current mess. Foreign 
pressure on Haiti to hold a ballot soon is in- 
creasing. But a dubious election could be just 
as bad as no election at all. 
s 
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Quebec bores 
on regardless 


MONTREAL 


OR 30 years, the issue of Quebec’s seces- 

sion has dominated Canadian politics. To 
say that the country is sick of it is an under- 
statement. Even in Quebec, the question has 
outlasted its welcome. That is why, shortly 
after the last referendum on “sovereignty” in 
1995, the province’s premier, Lucien Bou- 
chard, put the subject aside, promising in- 
stead good government—even though he is 
the leader of the Parti Québécois, the seces- 
sionists’ political vehicle, and even though 
his yes forces had just come within a per- 
centage point, 50,000 votes, of achieving 
theirdream. 

But even good government has a shelf- 
life, it seems. With the province’s budget def- 
icit transformed into a surplus, unemploy- 
ment figures declining, and the word “re- 
naissance” again being heard around 


Montreal, Mr Bouchard told 
his party's convention last 
weekend that secession 
would once more be at the top 
of his government’s agenda. 
“Our objective and our obses- 
sion is the sovereignty of Que- 
bec as soon as possible,” said 
Mr Bouchard. 

The premier did not offer 
a timetable, still less a date, for 
another, third, referendum; it 
all depends, he said, “on our 
effectiveness in convincing 
Quebeckers”. Indeed, he left 
the convention with more 
wiggle-room than he had go- 
ing in. The party’s hardliners 
have always been in awe of 
Mr Bouchard’s charisma and 
rhetorical skill, but suspicious of his devo- 
tion to the cause. It was thought that he might 
have to offer them something more concrete 
than a vague pledge. 

The party is still seething over the Clarity 
Act, approved by the federal parliament in 
April. This says that Quebec, or any other 
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BUENOS AIRES 


ERNANDO DE LA RUA, Argentina’s 

president, had declared it an impor- 
tant early test of public backing for his 
government, which took office in Decem- 
ber. If that is what it was, the Buenos Aires 
city council election on May 7th gave a ver- 
dict of qualified approval. 

Anibal Ibarra, the mayoral candidate 
of Mr de la Rua’s Alliance, won 49.4% of 
the vote. His main opponent, Domingo 
Cavallo, a successful economy minister 
under ex-President Carlos Menem, got 
33.1%. Mr Cavallo at first insisted on the 
formality of a run-off to which this result 
entitled him. On May 9th, common sense 
returned. Mr Cavallo withdrew, apologis- 
ing for having called the Alliance “cheats” 
and “liars”. Such election-night histrionics 
reflected frustration at a result that may 
mark the end of Mr Cavallo’s hopes of be- 
coming president in 2003. 

Mr Ibarra’s victory, after a campaign 
that had started shakily, helps to restore 
the morale of Frepaso, the Alliance’s ju- 
nior and more leftist component, to 
which he belongs. It has been battered by 
the poor performance as social-welfare 
minister of Graciela Fernandez Meijide, 
one of its leaders, and by the accusations 
of corruption that have been levelled 
against her. Some Frepaso people are also 
unhappy about the government's strin- 
gent economic policies, and about its deci- 
sion to cast Argentina’s vote at a UN meet- 





Anibal conquers Cavallo 


ing last month incondemnation of Cuba’s 
human-rights record. 

But, for Mr de la Rua, the election car- 
ried a small warning. The mayor governs 
the capital, the middle-class inner core of 
Buenos Aires. It is natural Alliance terri- 
tory. But the Alliance lost its overall major- 
ity on the city council. Though it remains 
the largest group, its vote was 5% lower 
than in the presidential election last Octo- 
ber. And though Mr de la Rua is still Ar- 
gentina’s most popular politician, his rat- 
ing has fallen ten points since January. 

For that, blame the economy. Officials 
say that recovery is under way, after a 
drop of 3%in Gpr last year. But Argentines 
are unconvinced, not least because of 
budget-balancing tax rises earlier this 
year. Other measures have had similarly 
mixed results. 

Last month, the government per- 
suaded the opposition-dominated Senate 
to approve a slightly watered-down ver- 
sion of its labour-reform bill. Unam- 
bitious though this measure is, it has car- 
ried a political cost. It prompted protests, 
and the first serious strike against the gov- 
ernment, led by transport workers, on 
May sth. Some Frepaso supporters 
showed their discontent by voting for left- 
wing parties, whose share of the vote dou- 
bled to over 10%. But that was not enough 
to stop Mr Ibarra, nor to turn the election 
into a failure for Mr dela Rua. 








province, could secede from Canada only if 
a“clear” majority voted yes toa “clear” ques- 
tion (neither is defined). But the Quebec gov- 
ernment’s efforts to whip up popular prot- 
ests against the act have got nowhere. 

Neither does a fresh referendum look 
easy. No matter how satisfied Quebeckers 
are with Mr Bouchard and his government, 
support for secession obstinately refuses to 
go beyond 45% in the opinion polls, and 
sometimes dips much lower. And only a 
fraction of that number say they want an- 
other vote on the question. 

Mr Bouchard hopes to enthuse them by 
holding an “estates-general” on language, 
the issue on which support for secession has 
always hung. In 1977, the first Parti Québécois 
government passed some of the world’s 
strictest language laws. These severely limit 
anything except French on signs, in work- 
places and in education. It worked: no longer 
is there serious concern that French will dis- 
appear from North America. But as French- 
speakers move to the suburbs, and immi- 
grants settle in central Montreal, there are 
still fears that French could become a minor- 
ity tongue in Quebec’s largest city. The “es- 
tates-general”, to be held in the autumn, is 
supposed to deal with these worries—and 
perhaps to promote the idea that secession 
provides the only guarantee that French will 
flourish for ever. 

But nationalist fervour in Quebec has al- 
ways resisted such efforts at boosting by its 
advocates. It is aroused, rather, by provoca- 
tion from its real or imagined foes. If the 
prime minister, Jean Chrétien, the begetter 
of the Clarity Act and Quebec’s least-favour- 
ite son, really intends to stay on as leader of 
the federal Liberals, as he insists he does, that 
will help Mr Bouchard. So, too, might success 
for the Canadian Alliance,a new broader, re- 
placement for the conservative Reform 
Party, many of whose leaders want Quebec 
to stop whingeing, or get out of Canada. It 
would be ironic indeed if they ended up 
helping Mr Bouchard to achieve his aim. 


— -_ 
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Sierra Leone’s agony 


Who can, or will, save the country from its savage rebels? 


HE panic in Freetown when rebels are 

reported to be approaching is under- 
standable. The Revolutionary United Front 
(rur) is barbaric, murdering supposed ene- 
mies and cutting off hands and feet at ran- 
dom. Twice its fighters have got into Sierra 
Leone's capital, and twice they have been 
driven out. The last time, in January 1999, 
they butchered some 6,000 people before 
they were repulsed. The report last weekend 
that they were almost at the edge of Free- 
town was incorrect. But they are on the 
move: this week, they took Masiaka, 60km 
(less than 40 miles) east of the capital, chas- 
ing away 400 UN peacekeepers. With British 
help, the defence of the capital is being 
strengthened. But hundreds of rur fighters, 
based in neighbouring Liberia, are now re- 
ported to be re-entering Sierra Leone. 

The un force, sent in to keep the peace 
that was agreed upon at Lomé last year but 
which is now non-existent, is in dreadful 
trouble. The nur has even captured 500 of its 
peacekeepers, mostly Zambians. Sierra Le- 
one is turning out to be as big a blow to uN 
peacekeeping as were Somalia, Rwanda and 
Srebrenica. Canada has agreed to ferry in 
more soldiers from India and Bangladesh. 
But the force’s mandate was to support a 
peace agreement. Now it needs a mandate to 
enforce peace and, above all, the troops to 
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make such enforcement feasible. 

This mess was predictable. Foday San- 
koh, the rur’s leader, is untrustworthy and 
brutal. Before the peace agreement, he had 
been arrested by the Nigerian-led force 
fighting for the Sierra Leonean government, 
handed over to the government, tried and 
sentenced to death. But he was then released 
to sign the Lomé peace accord. 

This half-baked deal, forced on all par- 
ties by the Americans, put the elected gov- 
ernment and the terrorists on the same foot- 
ing. It brought Mr Sankoh into government 
with the status of vice-president, giving him 
immunity from prosecution for war crimes. 
But he mistrusted the deal. He sent only a few 
fighters to the disarmament camps; in par- 
ticular, he did not disarm his men in the east- 
ern diamond area from which the ruF reaps 
some $60m a year. When the Nigerian-led 
force passed its mantle to the UN troops at 
the end of April, the rur quickly challenged 
the new peacekeepers, and began its ad- 
vance towards Freetown. 

On May 8th, people in Freetown organ- 
ised a “peace march” on Mr Sankoh’s house 
in the capital. The demonstrators included 
many of the rebels’ mutilated victims. When 
they reached his house, Mr Sankoh’s guards 
opened fire, killing eight people. Shortly af- 
terwards, Mr Sankoh disappeared, appar- 





ently to join his fighters in the bush. 

Britain had already announced that it 
was sending a force of paratroopers toevacu- 
ate its citizens, This sent shock waves 
through Freetown. Britain, the former colo- 
nial power, has also been Sierra Leone’s clos- 
est ally in recent years. “If the British leave, 
we know we will be thrown to the wolves,” 
said one local resident. The British govern- 
ment was ambiguous about its intentions. It 
was silent when Kofi Annan, the un’s secre- 
tary-general, asked for an international 
“rapid-reaction force” to give his peacekeep- 
ers punch. But by May uth it had emerged 
that the Britons would almost certainly stay 
on, at least to help the un defend Freetown. 

The Nigerians, meanwhile, were consid- 
ering sending two extra battalions of troops 
back to Sierra Leone. The Americans argued 
that these soldiers could operate outside the 
mandate of the un. Others, including the uN 
itself, wanted them under un control. The 
Nigerians insisted, above all, on any new 
force being internationally financed. 

Sierra Leone’s government, still led by 
President Ahmed Tejan Kabbah, is incap- 
able of protecting its citizens, or even provid- 
ing a focal point of resistence to the rur. The 
country’s best hope of salvation may lie, 
ironically, with Major Johnny-Paul Koroma, 
who took power after the coup that over- 
threw Mr Kabbah in 1997. At that time, he in- 
vited Mr Sankoh and the rur to join him in 
government, and rearmed them. The follow- 
ing year, the Nigerian-led force drove both 
Mr Koroma and the rur out of Freetown. 
Later, Mr Koroma re-emerged, saying that he 
deeply regretted his alliance with the RUF. 

Now a born-again democrat, he is chair- 
man of the National Reconciliation Com- 
mission and supports Mr Kabbah’s govern- 
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ment. In recent days, he has sprung into 
action, summoning his former soldiers, 
knownas the West Side Jungle Boys. The cur- 
rent Sierra Leonean army, such as it is, plus 
some local militias, have also rallied to Mr 
Koroma’s call. 

Mr Koroma’s followers can be almost as 
brutal as the rur. When they started beating 
up suspected rebels, Mr Koroma put on his 
uniform and shot dead two of his own men, 
to instil discipline. For the moment he looks 
like the only Sierra Leonean capable of taking 
a stand against the ruFr. But many suspect 
that, should he be successful, he might again 
decide to seize power for himself. 
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Making a bad 
cop good 


LAGOS 


NE of the policemen escorting a senior 
official through Lagos shot at a car that 
came too close to the convoy. He missed the 
car but hit a young woman walking on the 
other side of the road, killing her instantly. 
The same day, May sth, five people died 
when a lorry ran into four buses held up ata 
toll-booth by policemen demanding a 20 
naira ($0.20) bribe from each driver. Youths 
set a police car on fire and a riot ensued. 
Nigeria has been rocked by outbursts of 
violence since it returned to civilian rule a 
year ago this month. More than 100 people 
died in ethnic clashes in Lagos in November; 
and probably more than 1,000 in religious 
riots in the northern city of Kaduna in Febru- 
ary. This month, 25 died when fighting broke 
out between two towns in 


ness is one of the things that most puts off in- 
vestors. So, earlier this year, President Oluse- 
gun Obasanjo ordered David Jemibewon, 
the police minister and a retired major-gen- 
eral, to recruit 40,000 new policemen a year 
for the next three years. But this, say foreign 
advisers called in to help with reform, may 
prove counter-productive. Since Nigeria 
does not have the facilities to train that num- 
ber of recruits, it risks putting 120,000 ill- 
trained but armed and uniformed men on 
the streets. Policemen, says Clement Nwan- 
kwo, the head ofa human-rights group, need 
to be trained in rules of evidence, handling 
suspects and much else besides. 

Mr Jemibewon seems to agree: speaking 
to journalists recently, he appeared to criti- 
cise not just the quantity but the quality of 
policing. But this drew an immediate rebuke 
from the police inspector-general, Musliu 
Smith, who stormed that “there is nothing 
wrong with the police in Nigeria apart from 
their numbers.” According to one of the for- 
eign experts, Mr Jemibewon and Mr Smith 
disagree fundamentally. Mr Smith, who is a 
former intelligence officer, wants bigger 
numbers first and foremost, but he also 
wants to boost the force’s capacity for politi- 
cal intelligence work. He is said to be far less 
keen on community policing and retraining 
in human-rights issues. 

Mr Jemibewon insisted this week that 
police reform was going ahead. “We have in- 
creased police strength in Lagos and Abuja. 
The ministry is introducing procedures to re- 
ward good cops and punish the bad ones,” 
he said. But such procedures are checked by 
the police commissioners, and they are men 
appointed by the anti-reform Mr Smith. So 
long as the people in charge of the police are 
speaking with two voices, true reform re- 
mains improbable. 





the south-west. On top of 
this, the crime rate is high, 
and rising. 

Confronting all this 
unrest is a police force that 
senior officers admit is de- 
moralised, under-strength, 
under-equipped and un- 
der-paid. Ask Nigerians, 
and they will add that it is 
corrupt, incompetent and 
brutal. The 135,000-strong 
force has an appalling re- 
cord of arresting innocent 
people in order to extort 
money from them, while 
leaving known criminals to 
go free in return for a part 
of their criminal earnings. 
With a population of over 
120m, only 45,000 Nigeri- 
ans are in prison. Crime 
clear-up rates are low, and 
forensic facilities a joke. 

The general lawless- 


Not bobbies on bicycles, yet 





Angola 


A third force 


LUANDA 


OR the past 25 years, Angolans have ł 

trapped between the rock of the u! 
rebel movement and the hard place ol 
ruling mrLA. In their battle for power, t 
two parties have reduced their count: 
rubble and their countrymen to penur 
the same time, they have both ensured 
no plausible alternatives can emerge. 

In rebel territory, anyone who doe: 
support uNITA is killed. The MPLA pn 
less direct methods. Most potential o] 
nents—politicians, trade unionists or j 
nalists—are bought off. Those who resis 
silenced with blackmail, threats and 
lence. A unit in the presidency, the Psy 
logical Action Office, takes care of this. 

Yet the mp-a likes to insist that Angc 
a democracy. At the beginning of this \ 
President Jose Eduardo dos Santos, who 
elected back in 1992, decided that the 
was ripe to strengthen the tenuous le 
macy of his government. He announced 
elections would be held during 2001. 

On paper, Angola has about 150 s 
opposition parties. But, of these, perhar 
are genuine. The remainder are fr 
created and financed by the meta to 
mote the myth of democracy. Whereas 
fake parties have easy access to money 
genuine ones are all broke. 

But the promise of elections seerr 
have galvanised thesincerer members ol 
splintered opposition, driving home 
thought that the only hope lies in wor 
together. Ata recent meeting, 17 of the pa 
formed a new United Front for Cha 
which has pledged itself to work for the 
ation of a strong, credible opposition, an 
to the war, and the creation of condition 
holding free and fair elections. 

This week, the Front for Change dres 
a planofaction forthe next four months 
plan, which is both imaginative and real 
relies on mobilising ordinary Angolar 
come out for peace and political freec 
The hope is that all those seeking chan 
including the independent media, 
churches and other civil groups—will 
forces behind the front’s banner. 

In a related development, and als 
the first time, all of Angola’s churches | 
formed a joint body to campaign for p 
and national reconciliation. Combined 
churches have a larger base of support ' 
any other organisation in the country. 7 
are due, next week, to draw up their 
plan of action, which could intersect 
that of the Front for Change. Could A 
lans at last be taking their fate into their 
hands, sending a message to both the re 
and the government that enough is enot 
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Look around you. Isat this a good 


lime for hostile takeover protection? 


In today’s hostile business environment, ignoring 
he possibility of a takeover bid means your 
‘company may be less prepared to challenge one 
uccessfully. There are steps you can take 

iow — before a hostile bid is made—which can 
mprove your chances of surviving one. Talk to 


.P. Morgan. Our dedicated team of M&A 





Inhibitions. 
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It won't work. It doesn't make 
sense. It can't be done. Do it 

this way. No. That way. Stop. 
Imagine a different way. 

Zurich Financial Services Group. 
With 68,000 employees. In more 
than 60 countries. And over 

a century of experience. Offering 
risk management solutions 

that go beyond the traditional. 
To the unexpected. Helping 

you achieve your financial goals 
with the right investment 
opportunities. Now’s the time. 


Explore new waters. 


@ 


ZURICH 


FINANCIAL SERVICES 


Your aspirations. Our passion. 


www.zurich.com 
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Oreams made real. 


Data 
jams. Internet interruptions. Drops. Crashes 
Seems like it’s always rush hour out there 
But with Agilent systems and technologies 
the world’s major communications networks 
move faster, handle more, avoid trouble and 


merge effortlessly. Happy motoring. 


T 


Agilent Technologies 
Innovating the HP Way 


Agilent Technologies is a new company 
comprised of the former Hewlett-Packard 
test and measurement, chemical analysis, 
semiconductor components and medical 
products businesses. www.agilent.com 





Israel 







JERUSALEM, 


How to reconcile the search for peace with a squabbling coalition 


; AC niggardly with supporting 
< LX evidence, Ehud Barak insists that the Is- 
-taeli-Palestinian negotiations are approach- 

- ing their critical phase. He is therefore urging 

sparate partners in his own “peace co- 

to set aside their disputes for the 
ecision-making soon tocome. 

One year after his election victory, Is- 

< rael’s prime minister could do with the so- 

face of cabinet solidarity. The negotiation 
_ with Syria, the central plank of his peace pol- 

“icy, has now collapsed. The withdrawal 
from south Lebanon, his popular election 
promise, is proving bloody and messy to 
carry out. Though he has carried his feuding 
ministers with him through the setbacks on 
both those two fronts, he is finding it hard to 
keep them in place to face the Palestinians. 

Threats from the right flank of the cabi- 
net had been expected as the government 
proceeds, albeit parsimoniously, to cede 
slices of the West Bank to the Palestinian Au- 
thority. But the main split in the cabinet is 
only indirectly to do with the Palestinians. It 
comes from the doveish Meretz party’s 
threat to secede from the government in a 
quarrel over funds for ultra-Orthodox 
schools. Yossi Sarid, the leader of the party 
and minister of education, sobbed on cam- 
era on May 3rd when mayors from around 
the country appealed to him to stay on. 
“What is my message to the children? That 
there are no limits, no principles?” 

The principle he seeks to uphold is that 
the schools run by the Shas party, another 
coalition partner, cannot get more money 
from his ministry unless they institute rigor- 
ous administrative reforms. But since Shas 
has 17 seats to Meretz’s ten in the 120-seat 
Knesset, Mr Barak has resolved to pay out 
what Shas demands, and if Mr Sarid and his 
party walk, so be it. In any event, he calcu- 
lates, Meretz would presumably support a 
peace agreement with the Palestinians, ifone 
were put to the test of the Knesset. 

Mr Barak’s resolve comes with strings at- 
tached. He wants a forthright and irrevoc- 
able commitment from the rabbi who leads 
Shas to support him throughout the Palestin- 
ian negotiations. To tie Shas in, Mr Barak is 
demanding its approval of his offer to trans- 
fer Abu Dis, a suburb just outside Jerusalem, 
from partial to full Palestinian control. 

The offer, though not much by itself, 
goes to the heart of the Israeli political divide. 
And sure enough, the National Religious 
Party (NRP), Mr Barak’s most hardline co- 
alition partner, has announced that it will 
leave the government the moment Abu Dis 

» is transferred. Mr Barak tried this week to 
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Barak's bickering brood 


persuade the nrp that surrendering 
Abu Dis would strengthen Israel’s pros- 
pects of holding on to all of East Jerusa- 
lem in an eventual peace agreement. 
But this made no impact on the nre. Mr 
Barak is now fighting to prevent the dis- 
affection spreading to another of his 
motley coalition partners, the Russian 
immigrant party, Yisrael B’Aliyah. 

The Palestinians, for their part, 
have responded with scorn: they still insist 
on East Jerusalem as their capital, though 
they are building a parliament in Abu Dis. 
Yet negotiations on the borders of a putative 
Palestinian state drag on. Last week, for the 
first time, the Israeli side submitted a map. 
Since this showed a withdrawal from only 
65% of the West Bank, the Palestinians ig- 
nored it. A meeting between Mr Barak and 
Yasser Arafat in Ramallah on May 7th also 
produced no breakthrough, according to the 
Israeli and Palestinian press. However, when 
Le Monde, a French newspaper, reported on 








May 9th that the two leaders had in fact ad- 







vanced rather far, and were discussing Is- 
rael’s withdrawal from 80-90% of the terri- 
tory, the denial from Mr Barak’s office 
seemed less than categorical. The report was. 
unfounded, an official said, but interesting: 
Another indication that something may. 
be afoot came from Mr Sarid this week. He 
had submitted the question of school fin- 
ancing to the attorney-general, he said. If it 
was ruled legally acceptable—which he very 
much doubted—he might reconsider his po- 
sition and stayin the government after all. 








CAIRO 


HOUSANDS of Egyptian students 
rioted this week over a novel they 
| claim to be blasphemous. The two days of 
unrest at Cairo’s Al-Azhar University, 
| quelled by police tear-gas and rubber bul- 
lets, were the worst student protests Egypt 
has seen for a decade. 

| The riots were part of a campaign 
| against the government's cultural policies, 
| 





which Islamists condemn as secularist. 
Anger had been caused by the inclusion 
of a book called “A Banquet of Seaweed” 
by a Syrian novelist, Haidar Haidar, in a 
series of great works of modern Arabic lit- 
erature sponsored by Egypt’s Ministry of 
Culture. Bowing to pressure, the ministry 
has agreed, at least temporarily, to with- 
draw the book from circulation. 

| The novel won much critical acclaim 
when it was first published in 1983, and 
| has long been available in Egypt. But Is- 
| lamist newspapers exploited its reprint- 
ing to fan righteous indignation. The most 
strident criticism came from a weekly, Al 
Shaab. Some columnists even called for 
the Islamic penalty for apostasy 
death—to be imposed on the book’s au- 
thor and publishers. Citing passages out 
of context, a journalist claimed that the 
ee had described God as a failed art- 





| Islamists find another book to hate 


ist and treated the Koran asrubbish. 

For his part, Mr Haidardenies any in- 
tention of inciting people against Islam. 
“The war these powers of darkness are 
waging is not against me or my novel,” he 
said from his home in Syria. “It is against 
enlightenment and creation.” Many Egyp- 
tian intellectuals agree. Most of their anger 
is directed at what they see as the ob- 
scurantism and terror tactics of the Islam- 
ists, but some is saved for'a government 
that yields to these tactics. 

A Cairo writer put it this way: “If the 
government would take a stand just once, 
it would help to settle the matter. Freedom 
of speech cannot be conditional.” The 
government is unlikely to oblige. Mr Hai- 
dar’s novel joins a long list of books— 
including works by Egypt's Nobel laure- 
ate, Naguib. Mahfouz, and an award-win- 
ning Moroccan novelist, Mohamed 
Shukri--which have been quietly 
stripped from Cairo’s shelves. 

Such measures are in marked contrast | 
to the government's anti-Islamist political 
line. Although it is expected, as usual, to 
exclude Islamist politicians from the par- 
liamentary elections due in November, it 
may have decided that wisdom liesin pla- 
cating their followers in other ways. 
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Commerzbank’s 
international banking and finance 
= | capabilities in perspective 


Are you really up to speed 


for global change? 
Call in the experts from Commerzbank. 


To help meet the growing necessity for quick but 
smooth transitions to the new complexities of the market- 
place in Europe and around the world, you can rely on the 
highly flexible, integrated approach of Commerzbank. 


Whether your requirements call for commercial bank- 
ing transactions or investment banking know-how, 
Commerzbank — one of Europe’s large universal banks 


EXCELLENCE IN RESEARCH 


with total assets of over € 400bn — has the experience, 
capacity and global reach to provide a rapid response. 
Wherever you need it: about 70 outlets in 45 countries. 


To get up to speed for worldwide change, call in the 
Commerzbank experts nearest you. Commerzbank — 
a premier European universal bank with a global sales 
network. 


An integral part of Commerzbank’s international experience built up over 130 years is the excellence 
of the Group's research. Both the quality and scope of our research is recognized by policy makers, the business and financial community 


and the press around the world. For more information about Commerzbank's broad research capabilites, just contact us in Frankfurt 
(volkswirtschaft@commerzbank.com), London (comsec@commerzbankib.com), New York (cbmailbox@cbkna.com), Singapore (Fax +65 225 39 43), 





or Tokyo (cbkjapan@gol.com). Or visit our website: www.commerzbank.com 
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EUROPE 





Knocking on the Union’s door 


WARSAW 


The dozen or so countries trying to join the EU want deadlines both for ending 
“negotiations and for getting into the club. Soon they will have to get them 


HE end-game of enlargement is under 
‘A way. The European Union is sparring se- 
riously now with countries negotiating to 
join it, on the last and most difficult matters: 
farm subsidies, the free movement of lab- 
our, and environmental policy. Soon it will 
have to start yielding up timetables, albeit 
ones that could still be altered, for ending the 
negotiations and even for letting in the first 
applicants. 

Within the European Commission, the 
Union’s executive arm, which manages the 
negotiations on behalf of the 15 countries al- 
ready in the club, the official talk is still of 
“road maps” for accession rather than target 
dates. But, unofficially, the talk of dates is 
taking over. 

Three options are being canvassed for 
action this year. One would be to offer target 
dates for the admission of specific countries. 
This is unlikely to happen. France, for one, 
thinks it premature, and France has a big say, 
because it holds the Union’s presidency in 
the second half of this year, following on 
from Portugal. 

A softer option would be to 
publish a date at which the £u 
would promise admission to 
any country that had met 
all the stated criteria for 









well be offered in December, or perhaps 
when the commission publishes its annual 
country-by-country progress reports in the 
autumn. 

At least six countries will be hoping for a 
date within 2001, and the sooner the better. 
They are Cyprus, Estonia and Hungary, gen- 
erally reckoned the best prepared of the 
bunch, together with the Czech Republic, 
Poland and Slovenia. All began detailed neg- 
otiations in 1998. Another six countries be- 
gan detailed negotiations in February this 
year. Of these, Latvia, Malta and Slovakia are 
fast closing in on the leaders, Lithuania is 
moving a litte more slowly, while Bulgaria 
and Romania are lagging well behind. An- 
other applicant, Turkey, has yet to embark 
on detailed negotiations. 

The progress reports this year will be 
specific and systematic in assessing where 
the candidates fall short of £u standards. The 
commission wants them to see why it can- 
not be more forthcoming in setting dates for 
them to join. It wants each coun- 

try to have a clear, final, public 
checklist of what still 
needs to be done. The ac- 
cession dates may 





joining, As yet, the eu 
promises only to be 
“ready” to admit new 


members from the start of 
2003, but not necessarily 
“willing”. Yet this option, 
too, will probably find too 
litle support among eu 
governments. And it 
would certainly lead to fu- 
rious arguments with can- 
didate countries about 
whether they are indeed 
“ready” or not. 

The third and easiest 
option would be to an- Z 
nounce dates at which the (J 
commission expected = 
merely to conclude its ne- 
< gotiations with particular 
- countries. These dates may 
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, making the institutions work even worse 







































come only when talks with each’ country 
end, and tentatively even then. It is now a 
more or less open secret th 






bers are thinking in terms of 2005 : 
first intake. The commission seems happy 5 
enough for that outcome. 


The main grumbler ovet timing is Po- 
land, which continues to insist on its fitness 
to join at the start of 2003. But it has the dis- ~; 
traction of a general election next year, 
which may well see Poles move to the left 
and vote in anew government that might be 
in-less of a hurry. Hungary also argues for 
joining in 2003. Unlike Poland, it has a strong 
chance of meeting all the ev’s entry criteria 
by then. But it seems ready to accept that a. 
two- or three-year slippage beyond thatdate’ 
would not, in the end, change the nature or 
the desirability of the bargain. 

The fear now is of any fresh disruption 
that might push the date of the first new en- 
try back even beyond 2005-06. That would 
undoubtedly spark a crisis of confidence 
among the applicants. But both the commis- 
sion and the tu's biggest countries seem to 
think the line can be held. 


Bicker, bumble, dawdle 
It is possible, however, that governments of 
countries already in the club may fail to 
agree on the institutional reforms needed for 
enlargement. These include new rules to 
limit the size of the commission and extend- 
ing the listofissues where unanimity among. . 
all ev members should no longer be re-. 
quired, A constitutional conference to nail- 
down new institutional rules governing” 
such matters is due to end in December, 
France will be in charge of it and has the dip- 
lomatic clout to get the job:done. The greater 
risk may be that the need for speed might 
produce a clutch of inadequate reforms, so 


than they do now when enlargement does 
take place. 
A related question is whether Austria, 
angered by the other eu countries’ boycott 
of its new right-wing government, 
will use its veto to block all busi- 
ness, including enlargement. 
Other countries bet thatit 
will not dare, or thata deal 
will be done toend therow. 
As for the talks over the 
newcomers’ entry, the — 
commission seems to see 
no insuperable problems, 
Farmers in the countries _ 
wanting to get in will in- 
deed get some aid pay- 
ments under the common 
agricultural policy, but 
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EUROPE 





GENEVA 


HE countries of Eastern Europe may be 

queuing up to join the European Un- 
ion. Not so Switzerland. Even if its voters 
approve a bundle of economic agreements 
with the eu in a referendum on May 2ist, 
the government will stay cautious. 

The seven accords, ratified by parlia- 
ment last year, cover such matters as air 
and road transport, some farm products, 
| and the free movement of labour. They 
would give Swiss citizens and companies 
broad freedom throughout the £u, 
but are less generous the other way. 
But they face strong opposition 
from those who suspect they are a 
step toward full eu membership. 

For at least a decade, the Swiss 
cabinet, known as the Federal 
Council, has said it would like 
membership one day. So, broadly, 
would the French-speaking re- 
gions, and most city-dwellers. But 
German-speakers and country 
people tend to be hostile, in par- 
ticular those in the heartland can- 
tons such as Uri and Schwyz, im- 
bued with the spirit of self-reliance 
and suspicion of outsiders tradi- 


Switzerland toys with Europe 


for the half-hearted support of the right- 
wing nationalists of the Swiss People’s 
Party, the country’s second-largest, which 
is fiercely opposed to joining any outside 
organisation, be it the eu or the United Na- 
tions. The party’s driving force is the coun- 
try’s most outspoken populist, Christoph 
Blocher, often accused of xenophobia. 

It was he who led the opposition in a 
1992 referendum on a proposal, backed by 
parliament and Federal Council alike, that 








tional in Alpine valleys. And, 


carry weight, because Eu member- 

ship would have to survive a referendum 
with a majority not just of all the voters but 
of the 26 cantons. 

This month’s—non-mandatory—tef- 
erendum on the economic accords sets an 
easier target, a majority of the voters alone. 
The four main political parties emphati- 
cally deny that the deal up for approval is a 
stepping-stone to EU membership. Their 
promise is the price they have had to pay 





though thinly populated, these Blocher, happy in his Alpine isolation 


Switzerland should join the European 
Economic Area. This is an antechamber to 
the eu for countries wanting to sample its 
economic benefits without the political 
strings. But critics warned the voters that 
they would surrender their unique ref- 
erendum powers, and eventually the 
country’s neutrality, to a bunch of foreign- 
ers, and the proposal was voted down. 

The Swiss can accept new surround- 





much less, at first, than their counterparts in 
Western (in fact, mainly southern) Europe. 
For quite a time—ten years, perhaps—the 
freemovement of labour from the candidate 
countries into Western Europe will be re- 
stricted, but probably in a more flexible way 
once the Austrians and Germans become 
less nervous of their new neighbours. For in- 
stance, people from certain professions or 
those going from and to particular regions on 
either side of the old east-west border may 
be able tomove around more freely. 

Indeed, the management of German 
public opinion may be the most delicate 
piece of the whole operation. For the mo- 
ment, enlargement looks safe. But a last-mi- 
nute fit of German jitters could still wreck 
the project—and do horrible damage to the 
Eu in the process. 
== = = = 
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ings when their politicians and business- 
men lead the way. Switzerland was a 
founding member of the now fading Euro- 
pean Free-Trade Association, set up to link 
countries unwilling to join the original 
European Economic Community, an early 
version of today’s Eu. Switzerland is a 
member too of the Council of Europe and, 
more significantly, of the Organisation for 
Security and Co-operation in Europe. It is 
even getting used to the idea of sending 
troops to help in the Balkans. 

Swiss laws and practices are gradually 
being rendered ru-compatible without 
outside pressure. The new agreement on 
the free movement of labour 
would not remove all barriers until 
2013, but it still challenges a deep- 
rooted public fear, much exploited 
by Mr Blocher and his friends, that 
the country could be “swamped” 
by immigrants. 

So ministers are cautious. Full 
EU membership would not be 
cheap. The government reckons 
Switzerland would have to pay 
SFr3.1 billion ($1.8 billion) in annual 
contributions if it joined the cur- 
rent 15-member eu, and SFr3.9 bil- 
lion if it joined after a dozen new- 
comers had pushed the total past 
25. Business, the main lobby for 
closer ties with the gu, is having 
second thoughts about full mem- 
bership, so long as this month’s ref- 
erendum succeeds and most of the econ- 
omic advantages therefore become 
available anyway. Ministers will not push 
for a further move Eu-wards until they can 
see public backing for it. 

Instead, the Federal Council has de- | 
cided to go for membership of the uN by 
2003. A bold step, even for a country with | 
so many UN employees on its soil: in 1986, | 
three-quarters of Swiss voters said no. 











Germany 


Guns or butter? 


BERLIN 


N A speech to a gathering of Germany’s 

top brass last December, William Cohen, 
the American defence secretary, called for a 
“complete reorientation” of the country’s 
armed forces, including “a radical reduction 
and restructuring of an outmoded and over- 
sized main defence force”. The size of Ger- 
many’s crisis-reaction force should, he said, 
be “doubled or tripled”. This week, authen- 
tic-looking leaked excerpts from Germany’s 
eagerly awaited defence review, due out on 
May 23rd, suggest that Mr Cohen’s pleas 
have been taken to heart. A government-ap- 
pointed committee, chaired by a former 


president, Richard von Weizsacker, looks set 
to recommend that Germany's armed forces 
be chopped from 320,000 troops to 240,000, 
its rapid-reaction force more than doubled 
from 60,000 to 140,000, and the number of 
conscripts reduced sharply from 130,000 to a 
token 30,000. 

These would be drastic measures, espe- 
cially for a country that, for historical rea- 
sons, is wedded to the idea of a “citizens” 
army” whose ethos is stay-at-home defence. 
Yet, most problematically, the committee ap- 
parently does not say where the money will 
come from. Only last week, Chancellor Ger- 
hard Schröder was himself admitting that 
Germany's armed forces were “no longer 
completely Nato-ready” nor in good 
enough shape to play a proper part in a 
planned new European force—because of 
chronic “underspending” by the previous 
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‘German government, led by Helmut Kohl 
and the Christian Democrats. Yet Mr 
Schröder is refusing to set aside any more 
cash for defence. 

Indeed, under his Social Democrat-led 
government's present plans, defence spend- 
ing, already cut by 3.6% this year to DM45.3 
billion ($20.7 billion), is due to be trimmed by 
a further DM1.6 billion over the next three 
years. All this, just when Germany is taking 
on expensive new defence commitments by 
agreeing to a planned new 60,000-strong 
European crisis-intervention force and by 
playing a bigger part in peacekeeping 
abroad. Many of Germany’s allies complain 
that Western Europe’s biggest and richest 
country spends only 1.5%-and-falling of its 
Gop on defence, half the figure at the end of 
the cold war. That, Mr Cohen said, was “not 
enough”. The United States, in contrast, 
spends 3.2%, France and Britain 2.8% each. 

But Mr Schroder insists that the German 
armed forces should share the burden of 
spending cuts aimed at paying off the coun- 
try’s huge public debt. Rudolf Scharping, the 
defence minister, who is conducting an in- 
ternal review of his own and has fought hard 
to prevent the planned cuts, could, the chan- 
cellor said, keep any savings, perhaps as 
much as DM2.6 billion a year, by shrinking 
the armed forces’ bureaucracy. He would 
also get an extra DM2 billion a year,on topof 
the basic budget, to pay for peacekeeping in 
places like Kosovo. But no more. 

Cost apart, the committee’s most contro- 
versial recommendation is for conscription 
to be all-but phased out. Although most big 
European countries have decided to follow 
the lead of Britain, which moved to an all- 
volunteer force in the 1960s, most Germans 
of all political hues still defend their “citi- 
zens’ army”, even though most young Ger- 
mans no longer serve in it:out of the 400,000- 
odd youngsters eligible each year, only 
130,000 are actually called up for a ten- 
month stint in the army, while 175,000 opt 
for some kind of civilian service. The rest are 
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exempted altogether. But most Germans still 
feel that conscription is the key to getting 
people to accept the armed forces and wel- 
come it as a tool of social integration. 

So the government has to make up its 
mind, probably before parliament goes into 
recess in July, how many of Mr von Weiz- 
sacker’s proposals to take up. If it accepts 
most of them, it will mean the biggest 
shake-up in the 44-year history of the 
Bundeswehr. Like the Christian Democrats, 
Mr Schrdder’s Social Democrats have long 
backed the idea of a citizens’ army, replete 
with conscripts. But it would be hard to 
shrug off completely the findings of a heavy- 
weight committee which it had itself set up. 
ilies aati one 












EUROPE 
Serbia 


Opposition stirs 


BELGRADE 


OZAREVAC, Slobodan Milosevic’s home 

town, had seemed an unlikely place for 
Serbia's opposition to kick off a series of de- 
monstrations, which it planned to hold 
around the country in May and June. So, 
when busloads of police 
forces stopped protest 
town this week, few we 
opposition had symboli 
ing Pozarevac. Security 
Mr Milosevic’s son; Marko. 












erly beat up. 
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T TOOK 155 years after the French “Dec- 

laration of the Rights of Man” for the 
country’s men toextend the courtesy toits 
| women. Though they won the right to 
vote in 1944, French women are feebly 
| represented in politics today. They oc- 
cupy just 10.9% of the seats in the lower 
house of parliament, a smaller share than 
in any European Union country except 
Greece, and only 5.9% of those in the Sen- 
ate. Barely 8% of mayors are female. 
Women won a mere 7.8% of the seats in the 
| 1998 regional elections. And only one of 
the country’s 22 regional governments is 
presided over by a woman. 

Sothedecision, adopted by a thunder- 
ous majority in the National Assembly on 
May 3rd, to enforce equal quotas for 
women and men at all elections in France 
| was greeted in some quarters as a long- 
overdue correction. It was no less than “a 
revolution for equality’, declared Jean- 
Pierre Chevènement, the Socialist interior 
minister, who had introduced the bill. 
Nobody could accuse the French this 

time of half-heartedness. The law, which 
involved a constitutional change last year 
to “encourage equal access for women 
and men to political life and elected 
posts”, goes further than any other Euro- 
pean country in enforcing preferment for 
women. It obliges all parties to field an 
equal number of men and women atelec- 
tions that use the party-list system: munic- 
ipal, regional, European and some Senate 
polls. For the constituency-based legisla- 
tive election, each party must put forward 
as many female as male candidates, give 
or take a 2% difference, and on penalty ofa 
| fine. Moreover, the final version was tight- 
ened up to require parties to alternate the 
sexes on each list: one by one for some 
elections, six by six for others. 
| Over the past year or so, this law has 
been through the French intellectual man- 
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gle, squeezed by philosophers, politicians 
and feminists alike. It was a deplorable in- 
sult to the ability of women to achieve on 
merit, grumbled some critics, Others 
asked where the list of “groups” that de- 
served quotas would end. 

In tum, its defenders have appealed to 
republican values. “Law is the expression 
of the general will. Every citizen has a right 
to take part personally, or through his rep- 
resentative, in its foundation,” said the 
declaration that hailed the revolution of 
1789. The “parity” law, as it is known, was 
needed “to bring reality closer to the ideal 
expressed by the founding fathers,” in- 
toned Le Monde, a highbrow newspaper. 

But the new law does pose some awk- 
ward questions. No sooner was it passed 
than a fresh row broke out over a separate 
proposal, made by the co-ruling Greens, 
to give non-EU foreigners the right to vote 
in French elections—an idea promptly 
branded “dangerous” and a threat to na- 
tional independence by the right. Integrat- 
ing female citizens is one thing, it seems, 
even if they have been considered such...» 
for less than half a century. Long-time res- 
ident “foreigners” is still quite another. 
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Can they rattle Milosevic again? 


three members from Otpor, an opposition 
movement, there last week. The police ar- 
rested all three, and charged them with at- 
tempted murder. 

This assault, say opposition leaders, 
shows how ready the regime now is to use 
force to maintain control. Dragan Covic, the 
leader of the Democratic Alternative, an op- 
position party friendly to Otpor, says the 
government employs no fewer than 1,200 
policemen to protect the top 120 or so people 
around Mr Milosevic. It remains nervous. 
The police detained another 25 Otpor activ- 
ists this week in Novi Sad, a town north of 
the capital, Belgrade. 

Mr Milosevic’s men claim that the as- 
sault in Pozarevac was a terrorist act, by the 
dissidents. Otpor and the opposition are ac- 
cused of being Nato agents bent on destabi- 
lising the country. “They spread lies and 
doubts, all aimed at causing chaos, civil dis- 
turbances and conflicts, and at bringing 
NATO forces into the territory of Serbia and 
Yugoslavia,” said Vlajko Stojiljkovic, Serbia’s 
interior minister. Unusually, the Yugoslav 
army itself put out a statement after the as- 
sault in which it berated the opposition. The 
army, it declared, would not stand for any 
threats against Mr Milosevic. 

This warning came only days after gun- 
men shot dead Zika Petrovic, head of the Yu- 
goslav state-owned airline. The motive be- 
hind this murder, the latest of 23, all 
unsolved, which have removed prominent 
figures in the past few years, remains a mys- 
tery. The police, it seems, either do not want, 
or are too fearful, to seek the culprits. 

There have also been several explosions 
at offices of the ruling Socialist Party, and at 
those of the Yugoslav United Left, a partner 
in the government. It is headed by Mira Mar- 
kovic, Mr Milosevic’s wife. The authorities 
again blamed “terrorists”, but they them- 
selves may well have organised the explo- 
sions to stir the pot. Some fear the govern- 
ment may declare a state of emergency. 

It has good reason to seek an excuse for 
such a measure. Local and national elections 
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are due later this year, and 
the popularity of the ruling 
parties has evaporated. 
Opinion polls suggest that 
only a quarter of voters 
now back them. 

Moreover, an opposi- 
tion rally last month drew 
100,000-150,000 people, a 
lot more than the organisers 
had expected. This week 
there were bigger-than-pre- 
dicted demonstrations in 
Kragujevac, in central Ser- 
bia. So the lacklustre oppo- 
sition may be perking up 
again, suggesting that or- 
dinary Serbs are not only 
fed up with corruption at 
the top but may also once 
more be willing to take their discontent to 
the streets. If, and it is a big one, the 16 frac- 
tious opposition parties can stick together, 
Mr Milosevic’s lot could be at genuine risk of 
electoral defeat. 


Latvia 
Andris, meet 
Andris 


RIGA 


INTER is the season of falling snow in 

Latvia, spring is the season of falling 
governments. The country’s ninth in ten 
years of post-Soviet independence, a right- 
wing coalition, collapsed last month. Its 
leader, Andris Skele, resigned as prime min- 
ister for the third time in four years. Govern- 
ment number ten took office on May 5th un- 
der Andris Berzins, a centre-right politician 
who was previously mayor of the capital, 
Riga. The three parties of the previous co- 
alition are back in the new one; a fourth 


Berzins, in at number ten 


party has joined in; and ministers have been 
shuffled. Will a new government make a dif- 
ference? On the face of things, not much. But 
the speed at which the door to the prime 
minister’s office revolves cannot help the 
country’s stability. 

Mr Skele was not a very popular leader, 
but he was a necessary one. In 1995, when 
Latvia suffered a banking crisis, and again 
last year in the wake of Russia’s financial col- 
lapse, he backed austerity measures to keep 
Latvia’s economy on course. Mr Berzins is 
better liked. And he inherits, thanks to Mr 
Skele, an economy growing again at a 
healthy lick. All the same, precedent suggests 
Mr Berzins will do well to hang on until the 
next scheduled general election, due in 2002. 

Latvians fret less than they might about 
such musical chairs. They have democracy 
where ten years ago they had dictatorship. 
They have a popular if largely ceremonial 
president, Vaira Vike-Freiberga, to give them 
a sense of continuity. And if Italy can man- 
age with an annual change of government, 
they say, then why not Latvia too? 

A fair point. And it could be argued that 
Latvia is anyway able to cope with frequent 
changes of government, since its big policy 
options are so limited. The legislative agenda 
is dominated by the need to put in place the 
vast array of laws and standards needed to 
qualify for membership of the European 
Union. Foreign policy is defined by the deter- 
mination to join the eu and nato on the one 
hand, and to resist Russian harassment and 
heckling on the other. No government is go- 
ing to deviate far from those priorities. 

But that still leaves room for a lot of pet- 
tier politicking. This is what Latvia has in 
abundance, and what brings down its gov- 
ernments. There are ten political parties of 
significance, six of them in the current parlia- 
ment. Mr Skele’s government fell mainly be- 
cause of a row among its parties over the 
terms on which Latvenergo, a power utility, 
should be privatised. The atmosphere was 
further poisoned by unsupported allega- 
tions in parliament of a paedophile scandal 
involving ministers. 

But, as in Italy, the frequent changes of 
government betray a deeper malaise. Private 
and business interests have too strong a grip 
on Latvian politics. It is their rivalries that 
upset governments. Last week Mr Skele 
called the milieu a “muddy ditch”. The costs 
include stop-start policies in the many parts 
of the economy still owned or regulated by 
government. Politicians are distracted from 
the long, hard work of ev entry preparations. 
And voters lose faith, obliged to look on as 
politicians share and reshare power in bar- 
gains among themselves. 

Latvia cannot afford this weakness. As 
Mrs Vike-Freiberga declared last week on the 
tenth anniversary of independence, with a 
backward glance at Russia, her country is 
still vulnerable. 

— 
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NDER doddery Boris Yeltsin, Russian prime ministers were 

the men who more or less ran the country, interrupted by the 
odd snarl from the Kremlin. The job was exciting but usually brief. 
In the nine years of his presidency, Mr Yeltsin got through six 
prime ministers. Only one lasted more than a year. 

For Mikhail Kasyanov, whom the undoddery Vladimir Putin 
nominated as acting prime minister after the presidential inaugu- 
ration on May 7th, things look set to be rather different. Whereas 
the jealous Mr Yeltsin could manage only a few hours’ work a 
week, and usually sacked his prime ministers for becoming too 
popular, Mr Putin is both fully in charge and less neurotic; a well- 
regarded government will bolster his standing. 

The first big question facing Mr Kasyanov is the role of the new 
government, due to be announced later this month. Will it be a po- 
litical entity, as in the Yeltsin era, or a 
merely administrative one, as in Soviet 
times, when its job was to carry out the 
orders of the Communist Party? There 
are signs that Mr Putin's thinking tends 
towards the latter, with a powerful 
Kremlin handing down instructions. A 
document published by a Russian 
newspaper last week, supposedly 
leaked from the Kremlin, also sug- 
gested acentral role for the security ser- 
vices in managing politics, and a new 
“political council” to corral the main 
political parties behind Mr Putin. Few 
Russians, so far, sound shocked. 

Even so, this would still leave Mr 
Kasyanov with the daunting task of 
creating an efficient government, 
something Russia has never enjoyed in 
its history. The lower ranks of the civil 
service—backward, ill trained and un- 
derpaid—are a swamp of waste and 
corruption. At the top, the ministries in 
recent years have mostly been autono- 
mous baronies. Ministers and top civil 
servants all too often treat their work as 
a source of speedy enrichment rather 
than public service. Many people in 
ministries dealing with natural re- 
sources, for example, are “owned” by 
one or other of the big companies involved, which in turn often be- 
long or are linked to the self-important tycoons known as oli- 
garchs. The fusion of their political and commercial interests in the 
upper reaches of power has had pernicious results. 

An early test will be whether Mr Putin replaces the most spec- 
tacularly incompetent and greedy figures, and with whom. A 
shuffle in January bumped some from the Yeltsin era down a 
notch or two, but fell far short of a clean-out. Despite talk of bring- 
ing in “market-minded professionals”, Mr Putin has yet to make a 
drastic break with the previous gang; admittedly, finding experi- 
enced, able, honest candidates would be hard at the best of times. 
The soberest hope is that the businesslike Mr Kasyanov may try to 
nudge his government away from the worst habits of the past. 

What else will he manage in the Russia murkily emerging un- 
der President Putin? Views on the 42-year-old Mr Kasyanov differ. 
Born in Solntsevo, outside Moscow, a town with the reputation in 
Russia that Palermo has in Italy, he spent the first decade of his ca- 
reer as an obscure bureaucrat, perhaps—like so many of Mr Pu- 
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tin’s early favourites—-with links to the intelligence service. In his 
main job since communism’s collapse, renegotiating Russia’s for- 
eign debts, he sharpened his excellent English, while proving a 
quick-witted and decisive deal-maker. 

Thanks partly to such qualities, Russia managed the unusual 
feat of restructuring its debt to western banks twice in three years. 
That was a striking achievement, given that its public finances 
were actually looking relatively sound. But he was lucky too. “A lot 
of the records he set were rather wind-assisted,” notes a foreigner 
who often dealt with him. “People [in the West] didn’t want those 
negotiations to fail.” 

Competent fixer that heis, it is too soon tosay whether Mr Kas- 
yanov’s talent goes beyond manipulating the conflicting greed, 
fear and impatience of western bankers. The bits of government 
he has worked in, chiefly the Finance 
Ministry, are not stellar examples of 
openness and efficiency. Even though 
Mr Kasyanov is not said to have been 
involved in the unorthodox financial 
practices of the Yeltsin years, which 
included unaccounted-for interna- 
tional loans, off-the-books govern- 
ment spending and mysterious tax 
breaks for well-connected compa- 
nies, he has not gene out of his way to 
attack them. He condemns corrup- 
tion, but seems to define it narrowly, 
in terms of specific cases of wrong- 
doing, rather than as something en- 
demic toa rotten system. 

Another big question hangs over 
his friendship with Russia’s most in- 
fluential oligarch, Boris Berezovsky. 
One reform-minded former deputy 
prime minister, Boris Nemtsov, says 
that Mr Kasyanov’s appointment 
would mean “the continuation of the 
oligarchs’ rule”. Though Mr Putin has 
said he will “eliminate” the oligarchs 
“as a class”, the early signs are not en- 
couraging. The Putin-Kasyanov duo 
have in effect run Russia since Janu- 
ary, during which time Mr Berezov- 
sky and his chums have added the 
aluminium industry to their empire, without even token resis- 
tance from the government’s anti-monopoly watchdog. 

Like Mr Putin, Mr Kasyanov is by Russian standards well trav- 
elled and well informed. Like Mr Putin, he gives the strong impres- 
sion of believing politics is a zero-sum game: one side’s gain is al- 
ways the other’s loss. And like Mr Putin, he shows little interest in 
human rights, and has so far had trouble matching words todeeds. 
“We are working out a very ambitious reform programme to be 
implemented immediately after the presidential elections,” Mr 
Kasyanov promised a plutocrats’ gathering in Davos in January. 
So far, the programme is a mystery. 

Mr Kasyanov will certainly provide a confident face to Mr Pu- 
tin’s Russia, smooth or abrasive as required. His government may 
be less shambolic than past administrations. It may well condone 
more authoritarian and ruthless methods than those of its post- 
Soviet predecessors; there is no sense of the squeamish about Mr 
Kasyanov. But will he deliver? Not unless he shows much moreen- 
thusiasm for genuine economic, political and moral regeneration. 
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The cannibalism of the sea 


Two extraordinary books, one new, one old, recount the horrifying facts 
behind the greatest of all maritime novels 


N NOVEMBER 1820 a whaleship from 

Nantucket, the Essex, was twice rammed 
by alarge sperm whale in the Pacific. With as 
much food, water and navigational equip- 
ment as could be snatched up in the brief 
time it took for the ship to sink, the crew of 20 
abandoned the Essex in three light open 
boats. For more than 9o days until they were 
picked up, they were blown about the Pa- 
cific, enduring the torments of thirst, hunger 
and hallucination, drinking their own urine 
and finally succumbing to cannibalism. 
Eight men survived. 

This is the whale-story that lies most di- 
rectly behind Herman Melville’s “Moby 
Dick”. But Melville closes his novel with the 
sinking of the Pequod (his Essex), and with 
everyone drowned except for Ishmael, the 
narrator. Perhaps the real-life sequel.was not 
to his purpose. Melville compares the ocean 
to “the horrors of the half-known life” sur- 
rounding each soul’s “one insular Tahiti”. 
“Push not off from that isle,” he warns, “thou 
canst never return!” In a sense, the Essex 
story does push off into the “half-known 
life”, but perhaps not in a way that kindled 
Melville's kind of imagination. His world 
was grandly metaphoric. He couldn't de- 
scribe the weaving of a mat or the arrange- 
ment of a harpoon rope without finding the 
symbol in them. His Captain Ahab and his 
Moby Dick are monuments to the mutual 
accursedness of man and nature. 

But with the sinking of the real Essex, the 
white whale disappears; the story shrinks 
and turns inwards, becomes, as it were, in- 
testinal. The whole point about three ounces 
of ship's biscuit and half a pint of water a day 
under the burning sun, is that they are just 
that; and that in time they will reduce you to 
eating the heart and liver of your friend. Say 
no more. In other words, the facts tell them- 
selves. Indeed the story did spread quickly 
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through the entire whaling community. In 
the following year the first mate of the Essex, 
Owen Chase, published his account of the 
ordeal, now reprinted as “The Wreck of the 
Whaieship Essex”. Then, in 1960, a notebook 
was found containing another Essex narra- 
tive, parallel with Owen Chase’s, written by 
Thomas Nickerson, cabin boy on the ship 
and a crew member of Chase’s castaway 
boat. Now Nathaniel Philbrick’s “In the 
Heart of the Sea” uses Nickerson’s version to 
amplify Chase’s better-known account, to- 
gether with a huge amount of supplement- 
ary reading on every aspect of the story— 
from the early igth-century Quaker commu- 
nity of Nantucket and the whaling industry 
to the psychology of survival and the inci- 
dence of cannibalism in extremis. 

Mr Philbrick is saturated with his subject 
and allits attendant branches of learningina 
way that Melville himself would have ap- 
proved of. But, of course, where Melville is 
extravagant and playful, Mr Philbrick is in 
earnest. On the whole he weaves his re- 
search around the first-hand drama of his 
sources with great skill; but there are mo- 
ments when he loses his touch. Is it neces- 
sary, for example, to refer to the work on bat- 
tle fatigued second-world-war soldiers, in 
order to explain the despair of the cast- 
aways? And when Owen Chase decides “to 
give ourselves wholly up to the guidance and 
disposal of our Creator”, do we want to 
know that this demonstrates an intuitive un- 
derstanding of the “active-passive” ap- 
proach to survival situations, as described 
by a psychologist, John Leach? 

In fact, Owen Chase is a hard act to fol- 
low. His book is both direct and stylish, flow- 
ing with the rhythms and images natural to 
his Bible-reading public. His tiny storm- 
tossed boat, for example, becomes “a speck 
of substance before the driving terrors of the 
tempest”; and the men’s sleep, after long and 
anxious watching, becomes so sound that 
“no dreams could break the strong fasten- 
ings of forgetfulness in which the mind was 
then locked up”. But Mr Philbrick has the ad- 
vantage of being modern. Where Chase 
draws a 19th-century veil, he can jerk it aside. 

He wanted to know more, he says in his 
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preface, and so do -we—never. mind the 
rhythms.: With almost voyeuristic minute- 
ness. he has found out that when a body is 
deprived of water, the lips shrink as ifampu- 
tated, the gums blacken, the nose withers to 
half its length, and the skin so contracts 
round the eyes as to prevent blinking, He has 
discovered that the fat on starving bodies 
turns toa “translucent gelatinous substance” 
and that the meat such a body could yield 
would be of doubtful nutritional value with- 
out fat to accompany it. He can tell us too 
about the psychological effects of starvation, 
and the descent into “feral” behaviour as ev- 
idenced by Auschwitz survivors. 

And more broadly, he is interested in 
things that Chase and Nickerson ignore: the 
part played by the women of Nantucket 
while the whaling ships were away; the posi- 
tion of the black members of the crew, and 
the reasons for their being the first to die; the 
solidarity of the Nantucketers on board and 
how that affected their chances of survival. 
He knows the histories of other wrecks and 
castaway crews, and why they fared better 
or worse. He knows about the click language 
of whales, and has a theory about why the 
ship was attacked. He also knows more 
about the Pacific than the crew of the Essex 
did, and about why in the Desolate Region, 
so-called, they failed to catch fish. 

But the most excruciating thing he 
knows is something the crew of the Essex 
should have known too: that the island of 
Tahiti, which they could have reached, was 
not occupied by cannibals. This, with cruel 
irony, was what they most feared. The Eng- 
lish had had a mission there since 1797, but 
through a “combination of arrogance, igno- 
rance and xenophobia”, says Mr Philbrick, 
the Nantucketers wouldn't risk landing. Mel- 
ville knew that the island was safe, and 
noted the fact in his copy of Owen Chase’s 
book. Which brings us back to his reference 
in “Moby Dick” to “the one insular Tahiti” 
amidst the surrounding horrors of the ocean. 
In the circumstances, you wonder whether 
the phrase wasn’t a deliberate glance at the 
poor benighted crew of the Essex. 
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Intervention and the UN 


Other men’s 
wars 


Deriver Us From Evit. By William Shaw- 
cross. Simon & Schuster; 416 pages; $27.50. 
Bloomsbury; £20 


NYONE who picks up this book believ- 
ing it to be a prequel to Graham 
Greene's “The Power and the Glory” will be 
disappointed. It is an analysis of most of the 
trouble-spots that preoccupied the world in 
the 1990s, seen through the eyes of a British 
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journalist, William Shaweross, and, 


at one remove, the secretary-gen- 
eral of the United Nations, Kofi An- 
nan, whom Mr Shawcross has ac- 
companied on many of his travels, 
It is not a complete account: Kash- 
mir, North Korea and Sri Lanka, to 
name just three explosive places, 
get no mention. Even so, it covers a 
lot of ground, and will surely serve 
for a while as a pretty complete 
reckoning of outside intervention 
in the first decade of the post-cold- 
war world. 

Inevitably, since victors dictate 
the terms of any post-war order, the 
new interventionism has reflected 
the views and values of the West, 
notably the United States. And 
since the views have been confused 
and the values inconsistently ap- 
plied, the story of the 1990s is at 
times admirable, at times shameful 
and usually muddled. 

The United States has often shown itself 
prepared, in the end, to become engaged, to 
send troops to hold the ring in distant coun- 
tries, to do the diplomacy that bickering al- 
lies will not do and to bomb what their air 
forces cannot bomb. But the United States 
has also swithered in its commitments, 
welshed on its debts, stymied the efforts of 
its allies and, most alarmingly, shown an ab- 
Ject terror of losing any of its soldiers’ lives in 
combat. 

This terror, born largely of experience in 
Somalia, helps to explain the most disgrace- 
ful episode of the 19908, indeed of the second 
half of the 2oth century. That was the geno- 
cide in Rwanda in 1994, in which, according 
toone calculation cited by Mr Shawcross, the 
daily killing rate was five times that of the 
Nazi death camps 50 years earlier. 

Itis now well known that the un, thanks 
to the reports of the commander of its tiny 
force in Rwanda, Roméo Dallaire, had re- 
ceived ample warning that a programme of 
butchery was planned. So, therefore, had the 
countries on the UN Security Council, Yet for 
the first crucial weeks, as hundreds of thou- 
sands of people were hacked to death, Gen- 
eral Dallaire was ignored. Members of the 
Clinton administration would not even dare 
to describe the slaughter as genocide, for fear 
that that would oblige them, under the 1949 
genocide convention, to take action. Only 
France sent troops—late and for dubious rea- 
sons of geopolitical rivalry, though they cer- 
tainly saved some lives. Apart from General 
Dallaire and a contingent of Ghanaian 
peacekeepers, no one, including Mr Annan, 
as he himself has bravely admitted, comes 
well out of the Rwandan affair. 

In between descriptions of his travels, re- 
plete with details of the many presidential 
jets he has been in, Mr Shawcross is admira- 
bly fair in his judgments, giving praise where 
itis due and trying to explain failures. He is a 






























fan of Mr Annan’s, and for persuasive rea- 
sons. The current secretary-general, for all his 
mistakes, has done an impressive job, given 
that he has so few tools—or weapons—at his 
disposal, other, that is, than his intellect, his 
charm and his calm personal dignity. Mr An- 
nan has, most strikingly, held the un to- 
gether while lending its authority to the con- 
cept of intervention for humanitarian 
purposes—anathema to many, if not most, 
of its members when they want to hammer 
their own dissidents. “Impartiality...must 
not mean neutrality in the face of evil,” he 
says. Yet it is far from clear that. in the event 
of another Rwanda, outsiders would behave 
any better than they did six years ago, and 
that must temper Mr Shawcross’s verdict 
that his story is, overall, a hopeful one. 

Some outsiders would, ne doubt. But 
some is not enough. Mr Shawcross knows 
that the UN is impotent without the active 
support of the major powers, particularly 
the United States. Yet he is all too ready to 
talk of “the international community” as 
though such an entity existed. It does not. 

There are, of course, idealistic individ- 
uals who give their services, and often their 
lives, trying to help innocent victims of wars 
and other catastrophes. There are troops 
from countries great and small who go to 
keep the peace, however fictional, in distant 
places. And there are politicians and dip- 
lomats who, in fits and starts, and for less dis- 
interested motives, also try to end wars and 
reduce suffering. But, as this book shows in 
almost every chapter, these people do not 
work or even think as one: they are not a 
community. Moreover, their impact is at 
best limited unless the rich countries, espe- 
cially those on the Security Council, are in- 
cluded and committed. Without western 
backing—applied more coherently and con- 
sistently—the uN can do little, even with the 
admirable Mr Annan at the helm. 
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Are we special? 


Take that, 
Copernicus 


RARE EARTH: Wry COMPLEX LIFE 1s 
UNCOMMON IN THE UNiverse. By Peter D. 
Ward and Donald Brownlee. Springer-Ver- 
lag; 362 pages; $27.50 and £12.50 


HANKS to the work of Copernicus, Gali- 

leo and others, the earth long ago lost its 
‘place at the centre of the universe. Instead, it 
is now known to be just one of several plan- 
ets orbiting one of hundreds of millions of 
stars in one of billions of galaxies.On thecos- 
mic scale, there is nothing special about our 
planet after all. 

Not so fast, say Peter Ward and Donald 
Brownlee, a geologist and an astronomer re- 
spectively at the University of Washington. 
Instead, they suggest that “the continued 
marginalisation of earth and its place in the 
universe should be reassessed.” They offer a 
powerful argument that the earth is, in fact, 
extremely unusual. That in turn implies that 
complex extraterrestrial life forms may be 
far rarer than science fiction stories—and 
many scientists—would have us believe. 

This claim might seem at odds with re- 
cent discoveries which suggest (at least to 
those investigating such matters) that extra- 
terrestrial life could be commonplace. On 
earth, “extremophile” bacteria have been 
discovered that are capable of thriving in ex- 
treme and inhospitable conditions—such as 
inside scorching geothermal vents and even 
inside rocks—where life was previously 
thought to be impossible. This is surely 
grounds for optimism that bacteria could 
also live happily in other unlikely places, 
such as on Mars or in the oceans of Jupiter's 
moon Europa. In addition, the discoveries 
since 1995 of dozens of planets orbiting 
nearby stars suggests that planets are abun- 
dant, so there should be loads of places for 
life to get started beyond the solar system. 

Mr Ward and Mr Brownlee argue, how- 
ever, that while primitive microbial life may 
well exist throughout the universe, the more 
complex organisms that evolved on earth 
owe their existence to an unusual combina- 
tion of factors. If so, the estimate of Carl Sa- 
gan, for example, of a million civilisations in 
this galaxy alone looks vastly overdone. 

It is fortuitous that the earth orbits a star 
that is not tooclose to the centre of the galaxy 
(where cataclysmic events and dangerous 
radiation would prove hostile to living be- 
ings), but not too near the edge either (where 
the heavy elements needed to form planets 
are less abundant). It is lucky also that the 
sun is a solitary, stable star and the earth has 
a stable orbit around it. 

Just as fortunate is Jupiter’s helpful hoo- 
vering up of many (though not all) poten- 
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tially lethal comets and asteroids, and the 
fact that Saturn is small enough not to have 
ended up in a gravitational tussle with Jupi- 
ter that might have caused the loss of the so- 
lar system's other planets. Earth’s chemical 
composition is also just right to allow plate- 
tectonic activity, which is lacking on both 
Venus and Mars, and helps to maintain the 
climate so that it is suitable for the long-term 
presence of liquid water. 

But perhaps the most important and yet 
unlikely factor is the earth’s unusually large 
moon, whose presence has played a crucial 
role in stabilising the planet's tilt and climate. 
Itisnow agreed that the moon formed when 
the earth was struck by a Mars-sized body 
early in its history—-a freak occurrence. This 
suggests that any earth-like planets around 
other stars are likely to lack such a moon, and 
thus may not have stable enough climates to 
allow the evolution of advanced lifeforms. 

In expounding this “rare earth” theory, 
the authors draw on research froma number 
of diverse fields of study. As a result, their 
book provides a handy primer in astrobiol- 
ogy—the emerging field that exists at the in- 
tersection between astronomy, biology and 
the planetary sciences. 

Many of the ingredients in the theory are 
not new. It has been suggested before, for ex- 
ample, that complex life on earth would 
never have evolved had it not been for the 
moon, or plate tectonics. But by stringing so 
many separate improbabilities together and 
by presenting each one in such detail, Mr 
Ward and Mr Brownlee make an extremely 
plausible case. As a final flourish, they add 
that, given the presumed rarity of complex 
life, it behoves man to take better care of the 
abundance of other species with which he 
shares the planet. 

The authors claim that they are voicing 
in “Rare Earth” a view privately held by 
many scientists looking for extraterrestrial 
intelligence. The earth's rarity would cer- 
tainly explain why, despite all their efforts, 
no evidence for advanced extraterrestrials 
has been found so far. This carefully rea- 
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soned book makes a strong case for undoing 
at least some of the work of Copemicus, by 
accepting that the earth is special after all. it 
also makes the cosmos seer an even more 


vast and lonely place. ~ : 
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Wall Street ae 
The wisc 
Salomon 


ON MONEY AND MARKE 
MEMOIR. By Henry Kaufi 
400 pages; $24.95 and £15.99 


N HIS time as head of research at Salomon 
Brothers {later Salomon Incorporated), 
Henry Kaufman was known throughout the: 
world’s financial markets as “Doctor Doom” 
or “Doctor Gloom”. His fellow-traveller, Al- 
bert Wojnilower, then chief economist at.” 
First Boston Corporation, was “Doctor 
Death”. During the bear markets of the stage 
flationary 1970s, their bearish tendencies 
helped gain both men reputations as just 
about the shrewdest minds on Wall Street. 
reputations that they lost with the return of | 
bull-market prosperity. : 
This is no reason to shelve Mr Kaufman's: 
memoirs. His comedown is the fate of nearly — 
all financial-markets gurus. Nobody calls the 
markets right all the time. Witness, for in- 
stance, the recent devaluations of two 
moneymen who during the 1980s and early 
1990s were regarded as all but infallible: War- 
ren Buffett, the Sage of Omaha, and Tony 
Dye of Phillips & Drew in London. 

Mr Kaufman's pessimism is ingrained, 
and he readily admits it. He was brought as a 
boy to America from Germany to escape the 
Nazis, just as Mr Wojnilower was brought 
from Austria. Opulence has not made him 
any more secure, He may now live, as he 
proudly tellus, in a house in New Jersey with 
six. bathrooms and four televisions, yet he 
still shudders when he recalls how hyperin- 
flation in Germany ruined his parents’ gen- 
eration and helped propel Hitler into power. ` 

Words like prudence, stability, safety, 
soundness and fiduciary responsibility stud 
his memoirs. Mr Kaufman fears that these 
qualities are now dangerously lacking. in 
American bankers, financiers and investors. 
They have, he thinks, been lulled into com- 
placency by a roaring bull market and have 
forgotten the lessons they ought to have 
learnt from such relatively recent events as 
the collapse of America’s savings and loan ` 
associations, the scc scandal, the turmoil at 
Long-Term Capital Management, Nick Lee- 
son’s unauthorised speculation at Baring. 
Brothers, the mismanagement of the bail- 
out money given to Russia by the IME and 
the Asian financial crisis. 

In particular, Mr Kaufman: „worries 


about “entrepreneurship in banking”, by 
which he means the “aggressive liability 
management practices” championed by 
Walter Wriston, who, as chief executive of 
Citibank, bullied his managers to increase 
profits by 15% a year. Bankers since then, Mr 
Kaufman argues, have been spurred into 
lending recklessly by competitive exhilara- 
tion, the lure of high fees, inept credit judg- 
ments and overly optimistic economic as- 
sumptions. 

Itisnogood, he says, counting on the reg- 
ulators or the regulations to tug them back on 
to the straight and narrow. The regulations 
are out of date, and take insufficient account 


English banking 


What's the word: 


of new financial derivatives and- other 
money-market innovations. The regulators 
are under-paid and therefore under-quali- 
fied and under-powered. Improved regula- 
tions and more effective, better-paid regula- 
tors are urgently neeced. 

Mr Kaufman’s book is not all fretting, 
urging and scolding. He also traces how 
changes on Wail Street forced Salo- 
mon Brothers to transform itself 

from partnership to corpora- 

tion, from trading securities to 

direct involvement in high- 
credit-risk transactions, and 
from guarding client relation- 
ships to much more impersonalised 
transactions. 

These recollections give him a chance to 
get his licks in. John Gutfreund, the chief ex- 
ecutive at Salomon in Mr Kaufman's day, isa 
prime target. He practised a permissive style 
of leadership that allowed too many abuses 
to go unchecked. His long-term vision was 
blurred by near-term considerations. He 
paid only intermittent attention to the 
growth of leverage that supported the in- 
vestment bank’s operations. 

However pointed, these individual criti- 
cisms are nevertheless asides. All in all, Mr 
Kaufman shows far greater interest in the in- 
stitutions than in the personalities of Wall 
Street. This perspective makes “On Money 
and Markets” a demanding and improving 
book rather than an entertaining one. 


small? 


FALLING EAGLE: THE DECLINE OF BARCLAYS BANK. By Martin Vander Weyer. Weidenfeld & 


Nicolson; 277 pages; £20 


HE collapse of English banking is one of 

the business riddles of our time. The City 
of London still occupies an immensely pow- 
erful position in global finance, but apart 
from the central bank and the regulator, the 
City is run by shrewd, ambitious bankers 
who come mainly from the United States, 
Germany and Switzerland. This may or may 
not be a matter for regret. In a global market, 
English banks were crucially under-capital- 
ised. But there is more to the story than that. 

The will to command and control in in- 
ternational money markets had subsided. 
Families that had sustained the City’s belief 
in itself decided to take the money and run. 
Confidence diminished, and a rot set in. 
How this happened is easier to understand 
after reading Martin Vander Weyer on the 
decline of Barclays Bank. Although Barclays, 
like Lloyds rss, is one of the few surviving 
English banks, the continued independence 
of neither can be taken for granted. Indeed, if 
there are bankers in New York, Frankfurt or 
Zurich paying advisers to tell them whether 
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they should think of buying Barclays, they 
could save themselves millions by reading 
Mr Weyer’s book instead. 

He has had privileged access. His father, 
Deryk, worked for Barclays for 47 years, be- 
coming deputy chairman. He himself 
worked for szw, the investment- banking 
arm, for ten years, without ever managing to 
absorb theculture. When he was surprised to 
discover how much people were earning— 
his own pay had by 199: risen to £100,000 a 
year~-he suggested that perhaps earnings 
should be more closely related to perfor- 
mance: “People looked at me as though I was 
mad,” he writes. 

The son thinks Barclays would be in bet- 
ter shape now if Deryk had become chair- 
man, but the Weyers were not Bevans or Bar- 
clays or Tukes or Trittons. They were not one 
of the farnilies that had run Barclays since 
the amalgamation of 1896. Family members 
were placed on a special list, and got the pick 
of the jobs. They were set deeply in their 
ways, and intolerant of audacious young 




















men who questioned them. As late ‘as the 
19608, two grandees in the Lombard Street of- 
fice, a Barclay and a Bevan, decreed that fish 
be eaten with two forks, in the manner of 
East Anglian Quakers. When both were on 
holiday, an opinionated sprig declared that 
it was time to join the modern world and eat 
fish with one fork and a knife. When the 
grandees returned, they informed the sprig 
that he would soon receive a new posting; 
the choice was Australiaor Barbados. 

The families were not muchinterested in 
the customer base, but they did grasp the sig- 
nificance of developments such as credit 
cards, launching Barclaycard; they had a 
strong feeling for overseas, and were sufh- 
ciently profitable at home to pacify the 
shareholders. In i981, Sir Anthony Tuke, 
chairman and a family member, naturally, 
said: “If you’re going to criticise the family 
system, you've got to be able to say that Bar- 
clays lost out.” Before London’s deregulatory 
“Big Bang” in 1986, that was true enough. But 
Big Bang was the pretext for Barclays to be- 
come a truly global business. Large sums 
were paid for two City brokers, de Zoete & 
Bevan and Wedd Durlacher, to found an in- 
vestment bank named szw. One of the spe- 
cial-list men said later: “This new vision was 
a wonderful way of finding jobs for our peo- 
ple. But it had one weakness, which was that 
we did not have the right people.” 

szw was loyal to one of the bank’s stron- 
gest traditions: “From its origins, Barclays 
was, to an unusual degree, designed for the 
comfort of its own executives, rather than 
the maximum strategic thrust in its market- 
place,” Mr Weyer writes. His description of 
Barclays office politics, as szw grew like a 
cuckoo in the nest, is instructive, terrifying 
and wonderfully entertaining, Any grasp on 
reality became uncertain early on, as the old 
hands discovered when szw banking an- 
alysts wrote, “There is something wrong at 
Barclays,” and advised clients to sell. 

Unfortunately, szw was the principal 
ailment. For some of the time it was run by 
David Band, who liked a drink so well that, 
after a trip to Frankfurt, the office com- 
plained that he insulted the bank’s most im- 
portant German customers by getting “hog- 
whimperingly drunk”. Many of ezw’s bank- 
ing operations were permanently in the red, 
and in the rare times when it made money, 
the dealing room was the only source of pro- 
fit. When szw was sold in 1997 0n the instruc- 
tion of a chairman, Martin Taylor, who had 
no family links at all, the accumulated loss 
was probably £2 billion ($3.3 billion). 

The sale of szw was the end of English in- 
vestment banking in the global market. No 
matter what those expensive ads featuring 
Sir Antony Hopkins claim, Barclays is no lon- 
ger a “big bank” except m the way it pays its 
chairman and chief executive. Mr Weyer 
says Barclays has become “a timid beast”. It 
may not be long before itis gobbled up. 
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| Prope, NATION ANDST \TE! THE MEANING 
| oF ETHNICITY AND NATIONALISM. Edited 
by Edward. :Morti ind Robert. Fine. 






the field, loo! ation, 
eral. Their brief from the editors was to un- 
pack the ideas of nationalism and ethnic- 
ity. Most of them agree that national and 
ethnic divisions are products of the mod- 
ern world. Far from being “primordial” or 
simple, each is a sum of mundane shared 
experiences (reading the same newspa- 
pers, speaking the same language, learning 
| the same things in school, backing the 
< same teams). These make people feel 
rooted in one community and, at least in 
bad times, hostile to others. 

Though of very recent origin, national- 
ism has had real and lasting effects: build- 
ing states and their armies or fighting colo- 
| nial rule. It still rallies defence against 
| outsiders. Beyond that, as this book shows, 
it is hard to generalise: nationalism can be 
benign or destructive; women’s part in 
shaping nations varies considerably; na- 
tions may need states to protect them, or 
several nations can jostle along together. 


IN THE Eves OF THE DRAGON: CHINA VIEWS 
THE Wor LD. Edited by Yong Deng and Fei- 
Ling Wang. Rowman & Littlefield; 292 pages; 
$21.95 and £17.95. 


PARALLAX VISIONS: MAKING SENSE OF 
AMERICAN-EAST ASIAN RELATIONS AT THE 
END OF THE CENTURY. By Bruce Cumings. 
Duke University Press; 279 pages; $27.95. 
Combined Academic Publishers; £18.95 


HAT last point has special relevance in 

Asia, where modern development has 
produced many nationalist earthquakes. 
With colonies and communism mostly 
| gone, nationalism—securing the nation in 
a strong state—-is a driving force in the for- 
eign policy of many Asian states. 

These two books examine how Asians 
and Americans see each other. Look at the 
biggest Asian country first, suggest Messrs 
Deng and Wang. Theirs is a refreshing col- 
| lection. They are young scholars who are 
confident, Chinese and in awe of neither 
their own country nor the big one across 
the Pacific. The Chinese belief that Tibet 
and Taiwan belong to one nation is wide- 
spread and sincere, they argue, and likely 
to deepen without communism to bind 
China together. Don’t relax, they advise us, 
if democracy takes hold in China: a gov- 
emment “driven by popular emotions, 
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Behind much tension in Asia lie issues of nationalism and nationhood 


could make the rising Chinese power a 
much more assertive, impatient, belliger- 
ent, even aggressive force.” 

The intriguing word “parallax” in Mr 
Cumings’s title is quickly explained: if you 
change your position, the thing you are 
looking at seems to change too. In observ- 
ing East Asia, you might think that Ameri- 
can influence was declining as great pow- 
ers emerge in China and Japan. Don't fret, 
Mr Cumings says: capitalist and demo- 
cratic countries will continue to co-oper- 
ate, and a liberal belief in international law 
and trade is likely to remain strong as more 





















Asian countries sign up to it. With so many 
shared values between Asia and America, 
it is misleading to stress the differences. 
America will remain the region’sdominant 
power for a long time yet. Given this, Mr 
Cumings concludes, the biggest threats to 
peace in Asia are misperceptions, exagger- 
ated fears ori imaginary “sunspots”. 


EAST Timor: THE PRICE OF FREEDOM. By 

John G. Taylor. Zed books; 286 pages; $69.95 

pa paperback) and £45 (£14.95 paper- 
ack) 


HE East Timorese have long desired a 

secure nation. Mr Taylor's excellent his- 
tory of that people’s struggle for indepen- 
dence from Portugal and its trials under In- 
donesian rule should leave outsiders 
ashamed of their complicity in the sup- 
pression. Western countries condemned 
repression, but at the same time sold arms 
which were used to that end. 

Despite that, as recent events made 
clear, the Timorese, led by Fretilin fighters 
and politicians, did develop an ever stron- 
ger sense of common identity as they re- 
sisted outside rule. At home, people were 
schooled to leam their history, and so 
strengthened the idea of an independent 









nation of Timorese. Abroad, a campaign in 
the un and in the media also helped to per- 


suade outsiders to notice East Timor. But ||. 


the more the Timorese believed in them- 
selves, the more brutal was the Indonesian 
army’s control. 


This is a detailed chronicle of the last 30 ` 


years, updated in this edition to include 


events as recent as September 1999. It was. 
then that a referendum on East Timor’s au- © 
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Nationalism and Asia 
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tonomy provoked attacks by militias, the | 


displacement of nearly half a million peo- 
ple, foreign intervention and now de facto 
independence for East Timor. 


What is Jacking is an appreciation of | 


Indonesian fears about its own state and its 


national. motivation for keeping East Ti- 


mor. Indonesian leaders and others made | 


money there, but the military’s dogged re- ` 


luctance to cede the territory also reflected 
a fear that Indonesia could disintegrate: if 


East Timor left, other islands and territories: ; 


which have been part of Indonesia far lon- 
ger might seek independence, too. 


WAR AT THE Top OF THE WoRLD: THE 


260 pages, $26 

ANY of the sources for Mr Taylor’s 
k book were journalists who dared re- 
port from the territory, some paying with 
their lives. A journalist who risked his life 
to.cover other events in Asia, and seems to 
have relished doing so, is Mr Margolis. Al- 
though rather gung-ho (rockets and bullets 
regularly whizz by his ear) and somewhat 
too simplified, his account of recent war- 


fare in Asia’s highest mountains is both - 


gripping and instructive. He describes wars 
in Afghanistan and Kashmir, and the 
struggles in Tibet. 

Afghanistan, the only independent 


country of those three, is so. riven by war: 


lordism and infighting that national unity 


of asortemerges only when an outsider in-. | 
tervenes: the factions of Afghanistan could. 


unite against the Soviets, but eagerly fell to | 
fighting each other once the invaders had 


left. Local loyalties and religion are stronger” 


than a sense of nationalism. 


In Kashmir and Tibet, aspirations tos 


turn nations into states are thwarted by the 
‘region’s big powers: tolerating any seces- 
sion threatens the integrity of China, Pak- ’ 
istan and India, Mr Margolis asserts. These 
countries are more vulnerable than their 
size and nuclear clout would suggest. In 
their new version of “the great game” for 
influence in this mountainous area, eachis: 
limited by its own national weaknesses. 


STRUGGLE FOR AFGHANISTAN, KASHMIR - 
AND Tiset. By Eric S. Margolis. Routledge; 








Marxism today 
Looking back 


THe New Century. By Eric Hobsbawm 
with Antonio Polito. The New Press; 184 
pages; $21. Little, Brown; £16.99. 


“RENEWALS”. By Perry Anderson. Article in 
New Left Review, Second Series, Not, Jan-Feb 
2000; $9 or £5 


N THEIR reflectionson anew century, Brit- 

ish Marxism’s two most senior and emi- 
nent citizens will not disturb the rest of this 
newspaper's readership. They admit that the 
game is up for socialism, at least for now; that 
capitalism is securely in the saddle; and that 
America, together with its best-known val- 
ues, is hegemonic. 

Perry Anderson is no youngster, but Eric 
Hobsbawm is older by a generation, preserv- 
ing in his 80s a mind as engaged with con- 
temporary events, and a travel schedule as 
gruelling, as those of an American policy 
intellectual in his early 50s. It is further proof 
of their pessimism that the younger genera- 
tions afford no sign of a successor to either: 
Marxism clings on (as Mr Anderson con- 
cedes) in niches and crannies of the acad- 
emy, or in the rattle-throwing antics of Liv- 
ing Marxism, the London magazine which 
lost a fortune trying to prove that rtv lied 
about Serbian concentration camps. In this, 
Britain is no longer the West European ex- 
ception which New Left Review, the bi- 
monthly journal Mr Anderson has guided 
for the better part of four decades, once la- 
mented; the richer Marxist traditions of Italy, 
France and Germany have thinned out, too. 

Mr Hobsbawm reached a wider than 
scholarly audience at the end of the 1970s, 
when a famous essay in Marxism Today, 
“The Forward March of Labour Halted”, 
punctured the complacency of the far left, 
including his own Communist Party. That 
left saw the future as its own if only it could 
rid it of capitalists and traitors to the working 
class. Mr Hobsbawm pointed out that the 
working class was suffering attrition not by 
betrayal, but success. Now he is 
even bleaker; the Soviet Union 
has collapsed, collective action is 
shunned as “private and selfish 
interests seriously erode left- 
wing values”,and the present La- 
bour government's efforts at re- 
distribution are “very fainthearted”. Pope 
John Paul II is, he says, the only figure of 
authority to criticise capitalism as such to 
listeners in any number, 

Mr Hobsbawm’s reflections are the 
fruit of extended interviews with Antonio 
Polito, the London correspondent of La 
Repubblica, a leading Italian daily news- 
paper. A sympathetic, if never sycophan- | 
tic, interrogator, he gently leads the histo- | 
rian into his most neuralgic area: his 
lifelong membership of the Communist 
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Party (he joined in 1932, aged 16, in Berlin). We. 


hear him regretting it a bit, admitting he 
avoided thinking too deeply about the So- 
viet Union, but justifying it out of fidelity to 
comrades who had sacrificed more than he. 
He has never confronted, and presumably 
will not now publicly, his tradition’s horrors. 
For some, this failure vitiates his standing as 
a historian, though this view is far from uni- 
versal (he was made a Companion of 
Honour in 1998) and, despite regret at his si- 
lence, is not shared by this reviewer. 

Mr Hobsbawim’s habit of countering re- 
ceived wisdoms is well represented here, as 
when he notes that ethnic cleansing can ac- 
tually solve problems, or that modern na- 
tionalism is generally top down, or that 
humanitarian interventions are likely to 
prove unpopular with governments as the 
cost and difficulty of policing their after- 
math, as in Kosovo, mounts. But he sounds 
uncertain or contradictory on many things, 
especially on whether the century will be 
better or worse than the immediate past. He 
seems largely to think it will be better, at least 
materially, but then sways back in the end to 
a warning that the familiar institutions of 
private life and of the state no longer “oper- 
ate in the way they used to”. 

Whereas Mr Hobsbawm has at least the 
consolation of believing that the neo-liberal 
phase of capitalism is over, Mr Anderson in- 
sists it is in full flood. In his “Renewals”, a 
thoroughgoing and characteristically bril- 
liant editorial stocktaking, he sees an Ameri- 
can capitalism which has “resoundingly re- 
asserted its primacy in all fields”; a European 
social democracy which is now accelerating 
deregulation and privatisation “well beyond 
the limits of previous conservative regimes’; 
a Japanese capitalism pushed into Anglo- 
Saxon free market attitudes, a China anxious 
to join the World Trace Organisation “at any 
price”, an India “willingly dependent on the 
ime” anda Russia in which a financial oligar- 
chy has stabilised its rule. 

The ideology of the right has transposed 
into the Clinton-Blair Third Way, he writes, 
and these leaders and others have salved 
their consciences by the doc- 
trine of humanitarian in- 

tervention, practised on 

Kosovo. In nothing, he 
thinks, is conservatism’s 
triumph so complete as in the 
ascendancy of centre-left gov- 
ernments across much of the rich world, 
smoothly consolidating the redoubts 
taken by Ronald Reagan and Margaret 
Thatcher. 

This is the world according to New 
Left Review: an ugly and disturbing place 
to its writers and readers, but one they 
must henceforth accept, in Mr Anderson's 
view, since the magazine’s “first commit- 
ment must be to an accurate picture of the 
world, no matter what its bearing on mo- 
rale might be.” No Hobsbawmian whis- 





-lingin thedark for Mr Anderson. 


Though focusing on the future of his 
journal (“relaunched” with new number- 
ing), Mr Anderson writes by implication 
about the future of the socialist left: He maps 
out an editorial programme, declining, ad- 
mirably, to join the left academy in decon- 
structions of pop culture, but instead signal- 
ling an openness to the little known, to the 
obscure and to analysis which looks be- 
neath the swirl of current events. In his 
hands, this should make the New Left Re- 
view, whatever your politics, worth reading; 
the first issue, with exceptions, certainly is. 

But Mr Anderson does not think the 
masses will turn to the left until a slump of 
1930s proportions: he is thus not far from the 
Leninist posture of “the worse, the better”. 
Until then, better to reign in the desert than 
to serve in a compromised, commodified 
and philistine culture, to wait for the rains 
which, hard and cruel, will wash away the 
accretions of ordure and leave the rocks of 
the faith uncovered once more. 
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Suburban America 


New deals 


Picture Winpows: How THE SUBURBS 
Haprenen. By Rosalyn Baxandall and Eliza- 
beth Ewen. Basic Books; 298 pages; $27.50 
and £18.95 (£10.50 paperback). 

SUBURBAN Nation. By Andres Duany, Eliza- 
beth Plater-Zyberk and jeff Speck. North 
Point Press; 290 pages; $30 


LASS distinctions are supposedly un- 

American. Yet class keeps cropping up 
in these two books, or rather tracts, since 
their intelligent but fervent writers are out to 
transform the way people think, see and live. 
Their aims, though, are opposite. “Picture 
Windows” celebrates suburbia and subur- 
banites as they are; “Suburban Nation” aims 
to improve them radically and to render 
them less uncouth. 

The defenders of suburbia, Rosalyn Bax- 
andall and Elizabeth Ewen, twoprofessors at 
the State University of New York at Old 
Westbury, changed their minds in the course 
of writing. They confess that when they set 
out to write about suburbia they shared the 
stereotypical view, and “imagined it as an 
anaesthetised state of mind, a no place 
dominated by a culture of conformity and 
consumption”. 

These prejudices have impressive ante- 
cedents. Several distinguished architectural 
critics, including Lewis Mumford and Ada 
Louise Huxtable, feared slums were in the 
making when a property developer called 
William Levitt set out in the late 1940s to 
build thousands of simple Cape Codder 
houses on former potato fields near Hicks- 
ville, Long Island. He was inspired by the 
successful mass production of cars, shoes 
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and radios, but instead of houses moving 
along the line, his workers did. On a good 
day the Cape Codders were built at the 
astonishing rate of one every 16 minutes. 
Levitt hoped that residents. would learn 
the ways of middle-class civility and man- 
ners through living in his nice new homes. 
But he thought this would take time and 
feared that at first house-buyers from the 
tenements of inner cities, and from the 
shanty towns and tobacco roads of rural 
Arnerica, would not know how to behave 
themselves. So he subjected them to strict de- 
crees on how they should park their cars, 
when they should hang out their washing 
(not at weekends) and how often they 
should cut their lawns. He was astounded, 
and his critics confounded, by the deter- 
mination of the residents of his develop- 
ments, many of whom were good with their 
hands, to improve themselves and their sub- 
urbs. They changed their houses by adding 
bay windows, hitching posts, garages and 
swimming pools; they helped establish 
baby-sitting co-ops, schools and libraries. 
Ms Baxandall and Ms Ewen applaud the 
way some segregated suburbs of the 1940s 
and 1950s are now fully integrated, by which 
they mean not just white and black but also 
gay and straight, and young and old. This 
does not make them naive boosters. Since 
Levitt’s day, they note, many old dormitory 
suburbs have changed into economically vi- 
able, decentralised cities where people live, 
work and play. In consequence, these places 
are now prone to ills more often associated 
‘with urban life: traffic, crime, congestion, 
over-crowding, unemployment and soon, 
But they are sceptical that the so-called 
neo-traditional community is the answer to 
these ills. These communities, they say, take 
their cues from theme parks and are built to 
capture a fantasy life in a igth-century Amer- 
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ican small town. Set design takes the place of 
social imagination and “the imaginary vil- 
lage is designed as an escape into the good 
old days, a time when many Americans be- 
lieved that life was simple and safe, and 
townspeople knew and trusted each other.” 

The authors of “Suburban Nation” 
would certainly not accept this disobliging 
precis of their movement to put an end to 
suburban sprawl. Andres Duany and Eliza- 
beth Plater-Zyberk, founders of the Congress 
for the New Urbanism, are a husband-and- 
wife architectural team. They have designed 
many neo-trad communities that seek to 
turn back the clock by shrinking roads, wid- 
ening pavements, hiding cars and reintro- 
ducing back-alleys, porches and picket 
fences. Their proudest achievements are Sea- 
side, Florida, and Kentlands, Maryland. 
Along with their co-author, Jeff Speck, they 
present their book as a primer on how Amer- 
icans can “once again build and inhabit 
places worth caring about”. 

These New Urbanists try, at least, to 
create more mixed communities than the 
gated developments that now accommo- 
date within modern fortresses 8.5m mostly 
white and affluent Americans, But, like Le- 
vitt, they fear the influx of the great un- 
washed. It is an anxiety that “Suburban Na- 
tion” betrays by advising, for instance, that: 
“when itcomes to the integration of different 
housing types, there is no established for- 
mula, but it seems safe to say that a neigh- 
bourhood can easily absorb a one-in-ten in- 
sertion of affordable housing without 


adverse affects...Such a distribution pro- 
vides role models for the poor while mitigat- 
ing against the close-mindedness of the 
wealthy.” Nobody, it seems, has told the 
New Urbanists that America is supposed to 
beclassless. 
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Religion in India 


Embattled faith 


THe Sixes. By. Patwant Singh. Knopf; 320 
pages; $27.50. Join Murray; £25 


HIS history ofone of the world’s younger 

religions begins by damning an aspect of 
Hinduism, one of the older ones. Its prologue’ 
indicts the caste system and, at its apex; the . 
Brahmins whe have dom iani 


and Jainism were is and unsuccessful, 


born about 500 years ago in Punjab, has p 
down hardier roots; at the last census (in 


pared with just 6.4m Buddhists and 3.4m 
Jains. As far as Patwant Singh is concerned, 
the battle with Brahminism goes on. 

Strife came late as a leitmotif. Nanak, the 
first of Sikhism’s ten gurus, was a peaceable... 
reformer who fashioned a creed free from. 
what he regarded as the superstitions andin- 
vidious distinctions of caste and faith made. 
by Hinduism and Islam. The gurus’ religionis. 
in some ways strikingly modern, prizing 
rationality, rejecting asceticism and insisting 
upon the equality of men and women. 

Its contemplative phase ended when. 
Sikhs clashed with the Mughals, an Islamic’ 
dynasty that ruled most of India between 
the 16th and 18th centuries. Emperor Jahan- 
gir had Arjan Dev, the fifth Sikh guru, tor- 
tured and put to death for consorting with 
his rebellious son. A quarrel between their © 
successors over a rare white hawk provoked 
the first battles and helped turn the Sikhs 
intoa people of martial renown. 

A martyrdom or two later the last guru, 
Gobind Singh, founded the Khalsa, the 
brotherhood of “pure ones”, in a Sikh re- 
capitulation of the binding of Isaac. Having 
summoned 80,000 of the faithful to Anand- 
pur, he demanded that one of the assembly 
come forward to sacrifice his head. No less 
than five volunteered, and these “beloved 
five” became the first members of the- 
Khalsa. Those who did not flee attained the — 
distinguishing marks that set Sikhs apart to- 
day, including unshorn hair (hence their tur- 
bans)and the surname Singh (lion). : 

Sikhs seized much of Punjab fromthe 
decaying Mughal dynasty, and, writes Mr 
Singh, prepared its future prosperity by abol- 
ishing the zamindari (landlord) system, ` 
turning land over to the tiller. But only. 
briefly, during the 39-year reign in the first 
half of the 19th century of Ranjit Singh, the 
clever and relatively humane maharaja of 
Punjab, did Sikhs attain anything like em- 
pire. His death unleashed feuding and. 
treachery worthy of the Borgias, encouraged 


jab. When the British left a century later, the 








Sikhs were again betrayed. Their homeland 
"Was partitioned between Muslim Pakistan 
‘and multi-religious (but Hindu-dominated) 
“india. Sikhs on the Pakistani side of the bor- 
der fled or were slaughtered. 
The question, “Where do Sikhs fit in?” 
dogs their turbulent history. Mr Singh casts 
them as martial protectors of a more passive 
Hindu civilisation, though he does not go as 
far as right-wing Hindus who regard Sikhism 
as a manly branch of their own religion. 
Though Sikhs have prospered in and con- 
tributed much to independent India, they 
have not been wholly at peace there: when 
in 1984 Sikh bodyguards killed the prime 
minister, Indira Gandhi, horrific anti-Sikh ri- 
ots followed and the independence move- 
ment she had fanned was put down with ef- 
ficient brutality. Pakistan, it is true, simply 
expelled its Sikhs. But, Mr Singh argues, cen- 
tralism and Hindu nationalism have kept In- 
dia from learning to live with them. 

Mr Singh’s survey is brief, informative 
and entertaining, but not profound or objec- 
tive. He does justice to the nationalist ani- 
mus against Sikhs, but does not address the 
grubbier forms of prejudice, such as the 
stereotyping of Sikhs as nouveaux riches. Mr 
~ Singh is a fine advocate for the Sikhs’ view of 
_ their history, but he is maybe not that his- 
tory’s most impartial judge. 
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Comic genius 


A real grouch 


GROUCHO: THE LIFE AND TIMES OF JULIUS 
Henry Marx. By Stefan Kanfer. Knopf; 446 
pages; $30 


AKING jokes for a living is the most de- 

manding of show-business skills, and 
the record shows that itcan harm the psyche 
of those who aspire to it. Many outstanding 
comedians have suffered from combina- 
tions of recklessness, self-delusion and so- 
cial inadequacy that have created turmoil in 
their personal lives. There are two possible 
explanations: that to make people laugh you 
need to be a misfit in the first place; or that 
the emotional damage may stem from the 
stress of the job. 

In the case of Groucho Marx, Stefan Kan- 
fer leans towards the first of them. His key 
text is Groucho’s most quoted joke, the one 
about not wanting to join any club that 
would have him as a member. The author 
believes that this is truth disguised as jest 
and that, if you substitute “woman” for 
“club”, it explains why, through 
his abominable behaviour, he 
drove all three of his wives and 
both his daughters to drink. He 
married women that he could 
dominate and make dependent 
on him, the last two much youn- 
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ger than he was. Then he proceeded deliber- 





ately to shut them out of his life, as though 
trying to destroy their self-esteem; a quality 
in which he was himself deficient. His last 
live-in companion, whom he did not marry, 
was reported to have become a Los Angeles 
bag lady, having lost a court case over her 
right to his inheritance. 

His relations with his children followed 
an equally tumultuous pattern. He would 
quarrel with them, decry their creative ef- 
forts (especially those of his son Arthur) and 
then hand them large cheques, ostensibly to 
make amends but equally to underline their 
dependence. Mr Kanfer believes this can be 
traced back to Groucho’s own childhood 
and in particular his forceful and manipula- 
tive mother, Minnie, who made him leave 
school before he was ready. Against the 
odds, she transformed him and three other 
of her not obviously talented sons into the 
Marx Brothers, an initially unexceptional 
madcap vaudeville act that would capture 
Hollywood and, more fleetingly, Broadway. 

Although Groucho’s massive personal 
failings make it impossible to admire him 
wholeheartedly, they do not detract from his 
comic genius or his lasting position in show- 
business history. The films, cheaply made on 
the Hollywood treadmill, are not master- 
pieces: in most of thern, musical set-pieces 
involving Chico's piano and Harpo’s harp go 
on too long and fatally disrupt the action. 

But Groucho's acquired character--the 
anarchic, treacherous, totally transparent 
con-man—is superbly realised and sus- 
tained through most of the canon. And 
when his film career was past its peak, he 
deftly changed gear and became the first 
television quiz show host who specialised in 
deflating his guests. For example, when. in- 
troducing a man with a foreign accent who 
boasted that he could speak n languages, 
Groucho asked: “And which one are you 





















speaking now?” ~ 
Mr Kanfer quotes many such cracks as 
well as substantial chunks of dialogue from 
the Marx Brothers’ films and from their stage 
routines. This does Groucho and his many 
writers no favours. For oni the page and with- 
out the benefit of his leering delivery, cigar 
and loping walk, many of them fall flat. 
Sometimes, too, the author finds it hard to 
distinguish between fact and legend, under- 
standably perhaps: when Groucho’s own 
autobiographical writings are such an undif- 
ferentiated mixture of the two. A ribald anec- 
dote involving Harpo Marx, George Bernard 
Shaw and a nudist beach, presented here as 
authentic, does not appear in Michael Hol- 
royd’s exhaustive: Shaw biography and 
strains belief beyond breaking point. Yet all 
inall, this is a revealing, at times moving, por- 
trait of an awful person who was a brilliant 
entertainer. 
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Literary lives 


In two minds 


May SINCLAIR: A MODERN VICTORIAN. By 
Suzanne Raitt. Oxford University Press; 320 
pages; $29.95 and. £19.99 


EFORE the emergence of Virginia Woolf, 

May Sinclair was probably the leading 
female novelist of the early 20th century. She 
was also the person who inttoduced :the 
phrase “stream of consciousness” into liter- 
ary criticism. Yet hardly anyone today has 
heard of her, let alone reads her books. 

Her three. best novels, “Mary Olivier”, 
“The Life and Death of Harriett Frean” and 
“The Three Sisters” were, it is true, re-issued 
by Virago in the 1980s. Yet even these are best 
understood in the context of their author's 
sad and meagre life, lived on the cusp of the 
Victorian and the modern. 

Sinclair is an emblem of the struggle for 
self-definition experienced by women as 
they moved into the 2oth century. Born in 
1863, she was brought up to strict Victorian 
values of self-denial and domestic duty by a 
mother keen to keep her in a state of femi- 
nine docility. Although she rebelled intellec- 
tually, educating herself in languages and 
philosophy and rejecting conventional 
Christianity, she would remain: the dutiful 
daughter, never marrying and devoting her- 
self to the care of her mother. 

She supported the suffragettes, but had a 
very Victorian fear of the unladylike public 
display involved in standing on the street 
with a collecting tin. Contemporaries found 
her prim and old-fashioned. Yet she made 
friends with a literary young turk, Ezra 
Pound, and grabbed hold of new ideas such 
as psychoanalysis. Harder for us to under- 
stand is the exhilaration—common at the 


- time~-with which she greeted the outbreak 
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of war in 1914. 
Sinclair was involved in the first attempt 
to offer psychotherapy to the British public, 


the Medico-Psychological Clinic in London. 
But she had conflicting feelings about the 
place of sexuality in women’s lives. Al- 
though some of her work suggests a belief in 
the evils. of repression, she also came to 
think-—as a way of coping with her own sin- 
gleness—that celibacy was essential to the 
woman artist. When Charlotte Bronté’s love 
letters to her Belgian teacher were published 
in 1913, Sinclair was devastated: she had 
wanted the Brontés to be virgin priestesses of 
art. In a world in which female campaigners 
for the vote were often categorised as hyster- 
ics suffering from sexual frustration, it is not 
surprising that many women, like Sinclair, 
wanted todefend the purity of womanhood. 

Sinclair eventually developed a distinc- 
tion between sublimation—in which sexual 
energies are rechannelled to spiritual ends-- 
and repression, which eats away at the soul. 
Her autobiographical novel “Mary Olivier”, 
which combined the family saga of the Vic- 
torian novel with an experimental, stream- 
of-consciousness styl e, dramatised the for- 
mer. But her last major novel, “The Life and 
Death of Harriett Frean”, was far less op- 
timistic and instead showed a woman in de- 
nial about her own desires, living her life 
through a mother who kills her with kind- 
ness. Written in extraordinarily pared-down 
prose, it is a depressing but forceful work. 

Suzanne Raitt offers a sympathetic and 
intellectually telling portrait of a writer who 
lived at a time when combining high artistic 
ambitions with husband and children 
seemed near-impossible for many women. 
We are so accustomed to think of the move- 
ment from Victorian to modern values as a 
revolutionary, clean-break transition that it 
is salutary to remember how agonising and 
confusing it was for many of the individuals 
who actually lived through it. 


Self-deception 


Fool thyself 


Lies We Live By: THe Arr oF SELF- 
Decertion. By Eduardo Giannetti. Blooms- 
bury; 304 pages; $24.95 and £15.99 


CCTC VERY day, every day, things get better 

in every way.” The French know it as 
la méthode Coué, after an early 2oth-century 
quack who touted the curative value of auto- 
suggestion. Dale Carnegie, the American 
fountainhead of the modern self-help man- 
ual, called it the power of positive thinking. 
Fooling yourself into feeling better about life 
is easy to deride. But, if believing false things 
about yourself makes you happier, is such 
self-deception always wrong? Is exaggerat- 
ing your talents and prospects so bad if 
avoiding negative thoughts helps you lead a 
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more active and satisfying life? 

From Socrates on, most western philoso- 
phers and moralists have taken a hard line 
on this matter. Under the bracing slogan 
“Know thyself’ (which Montaigne, for one, 
had carved on his ceiling), they have tended 
to treat self-deception as a regrettable, if in- 
triguing, weakness. It is a sign of the power of 
self-deception that there is so little obvious 
evidence of its power. The phenomenon is 
simultaneously elusive and widespread, as 
Eduardo Giannetti, a Brazilian historian of 
ideas, observes in this series of short rumina- 
tions. The more you insist you are free from 
it, the likelier it is that you are a victim. And 
this is not the only way in which self-decep- 
tion is odd. There seems to be something 
strange in the very idea of deceiving yourself. 
Who is fooling whom? How can you lie and 
not know you are lying? 

Self-knowledge sounds more straight- 
forward. But there is a haziness, too, about 
what that involves. Self-knowledge might be 


narrowly taken toconsist in a Freudian grasp `< 


of the childhood sources of your motiva- 
tions. Or it could be understood extrava- 
gantly as a thorough grasp of reality and 
man’s place therein. A further point is that 
people without self-knowledge tend not just 
to believe false things about their own mer- 
its. They subscribe to religious and political 
views which shore up these beliefs. Most re- 
ligions have taught that those who adhere to 
them have a privileged place in the universe. 
Secular ideologies such as Marxism hold to 
much the same view. 

There is, in addition, something unrealis- 
tic in the very ideal of self-knowledge. Aren’t 
self-deception and its close cousin, self-love, 
too ingrained—and too useful—to be dis- 
pensed with? At times Mr Giannetti writes as 


< others. Nor, Airtel peer if. 


severe in life: many successful people a: 









~ both showy and rather vacuous. Maybe he 
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if caring less about strangers than about 
yourself, your friends and your family was a: 
form of self-deception, a sliding away from. 
the i ara essential to truth. But this is. 
surely a confusion: you may care about them 
simply because they are ‘yours, without’. 
falsely believing that they have special value 
inthemselves. © 

By nature, people a: sok on themselves. 
ible is indined § think they and the 



























cepti 
beeradicated,even ifitcould be. As Mr Gian 
netti acknowledges, it brings benefits, or cer 
tainly seems to. It gives the confidence to per 






motivated, in their early years, by an irratio 
nal faith in themselves. Against the phi 
sophical grain, Pascal pursued a similar line, 
holding that evidence and truth were fa 
from sacrosanct when it came to beliefs. © 
Happiness, he argued, lay in self-deception 
the truth about our corrupt, mortal natures 
being too horrible tocontemplate. 

Pascal meant this as a caution against too. 

much high-mindedness. And yet, facts do 
matter; the ideal of self-knowledge remains 
powerful and attractive. It has inspired 
many profound and moving works of art. 
Augustine’s and Rousseau’s “Confessions”, 
Montaigne's “Essays” and Rembrandt's self- 
‘portraits all aimed to present their creators 
as they really were, or stripped at least of the- 
conceits and illusions with which most of us 
protect ourselves. 

One useful thought, which Mr Giannetti 
does not really pursue, is that the very con- 
trast between paralysing self-awareness and 
energising self-deceit may be overdrawn. In 
the end, might it not come down to tempera- 
ment? Some people, after all, achieve plenty 
without an exaggerated appraisal of their’ 
talents, aware of life’s limits but not dwelling 
on them at every bell. Though an erudite 
scholar, Mr Giannetti does not quite do jus- 
tice toa rich:and noble theme. He set out, ad- 
mirably, to write a book that would appeal 
to the general reader as well as to his aca 
demic colleagues. But the result tends to be 
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should have been harder on himself. 
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Self-disguise 


Masked ball 


Impostors: Six Kinps or Liar. By Sarah 
Burton. Viking; 246 pages; £15.99 


LL men and women play at being others. 
They instinctively put on different. 
faces, clothes or voices as the situation’ 
quires. Travelling abroad; speaking. other 
languages, they sometimes find themselves 








tobe new people with unexpected thoughts. 
Their identity is not cut and dried; some- 
times to their own disquiet, it turns out to be 
a fluid property. Impostors differ from the 
‘ general crowd in that they make consistent, 
and sometimes spectacular, use of this. 

Human beings are also prone to delu- 
sion, A velvet robe convinced Lambert Sim- 
nel’s supporters in 15th-century Ireland that 
they were dealing with an earl, not a joiner’s 
son; a feathered head-dress persuaded 2oth- 
century Americans that this was Chief Grey 
Owl, not Archibald Belaney from London. 
Because Harry Stokes, in the 1830s, could shift 
a hod of bricks like a man, she was able to 
play a man for the rest of her life. Once ob- 
servers have decided to trust the surface 
show, more worrying characteristics are dis- 
regarded. Hannah Snell, posing as a sailor, 
was not suspected even when her woman's 
breasts were revealed when she was flogged. 
Anna Anderson’s inability to speak Russian 
when posing as the Grand Duchess Anasta- 
sia, youngest daughter of Tsar Nicholas, was 
accepted by those who believed her asa nat- 
ural reaction to the horrors she had endured. 

The will to believe against the odds was 
perhaps never stronger than in the case of 
the Tichborne claimant. Charles Doughty 
Tichborne, a slim and languid French-speak- 
ing aristocrat, was lost at sea in 1854. When he 
“reappeared” to claim his fortune, he was an 
immense and coarse butcher from Wapping 
with fair, rather than dark, hair; but Roger's 
mother (elderly and short-sighted) neverthe- 
less recognised and embraced him. 

This propensity to trust, rather than 
question, has allowed many impostors to 
flourish even when their claims seem outra- 
geous. Most people do not ask to see papers 
and 1ps; they assume that higher authorities 
will do the checking. A man in a Roman col- 
lar is still automatically assumed to be a 
priest, a man in green overalls a surgeon. Pe- 
nitents and patients readily confide in them. 
The better the imposture, the less likely it is 
that these “professionals” will ever be ex- 
posed as frauds. 

Sarah Burton has an inexhaustible sub- 
ject here. Every yarn she tells is a ripping one, 


since either the imposture itself is a roller- 


coaster of adventures, or the impostor him- 
self has wild inventions to promote. Al- 
though she mostly skates the surface of the 
stories, there is a certain amount of probing. 
She is good, for example, on why impostures 
succeed even when they seem unlikely; 
there is nothing more impressive, she says, 
than the memory of a tiny incident that 
someone else remembers, or some insignifi- 
cant detail. In the famous Martin Guerre 
case, in 16th-century France, the strength of 
the claims of the rival “husbands” seemed at 
one point to depend on which man knew 
which drawer Mme Guerre kept her white 
stockings in. 

Ms Burton makes a convincing case that 
impostors are people who want to escape 
and who wish to preserve the horizons of 
childhood, in which all ambitions are possi- 
ble. She sympathises especially with Marian 
Barry, a surgeon of the 18508 who posed as a 
man, and with a whole regiment of feisty 
women who dressed as men in order to be 
soldiers. These women had no patience with 
the social constraints that were put on them; 
by becoming impostors, they were able to 
fulfil their talents and show what women 
could do. And they could not do so other- 
wise. Astonishingly, as late as 1989 a female 
conjurer had to pose as a man in order to join 
the Magic Circle; as soon as she was detected, 
her membership was cancelled. 

In the end, however, no two impostures 
are alike, and Ms Burton is possibly weakest 
when she tries to find common threads in 
them. Most impostures are solo ventures, 
but in others (such as those of the Yorkist pre- 
tenders) the impostor is the puppet of forces 
far bigger than himself. Some are in it for 
money or power; others, such as the fake Red 
Indians of the 1930s, were the environmental 
consciences of their day. Some impostors 
want to suppress a rotten childhood; others 
are children of privilege; still others have no 
background to analyse at all, since they have 
suppressed it so thoroughly that their as- 
sumed life has become their real one. Be- 
yond that urge to escape, there are no unify- 
ing themes. 

This book is also scant on other things 
readers might like to know. The fine detail of 
these impostures—the creation of face, 
clothes, voice, history and artefacts—is 
largely ignored in favour of the extraordi- 
nary careers. And Ms Burton usually ignores, 
too, the effect of final exposure on the actors 
at the centre of it all. As she points out, all 
those who are given the name of impostors 
(save those who were discovered only after 
their deaths) must have been exposed to in- 
evitable public ridicule. In many, even most, 
cases, the identification with the other char- 
acter had been complete. What, or who, was 
left behind? A study of imposture cannot do 
its job if it ends merely when the curtains 
come down. 
eee | 











































New novels (1) 


Not as it looks 


L'ADVERSAIRE. By Emmanuel Carrère. POL. 
222 pages; FFrno 


N JANUARY oth, 1993, Jean-Claude Ro- 

mand killed his wife, Florence, and 
their two children, aged seven and five. Then 
he shot his parents, swallowed a bottle of 
sleeping pills and set fire to his mansion in 
Ferney-Voltaire, a smart suburb of Geneva 
just over the border in France. Yet, though 
widely known as a doctor of some repute 
working for the World Health Organisation, 
he had not checked the date on the pills: they 
were too old to kill him and he survived. Be- 
fore long the police found out something 
even stranger about Mr Romand: he was 
never a doctor, he had never set foot in the 
wHo and he had kept up his imposture un- 
detected for 18 years. 

Out of this sensational crime and the de- 
tailed record of Mr Romand'’s trial, Emman- 
uel Carrére, a successful French novelist, has 
woven his latest, much acclaimed book, 
“L’Adversaire” (The Opponent). He has writ- 
ten prize-winning fiction before which also 
turned on false identities, but never to this ef- 
fect. In France the novel was an instant liter- 
ary sensation, creating the sort of shock that 
Truman Capote caused American readers in 
1966 with his minutely detailed account of a 
lurid Kansas murder, “In Cold Blood”. For- 
eign publishers have already bid hard for 
“L’Adversaire”. Bloomsbury, a London pub- 
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lisher, is planning tó- bring out an English 
translation next winter. Metropolitan Books 
will publish itin New York. 

As with Capote’s classic, morbid curios- 
ity is part of the reader-appeal. But “L’Adver- 
saire” long outlasts that initial thrill. Mr Car- 
rére tries to:understand what went on in Mr 
Romand’s head during the long years he 
spent in professional nothingness and utter 
solitude, wandering the woods and lingering 
in car parks until it was time to go home. 

‘He had an austere childhood in a remote 
Jura village, growing up with a stern father 
(not to be disappointed) and a depressive 
mother (not to be troubled by his own fears). 
Early on he learnt to play the perfect, happy 
child. Only later, when studying medicine in 
Lyons, did things go wrong. Missing an exam 
ina fit of blues, he claimed he had passed it. 
One lie bred another, and soon deception 
became a necessity, then a habit. He married 
Florence and settled in Ferney amongst a 
close-knit set of friends, managing amaz- 
ingly to keep everyone in the dark. Instead of 
a regular salary, he wheedled money from 
relatives and in-laws, which he told them he 
was investing on their behalf in Swiss banks. 
To the wider world, he was a respected re- 
searcher with surprisingly far-ranging con- 
nections, dining from time to time with gov- 
ernment ministers, including Laurent Fabius 
and Bernard Kouchner. 

So Mr Romand led his perfect but imagi- 
nary life, waiting for the sword to fall. When 
the money ran out, he saw no escape but kill- 
ing those he loved, unable, it seems, to bear 
their gaze. On conviction, Mr Romand was 
sentenced to life, and, as often happens in 
prison, he turned to religion. 

Why, as his card-house began to sway, 
did he not own up? Why did nobody sus- 
pect? It seems extraordinary. But Mr Carrère 
makes it believable, expectable even. “What 
the majority call fantastic and exceptional is 
for me the very essence of reality,” Dostoev- 
sky said of “Crime and Punishment”. Like- 
wise with Mr Carrére, who prompts readers 
to look into their own selves by tracing all 
kinds of connections between Mr Romand 
and the rest of us without for once confusing 
understanding with sympathy or mitigating 
the wickedness of his crime. 

To question if “L’Adversaire” is really fic- 
tion or not is beside the point. When asked to 
pigeon-hole “In Cold Blood”, Capote called 
ita “non-fiction novel” and claimed to have 
invented the genre. In fact, the mixture is as 
old as storytelling itself. As a story, “L’Adver- 
saire” is hard to beat. But it is rich in themes 
as well: social masks, conformity and credu- 
lity, wanting to be loved for oneself alone, 
madness, despair. Thanks to Mr Carrére’s 
skill as a writer, these are pointed to rather 
than hammered out. “L’Adversaire” is the 
more chilling and powerful for its contained, 
spare prose. It is a thoroughly gripping read, 
but never a comfortable book. 
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New novels (2) 


Unmagical 


THe HUMAN Stain. By Philip Roth. 
Houghton Mifflin; 368 pages; $27. Jonathan 
Cape; £16.99 


CETT HE HUMAN STAIN” begins with the 

bold promise to capture one of Amer- 
ica’s most sordid hours, that orgy of embar- 
rassment that was the summer of 1998. Fol- 
lowing “American Pastoral” about the 1960s 
and “I Married a Communist” about the 


19508, in the third novel of his post-war tril- 


ogy Philip Roth presents himself as a chroni- 
cler of “an enormous piety binge”, when “a 
president's penis was on everyone’s mind 
..when the joking didn’t stop, when the 
speculation and theorizing and hyperbole 
didn’t stop...and when the smallness of 
people was simply crushing.” 

Yet after his first enticing few pages, fur- 
ther references to the “ecstasy of sancti- 
mony” surrounding the Monica Lewinsky 
scandal prove disappointingly few. Instead 
enter Coleman Silk, a 72-year-old Jewish 
academic at a fictitious college in Massachu- 
setts. About two no-show students, he in- 
quires to his classics class, “Do they exist, or 
are they spooks?” Coincidentally, the absent 
students, on which Coleman had never laid 
eyes, are black. The administration inter- 
prets “spooks” not in its ectoplasmic but in 
its racially derogatory sense, and uproar en- 
sues. Apoplectic, Coleman resigns in protest. 

The “spooks” story is a depressingly 
credible tale of America’s racial sensitivity 
run amok. But when it emerges that Cole- 
man is himself a light-skinned black who 
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has passed for white since he was 27, the © 


irony reads as. laboured, The narrator, Na- 
than Zuckerman (Mr Roth's longtime alter- 


ego, also a novelist), insists that the wilful 


Coleman did not hate himself or his people. 


Rather, his racial disavowal was a quintes- : 
sentially American gesture toward self-in- 
vention. This explanation is woefully sterile. . 


Despite exhaustive analysis, whatever drove 
an accomplished young man to deny: his 
very mother remains opaque. we 

This inorganic quality extends to Cole- 


man’s purportedly steamy affair with Fau- 


-nia Farley, a hard-luck, illiterate cleaning 
woman half his age. Thanks to Viagra (an- 
other ultra-modern touch), Coleman has re- 


discovered himself below the waist, and'in 


retirement defiantly carries on with tough 


white trash. But no heat exudes from these 
athletic trysts, and when the two meet their 


-much-foreshadowed doom their deaths are 


stonily unmoving. The novel’s ending drags 
out long past this finale, as if Mr Roth, too, 


sensed its lack of cathartic power, and kept 


writing away as a driver will barrel hopefully 


down the road having missed his turnoff 


miles back. 


By conceit, a novelist-narrator excuses 


an. undisciplined point of view that wanders 


indiscriminately into whatever mind Mr: 
Roth fancies probing, like a sleep-walker < 
who ambles into strangers’ hotel rooms. Fair | 
enough, if these detours paid off. Butin “The 


Human Stain” many an interior monologue 


serves only to demystify the character, 
. whose mental life is exposed as flimsy, and 


transparently. contrived. Because an era‘is 


defined in clichés, caricature is a natural pit- 
fall of trying toembody one. When Faunia’s 
ex-husband cannot dine ina Chinese restau : 
rant without wanting to strangle the “gook” ` 


waiters 30 years after returning from Viet- 
nam, Mr Roth simply feeds an overwrought 
stereotype. 

Good novels are magic. It is impossible 
tosay exactly what lifts a character from the 
page, as.if independent of his creator. Yet 
merely assembling a brother’s name, a 
hometown, a timely issue and a burning se~ 
cret no more brings fiction to life than a pile 
of sticks by themselves make a fire, 
In furnishing a plethora of in- 


history without igniting those 
self, “the pointless meaningful- 


ness of living”, Mr Roth attempts 
to animate his wooden characters by simply 


adding more sticks. Using literary sleight of.. 


hand, an author needn’t know what he’s 
talking about; he need only seem to know. 


But in this awkward, ponderous novel, Mr. 


Roth exposes his limitations. No one in this 


story feels black, any more than Faunia feels: 
poor. Surely it’s telling about the confines of 


his imagination that Mr Roth’s. black pro- 
tagonist is pretendingtobeajew. 


formation about Coleman’s: 


details with, as he writes him- 







Australian novels 


Eucalyptuses and golden dresses 


A concern with dreams, fables, fairytales and the magical power of 
storytelling links four of the most outstanding works of fiction that have come 
out of Australia in the past few years 





IM WINTON’S love of the 

Western Australian coast is 
glowingly apparent on every page 
of “Blueback”. When the story be- 
gins, its hero, Abel, is ten years old. 
Diving for abalone, the boy comes 
face to face with a huge fish, a terri- 
fying-looking but friendly grouper. Abel 
names him Blueback. So begins a long and 
most unusual friendship. 

Abel’s family has lived on the same 
stretch of coastline for more than a century. 
Abel grows up, like his forebears, in respect- 
ful awe of the sea. Over the years, however, 
his friendship with Blueback is endangered 
by all manner of modern-day evils—global 
warming, pollution, rogue fishermen, un- 
scrupulous property developers. 

The publishers of “Blueback” (which 
first appeared in 1997) have added on the 
dustjacket the subtitle “A Fable for All Ages”, 
Mr Winton does use the fabulous story of 
Abel and Blueback to put forward an eco- 
logical argument. But “Blueback” is also a 
novel of considerable artistry and polish. 
The story’s uncomplicated design and plain 
language should make it as accessible to chil- 
dren as to adults. Mr Winton’s case for the 
sanctity of the ocean is made indirectly, 
through the feelings of wonder and delight, 
loss and outrage, felt by his characters. There 
is no lecturing or browbeating. No authorial 
interjections or stern warnings. Just a joyous 
evocation, in simple prose. which sparkles 
like sunlight on clear water, of the limitless 
fascination of the sea and the excitement of 
youthful discovery. 


14 





Murray Bail’s “Eucalyptus” is 
an altogether different kind of 
fairytale. It is slyly witty, full of 
knowing asides, false starts and 
playful indirection. A widower 
named Holland moves from Syd- 
ney to a property in rural New 
South Wales with his young daughter Ellen. 
Holland’s hobby is the eucalyptus, a gum 
tree with mottled bark and strong aroma na- 
tive to Australia. He covers his land with ex- 
amples of every species that he can lay his 
hands on. He particularly relishes the most 
obscure varieties. Over the years this hobby 
becomes an obsession and Holland gains a 
reputation as something of an expert. 

Meanwhile, reports of his daughter El- 
len’s extraordinary “speckled beauty” have 
begun tocirculate. As she nears marriageable 
age, droves of suitors from all over the coun- 
try make their hopeful way to Holland’s re- 
mote property. An old-fashioned father, he 
proposes a coldly practical method of selec- 
tion: the first man to identify every species of 
eucalyptus on his property, he decrees, shall 
win the hand of his daughter. Ellen is under- 
standably distraught. Will she not lose either 
way? Two candidates, nevertheless, emerge. 
There is the solemn and unattractive Roy 
Cave, a walking encyclopedia of eucalypts, 
whose progress towards the magnificent 
prize is slow but seemingly inexorable. And 
then there is a mysterious young stranger 
whom Ellen discovers one day asleep be- 
neath a tree, and whose prodigious gifts as a 
storyteller soon have her utterly bewitched. 

The figures of Mr Cave and the stranger 


scarcely exist as rounded characters in their 
own right. Butthatis not their purpose. They 
provide Mr Bail with a wonderfully effective 
means of dramatising a conflict of interests 
which it is tempting to think that he, as a 
writer, rather enjoys wrestling with. For, on 
the one hand, he is unusually alive to the 
pleasures of naming, categorising and order- 
ing. The litanies of common and specific eu- 
calyptus names which Cave effortlessly re- 
cites are, in their way, as richly sensuous as 
any of the seductive tales told by the charis- 
matic stranger. Yet,on the other hand, the au- 
thor clearly also delights in the more expan- 
sive, indeed inexhaustible, pleasures of 
storytelling. “Eucalyptus” is an ideal vehicle 
for indulging both impulses. For all its con- 
cern with naming, however, the novel itself 
stubbornly defies categorisation. It is sui ge- 
neris: part fairytale, part catalogue, part love 
story, wholly original. 

The power of stories to shape and deter- 
mine the lives of ordinary people is also at 
the centre of Marion Halligan’s “The Golden 
Dress”. This elaborately constructed fiction 
radiates outwards from two characters, Ray, 
an Australian painter working in Paris, and 
his lover, Martine. As the novel opens, Mar- 
tine has left Ray to return to Sydney, uncer- 
tain about the future of their relationship. 

The narrative circles back to the forma- 
tive experiences of Ray’s childhood, dwell- 
ing, in particular,on the circumstances of his 
mother’s untimely death. It gradually be- 
comes clear that Ray’s and Martine’s present 
difficulties can be understood only in the 
light of these past events. The suspense and 
the emotional intensity gather slowly over 
the course of the novel as half-forgotten oc- 
casions are remembered, old family myster- 
ies are solved and new complications arise. 

Underlying Ms Halligan’s roundabout 
narrative technique is her fascination with 
the way in which stories may come to as- 
sume the authority of absolute truths. Does 
the fact that something didn’t happen mean 
that it can’t be true? Along the way there are 
several dramatic twists which effectively il- 
lustrate her perception that, far from being 
mutually exclusive, fact and fiction can 
readily, in a moment of unexpected revela- 
tion, change places. 

Each of the nine short stories in David 
Malouf’s new collection, “Dream Stuff”, 
touches on a different aspect of dreams or 
dreaming. There are sleeping dreams, day- 
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| BLUEBACK. By Tim Winton. Scribner; 96 
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Schocken Books; 185 pages; $23. Chatto 
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dreams, dream-visions. Dreams of fantasy 
and escapism, hope and longing, broken 
dreams. But there is nothing conventionally 
“dreamy” about the stories themselves. Not 
so much as a trace of sentimentality. Not the 
least haziness or insubstantiality. The char- 
acters, places and events are all solidly there. 
Much of the subject matter is uncompromis- 
ingly gritty and emotionally charged. There 
are occasional flashes of terrible violence. 









ns sis E girl contemplates 






the banishmentof a homosexual uncle from 
her strictly religious family and dreams of ef- 
fecting a reconciliation. “Sally’s Story” tells of 
the harrowing experiences of a wartime 
prostitute. “Dream Stuff’ describes the 
mixed feelings of an Australian writer who 
returns home after many years abroad. 
“Great Day” explores the network of ten- 
sions and rivalries which bind the members 
ofa large, patrician family. 

The physical landscape is no less care- 
fully charted than the psychological one. 
The unnamed narrator of “Jacko’s Reach” re- 
flects on the wealth of associations which 
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have grown up. around an empty plot of 
land. Years of shared experience, he says, 
have transformed this. apparently desolate: 
wasteland into a small island of enchant- 
ment in an ocean of suburban dreariness, 
Here all kinds of miracles have occurred. “If” 
there is only one wild acre somewhere we 
will make that the place. If they take it away 
we will preserve it in our head. If there is no 
such place we will inven That’s the way 
we are.” Such, in the 4 














T FIRST glance, it looks as if readers in 
Australia and Canada are reading ex- 
actly the same bestsellers as readers in Brit- 
ain and America, with maybe a few 
months delay. Anita Shreve, Bridget Jones, 
John Grisham and Jonathan Kellerman 
are all there, not to mention the ubiquitous 
J.K. Rowling. 

But look again and you will see an 
appreciation of home-grown talent. David 
| Malouf’s “Dream Stuff’, a powerful collec- 
| tion of imaginative stories reviewed in the 
| article above, is fifth in Australia’s fiction 
list. Among its non-fiction titles, Robert 


What the world i is ; reading 


Drewe, a novelist and broadcaster with an 
international reputation, has scored a win- 
ner, currently in sixth place, with “The 
Shark Net”, about a serial killer in Perth. 
(Hamish Hamilton have published this in 
Britain and Viking will bringit outin Amer- 
ica in July.) Notto leave out self-help books, 
“Food Fast” (at number two) is a book of 
recipes by Donna Hay, food editor of the 
Australian Marie Claire. 

Canadian writers are also holding their 
own against foreigners. On the fiction list, 
Bonnie Burnard is fourth with her homely 
saga of an Ontario family, “The Good 


“same time the gripping story of a Cape Bre- 
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his: sea-story collection, “Island”. 

Mr Macleod has been ‘callec 
Canada’s undiscovered literary t 
Like Frank McCourt, an American who ex 
plored his Irish roots, Mr Macleod delv 
into his family’s Scottish past, but in a les 
obviously biographical and more imagina 
tive way. His new novel, “No Great Mis- 
chief”, which: comes out in Britain and 
America later this month, has attracted a 
lotof advance attention. It is atone and the 








ton clan that left Scotland in the 18th cen- 

tury, and a fascinating reflection on the ` 
hold of the past—-here Calvinist values and 
Celtic myth—on the present. 
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moment this feeling seems to be easily out- 
weighed by relief that the peace process has 
re-started. In the seven-year history of the 
process, principle has repeatedly yielded to 
pragmatism. The first move away from de- 
commissioning as a precondition for negoti- 
ations was made by the Blair government 
after its election, swiftly followed by the 
IRA’S 1997 ceasefire. 

The 1rA’s announcement revived hopes 
which seemed to be dying. In the relief that 
followed, objections that decommissioning 
had been finally shelved sounded weak. 
Few had believed that demands for guns 
were ever going to be answered by a meek 
handover. In the House of Commons ex- 
change which followed the breakthrough, 
Mr Mandelson said there would be no more 
deadlines: “we've seen where that got us.” 

The Northern Ireland secretary's reputa- 
tion is now rising again. His unilateral sus- 
pension of devolved government on Febru- 
ary 12th, after a mere 72 days of existence, 
saved Mr Trimble, who had promised his 
party that he would resign by then if the IRA 
had made no move on decommissioning. 
But the cost of saving Mr Trimble was pro- 
longed chilliness between the British and 
Irish governments, and an unnerving hiatus 
during which public and party confidence in 
political development plummeted 

Mr Mandelson insists that he had no op- 
tion but to suspend. Admirers suggest that 
his toughness forced republicans off their 
do-nothing attitude on decommissioning. 
The less kind speculate that the ira move 
was already semi-developed when the 
secretary of state impatiently threw a switch. 
The sceptical see the rra’s latest move as a fi- 
nal escape from the decommissioning de- 
mand, rather than as a triumph for British 
firmness. 

The truth may be that this was a draw, 
rather than a triumph for anyone. When an 
illegal army, obsessed by secrecy, promises 
access to its arms dumps the impact is 
bound to be considerable. Until now the IRA 
had delayed any real move on arms, feeding 
suspicion that republican “commitment” to 
peace was no more thana tactic. The security 
force assessment was always different— 
leaning towards the argument that until Sinn 
Fein ministers were settled into government, 
opinion in the rra would continue to resist 
running down the option of a return to vio- 
lence. Police and army chiefs have always ar- 
gued that the delicate process of making 
peace is better served by a secure Adams- 
McGuinness leadership of the republican 
movement. 

Mr Adams's future is also closely en- 
twined with that of his adversary and oppo- 
site number, Mr Trimble. This month’s sur- 
prisingly successful negotiation leaves much 
to do. But the mutually dependent leader- 
ships of Messrs Trimble and Adams face the 
next stage emboldened. 

= — s 
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The Tate Modern 


For art's sake 


NLY one thing happened in Britain this 
week which it can confidently be said 
will still matter in 100 years’ time—the open- 
ing of the Tate Modern art gallery on the 
south bank of the Thames. The gallery, 
housed in an enormous converted power 
station at Bankside, already comes gar- 
landed with superlatives, It is the biggest 
modern art museum in the world; it is the 
biggest museum to open in London in more 
than a century; and itis the first national gal- 
lery in Britain to be dedicated exclusively to 
modern and contemporary art. 
The gallery’s supporters argue that be- 








Big is beautiful 


cause of its focus on modern art alone the 
new Tate fills a major gap in the cultural 
landscape in Britain. New York already has 
the Museum of Modern Art (MoMA) and 
Paris has the Pompidou Centre. But while the 
Tate Modern may be a late arrival on the 
scene, its boosters hope that it may ulti- 
mately outshine its rivals in foreign capitals. 

There is certainly a strong whiff of cul- 
tural nationalism in the way the Tate Mod- 
ern is being written about in Britain. Archi- 
tectural critics compare the cavernous 
building favourably with its much-lauded 
rival, the Pompidou Centre in Paris. Art crit- 
ics stress the way in which the presentation 
of the works at the Tate Modern challenge 
the “canonical approach” of Moma. 
Whereas moma presents works chronologi- 
cally and arranged by artistic school: ex- 
pressionism, cubism, surrealism and so on, 


the Tate Modern jumbles works from differ- 
ent periods together, linking them by intel- 
lectual theme. So Monet’s water-lilies are 
placed opposite a black-and-white splattery 
work by Richard Long, linked apparently by 
a shared interest in landscape. This ap- 
proach may notalways be very enlightening, 
but it seems somehow more...modern. 

For the Blair government which has long 
made a fetish both of modernity and of the 
“creative industries”, the opening of the Tate 
Modem was too good an opportunity to 
miss. Blairite journalists have written earnest 
columns stressing the emblematic nature of 
the opening of the new gallery. On May uth 
at the Tate Modern’s opening party, the 
prime minister was due to rub shoulders 
with Madonna, Mick Jagger and the queen. 

Whether the Tate Modem will have the 
desired political resonance remains to be 
seen. The Millennium Dome, further down 
the river in Greenwich, was also meant to 
create a feeling of excitement and moder- 
nity—but is now widely acknowledged to be 
a turkey. The Tate Modern at least has the ad- 
vantage that its contents have been dreamed 
up by artists, rather than (as with the dome) 
by an official committee. 

But modern artis just as likely to alienate 
ordinary people as to excite them. The new 
gallery contains the famous “Tate bricks”—a 
set of fire bricks, assembled by Carl Andre, 
which were denounced some years ago by 
the tabloid press as the perfect exemplar of 
the fraudulent nature of modem art. Pictures 
of the prime minister sipping champagne in 
front of abstract paintings in London, may 
not be quite what his spin doctors had in 
mind, at a time when Labour is trying to 
shore up its support in its working-class 
heartlands in northern England. 

One aspect of the Tate Modern which 
does seem to be genuinely emblematic of 
modern Britain, is that public transport to 
the gallery is a disgrace. The propaganda for 
the gallery claims that it is just around the 
comer from the new Southwark tube. This 
turns out to be a euphemism for a ten-mi- 
nute stumble over broken pavements, 
through the traffic fumes of south London. 
The few signs to the gallery are cleverly con- 
cealed—way above eye level and printed in 
microscopic script. 

But the Tate Modern should soon be 
linked to the other side of the Thames and to 
St Paul’s cathedral by the Millennium Bridge 
for pedestrians—the first new Thames cross- 
ing constructed since 1894. But inevitably, 
the bridge has not been completed on time, 
and at present trails off in mid-air. Unde- 
terred the queen declared it open anyway on 
May 9th. 

When all the pieces are put together, 
however, the Tate Modern and the Millen- 
nium Bridge will make major contributions 
to the revitalisation of the Thames as a cul- 
tural centre and touristattraction. The design 
of the Tate Modern makes triumphant use of 
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its riverside location. Visitors can now walk 
from the Millennium wheel at Westminster 
Bridge past the concert halls and theatres of 
the South Bank and continue down to the 
gallery. It may become one of the best-loved 
walks in London. 





Racial crime 


Mixed 
messages 


NOTHER day, another headline about a 
racial attack. On May 10th the papers 
were reporting a case of an assault on a black 
schoolboy by a gang of white fellow pupils, 
who had sprayed racist graffiti on the walls 
of his room at boarding school. It was a rela- 
tively minor incident in what has become an 
increasingly disturbing litany. 

Ashia Hansen, one of Britain’s top black 
woman athletes, is still in hiding after her 
white boyfriend was stabbed by a gang of 
white youths in Birmingham earlier this 
year. Ms Hansen had received racist threats 
in the mail; other black athletes (particularly 
those in mixed marriages) have received 
similar treatment. 

It is not just the famous who are under 
threat. Last month, a black man walking 
back from a hospital was doused in fuel and 
set alight by white youths in Solihull. Eleven 
police officers are being investigated by the 
Police Complaints Authority for their role in 
the initial inquiry into the death of the black 
musician, Michael Menson, who died of his 
wounds when he was set alight by a gang in 
1997. The police initially suggested that Mr 





All too rare a sight 
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Menson had set himself | 


white youths in south Lon- 


é es Black marks aes 
alight, but his killers were | incidents of racial crime don. The police’s failure to 
later convicted. Meanwhile in London*, '000 catch the killers led to accusa- 


in Telford in the westcountry | 
a case involving two blacks | 
who were also presumed to | 
have committed suicide by 
the police is now under re- 
view. 

All this anecdotal evi- |, 
dence suggests that racial | 
conflict is on the rise. Official 
figures bolster this impres- 
sion. The Metropolitan Police 
Force (the Met) is the police 
force for London, Britain’s most ethnically- 
mixed city. Their figures show thenumber of 
all “racial incidents”, crimes believed to in- 
clude a racial element, shooting up from 
5,876 in 1997-98, to 11,050 in 1998-99 and 
23,346 for 1999-2000. (The figures are gath- 
ered from April to March, see chart). Last 
year, there were 14,669 crimes of racial vio- 
lence in London. The figures from the west 
Midlands, the country’s second most ethni- 
cally-mixed area, tell a similar story. There 
were 1,548 racial incidents (defined in a dif- 
ferent way from London’s) there last year, 
compared to 1,026 the year before. 

However, as the police are quick to point 
out, there are several very plausible reasons 
for these huge increases, besides the pos- 
sibility that racial crime has actually in- 
creased. Racist crime has been re-defined in 
the last few years. Rather than being defined 
by the police, it is now principally up to the 
victim of a crime to define an attack as ra- 
cially-motivated. 

This change followed last year’s Mac- 
pherson report into the killing of Stephen 
Lawrence, a black teenager, by a group of 
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tions that they were failing to 
take racial crime seriously. 
Critics fear that the Macpher- 
son report may have tipped 
the balance too far, by talking 
of “institutional racism” in 
the police and by allowing 
victims rather than investi- 
gating officers to define the 
nature of acrime. 
| But it seems entirely 
likely that an overwhelm- 
ingly white police force was unable, or un- 
willing, to come to terms with the extent of 
racially-motivated violence in Britain. Itises- 
timated that nearly 30% of London’s popula- 
tion comes from ethnic minorities, yet of the 
Met's 26,000 officers, only 3.9% are from eth- 
nic minorities. The comparable figure for the 
west Midlands police—the most racially- 
mixed in the country—is only 4.4%. The po- 
lice are now on a renewed drive to increase 
the recruitment of ethnic minorities. The in- 
creasing seriousness of the police’s approach 
to racial violence is also shown by the fact 
that one of the force’s top officers—John 
Grieve, formerly head of the anti-terrorist 
squad—has been put in charge of the unit 
looking at racially-motivated crime. 

Both the increase in the number of race 
crimes reported—and the attention they are 
getting in the press—may, in some ways, be a 
sign that things are getting better. More atten- 
tion, it is argued, is being paid to a problem 
that has always been there. Ben Bowling, an 
academic at the University of London and 
an adviser to the Metropolitan Police, argues 
that although there may have been a slight 
increase in the real level of racial crime in the 
past couple of years, race relations are still 
considerably better than they were 20 years 
ago. The vote for racist political parties has 
slumped since then and inter-racial mar- 
riages arenow common. In 1981 there were 26 
racially-motivated murders recorded in Brit- 
ain. Thirteen black people died in one arson 
attack in London. 

Others insist that racial tension is indeed 
on the rise in Britain. Refugee groups and 
some politicians and trade unionists have ar- 
gued that the current hue and cry about asy- 
lum seekers is responsible. Naz Coker, chair 
of the Refugee Council, claims that “the dis- 
course around asylum-seekers has legiti- 
mised racist language.” 

And a bizarre link has now arisen be- 
tween the asylum issue and the Lawrence 
case. Some of the original suspects in the 
Lawrence affair recently came to the atten- 
tion of the police once again. They were ar- 
rested for trying to smuggle some asylum 
seekers into Britain. Not out the goodness of 
their hearts, but because refugee smuggling 
is now a profitable business. 





99 2000 


*Years ending March 


rt | 


59 























Charles Kennedy and the riddle of Romsey 


| OVER is not the only-clapped out British institution threaten- 
l ing abruptly to rise like a phoenix. The Liberal Democrats un- 
| der Charles Kennedy have also enjoyed a remarkable resurrection 
| since last week. On May 4th, the same day that Tony Blair suffered 
| his expected humiliation in London, and William Hague notched 
| up unexpected Conservative gains in many local councils, the Lib 
| Dems stormed the allegedly “safe” Tory seat of Romsey in a par- 
| liamentary by-election. Ata stroke, this result from Hampshire has 
| reversed established opinion not only about Mr Kennedy but also 
| about the longer-term destiny of Britain’s third party. 
Before Romsey, the conventional wisdom held that Mr Ken- 
| nedy was failing to fill his predecessor's big boots. Although Paddy 
| Ashdown may have had his faults, 
| such as never telling his party what 
| he was up to, the ex-marine was at 
| least an energetic commander, with 
| astrong sense of direction, who was 
| plainly up to a lot. He had helped 
| the Lib Dems to recuperate from 
| their many splits and mergers, given 
them a record 46 seats in Parlia- 

| ment, and recognised early on the 
| strategic threat posed to them by La- 
| bour’s metamorphosis into a sensi- 
ble party of the centre-left. As a 
much smaller sensible party of the 
centre-left, Mr Ashdown calculated, 
the Lib Dems had better commune 
with New Labour before being con- 
sumed by it. So he gave up the old 
| policy of “equidistance” between 
| the two big parties and sided with 
| Mr Blair's (“constructive opposi- 
if a . . 
' tion”, this was called) in return—he 
| thought—for the promise of elec- 
| toral reform and the prospect of a 
| Lib-Lab coalition, ifnot a merger. 
l Since becoming leader on Mr 
| Ashdown’s retirement last summer, 
| the languid Mr Kennedy has failed 
| to convey a similar impression of 
| activity, His low-key speeches in 
Parliament have for the most part 
been passed over unnoticed, or—worse—noticed with embarrass- 
ment. He has not enjoyed the same rapport with the prime minis- 
ter. If there was any life left in Mr Ashdown’s grand strategy for a 
Lib-Lab coalition, it seemed to be slipping away (which may be 
why Mr Ashdown chose to slip away first). Dire though the Tories’ 
condition might have seemed under Mr Hague, some Lib Dems 
confessed in private that 46 seats might mark the high tide of their 
own party’s achievement. 

Until Romsey. Liberals make a speciality of by-election upsets, 
as famous victories such as Orpington (1962) and Newbury (1993) 
attest. But even by their standards last week’s capture of Romsey, 
overturning a majority of more than 8,000 and gaining more than 
50% of the vote in one of the Tories’ 50 safest seats, was a remark- 
able feat. Although Tory governments are used to losing by-elec- 
tions to Lib Dems, Tory oppositions are not. If Mr Hague had not 
been able to deflect attention by pointing to his own parties’ im- 
pressive victories in the simultaneous local-governmentelections, 
Romsey would have been greeted as a humiliation. 

Even with the camouflage, it is the cause of deep concern to To- 
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ries, and has planted a wild surmise in the hearts of Lib Dems. 
What if 46 mes (or 47, now that Sandra Gidley is the member for 
Romsey) is not the Lib Dems’ high-water mark after all? One rea- 
son for having supposed that it might be was the assumption that 
the appetite of voters toco-operate tactically against the Conserva- 
tives would wane once Labour was in office. Romsey suggests that 
this might not happen. What if—in constituencies neither can win 
under normal circumstances—Labour and Lib Dem supporters 
are still eager when the general election comes to band together to 
keep the Tories out? In such an event, Mr Kennedy told his mrs this 
week that his party could win another 50 Tory seats, mainly in the 
south of England. 

Why should the animus against 
the Conservatives remain so strong? 
Mr Kennedy’s explanation is that 
the decent voters of Hampshire 
were repelled by the “saloon-bar” 
opportunism that prompted Mr 
Hague’s recent tough speeches on 
asylum seekers and crime. In Rom- 
sey, the Lib Dems made this attack 
on Mr Hague a principal feature of 
their campaign. And the more “ex- 
treme” Mr Hague now becomes, on 
Mr Kennedy’s analysis, the bigger 
the likelihood that the Lib Dems 
will one day succeed in displacing 
the Tories as the main alternative to 
Labour. 

This is a neat theory, but the evi- 
dence for it is slender. Bagehot de- 
tects few signs that Mr Hague is fool- 
hardy enough to fight the general 
election as an extremist. Besides, if 
Mr Hague’s policies on asylum and 
the like repelled the voters of Rom- 
sey, why did they appeal to so many 
voters in local elections all over Eng- 
land? Other factors—such as the 
clear superiority of Mrs Gidley over 
the Tory candidate—may well have 
counted for more. 

Analysing elections is an inex- 
act science. The precise motives of the voters of Romsey will re- 
main a riddle. And yet, so far as Mr Kennedy is concerned, this 
need not matter. Whatever the reason for the victory, it came just 
in time to transform his reputation. The same low-key parliamen- 
tary performances that commentators and colleagues belittled as 
feeble before Romsey are now praised by the same colleagues and 
commentators as masterpieces of gentle wit and quiet dignity. 
Romsey has helped to differentiate the Lib Dems from both La- 
bour and the Conservatives: only the Lib Dems dared to speak out 
strongly for tolerance on immigration and asylum. And the by- 
election should at last have silenced those Lib Dems who dream of 
moving their party to the left of Mr Blair in the hope of scooping up 
disaffected Labour voters in Labour's northern cities. Such a tactic 
would always have left many Lib Dem mrs vulnerable to a Con- 
servative resurgence in the south. Romsey suggests that there may 
anyway be bigger prizes to be won as a party of the centre. Mr Ken- 
nedy has not, it is true, prosecuted Lib-Lab diplomacy as much as 
Mr Ashdown might have wished. But so what? Mr Blair will seek 
him out soon enough once Labour's majority is in peril. 
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Cutting off NTT 


TOKYO 











NTT wants to turn itself into a global company. America’s government may 


stop it from doing so 


N MAY 8th, nrr Communications, a 

subsidiary of wrt, the Japanese tele- 
coms giant, announced it would pay around 
$5 billion to acquire the remaining 90% of the 
outstanding shares that it does not already 
own in an American website manager and 
high-speed data-communications company 
called Verio. Then on May 9th, ntr Do- 
CoMo, the carrier's mobile-phone subsid- 
iary, announced it was paying $4.5 billion for 
a 15% stake in the Dutch cellular company, 
KPN Mobile. For n’rt, one of the most insular 
of Japan’s great companies, these two deals 
signal a reversal of strategy. 

Like any respectable Internet company, 
Verio has been losing money hand over fist 
since it was founded in 1996. It lost $73m on 
revenue of $81m in the quarter to March 
compared with a loss of $55m on sales of 
$73m in December. But by spending $i0om a 
year on equipment and acquisitions, Verio 
has turned itself into the world’s biggest pro- 
vider of web-hosting and related Internet 
services—looking after some 400,000 web- 
sites for mainly small tomedium-sized firms 
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in 127 different countries. Forrester Research 
expects the hosting business worldwide to 
grow nearly 70% annually, from $2 billion 
last year to close on $15 billion by 2003. 

That is the market nr is after. With e- 
commerce beginning to take off in Japan, it 
wants to merge its own fledgling web-host- 
ing service into Verio’s global network before 
rival hosting firms such as Digex and Exodus 
take the Japanese market by storm. 

Such specialist hosting firms are not the 
only ones planning to invade ntr’s own 
backyard. Having seen their profit margins 
squeezed mercilessly, some of America’s big- 
gest suppliers of personal computers, in- 
cluding Compaq, Dell, Gateway and Hew- 
lett Packard, have expanded into the 
fast-growing hosting business. Meanwhile, 
1BM has teamed up with Kpnqwest to 
launch a web-hosting venture that is ex- 
pected to generate $4 billion a year in reve- 
nue. More worrying still, arat has plans for 
building some 26 data centres around the 
world for hosting e-commerce sites over the 
next couple of years. Not to be left out, mcr 











WorldCom is spending göm to set up its 
own hosting business. 

By buying Verio outright, n : 
come the world’s biggest web-hosting 
player, with a good chance of protecting its’ 
home market while securing a big slice of the 
market abroad. “We will be able to offer ‘one- 
network’ rr [Internet protocol] solutions ùn- 
der a single operating structure in the United 
States and Asia,” gloats Masanobu Suzuki, 
boss of srt Communications. 

Mr Suzuki is paying through the nose for 
his prize. The offer values Verio at $60 a 
share, a generous 67% premium over the 
company’s share price when the acquisition 
was announced. In part, that is the penalty 
for coming late to the global consolidation. : 
table. Mainly, however, it is because time is 
running out for nt. The fat profits thatit has 
been able to squeeze from Japan’s long-suf- 
fering consumers are not gcing to last much 
longer. 

The traditional Japan Ine model of global 
expansion is to spend decades ploughing 
profits generated in a protected home mar- 
ket into loss-making operations abroad 
while building global market share. That is 
what the automotive, machinery and elec- 
tronics industries did. 

But until ten months ago, ntr was notal- 
lowed to get into the international business. 
Kokusai Denshin Denwa had the monopoly 
on that. Then, last July, nvr was split into two 
regional phone companies and a long-dis- 
tance carrier that was allowed to operate 
overseas. And now, just as ithas won its free- 
dom, it faces stiff political, as well as com- 
mercial, opposition abroad. 

Trade. officials in Washington, familiar 
with the Japan Inc model, are adamant that 
ntt should not be allowed to use the profits 
it generates from its total monopoly over lo- 
cal telephone connections in Japan to snap 
up the jewels of America’s sparkling new in- 
formation technology industry without 
something being granted in return, Having a 
stranglehold over the Japanese consumer, 
NTT can impose an extortionate charge 
(¥72,800) simply to connect a new sub- 
scriber, and then charge high monthly rental 
fees (up to ¥2,600) plus a high user charge 
(typically ¥10 for three minutes). 

The trade dispute is over the “intercon- 
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nection charges”—what ntr makes other 
carriers pay for letting them use its network 
to carry voice and data messages over the 
last mile between local switching centres 
and homes and offices. At present, NTT’s in- 
terconnection charges are exorbitant, by in- 
ternational standards (see chart on previous 
page). NTT’s fledgling rivals in Japan say that 
they account for 40% of operating costs. 

After initially agreeing that Nrt’s high 
charges were preventing competitors from 
offering consumers a better deal and stunt- 
ing the country’s nascent information tech- 
nology industry in the process, the Japanese 
government has lately reversed its position. 
It now fears that any reduction in NTT’S pro- 
fits would force it to shed too many workers 
in a hurry, and further increase Japan's re- 
cord unemployment figures. 

Under the circumstances, the Americans 
have moderated their demands and are now 
seeking to have ntt reduce its charges by 
22.5% over the next two years and by 40% 
thereafter. The Japanese government is in- 
sisting that NTT will need four years to re- 
duce its charges by 22.5%. 

The Clinton administration is deter- 
mined to bulldoze Japan's telecoms playing 
field flat before finally leaving office. The 
deadline it has set is the summit meeting of 
the G7 industrial countries plus Russia that 
Japan will host this July in Okinawa. If, as ex- 
pected, the American and Japanese govern- 
ments reach a compromise, the dominant 
carrier will then have only a year or two be- 
fore its interconnection slush fund runs dry. 
That’s why ntrisina hurry. 





Internet 


The power of 
speech 


OU don’t need a souped-up cell phone 

to surf the Internet when you're on the 
road—just your own dulcet tones. That’s the 
idea behind anew breed of voice service that 
is popping up all over the place. Subscribers 
dial a toll-free phone number and use spo- 
ken commands to listen to anything from 
weather conditions to stock quotes, flight in- 
formation to news stories. 

Half a dozen of these services—such as 





The new killer app 


Audiopoint, BeVocal, Quack.com, TellMe 
and TelSurf Networks—have already gone 
live or are testing their systems. And there are 
more to come. If they are successful they 
could change telephony as we know it, tum- 
ing it intoa kind of interactive radio. 


These launches are all happening be- 


cause two crucial technologies have come of 
age. Speech recognition software from com- 
panies such as Lucent, Nuance and Speech- 
works can now understand a wide range of 
accents and diction without having to be 
trained to a specific voice. And computer 
languages such as Voicexmt make it as easy 
to write voice servicesas HTML has made it to 
write web pages. 


With Voicexmt, the human voice be- 
comes a substitute for a computer 
mouse and the spoken command 
for a click. It doesn’t, however, call 
up conventional web pages, but 
content which is specially com- 
posed for a telephone: sound clips, 
numbers, music, spoken texts. 

The voice portal war will bring 
consumers all kinds of new ser- 
vices. Be Vocal will offer driving di- 
rections. TelSurf lets users listen to 
and send e-mail. TellMe allows us- 
ers to make a two-minute phone 
call to anywhere in the us. Since 
TellMe, like its competitors, is free 
of charge, these calls are also free. 

Of these ventures, TellMe 
stands out. Its founders are top en- 
gineers from Netscape and Micro- 
soft. The firm has raised $53m so 
far—a lot even by Silicon Valley 











Morocco goes mobile 


RABAT 


OUR decades after independence, 80% 

of Morocco’s villages and half its popu- 
lation have yet to get paved roads, electric- 
ity and running water. But at least the 
country’s peasants can now get mobile 
phones. 

Morocco is claiming the fastest mobile 
phone growth in the world—albeit from a 
low base. The number of subscribers in the 
country has quadrupled in six months to 
800,000. By the end of the year, the state 
regulator, ANRT, expects mobile connec- 
tions to exceed the number of landlines. 

The boom is helping Morocco leap- 
frog generations of development. While 
fixed lines cover 6% of the population, the 
mobile network covers 85%. The new mo- 
bile phone operator, Meditel, a Spanish- 
led group, was up and running within nine 
months of winning the tender last year. 
Three satellite operators, who were 
awarded their vsar licences this month, 
hope to have their networks operating 


within just a few weeks. 

In a hierarchical kingdom in which the 
state controls everything from the air- 
waves to babies’ names, such liberalisation 
is startling. It stems from a law in 1997 
which bust Maroc Telecom’s monopoly. 
ANRT plans to break its hold on landlines 
by 2002. Investors say the speed and tran- 
sparency of Morocco’s telecom reforms are 
unparalleled in the Arab world. 

The government's need for cash isdriv- 
ing the liberalisation. Last summer, Mo- 
rocco confounded economists when the 
government earned $1.1 billion from the 
sale of a second Gsm licence to Meditel— 
double the amount Egypt, with twice the 
population, earned from a similar sale. 
vsaT licences are fetching $4m a piece. 
Later this summer, the partial privatisation 
of Maroc Telecom is earmarked to bring an- 
other $1.5 billion into state coffers. The sale 
is attracting bids from as far afield as Italy 
and Indonesia. 


The reforms are winning Morocco the 


regional edge. Across the continent, only 
South Africa and Egypt have a higher mo- 
bile phone penetration. While security-ob- 
sessed Tunisia and Algeria still struggle 
with a single low-capacity Gsm network, 
Morocco is planning its third. Tunisia was 
the first country in Africa to market the In- 
ternet, and helped launch the web in Mo- 
rocco. Today Tunisia has two Internet pro- 
viders, one owned by the president's 
daughter, the other by a close relation, and 
Morocco has hundreds. Investors now talk 
of turning Morocco into a regional hub. 

In a heavily regulated region, Mo- 
rocco’s telecom sector has become a pilot 
for anew way of administration. The regu- 
lator, not the Ministry of Telecommunica- 
tions, is in charge, and acts as an indepen- 
dent arbitrator. Tariffs tumble, as Moroc- 
cans get a taste of corporate competition. 
The World Bank hopes this new way of do- 
ing things will be contagious: if it works in 
telecoms, it might also succeed in tran- 
sport. There has even been talk of liberalis- 
ing radio and television. Who knows 
where it all might end? 








THE ECONOMIST MAY 13TH 2000 


standards. Its list of backers reads like the 
“Who's Who” of the high-tech kingdom. 
With Benchmark Capital, Kleiner Perkins 
Caufield & Byers and The Barksdale Group, 
the company has convinced three major 
venture capital firms to pitch in. 

TellMe’s mission is not just to be a phone- 
based information service, but a platform 
for “v-commerce” (voice commerce). The 
firm hopes that other companies will use its 
technology to build a “voice presence” on 
the Internet, just as they have created web 
services. Consumers could then simply 
search for a book, for example, say “buy” 
and have it sent to their home. 

Currently, the services have to work out 
some technical kinks. TellMe reacts quite 
quickly to the spoken commands—with 
1,500 test users. Millions of users may prove 
harder. And ona land line, the service under- 
stands almost every word. But on a cell 
phone with bad reception, users must often 
repeat themselves. 

More fundamentally, TellMe and its 


competitors must convince consumers that 
they actually need such services. Much of 
the information they offer is already avail- 
able online, on the radio and on cell phone 
displays. The most attractive services will 
probably be those that combine voice and 
text in a clever way: users could, for example, 
ask for an address and get driving directions 
on their cell phone display. 

And, last but not least, the services have 
to find a way to make money. TellMe has 
opted for an advertising-supported business 
model, but also intends to charge e-com- 
merce sites for building and maintaining 
their voice services and it wants to take a cut 
on every purchase that is made through its 
system. 

Voice portals could well become a new 
form of interactive car radio. Commuters 
could select their news, answer their e-mail 
or do their grocery shopping. A fantasy? Re- 
cently, Ford Motors and Lernout & Hauspie, 
a speech-products company, formed a ven- 
ture to look into just that. 
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Local area networks 


The fibre of Taiwan 


HSINCHU AND TAIPEI 


Taiwan is for the first time taking a lead in setting technology standards 


HIH-TIEN KING came to Taiwan from the 

mainland in the 1940s, even before the re- 
treating Kuomintang army. A teenager then, 
he took his first stab at marketing by herding 
100,000 people onto a Taipei basketball court 
to have them draw lots for the only 10,000 
telephones on the island at that time. Three 
decades later Mr King left telecoms for anew 
industry, called local area networks (LANs), 
and started founding companies—lots of 
them. Another two decades on, and Taiwan 
today controls half of the world market for 
LAN equipment. For the bubbly 76-year-old, 
known in Taiwan as “the godfather of net- 
working”, the real fun starts now. 

Tobe precise, it may have started on May 
3rd, when 14 Taiwanese LAN manufactur- 
ers—including one of Mr King’s firms, Acc- 
ton—banded together to endorse a new 
technology that could remove one of the In- 
ternet’s last remaining bottlenecks. The plan: 
toslash the cost of replacing the copper wires 
that connect most desktop computers to the 
Internet with fibre cables. If it works, it will 
mark the coming of age of both the Internet 
and Taiwan as a high-tech power. 

In Mr King’s lifetime, Taiwan has already 
transformed itself twice—first, from a poor 
farmland into a landscape of factories mak- 
ing shoes or footballs for the West, and then 
from low-cost sweatshop to high-tech man- 
ufacturer of electronics and computer hard- 
ware. Still, so far Taiwan has always been a 
follower, making things invented elsewhere 
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Mr King leads the way 


more cheaply. By taking the initiative in fi- 
bre-optic networking, however, Taiwan is for 
the first time attempting to lead the world in 
a next-generation industry. “If it happens in 
Asia, it will happen in Taiwan,” says Ding- 
Yuan Yang, a director at Winbond, another 
firm in the consortium. 

Replacing copper with glass has long 
been the Holy Grail of networkers every- 
where. Fibre to the desk, as opposed merely 
to the curb, increases the bandwidth avail- 
able to Internet users by about 50 times, en- 
abling kids to download Star Wars in min- 


BUSINESS 


utes rather than hours, and making life faster 
and cheaper for businesses. But today only 
about 10% of the world’s households have fi- 
bre to the home, because the cost of installa- 
tion compared to copper is still prohibitive. 
The Taiwanese reckon that they can slash 
this cost by half, thus bringing fibre into 33% 
of households during this decade. 

Previous attempts to do this have failed 
because glass is hard to bend, which is essen- 
tial if it is to be wound through buildings, 
and because connecting the fibres (joining 
two light shafts a fraction of a hair thick) has 
proved a nightmare. Working with the Tai- 
wanese, however, 3M, a Minnesota-based 
group best known for its Scotch tape and 
Post-it stickers, has come up with an unas- 
suming plastic plug that could solve this. 
Called vr-45, it joins fibres together, takes 
about two minutes to install, compared to 
over an hour for other connectors, and costs 
little. What is more, 3m has come up with a 
coating for the fibres that makes them ben- 
dable. Using the vr-45 standard, consumers 
will be able to plug into broadband Internet 
access as easily as they connect their tele- 
phones to the socket. 

The vr-45 standard has its sceptics. “3M 
isnota world leader in networking,” says one 
technology analyst. But he may be missing 
the point. “Nothing that 3m does is about 
electronics,” says Mr King. “It’s simply a 
small item, like a zipper. But think of how 
important a zipper is.” 

What makes the vr-45 standard so pro- 
mising is that the Taiwanese will redesign 
their equipment, the fiddly electronic bits 
that make Lans work, to run on it from next 
month. And Taiwan's networkers have be- 
come so powerful that “we can now vote Yea 
or Nay on standards,” says Charles Chuang, 
the research boss at Dynacolor, which is also 
in the consortium. So it is because Taiwan 
has voted Yea to the vF-45, and Nay to its ri- 
vals, that it looks likely to succeed. 

This highlights Taiwan’s current role in 
the global high-tech industry. Few if any of 
itsthousands of small firms are brand names 
in the rest of the world. Almost everybody 
with a computer uses its products but does 
not know it. But behind the scenes, the Tai- 
wanese have become king makers, deciding 
on which Western technologies make it and 
which donot. 

For Mr King and his collaborators, how- 
ever, that is still not enough. They want to 
bring the inventing to Taiwan as well. And 
they could. Already, Western labs teem with 
expatriate Taiwanese. Mr King is now invit- 
ing them to come home. Which explains 
why he keeps his companies small and nu- 
merous: he picks the best Taiwanese brains 
in Silicon Valley and gives each one a com- 
pany to run. Already, Mr King has watched 
Taiwan graduate through two stages of de- 
velopment. Now he and his compatriots are 
preparing for the final push. 
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Advertising 


The smartest bus 


shelters ever 


American capital is prizing open a fast-growing bit of the advertising business 
now dominated by a controversial French company 


ESIGNER clothes and designer cars are 
passé: this is the year of designer bus 
shelters. Around the world, elegant new 
ranges of bus shelters are proliferating, some 
designed by Sir Norman Foster, Britain’s 
most famous architect, some by Richard 
Meier, who built the Getty Museum, some 
by other big names. They are the visible 
manifestation of a sharpening battle for an 
increasingly valuable advertising business. 
Once upon a time, the “outdoor” bit of 
the advertising business—billboards, train 
stations, bus shelters—was regarded as its 
least exciting. No longer. Television and mag- 
azines bemoan the fragmentation of their 
audiences, but the streets and the stations 
are still full of people. Advertisers are begin- 
ning to see outdoor as the last mass medium. 
Rates have consequently been rocketing. 
Within the outdoor sector, street furni- 
ture (see chart on next page) is flourishing. 
That’s because many city governments re- 
gard posters as visual pollution, and are 
slowly reducing the number of sites, But 
they like the deals whereby a company pro- 
vides them with, and maintains, smart new 


bus shelters, information panels, public lav- 
atories, benches, drinking fountains, In- 
ternet access points, bicycles and anything 
they take it in their heads toask for. The com- 
pany, in return, gets a 15-20 year monopoly 
on advertising on the bus shelters, informa- 
tion panels and anything else the city will let 
it stick its posters on. 

This business model was invented in 
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Battle zone 


France by Jean-Claude Decaux in 1964 in re- 
sponse to a law limiting poster sites. Mr De- 
caux built a company on the back of it; and 
the idea spread first into other European 
countries, and is now moving around the 
world. Asia and Latin America are the latest 
converts. The most recent big battle was for 
Rio de Janiero. Only in America is it slow to 
be adopted. Although San Francisco has 
awarded a contract, and Chicago is just 
about to put one out to tender, in most Amer- 
ican cities there is not enough city centre 
shopping to make the business work. 

J.C. Decaux has dominated the business 
since its inception. The firm is 100% family- 
owned, as is visible from its management. 
Aside from Jean-Claude, who continues to 








Handcuffs on the high street 


| FRANKFURT 


| ANCY three toothbrushes for the price 
| of two, a suitcase with a lifetime guaran- 
| tee, or a half-price bicycle? In malls across 
America, such shopping incentives have 
long been the norm. In Europe, though, 
consumers may not be so lucky. Some 
countries place tough restrictions on dis- 
counts, free gifts and the like, while others 
simply ban them outright. Just try offering 
a 40% discount on a suit in Belgium, or giv- 
ing away a free dictionary with an Encyclo- 
pedia in France or Austria, and Europe’s 
trading limitations soon become apparent. 
The most restrictive country of all is 
also the largest: Germany. Its shopping 
laws, some of which date from the early 
1930S, are stuffed with bizarre curbs. Sea- 
sonal sales can only be held during speci- 
fied weeks, and may only apply to certain 
products (the list varies depending on 
| whether the sale is in summer or winter). 
At other times, discounts on cash pur- 
chases are limited to 3%. Unlimited guaran- 
tees are generally forbidden. And don't 
even think about giving products away: in 
one famous case, a baker was banned from 
| giving acloth bag tocustomers who bought 








more than 10 rolls; in another, a garage was 
stopped from giving free car washes to reg- 
ular customers. 

Opposition to liberalisation remains 
strong. Some lobby groups still argue that it 
would drive smaller shops out of business 
and confuse consumers by distorting pric- 
ing. One of the most vocal, the Association 
against Unfair Competition, is backed by 
more than 1,000 German retailers. Accord- 
ing to one European Commission source, 
the group “reeks of protectionism”. Some 
of its biggest members are only too happy 
to offer abroad the kind of customer incen- 
tives that they oppose at home. They also 
seem tocare little that consumer groups fa- 
vour liberalisation. As one foreign retailing 
executive puts it: “Their game plan is sim- 
ple: bend the rules and treat the customer 
like a cretin.” 

They are coming under attack from 
two directions: competition watchdogs 
and technology. The European Commis- 
sion has acted on several complaints. A six- 
year-old dispute between Polygram and 
Germany, which banned the music com- 
pany from offering (horror!) free compact 


discs to bulk buyers, isabouttomovetothe | 
European Court. Lands’ End, an American 
mail-order company, recently lodged a 
complaint after a German court ruled that 
it may offer lifetime guarantees only so 
long as it does not advertise them. This has 
even meant having to black out the section 
concerning guarantees on customer order 
forms. “We can only talk about the offer if 
the customer happens toask first,” says the 
company’s boss in Germany, Stephen 
Bechwar. “Who benefits from that?” 

The other source of pressure is the In- 
ternet. Here again, Brussels is pushing 
change. Its e-commerce directive, due to 
take effect next year, will permit online re- 
tailers to trade by the rules of their home 
country—thus allowing those that set up 
shop in liberal countries to dodge restric- 
tions elsewhere. 

Fearful that its own firms’ competitive- 
ness may suffer, Germany’s government 
recently promised to overhaul its most an- 
tiquated retailing laws in time for the direc- 
tive—although a previous attempt, in the 
mid-1990s, was blocked by regional politi- 
cians. There is even talk of another assault 
on the shopping-hours law, which forces 
stores to close for much of the weekend. A 
free car wash on a Sunday—now there’s a 
radical idea. 
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Investment 
management 


Risk and return 
management 


Investment operations 
and global accounting 
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ANOTHER DAY, ANOTHER $40 TRILLION? 


By anyone's standards, $40 trillion is a lot of money. Yet soon, $40 trillion will be 
the normal, everyday, routine amount of money coursing through the world's financial 
institutions. As you can imagine, this growth will place a considerable strain on institutional 
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That great plan for a business you've been saving? 

It’s time to let it out into the world. Because now everyone can 
play in the emerging e-services economy. Your rainy day idea 
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run the company, Jean-Francois, Jean- 
Charles, Jean-Pierre, Jean-Luc and Jean-Ma- 
rie all hold key positions. Jean-Claude has 
twice been convicted of criminal offences in 
connection with the award of contracts by 
local governments. 

Until three years ago, Decaux had con- 
tracts for all the important cities in France 
and much of the rest of Europe, while the 
More Group controlled Britain. Then in 1997 
Decaux tried to take over the More Group. 
The More Group fought bitterly against De- 
caux and was saved by the government, 
which intervened on competition grounds. 
Then Clear Channel stepped in. 

Clear Channel has been consolidating 
both the radio and the outdoor business in 
America. Its brilliantly-performing stock fi- 
nanced its purchase of More in 1998, and 
since then it has gone on to buy more out- 
door companies—Dauphin (which operates 
in France, Italy and Spain), Plakanda (Swit- 
zerland and Poland) and Jolly (Italy). With a 
helping hand from Wall Street’s bull market, 
Clear Channel has been taking over Europe, 
leaving Decaux struggling to compete. 

Clear Channel’s invasion of Decaux’s 
territory started with the conquest of 
Rennes. The threat to Decaux’s hold became 
sharper when, in 1998, France’s competition 
regulator ruled against fine printin Decaux’s 
contracts which meant that they were being 
continually renewed, depriving rivals of a 
chance to bid. In Paris, for instance, Decaux 
has had a contract for more than 30 years. 

Now the contracts are coming up thick 
and fast, and Clear Channel has taken a 
number of important French cities, such as 
Montpellier, Nanterre and Annecy. Decaux 
is being squeezed. Jean-Francois Decaux, 
who is in charge of the company’s interna- 
tional expansion, admits that, “we didn’t 
have much competition in the French mar- 
ket [in the past]...[Cities] might say the pack- 
ages in total are getting better. They are glad 
to have some leverage over us.” 

But Decaux, meanwhile, has also been 
making inroads in Clear Channel’s home 
market. Its biggest win was, earlier this year, 
Glasgow. Clear Channel says that the bid 
Decaux made—which will cost the com- 
pany £3m a year—is likely to lose money. 
Jean-Francois maintains that they will be 
able tomake money, but says that “there was 
a strategic price to pay. The More Group is no 
longer a national network in the ux.” 

Competition is good for the cities. They 


The bus shelter boom 
Display advertising in the United States and 


Europe, % increase 1995- 


THE ECONOMIST MAY 13TH 2000 


BUSINESS 





Reading for leading 


HE well informed manager has no 
time for literature. His briefcase bulges 
with the incessant output of the business- 
books division that every struggling pub- 
lisher has now set up. Hunched over 





tomes with such promising titles as “Peak 
Performance: Aligning the Hearts and 
Minds of Your Employees” or “Unleash- 
ing the Killer App” (described by review- 
ers as “truly eye-opening”), he has no time 
for Trollope or “The Tempest”. 

Yet the manager might occasionally 
put aside “Beyond Greed and Fear” and 
reach, instead, for greed and fear in their 
original forms. This week he has two 
choices. Alistair McAlpine, deputy chair- 
man of Britain’s Tory Party under Marga- 
ret Thatcher, has published “The Ruthless 
Leader’*—not a biography of the Iron 
Lady, but “three classics of strategy and 
power”. One “classic” is by Lord McAl- 
pine himself, written in fury at the treach- 
erous treatment of his 
heroine; but another of 
his selections is Machia- 
velli’s “The Prince”. 

The trouble with “The 
Prince”, says Lord McAl- 
pine, is that it was aimed 
at the wrong folk. Machia- 
velli should have advised 
not the chap at the top, 
but his underlings. In fact, 
most businessmen today, 
used to worrying about 
aligning hearts and 








* The Ruthless Leader, edited by 
Alistair McAlpine. John Wiley 
™Power Plays: Shakespeare's Les- 
sons in Leadership and Manage- 
ment”, by John Whitney and 
Tina Packer, Simon & Schuster. 


—— 











are getting more money, as well as fancier kit. 
The top of the range public loos Clear Chan- 
nel provides cost up to £100,000 ($160,000). 
And Clear Channel has been offering imagi- 
native frills, such as an urban bike scheme, 
controlled by smart cards to ensure the bikes 
do not get stolen, and heated seats in Scandi- 
navian bus shelters. 

The latest consequence of the sharpen- 
ing competition is Decaux’s announcement 
last month that it is planning to go public. “I 
need currency to grow,” says Jean-Francois. 
“There is a further consolidation ahead. Ger- 
many, Italy are still very fragmented. Now 
we are at a disadvantage. Clear Channel can 
offer stock or cash. Ican only offer cash.” De- 
caux is currently discussing with Goldman 
Sachs where and when to list. 

And will Decaux Senior’s criminal con- 
victions affect the chances of a successful 





The play’s the thing 


minds, would probably find Machiavelli 
not only too dry but too cynical. Better to 
turn to the greatest set of case studies ever 
written: the plays of William Shakespeare. 

At Columbia Business School, John 
Whitney teaches a sell-out course on 
“Shakespeare and Leadership”. Out of 
that grows his new bookt (written with a 
distinguished Shakespeare producer). Not 
only had Shakespeare read Machiavelli 
(whose work he refers to twice). He lived 
in an age fascinated by leaders, good and 
bad. English mediaeval history offered a 
large selection of the latter sort: of 14 mon- 
archs in the 200 years to Elizabeth’s reign, 
six succumbed to boardroom coups. 

So Shakespeare had plenty of raw ma- 
terial, and so does Mr Whitney. He com- 
mends Richard II for its lessons in the dis- 
tractions of perks. He offers King Lear’s 
treatment of the hapless Kent as “one of 
the most brutal sackings in the history of 
personnel management”, 
asks his business students 
whether Falstaff should 
have been fired, and de- 
scribes how the lessons of 
Henry IV Part I helped 
him to turn around Path- 
mark, a supermarket 
chain, in 1972. 

Mr Whitney's former 
students, from dot.com 
founders to hoary execu- 
tives, return in droves to 
tell him that Shakespeare 
taught them more about 
business than anything 
else. Uneasy lies the head 
that wears the crown. Eat 
your heart out, Michael 
Porter. 








flotation? No, according to Jean-Francois. 


. The first was in Belgium, in 1992. “It was com- 


mon practice, at that time, for local compa- 
nies to fund political elections.” The second 
happened earlier this year. It concerns 
breaking a public procurement law by get- 
ting a contract (for supplying clocks with in- 
formation panels to schools in Aquitaine) 
without a competitive tender. “The case is 
nothing to do with corruption,” says Jean- 
François. Decaux is appealing against it. It 
will all be explained in the prospectus, says 
Jean-François. 

Flotation is bound tochange the way De- 
caux operates. Some of those Jean-Hyphens 
will probably have togo. For those who wan- 
der the city streets, though, the main effect of 
the stiffening competition will be more of 
the smartest bus shelters in history. 
——— 
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Ukraine’s merchant adventurer 


If your country is too discouraging to attract much conventional foreign investment, 


OU can find businessmen like Terry Pick- 

ard all over eastern Europe. There they are, 
running a public-relations company in Mos- 
cow, an insurance brokerage in Riga or, in his 
case, a miniature conglomerate in Kiev. 
Clothes and mannerisms are sometimes a bit 
frayed around the edges (post-Communist 
dry cleaning does for your suit what post- 
Communist social life does to your man- 
ners); they are usually happier talking about 
the future than the past, and, most impor- 
tantly, they are betting a chunk of their lives 
on a country that ten years ago they had 
barely heard of (if indeed it even existed). 

These are not the expensively cushioned 
expatriate executives, sent for three years by 
corporate headquarters to keep an eye on the 
natives. “I haven't got much choice. I've got to make it work,” says 
the 53-year-old Mr Pickard grittily. “But equally, there’s no one to 
say ‘it’s getting a bit rough and I'm going to pull you out.” 

Itis a fair bet that his former employer, jc, a British company 
that makes mechanical diggers, would not have sent a manager of 
Mr Pickard’s seniority to spend eight years in a market as disap- 
pointing as Ukraine. Despite fertile soil, able people, and some 
strong industries, the corrupt and incompetent lot who have ruled 
Ukraine since its independence in 1991 have left its economy in a 
worse state than even Russia's. 

The capital, Kiev, is the only one in Europe without a proper 
hotel. The people who rake in up to $200 a night from foreigners 
staying at the Soviet-era options (lukewarm water, bossy service, 
and stale cheese sandwiches for breakfast) have so far managed to 
keep away tiresome outside competitors. That this hampers trade 
and investment and harms the country’s reputation seemingly 
bothers nobody important. 

Quirks such as this make most foreign property developers 
turn elsewhere; they are also just what gives people like Mr Pick- 
ard, whose main business is real estate, their chance. He has had 
the time to map out the intricate local bureaucracy, and cultivate 
relationships with the right people. “If you want to put a window 
ina historic building in the West you wait forever. Here—$10 in the 
right place and it’s done,” he explains. High rentals (see chart) 
should repay the time and money invested. 

His biggest project to date—100 western-style houses, plus Uk- 
raine’s first golf course, all on a prime chunk of the riverside—is a 
case in point: other parties include the bit of the foreign ministry 
responsible for providing accommodation for diplomats, a very 
well-connected local lawyer, a Norwegian specialist in golf 
courses, and Creditanstalt, an Austrian 


chunks. Mr Pickard’s role is squaring the 
Western investors’ worries about profits 
and title with the Ukrainian partners’ 
ability to make things happen (perhaps, 
eventually). 

The project has been several years in 
gestation; and while Mr Pickard waits, 
and waits, for the last few technicalities to 
fall into place, he has other strings to his 
bow. He has a little sideline in providing 
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it may still rate a Terry Pickard 


building services for westerners in Kiev, most 
of whom speak neither Ukrainian nor Rus- 
sian. “If you're a foreigner and a window 
breaks or a tap bursts, what do you do? You’re 
stuck. You can’t even understand the phone 
book,” he explains. For $50 (a handsome 
monthly wage for a Ukrainian), his work- 
men, guaranteed sober and competent, will 
come round at any time of the day or night 
and fix the damage. 

This, and an insurance brokerage, fea- 
tures heavily in the other main leg of his busi- 
ness: a glossy colour quarterly magazine 
called The Ukrainian, which takes an unusu- 
ally cheerful view of the country’s state and 
prospects. Critics wonder if it can possibly 
make money. Many of the advertisements are 
for Mr Pickard’s own companies. His plumbers (five call-outs a 
week) got the whole inside back cover of a recent issue. Mr Pickard 
insists that the magazine is profitable. Either way, the ability to 
print undemanding interviews and flattering pictures of impor- 
tant Ukrainians can do his other businesses no harm. It also dif- 
ferentiates him from the other lone foreigners in Kiev, who tend to 
be harsher on the government, and on him. 

Indeed, the news that The Economist was publishing an article 
about Mr Pickard produced a bizarre flurry of accusations. One 
anonymous enemy went so far as to circulate a fax, purportedly 
from The Economist to foreign businesses in Kiev, requesting in- 
formation “positive or negative” about Mr Pickard. 


When in Ukraine 


Mr Pickard himself returns the compliment. He regards many for- 
eigners in Ukraine as second-raters: “This is hardly a place that at- 
tracts high-flyers,” he says, and there is something to this. Many big 
western companies find it hard enough to find good people to go 
to Moscow, let alone to a market as discouraging as Ukraine. In- 
sults fly in both directions. Some former employees question his 
methods; for his part, he says that he has been cheated more often 
by westerners than locals. “Some of his rivals say that his own 
business habits have become a bit Ukrainian,” says Phil Hudson, 
another British property man. “But you have to apply one set of 
standards to your clients and another for getting things done.” 

The most interesting question about the Terry Pickards of this 
world is whether, if the countries they have adopted start boom- 
ing, they will grow rich with them. There are two big dangers. One 
is that big western companies will move in and invade his niches. 
The second is that locals will be able to match or buy the western 
gloss that currently distinguishes his busi- 
nesses and is lacking from theirs. 

But neither this prospect, nor the Uk- 
rainian economy’s dogged refusal to 
boom, ruffles Mr Pickard. His critics are 
just jealous; the insurance business is 
thriving; the property market will blos- 
som too eventually. “It’s very Parisian in 
May here with the horse chestnuts out. It 
will become one of the nicest places to 
live in Europe,” he insists. Lunch at the 
Kiev Ritz? Don’t bet on it. 
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Europe's last post 


A battle to break the monopolies in Europe’s postal industry is about to begin. 
Can the European Commission create a single market? 


HEN the Council of Ministers met in 
Lisbon a few weeks ago, Europe’s po- 
litical Jeaders set out an ambitious goal for 
this decade: Europe, they proclaimed, 
should become a dynamic and competitive 
knowledge-based economy. To speed that, 
the council called for faster progress on lib- 
eralising important economic sectors such as 
gas, electricity, transport and postal services. 
Postal services? Surely the ministers were 
joking? To date, the European Commission 
has utterly failed to tackle the powerful state 
monopolies that dominate the industry. No- 
tably, a directive in 1997 accepted that the lu- 
crative monopoly would persist for letters 
weighing less than 350 grams (12 ounces). 
That measure opened to competition a pal- 
try 3% of letter volumes and 5% of incumbent 
Operators’ revenues. 

Postal services, for all their lack of glam- 
our, represent a surprisingly large sector of 
the European economy: the annual turm- 
over, of €80 billion ($72 billion), isequivalent 
to1.4% of the European Union's cpp, and the 
public-sector operators employ 1.4m people. 
They also represent one of the more egre- 
gious cases where crude national interests 
have ridden roughshod over wider Euro- 
pean goals. As one senior postal manager 
puts it, “If the commission can’t deliver a 
workable regime for the industry, it will bea 
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failure for the entire single-market project.” 

It could also, paradoxically, reduce the 
extent to which Europe benefits from the 
growth of electronic commerce. The Internet 
challenges some postal services, such as rou- 
tine letters. But online retailers need physical 
delivery, to carry those orders of books and 
cps to customers’ homes. Inexpensive, effi- 
cient postal services are thus an essential ad- 
junct of e-commerce. 

However, Europe’s postal industry to- 
day is at much the same stage as its telecoms 
industry was a decade ago: dominated by 
slow-moving, state-owned monopolies. As 
telecoms were deregulated, Europe’s econo- 
mies enjoyed big benefits because compe- 
tition spurred incumbents into becoming 
more efficient. Without competition, postal 
incumbents may miss opportunities in rap- 
idly developing new markets, such as high- 
margin services that guarantee delivery at a 
set time and so-called hybrid mail where the 
sender of a large business mailing starts the 
process by sending an e-mail to a specialist 
printing and mailing firm. 

The threat to Europe’s post offices is clear 
from what has happened in the United 
States. There, too, the market for letters is 
dominated by a monopoly in the form of the 
United States Postal Service (usps), a behe- 
moth with annual revenues in 1999 of $63 














































billion. After the air-cargo market was dereg- 
ulated two decades ago, private firms de- 
stroyed usps's grip on the parcels market. To- 
day, seven private firms led by urs and 
FedEx control 82% of America’s domestic 
parcels and air freight revenues. The market 
for express parcels by itself was worth $22.6. 
billion in 1997. 

>. Today’s postal firms face a greater threat 
than mere deregulation. The way people and 
companies communicate is changing. Elec- 
tronic messages are substituting for “snail 
mail”. Specialists in logistics are threatening 
to grab big chunks of the market for moving 
the goods required by business. As the head 
of one big European post office admits, in a 
decade’s time, national postal systems may 
no longer be the basis of Europe’s post. 


How universal? 

To bring home these dangers to Europe's 
politicians will be difficult. In Brussels, the ' 
commission is about to try to do so. It has 
been quietly drafting a revised directive that 
will determine the next phase of market 
openingin 2003. Officials say the aim is mod- 
emisation, rather than liberalisation. But the 
icea of an open market appals public-sector 
giants such as Britain’s Post Office and La 
Poste of France. They argue that they must be 
protected. in order to ensure that they can 
fulfil an essential public duty: guaranteeing 
customers a universal standard of service at 
asingle price, regardless of where they live. 

In fact, this so-called Universal Service 
Obligation (uso) is accepted by almost ev- 
eryone in the industry as a legitimate con- 
cern. The disagreements are over how much 
of a monopoly is required to finance it, and 
in which areas. In Sweden, which fully 
opened its postal market to competition in 
1994, simple rules protect the uso. Most ob- 
servers agree that the market has become 
more efficient since it was liberalised. 

A study by the eu found that the costs of 
the uso vary from 5% to 14% of the state 
monopolists’ revenues. Countries with re- 
mote areas such as France, Greece, Britain 
and Ireland are at the higher end of the range. 
Suspicious of the commission’s figures, the 
British Post Office and La Poste have recently 
conducted their own joint study of uso 
costs. It found that, in a liberalised market, 
rural consumers might have to pay four 
times as much as business users. The uso is 
especially sensitive in France, where La Poste 
faces pressure to maintain its current branch 
network and high employment levels. The 
fact that Sweden Post has shed one-quarter 
of its workers since liberalisation began in 
the early 1990s is seen as typical of what hap- 
pens when state operators have tocompete. _ 
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flawed directive. As usual with Euro- 
pean rules, governments were given 
some time to implement it in national 


laws. Instead, several countries 
grabbed the chance to extend the 
markets reserved for their state postal 
monopolies. 

The ec is currently investigating 
Italy, France and Spain for these fla- 
grant breaches of competition law. 
Meanwhile, the commission is 
caught between governments, postal 
operators and their privately owned 
would-be competitors. 

Several big European govern- 
ments, for all their fine words about 








Arguably the uso is less important than 
it appears. Much of the row turns on private 
letters sent between individuals. In fact, 
these account for only 8% of total mail vol- 
ume, and Christmas cards account for half 
of this. In addition, state operators already 
use their unique delivery networks as a com- 
petitive weapon in the market for bulk busi- 
ness mailings. No commercial operator can 
rival the reach and distribution of the incum- 
bent post offices, which is therefore just as 
likely to be a marketing strength to incum- 
bents as an expensive handicap. 


From pillar to post 


The uso is by far the most politically sensi- 
tive issue raised by liberalisation, but it is not 
the only one. Direct mail (all those irritating 
advertisements that come by post) is grow- 
ing strongly, so incumbents would like to 
keep as much of it as possible. Six European 
countries have already fully liberalised di- 
rect mail. But John Roberts, chief executive 
of Britain’s Post Office, views the prospect as 
back-door opening of the entire market: 
“You can’t liberalise one class of mail in isola- 
tion,” he argues. A stronger argument comes 
from the Federation of European Direct Mar- 
keting (FEDMA), a trade association which 
represents the views of companies that use 
the postal systems. Big mailers such as La 
Redoute, a French retailer, send millions of 
pieces of direct mail each year, so it might 
seem obvious that FEDMA would be in fa- 
vour of freeing the market as fast as possible. 
In fact, FEDMA fears that a speedy mar- 

ket opening would allow strong firms such 
_as Deutsche Post to crush competitors and 
amass sufficient share to acquire 


the future, are implacably opposed to 
radical liberalisation. Not only do they 
worry about the social (and electoral) costs. 
In addition, they tend to see domestic postal 
operators as national assets, to be protected 
from the marketplace. If forced to liberalise, 
they want to coddle their incumbent oper- 
ators for as long as possible. 

Thus Britain, normally pro-liberalisa- 
tion, is less keen these days. Unpromisingly, 
Alan Johnson, the minister for competitive- 
ness whose brief includes the Post Office, 
was himself a postal worker for most of his 
pre-government life. Under a proposed new 
postal law, the Post Office will become a 
company after April ist next year, although 
the government will be its only shareholder 
and it must ask for permission to do any 
transaction valued at more than £75m 
($15m). Although the government would 
never admit it in public, it wants to give its 
newly incorporated post office breathing 
space in which it can learn to operate as a 
fully commercial entity. 

But governments also change their posi- 
tions. For instance, the German government, 
once lukewarm about quick liberalisation, is 
now in favour of it. From being a troubled 
and overly bureaucratic monolith a few 
years ago, Deutsche Post has become so effi- 
cient that it is on the verge of a flotation. In 
November, the company plans to sell a stake 
of at least 25% but perhaps as much as 49%, 
worth an estimated DM2s5 billion-so billion 
($u billion-23 billion), depending on market 
conditions. This is the prelude to the full lib- 
eralisation of Germany’s postal market from 
2003, something that Deutsche Post keenly 
advocates. 









Most of the other postal operators. are 
more ambivalent. On the surface, they make 
supportive noises about liberalisation. For 
instance, Britain’s Mr Roberts told a recent 
conference: “We know liberalisation is com- 
ing and, indeed, we welcome it.” Corrado 
Passera, managing director since 1998 of 
Poste Italiane, thinks that the new directive 
will be “nota threat, but an opportunity.” 

Behind the scenes, however, several of 
the big operators are furiously campaigning 
to limit the scope of the forthcoming direc- 
tive. In the same speech, Mr Roberts was at 
pains to explain why acontinued monopoly 
below 150 grams was reasonable, even 
though it would liberate only 4% of mail vol- 
umes and 6% of revenues. Twelve of the op- 
erators have banded together into PostEu- 
rop, a lobbying association which has been 
picking holes in studies by the commission 
on the likely effects of different degrees of 
liberalising the market. 


Incumbent advantage 


The position of would-be competitors ought 
to be more straightforward: frustration at the 
lack of progress, matched by fear of further 
costly delays. However, even this picture 
needs shading. Private firms such as ups and 
DHL have concentrated on the parcels and 
express sectors of the market, which are 
open to competition. Few, if any, are in a 
hurry to enter the letters market, except per- 
haps to cherry-pick in growth areas such as 
direct mail; business letters are the spoils 
worth fighting for. Their concern is more 
about the way the state operators use their 
letter monopolies to subsidise competing 
parcels and express operations. 

That is a reasonable worry. The past two 
years have seen a flurry of deals by incum- 
bent operators. The most aggressive ac- 
quirers have been Deutsche Post, the British 
Post Office and tnt Post Groep (reg) of the 
Netherlands. The second and third of those 
businesses have recently formed a joint ven- 
ture with Singapore’s postal operator in in- 
ternational mail. rec itself is the result of a 
merger in 1996 between ptt, the original 
state monopolist in the Netherlands, and 
TNT, an Australian express and parcels 
group. Even loss-making Poste Italiane has 
been an active acquirer. 

Deutsche Post’s activities are by far the 
most controversial. It has made acquisitions 
in all the main European markets 





pricing power. FEDMA wants a con- 
trolled opening to make sure that 
public monopolies are not merely 


and in all the big postal sectors— 
parcels, express mail and logistics, 
as well as letters. The firm has spent 





replaced with private ones, ulti- 
mately forcing users to pay higher 
charges. 

Even if the commission could 
defuse the uso and direct-mail de- 
bates, it would still have difficulty. 
Opposition to liberalisation runs 
extraordinarily deep. This became 


€58 billion on acquisitions in the 
| last two years, €4 billion of that dur- 
ing 1999 alone. Recently, it an- 
| nounced a new joint venture with 
Lufthansa Cargo. Its international 
ambitions were clear from its finan- 
cial results for 1999, published on 
May 4th, which showed that its in- 








ternational revenues rose to 22% of 





clear after the passing of the first, 
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its €22.4 billion total, a big jump from 2% a 
year earlier. Deutsche Post has also been in- 
vesting heavily in e-commerce. For instance, 
on April 14th it announced that it had 
bought a 10% stake in Gr-x, an online ex- 
change for global air freight in which both 
Lufthansa Cargo and British Airways have 
also invested. 

The financial results also reveal that al- 
most 90% of its €1.12 billion profit came from 
the corporate mail division that accounts for 
only half of its turnover. This is evidence of a 
problem than overshadows Deutsche Post's 
partial flotation, despite the company’s con- 
fident declaration on May 4th that it was 
“ready for its po”. Deutsche Post is the sub- 
ject of several legal disputes, the outcome of 
which may determine whether it can be 
floated atall. 

The most important court case was 
brought six years ago by ups, a giant Ameri- 
can express and parcels operator, which al- 
leges that Deutsche Post has long benefited 
from illegal state aid. The central question is 
whether Deutsche Post is using its lucrative 
domestic monopoly to deter competition 
and to subsidise its grand strategic plans. 
Critics say it must be. They point to the high 
cost of Germany’s post—at DM1.10 for a first- 
class letter, the basic tariff is twice as expen- 
sive as its American equivalent, for in- 
stance—as evidence of excessive profits that 
can be ploughed into other businesses. 

The commission is also currently investi- 
gating Deutsche Post’s parcel-freight busi- 
ness to determine whether, as it suspects, the 
business has not covered its costs since as far 
back as 1984. Indeed, losses from the busi- 
ness between 1984 and 1996 are said to 
amount to DM27.5 billion. If Deutsche Post is 
found guilty both of receiving illegal state aid 
and of predatory pricing, critics will have 
scored a notable victory. 

Deutsche Post is confident that the com- 
mission will rule in its favour, and that there 
will be no delay of its flotation. Klaus Zum- 
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winkel, its chairman, says that there are hints 
that the commission will announce its deci- 
sion on the state-aid allegation towards the 
end of June, but he cannot foresee anything 
that would obstruct the longer-term goal to 
become a wholly public company. 

Perhaps the most vociferous advocate of 
open competition has been ups, which 
raised $5.5 billion in a partial flotation of its 
own last year. It has consistently battled 
against incumbent operators from Europe to 
Canada, taking them to court where it can. 
Critics say that it uses its own dominant po- 
sition in the domestic American parcels mar- 
ket to throw its weight around in interna- 
tional markets, although to date ups has not 
been sued for any alleged abuse. Not surpris- 
ingly, urs wants full liberalisation of Eu- 
rope’s postal market, but knows it will get 
something short of this. 


Astake in the ground 


The question is how far short. The current 
draft directive, released for consultation 
within the eu in the first week of May, is sur- 
prisingly radical. Frits Bolkestein, the com- 
missioner for the intemal market whose 
cabinet is responsible for the directive, 
wants to: 

s reduce the letters monopoly to 50 grams 

e liberalise direct mail;and 

* liberalise outbound, but not incoming, 
cross-border mail. 

The cumulative effect, were these mea- 
sures to be implemented in 2003 as planned, 
would be to open 27% of incumbent oper- 
ators’ revenues to free competition. By far 
the biggest impact would come from the re- 
duction of the letter monopoly to 50 grams 
(16% of revenues), and direct mail (8%). 

For comparison, were the letter monop- 
oly to be reduced to 100 grams, the directive 
would open 20% of incumbents’ revenues to 
competition; at 150 grams, a mere 17%. Itis im- 
portant to grasp that incumbents do not 
stand to lose 27% of their revenues: rather, 
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they will now have to defend this portion 
against competitors. Studies suggest that 
most incumbents should hang on to around 
80% of the affected amount. 

In addition, the directive spells out how 
the commission sees the further opening of 
the postal market. First, it will set up a com- 
pensation fund designed 
entrants contribute ti 
each market. Second 










step na take effect in 2007 wil 
left open as to whether this will be to full lib 
eralisation. This is shrewd because a big ob- 
jection from incumbents has been that the 
effects of market opening are unknowable. 
and could be disastrous. 
Nevertheless, the directive is likely to 

face howls of complaint. Although it seems 
reasonable, even.unambitious, to outsiders, 
the proposed 50 gram limit will be politically 
sensitive. Speaking before the directive’s spe- 
cific proposals were known, Mr Roberts said 
that the Post Office would vigorously op- 
pose a 50 gram reform on the grounds that it 
would plunge the operation into loss and 
put the uso in danger. He calculates that, 
over a three-year period, the Post Office 
would lose £i00m of its £s00m annual profits - 
‘were the monopoly to be reduced merely to 
150 grams: “So imagine what the effect of 50 
grams would be,” he says. 

All this. suggests that Mr Bolkestein and 
his cabinet have a tough job on their hands 
simply to keep what they have drafted. With 
the support of smaller countries such as 
Greece and Portugal, Britain and France are 
likely to try to block the directive or at least to 
water itdown. They might succeed, in which 
case Europe’s postal system will continue on 
its uncompetitive way. But even if the direc- 
tive is agreed to by the Council of Ministers 
and travels unscathed through the European 
Parliament, it does not go nearly far enough. 
Mr Zumwinkel of Deutsche Post points out 
that the liberalisation process still hasnoend 
date—a concession to operators defending 
the uso—and says that, as long as this is the 
case, there is little incentive for countries to 
change their ways. 

The danger for Europe is that its postal 
system is left behind as e-commerce grows. 
Mr Roberts thinks that new entrants, such as 
online grocers who visit consumers’ homes 
each week to drop off orange juice and toilet 
paper, could develop more efficient ways to 
deliver parcels and packages than either the 
traditional postal firms or the specialist ex- 
press operators. If Europe’s postal system is 
to flourish in the future, its operators cannot 
afford to hide behind a lethargic liberalisa-: 
tion. Otherwise, like so many parcels and ler- 
ters, they will simply get lost. - 
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GOVERNMENT ROUNDTABLES 
IN CUBA AND EGYPT 





What is the best way to assess the impact of government 
plans on your business? How about through direct contact 
with the politicians and officials actually making policy? 





At The Economist Conferences’ Government Roundtables | 
you can put your questions to government policy makers, | 
and independent economic and legal experts in an 
impartial, off the record forum focused on creating 
constructive dialogue between business and politicians. 


Sixth Roundtable with the Govermment of Cuba 
October 10th-12th 2000, Havana 

Discover exactly what Cuba can offer your organisation- 
assess the opportunities and risks 


i Case study experiences of doing business in Cuba 

@ Access to leading Cuban policymakers and 
independent experts 

W Forecasts for various sectors of the Cuban economy 

Roundtable with the Government of Egypt 

November 7th-8th 2000, Cairo 

Discuss prospects for continuing economic reform with 

Egypt’s political leaders. Confirmed speakers include: 


a HE Atef Ebeid, Prime Minister 

a HE Dr Ahmed Nazif, Minister of IT & Communications | 

W HE Youssef Boutros-Gali, Minister for the Economy 

& Foreign Trade 

For further details please contact 

Tel: +44 (0)20 7830 1076 

Fax: +44 (0)20 7931 0228 

e-mail: economistconf@eiu.com 
| 
| 
| 


Please send further details for the following. (ick here) 
© Cuba Roundtable © Egypt Roundtable 


Fax to: +44 (0)20 7931 0228 
Post to: The Economist Conferences, 
15 Regent Street, London, SWIY 4LR, United Kingdom 


Surname (Dr/Mr/Mrs/Ms/Miss) 
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Central banks, all a-quiver 


How should the monetary authorities respond to big misalignments in 


exchange rates or equity prices? 


ENTRAL bankers were all brought upon 

the idea that their main task is to fight 
inflation. Yet many of them currently face an 
additional challenge: should they also adjust 
interest rates in response to excessive move- 
ments in asset prices, such as equities or ex- 
change rates? Many economists and politi- 
cians are urging the European Central Bank 
to prop up the euro. The Bank of England has 
been under pressure to “do something” to 
push down the overvalued pound—though 
pressure may ease after the pound fell 
sharply of its own accord this week. In both 
cases, foreign-exchange intervention by it- 
self is unlikely to work unless it is allowed to 
feed through into interest rates (see Econom- 
ics focus, page 84). Meanwhile, Alan Green- 
span, chairman of America’s Federal Re- 
serve, has agonised in recent years about 
whether to raise interest rates to prick a 
stockmarket bubble. 

Many central bankers have resisted such 
calls by arguing that monetary policy should 
focus solely on inflation. Until recently, in- 
flation was subdued in America (see page 31), 
arguing against higher interest rates, In Brit- 
ain and the euro area, central bankers have 
had their eyes fixed on inflation targets. But 
is this enough when share prices or curren- 
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cies appear to be seriously out of kilter? 

The question of how central bankers 
should react to asset prices was the subject of 
a lively debate among central bankers and 
economists last week at a conference organ- 
ised by the International Centre for Mone- 
tary and Banking Studies, in Geneva. The 
main report* presented at the conference 
came to the controversial conclusion that 
central bankers should indeed change inter- 
est rates in direct response to movements in 
equity prices or exchange rates. By so doing, 
it concluded, they would reduce the varia- 
bility of both inflation and output over time. 

This report deserves wide attention, not 
least because of the impressively varied 
background of its authors, who include the 
former chief economist of the New York Fed, 
a member of the Bank of England’s Mone- 
tary Policy Committee, a leading Wall Street 
economist and an academic. Their analysis 
also has the virtue of encompassing ex- 
change-rate misalignments and equity bub- 
bles within the same framework. Markets in 
both shares and currencies tend to over- 
shoot at times, leading to the formation of 
bubbles that can have similar consequences, 
such as a misallocation of resources. 

Most central banks already take some 





account of asset prices in making inflation 
forecasts. Thus they will raise interest ratesif > 
the “wealth effect” caused by higher equity 
prices threatens to increase consumer 
spending ‘and hence future inflation. Simi- 
larly, they may raise rates if a weak exchange 
rate threatens to push up import prices. 
However, the report argues that central. 
bankers should respond to asset-price 
movements for other reasons than merely 
their direct impact on inflation. 

For instance, a stockmarket bubble typi- 
cally encourages a build-up of debt. When 
share prices collapse, the financial system 
and economy asa whole are at risk. Likewise, 
large exchange-rate misalignments rarely 
correct themselves without some pain. 

This does not mean central banks should 
set targets for equity prices or exchange rates, 
but that they should put much more weight 
onthem than at present, and that when asset 
prices appear out of line with economic fun- 
damentals, they should “lean against the 
wind”. So if'a bubble appears to be forming 
in a stockmarket, a central bank should raise 
rates even if inflation remains under con- 
trol~something which Alan Greenspan 
may wish he haddone a couple of years ago. 

The study shows that by paying more at- 
tention to asset prices, central bankers can 
actually improve their long-term inflation 
record. The authors use three different mac- 
roeconomic: models to simulate the effect of 
central banks’ responding to asset-price 
movements as well as inflation, In all cases, 
although inflation deviates from its target in 
the short‘run, the result is to make inflation 
and output less variable in the long term. To 
understand why, consider a share-price 
bubble. Raising interest rates may initially 
push inflation below target. But by letting 
some air out of the bubble sooner, the im- 
pact on inflation and output when it bursts 
is more modest. By undershooting inflation 
alittle now, it reduces the risk of undershoot- 
ing by much more at some time in the future. 

Asimilar logic applies to large exchange- 
rate misalignments. Thus if a currency seems 
significantly undervalued, argues the report, 
a central bank should raise interest rates by 
more than strictly necessary to keep a lid on 
future inflation. If a currency seems ludi- 
crously overvalued, interest rates should be 
cut even if that means inflation moves 
slightly above target in the short term. 

In the case of the Fed and the stockmark- 
et, there are two additional advantages to its 
reacting to rising share prices. First, it would 
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change the widespread market perception 
that the Fed responds to asset prices asym- 
metrically, cutting interest rates if share 
prices fall sharply but never raising them 
when share prices climb, This belief has 
surely pushed share prices higher. Second, if 
investors and firms believed that the Fed, 
say, would raise interest rates as equity 
prices soared, they would have borrowed 
less, so the bursting of the bubble would 
have less potential for wreaking havoc. 

Most central bankers, however, are hos- 
tile to the idea of responding to asset prices. 
Their most common objection is that share- 
price bubbles or exchange-rate misalign- 
ments are difficult toidentify.On the basis of 
standard valuation measures, American 
share prices look significantly overvalued, 
just as the euro now looks well below its fair 
value. But it is impossible to know for sure 
whether ajump in share prices reflects an in- 
crease in productivity growth or a bubble. 
However, the uncertainty about the valua- 
tion of asset prices is arguably no greater 
than the uncertainty about potential growth 
rates and hence the size of the output gap, 
which is at the heart of most central banks’ 
inflation forecasts. Monetary policy is al- 
ways dealing with uncertainty; this is no rea- 
son to ignore asset prices. 

Suppose central bankers followed the re- 





Ecofinessed? 


BRUSSELS 


INANCE ministers of the u euro-zone 

countries produced their first-ever joint 
statement in support of the struggling cur- 
rency this week—only to find nobody in 
the financial markets taking a blind bit of 
notice. The euro wobbled on regardless. 

An abject defeat for “Euro-11'? Up to a 
point. The markets have heard so many 
declarations of support from finance min- 
isters in the past year that it makes little dif- 
ference by now whether these are issued 
singly or, as this week, collectively. 

But it may yet be a political turning- 
point of sorts. When monetary union was 
being planned, France and some other 
countries argued that Euro-11 should serve 
as a political counterweight to the Euro- 
pean Central Bank—a sort of European 
| “economic government” in the making. 
| Most countries dropped the idea when 
i they found how much the markets hated 
it. But France has gone on cherishing the 
hope: and this week its prime minister, Lio- 
nel Jospin, began arguing for it again. 

He may find sympathetic ears because, 
even if the weak euro does not yet rank asa 
big political problem—it irritates savers, 
but it delights exporters—it clearly has the 
potential to do so if it falls much further. 
France’s is not the only government fret- 












port's advice, where would interest rates be? 
The authors’ rough estimates suggest that 
America’s Fed funds rate should have been 
almost 7.5% late last year, compared with an 
actual rate then of 5.5%. Interest rates would 
probably need to be a bit higher than at 
present in the euro area. 


Behind thecurve 


From a theoretical point of view, the case for 
central bankers to pay more attention to 
share prices or exchange rates is strong. 
Putting it into practice, however, is tricky. 
The problem with setting interest rates in this 
way--adjusting the inflation target for asset- 
price misalignments—is that it is harder to 
explain to the markets and the public than a 
strict inflation target. 

Central banks would have to explain 
carefully why they are temporarily missing 
their inflation targets. There is a risk that this 
could damage a central bank’s credibility. 
For instance, if the Bank of England allowed 
inflation to overshoot its target in order to 
push down the pound, markets might con- 
clude that it had gone soft on inflation. 

Likewise, using interest rates to resist 
surging equity prices would be devilishly 
hard tosell to the public. If Mr Greenspan an- 
nounced that he was raising interest rates to 
try to hold down share prices, he would face 






a public outcry. Bubbles are popular. No 
wonder most central bankers conclude that 
it is safer (for themselves, if not for the econ- 
omy) to let them burst of their own accord. 

But these are not good reasons forcentral 
banks to ignore asset prices. That simple— 
but bad—policy rules can be easily ex- 
plained does not make them better than 
good policy rules. The truth is that single- 
minded adherence toan inflation target may 
be flawed. 

It is ironic therefore that the EcB’s “two- 
pillar” monetary strategy has been so criti- 
cised—-indeed partly blamed for the euro’s 
weakness. The bank has, in effect, a money- 
supply target alongside an inflation target. 
Many economists say that this is confusing 
and urge the bank to dump money and 
adopt a strict inflation target. Yet, as Otmar 
Issing, a member of the ecs’s executive 
board, has argued, giving a role to money in 
setting policy, alongside its inflation target, 
may serve a similar role as taking asset prices 
into account. Asset-price bubbles cannot de- 
velop without a splurge in money and credit. 

Central banks should keep a continuous 
check on inflation. But they risk a nasty crash 
if they keep their eyes rigidly fixed on the in- 
flation speedometer when a financial jug- 
gernaut is heading straight fer them. 





ting. Another reason for Mr Jospin’s mus- 
ings is that France and Germany are cast- 
ing round for a new project to revive their 
flagging relations, preferably one done 
through the European Union. France 
would like something agreed by next 
month, because in July it takes over the Eu 
presidency for six months and could as- 
sure any project a fairly safe passage. 

Beefing up Euro-11 could be the answer. 
Atany rate, France has been talk- 
ing to Germany along those 
lines. The idea would be totum it 
into a new, formal body of the 
Union, separate from the exist- 
ing Economic and Financial 
Council (“Ecofin”), on which 
ministers from all 15 countries sit. 
So far Euro-11 has operated as an 
informal ante-chamber to Eco- 
fin, meeting beforehand and 
lacking its power to legislate. 

The new Euro-11 might even 
be topped off by a “Mr Euro” in 
charge of external relations. He 
would curtail the babble of con- 
flicting statements from govern- 
ments, which have contributed 
to the currency’s instability. He 
would increase the euro-zone’s 


diplomatic clout by giving it one strong 
voice in international economic organisa- 
tions. The French would presumably want 
this voice to belong to their posh new fi- 
nance minister, Laurent Fabius. 

A stronger Euro- would hurt eu coun- 
tries that stayed outside the euro—mean- 
ing, for now, mainly Britain. They would 
still be on Ecofin, but Ecofin would be a 
shell. But would the change benefit euro- 
zone countries? It depends. Yes, ifit helped 
them tackle structural adjustments to their 
economies. No, if it merely gave them a 
new place to talk about it. 
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The wait is over. Genuity is here. 


As of today, GTE Internetworking is called Genuity. And as of today, you've got an e-business solutions 
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The Polish zloty 


Free and uneasy 


FRANKFURT 


STHEeuro-area’scentral bankers scratch 
their heads over the beleaguered euro, 
they. might spare a thought for their peers in 
nearby Poland, the largest of the countries in 
l Poles have long been 

pe’s tigers. But now 
ances threaten to 







‘growing ext 
- Sparkacurren Sis. 
» Ifa surprise move on April 12th, Poland 
` floated its currency, the zloty, which had 
previously traded in a band linked to the 
dollar and the euro. It soon lost more than a 
tenth of its value against the dollar before re- 
bounding somewhat. The zloty has always 
been volatile, but its latest plunge wracked 
nerves at the central bank. On May 8th its 
monetary council held an emergency meet- 
ing to discuss possible remedies. Poland’s 
president and George Soros were among 
those who waded into the debate this week. 

The zloty’s fall is partly due to the decline 
of the euro, which it tracks closely. But mar- 
kets are also worried about Poland’s current- 
account deficit, which almost doubled in the 
12 months to the end of March, to 83% of 
gross domestic product, far above the level 
in other large emerging economies. This has 
rung alarm bells. 

Trade imbalances are largely to blame. 
Exports fell by 13% last year, partly because 
of Russia’s troubles, and partly because of 
weak demand in the £u, which takes two- 
thirds of Poland’s shipped goods. Mean- 
while, imports have boomed thanks to a 
credit-driven consumption binge. High real 
interest rates have done little to deter Poles 
from borrowing to buy foreign goods. 

Another factor is Poland’s reliance on 
foreign capital, much of it short-term. Of this 
year’s forecast current-account gap of $12.5 
billion, less than half is expected to be cov- 
ered by long-term direct investment. Port- 
foliomoney,much of it “hot”, will beneeded 
to plug the remaining gap. Should this not ar- 
rive, or flood back out, the zloty could plum- 
met. More than elsewhere in Central Europe, 
says Sonja Gibbs of Nomura, the currency’s 
fate is tied to capital flows rather than inter- 
est rates or economic fundamentals. 
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The central bank, which has kept inter- 
est rates high to offset lax fiscal policy, isin a 
policy bind: even higher rates might attract a 
destabilising amount of speculative capital, 
while lower rates would fuel domestic de- 
mand and imports, pushing the current-ac- 
count deficit higher. It is also unsure about 
the merits of intervening to defend the zloty. 
Its $25 billion-worth of foreign-exchange re- 
serves look healthy enough, but Poland also 
has foreign debts of $30 billion. 

Hopes that the zloty can avoid melt- 
down may rest ultimately with politicians. 
The best way to help exports, say analysts, is 
to speed up privatisation and to restructure 
state industries, such as mining and steel- 
making. And the best way to rein in the con- 
sumption boom is to tighten fiscal policy. 
But with presidential and parliamentary 
elections looming, neither is certain to hap- 
pen. “The Czechs and Hungarians had cur- 
rency crashes in the mid-1990s following pe- 
riods of excess,” says Krzysztof Rybinski, an 
economist at ING Barings. “We Poles are the 
only ones yet to learn the lesson. Maybe acri- 
sis is the only way we will.” 





The WTO 


Merry-go-round 


N AN election year politicians can be ex- 

pected to play to the gallery. And, in Amer- 
ica as elsewhere, acting tough towards for- 
eigners is usually worth a round of applause. 
That helps explain why, this week, the Sen- 
ate was voting on measures intended to 
toughen trade retaliation against the £u. But 
the sanctions also reflect the continuing fail- 
ure of the two largest traders to resolve their 
trade differences. While they are at logger- 
heads, and the developing world remains 
suspicious of further trade liberalisation, 
prospects for a new round of multilateral 
trade talks look bleak. 

At issue yet again this week were the Eu’s 
discriminatory practices against imports of 
Latin American bananas shipped by Ameri- 
can companies. In March last year, America 



















































imposed 100% duties on a number of eu im- 
ports. This followed two rulings from the: 
World Trade Organisation (wTo) that the 
Eu’s banana-import regime was illegal. Now © 
America is raising the stakes by imposing 
“carousel” retaliation—whereby sanctions. 
are rotated from one industry to another to: 
penalise more £u imports (ranging from pe- 
corino cheese to haute couture). 

This is just one of several simmering 
trade rows between America and the ev. 
Charlene Barshefsky, America’s trade repre- 
sentative, is also threatening to start proceed- 
ings over subsidies given to Airbus Industrie, 
a European consortium, to develop 43xx, : 
super-jumbo aircraft. 

The fraying tempers do not augur well: 
for the faint hope that still exists of launch- 
ing a new round of multilateral trade talks. 
this year. Last December's debacle at the 
wTo meeting in Seattle should have alerted 
Europeans and Americans. to the need to 
give the five-year-old organisation the sup- 
port it needs. But six months:after the break- 
down of trade talks in Seattle there are few 
signs. of a change in attitude on-either side of 
the Atlantic. os 

To be fair, America certainly seems keen 
to use WTO procedures. It is taking six of its 
trading partners to the wTo over issues asdi- =. 
verse as Romanian chickens and Brazilian 
textiles. And it has complied with some wto 
demands. It recently offered to put anend to 
“foreign sales corporations”, offshore com- 
panies that save American exporters mil- 
lions of dollars in taxes. But, despite its pro- 
fessed enthusiasm for free trade, the eu has: 
shown little enthusiasm for obeying wro 
rulings. Europeans stonewalled not just over: 
bananas, but also over rulings on hormone- 
treated beef. 

More generally, the rich world is not of- 
fering developing countries a model of how 
to implement a rule-based international 
trading system. Poor countries are not short ` 
of reasons of their own for flouting of wro 
tules. But in that area at least, there has been 
some good news to report. 

In two meetings this month at the wro’s 
headquarters in Geneva their represen: 
tatives reiterated the problems they have in 
meeting commitments made at the Uruguay 
round of trade talks, the last held under the | 
‘euspices of carr, the wTo's predecessor. But . 
they agreed to the establishment of an “i 
plementation-review mechanism”, tomoni- 
tor progress on some of the thorniest issues, 
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such as customs-valuation procedures and 
food-safety standards. 

The developing world complains, with 
some justification, that itis unfair todemand 
that it carry out wro requirements when it is 
not getting a fair deal in selling to the rich 
countries. Progress on greater market access 
for the least developed countries has been 
disappointing so far. This week, America’s 
tougher “banana” sanctions were tacked on 
toa laudable piece of legislation designed to 
increase trade with African and Caribbean 
countries by cutting tariffs on imports of 


clothing and other goods. But the protection- 
ist policies of the Eu’s Common Agricultural 
Policy (car), for example, have hardly been 
reformed. 

Pascal Lamy, the eu’s Trade Commis- 
sioner, still believes a new round of trade 
talks will take place this year. He is pinning 
his hope on agreement between Bill Clinton 
and eu leaders, perhaps at a meeting of lead- 
ers of the G7 rich countries in July. But then, 
Mr Lamy, who says he is still a socialist, is 
known to believe in lost causes. 
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Golden fleece? | 


T THE time, it seemed a clever plan. 
When theState Bank of India (ssi), the 
country’s largest, last November started 
accepting deposits in the form of gold, it 
looked as if everybody would be a win- 
ner. All those Indian women with wealth 
tied up in necklaces, earrings and brace- 
lets would be able to earn interest at a rate 
of 3% or 4% a year. And in so doing, they 
would slash India’s impressive trade defi- 
cit ($8.6 billion last year). In large measure 
because of these women’s appetite for 
gold, India imports 600 tonnes a year, 
more than any other country, and equiva- 
lent to three-quarters of the deficit. 

The sums of money involved are po- 
tentially enormous. India’s internal re- 
serves of gold—mostly in the form of pri- 
vately held jewellery—amount to 13,000 
tonnes (worth $134 billion at current 
prices). If just a fraction were deposited, 
imports could be cut drastically. Depos- 
ited gold is melted down and lent out to 
local goldsmiths at lower rates of interest 
than that charged for rupee loans. 

But the scheme has been a flop. In its 
first five months, ss1 managed to collect 
just 3.5 tonnes—compared with its target 
of 100 tonnes for the first 12 months. Most 
disappointing has been the response of 
trust funds run by temples, to which dev- 
otees often donate their gold. So far only 
three such trusts have made deposits. 
Other banks that launched sim- 
ilar schemes have fared even 
worse. 

The trouble is that gold has 
more than just a monetary 
value. Much is in the form of in- 
tricately carved jewellery, or or- 
naments that families have 
handed down from generation 
to generation. Few want to melt 
them down. And, besides hav- 
ing sentimental or artistic value, 
gold jewellery is also important 
as one of the few liquid assets 
that Indian women hold in 
their own right. Nina Pillai, a 








No market meltdown 


famously wealthy widow, insists that “for 
an Indian gold is streedhan, [a woman’s 
wealth], and she will not part for it even 
for gains. If it is a national crisis I may give 
in my gold jewellery but not otherwise.” 

Worse, depositors have to forgo any 
value craftsmanship may have added to 
their gold, and take a further 10% to 15% 
discount on its value as metal, to pay for 
the cost of melting. And if they want to 
withdraw their gold deposit, they receive 
it back as a gold bar, and have to pay an- 
other 10% or so of its value to have it fash- 
ioned back into jewellery. 

Also, much gold is the product of busi- 
ness that is not declared to the tax authori- 
ties. Often that is why it is kept as gold in 
the first place, rather than in more visible 
bank deposits. Owners of such gold un- 
derstandably fear that depositing it witha 
bank may open them up to a tax bill. An 
amnesty might have encouraged more 
people to come forward. 

However, spi’s chairman, Ganeshlal 
Gopaldas Vaidya, still insists that the idea 
will eventually be a success. “I don’t think 
itis difficult tocollect 100 tonnes in a coun- 
try that has 13,000 tonnes of idle gold,” he 
says, pointing out that the scheme has just 
been launched in the south, where most 
of India’s gold is held. But Indian women 
do not seem to justify Mr Vaidya’s opti- 
mism. Who wants a gold bar as a dowry? 
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Asian currencies 


Swapping notes 


BANGKOK 


HE International Monetary Fund (IMF) 

is so unpopular in East Asia that it now 
has an entire economic crisis named after it. 
And although their economies are now re- 
covering, many of the region’s governments 
are determined to shake off their nemesis for 
good. They are still a long way from estab- 
lishing an Asian Monetary Fund, as some 
politicians would like. But at an Asian De- 
velopment Bank meeting in Thailand this 
week, finance ministers from 13 countries 
agreed to push ahead with a plan to help 
each other in the event of acurrency run. 

The basic idea is not new. A weak collec- 
tion of bilateral agreements was arranged 
after Mexico's peso collapsed in the 
mid-1990s. But it was not enough to prevent 
runs on several currencies—starting with the 
Thai baht—in 1997 and 1998. To beef up the 
region's defences, the new initiative aims to 
make much greater use of Japan’s and 
China’s substantial foreign exchange re- 
serves—and of both countries’ desire for 
more clout in the region. 

The existing arrangement proved inade- 
quate. It was based on “repurchase” agree- 
ments between participating central banks, 
which agreed to provide each other with 
cash against the security of, for example, 
Treasury bonds. So it provided liquidity 
rather than credit. And when countries were 
known to be using it, as Thailand did in 
mid-1997, it was taken in the market as a sign 
of weakness, and so served only to intensify 
pressure on the baht. 

Similar problems would dog any scheme 
based around the ten countries of the Asso- 
ciation of South-East Asian Nations 
(ASEAN)—which includes crisis-hit coun- 
tries such as Indonesia, Malaysia and Thai- 
land. Most ASEAN countries would them- 
selves be at risk were there another wave of 
currency panic. And none of them really 
trusts each other in a pinch. 

These are serious shortcomings, and the 
new initiative offers a big improvement, by 
bringing in Japan and China. So far, hardly 
any details have been fleshed out. But Japan 
hopes to model it on two bilateral deals it 
struck with neighbouring countries last year. 
Its agreement with South Korea allows each 
central bank to swapits local currency for up 
to $5 billion in cash from its counterpart; a 
similar arrangement with Malaysia provides 
reserves of up to $2.5 billion. 

Because Japan’s economy is so large, its 
reserves so massive ($304 billion), and be- 
cause it is so keen to curry favour in the re- 
gion, its bilateral pledges are more credible 
than are those among asean members. If it 
were to extend similar pledges to the rest of 
ASEAN, and if China were to offer bilateral 
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swaps from its own $159 billion stockpile, 
East Asia’s governments might feel more 
confident the next time their currencies 
came under attack. 

Many of them are also attracted to an- 
other aspect of Japan’s deals with Malaysia 
and Korea: unlike, say, a loan from the mr, 
the swaps come with no conditions attached 
obliging the beneficiary to follow sensible 
economic policies. Instead, the 13 potential 
participants have agreed in principle to talk 
to each other more frequently, and to pipe 
up if they see a neighbour going astray. How 
that will work is a mystery: forthright mu- 
tual criticism is hardly one of the region’s 
strongpoints. 





Russian debt 


Orient express 


MOSCOW 


(79 E do not feel like paying our old 
debts, but we need to borrow some 
more money. Please can we restructure?” Put 
as baldly as this, Russia’s approach to the 
` western countries that lent to the Soviet Un- 
ion sounds less than persuasive. But it has 
worked in the past and will probably do so 
again. In February, the London Club of com- 
mercial banks agreed to write down more 
than a third of Russia’s Soviet-era debt to 
them, swapping the rest for long-dated, low- 
interest bonds. 

Now Russia wants to pull off a similar 
trick with the Paris Club, a grouping of 19 rich 
countries that handles state-to-state 
debts—in Russia’s case $42 billion. This 
would clear the way for a return to the inter- 
national capital markets. That seemed al- 
most inconceivable after Russia’s default of 
August 1998, when bankers stormed out of 
Moscow; some of the same pinstriped furies 
are now drooling at the prospect of lead- 
managing Russia’s forthcoming Eurobond. 

Russia pleads both poverty and history: 
the borrower was the Soviet Union, which 
no longer exists. (Oddly, there is no sugges- 
tion that Russia should give up the Soviet as- 
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sets it inherited, such as embassies and nu- 
clear weapons.) Some Russian politicians 
want the debt written off completely. The of- 
ficial position is that the western govern- 
ments should write off half the loans. 

That causes consternation in Germany, 
which is owed about $30 billion. The Ger- 
man government is prepared to agree a lon- 
ger repayment schedule at a lower interest 
rate, but does not want the net present value 
of the debt payments to fall. It cites new ad- 
vice from the imr that Russia, currently flush 
with money thanks to the high price of oil 
and a post-devaluation boomlet, can afford 
to pay. German officials do not see the Lon- 
don Club deal as a precedent. On the con- 
trary, one fumes that the European taxpayer 
has already lost out because banks were al- 
lowed to write off their Russian losses 
against taxable profits, and asks, “why 
should the taxpayer now suffer again?” 

The same official also appeals to Russian 
national pride: “surely they don’t want to be 
compared with Nigeria and Ethiopia?” And 
he points out that Russia itselfis a member of 
the Paris Club through which it is trying to 
collect Soviet-era debts from former satellite 
countries such as Vietnam. Refusing to pay 
in one hemisphere is hardly likely to help it 
collect in another. Finally, Germany argues 
that although the Soviet Union signed the 
deals, most of the money was actually paid 
out to Russia. 

The negotiations will probably start in 
September, but western governments are al- 
ready squabbling about what line to take. 
Other European countries and America are 
owed mainly symbolic sums, and would like 
to make friends with Russia’s new president, 
Vladimir Putin. Germany wants to be 
friends too. In the past decade it has fur- 
nished Russia with loans and grants worth 
DMi31 billion ($60 billion at current euro ex- 
change rates, but much more in the harder 
currency in which it was dished out), partly 
as a geo-political bribe to gain Russian con- 
sent for German reunification. 

On past form, Russia will gain a head- 
line-catching write-off, while the real pro- 


blem is postponed for a few years hence. 































One catch may be the remaining foreign 
currency debt, bonds issued by the finance’ 
ministry. These have not yet been restruc: 
tured, partly because of the murky but lucra- 
tive role they play in Russia’s own financial 
system. Well-connected companies can buy 
them at market value and then use them at 
face value to pay taxes. Western hedge funds 
that did well by speculating in London Club 
debt have been snapping up the MinFin 4: 
bond (see chart) in the hope that the govern- | 
ment will honour these obligations. That 
may bea long shot: the Paris Club, in the in- 
terest of fairness, is likely to insist MinFins.” 
are restructured too. The Russian govem- 
ment may agree. Since MinFins count as do- 
mestic debt, disgruntled holders would have 
tosue in a Russian court—an even less fright- 
ening prospect than the feeble sanctions its 

financial misbehaviour usually provokes. 








Investment strategies 


Contrary-wise 


NEW YORK 


AMERICANS with money have learned 
three lessons over the past two decades: 
investing is good, investing in shares is bet- 
ter, and investing in American shares is best 
of all. The numbers are staggering. Any insti- 
tution that invested entirely in American eq- 
tities would have outperformed 99% of all 
other institutions over the past 15 years. Any 
that ignored them would land in the bottom 
1%. To diversify has been to suffer. 

But what then, is going on at the endow- 
ment fund, worth $7.2 billion, of Yale Univer- 
sity, one of America’s better-known educa =. 
tional establishments? it has certainly 
bucked. the trend. Ten years ago, almost 
three-quarters of its portfolio was in publicly 
traded shares. Now that proportion is down 
to 15% (the average for a university endow- 
ment is 53%). The three largest components 
of the endowment either avoid the stock- 
market entirely (timber!), avoid betting on its 
direction (merger arbitrage), or stand back 
from its daily movements (venture capital). 

Quirky, perhaps. But effective. The 
fund's performance has been superb—it has 
made a 17.3% annual returnon its investment 
for the past 15 years. So its portfolio is now 
one of the most closely scrutinised in the 
country, and a book published this week by 
David Swensen, its manager, has attracted 
great interest (“Pioneering Portfolio Manage- 
ment”; Free Press). Mr Swensen, a normally 
reclusive former Wall Street bond-trader, 
came to Yale’s endowment at the request of 
his former professor, James Tobin, a Nobel- 
prize-winning economist. 

As an investor, Mr Swensen- has’. 
shunned his former preduct, corporate 
bonds, arguing that it is a market where the. 
sellers know more than the buyersdo. A sec- 
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FINANCE AND ECONOMICS — 


The final option 


NEW YORK 





ORRIES about company share op- 

tions extend not just to those poor 
folk who, thanks to the recent plight of 
many high-tech shares, are not about to 
become trillionaires. Increasingly, some 
investors are fretting about the way in 
which option schemes are diluting their 
shareholdings. An early sign that such 
worries are well founded happened on 
May 1st at Acuson, a small manufacturer 
of medical equipment. 

Acuson’s shares have done poorly of 
late. Its market capitalisation, $1.4 billion 
in 1991, has fallen to $340m. Even though 
its sales have tripled over the same period, 
to $500m, expenses have grown even 
faster. Net profits peaked in 1991. Still the 
company, for all its woes, is not unattrac- 
tive. It has little debt and a share price that 
is equivalent to only 70% of its annual 
sales; share prices of similar companies 
trade at eight-times sales. This could make 
it attractive to a buyer. Or it might have 
done were it not for events at the com- 





pany’s annual general meeting. 

With little fanfare, the meeting, in ef- 
fect, ratified a silent acquisition by its em- 
ployees. Some 3m shares were added to its 
stock-option plan and employees are be- 
ing allowed to buy another 2m shares at 
below-market prices. If all these options 
were exercised, about one-third of Acu- 
son—a controlling interest—would be 
owned by its employees, primarily its 
management. 

The directors of the firm might be 
happy, but some outside shareholders are 
fuming. “It’s a disgraceful performance, a 
transfer of ownership without approval,” 
says Walter Schloss, a fund manager. 
Technically, shareholders voted on the 
move butit takes an extraordinary action, 
and extraordinary publicity, to block mo- 
tions proposed by a company’s manage- 
ment. As a result, almost all get through. 
Share options are meant to help ensure 
that employees’ interests are aligned with 
owners’. Or is the other way round? 
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ond component of his invest- 
ment philosophy has been that 
American investors, particularly 
those with long time horizons, 
pay far too much for liquidity, a 
commodity which, for Mr 
Swensen, is “overrated...It is 
only there when you don’t need 
it.” Take, for example, the near- 
collapse of Long-Term Capital 
Management, a hedge fund, in 
1998. One effect was that yields 
on less liquid Treasury bonds 
soared. Many investors held back from buy- 
ing them. Not so Yale, which thrived in con- 
sequence. 

Mr Swensen argues that diversification is 
a better form of risk control than liquidity. So 
nosingle type of investmentin Yale’s endow- 
ment amounts to as much as a quarter of its 
total value. The largest portion—23%—is in 
equities, but not in the stockmarket, which 
Mr Swensen believes is too efficient to bene- 
fit much from active management. Instead, 
Yale’s largest equity investments are in priv- 
ate venture-capital and leveraged buy-out 
partnerships. The market value of the ven- 
ture-capital portion of Yale’s portfolio has 
ballooned over the past 15 months to $1.5 bil- 
lion as returns have soared. 

The second largest category of invest- 
ment is a 22% allocation to what Mr Swensen 
calls “absolute return” investing—meaning 
it is not tied to a broader market move—bet- 
ting on the convergence of share prices be- 
tween merging companies, say, or buying 
the securities of bankrupt companies. 
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Well-endowed 


Another investment 
component, about 18%, is in 
real assets: timber, oil and gas, 
property. “You get paid for il- 
liquidity,” says Mr Swensen. 
An 11% portion of the endow- 
ment is in foreign shares, one 
of the few cases where Yale is 
in line with similar funds. 
Unusually, half of its foreign 
holdings are in emerging mar- 
kets. This is justified, once 
again, by the illiquidity of 
these markets. 

Endowments are by their very nature 
risk-adverse, Yale’s provides one-fifth of the 
university's operating budget. Heavy losses 
would be devastating. Were the stockmarket 
to collapse, Mr Swensen believes half of the 
endowment would remain relatively 
healthy. Even in a crash, Mr Swensen might 
remain a contrarian. 








The bond market 


Giltless 


OU may just recall that before the euro 

was launched last year, investment 
bankers were touting European corporate 
bonds as a splendid opportunity: investors 
would flee low-yielding government bonds 
for Europe’s rapidly expanding corporate- 
bond market. Things have not quite worked 
out that way. Last year corporate bonds 
fared badly compared with government 


rF ETTE 











bonds; this year they have done worse. For 
that, blame in part the mobile phone. 

Corporate-bond investors’ most recent 
problems started in Britain. The government 
has been running a surplus, and is therefore 
issuing fewer bonds. Pension funds must fol- 
low rules that mean they need to buy a lot of 
government bonds, especially those with 
long maturities. This has meant that longer- 
dated bonds (gilts) now—unusually— yield 
alotless than shorter-dated ones. 

This month, thanks to the £22.5 billion 
($35 billion) that the British government has 
earned from auctioning mobile-phone li- 
cences, they have been yielding less still. Be- 
cause of the windfall, the government is 
likely to buy back more of its debt, and 
sooner than it would otherwise have done. 
This has not just made long-dated gilts even 
more expensive than shorter-dated ones, 
but hugely more expensive than corporate 
bonds. Swap spreads (very roughly, the rate 
paid by the best companies compared with 
those paid by the government) have bal- 
looned (see chart). The longer the maturity, 
the wider the spread: 20-year swap spreads 
are now two percentage points—almost 
twice what they were in the financial panic 
that followed Russia’s default in 1998. 

Andrew Bernard, head of government- 
bond sales at Bank of America in London, 
points out that the effect has spread to other 
European countries. Having seen the success 
of Britain’s mobile-phone auction, other 
governments—Germany, France and Italy in 
particular—are expected to reap even more 
money from the sale of their licences. This 
will also probably be used to pay down gov- 
ernment debt. 

Partly asa result, swap spreads have wid- 
ened in continental Europe, too. The losers? 
Bonds issued by telecom companies. Their 
yields, compared with government bonds’, 
have increased by a quarter of a percentage 
point since the beginning of the year. Of 
course, governments yet to hold their auc- 
tions might not raise as much as the markets 
think, and Britain’s might relax its pension 
rules. If either happens, corporate bonds 
may at last prove a good investment. 
= 
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Our clients’aftermarket performance — 
says a lot about our own 


Prete yee es ee 


Average IPO performance based on offerings from first day Here’s what The Wall Street Journal said: 
closing price 1/1/99 to 4/25/00.* 


Deutsche Banc Alex. Brown, a unit of 
Deutsche Bank AG, fared best, with a positive 





PA=: see return of 45.8% for its IPOs from the close of 
‘ 203 their first trading day; overall, its IPOs since j 
= the beginning of 1999 are up 92.1% from their 
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Rescuing the euro 


Should governments intervene in the markets to support Europe’s battered 
currency? Intervention can work—but that is not the end of the matter 


ASTING one’s mind back as far as, oh, 

a few weeks ago, the consensus 
among the economics commentariat was 
rock-solid in favour of the idea that ex- 
change-rate targets are for the birds. Look 
at what happened to Europe's pre-EMU €x- 
change-rate mechanism; look at the mess 
that the Asian tigers got into with their 
pegged currencies. The policy options for 
exchange rates have collapsed. Govern- 
ments nowadays have two choices: float 
free or fix irrevocably. There is no middle 
way. Scarcely a voice was raised in dissent. 

What happened? Lately, a chorus of 
analysts, dismayed by the weakness of the 
euro and (in Britain) by the strength of ster- 
ling, bas been calling for exchange-market 
intervention to put matters straight. Most 
of these pro-intervention analysts, for all 
we know, still believe that exchange-rate 
targets are a mug’s game. Yet here they are 
demanding intervention—a policy which 
presupposes that governments (a) know 
what the exchange rate should be, and (b) 
can get their way by signalling that knowl- 
edge to the markets. 

If intervention to correct currency mis- 
alignments is feasible, then the case for ex- 
change-rate targets is stronger. Why? Be- 
cause if intervention works, then an extra 
instrument of economic policy, in addition 
to monetary policy, is available—making it 
possible both to manage demand and, at 
least to some extent, to stabilise currencies. 
Conversely, the view that exchange-rate 
targets are unworkable implies that inter- 
vention is a waste of time. The current 
mood, which sneers at targets but calls for 
intervention, is confused. 
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As previously argued on this page, the 
theory of the vacant middle is in fact 
wrong. Governments, especially of small 
open economies, are right to pay regard to 
the value of the currency, and right to try to 
influence it under certain circumstances 
even if they do not go all the way and fixit 
once and for all (which has drawbacks of 
its own). Moreover, the evidence does 
show that under certain circumstances in- 
tervention can indeed work. 

The distinction between sterilised and 
unsterilised intervention needs to be un- 
derstood. The unsterilised kind happens 
when a government buys or sells its cur- 
rency in the market and allows the transac- 
tion tochange the money supply. Suppose 
Britain intervened in support of the euro, 
buying euros with pounds, and then al- 
lowed the resulting increase in the supply 
of pounds to stand. This is a clear relax- 
ation of monetary policy. Nobody doubts 
this would lower the pound. But unsteril- 
ised intervention is the same as cutting in- 
terest rates. If you are willing todo that, you 
don’t need to intervene in the first place. 

That is why by “intervention” econo- 
mists usually mean sterilised intervention. 
The government neutralises the change in 
the money supply—in the example above, 
by selling debt to absorb the extra pounds. 
This kind of sterilisation is in theory an in- 
dependent instrument of policy because it 
leaves monetary policy (defined in terms 
of the money supply) unchanged. 

The standard reference on sterilised in- 
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tervention is “Does Foreign Exchange In- 
tervention Work?”, by Kathryn Domin- 
guez and Jeffrey Frankel, published by the 
Institute for International Economics in 
1993. Their answer to the question, over- 
turning the prevailing view, was: Yes, some- 
times. But it is more likely to succeed when 
public, when undertaken in concert, and 
when it conveys new information about 
the future of monetary policy. 

In the case of the euro today, “in con- 
cert” is going to be difficult: with inflation 
rising, America hardly wants the dollar to 
fall. Some economists have argued none- 
theless that Britain should intervene 
against the pound, which would help Brit- 
ish exporters, supposing it worked, and 
would also do something to spare the 
euro's blushes, even if it left the euro-dollar 
rate more or less unchanged. 

The problem with this idea is not that 
intervention is bound to fail or that, ifit did 
fail, the costs would be big: neither of these 
things is true. Given that the euro really is 
greatly undervalued against sterling, a 
long-term position in euros acquired at to- 
day’s prices would almost certainly be a 
money-making investment for the British 
government. Oddly enough, the problem 
arises if the policy succeeds, and the pound 
falls against the euro as intended. 

If intervention pushed sterling down, 
the stance of monetary policy as the Bank 
of England understands it--netwithstand- 
ing the fact that the intervention had been 
sterilised —would be easier. if interest rates 
are now correctly set to keep inflation in 
line with the Bank’s statutory target, then 
they would presumably need to rise if the 
pound moved lower. And if the Bank 
raised rates, of course, the pound would be 
likely to appreciate again. At the very least, 
this would be awkward. Monetary policy 
would be, or anyway seem, in disarray- 
undesirable at the best of times, but espe- 
cially with a newly independent central 
bank of uncertain credibility. 

This problem would not arise if interest 
rates were currently based on a Bank fore- 
cast that sterling will very soon be a lot 
lower anyway: in that case, intervention to 
advance the schedule a bit would not con- 
stitute much of a loosening of policy. This 
week, in fact, the pound fell sharply of its 
own accord: the Bank’s forecasts assume it 
will fall no further. Successful intervention 
would contribute an additional loosening. 
In other words, even sterilised intervention 
is monetary policy. If intervention reflects 
achange in the central bank’s desired path 
for inflation, it has agood chance of work- 
ing, Otherwise, it probably won't. 
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Will journal publishers perish? 


The Internet is transforming the world of scientific journals. But how best to 
combine the quality control of traditional journals with the advantages of 


online publishing is still far from clear 


UBLISH or perish, goes the motto, and 

with good reason. Scientists know that 
the best way to further their careers is to get a 
steady stream of papers published in presti- 
gious, peer-reviewed journals. But not every- 
one is happy about the amount of power 
that ends up concentrated in the hands of 
scientific publishers as a result. Journals take 
too long to vet papers for publication, grum- 
ble some researchers, and can reject papers 
outright without having to justify them- 
selves. Another common complaint is that 
journals cost too much: the Association of 
Research Libraries (ArL), an organisation of 
121 North American academic libraries, esti- 
mates that its members are spending 170% 
more on journal subscriptions than they did 
in 1986, but are getting 6% fewer titles for their 
money. While most journals now have web- 
sites, they are (with a few exceptions) for 
subscribers only: and most journals retain 
copyright on finished papers, 
which prevents scientists from 
distributing their results online 
themselves. 

So journals are evil, then? 
No, because science could not 
function without the vetting and 
endorsement of results they pro- 
vide. The problem is that jour- 
nals fund the peer-review and 
editing processes from subscrip- 
tion revenues. 

Ideally, scientists would 
have unfettered access to the lit- 
erature, jumping via hyperlinks 
between papers published in 
different journals, without hav- 
ing to fork out for expensive sub- 
scriptions to dozens of journals. 
This view was endorsed last year 
by Harold Varmus, then director 
of America’s National Institutes 
of Health (Nim), when he an- 
nounced the setting up of a free 
online repository for biomedical 
research papers to “reduce frus- 
trations with traditional mecha- 
nisms for publication”. 

But with an online free-for- 
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all, who pays for the peer review? Although 
the Internet seems to offer a solution to the 
“journals crisis” by doing away with printing 
and distribution costs, there has been much 
debate about how to combine peer review 
with a switch to free, online publication. A 
new Internet-only biomedical publishing 
house, which launches this month, is the lat- 
est attempt to square this circle. Is there a way 
to use the Internet to address the failings of a 
scientific publishing tradition that goes back 
Over 300 years? 

Perhaps the best-known example of the 
way the Internet has already changed the 
way scientists communicate is the online 
physics and mathematics archive at the Los 
Alamos National Laboratory in New Mex- 
ico, which has been operating since 1991. The 
archive is not a journal, and does not per- 
form peer review; it merely acts as a reposi- 
tory for electronic versions of papers, most 
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of which are also submitted by their authors 
to peer-reviewed journals. The archive sim- 
ply provides a convenient way for scientists 
toshare their results with colleagues without’. 
having to wait for the article to appear in 
print. Since newly posted papers have not- 
been peer-reviewed, scientists must follow 
their own judgment as to the trustworthi-... 
ness of anything they download. Los Ala-. 
mos thus acts as an adjunct to the traditional 
publishing mechanism, speeding up access 
to papers and providing an archive, while. 
leaving the vetting and quality control to the - 
existing journals, 

The niu repository, called PubMed Cen- 
tral, which is being set up at the moment; 
aims to perform a similar function for bio- 
medical research, The idea is that publishers 
will deposit peer-reviewed papers from © 
their journals into the repository. But while” 
several publishers have agreed to partici- 
pate, many are naturally reluctant to give 
away their content. Asa result, PubMed Cen- 
tral will improve access to the scientific lit- 
erature only toa limited extent. And, like the 
Los Alamos archive, PubMed Central still re- 
lies on the journals todo the peer review. 


Publish and bedownloaded 


A more radical approach, long championed 
by Stevan Harnad, a cognitive scientist at the 
University of Southampton, would be to 
break the link between publishing and peer 
review altogether. In effect, the 
journals would be “hollowed 
out” so that they would merely 
act as service bureaux provid- 
ing peer-review and editing ser- 
vices. They would no longer 
handle printing, publishing 
and distribution; this would be 
done on the Internet, via a dis- 
tributed global database of sci- 
entific papers which is cur- 
rently being set up under the 
banner of the Open Archives 
initiative. Journal subscriptions 
would be abolished, and the re- 
view process would be fi- 
nanced by fees paid directly by 
scientists’ institutions, using the 
money they would otherwise 
have paid for subscriptions. 
According to Dr Harnad, 
the cost of reviewing, editing, 
printing and distributing scien- 
tific journals works out at 
around $4,000 per paper. The 
review process, he estimates, 
accounts for 10-30% of this, soit 
would cost a few hundred dol: 
lars to have each paper peer-re- 
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Return to sender 


SAN FRANCISCO 


EWS of the villain spread almost as 

fast as the virus itself. It was not some 
hacker from the Philippines, many experts 
and the press argued, but Bill Gates him- 
self. Without the dominance of Microsoft’s 
products, in particular the e-mail program 
Outlook, the message declaring “I love 
you” and bearing a malicious attachment 
could not have propelled itself around the 
world last week, clogging servers and de- 
stroying files on its way. 

Microsoft indeed bears much respon- 
sibility, despite Mr Gates’s protestations to 
the contrary. Its software provides a fertile 
breeding ground for such viruses. Pro- 
grams such as Outlook, Word and Excel 
can be controlled using a scripting lan- 
guage called Visual Basic Script (ves), 
which lets users write small programs, 
called scripts, to automate tasks. And, since 
these programs are tightly integrated with 
Microsofts Windows operating system, a 
rogue script can do almost anything. 

The love bug is just such a script. 
Among other things, it installs itself in sev- 
eral places on a hard disk, e-mails itself to 
all addresses in the Outlook address book, 
destroys picture files (ending with “jpg”) 
and makes music files (ending with 
“ mp3”) vanish. Users trigger the script sim- 
ply by clicking on an icon whose name 





gives the impression that it is a harmless 
text file containing a love letter. 

The design of Microsofts software, 
however, is only part of the story. Users 
also have themselves to blame for a lack of 
vigilance. Malicious scripts are nothing 
new. Last year a similar, though largely be- 
nign, virus called Melissa spread around 
the globe. Users can ward 
off such attacks by setting 
Outlook’s security level to 
“high” so they are alerted 
when a message arrives 
containing an attachment 
that could cause damage. 

Companies could do 
more, too. Germany’s 
Volkswagen, for example, 
showed how to stop the 
love bug from spreading 
(and the many mutations 
such as “FWD: Joke” and 
“Mother's Day Confirma- 
tion Order” which have 
since emerged, and in some cases can be 
even more destructive). Because the sys- 
tems managers at the firm’s headquarters 
in Wolfsburg feared an attack of Year 2000 
viruses, they installed a system last year to 
screen out suspicious e-mail attachments. 

So what is the message of the love letter 





Don’t blame me 


from Manila? Software matters. It controls 
not only pcs, but ever greater parts of peo- 
ple’s lives and the economy. According to 
Lawrence Lessig, a Harvard law professor, 
software code is the law of the information 
society. If that is so, it must be well crafted 
and its users well trained. It also might be 
better not to rely on a single company’s | 
software. Users of non-Microsoft software, | 
such as the Macintosh and Linux operating 
systems, and Lotus Notes software, were 
immune from infection by the love bug. In 
biological terms, Micro- 
softs dominance has re- 
sulted in a monoculture; a 
bit more diversity would 
provide greater protection. 

Meanwhile, the origin 
of the poisonous love letter 
is still not certain. On May 
8th, a man was detained 
by the authorities in Ma- 
nilain connection with the 
virus, but was subse- 
quently released. Conspir- 
acy theorists, meanwhile, 
speculated online that it 
was really the work of the 
record industry, or the Catholic church, or 
both working together in an attempt to sti- 
fle the online trade in pirated music files 
and pomographic images. A crazy idea, 
yes—but it would neatly explain why the 
virus attacked music and image files on its 
victims’ computers. 











viewed. The difficulty with this approach is 
that it is hard to see how it will be possible to 
move smoothly from the current state of af- 
fairs to Dr Harnad’s subscription-free uto- 
pia. His hope is that researchers will ignore 
attempts by journal publishers to control the 
copyright of peer-reviewed papers and will 
deposit them in Open Archives instead. As 
this global archive grows, the journals could 
then find their subscription revenue starts to 
dry up, and would be forced to switch to the 
service-bureau model. 

A more direct challenge to journals with 
high subscription charges is being mounted 
by the Scholarly Publishing and Academic 
Resources Coalition (sPARc), an initiative set 
up by the art in 1997. The idea is to encour- 
age the establishment of new journals (both 
printed and online) with low subscription 
prices to compete directly with more expen- 
sive rivals; spARc’s 180 member-libraries 
agree to subscribe to the new journals in ad- 
vance, thus providing an initial circulation. 

Another new approach is being pio- 
neered by BioMed Central, a new Intermet- 
only publishing house that will be launched 
on May zist. Like traditional journals, Bio- 
Med Central will perform peer review of pa- 
pers without charging a fee to do so. But the 
process will be streamlined using the In- 
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ternet to ensure that papers are assessed in a 
matter of weeks, rather than months, and 
authors will be able to track their papers’ 
progress through the review process. Once 
accepted, papers will be published on Bio- 
Med Central's website, where they will be 
available free, and will also be submitted to 
the PubMed Central repository. 

But how will BioMed Central make 
money to run its online operations, pay its 
staff, and administer the peer-review ser- 
vice? Harvey Shoolman, the company’s edi- 
torial co-ordinator, says that the idea is to get 
the system up and running first, and eventu- 
ally to make money from subscription fees 
for “value-added” services such as digests 
and review articles—though the actual re- 
search papers will always be available free. 

Whether this new model for scientific 
publishing makes financial sense remains to 
be seen. A problem faced by all new journals 
is that they have no track record. Given the 
choice, most scientists would prefer to have 
their work published in an established, re- 
spected journal, no matter how unreason- 
able its subscription fees or Internet policy. 

Rather than casting around for an exotic 
new business model, one alternative might 
be to return to a more old-fashioned way of 
doing things. Unlike journals produced by 


commercial publishers, which rely on sub- 
scription revenue, those published by 
learned societies traditionally operate on a 
“page charge” or “author fee” principle. 
Essentially, authors submit their papers for 
peer review, and agree to pay a fee if their 
paper is accepted for publication. Combine 
this scheme (which same new journals have 
also adopted) with free online publication, 
and itsounds very much like the sort of thing 
that Dr Harnad has in mind. It would be 
ironic indeed if the future of scientific pub- 
lishing turned out to be a return to its past. 
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Human genomics 


The home 
straight 


i pieces of the jigsaw that is human 
DNA are coming together quite rapidly. 
This week saw four announcements which 
suggest that the picture should soon be 
clearly visible. The group of public labora- 
tories that had undertaken the task of unrav- 
elling human chromosome 21 reported its re- 
sults; the “Human Genome Project”, the 
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-larger and more nebulous group that is 
. responsible for the’whole publicly financed 
_ effort to sequence human chromosomes, 
announced that it was launching the “finish- 
-ing phase” of that effort; DoubleTwist, a firm 
based in Oakland, California, claimed that it 
had. completed the first comprehensive 
search for genes in the human DNA se- 
quences that are already publicly available; 
and the Sanger Centre, in Cambridge, Eng- 
land, announced something very similar. 

Most of the Human Genome Project is 
being done in America and Britain, but there 
are a few crumbs left over for other coun- 
tries. Chromosome 21 is one of them. It has 
been analysed mainly by researchers in Ja- 
pan and Germany. The results will be pub- 
lished formally next week in Nature, though 
they are already available online. 

According to the researchers, chromo- 
some 21 carries 225 genes—a mere 0.25% of 
the estimated total human complement. 
This gene-paucity, they reckon, is why chro- 
mosome 21 is associated with Down’s syn- 
drome, the most common form of geneti- 
cally mediated mental retardation. People 
with Down’s syndrome have three copies of 
chromosome 21, rather than the normal two. 
Embryos with such “trisomies” involving 
other chromosomes usually die before they 
are born. The extra chromosome in each cell 
causes it to produce too many of the proteins 
for which the genes on the chromosome in 
question are responsible. These extra pro- 
teins cause things to go horribly wrong. In the 
case of trisomic chromosome 21, with its rela- 
tive lack of genes, things go wrong, but not so 
horribly that the individual cannot survive. 

Chromosome 21 is the second human 
chromosome to be sequenced toa high stan- 
dard. (The other is chromosome 22.) Both are 
small. But the Human Genome Project's lab- 
oratories are working flat out on the others. 
They hope to complete so-called draft se- 
quences of these within six weeks. Hence the 
announcement of the switch to “finish- 
ing” —thatis, filling in the gaps in the drafts to 
the standard achieved for chromosomes 21 
and 22. This should be substantially com- 
plete by the end of the year. 

Finishing the sequence, however, is 
merely the start. Only 2-3% of human DNA is 
actually the genes. Of the rest, which is fre- 
quently dismissed as “junk” DNA, some reg- 
ulates and packages the genes and some 
probably really is junk. Picking the genes out 
of the junk requires a good eye—or a good 
computer. Both DoubleTwist and the Sanger 
Centre (in collaboration with the nearby 
European Bioinformatics Institute) think 
they have made a reasonable stab at it. 

DoubleTwist reckons it has located 
65,000 genes (plus another 40,000 or so chro- 
mosomal regions that may or may not be 
genes) by programming its computers to re- 
cognise the differences between genes and 
junk. The Sanger’s claims are more conserva- 
tive. It says it has located 35,000 genes and 
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perhaps as many as 150,000 gene fragments. 
The public project thus appears to be on 
target to complete at least its draft sequence 
by the end of June. All eyes will now turn to 
Celera, a private firm based in Maryland that 
is trying to do the same thing, with the same 
deadline, all by itself. Watch this space. 


The immune system 


Complementary 
medicine 


Aer who turns against the 


body in his care is a particular menace. 


This is as true for guardians on the inside as 


for guardians without. Among the body's” 


most potent biochemical bouncers is a 
group of more than a dozen different blood 
proteins, called “complement”, that collec- 
tively form an essential part of the immune 
system. When faced with foreign cells, these 
proteins are activated one after the other; ina 
domino-like effect, eventually forming rings 
which punch crippling holes in the cell: 
membranes of the interlopers. 

Such damage is a good thing in the case 
of a bacterial invader, but is rather less desir- 
able when it happens to a transplanted or- 
gan. And itis frankly bizarre when, as some- 
times happens, complement turns against 
the body’s own tissues. For years, researchers 
have known that complement is triggered 
when tissues are deprived of blood, as the 
heart muscle is during a heart attack—and 
worse, that restoring the flow results in fur- 
ther activation. But they do not know why. 

Gregory Stahl at Brigham and Women’s 
Hospital in Boston and his colleagues think 
they have part of the answer. In a paper pub- 
lished in the May issue of the American 
Journal of Pathology, they report that hu- 
man blood-vessel cells deprived of oxygen 
cause a molecule known as mannose-bind- 
ing lectin (mst) tosettleon their surfaces. The 
MBL, in tum, activates complement—which 
would normally leave such cells unscathed. 
This suggests that, if you could block the de- 
position of MBL in the aftermath of a heart 





attack, the damage caused by the attack 
might be reduced. The team suggest this- 
could be achieved by creating antibodies to 

MBL and administering them to heart attack’ 
victims, something they are now testing in. © 
animal models. 

That this might work is indicated by sev- 

eral other studies into complement that are 
going on at the moment. One, being con- 
ducted by Dr Stahl’s colleagues. at Alexion. 
Pharmaceuticals, a biotechnology firm: 
based in New Haven, Connecticut, is testing 


“an antibody to c5—one of the molecular. 
inchpins of the complement system—i 
<- 2,000 heart-attack patients who are about t 


have their blood flow restored. Rats in a sim- 


ilar, experimentally induced, situation suf- 


fered 50% less tissue damage with theanti-c5 
antibody than without it. And patients inan 
earlier heart-lung bypass trial did almost as. 
well, suffering 40% less muscle damage with 
the antibody than withoutit. a8 
Alexion is also trying its antibody in) 
other settings: where complement runs 
amok-the autoimmune diseases rheuma- 
toid: arthritis and. lupus. Other companies 


~ plan to follow suit. Gliatech, based in Cleve- 


land, Ohio, is testing an antibody against a 
third complement molecule, properdin, in. 


animäls; while Tanox, a firm based in Hous: > 
ton, Texas, is developing one againsta fourth, 


factor D. BioCryst, a biotech firm in Birming- 
ham, Alabama, also has factor p in its sights. 

BioCryst, however, is eschewing anti- 
bodies. Instead, it is using x-ray crystallogra- 
phy to analyse the shape of factor p protein 
in order to design small drug molecules that = 
will stick to its critical parts and stop it work- ` 
ing properly. (Such small molecules are eas- 
ier to administer and act faster than antibod- ` 
ies.) But a few major pharmaceutical firms 
pursuing this approach have already given 
up. Factor D resembles several other critical 
proteins which are better left unblocked. 
Any complement-blocking drug will thus 
have to be very specific. 

Another way to control complement is 
to borrow a trick from the body. To protect 
themselves against unwarranted attack, cells 
have a variety of anti-complement proteins: 
on their surfaces. Some biotechnology firms, \ 
such as Imutran, a subsidiary of Novartis, 
are trying to “engineer” human versions of 
these proteins on to the surface of pig tissues 
so that pig organs transplanted into people 
will survive the onslaught of complement. 

Other researchers are attempting to un- 
hook anti-complement proteins from their 
cellular anchors and deliver them intrave- 
nously, like drugs. One such molecule is cr1, 
which Avant Immunotherapeutics of Need- 
ham, Massachusetts, has used to improve 
the prospects of lung-transplant patients 
and children undergoing cardiac-bypass 
surgery. Larger trials are planned for later 
this year. cr1 is no cure-all, but may provide 
a hook for those fishing for complement... 
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school faculty, a group that has earned more 
Nobel Prizes for business innovations than 


any other business school. 


REQUEST FOR EXPRESSIONS OF INTEREST FOR 
THE PRIVATIZATION OF THE NATIONAL 
TELECOMMUNICATIONS OPERATOR IN MAURITANIA 
(MAURITEL) 


e With an elite group of international managers 
with an average of 10 years experience. 
More than 27 countries are represented in 
our most recent class. The Islamic Republic of Mauritania 
Ministry of Economic and Developmental Affairs 
Program Management Unit 


: Assistance Project to the Postal and Telecommunications Sectors Reform 
e [n16 one-week sessions spread over 


As part of the reform of the telecommunications sector in Mauritania, 
confirmed by a new law promulgated on July 11, 1999, the Government of 
Mauritania has decided to launch an international competitive bidding 
process for the selection of a strategic partner in the privatization of 
Mauritel, the national telecommunications operator. An information notice 
will be available to all interested parties during the second half of May 
2000. The objective of the information notice is both to provide information 
on Mauritania and Mauritel to interested candidates, and to solicit the 
views of the candidates concerning strategic issues related to the 
structure of the privatization of Mauritel which the Government expects to 
finalize in June 2000 


19 months. 


All parties interested are invited to request a copy of the information notice 
by fax, telephone or email at one of the following addresses below: 


Contact us today: 
barcelona.inquiries@gsb.uchicago.edu 





Mr. Mahfoud Ould Brahim i 
Project Manager Mr. Kéba Keinde 
Assistance Project to the Postal Senior Investment Officer 
and Telecommunications Sectors International Finance Corporation 
Reform, llot Z, Lot no. 003 1850 | Street, NW. 
Nouakchott - Mauritania Washington, DC 20433 
Tel 222 25 84 90 Tel: 1202 458 8050 
Fax 222 29 32 15 Fax: 1202 522 0920 


Email: mahfoud@opt.mr Email: kkeinde@ifc.org 


The University of Chicago, Arago 271, 
08007 Barcelona, Spain 
Telephone: +34 93 505 2150 Fax +34 93 488 34 66 
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Where are the flowers? 


Sometimes it is man who impone his will on the landscape around him (see 


garden article below). As o 


en as not, it is the weather (see “Letter from 


Maldives”, on page 91). Either way, nothing stays the same 


HE old and much-loved canvas tent that 

dominated London’s Chelsea Flower 
Show for so many years has been chopped 
into pieces and will be on sale, when the 
show opens on May 23rd, as bags, aprons 
and other souvenirs. The reason is thata new 
marquee has been built which, more than 
ever before, will highlight the growing di- 
vergence between two distinct concepts of 
gardening. The new, high-tech, polyester 
tent, its two sections joined by a covered 
walkway, will afford extra scope for the daz- 
zling floral displays that give the show its 
name. Outside in the open air, though, flow- 
ers of any kind will be virtually an endan- 
gered species. 

Most of the two dozen designer gardens 
at Chelsea will follow the trend 
of the 1990s: structures, materi- 
als and water features will hold 
sway, with unassertive grasses, 
foliage plants and decorative 
vegetables filling the gaps be- 
tween them. In the advance de- 
scriptions of their first gardens 
of the new millennium, a third 
of the designers specifically 
mention their use of grasses— 
the ornamental kind as op- 
posed to lawns, which are be- 
coming increasingly rare. Oth- 
ers single out cabbages, hedges, 
flax and architectural shrubs; 
but most of all they highlight 
their pergolas, their statues, 
their summer houses, their 
decking and their fountains— 
not so much a garden as an out- 
door sculpture gallery. 

Garden design is a legiti- 
mate calling and it is natural 
that at a prestigious event such 
as Chelsea the designers should, 
like their counterparts in the 
fashion industry, seek to give 
full rein to their cutting-edge 
creativity, even if the result is a 
garden—or a party dress—that 
not many of their customers 
would feel comfortable in. All 
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the same, there is a danger that, by turning 
their gardens into extensions of the built 
environment, they are making the show ever 
less relevant to the broadly conservative 
hobbyists who equate horticulture with 
pretty flowers and who still constitute the 
bulk of its patrons. 

The dichotomy is frankly stated in a new 
book by two fervent apostles of modernity, 
Guy Cooper and Gordon Taylor. Four years 
ago in “Paradise Transformed: The Private 
Garden for the 21st Century” (Monacelli 
Press, $50 and £35), they set out their stall 
with enthusiastic descriptions and photo- 
graphs of 20 blessed plots, ranging from Mar- 
tha Schwartz’s eccentric Bagel Garden in 
Boston to lan Hamilton Finlay’s bizarre Little 





San Diego 





Sparta in Scotland. They boasted scarcely a 
flower between them, the only splashes of 
colour coming from painted features or 
lighting. Now, in “Gardens for the Future: 
Gestures Against the Wild” (Monacelli Press, 
$50; Conran Octopus, £35), Messrs Cooper 
and Taylor document another 20 even more 
extreme designs, including a Virginia garden 
where dead shrubs have been painted blue 
and lilac, a San Diego children’s-hospital gar- 
den with more sculpture than plants, and an 
Egyptian desert “garden” where sculpted 
sand has replaced growths of any kind. 

At the same time, the authors concede 
that their taste for the contemporary has yet 
to capture the imagination of the public at 
large. They cite the case of a typical young 
professional couple setting up their first 
home in London, New York or San Francisco. 
Their indoor rooms may contain examples 
of work inspired by such modern masters as 
Le Corbusier, Breuer and Starck, with prints 
by Warhol and Matisse. But when the same 
two lovers of innovation pass through the 
French windows they become much more 
conventional: “A design based perhaps on 
the White Garden at Sissinghurst, or a varia- 
tion on the formal plan of Sir Edwin Lutyens 
and the informal planting pattern of Ger- 
trude Jekyll, or box hedges with 
terracotta pots and a tree or two 
for vertical contrast...Even the 
most design-conscious people 
seem to lose their sense of con- 
temporary in the garden.” They 
speculate on the reason for this 
conflict: perhaps the couple, 
having each of them grown up 
in houses with large, traditional 
gardens, are trying to accom- 
modate their memory of a 
“huge, old rectory within the 
confines of their 7.5m x 18m (asft 
x 60ft) urban patch.” 

It is hard not to be excited 
by what the contemporary de- 
signers are doing. Topher Dela- 
ney, a California designer and 
disciple of Dada, has created 
several stunning works, includ- 
ing her “Garden of Divorce” for 
a San Francisco woman who 
had split acrimoniously from 
her husband. A stone table, a 
gift from the husband in friend- 
lier times, was up-ended and 
placed in the shattered remains 
of a terrace that he had laid 
down, set as standing stones 
and interplanted with blood 
grass. But Ms Delaney admits 
that most of her clients would 
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regard opting for a contemporary garden as 
akin to “cross-dressing in the front yard.” 

Messrs Cooper and Taylor believe, per- 
haps wistfully, that they see glimmers of a 
gradual change in this entrenched attitude 
even in Britain, where what they term the 
“cosy cottage or manor-house style” has 
been in vogue for as long as anyone cares to 
remember. 

Some of the Chelsea designers acknowl- 
edge that we may be in a transitional phase 
by blending the modern with the historic. 
Mark Anthony Walker, in his “City Space”, 
which was designed for Cartier, has two ma- 
ture trees and a wall of old bricks covered by 
climbing plants to represent the cottage style; 
while alongside is a starkly contemporary 
polished dark stone floor, with stone steps 
and terraces round a pool. Cherida Seago has 
designed a fairly conventional wildlife gar- 
den, but using holograms as decoration. Alli- 
son Armour-Wilson and Peter Rogers com- 
bine an all-white herbaceous border with 
futuristic spiral sculptures and a pool witha 
spherical fountain. 

Other designers brook no compromise, 
expelling anything that might be thought 





Where sand grows from sand 


traditional. David Stevens, long in the van- 
guard of the modern movement, includes a 
chrome “boulder” sitting among blue glass 
chips. Alan Sargent's silver-themed scheme 
has brushed aluminium furniture and two 
figurative sculptures incorporating mosaic 


tiles. Ryl Nowell’s garden, symbolising An- 
glo-French co-operation, features raised 
squares of mirror glass,a path of see-through 
mesh and a glass bridge over a strip of water 
representing the English Channel. Paul Coo- 
per promises a “garden of televisions, video 
images and real and virtual plants.” 
All this will delight Mr(Guy) Cooper and 
Mr Taylor and confirm them in their belief 
that the British are at last bracing themselves 
to be weaned from the comfortable certain- 
ties of the hollyhock, the delphinium and 
the pink. Other Chelsea visitors, though, will 
head straight for the new marquee and hunt 
down their perennial favourites among the 
floral exhibitors—such as Woodfield 
Brothers of Stratford-upon-Avon (where 
else?), for decades the country’s leading lu- 
pin specialists, who every year mount an 
unchanging display of perfect multi-col- 
oured blooms, standing proud and erect in 
military formation. Nota hint of holograms, 
virtual plants, chrome or see-through mesh. 
While Woodfield’s and its like hold out, 
Messrs Cooper and Taylor cannot be confi- 
dent that their revolution will triumph. 
——E — —— = 





ERY little is known about Thomas 

Fairchild, a London nurseryman who 
died in 1729. The only known portrait of 
him shows a ruddy-faced man with round 
cheeks and a gentle look. Who painted it 
and why no one knows. Quite wealthy by 
the time he died, he still asked to be laid to 
rest“‘where the poor people 
are usually buried”. 

Were it not for the writ- 
ing of a few loquacious 
friends and the short tract 
of his own entitled “The 
City Gardener”, published 
in 1722, no one would know 
that Fairchild was one of 
the most advanced plants- 
men of his age and the first 
person to see the practical 
implications of the fact that 
plants reproduce sexually. From these un- 
promising beginnings, Michael Leapman, 
a frequent contributor to The Economist's 
books-and-arts pages, has woven a skilful 
and imaginative tale that bears careful 
reading. 

The early 18th century wasa time of im- 
mense curiosity about the natural world 
and a growing sense of adventure about 
conducting experiments on both plants 
and animals. Not all of them proved accu- 


“The Ingenious Mr Fairchild: The Forgotten Father of the 





pages, £14.99 


Of a practical nature 





Flower Garden”, by Michael Leapman. Headline, 280 


rate; the important thing was to try. In 1720 
Fairchild’s friend and patron, Sir Hans 
Sloane, acquired an elephant that had 
been brought from India and subse- 
quently died. Sloane had the corpse placed 
on the front lawn of his house in Chelsea, 
whereupon various of his scientific friends 
were asked to dissect it.One, 
puzzled by its sexual organs, 
concluded that elephants 
were hermaphrodite and 
that they must copulate by 
turning their backs to each 
other. For absolute clarity, 
he drew a picture of this ele- 
phantine encounter, and his 
drawing is still to be found 
in the Glasgow University 
Library. 

Fortunately, Fairchild’s 
experiments proved more substantial. Un- 
til his time, scholars who had broached the 
question of plant sexuality—Grew, Ray, 
Camerarius—had been botanists rather 
than gardeners. But Fairchild, who was an 
observant plantsman and a meticulous re- 
cord-keeper, was in a better position than 
the academic botanist to study the growth 
of plants in practice. 

Fairchild studied how sap moved in 
plants and eventually became an expert in 
the techniques of grafting. Like all the 
“compleat” gardeners of his time, he was 
already from a young age gifted at growing 
new plants from cuttings and nursing old 


ones through the winter in his greenhouses 
at Hoxton. But the experiment for which he 
is best remembered is the crossing of a 
sweet william with a plant of the same ge- 
nus, the ever-popular carnation, The result 
was the first man-made hybrid, known as 
“Fairchild’s Mule”, which gave rise to the 
thousands of new hybrids that delight the 
readers of flower catalogues today. 

Like many experimentalists of the 
time, Fairchild was troubled that his work 
tampered with the divine order of a world 
created by God. His misgivings have an 
echo in the criticisms of genetically modi- 
fied food today. At a time when people 
were commonly typed by their religious 
beliefs and when the charge of godlessness 
was a serious one, the accusation of placing 
yourself above the Creator was not to be 
shrugged off lightly. 

That Fairchild took his faith to heart 
and sought to reconcile it with his science is 
apparent from his will. He left money for a 
sermon tobe preached annually at St Leon- 
ard’s Church, Shoreditch, in the East End of 
London, on one of two topics: “The Won- 
derful World of God in the Creation” or 
“The Certainty of the Resurrection of the 
Dead proved by the Certain Changes of 
the Animal and Vegetable Plants of the 
Creation”. Fairchild’s bequest for the ser- 
mon was an expiation of his sense of guilt. 
He would have been relieved to know that 
the sermons are still preached today. 


FIAMMETTA ROCCO 
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Letter from Maldives 


Not sinking but 
drowning 


MALE, MALDIVES 


OW do you keep paradise afloat? The 

Maldivians urgently want to know. 
Their ocean country is made upof more than 
a thousand coral islands strewn across the 
turquoise waters of the equatorial Indian 
ocean. Buoyed by good weather, good loca- 
tion and lots of tourism, the country’s 
250,000 or so citizens lead comfortable lives. 
Yet for how much longer, nobody knows. 
The sea around them is rising. 

The problem of greenhouse gases may 
sound nebulous in Maidstone 
or Miami. But to the people of 
Maldives it is a clear and 
present danger. The noisy tea XN 
shops of Male, the capital, are \ 
full of men (no women: this is 
an Islamic country) who can 
tell youall about theearly signs 
of impending disaster. Fisher- 
men hawking their catch at the 
market complain of the de- 
cline in live bait. Hotel owners 
lament that the warming of the sea has 
bleached the life, and pretty colours, 
outof much of the famous coral. 

And in case anyone should gaze at 
the clear sky or sparkling water and 
wonder if life wasn’t so bad after all, 
Abdul Gayoom, the president of the 
Maldives and Asia’s longest-serving 
ruler, is never silent for long on the 
threat that global warming poses to his 
fellow citizens and to the island’s tou- 
rism. He uses his grip on the local press 
to keep the dangers close to the front of 
everyone’s mind. Nor do his anxieties 
stop at his own country’s coral. He is 
world spokesman for low-lying island- 
ers everywhere. 

Engineering is one answer, for Mal- 
dives at least. To combat the surge in 
storms and waves, the government has 
built what locals call the Great Wall of 
Male: a concrete barrier 1.8-metre (6 ft) 
high that partly rings the capital. Set just off 
shore, it was designed to absorb wave energy 
and spare Male further damage. More ambi- 
tious is Hulhumale, an artificial island, 
higher than Male, that officials say they are 
building nearby. Sceptics mock. But the plan 
is to house perhaps half the country’s 
present population there, eventually. 

Most of the Maldives coral is less than a 
metre above sea level. So a sea-level rise of 
three-quarters of a metre this century, which 
many who study climate think it reasonable 
to expect, would wipe the country out. Even 
aless fearsome 20-centimetre rise, combined 
with bigger waves, could wreak havoc. 


¿Male 
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William Allison, a scientist who lives in 
Male, explains it as follows. Global warming 
threatens coral in several ways. Rising seas 
are not bad in themselves. They give coral 
more upward growing room. But coral flour- 
ishes in water of around 22°C. A warmer at- 
mosphere threatens to heat the local ocean 
to more than that, killing the coral. Another 
danger is carbon dioxide. When too much of 
this gas dissolves in sea water, corals build 
skeletons only with the greatest difficulty. A 
final worry is that hotter temperatures will 
increase the scale and frequency of storms. 

It sounds grim. But Robert Mendelsohn 
of Yale University has a cheery, get-in-your- 
boat solution. Not that he thinks low-lying 
islanders are exaggerating. Their reefs and 
beaches could well be submerged, in his 
view. But burning less oil to keep air cool so 
ice stays ice and the seas don’t 
warm is too expensive and 
roundabout a way to meet the 


Where’s my country gone? 


danger, Mr Mendelsohn thinks. Wouldn't it 
be cheaper, he asks, for Maldivians, and 
those like them, to move? 

On cost, he may be right. But people like 
their homes. Particularly Maldives homes. 
There was a time when the Maldivians were 
more nomadic. Life was not always so idyllic. 
In the past, when storms destroyed one is- 
land habitat, they would move to another. 
Nowadays, they would rather stay if they 
can. Even so, one government idea is to 
gather the people of the smaller islands on to 
three bigger ones, and defend these behind 
sea walls. 

This is not without regret. The country’s 
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environment minister talks fondly of small- 
island life, particularly its sense of commu- 
nity, which he feels is missing in the bustle of 
Male. Yet the outliers may not have a choice. 
“We simply cannot have 200 inhabited is- 
lands, one with 60,000 people and others 
with 200, vying for the same expensive de- 
fences and services!” In consequence, he ex- 
plains, the government wants “to consoli- 
Gate services into three regional hubs.” 

Mural defences have drawbacks of their 
own. The coral that forms the islands is po- 
rous, making them in effect giant sponges. If 
the ocean continues to rise, before long the 
salt water will begin to seep through from 
under the walls. Quite apart from that, the 
cost can be astonishing. Someone has calcu- 
lated that the Great Wall of Male cost $13,000 
per linear metre to build. 

It is interesting to know how Maldives 
could afford this. As an official explains, the 
Japanese government was generous enough 
to pay for it. He hesitates. Yes? He goes 
on: the aid was linked to a contract 
award for a Japanese firm, which used 
patented technology. To extend or re- 
pair the wall, the official complains, 
they must buy from the firm at outra- 
geous prices. “These rich countries pol- 
lute the atmosphere,” he says as a flash 
of anger displaces his jovial smile, “and 
then they profit from it.” 


Making and unmaking paradise 
Itsounds wrenching: peaceful denizens 
of a simple land in harmony with their 
environment, paying for others’ waste- 
fulness. Is it so simple? Oil-guzzlers in 
rich countries do have something to an- 
swer for. But not all Maldives’ troubles 
can be laid at their door. Like most para- 
dises, Maldives is toa large extent artifi- 
cial. Development made the harsh 
coral habitable. Development brought 
the hotels (over 80 at last count). And 
development is bringing problems, fa- 
miliar and less familiar. 

Jetties and harbour breakwalls 
have weakened natural sea defences. 
They channel sand to deep water while 
landfills extend the coastline to the vul- 
nerable deepwater verge. The Great 
Wall of Male was probably needed only 
because the island’s natural wave buffer, its 
wide, flat reef, was filled in to house a boom- 
ing population. 

People take their toll in other ways. 
Male’s residents have made such acall on the 
underlying aquifer that the ground water is 
now laced with salt. Their get fresh water 
(and soft drinks) reach them by way of desa- 
linisation plants. Even fresh air is getting 
scarce. The city of Male has terrible traffic 
jams and people idle their engines even 
when standing still just to run the air con- 
ditioning. How do you keep paradise afloat? 
How do you keep paradise paradise? 
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SFAR as known, Douglas Fair- = [~~ 
banks, junior, acted in 79 
films, the first when he was 13 
years old, the last when he was 72. 
Yet it is difficult to name a single 
one. What about “The Mark of 
Zorro”? Sorry, good try, famous 
film. But “Zorro”, Hollywood's big 
hit of 1920 (and since remade sev- 
eral times), starred Mr Fairbanks’s 
father, Douglas, senior. 

So Mr Fairbanks will not be 
remembered particularly for his 
acting skills. He was content to 
dismiss them lightly. He said he 
played “big roles in little pictures, 
and little roles in big pictures”. 
Nor was he a tycoon, as he was 
sometimes portrayed. He was 
clever with his earnings and peo- 
ple assumed that he was far richer 
than he was. Perhaps he never got 
over the shock in the early 1920s 
of seeing his mother race through 
the $500,000 ($4.3m in today’s 
money) she received in a divorce 
settlement. He stuck to a wide 
range of sensible business inter- 
ests, among them hotels, ball- 
point pens and property. He was 
on the boards of numerous com- 
panies. The Financial Times ac- 
corded him a four-line obituary. 
Then again, he fancied himself as 
a writer, and his words were in- 
deed his own, not ghosted. His 
two books, “The Salad Days”, his 
autobiography, and a collection 
of stories of his wartime adven- 
tures in the American navy, are 
both readable, but perhaps not enduring. 

What Douglas Fairbanks excelled at was being famous. He was 
the most graceful and lasting of celebrities. Fame is a demanding 
mistress if it is to last longer than Andy Warhol's 15 minutes, and 
Mr Fairbanks worked hard at it. Being good-looking helped. He 
flattered Britain by being excessively fond of it, and for many years 
had a splendid London house in Kensington. Queen Elizabeth, 
who had made him a knight for fostering Anglo-American rela- 
tions, sometimes came to dinner. The queen is easily bored at din- 
ner parties and tends to leave for home once the pudding is dis- 
posed of. Douglas Fairbanks always kept her interested with his 
stories. His films may have been duds, but he had known Garbo, 
Hepburn and Dietrich and all the others in Hollywood's classic 
era. He was good company, and not just to queens, but to everyone 
who knew him. This was his real métier as an entertainer. 


Founding a dynasty 

He was born famous. Baby Douglas was photographed in the arms 
of his father. The elder Fairbanks perhaps felt he was founding a 
dynasty when he bequeathed his own first name to his son:itdoes 
seem to be an American custom. Perhaps Douglas, junior, would 
become a brain surgeon, perhaps even carry the name to the 





Douglas Fairbanks, junior 





Douglas Elton Fairbanks, for whom fame 
was the spur, died on May 7th, aged 90 





White House. Irritatingly, he de- 
cided to be an actor like his father. 
Well, not quite like him. The hero 
of “Zorro” was as much a gym- 
nast as an actor. There were no 
fast cars on the screen in those si- 
lent days, but in the much fa- 
voured costume dramas there 
were fast swordsmen, and the el- 
der Fairbanks was the fastest; and, 
according to contemporary ac- 
counts, the bravest. He never used 
a stand-in, however alarming the 
stunt. He became the most popu- 
lar star in Hollywood, and with 
Mary Pickford as his wife, was 
reckoned to be the luckiest man 
in America. 

Doug Junior, as he came to be 
called, did not feel brave. He was a 
disappointment to directors who 
wanted him to perform the sort of 
madcap adventures associated 
with the Fairbanks name. But he 
bravely, or obstinately, defied his 
father’s efforts to make him give 
up acting. He grew into a clone of 
his father, tall, debonair, with 
even the same thin moustache. 
He was already starting to look 
the gentleman. Don't look so old, 
said the elder Fairbanks. “Re- 
member I'm still in pictures.” 

He had a point. The Fairbanks 
name was being exploited, but 
young Douglas was probably un- 
der pressure. His brief marriage to 
Joan Crawford seems to have 
been the idea of a publicity man: 
Douglas said she was humourless 
and spent her time knitting. Douglas could have pursued the genu- 
inely independent career he claimed he wanted by changing his 
name,acommon practice in Hollywood, and dropping the stupid 
“junior”. Fairbanks was not the family name. It was Ulman. But his 
father had once told a reporter that he had “no more paternal feel- 
ings than a tiger for his cub”, a careless remark that may have fes- 
tered in the son’s mind. Letters that young Douglas wrote to his fa- 
ther were merely acknowledged by a studio clerk. “I never kissed 
my father until he was on his death bed,” Mr Fairbanks later re- 
called in one of the few published remarks that revealed a private 
regret in what he portrayed as a blissful life. 

Because of Hollywood's reputation as a city of sin, anyone 
closely identified with the place is assumed to be a sinner. Mr Fair- 
banks was said to have had affairs with Dietrich, Garbo and Ger- 
trude Lawrence, among others. Mandy Rice-Davies, who was in- 
volved in a British sex-and-politics scandal in the 1960s, said he 
slept with her. He was said to have been the unidentified man with 
a naked Margaret, Duchess of Argyll, in a photograph produced in 
adivorce case. 

Mr Fairbanks, who was married, apparently happily, to one 
woman for 50 years, neither denied nor confirmed the affairs. To 
have taken either course would hardly have been gentlemanly. 
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The Oxford Advanced 
Management Programme 


18 June — 15 July | 1-28 October 2000 | 7 January — 3 February 2001 


Presents a global overview of the business enterprise and its strategic challenges. This 
programme at Templeton provides a unique opportunity to stand back and pursue your own 
learning agenda, assisted by a world class team of individual tutors and in the company of 
some of the most international and high calibre senior executives. 


Name 
Please send details of: 


The Oxford Advanced Management Programme Address 
Return to: 

Caroline Lomas 

Templeton College, University of Oxford 

Oxford 0x1 5NyY, England Tel 

Tel +44 (0)1865 422771 Fax +44 (0)1865 422501 


Email amp@templeton.oxford.ac.uk 
www.templeton.ox.ac.uk Email 


Fax 


Templeton College is a graduate college established under Royal Charter within the University of Oxford 
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The 
Cranfie 
MBA 


- a unique 
experience 


MSc Trade, Transport & Finance 
MSc Shipping, Trade & Finance 


If you bring talent we provide 
skills for a successful international business career in areas such as 
banking, finance, shipping, transport, international trade, 
stockbroking. We have over 900 graduates from 75 countries who 
enjoy international careers. 


the will the knowledge and 


or 


But success is not easy. Our 14 month full-time courses are intensive 
and demanding, taught by our own academic staff, many with 
international reputations, and also by high calibre practitioners from 
the City of London 
CI TITIY City University 
London 


Business 
School 


Cranfield 


UNIVERSITY 





School of Management 


The Cranfield MBA will provide a unique experience - 
more than just a qualification, it can change your life. 
A first class programme with an emphasis on personal 
development; highly motivated, mature participants; 
taught by a dedicated and respected faculty with 
international business experience; in a stimulating and 
supportive learning environment; first choice for many 


top recruiters. 


GIVE YOURSELF A CAREER ADVANTAGE WITH 
THE CRANFIELD MBA 


Maureen Williams, Cranfield School of Management, 
Cranfield, Bedford, England MK43 OAL 

Tel: +44(0)1234 751122 Fax: +44(0)1234 752439 
Email: m.williams@cranfield.ac.uk 


http://www.cranfield.ac.uk/som 


rantield University is an exempt charity offering a centre of exceller 


Call us for more information on 


+44 (0)20 7477 8606 


E-mail: stf@city.ac.uk 
www.city.ac.uk/cubs/stf 


Our next Information Session: 
9 June 2000 


The University for business and the professions 












This option pays off 


J= 


Masters in Mathematical Trading and Finance 
Understand the growing importance of derivatives Tel: + 4 4 | (0) 2 o 7 477 8680 : 


in the key areas of trading, portfolio management ae He 
and risk management Fax: +44 (0)20 7477 8885 
Apply your outstanding mathematical and analytical í pe 

abilities to financial theory and practice. 
Either 12 months 
full-time or 24 months part-time. www.city.ac.uk/cubs/irmi 





E-mail: irmi@city.ac.uk 














Y City University . Business School The University for business and the professions 
London 





+ “ 8 

There is only 1 fast and accurate 
ee . = 

way to get into China 

As anew expatriate in China, you need to shape your skills and 

experience to this difficult and uncertain environment. You need to do it 

fast and do it right the first time. 

The China Expatriate Programme (Sept. 15-19, 2000) is run by 

CEIBS, the leading business school in China, and will again draw clients 

from around the world. This unique, comprehensive course will enable 

participants to adapt to the Chinese business and cultural environment. 

All aspects of the programme, suchas people management, marketing 

and cross-cultural issues, are'designed to provide better and faster 

results for the participating companies in. China. 

CEIBS’s world-renowned faculty possess an unequalled academic 

expertise as well as a wealth of experience In China. 

“China Expatriate Programme is an effective course really adding value for 

those who want to accelerate and succeed in their integration in China. It 

provided me with concrete information and an opportunity to share experiences 


with others confronted with similar situations.” 
Christophe Babule - Finance & Administration Director, L'Oreal China- China Expatriate Programme, Sept. 99 


For more information on China Expatriate Programme and cess, 
please visit our website www.ceibs.edu or-contact Helene Marty Tel: (8621) 2890 5182, 
Fax: (8621) 2890 5678 or e-mail: mhelene@mail.ceibs.edu 
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CHINA EUROPE INTERNATIONAL BUSINESS SCHOOL | 
the learning interface | 























Ask a colleague ? 
Learn from mistakes ? 





Talk to a friend? 


o 
pa 
2 

2 
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Join CEIBS's China Expatriate Programme! 
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EUROPEAN 
CENTRE FÖR 
PUBLIC AFFAIRS 
BRUSSELS 

ate 












Your fast track to Brussels 
Times MBA iew ~ 2000 Working with the EU 
Institutional Relations and Pul 


7-day Intensive Programmies 2000 
2-8 July, 15-21 Oct, 26 Nov» 4 Dee 


Ideal for those needing immediate practical + Involves levtlires, visits, 
insights iato how Europe works and how case conducted by top Braasets 
best ro work with Europe officials and pra mh i 


» 














* 


Keyed to action - with detailed guidance * Personal coaching: through group werk 
and examples on bow to lobby, mangge projects 2 

corporate public and tender most 
effectively within th 











ase contact Anne Bon 


Looking for 232 (0) 2 737 77 46 Fax: 4 32.(0) 273. È 
nswers? B a a ca 
Here's ; ian | ! 


first reply. 





_ City University 
| London 





CITY 


MSc in Economic 
Regulation and Competition 


Applications are invited for entrance in October 2000. 
This course is devoted to developing the specialist skills 
and knowledge required to work inthe fields of economic 
regulation and competition policy, Modules are based upon 
both the British and international regulatory experience. 
Students come from UK änd overseas regulatory agencies, 
regulated companies and consultancies as well as 

L 7 Brista Square, Edinburgh, } including recent graduates. The course is available on a 
SEE TIE Ea ge ee ee i nan, full time (1 yr) and part time (2 yr) basis. All teaching takes 

place in the evening. : 


Current & former students comment, “I would recommend 
this course to anyone who would. like.a grounding in the 
theory and practice of regulation in an enjoyable and 
stimulating environment.” Paul Edwards, Hyder Pic. 

“The calibre of teaching staff is very high. The course 
content is excellent.” Mike Heather, Essex and Suffolk 
Water Pic. 

Course modules include: 


Economics of competition, monopoly and regulation; Legal 
framework of regulation and competition policy; Current 
issues in regulation and competition. 

































Name 









Company 








Addr ESS 
















Postcode 








tofi ichard Koray at The 









Further details from: Postgraduate Course Enquiry Service: 
School of Social & Human. Sciences, City University, 
Northampton Square, London EC1V OHB. = 
Telephone: 020.7477 8512; Fax: 020 7477 8580; 
E-mail: socscipg@city.ac. uk . 


The. University for business and the ° professions 








PROMOTING EXCELLENCE IN 
TEACHING AND RESEARCH 


WAW.EMS. O06 0k 
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Henley’s DBA Programme, 

run in conjunction with Brunel University, is 
designed to develop personal, consultancy and 

research competences in relation to career 

objectives. 


Doctor of 
- Business 
Administration 


"I am very impressed with your DBA 
programme. The curriculum is 
excellent and the students and faculty 

z are outstanding Pee Prof. Joseph F Hair, Jra 
i: Director, Entrepreneurship Institute, Louisiana State 


IMM -THE INTERNATIONAL 
MASTER'S IN MANAGEM NT 


AN INNOVATIVE EXECUTIVE 
MBA 


Unique schedule 
Six two-week modules over two years 
at three different locations 
Internet communication while off campus 


University, author of Multivariate Data Analysis. 
This international, part-time programme 
incorporates research focusing on the 
management issues facing global commercial 


and public sector organisations. 


A joint venture by the business sc 
of three major universities: — 
Purdue University, USA 


"For me, it's the leading edge l 
Tilburg University, The Netherlands 


programme for lifetime learners 
wanting to maximise their personal 

eee P Budapest University of Economic Sciences, Hungary 
potential” - Peter Finnegan, Consultant, 


id io tas A European and a US degree 


Apart from formal workshops and linkages with 
other institutions, the use of electronic media 
enhances networking opportunities globally. 
The programme attracts high calibre candidates 
and contributors from all over the world. 


AACSB accredited 


International in all dimensions: 
participants, locations, faculty, curriculum 
To be eligible, candidates must have an MBA. case studies and projects 
or equivalent. For more information, please E ett E N 
contact Jackie Coleman. Start: January 2001 
For more information: 


Purdue P. +| 765 494 77 00 
E. keepinfo@mgmt.purdue.edu. 


Tilburg > +31 13 466 86 00 
. tias.imm@kub.nl 


Budapest P +36 | 21002 31 i 
. mfindrik@mail.vki.bke.hu © 


4, HENLEY 


"agement coll 


eh” 


Tel: +44 (0) 1491 571454 
Pax: +44 (0) 1491 571574 
Email: dba@henleyme.ac.uk 
Internet: www. henleyme.ac.uk 





http://tias.kub.nilinformation/limm 
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Faculty of Law 


international Centre for Management, 
Law and Industrial Relations 


European Union Law 
LL.M./M.A. by Distance Learning 
(October 2000 Entry) 


@ Combines work with study 


contact 


Susan Thornton 
tnternational Cent 
FAY of lai ii @ Assessment by course work 
University of Leicester : 
LET TRH, UK @ Optional modules 


© Comprehensive materials 


4(0) 116 2522346 | @ Suitable for lawyers and 


: non-lawyers 
6 252 2699 


Q ww leac.ul/depts/ic 


a University of 
st22@le.ac.uk my Leicester 


Please quote 
ref E-E-500 Delivering excellence in University teaching and research 


* 


the Management Centre 


You're only as good 
as your last decision... 


> Contact 


Management 


Cent RRES 
University o @ MSc in Finance 


You need the atk 
Leicester MBA! © 


E Leicester 


New Building @ MSc in Marketing 


University Road : 
acata @ MSc in Management 


LET 7RH, UK ge : 
Tel: +44 (0) 116 © Certificate in Management 


252 5520 i i 
Fax: +44 (0) 116 @ Diploma in Management 


ae) aa @ Distance learning or campus based 


F Email: 


HOMES Your best decision yet 


Management 


Centre Ex] University of 


v Leicester 


Delivering excellence in-University 
teaching and research 
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Create Yourself 


Re-create yourself by earning your graduate degree online. 
Get your MBA, MS in Information Management, or MS in 
Information Technology-- without setting foot on a campus. 
That means no time out from your career. 


Log on and you're there. Network as you earn. Interact with 
respected technology leaders and fellow professionals from 
around the globe. 


Join us at www.isim.edu, the award-winning, accredited 
online International School of Information Management. 
Applications are now being accepted for the Spring, Summer 
and Fall terms. Apply online or call our admissions mentor 
Robin Thompson at: 303.333.4224, ext. 177. Or Toll-free in 
the US, at 1.800.441.4746, ext. 177. 


isim university 


Become tomorrow's eStrategist 


Online Learning since 1987 + Accredited Member DETC 
Denver, Colorado + www.isim.edu 


LSE | 
The LSE Summer School 2000 


3 July - 11 August . 
Accounting, Finance & Management 





Session One Courses: 3 July - 21 July 
Principles of Accounting 
Management and Accounting for E-Commerce 
Business Analysis and Valuation 
Finance 
Marketing 
Principles of Organisation and Management 
Introduction to Strategic Thinking & Game Theory 
for Management f 


Session Two Courses: 19 July - 11 August 
@ Financial Markets 

m Options, Futures and Other Financial Derivatives 
@ Management & Entrepreneurship 

@ Bargaining and Negotiation 

@ Market Research 

@ International Business Strategy 





For details on these and our other summer courses ~ Contact: 
The Summer School Office, Room N1, Houghton St, 
London WC2A ZAE 

Tel: +44 (0)26 7955 7554 Emaik.fss@lse.ac.uk 
http:/Avww.ise.ac.uk/summer-schools 





THE RCONGMIST, MAY 29TH 2000 © 





BAS A. An unconventional, no-hassle, 
Rushmore No [Af real-world MBA for those with 


COMPUTATIONAL University BS. no time or money to waste 
BBA degree completion & DBA/Ph.D. degrees alsa available. One-year MBA program tuition only $3995. 
Why pay $10.000- for a non-custom degree. Distance Learning using e-mail and the web, not classes. 
Fl N AN CE No Lachelrs degree (B.5,) needed E you have significant real-world experience, Transfer students 
welcome. Learn from successtul faculty with extensive real-world experience, nat retired-on-the-job 
apply now tenured professors. No required courses or irelevant readings covering material you already know or: 


don't need to know. Wanted as facully members: highly successful professionals or authors with good 
for Fall 2000! communication and teaching skis whe are intemal savvy, We are in Dakota Dunes, South Dakota, USA, © 


www.cse.ogi.edu/CompFin/ www.distancemba.com 605-232-6037 ec@rushmore.edu_ | 





















15. 28008 Madrid (Sp: 
2 839 | Fax: 914 315, 














LANGUAGES = SUCCESS | 


When languages. work, everything works. po 
Another Language is a must in business and an advantage for leisure: 


Phone: 020 7915 0909 
Fax: 020 7915 0222 


E-mail:rosalic.gowlland @ berlitztz.co.uk 


Berlitz: The No.1 in Language Training 















ae Bachelor + Master * Ph.D. 
Americas Business (6MBA Majors) - Engineering 
Preferred Liberal Arts - Computer 

Dis ce Adults, earn your AMER 


E di ication + Academie 
CE INTERNET LIBRARY © Your private American Instructor from out 


zl University faculty will help you with your studies + Stadents from 12 countries 


PO. Box 1138, Bryn Mawr, PA 19010-USA 
fax: 610.527.1008 * e-mail: admissions@washint.edu * www,washint.edu 















































THE AUSTRALIAN NATIONAL UNIVERSITY 


NATIONAL CENTRE FOR EPIDEMIOLOGY AND 
POPULATION HEALTH 


The John C Caldwell Chair in Population, 
Health and Development 


Professor (Level E1/E2) 


Applications are invited for this Foundation Chais to build onthe: 

ground-breaking work of John Caldwell. The new Professor will work: | 
in the Centre's research and educational program which pays particular- 
attention to the attainment and sustaining of population health. 


Appointment: wili beat the level of Professor (Level EVEZ) for a 
fixed term of five years. Salary Level El $A91,038 pa/Level B20 fo 
$A96,546 pa. ae 


Further details of this post can be obtained from NCEPH’s homepage, 
www.nceph.anu.edu.au 


Enquiries: Professor R M Douglas, Director, tel: +61 2 6249 4578; 
email: Director.nceph @anu.edu.au, fax +61 2 6249 0740. 


Contact: Further particulars must be obtained before applying from}. 
Virginia Riddle, tel: +61 262490713, email: Virginia Riddle @anu.edu:ayyn | 










HID of HARVARD UNIVE 


PROGRAM ON THE GLOBAL FINANCIAL 
SYSTEM: STRUCTURE, CRISES, AND REFORM 


July 17 - 28, 2000 
Cambridge, Massachusetts, USA 

















Faculty members expected include: Barry Eichengreen, 
Carmen Reinhart, Jeffrey Frankel, Dale Gray, Richard Gitlin, 
Simon Johnson, Eric Rosengren, David Hale 















ENGLISH 


in ENGLAND, in Ji 








AN, in BE 





in BELGIUM 














CERAN LINGUA 


International information 
and reservations: 




























* RETIRED PEOPLE OF 55 AND ABOVE 
(Special conditions available) 
e JUNIORS trom 11 to 18 years 
» FRENCH in BELGIUM 
- ENGLISH in ENGLAND, 
in BELGIUM at breaks, meals 


up to 45 private and/or group lessons 
and pedagogical activities 
& 
Putting into practice with our teachers: 
and evening socio-cultural activities 





Since 1975 E-mail: 
Customer @ceran, be 










in USA: Languagency 
Tel: | (413) 584-0334 _ Internet: 
F l 3046 http://Awww.céran.com 















A MAX 
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REWARD YOUR AMBITIONS 
AT THE AMSTERDAM LAW SCHOOL 
2000 - 2001 
The AMSTERDAM LAW SCHOOL offers five postgraduate law programmes 
leading to a Master of Laws Degree within a single academic yeas, 
commencing in September of 2000 

¢ European Union Business Law, LL.M. 

e European Union and International Trade Law, LL.M. 


e International and European Environmental Law, LL.M. 


e Comparative Law, LL.M. 


These programmes have an established international reputation. In addition, 
the Amsterdam Law Schoo! presents two new programmes: 


* Public International Law, LL.M. 
* PhD programme 


Face the millennium in a rewarding and stimulating international legal environment. 


Join the Amsterdam Law School, located in the beart of Amsterdam, 


Application deadline: For information contact 
Fuge, 2000 

“ee: NLG 18,000 
Tanos Pee Phir NLG 25,000 


Ge 


AMSTERDAM Law SCHOOL 


Amsterdam Law School 
PO. Box 





{000 BA Amsterdam 





UNIVERSITEIT VAN AMSTERDAM 











Amsterdam 


Institute of Finance 


Banking and Risk Management 


in Emerging Markets 
(June 5 — 8, 2000) 


This course provides a comprehensive focus on the sources 
and management of cross-border risk related to emerging 
market financial transactions. 


Foundations of Finance 
(June 29 ~ July 21, 2000) 
A compressed version of the financial core of an MBA, this 
three-week course offers an intensive and in-depth overview of 


the main principles underlying modern corporate finance. 
Financial analysis, valuation and financing are the key issues. 


In cooperation with the faculty of 


INSEAD 


For information, please visit our Web site or contact us directly. 


AIF - Herengracht 205, 1016 BE Amsterdam, The Netherlands 
34-20-5200 162/160 - fax: +31-20-S200161 


Daif.nl - internet: www.aif.ni 
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APPOINTMENTS 


| The 


















: a Home Study Course in Eco i 
HON L A 10lesson study that will throw light 
B.S. M.S Ph.D. Many fields, No classes. on today's baffling problems. Tuition 
NO COST evaluation! Send resume. free~-smail charge for materials. 
6400 UPTOWN BLVD NE ' SUITE 398-0 “Write: Henry George Institute, 
121 East 30th Street, 
New York WY 10016, USA 













JOB HUNTING INTER! 
Executive $75K-SO00K-+. Career searching into, ‘within or out of 
Asia / Europe / M.East / U.S.? Contact for Free Info .& Critique 


www.careerpath.co.uk 
Fax: © Email: 
+1202 4781698 
+44 20 75048280 
+66 2 2674688 





USA/Canada 
Europe 
Asia / M. East / Aus 


University of Reading ese 
QE E 
Department of Economics and ISMA Centre 


The Department of Economics has two vacancies for Readers in- 
Finance. One is in the Economics Department itself and the other in 
the ISMA Centre, the business school for financial markets which is 
a semi-autonomous unit within the Department. 


Readership in Financial Economics 
Department of Economics 


Applicants should have strong research interests in any area of | 
financial economics including financial econometrics. 
The Department would be particularly interested in applicants 
with interests in any of the following: financial aspects of European 
economic integration; the application of ideas from the industrial 
economics or international business literature to the financial 
services sector; financial aspects of transitional economies. In the 
last of these areas an interest in the Newly Independent States or 
in China might be a particular advantage. Applications in other 
areas of financial economics will, however, also be welcome. 
informal enquiries may be made to the Head of Department, 
Professor Jim Pemberton, telephone 0118 931 8234, e-mail 
J.Pemberton @ rdg.ac.uk 


cpamerical 
cpeurope 
cpasia 













Readership in Finance 
in the ISMA Centre 


The ISMA Centre is one of the 


fastest-growing 
finance departments in Europe. In order to allow for continuing 
growth and to deepen its academic strength, the Centre is 
seeking to fill a readership position. No particular area of 


expertise is specified for this post but .a strong 
research record in good academic journals is essential. 
For further information, please call the Director, 
Professor Brian Scott-Quinn, on 0118 931 8419 
or e-mail b.scott-quinn @ismacentre.mdg.ac.uk or 
see us on www.ismacentre.tdg.ac.uk 


THE BUSINESS SCHOOL 
FOR FINANCIAL MARKETS 





CENTRE 


Further information on the Readerships may be obtained from: 
The Registrar, Room 217, Whiteknights House, 
PO Box 217, The University, Whiteknights, 
Reading RG6 GAH. Tel: 0118 931 8114; Fax: 0118 987 4722. 
e-mail: rt.bayer@ reading.ac.uk 
The closing date for applications is 2 June 2000 
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Project Manager | c.£30-£40k + benefits 
Executive Education (Asia & e-business) 


London Business School has been confirmed, in a recent Financial e a record of published academic research on & us TESS | ind 
Times ranking, as the premier business school in Europe and electronic commerce issues; 
one of the leading schools on the world stage. Our executive e high level skills in MS Word, PowerPoint, Excel and Project; 
development activities have grown significantly in recent years e relevant work experience in Asia; 
and are poised for further expansion. Working in partnership 
with international companies, we provide distinctive, rigorous and 
effective programmes that aim to make a measurable difference. 
In this stimulating, demanding business environment your job 
will include: To apply, please send your CV and a-covering letter (to include the names. 
e developing, marketing and project managing executive of two referees), to: i 
education programmes focused on Asian companies and 
programmes in-Asia, These programmes will mostly relate to Personnel Services 
e-business and information management; London Business School 
e managing technology related projects, including Web site Regent's Park 
and software development and strategy; London NWI 45A 
; : Fi r ; United Kingdom 
e supporting faculty.in writing and researching case studies 
related to Asian. companies and e-business. To ebtain a job description 
Educated to at least Masters degree level with two or more years Please see our website below. London 


experience of business development, project management and Closing date 26 May 2000. i 5 
research preferably gained in an applied educational environment Busi NESS | 


you will also have: : School 


London Business School exists to advance learning and 


research in business and management WWW. | 0 n d 9 n * ed u 


è competence in an East Asian language; 
e excellent interpersonal skills and the credibility to work with: 
senior international executives. 








WORLD HEALTH ORGANIZATION (WHO} 
International Agency for Research on Cancer (ARC) 


IARC has an opening in its Headquarters in Lyon, France, for a 


Budget and Finance Officer 


Within the Division of Administration and Finance, the Budget and Finance Officer administers the budget and financial activities of LARC and ensures the timely and 
_ administration of both regular and extra-budgetary funds in accordance with the approved programme of work and the applicable financial Regulations, Rules and Resolution: 


~The incumbent under the general supervision of the Director, Administration and Finance (DAF), ensures the effective and efficient operations and performance of staff 
Budget and Finance Office (BPO), and is-responsible for the supervision of all budget, finance and account activities of the Agency, including ravel office function 
advising the DAF and other senior staff onthe financial implications of any proposals; for issuing initial allotments and scrutinizing the finalisation of the periodic bud; 
anal and revision of allotinents: for preparing and monitoring the programme budget and financial accounts/reports of the Agency for internal tanagement purposes ‘dr 
be presented to WHO, the scientific and governing councils; for advising on the automation and enhancement of operations of BFO and providing supervisory and tee chai. 
guidance to the staff involved in all phases of the work, 


Qualifications, experience and knowledge required: 


University degree in business administration with specialization in finance or accounting or equivalent professional. qualifications/certification in accounting. Member of a 
professional audit/management body would'be an asset, Thorough knowledge of practices and procedures in accounting and budgeting. Capacity to express ideas clearly and: 
concisely both orally and in writing: to analyze programme proposals and budgets, make synthesis reports and monitor programme, implementation and budgets, to interpret 
„financial rules and regulations, and develop standard procedures, to establish and maintain effective working relaticnships with people of different national and cultural 
background; and to supervise staff. Ability fo use and customise modern financial software packages. Familiarity or experience utilizing WHO budget and finance related 
software programs is desirable. 

Considerable and progressively responsible professional experience in supervisory positions in the financial services sector at national or international level. Experience in the 
preparation of analytical reports, Working experience in, and/or a detailed knowledge of the UN system or equivalent, Experience in reviewing and managing large grants or 
projects is desirable. 

Excellent knowledge of English or French and good working knowledge of the other. Knowledge of other languages would be an advantage. 

The inital appointment will be for two years, the first being probationary. 


The annual salary level is US$52 503 tax free at single rate and US$56 380 for a staff member with dependants plus cost of living element which is currently 15.7% of the 
above figures, 


Applications should be sent to Personnel Office, IARC, 150 Cours Albert Thomas, 69008 Lyon, France. Fax +33 4 72 73 83 35. Information on IARC is available on our 
website at wwwJarety 


Applications from women are encouraged. 


Closing date: 26 May 2000 
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The trade association for the scheduled airline 
industry, representing 268 member airlines, has a 
vacancy in the Aviation Information and Research 
Department (AIR) in London. 


Manager Information Services 


An exciting opportunity to lead a professional team producing 
and developing commercial information services for the 
international Aviation Industry. 


Reporting on key developments within the international 
aviation market and monitoring economic performance 


and 


operational change, Manager, Information 


Services is a key role for the industry. Managing a 

team of five, the primary responsibility lies with the 
production and distribution of statistical and 
cconomic/financial information products - looking 
increasingly to electronic channels. International liaison 
with airlines and other aviation industry partners is an 
essential part of the role, which ensures quality and 
timeliness in the delivery of AIR publications, information 
products and services, 


Candidates should possess the following: 

Proven project and team management skills 

Interest in developing information products and services using a | 
range of new and. traditional options 

Excellent written and verbal communication skills 

3-5 years relevant experience, probably in the air transport field 
Highly developed PC skills, including database experience 


102, 


Please senda cover letter with cv by May 22nd to: 
Human Resources Manager, LATA, 
75-81 Staines Road, Hounslow, Middx TW3 3HW UK, 
by Fax: 020 8572 4929 or by e-mail maloned@iata.org 
visit www.iata.org\air 


Leading European 


business school seeking x A 


UNITED NATIONS RELIEF AND WORKS AGENCY 
FOR PALESTINE REFUGEES IN THE NEAR EAST 
UNRWA 


UNRWA, the largest United Nations programme in the Middle East. provides education, 
health care. relief tance.and social services to 3.6 million registered Palestine 
refugees in Jordan, Lebanon, the Syrian Arab Republic, the West Bank, and the Gaza 
Strip. UNRWA is secking to employ a well qualified and experienced 


Director. Operational Technical Services, D-1 
HQ/Amman (VN/M/13/2000) 


Under the general supervision of the Commissioner General. the incumbent is a part af 
the senior management team, and is responsible for development, planning, 
implementation and managing the Department which is comorised of Engineering 
Construction Services Division, including the construction component of the Special 
Environmental Health Programme, the Supply (Procurementand Logistics) Division, 
and the Information Systems Division. He is responsible of providing policy advice to 
the Commmissioner-General on all issues related to the Department of Operational 
‘Technical Services; conducting field assessment visits for. evaluating service 
effectiveness, identifying problems and instituting remedial measures, establishing, 
reviewing and up-dating tender procedures and documents arid issuing of contracts 
Agency-wide. 

ESSENTIAL QUALIFICATIONS: advanced degree invengineering (civil/siricniral), 
computer science or related fleld, Atleast fifteen years of relevant work experience, 
including ten years with UN Agencies, or governmental or imernational corporations, of 
which at least 5 years at a senior managerial level. Excellent command of written and 
spoken English, in addition to another UN language is essential. 

DESIRABLE QUALIFICATIONS: Familiarity with construction methods, 
information systems, procurement and supply policies and procedures in the 
UN/UNRWA, knowledge of Middle Eastern culture and environmiiit, 

UNRWA offers an attractive compensation package including gross annual salary 
starting at $103,736 ($74,333 net tax free with dependents, $68,893 single) plus 9.2% 
post adjustment multiplier plus an attractive fringe benefite package: teducation graat, 
dependency allowance, home leave, persion fund, health inssrance, 6 weeks annual 
leave) Initial contract: | year, extendable to two, on completion of a one-year 
probationary period. Depending on the performance of the incumbent and the 
eontinuing need for the post, the contract may he extended beyond the t ar period, 
Applications (UN Personal History Form can be downloaded from UNRV website) 
can be faxed to +972-7-677-7604 or electronically forwarded ta, unrwa-ahr@unrwa.org. 
Resumes can also be sent to A/Head, Recruitment Section: UNRWA HQ Gaza, via 
UNRWA, P.O. Box 700, A-1400, Vienna, Austria. Please quote refi. VNMI3/2000. 
The deadline for receipt of application’s is 1 June 2000. Fer more efermation, 
please refer to UNRWA website hup: www. anrva.orgs. 


Only those applicants in whom the Agency has further inserest will be contacted. 


Vz 


INSTITUTO 
de EMPRESA 


new faculty members 


The Instituto de Empresa, a private academic institution of 
advanced management education, is a leading European 
business school with a truly global orientation. Based in Madrid, at 
the intersection of the European and Latin American commercial 
worlds, it has developed.a reputation for an innovative and 
entrepreneurial approach. This is typified by our new Masters 
Degree in E-Business and by an international MBA programme 
recently ranked No. 1 in Spain and as No. 4 in Europe. 


As part of our ambitious growth and development plans, we are 
now seeking new faculty members in the following key 
disciplines: 

s Accounting and Control 

+ E-Business and IT 

+ Entrepreneurship 

eFinance 

+ Marketing 

* Quantitative Methods 


Applications arriving-before May 31 


will receive priority. Addit 
our website at www.iesedu i 





Candidates should have a Ph.D. from a leading. academic 
institution, an independent research programme with an 
established (or promising) publication record, and proven 
teaching capabilities in both English and Spanish. 


Please send a CV detailing your professional 
teaching and publication history to: 


background, 


Prof. Gregory Unruh 

By email to: Gregory.Unruh@ie.edu 
Or by post to: 

Instituto de Empresa (Dept. E-1) 
Maria de Molina 12 

Madrid 28006 

Spain, 


ai information about ihe Instituto de Empresa is avaiable on 
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Department for 
International 
Development 


DFID 


SENIOR HEALTH AND POPULATION 
ADVISERS 

HEALTH AND POPULATION ADVISERS 
ASSISTANT HEALTH AND POPULATION 
ADVISERS 


DFID is responsible for taking forward the strategies and actions set 
out in the Government White Paper on International Development 
“Eliminating World Poverty’, (November 1997). Given that ill-health 
is a major contributor to poverty, the Department has an extensive 
programme to improve the health of poor people in poor 
countries. This aims to ensure that people can access reproductive 
health care, experience lower maternal and child mortality, and 
suffer much less from major causes of illness and disability. 

We are seeking to add to our cadre of health and population 
professionals for specific current vacancies and for possible further 
posts which may become available later in the year. At present, we 
have vacancies for 3 country-based health and population advisers 
(including 1 at assistant level) and 2 London-based advisers 
(including 1 at senior level). 


‘COUNTRY HEALTH AND P POPULATION 











3 ding ir rand analysis 
response t pub enquire id Parliament: aiid co-ordinating with; 
it i insure common goals, ; 


population | i i 
HIV/AIDS, and (ii) an adviser with specialist kil 
former is anew ost being 


ercrombie House, Room AH304, 


The Department for International 
Development (DFID) is the UK’s government 
department responsible for promoting 
development and the reduction of poverty. 
DFID is committed to the internationally 
agreed target of halving the proportion of 
people living in extreme poverty by 2015, 


DFID works in partners! 
governments, internatix 


Bank, UN agencies and 
Commission. Most of o 
concentrated on the po: 


_ For the London-based posts, relevant experience and specialisation ~ 
_in HIV/AIDS and health systems (and/or health economics) : 
_. respectively is required. 

“ TERMS OF APPOINTMENT 
; Appointments will be made on Home Civil Service permanent an 
i pensionable terms or or opr or Specialist terms of between fiv 
_ and ten years. Starting salaries will range from Senior Adviser 
£35,651 ~ £48,954, Adviser £32,269 - £47,492, Assistant Advisers 


| may, be available for exceptional candidates. Help may be available 
: with the costs of relocation. Overseas appointments will attract’. 


“and)fare paid leave passages. 
Candidates should either be nationals of Member States of the | 


| European Economic Area. (EEA), or Commonwealth citizens who 
: have an established right of abode and the right to work in the 


quoting reference H304/CM/E clearly on your envelope, from Department for 
c-meginty@dfid.gov.uk — http://www.dfid.gov.uk 


non-governmental organisations, the private 
sector and institutions such as the World 


OPPORTUNITIES IN HEALTH 


on developing approaches to tackle HIV/AIDS in clase 
collaboration with international partners, particula UNAIDS and 
the World Bank. You will also guide strategic thinkin 
wide health and population issues and poverty issue: 
professional support to DFID East Africa countrys: 
Advisers. The latter post will assist the Health and Popul 
Department to develop DFID thinking on health systems, 
financing and development, particularly in the context of secto 
wide approaches, and on public/private partnerships and 
‘regulation’ of the private sector, In addition, you will also help» 
develop thinking on addressing maternal mortality issues and 
strengthening health systems to meet the health priorities of the © 
poor. 
QUALIFICATIONS AND EXPERIENCE 
For all posts, wide, practical experience {at least 5 years) of 
international health and population issues is essential, including 
experience gained in poorer countries, ideally within a government 
or international agency. Jn addition, a relevant qualification (eg a 
Masters degree or equivalent i in Public Health or Health Planning 
and Management) is required, backed-up by an understanding of 
the economic, social and institutional aspects of health 
development in poorer countries, Personal qualities will include 
good interdisciplinary team-working and other Hind A skills, 
excellent communication skills, both written and oral, and the 
ability to establish effective working relationships with a range of 
organisations including the World Health Organisation, the World 
Bank and the European Commission. 
























































£25,044 - £31,412 (depending on experience and expertise). More 







additional benefits, including variable tax free overseas allowances. 







New appointments will be subject to a 10 month probationary. 
period. 












United Kingdom. 
Closing date: 3 June 2090. 













Eaglesham Road, East Kilbride G75 8EA or telephone 





hip with 
anal and national 


Asia and sub-Saharan Africa, but we also 
work in middle income countries, and in 
Central and Eastern Europe. 

DFID is committed to a policy of 

Equal Opportunities and encourages 
applications from members of the ethnic 
minorities, 


the European 
ur assistance is 
orest countries in 









Bank for 
International 
Settlements 






























Tasks 


contact database 


The Bank for International Settlements is 
an international organisation that 
promotes central bank cooperation and 
provides banking services to central 
banks and international organisations. 
Based in Basel, Switzerland, with a 
representative office for Asia and the 
Pacific in Hong Kong, the BIS has 
around 500 staff from some 35 
countries. 


publications 


welfare benefits. 


www.bis.org 





ANNOUNCEMENTS 


The Ministry of Agriculture, Fisheries and Food 


FORTHCOMING EVALUATIONS AND OTHER 
ECONOMIC RESEARCH 


MAFF expects to commission a number of evaluations and other 
economic research projects during the course of 2000 and 2001 and is 
inviting expressions of interest from potential researchers for the following 
evaluations: 





Set-aside* 2, Organic Farming Scheme 
Agenda 2000 Reforms 4. Agri-environment Schemes 
Bee Health Aquaculture Research & Development 


1 
3 
5 
7. Administration of Agri-Environment Schemes 
8 
9 


kaj 


Better Regulation and Red Tape Review 
Fish Quota Management and Individual Transferable Quota Systems* 


And economic research in the areas of: 


1. Impact of Phasing Out Milk 
Quotas 

3. MAFF’s Sponsorship Role in 
the Food Chain 


A free booklet providing details and forms on which to 
register expressions of interest is available at 
http://www. maff gov.uk /research /econeval /economic.htm on MAFF’s 
website, or-from the address below. 


2. Productivity of UK Agriculture 


4. Implications of Changes in the 
Structure of Agricultural Businesses 


Expressions. of interest must be received in MAFF no later than 5pm on 
Friday 9 June 2000 {*NB: 2 June deadline for these projects}. 


Applications, quoting reference HX 1822 EC, should be made by writing 
to: MAFF, Economics: (Resource Use) Division, 

Room 524, Whitehall Place (West Block), London, SWIA 2HH. 

Fax: (+44) (0)20 7270 8558: E-mail: cberej@cesg.maff.gsi.gov.uk 
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Information Officer 
to join the Information, Press and Library Services. 


*handie press enquiries, 
interviews and press releases and develop 


coordinate and edit print and web-based 


* respond to enquiries via the BIS web site, 
maintain statistics and prepare reports 


* help monitor external press coverage using 
internet and other electronic resources 


The BIS offers attractive conditions of employment in an international environment and excellent 


Please send applications, together with references, to Human Resources, Bank tor | 
international Settlements, CH-4002 Basel, Switzerland, quoting reference 00603. 





Requirements 

* degree and three to five years’ experience 
in a writing/communications environment. 
(journalist or press officer) 

* knowledge of international economics and/ 
or finance 

* experience drafting and editing for print and 
web-based publications 

« excellent written and spoken English and : 
German; fluency in at least one additional 
world language would be advantageous 


coordinate 








INTERNATIONAL AWARDS TO SUPPORT COOPERATION 
IN HEALTH RESEARCH FOR DEVELOPMENT 


To be announced at The international Conference on Health Research 
for Development, Bangkok, 10-13 October 2000 


CALL FOR APPLICATIONS 


A number of International Health Research Awards will be made in association with the International 

Conference on Health Research for Development to be held in Bangkok, Thailand in October 2000). 

‘The awards, funded by the Rockefeller Foundation, are intended tò encourage cooperation between 

institutions to enable the environment for health research. Applications are invited from ingtinnions.in 

Africa, Latin America, the Caribbean, South and South East Asia, China, the Pacifice islands, the Middle. 

East, or Eastern Europe. A counci) of distinguished researchers frorn amongst these regions will select 

the awards. 

Proposals are requested from partnerships of instinitions representing, or proposing to create, national 

or regional initiatives. targeting several of the following themes: 

Strengthening national ar regional health research agendas 

increasing awareness of the importance of research among stakehoiders 

Promoting good ethical practices in health research 

improving communication and dissemination of research results 

‘Translating research info action 

Improving the processes and indicators for evaluating the impact of research 

Strengthening capacity in the. management of research 

Prefere nce will be given to proposals that meet the following criteria: 
Potential to catalyze national: or regional health priorities 

+ Multi-disciplinary approach with a mix of senior and junior researchers, aad some evidence gf 
proven track record within the team 

+ Ability to monitor and evaluate the initiative 

» Demonstration of likely long-term sustainability and capacity building potential 

+ Low administrative costs relative to likely research impact, with efficient-finanehil administration 
between institutions 

* Leadership ability to coordinate the proposed activities within the partnership. 

+ Creative partnerships, especially those involving non-governmental organizations that could give 
the initiative greater relevance to communities or policymakers q 

These non-renewable awards will cover a 2 w 3 year project, period and will. Hkely. total. between 

USD$200,000 and USD$300,000 each. Applications Should identify one lead institution to receive and -f 

manage the award. This institution should hold charitable, not-for-profit: status, and the proposed 

activities must not include advocacy efforts that involve lobbying for legislation, Awards toi Individuals 

will not be considered. 

Proposals of between 5-10 pages should reach the Awards Selection Council Secretariat no later than 

June 30, 2000 and should be organized under the following headings: 

1. Background 

2. Objectives and how they relate to the spirit of the awards 

3. Partners including letters of support/agreement from all participating instinutions 

4 One page curriculum vitae for each key investigator : i 

5, Methodology and proposed activities 

6. Time frame with evidence of longer term sustainability 

7. Budget the total budget, indication of any other sources of funding and a breakdown: of the 
proportion of the budget requested for the award, in USDS. 

8. Expected results and means of dissemination. 

9. Monitoring and evaluation procedures 

Applications should be sent to: The Awards Selection Council Seclebartar: oo College of Public 

Health, Chulalongkorn University, 10th Floor, Institute Building 3, Sai-Chula. 52. Phayathai Road, 

Bangkok 10330, Thailand. To facilitate the selection process, ‘applications should ideally be sent 

electronically by email. to hotmail.com: or by fax to 4132 i 7 

Website of the Awards Selection Council Secretariat http:/ww».rreach.  Reguests for further | 

information should be sent by email to thrareach @ hotmail.com 

U Binal selection of succosstul initiatives will be made by the ‘Awards Selection Council by the end of “fo. 

July 2000, with notification to all applicants in-August 2000. The awards will be announced at the $> 

Bangkok Conference on Health Research for Development (hitp:/Ayww.conference2000.ch). 
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RWA International Ltd 


is a development consultancy firm providing services to donor-financed projects 
worldwide, especially in Africa, South East & Central Asia. RWA currently seeks a 


PROJECT ECONOMIST 


to join expanding Head Office (Ref Ec.05.01). 5 years experience, including periods 
in developing countries. Postgraduate qualifications preferred. S/he will: participate 
in coordinating consultancy projects; make technical economic inputs to studies and 
projects: participate in tender preparation. Based in Ripon, with opportunities for 
travel. Applicants should provide full CV, salary & employment history, date of 
availability and 2 referees. Closing date May 31st 2000, interviews anticipated late 
June / early July. 


DEVELOPMENT PROFESSIONALS 


also required to register for current & future consultancy projects in Africa, Asia & 
elsewhere. Skills needed include; Finance & Administration (EC project 
experience); Management Information Systems; Monitoring & Evaluation; 
Livestock Economics; Project Design (EC project experience); Project Economists 
(EC project experience); Social Development/Rural Sociology; Participatory 
Development/Facilitation; Agribusiness; Marketing; SME / Cooperatives 
Development; Environmentalists; Rangelands; GIS/Remote Sensing; Institutional 
Development; Gender; Communications; Agro-forestry; Health; Rural 
infrastructure; Wildlife; Extension Agronomy; Fisheries. Consultants already 
registered need not re-apply. 
Please apply to Ms Lesley Sharp, RWA International Ltd, Beckets House, 34 Market 
Place, Ripon, HG4 1BZ, UK. 
Fax +44-1765-600344.. Email: lesley @rwainternational.com 


b THE UNIVERSITY 
of LIVERPOOL 


Department of Economics and Accounting 
Lecturer/Senior Lecturer in 
Economics (4 Posts) 


Initial salaries within the range £17,238 - £30,065 pa 
(Lecturer) or £31,563 - £35,670 pa (Senior Lecturer) 


Applications are invited from candidates researching into any 
area of Economics and Econometrics. Specialisms of particular 
interest to the Department are Financial Economics, Quantitative 
Finance (including Derivatives), Mathematical Economics, 
and Game Theory and it is hoped to make at least one 
appointment which will reflect such interests. Candidates must 
demonstrate the potential to make a contribution to the 
Department's national and international research profile. 
Two of the posts may be filled at Senior Lecturer level depending 
upon experience, 

The posts represent part of a continuing investment in the 
Department, following three recent appointments to chairs 
and three appointments at lectureship level. 

Informal enquiries to Professor Kaddour Hadri on 0151 794 3031, 
email: Hadri@liv.ac.uk or Professor Brendan McCabe on 
0151 794 3061, email: Brendan.McCabe@liv.ac.uk or to 
Professor Peter Taylor 0151 794 3033, email: Peterjt@liv.ac.uk 


Quote Ref: A/718/ECON Closing Date: 2 June 2000 


Further particulars and details of the application procedure 
may be requested from the Director of Personnel, The 
University of Liverpool, Liverpool L69 3BX on 0151 794 2210 
(24 hr answerphone) or via email: jobs@liv.ac.uk 

Web site at http: / /www.liv.ac.uk 


COMMITTED TO EQUAL OPPORTUNITIES 
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United Nations Development TH tH (ex 
Programme Viet Nam emi WE 


The United Nations Development Programme (UNDP) in Viet Nam is 1o 
supporting the Ministry of Agriculture and Rural D pment (MARD) 
through the project VIE/S8/004, Support to Public A ae Reform: 





corporate entity in charge of the broad agriculture and deve 
To support the project management’ in -both techni al 
matters, we are looking for a highly qualified: inter ) 
government management for the position: Ee. 


Full-time SENIOR TECHNIC ADVISOR S 
(18 working months) based in Hi 


The assignment is.expected to commence in August 2000. 
The detailed Announcement as well.as a summary of the project docu en 
can be found on the internet Web Pages of UNDP Viet Nar 


www.undp.org.vn 


Interested candidates can send their application in English, CV, includ 
three references, salary requirements anda list of publications, 
Personne! Section, UNDP Hanoi, 25-29 fo} pol Chau, 

Nam, indicating project title and no., b t i 


Fax: +84 4 8259267 E-mail: aie ak 
Women are encouraged to apply. Only short listed candidates will be 
contacted. 


SANDWICH & COFFEE FRANCHISE 
O'Brien's Irish Sandwich Bars are the largest franchised chain of Gourmet Sandwich’ 
Cafes in Britain and Ireland, with over 80 outlets open. The company alse. operate 
franchises in the U.S.A., Australia, Singapore and Germany. We are seeking motivated 
companies and individuals t speathead our-expansion overseas, particularly in the. 
EU. and U.S.A. : 
For further information contact 
+353 1 671 5176, 24 South William Street, Dublin 2, Ireland. 
Into @ebriens.ie 
www. ohriensde 


EXPERIENCE IS LOOKING TOR HIGH QU. "PARTNERS AND. ‘AND ERGIONAL 
CONSULTA NTS/DIRECTORS TO MANAGE THE LICENSING, SALES, 


partner has talecommunications and and inemational marketing expetionce andl high-level poltical connectens. | 
For more information call Phil Gibson at 004-976-663-7890 x236 or via e-mail at: pgibsonghsakon. X 


BUSINESS & FERSONAL 


U.S, Bank Account SE Legally & Ethiealls 
Opening Service : $ 3 


CALL ANYTIME Tel: 1.800.423.2993 OWN YOUR OWN 


{toll free) or +302.996.5819 
Fax: 1.800.423.0423 {USA/Canada only) OF FS HO R E BANK 


or Fax: +302,996.5818 * E 

E-mail: inc info@delbusine.com i : 

internet: http://www.delbusine.com 1-310-376-3480 
Delaware Business Incorporators, Inc. [offshoreanswers.con 




























Innovative and cost-effective solutions to protect your assets and minimise your tax. The Sovereign Group is a professional global practice of 
leading tax specialists, operating in 17 jurisdictions worldwide for over 10 years. For complimentary copies of our guides to international tax planning 
and trustee services, please contact your most convenient Sovereign office, Alternatively call for expert practical advice free of obligation or charge. 





GIBRALTAR: Diane Dentith HONG KONG: Stuart Stobie TCL: Paul Winder U.K.: Simon Denton USA: BHI Andrews 

Tel: +350 76173 Te +852 2842 1177 Tel +1 689 946 5056/7 Tel: +44 (0)207 479 7070 Tek +1809 813 6381 
Fax: +350 70158 Fay: +852 2545 0550 Fax: +1 G89 948 5052 Fax: +44 (Q)207 439 4436 Fax: +1 890 813 6382 
gib@savereigngroup.com hi@soversigngroup.com @soversigngroup.com uk @sovereigngroup.cam usa @savereigngroup.com 















Commnivsion = Licence No: FSC 901438. ECONAPROD www.sovereigngr oup.com 






Sovureign Trust {100} Lid is Hoansndt by the Finanuid Services Cs Lixence No: 029, Sowacnign Teost (Bitwisttiar) Lin 
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ICSL UATE e 


Since 1977 The ICSL organisation has specialized in the establishment and administration of Offshore Companies, Trusts, 
Foundations and other structures with emphasis on Tax Mitigation, Asset Protection and Privacy. We also arrange no 
tax /low tax residency and alternative citizenship and passport. For information or an initial consultation without obligation 
please contact your most convenient ICSL office. Our corporate aim: to provide Quality Service at Reasonable Cost. 


















ISLE OF MAN - PETER HARRISON IBERIA - ROD RAMSDEN LLB LLM IRELAND - EILISH MURPHY 
International Company Services Limites ICSE Iberia Limited International Company Services (Ireland) Ltd 
Tel: +44 1624 801801 Fax: +44 1624 801300 Tel: +351 213142030 Fax: +351 213142031 Tel: +353 1661 8490 Fax: +353 1 661 8493 
Email: iom@iCSL.com Email por@ICSL.com Email: ire@ICSL.com 
UK - PEYMAN ZIA USA - JERRY BAKRERJIAN BBA URUGUAY - DR. CARLOS QUERALTO 
International Company Services (UK) Ltd International Company Services (USA) Inc International Company Services S.A, 


Tek +44 20 7493 4244 Fax: +44 20 74910608 Tel: +1 954 943 1498 Fax: +1954 943 1499 Tel: +598 2 902 1165 Fax: +598 2 902 1191 
Email: uk@ICsL.com Email: usa@ICSL.com Email: ay@1CSL.com 


















www.ICSL-com 
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a Quality servioad apartmants offering best value a 

fer money. Gur apartments ofer great savings 
compared to hotes. Fully serviced, private 

| bathroom. Kéchen, TV. telephone, central a 
heating, elevator: 








NEW AUTHORS 


PUBLISH YOUR WORK 








E Centrally located in Kensington area. a 

ALL SUBJECTS CONSIDERED ae 
WRITE OR SEND YOUR MANUSCRIPT TO: E tonr ist Board Approved s 
MINERVA PRESS n 3 Ashburn Gardens W 


918 - 317 REGENT ST LONDON WIR 7YB UK 


a South Kensington, Londen SWT 4DG, UK 
www minerva-press.co.uk 


www.ashburngardens.co.uk 
Wsinfo@ashburngardens.co.uk W 


Tel: ++44 207 370 2663 
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| OUTPUT, DEMAND AND JOBS America’s unemployment rate fell to 3.9% in April, the low- 































































































| estin 30 years. Unemployment rates also fell in the euro area, to 9.4%, and in Germany, to 9.6%; 
Canada’s was unchanged at 6.8%. German industrial output fell by 2.5% in March but was still 
up by 3.8% ona year earlier; Denmark’s rose by 2.7% in the 12 monthsto March. 

% change at annual rate The Economist poll industrial Retail sales Unemployment 

| GDP GDP forecasts production évolume) — % rate 

| 3 mths? 1year 2000 2001 3 mths? 1year 4 year latest year ago 
Australia +40 +43 99 442 +37 ma +3908 +49 04 68 Am 75 

| Austria + 3.7 +38% + 3.0 +79 de 33 Mar 45 

| Belgium +45 +4504 +35 + 08 Dec 10.5 Apt 113 

| Britain +18 +29 Q1 + 31 4.6 Mar 58 feb? 63 
Canada +46 +47 Q4 + 43 44 jan 6.8 Apr 8.2 
Denmark +23 +20 0% +21 1.B feb 5.3 Mar 5.9 
France +32 +32 +37 2.3 fee 10.0 Mar 114 
Germany +29 +2304 +28 + 37 Feb 9.6 Agr 10:6 
italy +17 +21 Q4 +27 ~ 0.3 feo 142 an 11.7 
Japan ~ 55 nil g + 1A + 2. ~ 3.0 Feb 4.9 Mar 48 

| Netherlands +57 +4694 +38 + 3. ; +47 De 2.8 Ma 36 
Spain +40 +40 Q4 +40 +37 + 91 410.2 Feb 0a 149 Mar 166 
Sweden +34 +34 Q4 +41 + 35 a + 5.8 Feb + 94 Feb 5.1 Mart 5.4 

| Switzerland +37 +300% +27 +24 na + 82 Qs + 27 fe 2.1 Apr 29 

| United States + 54 + 5.0 Qi +50 + 32 +64 +51 Mar + 7.0 Fet 3.9 Apr 4.3 

| Euro-11 $37 +3194 433 +31 +38 + 5.5 fe + 2.3 je 9.4 Ma 10.2 

| 


“Not seasonally adjusted. f average of latest 3 months compared with average of previous 3 months, at annual sate, #Dec-Feb; claimant count rate 4.0% 
in March.§ Jan-Mar. **New series 








PRICES AND WAGES Producer pricesin the euroareaclimbed by 0.6% in March due to higher 
| input costs. The year-on-year rate rose to 6.2%. Britain's 12-month producer-price inflation rate 
| edged down to 2.2% in April. American workers received pay rises of 3.8% in thé year to April, a 



















































































i 
| 
| 
| 
feal rise of just 0.1%. Japanese workers’ pay went up by 1.7% in the year to March. 
% change at annual rate The Economist poll 
Consumer prices* consumer prices forecast Producer prices* Wages/earnings 
3mths? 1 year 2000 2001 3 mths? 1 year 3mths? 1year 
Australia +36 +289 +a? +35 +74 +569) +68 +30 De 
Austria +29 +20 Ma + 15 + 14 + 7A + 26 Apr +38 + 2.0 Feb** 
| Belgium +38 + 20 Ap 18 + 15 _* 86 +79 Ma + 29 +34 04 
| Britain +16 +26 Ma +23 +25 +36 +22 4 +97 +55fb 
| Canada +47 + 3.0 Mar + 24 + 22 +54 + 55 Ma + 83 +24 feb 
Denmark +26 + 3.2 Mar +25 + 2.2 +68 + 60 Mar +39 +41% 
France +23 + 1.5 Mar #12 4 11 +59 + 35 Ma +36 + 34 Q 
Germany | + 3.2 + 15 Apr +15 + 14 +100 + 57 Mar na + 14 Febe 
kaly +29 +23 Apr +22 + 18 +73 +54 Ma +10 +21 Mart 
Japan -27 ~ 05 Mar - 02 +01 +21 ~OA Apr na + 1.7 Mart 
Netherlands +52 + 19 Ma +19 +24 #122 + 83 Me +23 +28 Mar 
Spain +37 + 29 Mar +26 + 23 +76 + 57 Ma + 28 + 24 04 
| Sweden p na + Li Apr +15 +19 +50 +44 Ma +79 + 3.0 Fer 
Switzerland +22 413 Ap o Ç +l + 13 +38 + 29 Mar na + 07 1998 
l United States +39 +37 Mar +30 +26 +48 +45 Mu +43 + 38 Apr 
| Euro-11 +20 + 21 Mar +17 + 16 +76 + 62 Ma + 20 + 2.2 Qe 








*Not seasonally adjusted. t average of latest 3 months compared with average of previous 3 months, at annuabrate. **New series, 


ECONOMIC Th DICATORS | | 








COMMODITY PRICE INDEX: 
Sugar production in Brazil, the 
Brae producer and exporter, is expected 
to fall in the current season, which started 





| this month, for the first time in a decade. 


Thanks to low production costs and the de- 
valuation of the real, Brazil's sugar output 
in 1999-2000 was a record 21m tonnes (raw 
value), twice the level of six years before. Ex- 
ports were 11.6m tonnes, upa third on 1998- 
99. But world prices collapsed to 13-year 
lows in April last year, making it difficult for 
even Brazilian growers to make money. 
Drought and a smaller acreage could cut 
sugar exports by 30% this season. But pro- 
ducers are expected to make enough etha- 
nol out of sugar cane to supply Brazil’s 3.5m 
ethanol-powered vehicles. Ethanol prices 
have more than doubled since dropping to 
a record low when the sector was deregu- 
lated a year ago. 







































































1995=100 % change on 
May 2nd = May 9th* one one 
7 month year 
Dollar index 
Adj tteras 75.0 74.4 + 08 + 30 
Food 78 732 +22 > 11 
Industrials ~~ 
Ail 76.5 76.0 - 10 + 56 
Nfat 727 74 -25 - 37 
~ Metals 79.7 Tat +03 +142 
Sterling index 
A items 75.7 76.6 + 45 + 90 
Food 745 753 + 59 +70 
industrials 77.3 782 + 27 +118 
Euro index 
Al All items 108.6 108.4 + 75 +4225 
Food “7069 106.6 + 90 +202 
industrials 110.8 190.8 + 57 4356 
Yen index 
All tems 86.8 866 + 31 =~ 68 
Food 85.5 2 +45 -85 
industrials 88.6 885 + 14 ~ 44 
Gold oS 
$ per oz 274,75 277.37. = 1,9 =~ 05 
Crude oil North Sea Brent 
$ per barrel 25.23 26.70 +228 +638, 





* Provisional, 1 Non-food agricultucals 











@ ECONOMIC FORECASTS Every month 
The Economist surveys a group of econ- 
omic forecasters and calculates the average 
of their predictions for economic growth, 
inflation and current-account balances for 
15 countries. The table also shows the high- 
est and lowest forecasts of growth. The pre- 
vious month’s forecasts, where different, 
are shown in brackets. Yet again our panel’s 








average forecast of American economic 





growth this year has risen, to a giddy 5%. Six 





months ago, our forecasters were predicting 





3%; a year ago, their estimate was a mere 








2.5%. However, the average forecast of 
American inflation has also ticked up, to 3%. 
This year’s growth forecasts for seven other 
countries have also been increased. Those 

















for two have been cut: one is Britain, after 

















surprisingly weak first-quarter Gor data 
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FINANCIAL INDICATORS 


Money supply* 














MONEY AND INTEREST RATES Government-bond yields eased in Eu 
of intervention in support of the euro, economic data was less buoyant, and markets expected 
that governments holding auctions of mobile-phone licences would have to issue fewer bonds. 
Interest rates % p.a. (May 10th 2000) _ 





% rise onyear ago 


over. 3-mth money market banks 


2-year 














rope. There was talk 


10-year gov't corporate 





























narrow. broad night latest yearago prime gov't bonds latest? year ago bonds _ 
| Australia +78 +80 Ma 600 629 485 900 629 653 589 7.768 | 
Britain EBA 45.0 Mar 5.72 6.19 5.25 7.00 624 5.30 483 o 6.28 
Canada +106 +79 Mar 5.21 5.66 4.29 7.00 6.23 6.25 5.34 7.31 
Denmark “na +39 Mar 400 452 308 675 535 564 444 742 
Japan +10.7. #19 Mar 0.01 0.03 0.01 1.38 0.47 1.71 1.32 2.365 
Sweden # BO + BA Mat 3.75 4.01 2.88 489 5.00 5.34 4.50 5.75 
Switzerland 25 OOA Ma 2.57 3.12 _1.03 413 3.54 fa 2.51 463 
United States +08 +83 Mar 5.94 6.52 4.79 9.00 6,79 645 5.67 8.08 
| Euro-11 +99 +65 Mar 396 430 258 460 475 527 399 608 





tFrance 5.40, Germany 5.27, Italy 5.66, Benchmarks: Japan No.222 1.73, US 30-year 6.18. Germany for prime and bonds. §New series 





*Narrow: M4 except Britain MO, broad: M2 or M3 except Britain M4 Sources: Commerzbank, Den Danske, 4P. Morgan, Royal Bank of Canada, Svenska 
Handelsbanken, Warburg Dillan Read, WEFA Group, Westpac, Primark Datastream Rates cannot be construed as banks’ offers. 








STOCKMARKETS Fearsofa rise in us interest rates and worries about the high price of telecom 
shares continued to unsettle stockmarkets. The Nasdaq fell 8.7%on the week, dragged down bya 


lowering of Motorola’s investment rating The Nikkei 225 shed 4.0% to a low for the year. 













































































Market indices A change on 
200 one one record Dec 31st 1999 
May 10th high iow week year high in local in$ 
currency terms 
Australia (All Ordinaries) 3011.8 32741 29200 - 21 #- O1 - 80 - 45 -151 
Austria (ATX) 1,447.1 12361 1.0294 + 15  - 72 -340 - 42 -129 
Belgium (Bel 20) 2,827.9 33404 2,5322 - 04 -120 -232 -153 -230 
Britain (FTSE 100) 6,100.6 6,930.2 5,9946 - 14 - 38 -120 -120 -169 
Canada (Toronto Composite} 9,097.1 10,0527 81142  - 21 +299 ~ 95 + 81 + 50 
Denmark (Copenhagen SE) 8619 8966 7551 ~- 15 +373 +~ 39 °&9113 + 10) 
France (SBF 250) 3,981.0 42179 35128 - 21 +432 - 56 + 45 - 50 
Germany (Xetra DAX) 71209 80650 6.4749 - 35 +357 -07 + 23 ~ 69 
italy (BCD 1,9648 2,182.3 16664 - 19 +280 -100 + 82 - 17 
Japan (Nikkei 225) 17,7018 208332 17,7015 - 40 + 44 -545 - 65 -127 
(Topix) 1,659.9 1,7548 1,552.5 ~ 25 +219 ~ 42.5 ~ 36 - 94 
Netherlands (EOE) 6575 6879 6124 - 18 +i§i. ~- 44 -21 -10 
Spain (Madrid SE) 894.3 1,146.2 9528 - 65 +102 -133 - 14 -04 
Sweden (Affarsvariden Gen): 6,021.8 6,960.6 5,176.3  - 50 +628 -135 4+ 95 4 37 
Switzerland (Swiss Market} 7,587.5. 7,606.4 6.7814 +12 +59 -398 + 02 -62 
United States (DJIA) “40,3678 14,7230 9,7360 - 11 - 58 -116 ~ 98 - 68 
(S&P 500): 388.4 15275 1,3334 ~- 23 + l4 - 95 -59 59 
(Nasdaq comp} 3,3849. 5,048.6 3,321.2 - 87? +299 ~330 -168 -168 
Europe (FTSE Eurotop 300)" 1,583.9 1,668.0 14725 - 38 +223 - 50 + 00 -37 
Euro-11(FTSE Ebloc 100) = = 1,435.4 1,5076 1,277.7 =- 30 +346 - 48 + 37 -55 
World (MSCI)* ees 13170 14488 1,316.9 - 23 + 62 ~ 9) na ~ 73 
World bond market (Salomon)' 4199 440.0 ales 4 06 -33 187 nma - 39 








"In euro terms. tMorgan Stanley Capital international index inchudes individual markets listed above plus eight others, in dollar terms 
Salomon Smith Barney World Government Bond index, total return, in dollar terms. 





TRADE, EXCHANGE RATES AND BUDGETS Th 








W STOCKMARKET CONCENTRATION In | 
most stockmarkets, the ten largest firms | 
listed account for a large slice of the total | 
capitalisation. In Finland, the top ten ac- 


count for a hefty 89% of market value, with 
one firm, Nokia, a mobile-phone company, 
alone weighing in at 69% of the market. Ten 
| corporate giants make up 87% of Hong | 
Kong’s stockmarket, including Hutchison - 
Whampoa, a conglomerate, at24%. The big- 

gest stockmarkets in the world are much 


less concentrated. Yet even in the most 


valuable, that of the United States, 18% of 
the $18 trillion market capitalisation is tied 


up in the biggest ten companies. General 
Electric, the most valuable company in the 
world, represents 3% of total American 
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ie 











stockmarket capitalisation. 





























e euro rose by 2.8% in trade-weighted terms, climbing back above gocents, following French | i 
suggestions that supportive intervention was possible. Sterling's trade-weighted value fell by 4.0%. Germany’s 12-month trade surplus nar- 


rowed slightly in March to $67. billion; its 12-month current-account deficit also fell, to $18.6 billion. 






































































































Trade balance*, $bn Current account Exchange rate _ Currency units 
1 reign rrr F PST aN E E S E E Tet ee ee 
mok ance tim O o a a a a nd o : tbe ee 
. b 2000 2001 May 10th year ago ` 
Australia ~ 0,50 Mar = 0 = 22.3 Q4 4.9 -4.6 765 86.1 hee 150 
Austria ~ 0.57 Febo. = 53 = 42 Feb 72.3 “23 397 102.4 jst 129 
Belgium + 1.26 jan + 15.5 + 11.9 Dec 4.1 4.2 982 1017 44.3 37.8 
Britain ~ 3.85 Feb ~ 43.1 ~ 20.7 Q4 “19 “2.2 Yo90 104.1 0.66 O62 
Canada + 2.73 Feb + 251 ~ 29 Qa Dl O2 7936 80.8 1.49 1.46 
Denmark + 0.27 Feb + 44 + 1.5 Feb 07 OT 1000 1048 8:8 697 
France + 111 Feb + 184 + 365 Jan 24 22 7008 104.9 720 6.15 
Germany + 5.88 Mar + 67.1 ~ 18.6 Mar -0.5 0.2 97.5 102.6 2.45 1.83 
italy ~ 0.01 Feb + 11,7 + 11.9 Feb 1. 14 720 749 2,125 1,814 
Japan + 12.16 Feb +1241 + 109.6 Feb 2.5 2.2 151.7 1293 “709 121 
Netherlands + 0.80 reps + 12.4 + 22.798 44 43 96.9 107.0 2.42 206 
Spain ~ 3.00 Jan ~ 351 ~ 12.5 Jan 15 “aos 736 762 133 156 
Sweden + 1.49 Mar + 16.0 + 58 Feb 23 2.0 845 814 $32. 840 ; 
Switzerland ~ 0.20 Maset + O7 + 29.2 Q4 3.7 94 104.7 106.2 1.71 1.50 2. 8 156 
United States ~ 35.95 Feb ~ 368.6 ~ 338.4 Q4 “4.3 -3.9 1122 108.2 z A 152 047 O99 
Euro-11 + 0.30 feb + 499 + 21.4 Feb** 0.8 08 77 87.6 110 0.94 167 054 = 








*Australia, Britain, France, Canada, japan and United States imports fob, exports fob. All athers ciffob. 119908100, Bank of England. OECD estimate. 
Not seasonally adjusted. **New series. 
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| @ CLOBAL GIANTS Once differences in the 
i local purchasing power of currencies are 
| taken into account, China’s economy looks 
| much bigger. In 1998 China’s GDP, mea- 
| sured at purchasing-power parity (PPP), was 


latest World Development Indicators. This 
makes it the second-biggest economy in the 
world, ahead of Japan’s $3.0 trillion. India, 
too, is an economic giant in pep terms. Its 
economy was just over $2 trillion in 1998, 
making it the fourth-largest economy in the 
world, bigger than either Germany or 
France. Most emerging economies look rel- 
atively larger when measured on a ppr basis 
than when measured at actual exchange 





atively cheap in poorer countries. Seven of 
the world’s 15 largest economies in pep 
terms are in the emerging world. 


$38 trillion, according to the World Bank’s | 


rates, because non-tradeables tend tobe rel- | 





ECONOMY In April the 12-month rate of consumer-price inflation edged up in the Philip- 
pines, Taiwan and Colombia, and declined in Mexico, Greece and the Czech Republic. Malay- 
sia’s annual rate of growth of industrial output slowed from 23.2% in February to 17.9% in March. 
Meanwhile, output growth slowed in Turkey to 1.0% and rose in South Africa to 3.4%. 











k change on year earlier Latest 12 months, Sbn Foreign reserves*, $bn 





“GDP 

































































































-| Annual average GDP | 
growth 1965-98, % 


| B REGIONAL DIVISIONS On a pep basis 
just under one-quarter of global output 
| came from North America in 1998. The n 
| countries of the euro area contributed an- 
other 16%, the same share as East Asian 
countries, excluding Japan. Japan itself 
made up another 8%. 
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Industrial Consumer Trade Current Latest Year ago 
__ production prices balance account 
China BT Ma = 0.2 Me +30.0 Mar +29.3 1998 
HongKong + 87a - 2703 - 50m ~ 7.0 Mw + 06 19? 938 wa 895 
i š : + 48 Mar ~ 85 Ma ~ 38 a fake ; 
indonesia + 58% +3480 + Olam —— +273 mw +AT O 27 
Malaysia +10.6 4 4179 Me + 15 Ma +19.1 Ma + 9.4 1999 33. . 
Philippines + 46 98 + 68 Feb + 37 Apr i + 4.3 feo + 72 Dec a T te £ 
+71 mF 3.2 Ma + 12 Mar oe 3.4 Mar “4215 oa 749 Feb 721 
South Korea + 13.0 x +175 mar + 10 tore +17.8 Ap +20.2 Mar 83.6 mw 57.4 
Taiwan + 68% +100 me + 13am + 97 ma + 5.4 Qa 1035 Ny 88.) 
Thailand +65 aq +77 Mar + 12 Apr + 90 Mae 411.9 Mar i i 
Argentina + OD Qe + 8.8 Mar = 11 Mar 25 Ma 12.2 Q4 
ia ie bbe 5 58u Ole -232 ma 370 re 336 
Chile p33 a 463m + 34 Ma + 19 me ~ Oo 
Colombia. -11 pa + 76 tb + 10.0 my +21 fa  ~ 5.9 1998 
Mexico feb + 97 Ap L56 Ma -14.0 ga 
Venezuela + 18.0 apr + 58 ot + 5.5 o4 l 
~12.1 4 115 OF 





= 3.5 Sep 
7 26A 
~ 0.5 Qa 
































1.0 Mar 
+ 51 feb + 3.4 Ags 
421.6 Mar + 92 Apr 
S103 var ~13.1 Mar 
Rusia 7Sa: 1 96Me + 224 Man- +25.6 04 











PINANCIAL MARKETS Share prices in Bangkok plunged 9.5% on the week amid currency un- 
certainty, falling to a 1¢-month low. Hong Kong fell by 7.0%; Manila fell by 4.4% to an 18-month 
low. Good earnings results lifted Cairo by 5.1%. The South African rand and Indian rupee hit re- 
cord lows against the dollar. 















Bec 31st 1999 








in local in$ 
currency terms 
+ 284 + 285 
~ 14.6 a 14.7 











199 = 12.) 

























































































































"18.63 14,433.8 
4 807 5597 45698 
Colombia 018 1,635 3,153 1153 877.7 
Mexico 9.40 9.33 147 (14.54 6,084.0 5 
i 1,056 12.25 5,872.7 ; 
537 9.08 11,3613 +51 - 160 - 164 
587 850 4500.) $27 - 187 ~ NA 
6.38 73a 508i +57 + 43 + 53 
10.7 10.15 7,609.9 +14 = 109 = 229 
Turkey 963,142 34.00? 7,272.) -69 + 169 + 33 
Czech Republic 578.0 =- Ad + 180 + 42 
; 9,023.1 Tos + 23 - 83 
Poland 4.49 392 70 18.86 19,1938 ~22 + 61 - 08 
Russia 284 2 a3 30O À — R7% -01 + 314 + 278 
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A new way of thinking about life science:. 
From treating illnesses to curing diseases. 


Every doctor wants to help patients get well fast. But, in spi 
of the major successes in pharmaceutical research, there are still many diseases for which doctors have no effective treatment © 


cure, At Aventis, we are developing pharmaceuticals that will enable doctors to treat diseases more effectively. At the same time 


we're working on a better understanding of what causes major diseases in order to develop pharmaceuticals to cure them. 
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Inside every risky, 
under-capitalized company 
is a blue-chip multinational 
Struggling to get out. 








Just because a company is small today doesn’t mean it will be small 
tomorrow. It's the size of your idea that counts. That's why we help 
developing businesses secure financing. We provide support and give you 


access to all our resources. So your big idea can become a giant success. Gok aman 
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‘LETTERS 


Brazil and the IMF 


Sır—You include me among 


those said to defend some form of 


“fiscal relaxation” in Brazil (“Pro- 
gress and pitfalls in Brazil’s public 
finances”, May 6th), as I had criti- 
cised ime criteria on borrowing 
by state firms. Unfortunately, you 
deal with the question superfi- 
cially, and fail to clarify both the 
targeted criterion as well as my 
criticism. 

According to the criterion in 
question, were a state or munici- 
pal public water and sewage com- 
pany to contract financing for in- 
vestment in-its services, the total 
value of the contracted loan 
would be incorporated into the 


calculation of the public deficit of 


that year, even though the financ- 
ing may be disbursed over a per- 
iod of three to four years. Obvi- 
ously, this procedure makes no 
sense and reflects macroeconom- 
ics at its worst. Moreover, there is 
a highly perverse downside. Such 
a criterion contributes to paralysis 
in water and sewage treatment, 
the lack of which is the primary 
cause of infant mortality in Brazil. 
If the ime were to change its crite- 
rion it would be able to defend it- 
self against accusations that it em- 
ploys technicians who are 
second-line economists. At the 
same time it could show that its 
newly adopted stance in favour 
of social investment has some de- 
gree of practical backing. 
Furthermore, in post-Maas- 
tricht Europe, public companies 
that are independent of their trea- 
suries are, not included in the cal- 
culations of the public-sector def- 
icit (or surplus). This exclusion is 
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correct and, in practice, the me 
accepts it. However, just the op- 
posite occurs in South America 
where, after imr guidance, state 
companies that are independent 
of their treasuries. are included in 
the calculation of public ac- 
counts. It would seem that the 
Fund adopts two different econ- 
omic theories: one for north of the 
equator and another for south. 
Jose SERRA 
Brasilia Minister of heaith 
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Africa's killers 


Sir—The cost-benefit ratio you 
quote concerning the impact of 
Arps and malaria in Africa (Eco- 
nomics focus, April 29th) pro- 
vides a compelling argument for 
western donors to finance the 
war against Africa’s virulent kill- 
ers. But you do not address the 
main reason why donors may be 
reluctant to commit themselves te 
such an apparently worthy pro- 
gramme; their concern not that 
the money would be well used 
but that it would be used at all. 
in Zimbabwe (admittedly not 
the best example in present 
times), the government recently 
introduced a 5% arps levy on per- 
sonal incomes (replacing a more 
fungible development levy). Four 
months later, the levy should 
have generated some Z$450m 
($1.8m) for the national aips 
campaign. In reality, the cam- 
paign has seen little or none of the 
promised funds. Recent wide- 
spread criticisms have led the 
government to make a compro- 
mise offer of Z$170m to the cam- 
paign. However, it is not clear if 
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even this reduced contribution 
has materialised. Perhaps Arps 
and malaria are not, after all, Af- 
rica’s most virulent killers? 

Harare Jonn Rook 


The Lourdes test 


Sir-According to your article on 
miracles there have been only 
four “miraculous” cures at 
Lourdes during the past 4o years 
and the latest was a sudden re- 
covery from multiple sclerosis 
(“Miracles under the micro- 
scope”, April 22nd). Reportedly, 
the diagnosis of this case was 
based only on symptoms. As any 
medical student will tell you, 
multiple sclerosis (also called dis- 
seminated sclerosis) is notorious 
for being “disseminated in time 
and space”. In other words, symp- 
toms come and go; different parts 
of the nervous system are affected 
at different times. Given such a 
natural history, a “miraculous 
cure” in a case of multiple sclero- 
sis would indeed be very hard to 
prove conclusively. Your remark 
that “nature is, arguably, miracu- 
lous in itself” is spot on. As St Au- 
gustine says, “there are no mir- 
acles; only unknown laws”. 
CARLO FONSEKA 
University of Kelaniya 
Medical School 


Kelaniya, 
Sri Lanka 


Sir—Given that science and tech- 
nology is allocated at most four 
pages of your newspaper each 
week, is it appropriate to use the 
entire section for an analysis of 
miracles? Can we look forward to 
future articles on astrology, clair- 
voyance or alien remains at Ros- 
well? Believers in the supernatu- 
ral are well catered for in other 
sections of the press; those of us 
who enjoy a rational examination 
of facts would prefer The Econo- 
mist to “stick to its knitting”. 

Chicago CHRISTOPHER WARD 
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Canada attacks 


Sir--in your obituary of Pham 
Van Dong (May 6th) you claim 
that, for the Americans, the con- 
flict in Vietnam was “the only 
war they lost’. Although we in 
Canada are proud of our cordial 
relations with America it was not 
always thus. 

America’s first taste of military 


anea any pari off may be produced, stonedin a petdewal tyi 
aper Umited., The Ecancmist s a registered trademark of The 


defeat came at the hands of Brit- 
ish and Canadian troops in the 
war of 18:2. ‘The American at- 
tempt to free us from the yoke of 
British imperialism failed. Can- 
ada has the distinction of being 
the only country to have success- 
fully brought war on to American 
soil; the White House is sonamed 
because that is the colour it was 
painted to hide serious fire dam- 
age after British. and Canadian 
troops put the torch to Washing- 
ton during that conflict, : - 

Ottawa PETER EADY 
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Sanctioning Iraq 


Sir—I take exception to your as- 
sertion that lifting un sanctions 
without Iraqi compliance with 
UN resolutions is the right way to 
help the Iraqi people (‘All wrong 
in Iraq”, April 8th). You base your 
argument on the premise that the 
oil-for-food programme does not 
work. To the contrary, in the areas 
where the Iraqi regime allows it to 
function properly (more accu- 
rately, where the regime is not 
able to prevent it from function- 
ing properly), the programme has 
made Iraqis better off in some 
ways than they were before the 
Gulf war. A Unicef report shows 
that in the north, where uN agen- 
cies administer the programme, 
child-mortality rates have fallen 
below pre-Gulf war levels, while 
the rate in the rest of Iraq has 
climbed higher. The report also 
shows the effectiveness of nutri- 
tional supplements and supple- 
mentary-feeding programmes in 
the north. 

The oil-for-food programme 
was blocked by ‘Saddam Hussein 
for five years. This should dis- 
abuse anyone from the idea that, 
left alone, he will do what is nec- 
essary to provide for his people. 
Mr Hussein has chosen instead to 
spend billions of collars on perks 
for himself and his cronies. Before 
sanctions were imposed, he spent 
huge sums on developing weap- 
ons of mass destruction. I have Hit- 
tle doubt that he would return to 
his old spending habits if sanc- 
tions were lifted. 

There is scope for relaxation, 
but not in the sanctions regime. 
Rather, the oil-for-food pro- 
gramme can be arid has been im- 


proved. A Security Council reso- < 


lution removed limits on the 
amount of oil Iraq may pump to 
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finance imports of humanitarian 
goods and streamlined the un 
process for ordering and approv- 
ing those goods. Another resolu- 
tion provided for the return of 
weapons inspectors to Iraq. The 
resumption of monitoring of 
dual-use goods would allow for 
the approval of a wider range of 
imports under the. oil-for-food 
programme and the suspension 
of certain sanctions. 

I find no comfort in your asser- 
tion that while abandoning sanc- 
tions would not guarantee ‘good 
behaviour from Mr Hussein, it 
would throw the responsibility 
for the Iraqis’ suffering back at 
him. It already rests with him and 
we are still waiting for a first sign 
of responsible behaviour. 

Epwarp WALKER 

Assistant secretary 

of state for near 

Washington, pc eastern affairs 
nem a a a ae neal 


Wireless in Europe 


Sir—-You overlook key aspects of 
the wireless landscape in Europe 
and. America, and consequently 
draw ill-founded conclusions 
about the ramifications of the Sili- 
con Valley innovation model for 
international competition in the 
area of wireless communications 
(‘America rides the wireless 
wave”, April 29th). 

You are correct that wireless 
penetration rates in the United 
States are higher than in France or 
Germany but overlook the point 
that virtually all mobile tele- 
phony in Europe is digital, but in 
America just over half of mobile- 
phone users have digital service. 
Furthermore, because of the sin- 
gle European standard, Gsm, cov- 
erage in Europe (which is almost 
universal) dwarfs coverage in the 
United States (which remains 
patchy, to say the least). As a re- 
sult, wireless is a real contender 
for Internet access and sophisti- 
cated data services in Europe and 
still far from being so in America. 

Important innovation will 
continue to come from small Sili- 
con Valley start-ups. But in the 
past these new technologies have 
first found markets in Europe be- 
cause its market is technologically 
unified, enabling not only econo- 
mies of scale. but also, and more 
importantly, economies of net- 
work. New technologies can only 
flourish in hospitable environ- 
ments, and the close.co-operation 
of industry and government in 
Europe has provided just that in 
the area of wireless. In the end, 
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“when it comes to competition, it 


is not just about where ideas orig- 
inate, but also where they can be 
brought to market. 
Berkeley, 

California Davip BACH 


Sır—You are right to say that Eu- 
rope’s lead in wireless is dimin- 
ishing. However, you make a glar- 
ing omission by not including 
Finland in your graph of mobile- 
phone penetration rates. Finland 
would have ranked number one 
with 70% penetration. In the 
graph of Internet penetration, Fin- 
land would also have ranked in 
the top five had it been included. 
Turku, 

Finland ROBERT PICARD 
te en EEE TEA E TETT M 


Japan's weakness 


Sır--You urge Japan to take a 
leadership role in solving Asia’s 
problems (“Can Japan find its 
voice?”, May 6th). Unfortunately, 
the prime minister of Japan is po- 
litically too weak for Japan to be a 
leader in Asia: the Diet can re- 
move him almost on a whim. Ja- 
pan must implement a new sys- 
tem in which the Japanese people 
directly elect their prime minister, 
who has a power of veto over 
proposed legislation. Such a sys- 
tem would give the prime minis- 
ter both the electoral mandate 
and the political power to deploy 
troops in trouble spots, and to 
sign treaties which are likely to be 
ratified by the parliament. 

America’s system, with a mare 
or less directly elected president, 
is a good model. The American 
government has excelled in for- 
eign policy because the constitu- 
tion endows the president with 
sufficient power and freedom to 
initiate foreign policy and to back 
it with military might if needed. 
Japan must do better in foreign 
policy if it is to assume a leader- 
ship role in Asia. 


Stanford, 

California. DWIGHT SUNADA 
ee ee EE 0 
Off the ball 


Sir—Your flawed conclusions re- 
garding the benefits of child la- 
bour in the soccer-ball industry 
in Sialkot, Pakistan (“After the 
children went to school”, April 
8th) rest mainly on the observa- 
tion that soccer-ball manufactur- 
ers have incurred costs from the 
removal of young workers, and a 
suggested decline in the family 


‘income of these children: 


Removing children from the 
soccer-ball industry and putting 
them in school is much like any 
investment. The costs are borne 
up front but the benefits accrue 
over time. The reason to incur 
these costs is that the benefits that 
children, families and employers 
in Sialkot can expect once former 
child labourers finish school (ie, a 
more productive and higher paid 
adult workforce) far outweigh the 
short-term costs. 

lam proud that the United 
States Department of Labour in- 
vested $750,000 to help fund the 
Sialkot project through the Inter- 
national Labour Organisation’s 
global programme on the elimi- 
nation of child labour. We are the 
world leader in funding this pro- 
gramme thanks to bipartisan sup- 
port in Congress. 

ALEXIS HERMAN 
Secretary of 


Washington, DC labour 
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PAL's hero 





Str—You imply that Lucio Tan is a 
crony of President Joseph Estrada 
and heap scorn on Mr Estrada’s 
description of him as a hero for 
coming to Philippines Airlines’ 
rescue (“rat's friend”, February 
5th). When Mr Tan assumed ma- 
jority control of par in 1995, he 
took over a firm that was widely 
acknowledged as sorely needing a 
total restructuring. The airline had 
a bloated workforce, ageing fleet 
and below-average operational 
record, It also operated under an 
enforced government mandate to 
provide an unprofitable rural air 
service that only worsened its fi- 
nancial condition. 

Faced with such a formidable 
task, Mr Tan set out to transform 
PAL into a flag carrier the nation 
could be proud of. He invested an 
enormous amount of his own re- 
sources in this effort and put his 
personal reputation on the line to 
see PAL succeed. During 1998-99, 
when, in quick succession, PAL 
was hard hit by the Asian finan- 
cial crisis, strikes by pilots and 
ground-crews, and creditor ac- 
tion, it was Mr Tan who kept the 
airline afloat. When creditors de- 
manded $200m as a condition for 
saving PAL from liquidation it was 
Mr Tan who advanced the pay- 
ment. The government, though 
recognising the critical impor- 
tance of rar to the national econ- 
omy, did not contribute a cent. 

In gratitude, Mr Estrada called 
Mr Tan a hero—a label our chair- 


“man, who is known for his unas- 










suming ways, did not seek and is 
probably uncomfortable with. 
You may belittle this description 
of him but.as the turbulent events 
of the past two years have made 
clear he is one person the country 
could: not have dene without. 
Otherwise, the Philippines would 
now have no flag carrier. 
AVELINO ZAPANTA 
President and 





chief operating officer 
Manila PAL 
ee PEE EEPE a ii 
Backing Estrada 


Str—The latest polis show that an 
overwhelming majority of Min- 
danaoans, both. Christian and 
Muslim, are backing the military 
operations against the Moro Is- 
lamic Liberation Front and the 
terrorist group Abu Sayyaf (“A 
hostage crisis confronts Estrada”, 
May 6th). Even the governments 
of foreign nationals seized by 
Abu Sayyaf renegades are behind 
President Joseph Estrada in his 
handling of the crisis and his giv- 
ing top priority to the safety of the 
hostages. An official delegation 
from Malaysia conveyed Kuala 
Lumpur’s support for Mr Es- 
trada’s handling of the situation. 
The visiting eu security and for- 
eign-policy adviser, Javier Solana, 
and a former Libyan ambassador 
to the Philippines, Abdul Rajab 
Azzaroug, who is now helping 
the Philippines to negotiate the 
hostages’ release, have given the 
same assurances te Mr Estrada. 
Hostilities are confined to a 
few barrios that comprise less 
than 1% of the total land area of 
Mindanao. Both the Mindanao 
business council and the Minda- 
nao Economic Development 
Council recently issued manifes- 
tos claiming that despite the con- 
flict and the hostage drama busi- 
nessmen remain bullish on the 
island’s economic prospects. 
NOEL CABRERA 
Office of the 
press secretary 


British intelligence 


Sir—Poor. Stephen Byers obvi- 
ously has not been: reading his 
Echelon intercepts (“Those per- 
fidious Anglo spies”, April 29th). 
How else can we explain his not 
having the faintest idea about 
amw’s intentions for Rover? 
Luton, 
Bedfordshire Tom Connor 
si TEN il in s 
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il users, ares is well in excess of 
th organically and by acquisition. 
for this business 


calibre graduates with 


E-Commerce Strategic Planning Manager 


Global operator in a b2b environment 


To £60,000 + - aage 


is essential, suggesting that 
recognised consultancy would be 


Baias: anlaa. 

Working in a bright, PERE enviro! 

candidate will deliver: outstanding results 

business performance. The ability to’ engage colleagues in 
informed debate, resulting in optimal and endorsed 
conclusions, is paramount. 

This is a high profile entry point to this impressive 
organisation. Success will lead to accelerated progress into an 
number of key roles across the world. 


Please send a full CV in confidence to GKR at the address 
below, quoting reference number oooq15EB an both letter 
and envelope, and including details of current remuneration. 


Hampton Court, Marsh Lane, 
Hampton-in-Arden, Solihull B92 0AJ. 
Tel: 01675 444321. Fax: 01675 444334, 
E-mail: csimmons@gkrgroup.com 


: Brussels/Mid East : 





Email: nsteenackers@spencerstuart.com 


Wide-ranging international role incorporating project financing and evaluation, detailed market studies and 
deal structuring/negotiation. ‘Leading, in the longer term, to opportunities to manage major capital projects 
from first idea through to completion. Based in Brussels with extensive travel in MENA-countries. 


THE ROLE 
E Reports to the Regional Business Development 


Manager. Responsible for identifying, evaluating and 
delivering mid- and downstream gas infrastructure, 
power generation and other energy related projects 
throughout the MENA-countries. 


Undertake detailed market analysis on demand, 
pricing and regulatory issues. Incorporate these in 
the development of business plans and strategies. 


Co-ordinate a multi-disciplinary team and play a lead 
role in the negotiation of all contracts associated with 
the project including EPC, power/gas purchase and 
various shareholder agreements. 


THE QUALIFICATIONS 

@ Graduate engineer ideally with an MBA or other 
business qualification. Extensive energy sector 
knowledge gained with a major oil/gas producer, 
natural gas distributor or electricity sector Group. 


Strong analytical skills with experience of financial 
modelling. Prior involvement in the identification 
and negotiation of high value. capital projects. 


Energetic and enthusiastic with the interpersonal 
and communication skills to relate effectively to a 
broad range of internal and external audiences, 
Willing to travel extensively and be seconded to 
major projects abroad in the future. 





Tel; +32 2 732 26 25 


Please reply with full details to: 


bea ous EOE Selector Europe |] Spencer Stuart, Ref. HS/30101-1/50, 


Spencer Stuart 


Avenue de Tervueren 2, 
1040 Brussels, Belgium 
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If you can change attitudes, 


Founded in 1934 M By Mra Geottray Brooke 


you can change lives. 


The Brooke Hospital for Animals (BHA) believes that all working 


Brooke Hospital for Animals 


equines should have access to high quality veterinary attention and 


should never have to work in pain however limited the financial 
resources of their owners. BHA achieves this by providing free 
veterinary treatment and advising and educating the animals’ owners 


Chief Executive 


and users. There are over 20 BHA centres in India, Pakistan, Egypt and 
Jordan employing more than 500 staff, 


Managing change, influencing attitudes, developing strategies, communicating your message - challenges faced by all Chief 
Executives. This role is no exception, What makes the post unique is its focus on working equines and the people who depend 


on ther in a range of cultures world-wide, 


You'll be leading an organisation that successfully changes attitudes and standards of care, bringing long-term benefits to the 


animals, their owners and their communities. 


The role 
e Work with Trustees to further develop their vision and 
devise a strategy to fulfil that vision. 
« Maintain excellent relations overseas so that existing 
centres can be developed and new ones opened. 
* Lead BHA staff and manage resources to achieve 
objectives on time within budget. 
+ Represent and actively promote BHA in the UK and overseas. 


The person 

* A dynamic, astute individual with at least 6 years’ 
management experience in an international organisation. 

* Aconfident communicator, influencer and diplomat who 
can effect organisational change at all levels in different 
cultures with varied agendas, 

* Focused and decisive - able to translate vision into reality. 

+ Able to travel extensively overseas. 


This is an outstanding international strategic opportunity, one that will stretch your ability to lead and manage change across 
many countries and cultures. For a closer look at the BHA in action, please refer to their website www.brooke-hospital.org.uk 
For an application pack, please contact Betty Blackwood at Charity Recruitment, 40 Rosebery Avenue, 

London EC1R 4RX. Fax: 020 7833 0188. E-mail: bb@charityrecruit.com Please indicate if you are able to receive 
the information pack by e-mail. For more details visit: www.charityopps.com 


Closing date for the return of applications is 2 June 2000, 











BUSINESS PLANNING MANAGER 


Global technology solutions provider 


M3/M4 corridor 


A $billion global business, our client operates at the heart 
of the e-business revolution, helping major organisations to 
fully exploit their potential in the new digital economy. Part 
of a world leading technology group, they have achieved 
impressive growth both organically and through carefully 
chosen and well integrated acquisitions. 


In this high profile role, reporting directly to the Board, you'll 
build a best practice planning function that will have a key 
influence on future growth initiatives. As well as developing and 
implementing new. processes, you'll create links between the 
main business units and raise the profile of strategic planning 


Six figure package 
amongst senior executives. Co-ordinating with the group 
planning function will be an important element of your role. 


Your strong planning experience should include both conceptual 
thinking and process development in an environment of rapid 
change. Your background will almost certainly be ina complex 
international business, involving a demanding parent/subsidiary 
relationship. Your intellectual agility should be combined with 
the commercial acumen and influencing skilis necessary to. 
quickly establish your credibility at all levels. es 


A highly competitive remuneration package reflects the 
importance of this appointment. There are excellent prospects 
for personal and career development. 





Applications, including a CV and current salary details, should be sent in strict 
confidence to the advising consultants, Jerry Wright and Jenny Davis at 
Prism Executive Recruitment, Allen House, Station Road, Egham, Surrey TW20 9NT 
Tel 01784 431000. Fax 01784 430700. E-mail EC816@prismrec.co.uk 


Please quote reference EC816. 
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McKinsey&Company 


Futures & option 


| -Your financial specialism shouldn't be your limi 
Discover optio ons and bri ighter futures a 


— ee corr 
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Driving the e-business revolution 


Regulatory Economist 


 c£50,000 + Bonus + Benefits 


GTS is at the core of Pan European 
e-business, Our award-winning network 
and service portfolio of Internet and IP, 
borderless broadband, data and voice services 
is the enabling force behind thousands of 
dynamic and innovative companies:across 
Europe, We have Europe’s most extensive 
network, over Eurot billion in-revenues, 
and our. 3,000:+ staff serve more than 
100,000 customers in 19 countries. 

Now welare looking for a Regulatory 


~ Economist to play a key role in advising 
our Regulatory Policy Team. You will 


provide essential policy advice to business 
teams on the.costs, benefits and regulatory 
options of commercial opportunities, This 
isa high profile position. offering the 
opportunity to work with a technological 
leader developing new business applications 
at the forefront. of change. 


You will need practical experience of 
developing economic policy and arguments, 
preferably within á regulatory environment. 
Commercially minded and with excellent 
advocacy skills, you will be practised in 
creating strategic economic analyses and 
responses and adept at presenting your 
thoughts at the highest level, Understanding 
the needs of network industzies is viral, 
while a background in telecommunications, 
orin government would be useful. 

You are likely to be an Economics graduate 
ideally with a post graduate qualification 
in Economics or another numerate discipline. 

As well as the rewards that you would 
expect from a global market leader, you 
will be part of a young, dynamic and 
vibrant organisation that offers 
exceptional opportunities for individual 
responsibility and career growth, 


y ‘ 
€ GTS 


In the first instance please send your CV 
to Andrew Sinclair Smith, Riley 
Consultancy, 4 Red Lion Court, Fleet Street, 
London EC4A 3EN. Tel: 020 7353 3223, 
Fax: 020 7583 2527, or e-mail 
Andrews@riley.co.uk quoting reference 
number 578E. Closing date for application 
is Friday 16th June 2000. 

For additional information on GTS, 
please visit our website at 
www.gtsgroup.com 


Rile 


CONSULTANCY 


BIRMINGHAM « BRISTOL « EDINBURGH « GLASGOW + LEEDS + LONDON e MANCHESTER + NORWICH» NOTTINGHAM 


Brand Marketing Manager, Central London 


We ‘have created one of the world's leading brands and are 
now looking for someone to add value in the drive forward. 


You will develop The Economist newspaper’s brand 
proposition and manage the research, media planning and 
advertising platform in the UK, Continental Europe, the 


Middle East and Africa. You will also work on the 


development of new products arid services, manage our tist 
rental business and provide regular competitive reports, 


This is a senior high profile role with direct influence over all 
things concerning the newspaper brand and its values. You will 





c.£40k + bonus + benefits 


ensure that our industry-leading agencies understand the brand, 
stay on brief and budget, but also break new ground creatively. 


We have no preconceived ideas of your background, other 
that it will be in brand management in an agency or client 
side and that your CV will be impressive. 


To take the challenge, please send your full CV with 
current salary details to Maya Spiers at The Economist, 


Recmitment Office, 15 Regent Street, London SWIY ALR: 


Email: recruitment@economist.com Fax: 020-7839 2338. - 
Closing date June 2nd 2000. 
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Announcement to all 


owners of Patek Philippe watches. 





To mark the end of the twentieth century, Philippe Stern, President of Patek Philippe, has decided to reward all 
owners of Patek Philippe watches with a unique gift: the opportunity to own one of the ast ten complicated watches 
created by the company in the twentieth century, and engraved as such. 





All ten watches - ref: 5054 - will be presented personally by Philippe Stern, to those selected, at a special reception to mark 
the opening of Patek Philippe’s Watchmaking Treasures Museum. This will take place in autumm 2001, 


All we ask is that you send us the reference, case and movement numbers of the Patek Philippe watches that. 
you own and purchased prior to January ist 2000, along with your name, address and the name of your preferred ; 
Patek Philippe retailer. You, will have as many possibilities to be selected as the number of watches that you own. 
This information should preferably be registered on the Patek Philippe website, of sent to us via fax or mail before 
December zist 2000, using the relevant addresses listed below. 


Philippe Stern would like to take this opportanity to thank all those who, through their custom and loyalty, have helped to 
ensure that Patek Philippe will continue to practice its unique approach to the art of fine watchmaking for future generations. 


ka 


PATEK PHILIPPE 
GENEVE 


Begin your own tradition. 
wwwpatek.com Patek Philippe S.A., P.O. Box 2654, 1211 Geneva 2, Switzerland. Fax: (41) 22 884 2060, 
Please see the Patek Philippe website for Terms and Conditions. 














HENLEY ut 
"@eement coll! 


Principal 


Henley on Thames - UK Excellent Package 


Cy 


Principal sought for top independent, international business school, promoting high standards of business 
management and knowledge, through academic programmes, executive development, scholarship and research. | 
















The Role: The Candidate: 

e The Principal Academic and Executive Officer, responsible to * Strong leadership skills and, ideally,’ first class academic 
the Court of Governors for finances, business, all academic reputation and. successful senior management experience. 
activities, and standing of the College. within business with international emphasis. 






e Leader with strategic vision, able to command the respect e Business acumen and good judgement are prerequisites, as is 
of both the academic community and the commercial the ability to head an academic and business enterprise. 
world, * — The post requires experience of management of change, strategic 

e  Ambassadorial role requiring ability to build lasting awareness, an attractive and persuasive personality and 
relationships with international blue chip companies. excellent communication skills. 


Please write in confidence, with full career and current salary details, quoting reference DE/1920E 













e-mail: charlotte.osborne@odgers.com 
Tax: 020 7499 ada * www. tek adder 


Odgers Ray & Berndtson, 7 Curzon Street, 
_London bulbs 7FL « ~ 020 7949 8811 
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The Mekong River Commission, an inter-governmental organisation covering 
Cambodia, Laos, Thailand and Viet Nam, with its Secretariat in Phnom Penh, 
Cambodia, is announcing a vacancy of: 


CHIEF, FINANCE AND ADMINISTRATION 


‘The duty station will be Phnom Penh, Cambodia, starting as soon as possible. 
Duration is for three years (yearly contract renewal, with possibility for extension). 
The Chief) F&A is responsible for the full finance and administration function of 
MRC, following the UN system, He has management responsibility for some 40 
‘staff and for treasury/finds management and procurement for complex annual 
operations of USS10-15 million, The incumbent will also be in charge of 
upgrading the F&cA management systems of the MRC, | 


» Relevant advanced degree and at least 12 years experience in Finance and 
Administration, with significant experience in senior positions in multilateral 
development agencies in developing countries. Experience from South-East 
Asia is a definite asset. 

i} - Proven record in developing planning tools for treasury management - 

Achievement oriented, with excellent management skills in analysis and 

problem solving, team-building, cross-cultural communication and staff 

development . 

Strong computer skills, including financial MIS. 

iio Fuen knowledge of English, 





eee meee eee cere 








MRC provides a challenging opportunity and an excellent remuneration package 
at UN /Mekona salary system (PS). 





Applications inclading full details of qualifications, experience and references 
together with a passport size photo should be forwarded within 10 June 2000 to: 
The Chief Executive Officer, MRC Secretariat, PO. Box 1112, 364 M.V. Preah 
Monivong, Phnom Penh, Cambodia. Tel: (855 23) 720-979 ext. 2140 Fax: (855 
23) 720-972 E-mail: mres@mremekong.arg 























President 
Worldwatch Institute 


Worldwatch Institute, established in 1974, known worldwide as an 
independent public policy research institution dedicated to 
studying global environmental issues through interdisciplinary 
analysis and dissemination of findings in 30 languages, is 
conducting a global search to select a new President. The 
President is the chief executive officer, with responsibility, 
authority and accountability for strategic, programmatic, 
administrative and financial management operations of the 
Washington, DC based organization. S/He should demonstrate a 
strong record of achievement as a leader in the global 
environmental and sustainable development debate, an 
enthusiastic Commitment to research and education, and an 
appreciation for the 21st century information economy. The 
President should possess wide-ranging intellectual capacity and a 
record of thoughtful and collegial decision-making in a complex 
organization. 























Please respond by July 10 to Search Committee, Worldwatch 
Institute, c/o Russell Reynolds Associates, Inc., 1700 Pennsylvania 
Avenue, Suite 850, Washington, DC 20006, 


Worldwatch Institute isan Equal Opportunity Employer. 
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Watch this 
e-space. 


iCocoon is a breeding ground for start-up companies in Europe, 
bringing together entrepreneurs to lead businesses and the 
resources to make them succeed. Part of the Protégé Group, 
we help companies achieve e-space execution in a very short 
time, because we put propositions through rigorous analysis 
and provide an unusual amount of support-and expertise. 





adong ul sassauisng jousajuy Buipying 





We are now looking for a VP Trade Operations to take over 
the reins in one of these businesses ~ extu.com You will be 
managing membership of an e-community across product, 
service and knowledge, developing a B2B network and providing 
a platform for international trading. So you'll need. at least 10 
years’ experience in a customer-based, international operation, 
together with at least 3 years’ experience in e-commerce, 
Finally, you should have fluency in 2 European languages 

and product marketing expertise in Europe and US. 


























The package is excellent, including pre-IPO stock options. 
Please write with full cv to edward.akerman@protege.co.uk 














Protégé 











Cocoon 


www.protege.co.uk 


oe CRICKET MAGAZINE GROUP 
—— Editorial Director 


The Cricket Magazine Group is a respected, editorial-driven 
publisher of books and magazines for children (including 
Cricket® Ladybug” Muse® and others). On the threshold of 
rapid growth, it seeks an editorial director, who will plan 
and oversee the implementation of several new publications, 
and will also be one of the company’s top management group. 
Internet publications will play an increasingly important role, 
and will be among this position’s top priorities. The position 
is located at the company’s downtown Chicago office. 








QUALIFICATIONS. Must have considerable experience in 
publishing management, particularly editorial management, 
preferably in magazines, and at least some experience in 
publishing for children. Broad knowledge of the English 
literary tradition (and others), particularly children’s literature, 
is desirable, as is a wide-ranging intellectual curiosity, with 

a reasonably informed grasp of issues and concepts in natural 
and social sciences. Must know enough about the web to 
have ideas about, and direct intelligently, the planning of 
internet-based publications. 


HOW TO APPLY. Submit resumé, cover letter, and salary . 
requirements to: R. Mitchell, Carus Publishing Company, 
H.R. Code E.D./ECON/C, 332.8, Michigan Ave., Suite 
1100, Chicago, IL 60604; fax: 815/224-6691; e-mail: 
Search640@aol.com. No phone. calls, please. E.O.E. 
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DEPUTY CHAIRMAN. 


pro rata to £90k 


-ommission is the independent authority which 


c$ sini ae to referenci under 


Usually y Dep 
inquiries ng ES part- time Commision 
membe s, by staff and advisers. Each 
inquiry 


responsibility for ai an inquiry’s analysis of complex 


so Deputy Chairmen carry 


© commercial and | legal issues and ensuring a fair hearing for those 
affected, They must question effectively business leaders and 


their professional advisers and master substantial bodies of 
data and argument. Their groups must deliver van 
analysis, timely conclusions and (where relevant) 


practical recommendations. 


The Secretary of State for Trade and Indus 
for appointment as Deputy: Chairm 
exceptional analyti¢al and cha 
who have’ achieved senior | 
fields and ee ap 


or the ine, or Bale serv 
affairs, trade unions. ofr 
may be full or- part-time” 
3.5 days/week, with a pensionable 
to £90,176 (under review). 
For more information including how, to 
Saxton Bampfylde Hever below en 020 


Applications will close on. 7 Junes. The DIF 
principle of publie appointments based-on m 
assessment, openness and transparency ‘of pr 


AGVERTISED RECRUITMENT ANG CONSULTANCY 
A PRACTICE WITHIN SAXTON BAMPEYLOE HEVER PEE 


CENTRAL ARTERY/TUNNEL PROJECT 
‘PROJECT DIRECTOR 
The Massachusetts Turnpike Authority seeks:a multi-talented Project Director with 
a distinguished ‘record ‘of accomplishment to oversee the completion of the 


Authority's Central Artery/ Tunnel Project, currently the nation’s largest urban 
infrastructure project. 


Reporting directly to the Authority's Chairman, the Project Director is responsible 
for ensuring, through Authority staff and the Management Consultant, the 

“successful completion of all Project-related work, including design, construction 
and associated support and administrative functions, while develeping and 
maintaining open and responsive relationships with organizations aad groups 
impacted by the project. 


This challenging senior management position requires an accomplished strategic 
planner who welcomes accountability for producing measurable results m a highly 
visible and cost-conscious environment. 


‘Strongly credentialed in engineering, construction, complex project management, 
public administration, transportation and/or law, the successful applicant must 
demonstrate at least ten (10) years of managerial experience in hands-on oversight, 
direction and successful progress in or completion of sizable projects or enterprises 
which required construction-related planning, prioritizing, and follow-through, 


Strong negotiation and communication skills are required. Demonstrated abilities 
to successfully interact with project or enterprise stakeholders, effectively integrate 
the work of different organizations, and overcome unanticipated challenges are 
preferred. . 


Interested candidates should submit their resumes by May 29, 2000, to: 


Sonia Marquez 
Mass. Turnpike Authority 
10 Park Plaza, Suite 4160 
Boston, MA 02116 


Fax: (617) 248-2903 
E-mail: sonia.marquez@state.ma.us 


THE MASSACHUSETTS TURNPIKE AUTHORITY IS AN EQUAL 
EMPLOYMENT OPPORTUNITY /AFFIRMATIVE ACTION EMPLOYER 
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UNIVERSITY. OF : 
CAMBRIDGE © 


The Council of the University invite applications for the post of Director 
of Development to lead its development and fund-raising activities and to 
represent it world-wide. 


Cambridge is widely recognised as one of the world’s premier universities,” 
Independent UK leagué tables consistently show it as a leader in teaching, 
research and innovation and over the past few years it has become’. 
recognised globally as one of the leading universities committed to: 
breaking down the barriers between science and entrepreneurship. 


Candidates, who must:be able to operate in the Cambridge context and 
internationally, should: have at least 10 years experience within senior 
management in a large, complex organisation coupled with very. 
significant, proven success in fund-raising and development. 


Interested individuals may obtain full written particulars (including how 
to apply) from. the University’s appointed Consultants, Saxton Bampfylde 
Hever plc, by telephoning +44 (0)20 8466 4126 (24 hours) not later” 


than Friday 2 June 2000 quoting reference GGBB/T. 
Candidates outside the United Kingdom may e-mail GCBB@saxbam.co.uk 
with an e-mail address at which they can receive this information. 


The closing date for applications will be Friday 9 June 2000. 


fARO 


KUVERTISEO RECHUTIMENT AND COMSULTAWEY 
A PRACTIOR WITHIN SAXTON BAMPEYLDE HEVER "E 


Phe University of Cambridge is an equal opportunities employe 





THE FORD FOUNDATION 
320 East 43rd Street 
New York, NY 10017 


-|| Program Officer, Global Civil Society (Based in New York) 


‘Responsible for developing and overseeing the Foundation’s program | 


i designed to promote and strengthen global civil society — transnational 
citizen. organizing, international NGO networks, and other 


l- manifestations of civic activity across national borders. Current grant- | 
| making is focused on civil society and globalization, the promotion of | 
i ‘economic literacy’ among NGOs, and strengthening links between | 
| grassroots organizations and networks in the countries of the South and | 


| the North. Future priorities are likely to include initiatives that address 
i the systemic questions currently facing ‘global civil society’: issues of 


| legitimacy, accountability and representation; the practical difficulties of | 


| communicating and collaborating democratically across the world; and 


| barriers that make it difficult for civil society organizations in the South | 
|} to gain access to global regimes and international institutions. The | 
| Program Officer will also be expected to play an active role in the | 


| development of civil society programming worldwide. 


| Qualifications: Substantive experience of working in international civil } 


society organizations (either in grassroots citizen organizing across 
‘borders, international NGOs, or global civil society networks and 


| federations), an advanced degree in the social sciences, law or public | 


policy; excellent interpersonal skills and sound analytical and writing 


| abilities; a teamwork orientation and ability to interact effectively with } 
colleagues from diverse disciplines and perspectives; strong conceptual, | 
| Organizational, financial analysis, and oral and written communication | 


skills. 


J To apply: please send resume, cover letter, and brief writing sample to | 


Ms. S. Gordon at the above address by 23 June 2000. 
Equal employment opportunity and having a diverse staff are 


Harvard Institute for International Development 
Seeks 
Accounting Consultant 


HHD seeks an Accounting Consultant to assist its project inig: 
Ethiopia to reform the accounting system of the federal and 
regional governments under the Government’s Civil Service 
Reform Program. The Consultant will be on a contract and be 
utilized on an as needed basis. The consultants will be held inv} 
Addis Ababa, Ethiopia with periodic travel to the regions, <) 


The Consultant would assist resident accounts advisor in carrying: |. 


out specific tasks as needed. The role and responsibilities: may 
include the following tasks: Assist the government. in 
implementing reform strategy; expanded bookkeeping (advances, 
loans, guarantees and investments, stocks, commitments, donor 
funds, aid in kind, fixed assets), expanded reporting, and self- 
accounting. 


Required skills: educational background in accounting and a 
professional certification in accounting. The individual will have 
substantial experience in two areas: (1) development and 
implementation of accounting reforms in developing countries 
and, (2) experience in public accounting. A minimum of 
accounting reforms in developing countries and implementation 
experience are preferred. Experience with government 
accounting systems, particularly single entry systems and 
modified single entry systems required. Experience with accrual 
on accounts payable and receivable is highly desirable. 

Referral Instruction: Interested candidates should send a cover 


letter and resume as soon as possible to Teresa Pannapacker, 
fax to 617-495-9786 or e-mail tpannapa@hiid harvard edu. 


Jundamenial principles of the Ford Foundation. 








SEA MINUS CONSULTING IN COMPETITIVE ENERGY MARKETS 


Caminus Corporation (NASDAQ: CAMZ) is a leading provider of strategic consulting and software 
solutions to participants in deregulating energy markets throughout Europe and North America, including 
major utilities, power generating companies, energy marketers and gas producers. Through our Zai*Net 
suite of software products, Caminus offers the most comprehensive trading and risk management 
solutions and associated services to the energy industry. 


Economists 


Our Strategic Consulting business is expanding very rapidly reflecting the pace of liberalisation in 
electricity and gas markets throughout Europe. Our team of experts provides strategic advice on 
competition and regulation, investment and asset valuation, and trading and risk management, Our 
reputation is based on our deep understanding of competitive energy markets combined with strong 
analytical. and modelling skills, We are advising market participants across Europe including incumbent 
energy utilities, new market entrants, governments and regulators. Strategic Consulting is primarily 
based in Cambridge, UK, but we will also be expanding in London and other European locations in the 
near future. 


We are looking to hire Consultants who we would expect to have the following attributes: 
» 2-5 years of experience in consultancy, trading and risk management, or in the European gas or 
electricity sector: 
> Excellent university qualifications; 
> A high degree of numeracy and problem solving skills; 
> Well developed presentation and communication skills, 
> Fluency in English, other European languages highly desirable; 
» EU citizen or EU work permit. 


Detailed job descriptions are posted on our website (www.caminus.com). 


Power and Gas 
Market Analysts 








Energy Model 
Developers 


Application 
Consultants 


To apply, please send a comprehensive CV, including current compensation details and specijying your 
suitability for the position that is of interest to you, to: Louise Barton, Recruitment, Caminus House, 
Castle Park, Cambridge CB3 ORA. Email: louise-barton@ caminus.com “as 


Zai*Net Software 


WI0D°SNUILURS"MMM 
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U.S. Department of Commerce 
Office of the General Counsel 
Commercial Law Development Division (CLDD) 


Senior Attorneys & Trade Advisors 


The CLDD as 
environment for 















developing, and. transitioning economies 10 improve the legal 


Senior Attorni 
experience in th 
"countries and ai in Northem ad We stern Africa. 
sive knowledge of the business and regulatory climate 
icants for Africa must be fluent in French. The duty 
ngton, D.C. Annual compensation is between 
oon ‘experience. Before receiving the official 
pplicant must complete Optional Form 306 - 
mploymient. No relocation expenses will be paid. 


of the. respec 
station: for: this 
$71,954 and $ 
appointment, the. suce: 
Declaration for Federal 





Trade Advisor; We are a king WTO specialists to serve as advisor to trade 
ministries in the NIS (áttörni nly) and Southeast Europe. Resident advisors may 
be stationed in-country for ‘up to one year or more. They provide technical 
assistance to GATT/WTO and other trade policy. issues. Salaries are commensurate 
with experience, Significant experience in GATT/WTO accession, knowledge of the 
region, cultural sensitivity, and overseas experience are required. 






Interested persons should: send, a resume or Optional Form 612. a writing sample, 
and for U.S. Government employees, a most recent performance appraisal to: 


Recruitment Coordinator, Commercial Law Development Division, Office of 
the General Counsel, US Department of Commerce, 14th and Constitution 
Avenue NW, Room H5875, Washington, DC 20230, Reference: OGC 00-07, 
Fax: 202-482-3244, 


USS. citizenship and bar membership for attorney positions are required. Incomplete 
application packages will not be considered. Both Optional Form 306 and 612 are 
available for downloading at the Office of Personnel Management's web site: 
hup:/Avww.opm.gov/forms. Applications will be considered and positions filled on 
a rolling basis. Only successful candidates will be contacted. 





Equal Opportunity Employer. 











LONDON HEADQUARTERS 
WTN. a unique giobal community made dy of many of the technology world’s “key players", is perhaps 
best known for our World Technology Awards programme held in association with The Economist. 
WTN operates around all aspects of emerging technologies -— i. T./communications, biotechnology, space, 
new energy tech., new materiais, as well as the related fields of tech. finance. marketing, journalism, 
ethics, policy, law, etc. WTN has developed/s developing a series of giobal and regional events, publications 
(offline and antine}, as well as various “networking” and financial services for its members and others. 


MANAGING DIRECTOR 
As Managing Director, you will be working directly with WTN’s founder and considered a “partner” 
{in spirit and with equity), responsible for the development.of a wide variety of programmatic areas. 
You are as comfortable working intemally on project logistics as you are chatting with business moguls 
and technology celebrities. You enjoy applying your background in project management, team motivation, 
and strategy development. A person with a global orientation, you will also have experience in technology 
industry finance. 


EDITOR/JOURNALIST 

WTN is launching an online newsletter designed for WIN members and subscribers, As Editor, your 
background will include experience writing/editing for one of the world’s top-of-the-line daily or weekly 
business journals worldwide (i.e., WSJ. FT, The Economist, Business Week, Fortune, etc.). You will probably 
have a broad understanding of emerging technologies and their likely implications for business and 
society, Your “beat” is primarily technology; your core audience is primarily the world’s top technology 
and business leaders, plus thousands of other subscribers. NOTE: This programme might evolve quickly 
into a major web-based technology business portal. 


Please apply in writing with a concise résumé and cover letter expressing why you think you 
would be appropriate for one of these positions, as well as your willingness to join a “start-up” 
with all of the hard work and deferred financial gratification implied. Send to: jpclark@wtn.net 


VISIT OUR WEBSITE AT: WWW.WTN.NET 








THE ECONOMIST MAY 20TH 2000 








United Kingdom 
Debt 
Management 
Office 


The Organisation... 


The UK Debt Management Office (DMO) 
executive agency of HM Treasury. As the 
the DMO issues. gilts and manages the: 

responsibility for balancing the Governme 
issuing Treasury Bills and managing cash 
The annual turnover of the: DMO will be some £20 


ECONOMIST 


Central London, in the range — 
£25,000 - £35,000 pa (dependent on 
qualification and experience) 
Background ; 
The UK Debt Management Office (DMO), an executive agency of | 
HM Treasury, has a vacancy for an economist to provide Re 
financial market ang macroeconomic analysis forthe DMO’s ` 
Policy and Analysis. Team. The post offers the opportunity to work = 


in the area of government closest to the financial markets and 
handling its largest financial flows. 


The Post 

This wide-ranging post includes: 

- contributing to the: DMO and Treasury work programme on the 
optimal government debt portfolio and auction structure, 

- providing economie analysis to inform debt and cash 
management policy decisions: 

~ providing analysis of the demand for gilts, particularly pension 
fund and insurance company portfolio decision-making: 

- summarising City analysts’ reports for the DMO and HMT; 

- editing the DMO’s Quarterly Review; 

- providing analysis of overseas debt management practices and 
maintaining contacts with overseas counterparts. 








In addition to specific responsibilities, the postholder will be 
expected to take a full part in reporting to the Treasury on the 
performance of the DMO against its objectives. Once trained, 
there may be some scope for the postholder to represent the 
office at EU, OECD or World Bank meetings. 


Skills 

The successful appiicant will be a qualified economist, have 
good interpersonal.and communications skills and be 
comfortable with team working in an open plan office 
environment. The post requires a general awareness of the 
macroeconomic and fiscal environment to which financial 


markets react. Although advantageous, the successful candidate up 


does not need to have specific experience of financial economics’ 
and the macroeconomic government debt literature, but these 
will need to be acquired through training early in the job. The 
post entails conducting advanced spreadsheet and database . 
operations, for which training would be available if necessary. 


Terms 

The appointment is being offered on a permanent basis. The 

post is open to UK nationals, other Commonwealth citizens, 
British protected persons and nationals of states in the European. 
Economic Area and certain members of their families. 
Commonwealth citizens must be free of any restrictions to reside 
and take up employment in the UK. 


For further information and an application form (to be returned by’ | 
2nd June, 2000), please write to the address below — e-mail: 
sherie@respad.co.uk 


Response Advertising International Limited, 366-368 Old Street : 
London EC1V 9LT 


DMO is an equal opportunities employer. : ; i 











To the competition, you are invisible. 


You're a major player in the securities 
markets. So when it’s time to trade, the 
whole world is your competition. 

If the market knows what you’re 
doing, it may move against. you — 
driving the price up or down — before 
you can take advantage of it. 

That’s why you trade electronically 
with Instinet — for the anonymity you 
want and the liquidity you need. 

Thousands of institutions around the 
world use’ Instinet to electronically 
' access some of the broadest, deepest, 


most liquid trading opportunities 
anywhere. 

And because we don’t have our own 
portfolio, we never compete or take a 
position opposite your trades, 

Our goal is to help you get the 
fastest trade at the best price — and we 
handle the follow-up automatically. 

If you'd like the better performance 
that can come with anonymous 
trading, call our international freephone 
number +800 INSTINET (+800 4678 
4638) or visit www.instinet.com 


As an agency broker Instinct does not come: between its clients and the best price. We-do not commit capital make markers or make profits on spreads. 
21999 Instiner Gonporution, all tights reserved: INSTINET and the INSTINET marqueare registered service marks and “Instinet’ isthe marketing name for instinet 
Corporation, member NASD, and Instinct UK. Limited, regulated in the UK. by the. SEA: 


BD instinet 


A.REUTERS Company 





Nothing comes between you 
and the best price.” 
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Vote for China’s freedom 


EXT week, the American Congress will 
vote on whether to grant China perma- 

nent normal trading relations (pNTR) as part 
of that country’s entry into the World Trade 
Organisation. The vote is the subject of one of 
the most intense lobbying efforts seen on 
Capitol Hill for many years and its outcome is 
still in the balance (see page 45). Congress 
should vote in favour of the bill, not mainly 
for reasons of American economic self- 
interest, narrowly defined, but because pNTR 
will speed the very changes in China that 
critics of the measure say they want to see. 

Both America and China would benefit in 
economic terms from the tariff-reduction and 
market-widening proposals at issue, as with any trade- 
expanding agreement. The deal would reduce average Chi- 
nese tariffs from 24% to 9% by 2005. It would abolish China’s 
import quotas and licences. And it would open up the Chi- 
nese market by allowing foreign companies to set up wholly 
owned distribution and sales subsidiaries, by permitting 49% 
foreign ownership of telephone companies, and by treating 
foreign banks in the same way as domestic ones. 

Unsurprisingly, in view of this list, few oppose the mea- 
sure by claiming that America is giving up too much and 
China too little. All the tariff cuts and market openings are on 
the Chinese side. America gives up nothing except its ability 
to impose unilateral trade sanctions under section 301 of its 
trade laws. Opponents argue instead either that America 
would not get any of the promised benefits because China 
cannot be trusted to keep its word, or that America could get 
the same benefits anyway, without giving up its unilateral 
trade-restricting powers. Both arguments are weak. 


All one way 


China’s willingness to fulfil its international treaty commit- 
ments has been, like America’s, adequate though not impec- 
cable. China has signed four agreements with the United 
States since 1992. Its compliance with one of them—an agree- 
ment to enforce intellectual-property rights—has been good; 
its record on keeping its environmental promises has been 
fair, and on nuclear-proliferation a bit less so; it has been bad 
at dealing with private commercial disputes inside its borders, 
though even here there is progress. The record could be better. 
But it gives no support to the idea that China is inevitably ne- 
gotiating in bad faith. 

The claim that America can get the gains from normal 
trade relations without the so-called loss of its section 301 re- 
prisals is also implausible. The argument is that it could rely 
on its rights under a bilateral agreement signed in 1979: or, fail- 
ing this, that the annual review (with implicit threat of sanc- 
tions) of China’s status is anyway consistent with the obliga- 
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tions both countries undertake as members 
of the wro. The expert consensus is that nei- 
ther of these views stands up. Certainly, un- 
der both rubrics there is scope for years of liti- 
gation—and while that is going on, American 
firms will be at least somewhat restricted in 
their access to Chinese markets. 

In any case, the real objections to the 
agreement are political, rather than economic. 
PNTR, Say its opponents, would stamp Amer- 
ica’s seal of approval on a regime that is one 
of the worst violators of human rights in the 
world. The administration’s own annual re- 
port on human rights recently found that 
China’s “poor human-rights record deterio- 
rated markedly throughout [1999] as the government intensi- 
fied efforts to suppress dissent.” And if this happens even 
when China is seeking a new trade relationship with Amer- 
ica, imagine what will happen when it gets that and America 
permanently eschews annual review of China’s human- 
rights record. “We would never offer permanent normal trad- 
ing relations with Nazi Germany,” says one congressional op- 
ponent of the deal. “Why should we do the same for China?” 

An interesting question. There are two answers. First, lib- 
eral trade with a country should never be seen as conferring a 
nation’s moral approval, not least because trade comprises 
transactions between people and firms, not between gov- 
ernments. The administration has other ways of signalling 
disapproval to China—ways which, unlike trade restrictions, 
do not curb the freedom of Americans as well as that of or- 
dinary Chinese. Second, China is not Nazi Germany, an irre- 
deemably evil regime bent on destruction and conquest. It is 
not as murderous, not as implacable and not as dedicated to 
its goal: indeed, its leaders are divided between those seeking 
to build a modern economy and society, and the “dark 
forces” in the army and the government concerned to build 
up military power and national assertiveness. 

It is no accident that China’s militarists and reactionaries 
are its own foremost opponents of PNTR. They rightly see it as 
a threat. The reformist leaders, intent no doubt on keeping the 
Communist Party in power, nonetheless believe they had no 
choice: the economy is struggling and there seems no other 
way to spur growth. Liberal trade by no means guarantees 
that China will move swiftly, or ever, towards a western-style 
liberal democracy. Only this week China’s president called 
for party cells to be established in private companies, on the 
grounds that the party has long been the guiding light of “pro- 
gress”. The idea is wicked and fatuous in equal measure—but 
also, as the economy liberalises, probably unworkable. Trade 
with foreigners will add to the pressure, already developing 
internally, for the rule of law to be extended. Gradual progress 
in the field of commercial law, which is where a more prospe- 
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rous bourgeoisie first makes its presence felt, is especially en- 
couraging. Trade is probably the best thing the West can do to 
stack the odds against the regime. Withholding trade will 
likely do the opposite, serving only to strengthen the forces of 
reaction and their claim on popular support. 


The void in Europe 


Europe’s politicians seem indifferent to the progress, or lack of it, 


of their own European Union 


O LISTEN to the speeches emerging recently from the cap- 

ital cities of Western Europe, you could be forgiven for 
thinking that the European Union was about to purr along its 
usual road to “ever closer union”, led as ever by its ultimate 
driving machine, the French and German governments. Lion- 
el Jospin, France’s prime minister, called last week for an 
“economic government” for Europe. A few days later Joschka 
Fischer, Germany’s foreign minister, pressed for something 
called “full parliamentarisation as a European Federation” 
(see page 72). And many heads of government, including Mr 
Fischer's boss, Gerhard Schröder, have been saying that Cen- 
tral European countries such as Poland, Hungary and others 
must be admitted to the eu as a matter of urgency. Even Tony 
Blair, prime minister of Europe’s awkward squad, the British, 
has recently been able to claim (at the Lisbon summit in 
March) that he has been a force for unity and progress. 

Yet the reality is rather different. Mr Jospin had to say 
something because France is about to take over the presi- 
dency of Europe’s Council of Ministers, and he needed to 
show that he had some plans. But they were vague, and gave 
little sign that he saw Europe as much of a priority. Mr Fi- 
scher’s speech was more ambitious, and more intriguing, but 
he stressed that it was only a “personal”, not an official, view, 
which is unusual for a foreign minister, to say the least. His 
chancellor, Mr Schröder, has looked less keen on Europe, 
partly because the right-wing opposition has tumed some- 
what hostile to it. Mr Fischer's Green Party fared poorly in a 
key state election last weekend, raising the possibility that it 
might not last long in the ruling coalition. And comments 
about the urgency of enlargement are cheap: prime ministers 
and presidents have been making them for years, without ac- 
tually doing anything to speed the process up. 


The limits to indifference 


Go to Brussels, and you find a sense, not quite of paralysis, 
but certainly of not getting very far. In a town where treacle- 
wading has long been the main sport, the waders feel that the 
treacle has become even thicker. In part, this is because of dis- 
appointment at Romano Prodi, the new president of the 
European Commission (see page 65), but also because power 
has anyway been shifting away from the commission and to- 
wards the governments themselves, making decisions in the 
Council of Ministers. Or, rather, not making them. For the 
truth about the European Union is that, in its principal pro- 
jects, the biggest of which is enlargement, the lack of enthusi- 
asm for making progress—or, indeed, for doing almost any- 
thing—is far more deafening than this latest flurry of 
ministerial speeches. 
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“Supporting China’s entry into the wro represents the 
most significant opportunity that we have had to create posi- 
tive change in China since the 1970s, when President Nixon 
first went there,” said Bill Clinton in March. He is right. Con- 
gress should grant China permanent normal trading relations. 





Does this matter? Even for a believer in Europe, a stage 
should come when indifference is the right attitude, when Eu- 
rope can be left to get on with its business while nations get 
on with theirs. Or, to place it more pragmatically in the con- 
text of Europe’s current tasks, lack of interest in May could 
just be a natural negotiating tactic for a mind-numbingly 
drawn-out process due to end in December, in which gov- 
ernments are supposed to be debating how to reform the Eu 
institutions and working methods in preparation for enlarge- 
ment. Deals are typically done, and decisions made, in the 
middle of the night, at the last possible moment. 

That might happen again. But the limit to being indiffer- 
ent about all this indifference is that in this process there is no 
real deadline. All this institutional reform is intended to pre- 
pare the Union for its proposed enlargement from today’s 15 
to 30 or more countries, but for which there is itself no dead- 
line. Indeed, the likely date of the first round of enlargement 
keeps on slipping: supposedly it is 2002, but 2005 now looks a 
much more plausible date for admitting the first new coun- 
tries, and even that could slip. 

That would be a great shame. If there is one task for which 
the Union is well suited it is that of bringing the former com- 
munist countries of Central Europe firmly into a liberal, west- 
ern, market system, and bringing others in besides. Failure to 
admit the principal countries in good time could make them 
hostile, and even endanger their democracies. It would also 
bea missed chance for the Union itself. The reason for the pa- 
ralysis, and for being pessimistic about whether it will soon 
be solved, is that the Eu’s main modus operandi—that all 
should move together, or not at all—looks unworkable. Differ- 
ent countries have different aims, and for perfectly good rea- 
sons, not the least of which is that their electorates feel differ- 
ently about the whole process of European integration. 

A more workable solution has, in part, already been pro- 
posed—among others, by Messrs Jospin and Fischer. It is 
known as “flexibility”, under which countries that wish to in- 
tegrate more would be allowed to do so, while others can lag 
behind. But what it omits is crucial: the possibility that this 
could be permanent, rather than merely temporary. A multi- 
system Europe, in which groups of countries proceeded to in- 
tegrate and co-operate in different ways according to their dif- 
ferent choices, would offer a more stable and viable way to 
run a large, liberal community of 30 or more countries. Yet, to 
force governments to agree on such a radical change, a crisis 
would be needed. Instead, with no real deadline, a long, slow, 
thickening of the treacle looks a likelier outcome. The void 
needs to be filled, the treacle thinned. 
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Greg's glasnost 


The BBC is beginning to recognise that it needs to look to 


the private sector for money. About time too 


MPLOYEES of the ssc often remark on the similarity be- 

tween the corporation and a communist system. The cor- 
poration has a byzantine bureaucracy, an all-powerful leader 
and has long been in a state of permanent revolution. Most 
important, however, it has a creed—that public-service 
broadcasting must be funded by the taxpayer—which in- 
forms all its actions and which cannot publicly be ques- 
tioned. That, however, is changing. Just as Mikhail Gorbachev 
encouraged discussion about change in the Soviet Union to 
prepare for his own changes, so Greg Dyke, the ssc’s new di- 
rector-general, is encouraging debate about how the Bsc 
should deal with the conundrum it faces (see page 73). 

Globalisation and the Internet (surprise, surprise) are at 
the root of the ssc’s problems. Ten years ago, the ppc had rev- 
enues of £1.5 billion ($2.2 billion). Warner Communications, 
one of the largest private-sector equivalents, had a market 
capitalisation of $9.2 billion. Last year, the BBc’s income was 
£28 billion, and the market capitalisation of Time Warner 
AOL, which is what that once-modest film-and-television 
company now finds itself part of, is some $235 billion. 

This is a measure of the money that capital markets are 
throwing at the media business. And although in Britain the 
Internet is still a minority activity, concerned more with com- 
merce than with entertainment, the world’s media firms are 
pretty sure that it is not going to stay that way. They reckon 
that the Net will be one of the main ways in which people get 
their entertainment, so today’s television companies must re- 
gard themselves as the Internet companies of the future. 

What's more, the Internet allows companies access to con- 
sumers everywhere. Ten years ago, companies such as Warner 
had difficulty getting access to the British public. They could 
sell their programmes to the Bsc, rrv or Channel 4, or they 
could buy themselves a channel on the fragile new cable and 
satellite systems that nobody watched. The Internet will 
increasingly allow them to compete directly with the Bsc. 


Wavering Wahid 


Indonesia’s president has a deft political touch. But he and his government 


could do with a firmer grasp of the economy 


HEN he was no more than a leading Islamic figure and 

part-time opposition politician, Abdurrahman Wahid 
was known for his sometimes bewildering changes of course. 
These rarely disconcerted his admirers, one of whom com- 
pared him to a river. Viewed from on high, he might have 
seemed to be meandering all over the place. Go with the flow, 
however, and you would find he was always moving in the 
same general direction. Even now that he is president, Mr Wa- 
hid’s manoeuvrings have proved surprisingly effective at 
achieving difficult political ends. They have, however, so far 
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The government is not going to stump up the money to al- 
low the Bsc to compete properly with Time Warner AOL, so 
the corporation is going to have to find some other way of 
paying for its future. Those (such as this newspaper) who 
have argued in the past against maintaining a huge, publicly- 
funded, state-owned corporation through a regressive tax 
(£104 a year, regardless of income) have often supported a 
subscription-based model instead. That was the scheme pro- 
posed by the Peacock Committee in 1986. 

But now that the technology is in place to make it work, 
subscription looks less plausible. Most Net content is advertis- 
ing-funded and free to the consumer. Selling subscriptions, 
except to highly-prized events such as football matches, is get- 
ting tougher. The idea of taking advertising raises hackles in- 
side and outside the corporation. But that is because it is state- 
owned. If it were privately-owned, there could be no ob- 
jection to commercial revenues. Hence the debate about how 
public service and private ownership could be reconciled. 


A slippery, but unavoidable slope 


At present, the debate focuses on the ssc’s Internet operation. 
Should some or all of it be flogged off on the stockmarket like 
any old dot.com? Should it be privatised as a trust with guar- 
anteed editorial independence and protection from being 
taken over by Rupert Murdoch? Should it be privatised and 
the shares handed over to the public, rather as though it were 
turned into a mutual society and demutualised all in one go? 

Mr Dyke is right to have started this debate, but wrong if 
he thinks he can limit it to the Internet. For a start, as more 
and more video is shown over the Internet, and televisions 
become increasingly interactive, it will become ever harder to 
distinguish between the two media. If Mr Dyke starts edging 
the ssc towards the private sector, he will find, like Mr Gorb- 
achev, that he has started a process that cannot be stopped. 
And that is as it should be. 











failed to restore confidence in the economy. And, as President 
Suharto found in 1998, when popular unrest forced him to re- 
linquish power after 32 years, economic failure can topple 
seemingly stable Indonesian regimes. 

Moreover, Mr Wahid’s seven-month-old government pre- 
sides over an Indonesia that is far from stable. Two years after 
Jakarta’s Chinatown was burned and looted with the loss of 
hundreds of lives, precipitating Mr Suharto’s fall, the city has 
again seen rioting. Far from the capital, fighting between Mus- 
lims and Christians in the Molucca islands erupted again this 
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week. East Timor is already on the way to independence, after 
deciding last year to leave Indonesia, a decision met by a wel- 
ter of destruction. Elsewhere, notably in Aceh at one tip of the 
straggling archipelago, and in Irian Jaya at the other, seces- 
sionist sentiment remains strong. 

Under Mr Suharto, there was no doubt about what, ulti- 
mately, guaranteed national unity: it was the repressive might 
of the army. Yet Mr Wahid has made progress towards defus- 
ing the most serious regional insurrection—in Aceh—while at 
the same time clipping the army’s wings. In Geneva on May 
12th, his government signed a ceasefire agreement with the 
Acehnese separatists. It is far from being a lasting settlement, 
but much closer than seemed likely last year, when Mr Wa- 
hid first promised a referendum on the region’s future, and 
then changed his mind. He deceived nobody with his “clari- 
fication” that the vote would merely be to ask the Acehnese 
whether they wanted to see Islamic sharia law introduced. 

In another hopeful development this week, a court con- 
victed 24 soldiers and one civilian for their part in a gruesome 
massacre in Aceh last year. Separatists were quick to com- 
plain that the sentences—up to ten years in jail—were far too 
lenient. But that the armed forces have been submitted to civ- 
ilian justice at all is a huge step forward. Even the army's for- 
mer commander, General Wiranto, faced several hours of 
questioning by prosecutors, also this week, about his role in 
the debacle in East Timor. He then formally resigned his cabi- 
net position. Again, Mr Wahid’s apparent dithering—he had 
earlier sacked General Wiranto, only to soften this into a “sus- 
pension’’—has been vindicated. 

All of this builds hopes that Indonesia may slowly con- 
front and come to terms with some of the abuses and excesses 
of the Suharto years and the chaos that followed. Even Mr Su- 
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harto himself no longer appears certain to escape punish- 
ment. The river may wind its way to the sea in the end. 
Unfortunately, Mr Wahid’s wiles work less well with in- 
vestors. They have three legitimate concerns: that the presi- 
dent knows little about economic management, and cares 
less; that his economic ministers are at loggerheads with each 
other and with him, adding to the policy cacophony; and that 
his political aims are interfering with economic policymaking. 


The ropy rupiah 


Worries on all three fronts helped to set off another alarming 
slide in the currency’s value this month. That the president is 
no economist would not matter if there were clear leadership 
within his cabinet. But his chief economics minister, Kwik 
Kian Gee, appears at odds with the president. He has even 
said he would be “ashamed” to promote Indonesia to foreign 
investors, as Mr Wahid has done. Not that Mr Kwik’s position 
appears secure. The president has sacked two other econom- 
ics ministers for alleged corruption. Some suspect their dis- 
missals formed part of a deal to shore up political support for 
Mr Wahid in the diffuse coalition he heads. It has not helped 
that he has appointed his unqualified brother to a job in an 
important bank-restructuring agency. 

All of this has dragged the rupiah and the Jakarta stock- 
market down to levels last seen in October, when Mr Wahid 
assumed the presidency in a mood of some optimism. The 
lurch was arrested on May 17th by the announcement of an 
agreement with the imr. But even that was uncomfortably 
reminiscent of two years ago, when successive mF aid agree- 
ments failed to prevent a slide into financial chaos. Whatever 
he may get away with in politics, Mr Wahid needs to chart a 
straight and steady course in economics—and stick to it. 





America’s unfinished agenda 


The poor are still there, and need helping 


Bl hte odds were long, but it now seems that this year’s 
presidential campaign may be about the issues that mat- 
ter. In his crusade to capture the political centre, George W. 
Bush is having to tackle the sort of social questions that Re- 
publicans used to leave to Democrats. “Tackle” may be an 
overstatement; touching with a long pole may be nearer the 
mark, But the attention is welcome, all the same. 

This week Mr Bush bravely laid out principles for reform- 
ing Social Security, America’s 65-year-old public-pension sys- 
tem. His proposals, which include allowing workers to invest 
part of their pension contributions in private accounts, are 
frustratingly vague (see page 46). Their thrust is broadly sensi- 
ble, and at least makes a welcome contrast to Al Gore’s dema- 
gogic refusal to touch the pension programme at all. 

On education, too, Mr Bush has taken a traditionally 
Democratic issue and offered voters an alternative: more 
choice and competition in America’s schools, rather than sim- 
ply more cash. But he is not going only for the middle-class 
vote. By getting himself photographed with poor black 
women, and by summoning up “the armies of compassion in 
our communities,” he is shining the electoral spotlight on an- 
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other area not only long-ignored by Republicans, but also 
long invisible to most voters: America’s poor. 

After almost a decade of economic boom, around one in 
eight Americans—including almost one in five children—still 
lives in poverty (see pages 27-32). Although the poverty rate 
has dropped from a high of 15% in the early 1990s, it is still 
higher than it was in the 1970s. What has changed is not, 
sadly, the persistence of poverty, but its face. Single urban 
mothers living on welfare still make up a big proportion of the 
poor, but, since the dramatic welfare reforms of 1996, these 
mothers are much more likely to be working. Addressing to- 
day’s poverty means finding ways to help the working poor. 


Making work easier 


Two problems underlie America’s modern poverty: a lack of 
skills and the breakdown of the family. Neither is easy to fix. 
Most former welfare mothers are not leaping from handouts 
to the middle class. They are working in low-skill, low-wage 
jobs. Better training would help; better schools, especially in 
the inner cities, would undoubtedly help their children. But 
the rise of single-parent families in itself has complex social 
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causes, and it will not be reversed by politicians. a 
Far better to focus on what government can do: raise the 
rewards of working, and reduce the costs. At one level, this 
simply means ensuring that people get benefits to which they 
are entitled. At present, only 40% of poor working families 
who should get food stamps actually receive them; and only 
about a third of children eligible for Medicaid, the state/ 
federal health programme for the poor, actually get it. 

Much can also be done to increase the incentives to work, 
and to work longer. Although most poor adults now work 
some of the time, few work full-time. One proven way to in- 
crease work incentives is to expand the Earned Income Tax 
Credit (errc). This refundable tax credit, which in effect tops 
up the earnings of low-wage workers, is already America’s 
single biggest anti-poverty programme. Its inadequacies lie in 
the perverse incentives caused by the simultaneous phasing- 
out of the tax credit (and other benefits, such as Medicaid) 
and the phasing-in of income taxes. This means that workers 
below and around the poverty line can face some of the 
country’s highest marginal tax rates. Expanding the erre by 











raising and flattening the phaseout threst 
much more to help poor workers than Mr Bush's much- 
touted cut in the bottom rate of income tax. 

Another helpful step would be to reduce the cost of work- 
ing, especially the cost of looking after children. Many states, 
in part with federal assistance, have made great progress on 
subsidising or providing child care. But much more could be 
done, as Mr Gore in particular acknowledges. Today’s child- 
and dependant-care tax credit could be made refundable (as 
the Ertc is), so that it actually benefited low-income workers. 
Federal subsidies for child care could be substantially in- 
creased. Head Start, the government’s main pre-school pro- 
gramme for the poor, could be dramatically expanded. 

Focusing public policy on the working poor will not eradi- 
cate America’s poverty. But it will go a long way towards en- 
suring that the welfare reform of the mid-1990s does itsin- 
tended job of effectively reducing the numbers of the poor. 
That is why the anti-poverty agenda—together with educa- 
tion and Social Security—should be squarely at the centre of 
debate in this year’s election. 





Thought followership 


Look what the wish has become father to 


EASONED travellers, especially the sort that jet around the 

globe clutching laptops, know that certain words are to be 
avoided like the plague. This is because those who choose 
these words are masters of disguise: the service offered is the 
exact opposite of that indicated by the name used to describe 
it. Thus many flights described as “direct” are actually indi- 
rect, since they involve a stop, and a lengthy wait, in, say, Dal- 
las-Fort Worth en route between Boston and Vancouver, Simi- 
larly, habitués of railways learn to shun any train claiming to 
be an “express” or “rapid”, since such services seem invari- 
ably to be the slowest (by design, not just by accident). Which 
perhaps make it fitting that some of the most seasoned travel- 
lers of all, management consultants, appear to have been in- 
spired by just this sort of untruth-in-advertising. The buzziest 
among them now claim not just to be consultants, or advisers, 
or even experts. They are “thought leaders”. 

These two words are, to be sure, among the finest in the 
language. One of the few certainties in business, or econom- 
ics, or life in general is that thought is in short supply and high 
demand (at least among those who have thought about it), 
Hence, perhaps, the consultants’ interest, since such circum- 
stances tend to lead to higher prices, according to economic 
thought leaders through the ages. And leadership? Everyone 
knows that more is needed of that--though many people 
have second thoughts, once they have glimpsed who the bud- 
ding leaders might be. It is when the two words are combined, 
and attached to a department in a consultancy, or a profes- 
sor’s course, or a book chapter, or a series of publications, that 
the eyebrows start offering a spot of leading-edge scepticism 
(benchmarked to best scepticism practice). 

The first eyebrow-waggler is the attachment of these buzz- 
words to just one department, or chapter, or course. If thought 
leadership arises only from this part of the firm, are all the 
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other consultants unthinking followers? And does the chief 
information officer, or head of knowledge management, 
work for the providers of thought leadership, or do they work 
for her? Which brings on the second waggler: does anyone 
know what any of these people do? Ah, no. That would re- 
quire real thought, not to mention the other thing. 

Actually, that is unfair. There is no real mystery about 
what thought leaders do, at least there shouldn’t be. They 
write articles or books, which may contain ideas, occasionally 
even new ones—though usually the ideas are energetically re- 
cycled old ones. But that is what they have alwavs done, even 
before some thought leader thought of calling them thought 
leaders. The truth is that, every few years or so, consultants 
and gurus look for a new phrase to describe what they have 
always been trying to do, namely helping people to run their 
companies better. Previous examples included “corporate re- 
engineering” and “searching for excellence”. Hence also an- 
other recent habit, that of labelling a commonsense process 
with a baffling phrase, and adding a trademark sign to it. 

Baffling: now there’s a leading piece of thought. The point 
of this exercise, as with “direct” flights and “express” trains, is 
to impress the customers, by baffling them. (This is, indeed, 
an admirable example of another buzz-phrase: “customer- 
oriented management”.) The label is chosen to conceal the 
underlying truth that what is on offer is actually quite con- 
ventional. A few months ago, the word “millennium” served 
this purpose splendidly. No self-respecting boss was short of 
a “strategy for the next millennium”, or a forecast for it, or a 
new organisational form, even though what was meant was 
merely a “plan for the next year or two”. But the word had no 
staying power. Whoever started it off, two millennia ago, 
can’t have been much of a thought leader. 
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competitive advantage — and our leading position in 
industry and market polls 
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No.1 3ookrunner for Aftermarket Performance of 
European IPOs, May 2000 


Worlc’s No.1 Investment Bank for Raising Capital 
Bond House of the Year 

No.1 =X Bank Overall 
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Out of sight, out of mind 


CHICAGO AND WASHINGTON, DC 


The economic boom has helped America’s poor. But much remains to be done 


STROLL down Wacker Drive, in Chi- 

cago, offers an instant snapshot of 
America’s surging economy. Young profes- 
sionals stride along, barking orders into mo- 
bile phones. Shoppers stream towards the 
smart shops on Michigan Avenue. Construc- 
tion cranes tower over a massive new luxury 
condominium building going up on the ho- 
rizon. All is bustle, glitter and boom. 

But there is a less glamorous side to 
Wacker Drive, literally below the surface. 
Lower Wacker is the subterranean service 
road that runs directly beneath its sophisti- 
cated sister, allowing delivery trucks to make 
their way through the bowels of the city. It is 
alsoa favourite refuge for the city’s homeless, 
many of whom sleep in cardboard encamp- 
ments between the cement props. They are 
out of sight of all that gleams above, and 
largely out of mind. 


Just treading water 1 
% of people below the poverty line ae 
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As Wacker Drive, so America. Every- 
where that is visible seems to be doing well. 
Nine years of economic expansion, acceler- 
ating productivity growth, soaring equity 
markets and record low unemployment 
rates seem to have created prosperity for all. 
The typical American family increased its 
net worth by 18% between 1995-98 as house 
prices, stocks and wages all rose. Even the 
poorest fifth of American families saw their 
household income grow by an average of 
2.7% a year (after adjusting for inflation) be- 
tween 1993 and 1998. The poverty rate in 1998 
fell to its lowest level in the 1990s (see chart). 
Welfare rolls, long taken as the most obvious 
indicator of the number of poor people in 
America, have been halved since 1996, when 
new federal legislation ended the automatic 
entitlement to welfare and obliged the poor 
to take jobs. “I really think people think the 
problem [of poverty] is solved,” says Susan 
Mayer, a poverty expert at the University of 
Chicago. 

If they do, they are wrong. In 1998, the 
most recent year for which information is 
available, America’s official poverty rate— 
defined as an annual income of less than 
$16,660 for a family of four—was 12.7%. That 
figure is not markedly lower than its peak of 
15.1% in 1993, and still higher than it was dur- 
ing any year in the 1970s. 

There are many problems with this mea- 
sure of poverty. It was originally calculated, 
in the mid-1960s, as three times the mini- 
mum basket of food a family would need; 
since then it has been adjusted only for infla- 
tion, though American spending patterns 





have changed dramatically. Important 
benefits, such as the Earned Income Tax 
Credit (errc), and costs, such as child care, 
are excluded. Depending on what is in- 
cluded, the poverty rate could be as high as 
20% or as low as 10%. But at an absolute mini- 
mum, around one in ten Americans is poor. 

Child poverty is far higher. Almost one 
in five American children lives in poverty, a 
rate about twice as high as in the big econo- 
mies of Western Europe. One in four black 
American families is poor, as are nearly 40% 
of black children. A study in the mid-1990s 
suggested that 12m Americans have been 
homeless at some point in their lives. And 
there are signs that homelessness may be on 
the rise. A recent survey of 26 big cities by the 
Conference of Mayors shows that more than 
two-thirds of them saw requests for emer- 
gency shelter increase last year. 


Always with us 


Poverty on this scale is a striking contrast to 
America’s new gilded age. And its persis- 
tence is sometimes a source of comfort (or 
Schadenfreude) to other, less dynamic, 
economies, especially in Europe. The price of 
American capitalism, you often hear, is a 
Darwinian society in which the weakest are 
ignored. But things are not so simple. Poverty 
in America cannot be blamed exclusively on 
either the nature of American capitalism or 
the lack of a social safety net. American pov- 
erty haschanged dramatically in the pastde- 
cades, as has the approach—and cover- 
age—of public anti-poverty policies. 

In the 1960s, when Lyndon Johnson de- 
clared his war on poverty, America’s poor 
were older, more rural and even more over- 
whelmingly black than they are today. 
Roughly 30% of the elderly were poor in 1966. 
Half of the poor lived in rural counties, par- 
ticularly in the South. And four out of ten 
black families were poor. 

Increasingly generous payments from 
Social Security—the public pension pro- 
gramme set up by Roosevelt in 1935—have 


POVERTY IN AMERICA 


made dramatic inroads into poverty among 
the old. Today only one elderly American in 
ten is poor. Progress in civil rights, migration 
to the cities and, more recently, large-scale 
inward investment, have reduced rural pov- 
erty, especially in the South. Today only 22% 
of America’s poor live in the countryside (al- 
though some of America’s poorest counties 
are still rural ones). Instead, 43% of the poor 
live in city centres. In short, today’s poor are 
younger and more urban than they were a 
generation ago. 

Most striking, however, has been the 
concentration of poverty in families headed 
by single women. Such families are the larg- 
est and fastest-growing segment of the poor, 
making up over half of all poor families in 
1998, compared with 21% in 1960. The pov- 
erty rate is almost six times higher for one- 
parent families headed by women than it is 
for those with two parents. 

The breakdown in the traditional two- 
parent family does much to account for 
America’s current poverty. Just over 30% of 
American children now live in single-parent 
families, and these account for 
almost two-thirds of the chil- 
dren in poverty. According to 
Isabel Sawhill, a poverty expert 
at the Brookings Institution, the 
child-poverty rate would have 
remained virtually unchanged 
since 1970 if family structure 
had stayed the same. Instead, 
the rise of single-parent fam- 
ilies brought with it a 25% rise in 
child poverty. 

So are “the poor”, as most 
Americans suppose, mainly 
single mothers on welfare? Un- 
til the mid-1990s, this supposi- 
tion was correct. Many poor 
families were headed by single 
women who did not work, relying instead 
on federal welfare payments. That has now 
changed. America’s welfare regime was dra- 
matically overhauled in the late 1990s; today, 
recipients must work and no one can spend 
more than five years on welfare. The level 
and availability of public assistance for the 
non-working poor have fallen sharply. 

At the same time, public assistance for 
the working poor has soared. David Ellwood 
of Harvard University points out that 
changes in the law since 1984 have increased 
funds available to low-income working fam- 
ilies almost tenfold, from less than $6 billion 
in 1984 to over $50 billion in 1999. About half 
this rise comes from the Earned Income Tax 
Credit (errc). Introduced in 1975 and ex- 
panded three times since then, this refund- 
able tax credit tops up the earnings of poor 
Americans: it can be worth as much as $3,800 
a year, or $2 an hour, to low-income workers 
with children. At least ten states have their 
own EITC programmes that add between 4% 
and 46% to the federal credit. 

Public health insurance for the poorest 





(Medicaid) has also expanded greatly. Med- 
icaid used to be limited mainly to those on 
welfare. Now states have to provide cover- 
age for all poor children. Add in other new 
federal programmes, such as tax credits for 
child care and a general child tax credit—as 
well as vastly increased spending by the 
states on the working poor—and it is clear 
that incentives for the poor to work have 
multiplied. Mr Ellwood reckons that, in 1986, 
a single mother with two children who re- 
ceived $8,459 in welfare would have gained 
only $2,000 more from taking a full-time job 
at the minimum wage, and would have lost 
her family’s health insurance. In 1997, by 
contrast, the woman would have gained 
over $7,000 from working full-time, would 
have kept her children’s health insurance 
and would be above the poverty line. 


Why they fail 

Unsurprisingly, these changed incentives 
have altered the pattern of poverty. Over 
60% of poor families have at least one person 
in the labour force some of the time. This 


Economists attribute most of the stagna- 
tion in the wages of the low-skilled to rapid 
technological change, which has increased 
the demand for (and emoluments of) skilled 
workers and has made life harder for those 
without skills. Tougher competition from 
abroad, weaker unions and a minimum 
wage that, despite recent increases, is much 
lower now in real terms than it was two de- 
cades ago, have made a difference too. Al- 
though today’s white-hot labour market has 
dragged ever more poor people into work, it 
has only halted, rather than reversed, this 
decades-long decline in low-skilled earning 
power. The poverty rate among high-school 
dropouts is 12 times the rate for college grad- 
uates. 

But low wages may have less effect on 
poverty than the fact that the poor are not 
working full-time. Despite the boom, and 
despite the government's incentives, only 
13% of poor adults worked full-time in 1998. 
This was, admittedly, a 30% jump from the 
year before, but it is still a relatively small 
share. In a recent study, Ms Sawhill finds that 





Halved 


on welfare 


% of US population 


the heads of non-poor families 
[2] work an average of over 2,000 

hours a year, while the typical 
€| head of a poor family works 
less than 1,000 hours a year. If 
all poor heads of families 
worked at least 2,000 hours a 
year, she reckons, the poverty 
3| rate would becutin half. 
Why don’t the poor work 
-2| more? Some may not beable to. 
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Not everyone can get or hold 
ı| downajob,even in a booming 
economy. A stroll among the 
panhandlers of Wacker Drive 
shows that many of them suf- 
fer from mental illness, disabil- 
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share is higher than at any time in the past 20 
years. Among never-married mothers— 
those most likely to have been affected by 
welfare reform—the shift has been particu- 
larly acute. According to Gary Burtless, an 
economist at the Brookings Institution, 62% 
of these mothers now work, up from 36% in 
1984. Yet despite the recent rise in wages 
across the board, and despite the massive 
rise in federal assistance, many poor single 
wage-earners have still not been able to lift 
their families out of poverty, 

One obvious reason is low wages. The re- 
cent uptick in earnings at the bottom is a blip 
in an otherwise long downward trend in the 
market for low-skilled labour. Single moth- 
ers, who are disproportionately low-skilled, 
face a triple disadvantage: they have only 
one worker, they eam low wages and they 
pay all the costs of raising a child. Some 
scholars, such as Harvard’s William Julius 
Wilson, place part of the blame for family 
breakdown on the poor job prospects for 
unskilled men, which make them less attrac- 
tive to keep around as husbands and fathers. 


ity or drug or alcohol abuse. 
Studies of welfare reform in thestates show a 
similar picture: there is a hard-core group of 
mothers who are simply incapable of keep- 
ing a job, often because of substance abuse. 
Unfortunately, although alcoholism or drug 
addiction make people incapable of work- 
ing, they donot qualify them for public assis- 
tance. The seriously mentally ill are eligible to 
receive both cash and medical treatment, 
but many are unable or unwilling to seek the 
benefits to which they are entitled. “It’s diffi- 
cult to get people confined to a mental insti- 
tution and a lot of them are just roaming 
around the streets and the shelters,” says Pe- 
ter Rossi, a professor of sociology at the Uni- 
versity of Massachusetts. 

For others, the constraints are less visible. 
Take Anthony, a 38-year-old black man who 
spends his days holdingouta Wendy's Biggie 
Soda cup in downtown Chicago. He claims 
he applied to be a burger-flipper six months 
ago. Unfortunately, McDonald’s was not 
keen on his prison record—two years in Jo- 
liet state penitentiary for breaking into a li- 
quor store—and the manager never called 
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Banking sector 

Shakeout expected 

"The Hungarian banking industry can be 
classified into four segments," says analyst 
Péter Karli of broker Wood & Co, 

The first is OTP, Hungary's largest bank, 
which continues to build its dominant position 
by expanding product offerings into areas such 
as fund management, mortgages and insurance, 

Next are the strategic investors that 
acquired Hungarian banks, including ABN- 
Amro (Magyar Hitel Bank), GE Capital 
{Budapest Bank) and KBC (K&cH Bank). 
"Strategic investors may have underestimated 
the difficulty of restructuring," observes Mr 
Karli, citing IT and human resources as 
stumbling blocks. 

Perhaps the most dynamic segment has 
been.corporate banking~often via greenfield 
investment-including Citibank, Raiffeisen and 
CIB, which successfully expleited blue chips 
clients, an initially lucrative but quickly 
saturated area. The challenge facing this seg- 
iment is to tap cost-efficient mass retail deposits. 

And finally there is the large number of 
smaller banks struggling to reach critical mass 
and profitability. 

Mr Karli doesn't see room for more than 
four or five big universal banks and believes 
thar intense competition will lead to consolid- 
ation, which he thinks might be driven by pan- 
European mergers. 

Another trend is Internet banking. While 
three banks offer Internet-based services, Mr 
Karli says these offerings remain under- 
developed. "Their Internet products are not yet 
differentiated from traditional ones," he says. 
But that could change: he expects heightened 
competition as all banks move online within 
a year. 





Financial infrastructure 
Restructured and harmonising 

On April Ist the Hungarian Financial 
Supervisory Authority (HIFSA) opened its 
doors, assuming oversight of the banking, 
investment, insurance and pension-scheme 
sectors. “This was required as banks have 
diversified inro those fields," states Katalin 














Atossy, deputy state secretary at the Ministry 
of Finance. 

It is now the ministry's task to draft 
harmonisation legislation due for passage in the 
second half of the year to achieve compliance 
with EU laws and OECD guidelines. "We have 
a well-established banking sphere that is 
underpinned by private ownership, stable 
operations and a legal framework formulated 
by the Ministry of Finance,” says Ms Bardtossy. 

That's remarkable progress since the early 
1990s. when the state relieved several effectively 
insolvent banks of their problem portfolios. 
"The bank consolidation implemented since 
1993 increased government debt by abour 9% 








of GDP, significantly raising interest payments," 
comments GyGrgy Szapary, advisor to the 
Bank, “but it allowed 
the privatisation of several banks." 


president of the National 


The move attracted some of the world's 
leading banks as strategic investors. “This 
improved the sector's technology and reduced 
costs, leading to a substantial narrowing of 
spreads,” notes Mr Szapáry. "Strategie 
investment into the sector has brought the 
infrastructure, products, and services of banks 
in Hungary to west European levels," echoes 
Ms Baratossy. 

Beside Postabank, only the Hungarian 
Development Bank remains in state hands. 
Also of importance is the Loan Guaranty 
Corporation, formed some years ago by the 
state and banks, primarily to co-sign loans of 
up to Fri0m ($35,000) to small- and medium- 
sized enterprises. "The sizeable amount of loan 
guarantees granted underline the institution’s 








importance to the economy,” maintains 


Ms Baratossy. 


OTP Bank 

Global banks at bay 

Can a once-lumbering, state-owned bank hold 
its own after privatisation against global giants 
invading its markets? Absolutely~at least in the 
case of market leader OTP Bank. 

Since its 1998 IPO the country’s largest 
bank has pursued a three-pronged strategy, 
according to Zoltan Spéder, vice-chairman, 
deputy CEO and CFO: "Creation of an 





investor base and management structure 
designed. to enhance shareholder value; 
development of afinancial group around the 
holding bank offering i insurance, fund- 
managemen n funds and consumer 
finance; and mplementation of cast control 
measures that have kept expense growth 

below inflation and reduced staff by 40% 

since 1996," 

Reengineering also. decreased the number 
of profit centres to 14 from 45 since 1997 and 
increased the proportion of front office sales 
staff to those employed ia newly centralised 
back office and reporting functions. "We have 
stressed training, enabling the bank to set up 
multifunctional desks at branches while 
leading-edge product development is done at 
headquarters,” Mr Spéder says. 

In 1993 OTP implemented an integrated 
Unisys-based IT system, which provides clients 
online account access in real time and integrates 
all liability accounts and deposit products. 
"This system, which has been continuously 
developed, enabled us to maintain our market 
share in retail current accounts and card 
business at 75% and 60%, respectively,” says 
Mr Spéder, “and it positions us well for 
e-banking, where we are the market leader and 
aim to strengthen our position with the mast 
profitable retail segment, high-net-worth 
individuals,” 

The vice-chairman attributes the success of 
OTP-which he expects to meet profit project- 
ions of Ft38 billion. for 2000-partly to its 
human resources policy, which uses individual 





motivation packages to clarify to various 
divisions the bank’s goals and provides the 
means to achieve them. The policy is reinforced 
by a personnel evaluation system introduced in 
1996, covering incentives for 1,000 key man- 
agers from mid-level and up, whose compen- 
sation is 70% variable, based on performance. 
Also instrumental is the management share- 
option scheme-a unique program among 
Hungary's listed corporations, "This helps 
explain the strong performance of the bank 
even though wages and salaries dsa whole 

are lower than the sector average,” Mr. Spéder 
adds. 
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Securities markets 

Budapest Stock Exchange: bottoming out? 
With about 75% of the market in foreign hands, 
the 20% decline of the BUX index from its all- 
time high on March 10th is more a reflection. of 
international volatility and a dearth of offerings 
to spark investor interest than Hungary's funda- 
mentals, according. to Rébert Feuer, managing 
director of Cashline Securities. “While firms 
reported. mixed results for 1999, we expect GDP 
growth to accelerate to 5.5% this year," he says, 

Indeed this strength is apparent in some 
firms’ results: For example, OTP Bank, whose 
first quarter results were announced May 15th, 
beat expectations with the group's operating and 
net income 46.1% and 35.5% higher, 
respectively, than last year. Cashline analyst 
Tamás Merész highlights OTP's falling costs, 

` ströng performance of subsidiaries and 
increasing share of fee income, the latter two 
partly bolstered by GDP growth. 

Nevertheless, Mr Feuer argues that 
Hungarian equities remain undervalued relative 
to peers such as Greece and Poland. Ask him to 
prove it and he reaches for BEER, or bond- 
equity earnings ratio, calculated by dividing 
bond yields by the inverse of the price earnings 
ratio. The lower the BEER, the lower the 
valuation of equities relative to bonds, The ratio, 
which can be used to compare different markets, 
currently shows Hungary offers the most upside 
of the group, with a BEER of 104% versus 
147% for Greece and 358% for Poland. 

But Mr Feuer doesn’t expect an immediate 
rebound as markets can sustain long periods of 
under- or overvaluation. Certainly a reason to 
approach BEER with a grain of salt. 


Postabank 
From laggard to leader 
Just a couple of years ago Postabank would have 
seemed an unlikely candidate on which the 
World Economic Forum in Davos would bestow 
its "Emerging Market Leader" award, which the 
bank received in January. Best known for the 
previous management's notorious patronage- 
before-prudence lending policy, the award is a 
testament to the comprehensive restructuring 
and turn-around that the bank's new manage- 
ment has achieved ina remarkably short time. 
The state-owned bank, whose privatisation 
plan being prepared by the Ministry of Finance 
is due before the government by the end of June, 
‘continued last year to restructure or write off 
questionable loans, reducing the total amount 
outstanding by more than 13%. The bank has 
also trimmed its investment portfolio by nearly 








11%, reduced headcount by 200, or 10%, cut 
operating expenses 20%, and paid back to the 
state a net Ft2.5 billion ($9m) under provisions 
of its re-capitalisation agreement. 

"As a result of these measures,” states 
Henrik Auth, chief executive officer, "Postabank 
is among the safest banks today. Our aim over 
the near-to-medium term in preparation for 
privatisation is to continue to liquidate our 
inherited, problem loans, resolve outstanding 
litigation in a way that protects the interest of 
our sharehelders and grow our market share.” 

In 1999, the bank, which has more than 7% 
of the retail market and 3% of the corporate 
market, closed its first full year after re- 
capitalisation with a pre-tax profit of Fr916m 
($3.6m). While modest, a stark contrast to the 
losses of previous years. "Our profitability, 
should steadily improve this year and next, and 
really hit its stride in 2002," adds Mr Auth. 

“Postabank's corporate loan portfolio of 
over Fr100 billion puts it among the top 10 
banks, but the bank's greatest asset is its retail 
client base and distribution channels," states 
László Urban, deputy chief executive officer, 

which inchides 60 branches, 60 smaller retail 
outlets and access to the-Post Office network. 
The potential of our strategic co-operation with 
the Hungarian Post is significant." Indeed talks 
are under way for the Post to acquire a 15% 
equity interest in the bank. 

Currently, postal co-operation means the 
sale of traditional paper based CDs via Post 
Office windows—outlets to which other banks 
have access. Bur Postabank’s strategic alliance 
could make Post Offices a cost-efficient 
extension of its own network by supplementing 
postal staff with bank employees in Postabank’s 
corners of selected Post Offices. Even. more 
promising is the medium term potential of 
electronic connections, first through the POS 
terminals available in each Post Office, and as 
the Post's modernisation proceeds, by sharing its 
on-line system. 

Clearly, Postabank is back into the business 
of real banking and hence the opportunity to 
invest in a substantial market player having 
unique assets. “Maybe the last such opport- 
unity," says Mr Urban. 


IT in banking 

From: bricks to clicks 

The restructuring of the Hungarian banking 

sector unleashed competitive forces that led to 

improved service, a four-fold increase in 

branches, and a plethora of new products. 
But, according to Istvan Szabadfoldi, vice 

president of Online Business Technologies 








Promotional supplement 


(formerly OGB Techrologies},-in the rush to 
grab market share, some banks expanded their 
front office without back office integration, 
resulting in tangled webs of incompatible IT 
systems, Online responded to this disarray by 
developing CoreBOSS, Hungary's leading core 
bank operating software i 
over 400 branches. € 
Internet banking was the 
development according tc 
considers the $im é 
branch to be far inex 
branch. Given thë x 
Internet presence’ 
logic is clear. So ( 
NetBOSS, an Inter 
interfaces to core sy: 
the answer to decreasin 
in new branches," says Mr Sr \ 





internet financi | ser ices 

The democracy of finance 

*Stone age,” responds György Jaksity, general 
manager of Concorde Securities, describing the 
development of Internet-based financial services 
in Hungary before reeling off statistics implying 
that Hungary’s uptake is less than 25% of US 
levels. While emphasising the cultural adjust- 
ment required before Hungarians embrace the 
Internet, Mr Jaksity clearly sees potential. 

Although he believes that a more unified 
legislative framework would help unleash 
development, Mr Jaksity points to increasing 
real income and investment-related savings, plus 
advanced mobile telephony, to which financial 
services will migrate, as drivers of growth. 

In anticipation, his firm launched Concorde 
Direct (cd.hu), an Internet-enabled financial 
supermarket offering a range of products and 
services, such as cash management, securities, 
mutual funds and insurance from a range of 
providers under one virtual roof. Mr Jaksity 
lists the differentiating features of Concorde 
Direct, which has 8,000 active clients, as cost- 
and time-efficiency, immediate transfers among 
products and an element of fun. 

And Concorde recently launched a 
technology-focused venture capital fund, which 
has thus far made three investments, to exploit. 
the lack ‘of early-stage investors in Hungary. 
Jaksity believes thar Hungarians have the 
brainpower but lack the capital and a bridge to 
markets. 

"The growth of the Internet in the US was 
based onthe democracy of choice," says 
Mr Jaksity, who seems intent on establishing a 
new constitution for online financial services in’ 
Hungary. : 
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POVERTY IN AMERICA 


back. One long-term cost of America’s love 
affair with incarceration will be a growing 
number of ex-convicts with even slimmer 
chances of finding a job than they had be- 
fore they went to prison. 

Thesecond big hurdle is the logistics, and 
costs, involved in working. Transport is one. 
Throughout America, the fastest job growth 
has been in the suburbs; but low-skilled 
workers now tend to live in cities. Ohio's 
seven biggest cities, for instance, saw only 
636 net new jobs in their centres between 
1994 and 1997. In the suburbs, by contrast, 
186,000 jobs were created. Public transport 
rarely connects the two. “In a lot of places, 
the bus literally stops at the border,” says 
Bruce Katz, an urban specialist at Brookings. 

The chronic shortage of affordable hous- 
ing exacerbates this problem. There is very 
little cheap housing in the suburbs where the 
jobs are. Worse, there is an increasing short- 
age of any cheap housing at all. Since the 
1970s the number of low-income renters has 
increased by over two-thirds, while the 
number of low-cost rentals has fallen. This is 
partly the result of government policy; Con- 
gress drastically reduced the amount of 
money it appropriated for low-income 
housing in the 1990s, and has only recently 
begun to increase it. 

It is also a side-effect of a booming econ- 
omy. As rents have risen across America, 
landlords are increasingly tempted to gen- 
trify their low-income properties. At the 
least, a lack of affordable housing implies a 
long commute for the working poor. At 
worst, it means homelessness, which makes 
full-time work even harder. A recent study 
of the homeless by the Department of Hous- 
ing and Urban Development suggests that 
almost half of them were homeless for the 
first time, and 44% had worked at least part- 
time in recent months. As John Donahue of 
the Chicago Coalition for the Homeless puts 
it, “We've created a lot of $6-an-hour jobs 
and not much $6-an-hour housing.” 

Another huge constraint is the cost and 


availability of child care. In surveys, by far 
the most frequent reason unmarried 
women give for not working is that they are 
“taking care of home or family”. Over 11% of 
poor people live in families that have to pay 
for child care (many others rely on relatives 
for informal child care). These families pay, 
on average, around $2,400 a year. Since the 
federal child-care tax credit is not refund- 
able, it does little for those who do not earn 
enough to pay federal income tax. According 
to Ms Sawhill, over 1.5m Americans live in 
working families that are made poor be- 
cause they have to pay for child care. 


Poverty traps 

Even if these hurdles are overcome, another 
arises. Public incentives, such as the errc, are 
phased out as incomes rise. Some women 
whosuccessfully leave welfare for work find 
that, beyond a certain point, work does not 
pay. A woman earning as little as $10,000 can 
face a marginal tax rate of 100% as federal 
and state taxes kick in and benefits such as 
Medicaid and the errc disappear, says Bar- 
bara Wolfe, a professor at the University of 
Wisconsin. “No one else in this country faces 
such high tax rates,” she says. 

Obstacles like these, together with the 
limits to low-skilled earnings, do much to ex- 
plain why poverty has not fallen further in 
this boom. Another, more troubling, reason 
is that many poor families are not getting the 
public assistance to which they are legally 
entitled. Participation in food-stamp pro- 
grammes has fallen much faster than the 
poverty rate. As a result, only 40% of working 
poor families eligible for food stamps actu- 
ally receive them, and only about one-third 
of children eligible for Medicaid benefits get 
them. This is because poor families, once 
they are off welfare, are less visible and less 
tied in to public-assistance programmes, The 
result, however, can be that they fail toshake 
off poverty. Using a broad measure of pov- 
erty that includes the value of tax credits and 
non-cash assistance, the Centre on Budget 
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and Policy Priorities, a Washington think- 
tank, calculates that the average amount by 
which poor families fell below the poverty 
line was $245 higher in 1998 than in 1995. That 
depressing figure might, presumably, be im- 
proved if existing government assistance 
reached the people it should. 

The broader question is whether Amer- 
ica’s new strategy of targeting assistance 
overwhelmingly to the working poor should 
be judged a success. On the positive side, 
poor people are responding more power- 
fully to the incentives to work than many ex- 
perts predicted. The economic boom en- 
sures that they are able to find jobs. On the 
negative side, it is still much too hard for the 
poor to find, and hold down, full-time jobs. 

Noone yet knows what the long-term ef- 
fect will be on the children whose mothers 
have been made to go back to work; 20 states 
now require women to work when their 
childrem are under a year old. But perhaps 
the biggest, and as yet unknown, factor is 
how this approach will fare when the econ- 
omy slows, as one day it will. To test the effec- 
tiveness of America’s anti-poverty efforts, it 
may be necessary to count the number of 
people sleeping rough on Lower Wacker at 
the end of the next recession. 
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Rebel held 











Sierra Leone’s rebel leader, 
Foday Sankoh, who went 
missing a week ago, was cap- 
tured in the capital, Freetown, 
and handed over to the British 
forces. His rebels have released 
about half the 500 or so UN 
peacekeepers they are holding 
hostage. 


Robert Mugabe, Zimbabwe's 
president, called a parlia- 
mentary election for June 
24th and 25th. Don McKin- 
non, the Commonwealth’s 
secretary-general, said he 
thought fair elections were 
possible; the opposition said 
that this depended on ade- 
quate outside monitoring. The 
World Bank suspended new 
loans to Zimbabwe because of 
its failure to keep up with re- 
payments. 





In a fierce resurgence of their 
war, Ethiopian forces 
launched an offensive into 
Eritrea, Casualties were 
heavy. The un Security Coun- 
cil belatedly agreed on a one- 
year arms embargo. 


Demonstrations in the West 
Bank and Gaza, calling on 
Israel to release political pris- 
oners, turned violent, with 
some Palestinian policemen 
firing at Israeli soldiers. Five 
Palestinians were killed and 
hundreds were wounded; 15 
Israeli soldiers were injured. 


A Moroccan Islamist leader, 
Abdessalam Yassine, spiri- 
tual mentor of the largest, and 
still banned, Islamist opposi- 
tion movement, was released 
after more than ten years un- 
der house arrest without trial. 
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Family fortunes 


As Chen Shui-bian prepared 
to take office as Taiwan’s 
new president, he said that 
the Taiwanese and Chinese 
were “like brothers and sis- 
ters”. China, which insists that 
Taiwan is a rebel province, is 
suspicious of Mr Chen’s pro- 
independence past. 


Japan’s prime minister, Yosh- 
iro Mori, was accused of be- 
ing anti-democratic when he 
said that the country was “di- 
vine” and had the emperor at 
its core. After Japan’s defeat in 
the second world war, the em- 
peror formally gave up a 
claim to divinity for himself 
and his descendants. 


Indonesia’s currency fell to 
its lowest point for seven 
months; mobs attacked the 
property of Jakarta’s Chinese 
community, the usual scape- 
goats during economic trou- 
bles. In Ambon, the capital of 
the Moluccas, at least 17 peo- 
ple died in clashes between 
Muslims and Christians. 


Sri Lanka’s separatist Tamil 
Tigers refused an offer of 
peace talks with the govern- 
ment and claimed to be ad- 
vancing on the town of Jaffna, 
in the north of the country. 


Fatal fireworks 
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An explosion at a fireworks 
depot in the Dutch town of 
Enschede killed at least 20 
people and injured some 950 
others. Hundreds remained 
missing, Criminal investiga- 
tions were launched to exam- 
ine possible arson, and to see 











whether regulations on the 
storage of fireworks had been 
broken. Two days later, four 
workers were killed in an ex- 
plosion at a Spanish fire- 
works factory near Valencia. 


Germany’s Free Democrats 
surged into third place in an 
important state election in 
North Rhine-Westphalia, 
more than doubling their 
share of the vote. The Social 
Democrats came first, as be- 
fore, though the Christian 
Democrats, in their first seri- 
ous contest since Angela Mer- 
kel became their national 
leader last month, fared 
reasonably, 


Germany’s foreign minister, 
Joschka Fischer, called for full 
political as well as economic 
integration for the £u, with a 
federal government, a two- 
chamber parliament and a di- 
rectly elected federal presi- 
dent. He said he was speaking 
only “personally”. 


President Jacques Chirac ap- 
peared ready to back a con- 
stitutional change to shorten 
the term of France’s presi- 
dency from seven to five 
years, The plan, proposed by 
Valéry Giscard d’Estaing, a for- 
mer centre-right president, is 
supported by the Socialist 
prime minister, Lionel Jospin. 


Chris Patten, the European 
commissioner for external re- 
lations, launched an effort to 
clean up the £u’s spending on 
foreign aid. He catalogued 
misuse, incompetence and bu- 
reaucratic hold-ups in the 
handling of the Eu’s €10 bil- 
lion ($10.5 billion) aid budget. 


Russia’s president, Vladimir 
Putin, unveiled a plan to curb 
the power of his country’s 89 
regions and republics. 


Britain’s government said that 
30,000 acres of agricultural 
land had been planted acci- 
dentally with genetically 
modified seed. The seed, un- 
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wittingly imported from Can- 
ada, had also been used in 
other European countries. 


No guns, please 
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-S MARCH 
Tens of thousands of mothers 
and their families marched 
through Washington, DC, to 
demand stricter regulation of 
handguns. 


America’s Supreme Court 
threw out a law that allowed 
rape victims to sue their at- 
tackers in federal court, saying 
it was a matter for the states. 


Brush fires in New Mexico 
destroyed 17,800 hectares 
(44,000 acres) of forest and 
caused 25,000 people to be 
evacuated from their homes in 
and around Los Alamos, 
home of the atom bomb. 


Hipolito Mejia, a social demo- 
crat, claimed victory in the 
presidential election in the 
Dominican Republic. With 
almost all the votes counted, 
he was a whisker away from 
outright victory. 





Colombia’s president, Andres 
Pastrana, broke off peace talks 
with the Farc guerrillas after 
a particularly gruesome mur- 
der involving a necklace 
bomb. The rarc denied 
responsibility. 


Election observers expressed 
fears that the second round of 
Peru’s presidential elec- 
tion might be vulnerable to 
fraud, despite procedural im- 
provements. Alejandro Toledo, 
who is challenging President 
Alberto Fujimori, said he 

might withdraw. 
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| Terra nova 

Terra Networks, the In- 
ternet firm that is 70%-owned 
by Telefonica, Spain’s former 
telecoms monopoly, agreed to 
buy Lycos, America’s fourth- 
largest Internet portal, for $12.5 
billion. The Internet’s leading 
Spanish-language firm will ac- 
quire English content, which it 
hopes will enable it to make 
inroads into the world’s big- 
gest markets and improve its 
ability to exploit fast-growing 
Latin American markets. 
Shares in both Terra and Lycos 
fell sharply, as markets fretted 
about the deal. 








In a deal that brings together 
Europe’s leading online auc- 
tioneers, Britain’s OXL ac- 
quired German rival Ricardo, 
in an agreed takeover worth 
£627m ($935m). The combined 
company will have more than 
1.3m registered users in 12 
countries and be big enough 
to mount a realistic challenge 
in Europe to the American gi- 
ant, eBay. 








Boo.com, an ambitious Euro- 
pean online sports-goods re- 
tailer, has become the first big 
casualty of investors’ loss of 
confidence in business-to-con- 
sumer e-commerce. After get- 
ting through all but $500,000 
of the $135m it raised last year, 
Boo.com was unable to raise 
any more cash and called in 
the liquidators. 


A survey by Pricewaterhouse- 
Coopers of listed British 
dot.coms suggested that 

most may run out of cash in 
less than 15 months because of 
the high running costs of an 
Internet start-up. As compe- 
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tition from bricks-and-mortar 
firms intensifies, making 
break-even points ever more 
distant, the future looks 
gloomy for Britain’s new breed 
of entrepreneurs. 


Nina Brink, former chairman 
of a Dutch Internet service 
provider, World Online, ad- 
mitted links with five failed 
companies which had not 
been mentioned in a prospec- 
tus for World Online’s initial 
public offering in March. Ms 
Brink was forced to resign 
after revelations that she had 
sold shares in the firm before 
the ipo. Aggrieved investors 
are suing World Online and its 
backers. 


World securities regulators 
agreed at their annual tosco 
meeting to support a set of 
accounting standards pro- 
posed by the International Ac- 
counting Standards Commit- 
tee. This may make it easier 
for companies to list on any 
stockmarket with a single set 
of accounts. 


Britain’s government commit- 
ted itself more fully to Euro- 
pean defence industries by 
announcing orders worth £5 
billion ($7.5 billion). Britain 
will purchase Meteor air-to-air 
missiles from a European con- 
sortium rather than an off-the- 
shelf product from America’s 
Raytheon. It also conditionally 
ordered 25 4400M transport 
aircraft from Europe’s Airbus 
consortium. 


Package deal 


Germany’s Preussag, already 
Europe's largest package-holi- 
day company, hopes to get 
even bigger with its bid of £18 
billion ($2.7 billion) for 
Thomson Travel, Britain’s 
second-biggest. The bid 
topped an earlier offer of £1.3 
billion from C&N Touristic, 
a German rival. The combined 
company would be twice as 
large as its nearest rival, Brit- 


| aims Airtours. But the deal is 








still subject to approval by 
European Union regulators. 
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Shares in Compass, a British 
catering group, slumped by 
15%, shedding around £1 bil- 
lion ($15 billion), on news of 
an impending no-premium 
takeover by Granada, a lei- 
sure and media conglomerate. 
The shares fell by another 
4.5% when the deal was con- 
firmed. Compass’s sharehold- 
ers appear sceptical of Gra- 
nada’s plan to split off its 
media operations and create a 
separate catering group that 
would include its Meridien 
Hotel and Little Chef chains. 


In opening skirmishes in a bis- 
cuit war, rumour suggests that 
Philip Morris has offered 
$15 billion for Nabisco Hold- 
ings, a move designed to out- 
flank Carl Icahn, a financier 
who has long coveted the 
firm. He had offered $6.5 bil- 
lion for the 90% of Nabisco 
Group Holdings, owners of 
81% of Nabisco Holdings, that 
he does not already own. Sev- 
eral other companies, includ- 








ing Britain’s Cadbury, are in- 
terested in parts of Nabisco. 


Profits at Campbell’s, an 
American. soup and food com- 
pany, fell by 14% in the latest 
quarter, and the firm said the 
outlook was bleak. 


Marylebone Warwick 
Balfour, a British property 
company, bought Liberty, a 
loss-making London depart- 
ment store that had been in 
family ownership for 125 
years, for £72m ($107m). The 





company will spend £9m 





refurbishing Liberty’s flagship, 
a mock Tudor pile in central 
London, and concentrate on 
developing the Liberty brand. 


Pioneering spirit 
UniCredito Italiano, Italy's 
third-biggest bank, said that it 
would pay $1.2 billion for the 
Pioneer Group, an American 
mutual-fund company. Al- 
ready Italy’s biggest asset man- 
ager, the acquisition will give 
further credibility to UniCre- 
dito’s global ambitions. 








| 
| 
Inflation in the euro-zone fell | 
back below the European | 
Central Bank’s 2% ceiling, with 
prices in the 12 months to 
April rising 1.9%. In Britain the 
“rprx ” measure of inflation, 
which excludes mortgage-in- | 
terest payments, fell in April | 
to 1.9%, the lowèst since the se- | 
ries began in 1975. | 
| 
| 
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As expected, the Federal Re- 
serve raised America’s interest | 
rates by half a percentage | 
point to 6.5%, the highest rate l 
since 1991 and the first time 
that rates have been raised by 
more than a quarter point 
since 1995. The Fed also sig- 
nalled that it was by no 
means finished raising rates, 
as America’s economy contin- 
ues to surge ahead. 





Oil prices edged up towards 
$30 once again. Although opec 
lifted its production quotas in 
March, demand has grown as 
the world economy has con- 
tinued to boom. The cartel is 
likely to come under pressure 
to increase quotas again at its 
next meeting in late June. 
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A Healthcare Market for 
Europe? 


By Eckhard Knappe 
hy do healthcare systems in Europe 


run contrary to the model of a 

common European market? The main 
reason is that they are largely organised as 
national redistribution systems, funded by 
tax-finanee or wage related premiums. Such 
systems can never open themselves up to the 
European market, and are unlikely to survive 
for very long in this form. 

Most economists would say it is an advan- 
tage if a sector is growing. But that is not the 
way Eurepean policy makers view healthcare. 
With the exception of Switzerland, we currently 
treat the expansion of the health sector as a 
crisis, instead of a positive chance for wealth, 
income growth and employment. 

Nearly all EU countries operate healthcare 
cost containment policies even as their health- 
care systems struggle with expenditures that 
are rising much faster than either tax revenues 
or wage incomes. To fight the growth of the 
healthcare sector, governments intervene with 
price regulation, budgeting, or barriers to entry 
for national and foreign providers. These pol- 
icies have had little success. In Germany, for 
example, a new cost containment law has been 
passed every four years but at the same time 
expenditures have been growing significantly 
faster than GDP or even wage incomes. 

Demographic changes virtually assure that 
cost containment measures won't work any 
better in the future. Birth rates are declining 
everywhere in Europe. The result will be both 
a decline of the whole population and a signifi- 
cant increase in the dependency rate. 

If the healthcare systems now funded by 
wage income are to keep pace with rising 


expenditures, the contribution ratio in coun- 









tries like Germany or France could double by 
2040. In tax-based systems, the erosion of rev- 
enues would be even more severe. 

To avoid the vicious circle of cost contain- 
ment policies and escalating premiums Europe 
needs a self-steering system that requires no 
permanent government intervention. Such a 
system can only be based on market com- 
petition between health insurers. 


We currently treat the 
expansion of the health 
sector as a crisis, instead 
of a positive chance for 
wealth, income growth 


and employment 
There are sound economic arguments 















































for turning to competition. International trade, 
after all, is one of the most important sources 
of growth, productivity and innovation. 

But now there is also a legal argument 
for competition. The European Court of Justice, 
in arecent ruling, reminded government pol- 
icy makers that national welfare and health 
policies must not contradict the common market 
agreement on free trade and free movement 
of capital and labour. 

Indeed, a competitive health care market 
is not entirely foreign to Europe, To some ex- 
tent, one already exists in the field of pharma- 
ceuticals and medical devices. In these sectors, 
Germany, for example, has export rates which 
are double the economic average. This is a real 





success story. The existing system is far from 
perfect, however. Price regulations on pharma- 
ceuticals in some EU countries, for example, 
have led to absurd parallel imports. The medical 
device industry, meanwhile, faces unpredictable 
admission procedures for statutory health 
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insurance, Despite these problems, pharma- 
ceuticals and medical devices are bought and 
sold in a world-wide competitive market. 

The situation is entirely different when it 
comes to doctors and hospitals. New practit- 
ioners, especially doctors from abroad, are com- 
pletely blocked from seeing patients anywhere 
they want. And European patients have very lim- 
ited access to medical services in other countries. 

Lifting such regulations isn't enough. A 
common market in healthcare would require 
free international trade in insurance services. 
That won't be possible as long as insurance 
companies are financed by employers and em- 
ployees making mandatory payments. 

A truly competitive European healthcare 
market would rely on risk-related premiums 
paid to insurers who compete with one another 
in every European country. Guaranteeing cover- 
age for these with high risks or low Incomes 
could be achieved through a compulsory basic 
insurance plan for everyone with subsidies 
transferred through the tax system. In the long 
run, health systems can only beceme com- 
patible with the market if they change from 
central political planning to a market system, 
with competition among insurance companies 
and free choice of contracting between the insur- 
ance companies and the providers. Only then 
will a European healthcare model emerge which 
is equipped to care for us in the 21st century. 
Eckhard Knappe is a Professor at the University of 
Trier. This article is excerpted from a paper Prof. 
Knappe contributed to a forthcoming book, Reinventing 
Healthcare in Europe, published by the Stockholm 
Network, a consortium of European think tanks 
(www. stockholm-network, org). To order the English- 
language edition, please contact the Sovial Market 
Foundation in London at 11 Tafton Street, London 
SWIP 3QB, tel. +44-20-7222 7060, 
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Chen warms up the Chinese 


motherland 


TAIPEI 


Taiwan’s new president takes a cautious line with the mainland 


HINA’S Politburo will probably sit 

down and watch a little television on 
May 20th. From the other side of the Taiwan 
Strait, they will see Chen Shui-bian inaugu- 
rated as the island’s president in the first 
peaceful transfer of power in China’s his- 
tory. Yet the mainland’s rulers have made it 
plain that the peace may not last. Stories 
have already been planted in the Hong Kong 
press of military exercises designed to dis- 
comfit the Taiwanese. China’s leaders have 
warmed Mr Chen that, if he so much as hints 
at declaring independence, then “disaster” 
awaits Taiwan. His inaugural speech, the 
Chinese demand, must reaffirm the “one 
China” principle the Communists hold so 
dear and lay out how Taiwan is to re- 
turn to the motherland. 

On that, at least, China’s rulers will 
be disappointed. Only a small part of 
Mr Chen’s speech will deal with rela- 
tions with China. Even then, say the 
new president’s advisers, don’t expect 
half a century’s animosity to be swept 
away in an afternoon. As for the one- 
China policy, Mr Chen himself has 
made it clear: Taiwan is prepared to 
discuss this with China as one of many 
topics, but certainly not as a “princi- 

“ple”, a precondition for talks to begin. 
How, otherwise, could Taiwan negoti- 
ate with equality? 

Yet the members of the Politburo 
may still rise from their armchairs rea- 
sonably satisfied with Mr Chen, a for- 
mer advocate of Taiwanese indepen- 
dence. He says he wants to reduce 
tensions and reopen channels of com- 
munication. He has already made 
abundant gestures of goodwill—con- 
cessions, complain some members of 
his fellow Democratic Progressive 
Party (ppp). Mr Chen has affirmed that 
the island’s formal name, the Republic 
of China, along with its flag and na- 
tional anthem, are to stay. No referen- 
dum on independence will be put to 
the people, although that is what his 
party platform calls for. And he has 
quietly dropped the “special state-to- 
state” formula with which the outgo- 
ing Nationalist president, Lee Teng- 
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hui, enraged the Chinese last year. He will 
also keep the Nationalists’ guidelines on uni- 
fication. Unlike Mr Lee, he advocates closer 
economic ties with China, and supports 
swift action on the “three links”: direct com- 
merce, communications and transport. 

All this may have upset some ppp mem- 
bers, but initially at least it has met popular 
support and assuaged the concerns of many 
Taiwanese, who feared they, or their coun- 
trymen, might have chosen a firebrand as 
president. Mr Chen won just 39% of the vote 
in the election on March 18th. His approval 
rating is now over 80%, according to the prr’s 
polls, It is so high that the party does not 
want to publish the figure, knowing that in 





Chen sends good vibes, too 


time MrChen’s ratings are certain to fall. 

The new president has also been skilful 
in assembling the team that will deal with 
China. There is a blend of old and new. Tang 
Fei, a former defence minister for the Nation- 
alists, will be his prime minister in a coalition 
government. Lee Yuan-tseh, a Nobel-prize 
winner and one of the most respected men 
in Taiwan, will probably chair meetings on 
China policy. Mr Lee’s national security ad- 
viser becomes the deputy defence minister. 
Tsai Ing-wen, who negotiated Taiwan's 
application to join the wro, becomes the 
chairman of the Mainland Affairs Council. 
Koo Chen-fu, who, like Mr Tang, is respected 
in Beijing, stays on as the chief negotiator. 

Given the warm vibes Mr Chen is send- 
ing across the Strait, the Chinese should real- 
ise that they would look merely churlish 
were they to rant too much. That may be one 
reason why the rumoured military exercises 
and missile threats, of the kind China carried 
out in 1995-96, have not yet materialised and 
may notsoon. Despite the stories in the Hong 
Kong press, there are few signs of military ac- 
tivity on the mainland, and Taiwan ison nor- 
mal military alert. Another reason is 
that the American Congress is about to 
vote on a proposal to grant China per- 
manent normal trading relations, in ef- 
fect approving its membership of the 
World Trade Organisation (see page 
45). The Communists need to be on 
best behaviour. 

And after? A few straws in the 
wind suggest that the Chinese are at 
least thinking of ways to break the im- 
passe. The Washington Post recently 
reported that Chinese officials have 
thought about a possible role for 
American mediation and even dis- 
cussed it with American officials. That 
idea conflicts with China’s obsessive 
insistence that Taiwan is an “internal” 
affair. Moreover, most American poli- 
cymakers believe that such an involve- 
ment would bring nothing but peril. So 
the idea is unlikely to fly. In private this 
week, China’s top negotiator, Wang 
Daohan, flatly ruled out a role for the 
United States. 

However, his deputy, Tang Shubei, 
now suggests that accepting the one- 
China principle is compatible with 
Taiwan’s insistence on negotiating on 
the basis of equality, rather than as a 
mere province of China (something 
the island will never accept). In es- 
sence, China looks likely to revive the 
formula concocted in 1992 for talks in 
which both sides accepted that there 
was but one China, but agreed to dis- 
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ASIA 
agree about whatexactly that meant. 

This kind of ambiguity may not be ac- 
ceptable to Mr Chen’s administration. One 
of his advisers says, “We don’t know how 
much risk we're running in accepting that 
position.” His concern is that, once talks be- 
gin, China may no longer have the patience 
for such creative ambiguity, and Taiwan 
may be bounced into accepting China’s defi- 
nitions. Another solution must be found, 
says the adviser, to accommodate both the 
idea that there is only one China and the fact 
that there are in reality two Chinese states. 

Even if all goes well, a solution will take 
months or, more probably, years of debate. 
That is why, the Taiwanese argue, it is better 
to concentrate on tangible matters first, such 
as trade, investment and reliable channels of 
communication, and leave the theology un- 
til later. The trouble, of course, is that China’s 
rulers risk becoming prisoners of their own 
propaganda. Ordinary Chinese have been 
led to expect results on Taiwan, and they 
seem to want them fast. 

— = 





Indonesia 
The jitters return 


Problems mount for Indonesia’s new president 


MID growing social unrest, rising politi- 
cal tensions and nagging doubts about 
the economy, Indonesia has seen its cur- 
rency tumble in a way eerily reminiscent of 
the slide that preceded the downfall of Presi- 
dent Suharto two years ago. In the past two 
weeks, the rupiah has fallen to its lowest 
point since the government of Abdurrah- 
man Wahid took power seven months ago. 
Indonesia’s democratically elected presi- 
dent had seemed to be getting on top of 
many of his country’s problems. But its econ- 
omic ones still make people nervous. 

On May 13th, the ethnic-Chinese com- 
munity in the capital, Jakarta, got another 
taste of what economic turmoil means for 
the country. Two years after the riots began 





Waiting to explode in Laos 


VIENTIANE 


poen Laos has the distinction of being 
one of the most heavily bombarded 
countries on earth. During the Vietnam 
war, America dropped some 2m tonnes of 
explosives along the Ho Chi Minh Trail in 
the jungles of eastern Laos, flying an aver- 
age of one bombing mission every eight 
minutes around the clock for nine years. 
Up to 30% of the bombs came to earth 
without going off. They are slowly being 
cleared with the help of foreign experts. 
Although the work is far from finished, 
the foreigners are being asked to leave. 

Unexploded bombs maim or kill over 
200 people a year, and prevent the cultiva- 
tion of vast areas of land. Villagers often 
discover American-made soolb and 
1,000lb blockbusters. Millions of “bom- 
bies”—tennis-ball-sized devices from 
American cluster bombs—lurk in topsoil 
and bamboo thickets, along with hand 
grenades and mortar and artillery shells. 

A Christian group, the Mennonite 
Central Committee, began to help Laos 
start clearing bombs in the 1970s. In time, 
the United Nations set up a scheme, uxo 
Lao, through which foreigners were to 
work with some 1,000 local trainees. 

Why are the foreigners being asked to 
leave? Mainly because the government 
wants to show its socialist self-sufficiency. 
For its part, the un would like to create a 
sustainable local bomb-clearance pro- 
gramme before its scheme ends in 2002. 
Yet some people say the locals are not yet 
skilled enough to continue the job. 











Such toys come cheap 


Whereas a European military bomb-dis- 
posal officer is given four to seven years of 
training, his Lao counterpart has a mere 
nine weeks. Moreover, most of the locals’ 
training has been in clearing landmines, 
which represent just 4% of the explosives 
in Laos. The government has, however, 
chosen a new contractor to give the locals 
advanced training in bomb-disposal 
techniques. They will have no shortage of 
work. 
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that toppled Mr Suharto, the mobs returned 
to the streets of the main Chinese business 
district, smashing up buildings and fighting 
with riot police. The Chinese, who are seen 
as relatively well off, are traditional scape- 
goats in times of trouble. 

More images of a violent Indonesia 
beamed around the world are not what Mr 
Wahid needs as he tries to talk up economic 
recovery and foreign investment. Outside 
Jakarta, the provinces remain restless. Even 
though he has secured a ceasefire with the 
separatist guerrillas in Aceh, and a trial has 
taken place of troops involved in a massacre 
there last year (see box on next page), many 
Acehnese said this week that the sentences 
were too light. Fresh violence has also broken 
out between Muslims and Christians in the 
Moluccas, a chain of islands where thou- 
sands have already died in religious vio- 
lence. The police said at least 17 people were 
killed in fighting in the provincial capital, 
Ambon, on May 17th. 

The president’s “rainbow” cabinet, 
drawn from the spectrum of Indonesian 
politics, has grown increasingly fractious of 
late, especially after recent sackings. Some of 
these sackings were said by the government 
to have been necessary because of allega- 
tions of corruption. Others have been the re- 
sult of political manoeuvring by Mr Wahid 
in an attempt to gain the upper hand. 

Mr Wahid has placed allies in many po- 
sitions, but the recent appointment of his 
younger brother, Hasyim, as an “expert ad- 
viser” to the Indonesian Bank Restructuring 
Agency has brought accusations of a return 
to the nepotism common during the Suharto 
era. Mr Wahid junior is the head of the civil- 
ian militia of Indonesia’s largest Muslim 
organisation; that is not the sort of post usu- 
ally associated with financial advice. He has, 
though, indicated his role will be that of an 
“arm twister” in order to get debts repaid. 

The president's own financial advice has 
added to the confusion. Although officials 
and some members of his cabinet have said 
that Indonesia must not get involved in try- 
ing to shore up the rupiah, Mr Wahid has 
said the government should act. Some peo- 
ple thought he might have a plan to intro- 
duce some sort of capital controls, as Malay- 
sia did. But the ımF would not have liked 
that. On May 17th, the Fund agreed to the re- 
lease of a long-delayed $400m loan. This 
broughta little respite to the currency. 

Nevertheless, earlier predictions that the 
rupiah would strengthen toas much as 6,000 
to the dollar this year are looking unduly op- 
timistic. This week it had fallen to around 
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JAKARTA 


HE massacre last July was like many 

others that have taken place in the In- 
donesian province of Aceh. Soldiers shot 
dead 57 people they believed belonged to 
a separatist movement. The one difference 
this time was that the killings were fol- 
lowed by a trial. On May 17th, 24 soldiers 
were sentenced to prison for up to ten 
years. The sentences were some of the 
heaviest punishments ever given to Indo- 
nesia’s soldiers. A civilian who was said to 
have informed against the murdered peo- 
ple received an eight-year jail term. 

Even so, the local people were not 
pleased with the result. Some said the 
guilty men should have been sentenced to 
death. There are doubts about whether 
they will serve their sentences. The sol- 
diers’ defence was that they had acted un- 
der orders, and they have appealed. Ob- 
servers pointed out that the officer who 
had ordered the massacre had disap- 
peared.Some people called for those in Ja- 


Justice, of a kind, comes to Aceh 

























karta who had sent the soldiers to Aceh to 
be prosecuted. 

The trial took place only after many 
delays, and was held before a panel of 
both civilian and military judges. The sen- 
tences they pronounced were heavier 
than the six years demanded by the pros- 
ecution but far short of the 20 years they 
could have passed. Indonesian campaign- 
ers for law reform say the trial should have 
been delayed until it could have taken 
place before a human-rights court. The In- 
donesian parliament is at present consid- 
ering legislation to set up such courts. 

The Aceh trial, it is felt by some, may 
set an unwelcome precedent for the hun- 
dreds of human-rights cases pending, 
some of them arising from last year’s vio- 
lence in East Timor. But the government, 
widely regarded as weak, is anxious to 
show that it is on the side of justice. And 
justice it has delivered, however rough 
and ready it may appear. 





8,500 (see chart). In the giddy days before the 
Asian financial typhoon struck in 1997, the 
rupiah stood at about 2,400. The stockmark- 
et has also lost all its gains since Mr Wahid 
came to power. 

Optimistic forecasts are being revised. 
The government's official estimate is that 
economic growth this year will be less than 
half the 4% predicted earlier. One of Mr Wa- 
hid’s economic advisers has blamed squab- 
bling among politicians for hurting the econ- 
omy and frightening away potential foreign 
investors. The president's own, often contra- 
dictory, remarks have not helped either. Nor 
have the comments of some of his cabinet 
colleagues. In what many saw as a sign of a 
growing rift, Kwik Kian Gie, Indonesia’s eco- 
nomics minister and a leading member of a 
rival party, recently questioned the wisdom 
of investing in Indonesia. Mr Kwik later 
backtracked, saying he had meant only that 
he understood why foreign investors were 
wary. Many may remain so. 
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Pakistan 


All according to 
the law 


LAHORE 


UNNING Pakistan is not getting any eas- 

ier for Pervez Musharraf, the army gen- 
eral who now calls himself the country’s 
chief executive. These are some of the pro- 
blems landing on his desk. Shopkeepers 
went on strike this week after a trader died 
while in the custody of tax officers in Faisala- 
bad. The shopkeepers were already upset 
over reports that a sales tax will be imposed 
in the budget next month. Mr Musharraf 
would like to pacify them but in this matter 
he is powerless: the imF wants the tax as one 
of its conditions for a new loan. Other traders 
are reaching for their guns in North West 
Frontier province. They are furious over a 
plan to halve Pakistan’s duty-free trade with 
Afghanistan, which is at present worth some 
15 billion rupees ($290m) a year. 

The mullahs are festering too. In April, 
bowing to demands by human-rights 
groups, the government made it harder to 
abuse the procedure for lodging complaints 
under the country’s blasphemy law, which 
is usually invoked against Christians and 
Hindus. The Islamists protested strongly, 
and this time Mr Musharraf acted: he can- 
celled the planned change in the law. He 
may regret his weakness. Extremist groups 
will be encouraged to make trouble, espe- 
cially in the part of Kashmir held by India. 


ASIA 
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Musharraf stays boss, at least till 2002 


The general has had one bit of cheer. The 
Supreme Court has declined to chide him for 
overthrowing the elected government of Na- 
waz Sharif in October. In a ruling on May 
2th, the court accepted that a “constitu- 
tional deviation” had taken place in pursuit 
of rather noble objectives, such as economic 
reform and the bringing to book of corrupt 
politicians, bureaucrats and businessmen. 
The 12 judges based their ruling on the prin- 
ciple of salus populi ex supreme lex (the wel- 
fare of the people is the supreme law of any 
land), words perhaps more familiar to Euro- 
pean lawyers than Pakistanis. 

Still, the general was not quibbling. Pre- 
sumably, he could suspend such rights as 
freedom of speech and freedom of associa- 
tion, if he could claim that the actions were 
in the interests of the people, and subject 
only to the court's power of judicial review. 
The court was not being inconsistent in its 
support for the general. The “doctrine of 
state necessity” had also been invoked to 
validate the coups of 1958 and 1977. 

The court took the view that “there was 
no other way to remove a corrupt govern- 
ment except through the intervention of the 
armed forces”. Mr Sharif’s supporters claim 
that this contention prejudices Mr Sharif’s 
pending appeal in the High Court against a 
decision by an anti-terrorist court that has 
sentenced him to life imprisonment. He was 
convicted on a number of charges in connec- 
tion with his sacking of Mr Musharraf as 
army chief, the action that triggered the 
coup. Mr Sharif’s lawyers have pinned his 
defence on the argument that no charge of 
corruption has been proved against Mr Sha- 
rif, and as prime minister he was within his 
constitutional rights to sack Mr Musharraf. 

Nevertheless, the uncertainty about the 
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regime's legitimacy is over, atleast in the eyes 
of the law. The junta has been empowered to 
deal effectively with the myriad problems 
facing Pakistan without having to worry 
about tiresome court battles. So there is no 
room for excuses any more. But in one re- 
spect the Supreme Court was not friendly. It 
directed Mr Musharraf to hold a general 
election by the end of 2002. This has not gone 
down well with the regime. Several of Mr 
Musharraf's fellow generals said the time al- 
lowed before an election was “too short” in 
view of their grand objectives. 
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Malaysia 


Mahathir’s 
worrles 


KUALA LUMPUR 


NLIKE some of his associates, Mahathir 

Mohamad, the prime minister of Ma- 
laysia, rose to power largely on merit and the 
quality of his ideas. Since reaching the top, 
patronage and ruthlessness have helped 
him stay there. But Dr Ma- 
hathir clearly sees a differ- 
ence between his own 
brand of “strong leader- 
ship" and the dubious prac- 
tices of others in power.On 
May 11th, at the annual con- 
gress of his party, the Un- 
ited Malays National Orga- 
nisation (UMNO), he spoke 
of “greed and corruption”, 
and asked what had hap- 
pened to the party’s ideals. 

Talk about greed and 
corruption in government 
is commonplace in Malay- 
sia. But perhaps only Dr 
Mahathir has the absolute 
confidence to speak of it in 
public, even if he is denouncing it: that, after 
all, confirms its existence. In recent months, 
he has easily disposed of possible challeng- 
ers to his leadership of uMNo, the largest 
party in the ruling coalition, which carries 
with it the job of prime minister. After 19 
years in power, he remains the master politi- 
cian. That being so, he was hurt when, at the 
general election last November, many Ma- 
lays abandoned umno and instead voted 
for pas, an Islamist party. 

It is questionable whether most Malays 
want the mullahs of Islam to have more 
influence in their daily lives, at the expense 
of the pleasures of secularism. Thus the ap- 
peal of pas is a limited, but persuasive, one: it 
promises honest government. In any event, 
it is now the largest opposition group in par- 
liament. More significantly, it controls two 
states in the north-east, Terengganu, which it 
won in November, and Kelantan, where it 
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has been in power since 1990. 

Dr Mahathir said that his remarks would 
upset some in UMNO. 

But it is better that I incur the wrath of the dele- 
gates here, rather than cause the people to hate 
UMNO and consequently to reject it. Corruption 
and greed must be exposed and eradicated. 

The wrath of the delegates may not 
bother the doctor so much as his real enemy, 
which is time. He is 74 and has said that this 
will be his last term as prime minister. Many 
of the people around him, whether or not 
they are greedy or corrupt, have benefited 
from government patronage, and will not 
willingly see it brought to an end. They will 
hope for a successor who will be tolerant of 
their sins. Being rich may be aconsolation for 
being hated. 

Away from the confines of the party con- 
gress, Dr Mahathir was more relaxed as he 
turned to the wider world, and in particular 
to his old sparring partner, Australia. In an 
interview on Australian television, shown 
this week, he claimed that Australia was act- 
ingas a bully to other countries in the region. 
The Aussies had turned on Indonesia now 
that it was weak, said Dr Mahathir, presum- 
ably referring to Australia’s role in leading 





— ai -_ 
No one does it like Mahathir 


the intervention force in East Timor last year. 
And they should not try to teach Malaysians 
how to run their country. On that, anyway, 
all Malaysians, whatever their concerns, 
were probably in agreement. 


South Korea 


When friends 
irritate 


SEOUL 


664 7ankee, go home” was the not very 

original advice on the placard ata rally 
on May 16th near the American embassy in 
Seoul, South Korea’s capital. Although many 
South Koreans still reckon that the 37,000 
American troops stationed in their country 


are the best deterrent against the invasion 
that communist North Korea habitually 
threatens, the American presence has be- 
come controversial. 

A host of issues are involved. Mostly 
they reflect a sense that South Korea is notaf- 
forded the degree of respect that Americans 
give their hosts in Japan. For one thing, when 
three American soldiers raped a Japanese 
schoolgirl in 1995, Bill Clinton apologised 
personally. Rapes and murders committed 
by American servicemen in South Korea 
usually receive little attention from the 
White House, say the critics.Some people be- 
lieve the Status of Forces Agreements that 
govern American troops in countries over- 
seas give preferential treatment to Japan. 
Some South Korean civic groups want to re- 
vise theirs. America promised to review the 
agreement in 1995, but little has yet come of it. 
The difficulty, according to a foreign-minis- 
try official, is that America wants to change 
as little as possible, whereas South Korea 
wants a comprehensive revision. 

A recent training accident sparked the 
protest this week. As a result of what was de- 
scribed as a “technical problem”, an Ameri- 
can jet operating on the Koon Ni bombing 
range in the south-west of the country acci- 
dentally dropped several bombs in the sea 
near a small village. They caused some inju- 
ries and damaged property. After protests 
from local residents, the American forces 
agreed to a temporary suspension of their 
training programme. They also said they 
would set up a joint investigation with the 
South Korean defence ministry. 

The locals complain they suffer con- 
stantly from training and demand com- 
pensation. They also want the bombing 
range to be moved elsewhere, especially 
since a former American pilot said depleted 
uranium bullets may have been used at the 
range and people should not touch any stray 
bullets they find. Some South Koreans want 
America to pay for all the land occupied by 
its forces, which amounts to 2.5% of the coun- 
try. In 1988 America agreed to move a base in 
the centre of Seoul, but only if the govern- 
ment provided a new home for it, which it 
has yet todo. 

Since 1991, South Korea and the United 
States have shared the cost of keeping Amer- 
ican troops in the peninsula. This year the 
government has set aside $354m for the pur- 
pose. That is unfair, complain many South 
Koreans, because America is there not only 
to protect the South from the North but also 
to protect its own interests and those of oth- 
ers in this part of the world. 

If the anti-American sentiment is al- 
lowed to fester, it could damage the prepara- 
tions for the unprecedented summit be- 
tween North and South Korea next month. 
Any rift with America will certainly be ex- 
ploited by the North to try to get an advan- 
tage over its two capitalist enemies. 

s 
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NWA eis Proven partnership. 


Five banks with a European heri- 
tage, including Generale Bank and 
MeesPierson, have joined forces 
under a new name: Fortis Bank. 
You too can benefit from the long- 
standing experience and expertise 
of the new Fortis Bank. Our core 
activities range from financial mar- 
kets to trade finance, corporate 
banking to investment banking, 
asset management and informa- 
tion banking. So for flexible solu- 
tions, information and advice you 
a can now rely on a new relationship 


with a proven, solid partner. 


For more information, visit our 
website at www.fortisbank.com 


or e-mail info@fortisbank.com 


FORTIS 
BANK 


Solid partners, flexible solutions 
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Create a new business in the e-services marketplace. Launch your great idea into a world of millions of other great ideas to spark even greater ideas. 
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Confounded by China 


WASHINGTON, DC 





Why is Congress so divided over whether to normalise trade? 


TIS, by common consent, the most impor- 

tant trade vote in Congress since the ap- 
proval of the North American Free-Trade 
Agreement in 1993. Admittedly, it hardly 
looks that way. When the House of Repre- 
sentatives decides, next week, whether to 
give China most-favoured-nation trading 
status on a permanent basis (PNTR, in the jar- 
gon), very little will change. China will enter 
the World Trade Organisation whatever 
happens. And America is not being asked to 
cut its tariffs one jot. 

But this vote will dictate the terms under 
which the $100 billion trade between Amer- 
ica and China is conducted. It will influence 
how far American companies will share in 
the modernisation of the Chinese economy 
that wro membership is likely to inspire. It 
will determine whether American negoti- 
ators are involved in the final few discus- 
sions over the terms of China's wto entry. 
And as if all that were not enough, the vote is 
one of the most important national-security 
decisions for many years. If America and 
China are left at odds on trade, this will be- 
devil resolution of other urgent problems— 
over Taiwan and the deployment of a mis- 
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sile-defence shield—that need attention. 

The vote is a cliff-hanger. To pass or de- 
feat the bill, 218 votes are needed. At the mo- 
ment, neither side has them. On the most re- 
cent formal count by Congress Daily, 167 
members of Congress are in favour, 160 are 
against and 108 are undecided, Informal, and 
more accurate, tallies suggest that both sides 
have nearly 200 votes and the real pool of 
undecideds is nearer 40. 

On May 17th, heavy votes in favour of 
the bill in both the House Ways and Means 
Committee (34-4) and the Senate Finance 
Committee (18-1) seem to have persuaded 
some of the waverers. But many are still un- 
sure. Some support the bill on its merits, but 
worry about the reaction of their constitu- 
ents and so are taking time to screw up the 
courage to vote for it. David Dreier, one of the 
leading Republican supporters of the bill, 
says he reckons that 150 members of his 
party will vote for it. That is the number of 
Republicans who voted for annual renewal 
of China's trade status last year. 

His fellow-Californian, Robert Matsui, 
who is organising support for the measure 
among Democrats, says he has over 60 votes 


lined up and hopes to get nearer 70. If so, the» 
bill would squeak through. But in reality the 
vote is soclose that any calculations could be | 
easily overturned. D ol 
leading  Democr: 
two-thirds of his. pa 
more than oppos 
the China trade bill 
The evenness 











24% to. 9% by 
2005; eliminate import quotas and licences; 
open upitsretail market by allowing foreign- 
ers to set up wholly-owned distribution and 
sales subsidiaries; allow minority foreign 
awnership of telecoms companies and se- 
curities houses; and stop discriminating 
against foreign banks. In return, America 
would give up nothing but its ability to im- 
pose unilateral trade sanctions. i 

The forces of persuasion have been no 
less one-sided. For once, no one can accuse ` 
President Bill Clinton of ignoring a foreign- 
policy matter. He has set up a “war room” to 
tally support for the bill, modelled on the | 
one that oversaw the relentless effort to win 
the 1992 election. He will meet face to face > 
with all the undecided congressmen. Lasti 
week, he gathered together virtually every-. 
one who-was anyone in the conduct of for- 
eign policy for the past quarter-century: for- 
mer presidents, former secretaries of state, 
former secretaries of commerce, even a long 
serving former Senate leader, Mike Mans- ` 
field, still sprightly at 97. On the same day, 
the opponents of the China bill staged a rally 
starring no one more lustrous than Goldie 
Hawn, an even sprightlier actress. ; 

Both John Sweeney, the head of the Art- 
cio; the main union federation, and his op- 
posite number at the us Chamber of Com- 
merce, Tom Donohue, have promised todo 
whatever it takes to swing the vote their way 
Both have been as good as their word. Th 
difference is that business groups have o 
spent unions by about ten-to-one and have 
inundated congressmen with visits and 
meetings in their own districts. You cannot 
throw a brick in the Capitol these days with- 
out hitting two or three business lobbyists. 

Hence the intriguing question: why, de= 
spite this overwhelming preponderance of 
influence, money and argument, is the 
China vote so close? 

Much of the Republican opposition to 
the bill is driven by political concerns. over: 
national security and human. tights. The. 
Central Intelligence Agency and the Penta- 
gon have been giving congressmen briefing 


























Doppelganger 
Al Gore will provide the voice-over for a 
cartoon version of himself in the season fi- 
nale of the Fox comedy, “Futurama”. He 
will lead a team of “Action Rangers”. 
New York Times, May 16th 

kak 
Pet of the Week 
Not content with replacing Bill Clinton in 
the White House, presidential candidates 
are lining up their replacements for the 
presidential pets, Buddy the labrador and 
Socks the cat. George W. Bush owns a span- 
ie] named Spot and twocats. MrGore owns 
two dogs, Daisy and Shiloh, while Pat Bu- 
chanan, the Reform Party candidate, owns 
acat called Gipper who apparently “brings 
out Pat's softer side”. 











Spat of the week 
Mr Gore attacked Mr Bush for proposing 
that some Social Security contributions 
could be invested in the stockmarket. Mr 
Bush then accused Mr Gore of hypocrisy, 
pointing out that the vice-president invests 
in the stockmarket himself. Mr Gore's of- 
fice denied this, forgetting that Mr Gore 
manages his mother’s trust fund which 
owns stock in Occidental Petroleum. The 
Bush camp also pointed out that Mr Gore 
would probably inherit this. 

wk 
Soft touch 
The national Republican and Democratic 
Party committees jointly raised $160m in 
“soft money” between January 1999 and 
March 2000. This compares with $84m 
during the last presidential election. Soft 
money is supposed to be used for “party- 
building”, not for individual campaigns. 
And candidates might fly. 

eek 
Pollof the week 
A New York Times/cas News poll found 
that a surprisingly high 39% of voters 
thought Mr Gore and Mr Bush “more hon- 
est” than other politicians. The same poll 
found that Americans trusted Mr Gore 





that explain, in detail, how China is using its 
export eamings to upgrade its weapons sys- 
tems. Coming at a time of tension between 
China and Taiwan, and not long after last 
year’s revelations of Chinese spying in 
American nuclear laboratories, the impact 
has been considerable. Several free-trading 
Republicans, who voted for annual renewal 
of Chinese trade, have come out against 
PNTR On national-security grounds. 

At the same time, China’s deteriorating 
record on human rights—detailed in a recent 
report by the State Department—has galva- 
nised a group of Republicans for whom 
moral and religious questions trump busi- 
ness arguments. Most of the main organisa- 
tions of the religious right, such as the Family 
Research Council, once run by Gary Bauer, 
are strongly against trade with China. 

But the bigger explanation for the persis- 
tent strength of the opposition has nothing 
to do with the merits of the argument or na- 
tional debate at all. All politics, as a former 
Democratic speaker once said, is local. Many 
Democratic congressmen, including some 
who accept the intellectual arguments for 
PNTR, Will still vote against it because this is 
election year and they are relying on union 
members, rather than businessmen, to sup- 
port them in close races. The last time there 
was a comparable decision, over NAFTA in 
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1993, the free-traders won because some 
Democrats defied the unions and voted 
along with Republicans in favour of the bill. 
The next year, the Democrats lost control of 
the House for the first time in 40 years. No 
amount of argument or business money can 
change the power of that example, or alter 
the fact that labour has made defeat of the 
China bill its top legislative priority. 

So what, if anything, might change the 
debate in its final days? One possibility is a 
bipartisan bill sponsored by Sandy Levin, a 
Democrat, and Doug Bereuter, a Republican, 
to set up what they call a “Helsinki-style” 
commission, with members drawn from 
both houses of Congress and from the ad- 
ministration, to report each year on Chinese 
human rights. Opponents condemn this as 
toothless, but it might give wavering Demo- 
crats the figleaf they need to vote in favour. 
So might an unusual recent development: 
the emergence of a number of dissident 
voices inside China supporting pntr. (This 
is significant because such voices are being 
heard for the first time: most exiled Chinese 
dissidents in America have condemned the 
proposal.) But the vote remains on a knife- 
edge. It will be won, or lost, one congressman 
ata time. And, if it fails, the world will be left 
to pick up the pieces. 


more on issues such as Social Security, 





health care and education; but they liked 
Mr Bush more and felt he had “strong lead- 
ership qualities”. 










kkk 
Riposte of the week 
Mr Gore, reacting to charges that his cam- 
paign was drifting, told reporters on Air | 
Force Two that the polls did not “mattera 
hoot”, since voters were paying no atten- 
tion to the race. 
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Veepstakes 
Lee Sigelman and Paul Wahlbeck, profes- 
sors at George Washington University, | 
have given statistical measures tothe likely | 
vice-presidential candidates. Their favour- | 
ites: for Mr Gore, Senator Dianne Feinstein | 
of California, at 60.4%; for Mr Bush, Gover- | 
nor George Pataki of New York at 64.3%. | 
| 
| 
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Social Security 
Dubya’s good 
Start 


WASHINGTON, DC 


EORGE W. BUSH did something pretty 
bold this week: he touched the infa- 
mous “third rail” of American politics, Social 
Security reform. In a speech at an old folks’ 
centre in California on May 35th, Mr Bush 
laid out broad principles for revamping 
America’s pay-as-you-go public pension 
system: a system that will pay out more in 
benefits than it receives in contributions by 
2015, and will runout of money by 2037. 

The most prominent, and controversial, 
aspect of his proposals was the idea that in- 
dividuals should be allowed to invest a share 
of their pension contributions in individual 
accounts, where, Mr Bush argued, they could 
invest in stocks and bonds, eaming a much 
higher return than the Social Security system 
now produces. However, he ruled out 
changing the system for those now retired or 
nearing retirement (ie, anyone directly af- 
fected who might be about. to vote), and 
promised not to raise the payroll tax. 

Mr Bush also repeated that the Social Se- 
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curity trust-fund surplus should be reserved 
for Social Security, and that the current sur- 
vivor and disability benefits should stay in- 
tact. And he ruled out government invest- 
ment in the stockmarket, an option once 
suggested by the Clinton administration. 

Clearly, Mr Bush wants to draw a line be- 
tween himself and Al Gore on this issue. 
“There is a fundamental difference between 
my opponent and me. He trusts only govern- 
ment to manage our retirement. | trust 
individual Americans...to make their own 
decisions and manage their own money.” 

Nonetheless, Mr Bush’s proposals raise 
almost as many questions as they answer. 
What share of payroll-tax contributions 
would be diverted into private accounts? 
Most experts use a figure of about 2%, or just 
under one-sixth of the 12.4% payroll tax. How 
exactly would these accounts be organised? 
Mr Bush had some soundbites about “no fly- 
by-night speculators or day-trading” but 
provided no details of how exactly the ac- 
counts would work. And, most important, 
how would his plans be paid for? There was 
no mention of fresh infusions of cash from 
outside the system, a higher retirement age or 
benefit cuts. Yet the issue of how to pay tran- 
sition costs is one of the biggest questions 
surrounding the shift to individual accounts. 
From a candidate who has already commit- 
ted himself to a massive $1.3 trillion tax cut 
over the next decade, silence on that topic 
means a dramatic loss of credibility. 

Not surprisingly, Al Gore has been quick 
to attack, accusing Mr Bush of “rolling the 
dice” with Social Security. Mr Gore claims 
the Bush plan could lead to a bailout as large 
as the savings-and-loans debacle, when the 
government had to step in to help people 
who had made poor investment choices. 
The vice-president himself would do noth- 
ing to alter the benefits structure of Social Se- 
curity. He would simply use projected bud- 
get surpluses to keep the system going until 
2050, by paying down national debt and 
allocating the equivalent of the interest 
saved to the Social Security system. This 
would imply a substantial shift of funds 
from the general budget to Social Security: in 
other words, a huge redistribution of tax rev- 
enue towards the elderly. 

There is no doubt that Social Security 
will now become a dominant issue in the 
campaign. It is, after all, near the top of vot- 
ers’ priorities. But whose approach will win 
the day? Mr Bush hopes to appeal to the 
many Americans who own shares, as well as 
those younger voters who have little faith in 
the future of Social Security. A recent Wash- 
ington Post/ABc news poll showed three in 
five voters favouring private retirement ac- 
counts. Mr Gore, in contrast, is playing to 
those—especially the heavy-voting elderly— 
who fear the risks associated with any 
change to America’s most popular govern- 
ment programme. It may be a close call. 

“= _s 
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The New York Senate race 


He said, she 
Said 


HE loudspeakers played “Chariots of 

Fire”; middle-ranking Democrats made 
dull and dutiful speeches; and the restless 
crowd started chanting “We want Hillary!” 
an hour before the first lady spoke. Thus was 
Hillary Clinton crowned Democratic Senate 
candidate, on May 16th, by 11,000 supporters 
gathered in Albany for the New York state 
party’s convention. 

MrsClinton’s speech, when it came,con- 
tained nothing more controversial than a tri- 
bute to her spouse: “I would not be standing 
here tonight were it not for Bill.” How true. 
She talked of the importance of “our com- 
mon mission”, of every family’s stories, 
dreams and hardships, and most of all, of 
how children matter. Two words were con- 
spicuous by their absence from her speech 
and from all the others: Rudolph Giuliani. 

Down among the delegates, however, 
the mayor of New York was the only topic of 
conversation. Would prostate cancer and 
marital difficulties cause Rudy to drop out of 
a Senate race he has—conveniently—never 
formally entered? And would it be good for 
Hillary if he did not run? Curiously, nobody 
was sure. Just as one of Rudy’s greatest assets 
is that he is not Hillary, her main appeal is 
that she is not Rudy. 

The alternative candidate most feared 
by Mrs Clinton's team is George Pataki, the 
governor of New York state. He is a political 
heavyweight, twice elected by the same vot- 
ers who will decide the Senate contest—un- 
like Mr Giuliani, who has been backed only 
by the voters of New York city. He is easier to 
like than the mayor. His record, particularly 





Mayor and good friend 


UNITED STATES 


on tax-cutting, is impressive (though Demo- 
crats blame him for weakness in the upstate 
economy). He is the Republican leadership's 
preferred alternative to Mr Giuliani. Yet he is 
adamant that he will not run, preferring the 
life of an executive to that of a legislator; and 
presumably seeing little upside, and lots of 
downside, in taking on Mrs Clinton. 

Assuming that neither Mr Pataki nor Ted 
Forstmann, a wealthy investment banker 
turned influential school-choice education 
reformer, could be persuaded to change 
their minds and run, the likeliest candidate 
would be Rick Lazio, a congressman from 
Long Island. Described by the Democrats as 
a “Newt Gingrich conservative”, Mr Lazio is 
in fact pro-choice, which would help with 
the centrist Democrats a Republican needs 
in New York. He has several times been dis- 
suaded from throwing his hat into the ring 
against Mr Giuliani. 

In Albany this week, Democratic offi- 
cials gleefully swapped rumours that Mr La- 
zio already had his bumper-stickers printed. 
Certainly, as a comparative unknown and a 
late entrant to the race, he could make Mrs 
Clinton look like an elder statesman. On the 
other hand, Republican leaders think he 
would turn the election into a battle of ideas 
rather than egos, would flush out Mrs Clin- 
ton’s big-government beliefs, and would do 
a better job than Mr Giuliani of campaigning 
across the state. 

The lack of a strong alternative was the 
main reason Mr Giuliani was not forced to 
quit the race as soon as the media publicised 
his affair with Judith Nathan, a wealthy di- 
vorcee. Such is the Republican leadership's 
hatred of Mrs Clinton that they would 
rather back an adulterer than let her win eas- 
ily. The public also helped the mayor: after 
he announced a separation from his wife, 
Donna Hanover, on May 1oth, polls showed 
that most people thought that this was a 
private matter that would not alter how they 
voted. Ironically, Mr Giuliani 
seems to have mined the same 
seam of public forgiveness 
that earlier saved his oppo- 
nent’s husband. 

In the end, Mr Giuliani’s 
decision rests primarily on 
medical questions: and, in 
particular, on whether treat- 
ment would stop him cam- 
paigning effectively. Suppor- 
ters worry that he might miss 
the Republican state conven- 
tion on May 30th. On the other 
hand, as one of Mrs Clinton’s 
advisers suggested this week, 
disappearing from the public 
eye, except for issuing daily re- 
ports on his battle with the Big 
C, might actually boost Mr 
Giuliani’s chances against the 
Big H. 
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UNITED STATES 
Farming 


The trouble with 
bounty 


MINNEAPOUS 


AST year was a horrible year to be a 
farmer. Demand for American agricul- 
tural products dried up in Asia while, in Eu- 
rope, consumers began to object to geneti- 
cally modified American legumes and 
grains. But wheat, corn and soyabeans were 
still produced in huge quantities at home. As 
prices tumbled, farmers watched their debt 
soar. Many teetered on the edge of ruin. 

Nonetheless, the end of the spring plan- 
ting season finds farmers in remarkably 
good shape. First, the warm weather has al- 
lowed them to get well ahead, and about 80% 
of the corn is emerging already. Second, ac- 
cording to a recent survey of mid-western 
farmers by the Minneapolis Federal Reserve, 
50% of them are reporting average or above- 
average income, up from 12% in the middle of 
last year. More farmers say they are repaying 
their loans. And prices for 
cropland are rising: in Minne- 
sota, up 4% from the last quar- 
ter;in Montana, up 10%. 

If these glowing numbers 
were the result of some shiftin 
economic conditions, they 
might be cause for jubilation. 
But they are not. Two factors 
are keeping doom at bay for 
many small farms. The first is 
off-farm income: according to 
the Agriculture Department, 
almost 90% of the total income 
of rancher or farmer house- 
holds now comes from out- 
side earnings. And the second 
factor is federal aid. Last year, 
the federal government paid 
out some $22 billion to farm- 
ers, up from $16 billion in 1998. 

The Freedom to Farm Act of 1996 was 
supposed to wean farmers off federal hand- 
outs. That act ended price supports for com- 
mon crops such as corn and wheat, encour- 
aging farmers to switch instead to more 
unusual plantings in response to market de- 
mand. But last year proved they were still re- 
lying on government money in the form of 
emergency payments and loans, and this 
year will probably prove it again. According 
to Neil Harl, an economist at lowa State Uni- 
versity, agricultural exports will rise only 
marginally, to $50 billion, this year; but farm- 
ers will still flood the market with wheat and 
corn, assuming they will be helped out again 
by Uncle Sam. 

A fair assumption. On April 13th, Con- 
gress approved $7.1 billion in extra help for 
farmers. This is, after all, an election year, 
and most of that money will conveniently 


48 





arrive in the autumn. But farmers might find 
Congress less kind when the pressure to win 
friends is over. “I am much less convinced 
we can count on that kind of largesse next 
year and down the road,” says Mr Harl. 

If the government scales back support, 
farmers will have to find other ways of sur- 
viving. Some will look abroad. The Agricul- 
ture Department estimates an increase of 
some $2 billion-worth in agricultural exports 
if China joins the World Trade Organisation. 
That would perk up farmers. Yet China’s ar- 
rival as a proper trading partner may not be 
unalloyed good news. Mr Harl thinks the 
Chinese will also use freer trade to acquire 
more advanced technology, so that they can 
harvest bigger and better crops. “What we're 
going to watch closely is how rapidly they 
can ramp up their own internal agriculture 
output to meet their needs,” he says. 

Anxious farmers will also be looking for 
new ways to add value to their products. 
Many are tempted to join producer-owned 
co-operatives, where farmers can make 
higher profits by pooling resources and cut- 
ting out middlemen. But Cenex Harvest 
States, America’s largest farmer-owned co- 


a 


V 


` = 2 
TÉR 
Ñ 
` 


Too much more where that came from 


operative, recently reported a 71% fall in 
eamingsin the first halfof its fiscal year—the 
result, it claimed, of high oil prices and con- 
tinued weakness in agricultural markets. 

Supply-chain or contract agriculture, by 
which farmers supply specific outlets or 
companies under strict growing and market- 
ing arrangements, has become widespread: 
in 1997, two-thirds of all such contracts in- 
volved small farmers, but they accounted 
for only 27% of the total value of production. 
Besides, in 1998 the National Commission on 
Small Farms found that “the setting of prices 
under near-monopoly conditions allows the 
major processors and retailers of agricultural 
products to capture an increased price 
spread, bankrupting farmers.” 

If all else fails, there is always the pos- 
sibility of some sort of supply shock this 
year. Subsoil and topsoil moisture in the 


Plains states are well below the levels of last 
year, though recent rains have improved 
things a little. Dry land means lower yields, 
so those crops that struggle through should 
fetch a better price. And for those who can’t 
bring in a sellable crop at all, there’s always 
that old standby: federal emergency assis- 
tance for farmers who lose their crops to 
some unkindness of nature. 
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The Supreme Court 
Single-minded 


OMEN'’S groups were outraged: but 
when the Supreme Court this week 
sharply rebuked Congress for overstepping 
its authority and struck down a key provi- 
sion of the six-year-old Violence Against 
Women Act, even congressmen were not 
surprised. This was not a blow against 
women, but part of a growing tussle in the 
court over the proper balance of powers be- 
tween the federal government and the states. 
In the past five years, a five-vote conser- 
vative majority in the court has attempted to 
push back what it sees as an over-expansion 
of federal power at the expense of the states. 
Itstarted with a1995 decision, United States v 
Lopez, which struck down a federal provi- 
sion barring the possession of a handgun 
near a school. This law, said the majority, 
went beyond the powers of Congress to reg- 
ulate interstate trade under the constitu- 
tion’s “commerce clause”. The provision 
struck down this week, which allowed rape 
victims to sue their attackers in federal court, 
had also been based on Congress’s powers 
under the commerce clause. The court said, 
in effect, that lawsuits of this sort were a mat- 
ter for the states. 

Ever since a monumental battle in the 
1930s, in which Roosevelts New Dealers 
forced the Supreme Court to back down on 
the issue, Congress has used an expansive 
reading of the commerce clause tolegislate in 
a vast range of new areas. With this week's 
decision, the Supreme Court’s current major- 
ity, led by Chief Justice William Rehnquist, 
has confirmed that it is determined to re- 
verse, or at least halt, this trend. 

Supporters of the Violence Against 
Women Act, which included the Clinton ad- 
ministration, argued that it differed from the 
law struck down in Lopez because it was 
passed only after four years of hearings 
which, they claimed, had amassed a moun- 
tain of evidence that violence against 
women had a direct impact on interstate 
trade: making it difficult, for example, for 
women to travel on business and play a full 
part in the economy, as well as costing their 
employers some $3 billion-5 billion in medi- 
cal bills. 

The court’s majority brushed aside these 
findings. By this reasoning, wrote Justice 
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Rehnquist in his opinion, Congress “would 
be able to regulate murder or any other type 
of violence”, a task which the constitution 
had clearly left to the states. “Gender-moti- 
vated crimes of violence are not, in any sense 
of the phrase, economic activity,” he wrote. 
How much further is the court willing to 
push its “new federalism” agenda? In his dis- 
sent, Justice David Souter pointed out that, 
in the 1960s, Congress had gathered far less 
evidence about the economic impact of ra- 
cial discrimination before passing the Civil 
Rights Act under the commerce clause. It is 
not unthinkable that the court, in its current 
mood, might turn to that sacred piece of leg- 
islation next. 
— s 





Louisiana politics 


Les bons temps 
ne roulent plus 


NEW ORLEANS 


ITH his wit, his charisma and his mas- 

tery of political strategy, Edwin Ed- 
wards could have been the greatest governor 
Louisiana ever had. Instead, he is now the 
state’s most charming felon. 

Until last week, Mr Edwards—though 
accused of plenty—had never been con- 
victed of anything. Even though he had been 
investigated by state and federal authorities 
more than a dozen times since he arrived in 
the governor’s mansion in 1971, he remained 
as unruffled as his famous silver hair. 

In November 1998, when he had left of- 
fice, the water got a little hotter: a federal 
grand jury indicted him for squeezing mil- 
lions of dollars out of prospective riverboat 
casino operators. The 28 counts carried a 
possible cumulative prison term of three 
and a half centuries. Even then, Mr Edwards 
stayed sanguine. “I can truthfully say,” he 
told reporters, “if my sentence is 350 years, I 
don’t intend to serve.” 

That was funny. But as he 
walked out of a federal court- 
house in Baton Rouge last week, 
Mr Edwards was in considerably 
gloomier spirits. Confronted 
with wiretaps, videotapes and 
the evidence of former cronies, 
the trial jurors were not im- 
pressed with Mr Edwards's con- 
tention that the riverboat com- 
panies had paid him for his legal 
and lobbying services. Perhaps it 
was the furtive transfer of cash in 
a grocery sack, a money vest and 
even a Dumpster that made 
them suspicious. The jury con- 
victed him on 17 charges of racke- 
teering, extortion, wire fraud and 
money-laundering; the next day, 
he and four of his co-defendants = ___ 
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Caught at last 


were ordered to forfeit $2.5m in ill-gotten 
profits. The governor may appeal, but the 
verdict has broken his winning streak. 

Business leaders and other reform- 
minded Louisianians hope it will also break 
the state’s reputation for corruption. Long 
before Mr Edwards wenton trial, Louisiana’s 
politicians were assumed to greet anyone 
who tried to do business in the state with a 
wink and an upturned palm. From the out- 
set of the riverboat case, Eddie Jordan, the us 
attorney, made it clear that he was putting 
Louisiana’s whole way of doing business on 
trial, in the hope of turning the state into an 
“open, attractive and free market” and “an 
environment free of extortion and fraud.” 

Mr Edwards was not Louisiana’s only 
politician to emerge somewhat battered 
from the riverboat case. Greg Tarver, a state 
senator, was indicted on federal wire-fraud 
charges, though the jury acquitted him. Cleo 
Fields, a former congressman and current 
state senator, was not indicted, but federal 
agents had observed him taking $20,000 in 
cash from Mr Edwards and stuffingit into his 
pockets. That incident was common knowl- 
edge round the state for months, and Mr 
Fields had promised an explanation at the 
end of the trial. But he was not about to offer 
one when the verdict came. 

One of the enduring clichés of politics, 
and not justin Louisiana, is that the ethically 
challenged politicians are also the ones who 
get things done. But there is not much to 
show for Mr Edwards's tenure. He simplified 
the state constitution and, by changing the 
way oil production was taxed, ensured a 
windfall for the state treasury in oil’s boom 
years. But when he left office in 1996, the 
schools, the roads and the environment were 
in terrible shape. As Texas, Georgia and 
North Carolina were booming economi- 
cally, the educated young were leaving Loui- 
siana in droves. Although people still re- 
member him fondly, history will be less kind 
to him. He had talent aplenty, and squan- 
dered it just as he squandered his money. 





UNITED STATES 
Prescription drugs 


Cut price 


BASS HARBOR, MAINE 


MERICANS like to think that their health 
care is the best in world: certainly better 
than socialised Canada’s or weird and won- 
derful Mexico's. But as drug prices in Amer- 
ica have climbed and fewer people are cov- 
ered by health insurance (18.4% of the 
non-elderly population had no insurance in 
1998, up from 14.8% ten years earlier) patients 
have become aware that Canada and Mex- 
ico can sometimes provide the same drugs at 
half the price. So, clutching their prescrip- 
tions, they are crossing the northern and 
southern borders by the busload. The sav- 
ings, they find, are worth the trip. 

Congress is not unconcerned about this. 
Both parties have proposals on the table to 
cover prescription-drugs charges under 
Medicare, the federal health programme for 
the elderly. But since federal price controls 
are anathema to America’s pharmaceutical 
lobbies, it is in the states, rather than in 
Washington, that something is being done. 
Several are considering price controls; a few 
have introduced legislation. But the first to 
pass a bill is Maine. 

Under its new Maine Rx Programme, the 
state will first use its bargaining clout—much 
as the federal government does for veterans 
and Medicaid patients—to negotiate steep 
discounts for the 325,000 Mainers, about 
one-third of the state’s population, who 
have either no insurance or no drugs cover- 
age under their plans. If that fails to work by 
January 2003, a 12-member commission can 
start to impose price limits to take effect in 
July. In the meantime, manufacturers or dis- 
tributors who are thought to be limiting sup- 
plies artificially or charging excessive prices 
can be fined a “profiteering” penalty of up to 
$100,000 for each infraction. 

The bill is a compromise version of an 
earlier one that would have pegged drug 
prices in Maine to those in Canada, just next 
door. The governor, Angus King, an indepen- 
dent, thought that bill was vulnerable to le- 
gal challenge. But the present bill, being eas- 
ier to defend in law, worries the 
pharmaceutical industry even more. Full- 
page advertisements, warning patients that 
the new programme was bound to do them 
no good, ran in local newspapers as the legis- 
‘ature took the matter up. 

Mr King certainly hopes that Maine’s 
olan can become New England’s, if the 
neighbours decide to go along. Vermont is 
debating similar legislation. The thought of a 
New England drug-pricing consortium is 
probably enough to give pharmaceutical 
manufacturers heartburn. But there is good 
medication for that; and it should be about 
half-price in Maine, if the plan works. 
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The country-club vote 


EVER in the history of human wealth-creation has so much 

been pocketed so quickly by so many. The United States now 
boasts 300 billionaires and 5m millionaires, with Silicon Valley 
adding 64 new millionaires every day. Nine million Americans 
have household incomes above $100,000 a year, up from just am in 
1982. If Great Britain was the first country to produce a mass mid- 
dle class, the United States is the first country to produce a mass 
upper class. 

Yet when politicians think, as they must, of courting the rich, 
their first thoughts often turn to the smooth-turfed watering holes 
where the rich used to gather when there were fewer of them. 
Country clubs have traditionally been places where affluent, 
white (mostly Protestant) jeanne could get together to play 
golf, drink, eat mediocre food, and casually discuss business. Talk- 
ing politics was never polite, but, 
come election time, the members 
would line up behind Republi- 
can candidates, including that 
consummate club member, 
George Bush Sr. But George W. 
would be wise not to take this 
group for granted. He may have 
solid country-club credentials 
and even a decent golf swing 
(Lexington once caddied for him), 
but America’s country-club Re- 
publicans are not the dependable 
political force they once were. 

To begin with, the country 
clubs have changed. Wealthy 
young Americans are not queu- 
ing up to join as their fathers did; 
many would rather spend what 
little spare time they have at a 
health club. The faces of those 
who do join are more diverse. 
“People like me—Jewish fe- 
males--can now join,” says Jennifer Laszlo-Mizrahi, a political 
strategist. And people like her vote for Democrats. 

But that misses the larger point: that America’s economic elite, 
wherever one may find them and whatever they may look like, 
have become increasingly detached from the Republican Party. 
The National Journal, analysing voting patterns in 100 of Amer- 
ica’s wealthiest towns over the past five presidential elections, 
found that the Democratic share of the vote increased steadily 
from 25% in 1980 to 41% in 1996. In 1996, Bill Clinton carried 13 of the 
17 richest congressional districts in the country. Wealthy voters 
who would once have been country-club Republicans are turning 
up in the Democratic Leadership Council, says Mrs Laszlo-Miz- 
rahi. Indeed, Jesse Jackson has referred to the pic, the conservative 
wing of the Democratic Party, as the “Democratic Leisure Class”, 

Why are an increasing number of wealthy Americans defect- 
ing to the Democrats? One reason, according to “Bobos in Para- 
dise”, a new book by David Brooks, a senior editor at the Weekly 
Standard, is that the new rich feel more in sympathy with them. 
These nouveaux-millionaires, he writes, have found a way “to be 
both dippy hippies and multinational fat cats”; hence all those 
hiking boots and biking shorts in the corridors of corporate power. 

In general, too, the Democratic Party scares the rich much less 
than it used to. Bill Clinton’s lasting contribution to the political 
scene has been to convince voters that the Democrats are no lon- 
ger the party of redistribution, says Bill Kristol, the editor of the 











Weekly Standard. Voters may disagree over how much credit Mr 
Clinton deserves for the boom, but most will concede that he has 
not messed it up. “Their stock portfolios did better under Clinton 
than they did under Reagan,” says Mrs Laszlo-Mizrahi. 

But the most powerful explanation for shifting country-club 
allegiances lies with the Republican Party itself. “It’s not your fa- 
ther’s country club any more, and it’s not your father’s Republican 
Party either,” says Marshall Wittmann of the Heritage Foundation. 
The Republicans have let in a lot of people who would have been 
blackballed at the country club. The party has become more 
southern (as the Democrats embraced civil rights), more working | 
class (as Ronald Reagan broadened the party’s appeal) and more | 
driven by social issues (as abortion and gay rights energised there- | 
ligious right). Mr Kristol notes that 1994 was the first election in | 
which going to church, rather | 
than having wealth and flaunt- | 
ing it, was a better indicator of | 
whether or not someone would | 
vote Republican. | 

Country-club Republicans 
care about pocketbook issues, | 
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not social crusades. They may | 
snigger at a gay joke on the golf 
course, but they would never ride 

a bus across the country to prot- 
est against gay marriage. They fa- 
vour free trade {unless they work 

in an industry threatened by 
cheap foreign imports), have 
faith in international institutions 
and produce the required cor- 
porate guff in favour of afirma- | 
tive action. And they do not view | 
government as the enemy. A sur- 
vey by the Pew Research Centre | 
for The People & The Press found | 
that 61% of moderate Republie | 
cans agreed with the statement that “government often doesa bet- 
ter job than people give it credit for.” An extraordinary o1% agreed 
that “this country should do whatever it takes to protect theenvi- | 
ronment.” These are all views at odds with the increasingly influ- | 
ential blue-collar, populist wing of the Republican Party. As the | 
National Journal noted in its assessment of party-hoppers, “Cul- 
turally speaking, the centre of gravity in the party has shifted from 
the country club tothe stock-car track.” 

Even when rich Americans stick with:the Republicans—as 
most still do—the richest congressional districts produce some of | 
the only remaining moderate Republicans, says Mr Brooks. He 
himself went on safari to the affluent Chicago suburb of Winnetka 
to study this mysterious species, and concluded: “To be elected in 
Winnetka you have to demonstrate you are on the correct side of 
the cultural divide that splits the Gor between the sane moderates 
and the Bible-thumping crazies.” Little wonder that Winnetka has 
been represented for 20 years by John Porter, a Republican who is 
pro-choice, pro-gun-control and has been endorsed by the Sierra 

Club. His replacement (for he is now Tetiring arid the seat is hotly 
contested) may well be a Democrat. 

Whatdoesall this mean for Messrs Bush and Gore? Rich voters 
are more up for grabs in this election than they have ever been. The 
candidates have until November to persuade thern to vote like 
country-club Republicans or country-club Democrats. And: to 
perfect their golf swing at the same time, with luck: 
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L’Espace 127 
Fresh on arrival 


Air France makes sure its passengers feel good, stay fresh, with individual TVs, two in-flight bars with 
non-stop buffet service on journeys over 11 hours, executive lounges and showers available at some 
terminals. To find out more, contact your travel agent or visit our website www.airfrance.com 


AIR FRANCE 
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Making the sky the best place on earth. 
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Nokia makes mobile internet browsing easy 


because the intelligent WAP software on Nokia handsets helps nveniently formatted to suit your mobile phone screen, What's more, with 
you open up a whole new world of information. Combining fast data Nokia handset j can also download graphs and images, making the mobile 
transmission (up to 50% faster than most other phones} with smart hyperlink iet a more user-friendly and information rich experience. You may call it the 
you can acce information both easier and faster, The content is alse nobile internet made easy, at Nokia, we call this human technology. aí 
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The question-marks over Peru's 


presidential vote 


CAUMAS. 


Will President Alberto Fujimori steal the second round of Peru’s presidential 
election later this month? Will his challenger take part? 


TE first vote produced an unexpectedly 
close result. In the run-off, the candidate 
of the governing coalition won by less than 
three percentage points. But the result was 
declared within hours, the defeated candi- 
date embraced the victor and, under an un- 
questionably legitimate government, the 
economy is now speeding ahead. 

That was Chile’s presiden- 
tial-vote in January. Unfortu- 
nately for Peru, whose business 
leaders would like to emulate 
the successes of their southern 
neighbour, the outcome of the 
run-off in its presidential elec- 
tion, due on May 28th, may be 
much less happy. 

In Peru’s election, President 
Alberto Fujimori is seeking a 
constitutionally dubious third 
consecutive term. In the first 
vote, held on April gth after a 
less-than-fair campaign, Mr Fu- 
jimori faced a strong challenge 
from Alejandro Toledo, a cen- 
trist economist. Amid suspi- 
cious delays in announcing the 
results, and with Mr Toledo's 
supporters taking to the streets 
to denounce fraud, the United 
States, the European Union and 
international observers called 
for a second round. Eventually, 
the National Electoral Processes 
Office (onre), declared that Mr 
Fujimori had won 49.87%, just short of out- 
right victory, against 40.24% for Mr Toledo. 

Outsiders, and Mr Toledo, called for 
changes to ensure that the second round 
would be clean. The government has tin- 
kered, allowing somewhat fairer television 
coverage. But talks between the two sides 
aimed at improving the electoral machinery 
have broken down, with Mr Toledo's advis- 
ers blaming a lack of government will. 

“The credibility of the election is at risk,” 
two American observer groups, the Carter 
Centre and the National Democratic Insti- 
tute, concluded earlier this month. The ONPE 
officials who presided over the first round 
remain in place. The observers say there is 
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not enough time to retrain the people in 
charge of polling stations. Some minor 
changes have been made: six ONPE com- 
puter operators have been suspended for al- 
tering voting tallies; new software has been 
written; and observers have been promised 
access to the computerised vote-count. 

But this hardly amounts to a cast-iron 





guarantee against fraud. The new software 
was completed only this week, a fortnight 
before the second round. Verifying the sys- 
tem would take at least three weeks, accord- 
ing to Eduardo Stein, who heads a team of 
election observers from the Organisation of 
American States. He has called for the elec- 
tion to be pastponed until mid-June. 

Mr Toledo, too, has called for a delay. On 
a visit to Argentina this week, he said he 
would not take part in the vote unless it was 
delayed to allow further reforms. But 
whether he will stick to that threat, or indeed 
whether any boycott at this stage would be 
convincing, is not clear. 

The allegations of irregularities in the 


ers he won 56.05%, 


first round are many aod. serious. Alberto 
Flores, a poll-watcher ping Mr Toledo, 
claims that votes wer 
stage, from polling-station ta 
ONPE’s computer systems Mı 
the vote in provincial ar 
places where only M 




























































where opponents were 

Another puzzle is 
registered by ONPE'S, com 
corded im more votes th: 
ently boosting the electora 
crepancy may have been p 
toincompetence, rather tha 
Mr Stein, “There's no clear an 
planation of this difference.” 

Strangely, too, between ONPE’s penult 
mate report (with 99.97%. of the votes 
counted) and the final result, 
the total vote of one opposition 
party dropped by over 10,000 
votes--enough to deprive Heri- 
berto Benitez, a human-rights 
lawyer who has brought cases 
against the armed forces, of a 
seat in Congress. 

The doubts over the con- 
duct of the election are particu- 
larly troubling because most: 
opinion polls show that the two 
candidates are now neck-and-.: 
neck: one polling firm, Datum, 
gives them both 46%. Mr Tol- 
edo, whose popularity derives. 
in part from his Andean Indian 
descent and poor origins, has 
picked up some supporters 
from defeated opposition can- 
didates, but he may have lost. 
others. Although he has de=: 
clared his broad support forMr= 
Fujimori’s free-market econ- | 
omic policies, he has also made. 
populist promises to raise - 
wages. “He projects inconsis-. 
tency,” says Manuel Torraco of Datum. 

But neither has Mr Fujimori pulled 
ahead. For ten years, he has ruled as an autos 
crat, against weak opposition, delivering 
economic stability and building roads, © 
schools and clinics in poor communities. But 
he has said little since April 9th, concentrat- 
ing on visiting public-works projects with- 
out giving speeches, and relying on a barrage 
cf television advertisements. With 10% of the 
voters apparently undecided, a proposed 
debate might turn out important. But Mr: Fu- 
jimori’s people are insisting thatit shouldnot 
include any discussion of the question of — 
electoral fraud, and it may not take place. 

The campaign in the second round hi 
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been a bit fairer: the main television chan- 
nels have shown Mr Toledo's advertise- 
ments, something they refused to do before 
the first vote. But sensationalist tabloids, 
which the opposition reckons are sponsored 
by Mr Fujimori’s intelligence service, con- 
tinue to traduce Mr Toledo and his wife, ac- 
cusing him of alcoholism and other sins. 

If Mr Toledo were to win the election, he 
would face the tricky political task of trying 
to govern with only 29 seats in the 120-seat 
Congress. Mr Fujimori has 52 seats. But be- 
cause of his past failure to countenance a 
genuinely independent electoral body, the 
president too faces a problem, albeit a differ- 
ent one: credibility. A narrow Fujimori vic- 
tory, even if fairly won, might prompt riots in 
the streets. If tainted, it would produce a gov- 
ernment of questionable legitimacy. That 
might affect Peru’s hopes of maintaining 
Chilean-style economic growth, and require 
outsiders who purport to care about democ- 
racy in Latin America to contemplate taking 
action to defend it. 

S 





Venezuela 


Chavez, God 
and the voters 


CARACAS 


HE opinion polls give President Hugo 

Chavez a clear lead of 15-20 points over 
his main rival, Francisco Arias Cardenas, 
and he seems assured of victory in the gen- 
eral election due on May 28th. But to be on 
the safe side, Mr Chavez has been lashing 
out at the two most influential institutions 
that have yet to come under the sway of the 
“revolution” he has unleashed since he was 
first elected 18 months ago. They are the 
Catholic church and the media. 

Whatever the church may think, God 
supports the revolution, Mr Chavez has fre- 
quently claimed. Thus provoked, the Bish- 
ops’ Conference has become increasingly 
vocal in its criticism of the president. In an 
open letter to Mr Chavez being distributed in 
Venezuela's churches, the 
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E people of Colom- 
bia are accustomed to 
horror. But there was 
something especially 
cruel about the death of 
Elvia Cortes, a 55-year-old 
mother of five who 
owned a small farm 
north of Bogota. On May 
isth, three uniformed 
men broke into her 
house, demanding pay- 
ment of $7,500. When she 
refused, they placed 
around her neck a pvc 
pipe filled with explo- 
sives, and fitted with a re- 
motely controlled detonator. Mrs Cortes 
died several hours later, when the lethal 
collar suddenly exploded, decapitating 
her, killing a policeman who was trying to 
makeit safe, and injuring three soldiers. 
The army was quick to blame the 
FARC, Colombia’s largest guerrilla group. 
The rarc denied it was involved. But 
amid national disgust President Andres 
Pastrana called off the next session of 
peace talks with the guerrillas, which had 
been planned for May 29th. 
This setback comes at a bad time for 
Mr Pastrana. Many Colombians were al- 
ready sceptical about the peace effort: 
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Í Colombia plumbs new depths 





The lethal collar 


only last month, the FARC 
caused outrage by threat- 
ening to levy a “peace 
tax” on companies and 
therich. 

There are other trou- 
bles. Last week, Mr Pas- 
trana withdrew a request 
for Congress to approve a 
referendum on political 
reform, including a new 
legislature. The opposi- 
tion Liberals had coun- 
tered that Mr Pastrana’s 
presidency should itself 
be subjected to a referen- 
dum. After this ill-judged 
gamble, Mr Pastrana can no longer count 
on a majority in Congress. That has 
spooked investors: the peso and the price 
of Colombian bonds slumped even be- 
fore, on May 16th, the Constitutional 
Court threw out the govemment’s four- | 
year development plan. 

The beleaguered president has started 
calling in reinforcements. Humberto de la 
Calle, an experienced Liberal, has rushed 
back from London, where he was ambas- | 
sador, to take over as interior minister. He 
has set about rebuilding the government's 
political support. Restoring the credibility | 
of the peace effort will be hard, too. 








ushered in by a new constitution approved 
last December, are undemocratic, say the 
bishops. They question the make-up of the 
National Electoral Council and other sup- 
posedly independent institutions, whose 
members have been hand-picked by the 
government with noconsultation. The presi- 
dent's rejoinder is that Bishop Porras and 
some of his colleagues are “counter-revolu- 
tionaries” who never spoke out against cor- 
ruption and the abuse of power under the 
discredited two-party system he was elected 
to destroy. “You can’t be in good standing 
with God and the devil,” 





bishops point out that me- 
dieval crusaders used such 
claims of divine approval to 
commit atrocities for 
which the pope has re- 
cently had to apologise. 
Last week Monsignor Balta- 
zar Porras, the president of 
the conference, switching 
similes, accused the presi- 
dent of acting “like an aya- 
tollah”. He said the govern- 
mentť’s aim was tosilence or 
eliminate all dissent. 

Some aspects of Mr 
Chavez’s “fifth republic”, 
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Ayatollah? Me? 


declares Mr Chavez. This 
week, he released a 20-page 
letter to the bishops in 
which he warned that, if 
“the peaceful path of the 
revolution” is blocked, it 
could turn violent. 

The media, too, have 
been the target of presiden- 
tial tirades—and worse. Na- 
poleon Bravo, a television 
journalist, has blamed the 
govemment for the abrupt 
closure on May 3rd of his 
morning news programme 
on Venevision, the coun- 





try’s most-watched television station. It is 
owned by the Cisneros family, Venezuela’s 
richest. Not only had they been threatened 
with the loss of their broadcasting licence, 
said Mr Bravo, but he and his family had re- 
ceived anonymous death threats traced to a 
state security agency. 

Will all this hurt Mr Chavez's election 
prospects? Polls show that the church and 
the media both enjoy public trust. But the 
church has never had much influence over 
voting patterns. And the media’s predomi- 
nantly anti-Chavez stance seems to have 
done little toerode his popularity. 

The best that Mr Chavez's opponents 
can hope for may be to deny him the two- 
thirds majority in Congress that would give 
him almost unlimited power. It helps them 
that the Patriotic Pole coalitionassembled by 
Mr Chavez for the 1998 election has frayed. 
One of its member parties, the leftist Father- 
land for All, this week announced it would 
no longer support Mr Chavez, because of his 
sniping at its candidates for state governor- 
ships. But the party commands less than 4% 
of the votes. 

Mr Chavez's people seem to have side- 
stepped a potentially more serious obstacle. 
Rather than pursue allegations of corruption 
against Luis Miquilena, the president of the 
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“government, the 
public prosecutor has handed the matter to 
the Supreme Court. It must now decide 
whether there is any merit to claims of influ- 
ence-peddling against Mr Miquilena. 

At the same time, the prosecutor has 
taken more robust action against Mr Miqui- 
lena’s accuser: Jesus Urdaneta, a former po- 
lice chief, has been charged with illicit en- 
richment, together with Mr Arias Cardenas’s 
campaign manage as been forced to 
resign from Sie jo result. The prosecu- 
was appointed 
er which Mr 










nd opposition, the 
election may mean that Mr Miquilena faces 
more scrutiny in. future. Buti itseems unlikely 
; to damn MrChavez, 






; Argentina ee 
Have- nots 


BUENOS AIRES 


HE government had just announced 

that it would make yet another budget 
cut, this time of $600m, in an effort to meet 
the deficit-reduction target agreed with the 
imrF. Then came a rude reminder to President 
Fernando de la Rua that austerity hurts, and 
many Argentines are weary ofit. 

Protests in eight provinces last week 
blocked roads and flared into violence. The 
worst trouble was in Salta, where some 200 
unemployed protesters closed a route to the 
Bolivian border. When police and border 
guards eventually moved in toclear the road 
on May 12th, the battle left at least 20 injured 
and several municipal buildings destroyed 
in the town of General Mosconi. This week 
there were clashes, too, in Chaco province. 





BUENOS AIRES 


| RGENTINE footballers are a fractious 

lot: their refusal to play big fixtures in 
the first half of May marked their eighth 
strike since 1971. But they duly took to the 
field again last weekend, and two big derby 
matches passed off peacefully. 

That in itself was newsworthy. The 
barras bravas, Argentina’s football hooli- 
gans, are notoriously volatile, Players 
called the strike after fans of a lower-divi- 
sion club, Excursionistas, invaded the pitch 
| and attacked the opposing team. Nine 
players were hurt, one beaten unconscious 
by the mob. In the 1990s, 29 people were 
| killed at football matches, or outside stadi- 
ums, almost half of them by bullets. 
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Such protests underline the growing gap 
between Argentina’s rich and poor, and be- 
tween prosperous Buenos Aires and the im- 
poverished interior. In Salta, 56% live below 
the official poverty line; the poorest subsist 
on $1.20 a day. The protesters come from a 
previously solvent lower-middle class that 
has lost out from economic reform. At Gen- 
eral Mosconi and another hot-spot, Cu- 
tral-Co in Neuquen province, many of the 
demonstrators had worked at oil refineries 
closed by yrr, the privatised oil company. 

But the disturbances are also a response 
to Mr dela Rua’s squeeze on local spending— 
and to years of local misgovernment, Recent 
protests in Corrientes, Tierra del Fuego and 
Tucuman have been led by local-govern- 
ment staff whose wages have not been paid. 
While various locally-administered welfare 
schemes often suffer from inefficiency and 
corruption, the politicians live well: in Salta, 
the 59 deputies in the provincial assembly 
each receive over $500,000 a year in salary 
and expenses. In Formosa, that figure is $2m; 
the legislators there devour almost a tenth of 
the provincial budget. According to Artemio 
Lopez of Fundacion Equis, a think-tank, the 
provinces with the most intense unrest are 
those where the disparity between the in- 
come of legislators and the average wage is 
greatest. 

Despite its budget-cutting, Mr de la Rua’s 
government felt obliged to respond to the 
protests. It has announced a new $35m anti- 
poverty fund, and has promised demonstra- 
tors in Salta and Neuquen places on a make- 
work scheme under which the jobless get 
$200 per month and something todo. 

Yet such schemes have flaws. Local gov- 
ernments often lack the resources to provide 
the promised training, or even tools and ma- 
terials. In some places, the payments are fun- 
nelled tosympathisers of the local governing 
party. Some other social programmes, espe- 
cially newly-introduced ones, work better. 











South 
Atlantic 


But there is much duplication and bureauc- 
racy. In some programmes. as much as 60% 
of spending goes on salaries and administra- 
tion, says Mr Lopez. 

A return to economic growth after last 
year’s recession would help. But recovery is- 
coming slowly: though up 5.8% on the same 
month last year, industrial production in 
April was still 10% below that of July 1998.0n 
taxing office in December, Mr de la Rua or- 
dered tax rises as well as spending cuts, hop- ` 
ing a tough fiscal policy would encourage | 
foreign investment. Instead, this tough bud- : 
get has slowed recovery, helping to fuel un- 
rest. And investors are still cool. 
iS ac tO ht dba Seat Ss A = 





| Braving the Argentine thugs 


Congress has passed two anti-hooli- 
gan lawsin the past 15 years, and is now dis- 
cussing a third. The barras, however, con- 
tinue to thrive, enriched by drug dealing, or 
protection money. Some is extorted from 
players: those who do not pay up are ruth- 
lessly heckled during matches. 

The police seem indifferent, if not com- 
plicit. A judge investigating the recent at- 
tack believes some of the thugs were local 
policemen. The clubs share the blame: 
many quietly give tickets and cash to the 
barras, out of fear. The hooligans are also 
rewarded for services rendered: well-in- 
formed, they can alert the clubs if players 
are seeking a transfer, for instance, and in- 


timidate such players, for a fee. 

Nor has the Argentine Football Associ- 
ation (ara) done much. It docked a record 
21 championship points from Excursionis- 
tas for the recent violence. Would it have — 
been so bold with a big club? 

But when Julio Grondona, ara’s presi- 
dent appeared before a congressional com- 
mittee on May 9th, he kicked back at his 
critics: “How many employees are there in 
this house who belong to barras bravas?” 

He has a point. Many clubs have top 
politicians on their boards, who use the 
barras for chores ranging from putting up 
posters to attacking political opponents. 
For around $3,000, the barras will even en- 
sure that home fans hoist banners at a 
game to promote a candidate, For some 
clubs, football seems a mere excuse for 
more lucrative, and murkter, pursuits. 
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Ethiopia’s and Eritrea’s 
forgotten war, resumed 


The two ex-allies, newly rearmed, are fighting bloodily, perhaps to the death 


CORNED and deeply frustrated, the 

peace-makers from the uN Security 
Council boarded their flight home from Ad- 
dis Ababa at dusk on May 1oth. Their Ethio- 
pian hosts wasted no time. At around mid- 
night the following day, they began shelling 
Eritrean positions; at dawn their troops 
moved forward. They came in waves, like 
ghosts from the battle of the Somme tran- 
sported to the parched Mereb valley that 
forms the border between Ethiopia and Eri- 
trea. And, as at the Somme in 1916, they were 
cut down in their thousands. 

But Ethiopia’s human-wave advance 
was more successful than earlier invasions 
of the same kind. One of the crossing-points 
was not heavily defended by the Eritreans 
because it was not thought reachable. To get 
to the Mereb river, south of Enda Simeon, the 
Ethiopians had to march over mountains 
impassable to tanks and artillery. The Eritre- 
ans, believing that the Ethiopians would not 
attempt this, had only a few trenches and 
troops on their side of the river. Within a few 
hours, the Ethiopians had broken through, 
capturing nearly 500 Eritreans. 

The Ethiopians also invaded in force 
across the frontier near Shambiko, some 
4okm (25 miles) to the west. This time they 
used their newly acquired tanks, backed by 
Russian-built fighter-bombers and helicop- 
ter gunships. The Eritreans moved thou- 
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sands of troops in an attempt to staunch the 
breach. But by May 18th they had been 
forced to withdraw from Barentu, the re- 
gional capital. If the two prongs of the Ethio- 
pian assault can join upon the road from Ba- 
rentu to Mendefera, they could swing 
eastwards, climbing the mountains towards 
Eritrea’s capital, Asmara. 

Eritrea claimed to have killed or 
wounded 25,000 Ethiopians in the first three 
days of fighting. Quite apart from the mili- 
tary casualties, whatever they really were, 
the renewed fighting has displaced hun- 
dreds of thousands of civilians who will 
now join the 13m people in the Horn of Af- 
rica facing starvation because of drought 
and war. 

After two years of an inter- 
mittently ferocious war, this 
could be the end-game. The 
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two leaders, Meles Zenawi, the prime minis- 
terof Ethiopia, and Issaias Afwerki, the pres- 
ident of Eritrea, seem determined to slug it 
out. It is hard to see how they can return to 
the negotiating table until one of them is 
near defeat—and tens of thousands of their 
young men dead on the battlefield. 

The un team, led by Richard Holbrooke, 
America’s envoy to the un, applied intense 
pressure on both governments before it left 
empty-handed. One member of the team 
said that the talks had broken down long be- 
fore diplomacy had run its course. It was 
clear that political and economic factors, not 
least the personal rivalry between the two 
leaders, were more important than the origi- 
nal border dispute. When Eritrea became in- 
dependent from Ethiopia in 1993, many is- 
sues—including their future fiscal and trade 
relations—were not defined but left to the 
good relationship between the two leaders. 
The collapse of that friendship left a void. 

The war began asa clash over an obscure 
sliver of borderland. The Eritreans went on 
the offensive, believing that the Ethiopian 
government would collapse. The Ethiopians 
quickly accepted a peace plan prepared by 
the Organisation of African Unity (oau), but 
Eritrea held back. Then, last year, the Eritre- 
ans had a setback on the battlefield which 
made them realise that their huge neighbour 
was far better able than they to sustain along 
war. They too signed the peace plan, but by 
then the Ethiopians were no longer in the 
mood. They backed away from the plan, cre- 
ating technical problems that they said pre- 
vented them from accepting a ceasefire. 

Mr Meles saw the war as a chance to es- 
tablish his nationalist credentials. A Tig- 
rayan from the north, he was linked with the 
Eritreans in the war against Mengistu Haile 
Mariam’s dictatorship, and had long been 
suspected of being Mr Issaias’s pawn. But the 
normally fractious Ethiopians have now un- 
ited around him, and his party is likely to 
have done well at this week’s election. 

When negotiations with the oau broke 
, down, it took the unprecedented 
| step of publishing an account of 
| the failed talks. It did not directly 
| apportion blame, but its account 
| 





showed that Ethiopia had been 
the moreobstructive. 

Neither side, however, has 
been prepared to go out of its way 
to secure a peace. Both have used 
the truce to prepare for a resumption of fight- 
ing. Ethiopia has quadrupled its defence 
spending since the war began to $467m last 
year. After a similar increase, Eritrea spent 
$236m last year. Most of the money went on 
weapons from Russia and Ukraine—which 
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explains why Russia has been reluctant toal- 
low a UN arms embargo to be imposed on 
the two countries. Although it dropped its 
opposition this week, letting the Security 
Council impose an embargo for one year, it 
is now late for this to have much effect. 

In about five weeks’ time, the annual 
rains should begin flooding the Mereb river, 
making war impossible. By then, the Ethiopi- 
ans will have tried to reach Asmara and the 
Eritreans, who are at their fiercest when cor- 
nered, will have done their best to stop them. 


Sierra Leone 


What to do 
next? 


HE cavalry, in the form of seven British 

warships and 1,000 British paratroopers 
and marines, thundered in and secured 
Freetown, the capital. Foday Sankoh, the re- 
bel leader, has been captured. Extra UN 
troops are being flown in to provide security 
in the rest of the country. Are Sierra Leone’s 
problems on the way to being solved? 

Far from it. The main stage in the struggle 
to put Sierra Leone together is only now start- 
ing. And the main participants in this harsh 
struggle seem to have little idea, and no joint 
idea, which way they should be heading. 

First, there is the immediate problem of 
reinforcement. Britain has suggested raising 
the un force to 13,000. But the uN needs big- 
ger numbers far less than it needs well- 
trained, well-equipped soldiers with both 
the ability and the mandate to attack the en- 
emy. The British troops go some way to- 
wards this, but they are not under UN control 
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and their continued presence is far from cer- 
tain. A large UN force that can do little more 
than guard duty is desperately vulnerable to 
further hostage-taking. 

Then there is the crucial question of 
what the next step should be. Will there be a 
return to last year’s Lomé peace agreement, 
which gave the Revolutionary United Front 
(RUF) rebels seats in the cabinet and Mr San- 
koh the status of vice-president? The govern- 
ment may have to choose between tearing 
up the agreement and finding another RUF 
leader to cut a deal with. If it decides to tear 
the deal up, it will have to try to defeat the 
RUF, presumably with un, and perhaps Brit- 
ish, assistance. 

President Ahmed Tejan Kabbah’s gov- 
ernment says the question is “under review”. 
Privately, it is looking to Britain to give a lead. 
The British, fearing accusations of neo-colo- 
nialism, say it is a matter for Mr Kabbah. 

The un’s special representative in Sierra 
Leone wants a return to the Lomé agreement. 
The un in New York is less sure, worried par- 
ticularly by the agreement's amnesty for ter- 
rorists. The Americans, whose officials 
drafted the Lomé deal, and whose presiden- 
tial envoy to Africa, Jesse Jackson, pushed it 
through, are also divided. Mr Jackson was 
quoted last week as comparing Mr Sankoh to 
Nelson Mandela. This week he was trying to 
sound more diplomatic. But Richard Hol- 
brooke, America’s ambassador to the uN, 
has described the rur as “a bunch of ragtag, 
machete-wielding murderers”. 

The void in policy is filled, to an uncom- 
fortable extent, by Liberia’s president, 
Charles Taylor. He and Mr Sankoh met 
through Libya’s Muammar Qaddafi. As the 
leading warlord in Liberia’s own brutal civil 
war, Mr Taylor helped launch Mr Sankoh 
and the rur from Liberia in 1991. Since then 
he has supplied them with arms, in return 
for diamonds. 

In Liberia’s 1997 election, which 
marked the end of the civil war, he ter- 

rorised people into voting for him. 
Now he is seeking respectability. The 
war in Sierra Leone provides the 
Opportunity to play statesman, as 
when he secured the release last week of 
some of the uN soldiers who had been taken 
hostage by the ruf two weeks ago. He says 
the arrest of Mr Sankoh on May 17th is a 
“stumbling-block” in the release of the re- 
maining 250 or so hostages. By this he means 
that he will be extracting a price for their 
freedom. He may want something for Libe- 
ria, such as aid or, some say, a state visit to 
Washington. Or he may just want Mr San- 
koh set free in order to keep him in play in 
Sierra Leone and to continue taking his cut. 

If the UN, Britain, America and the Sierra 
Leonean government all followed the same 
policy towards Liberia and the rur, Mr Tay- 
lorcould be taken on. But they are atodds. Li- 
beria, which was founded by black Ameri- 
cans, looks to the United States as Sierra 


Leone looks to Britain, the former colonial 
ruler. And Mr Jackson, together with other 
black Americans who are influential in for- 
mulating American policy on Africa, are per- 
sonal friends of Mr Taylor's. 

Even in the unlikely event of the outside 
world formulating a single co-ordinated pol- 
icy towards Sierra Leone and Liberia, other 
fundamental problems remain. The country 
is wrecked and Mr Kabbah’s government 
does not look remotely capable of rebuilding 
it. Itis hard to find any politicians or civil ser- 
vants who are not on the take. Groups in the 
army have rebelled, deserted, joined the re- 
bels or just used their guns to enrich them- 
selves. All this has created the frustration 
that the rur feeds off. Restoring the state is 
on nobody's immediate list, but defeating 
the rebels, and their influence, cannot be 
done without it. 


iran 


Pleading 
incompetence 


SHIRAZ 


g H THE facts are against you, argue the 
law,” say American lawyers. This is the 
line adopted by Esmail Nasseri, a respected 
former judge who is defending most of the 13 
Iranian Jews currently on trial in Shiraz for 
spying for Israel. Eight of them are said to 
have confessed in court, and some have re- 
peated their confessions on television. The 
trial is closed and, although the men were ar- 
rested over a year ago, Iran has been silenton 
the specific charges. Until this week, that is: 
the state isnow claiming that the accused be- 
longed to an espionage ring that goes back 15 
years, and that they had relayed military se- 
crets during Iran’s war with Iraq. 

Hossein Ali Amiri, head of the judiciary 
for Fars province, claims that the defendants, 
who all live in that part of Iran, had over the 
years collected information about local mili- 
tary bases. The suspects, he says, had scale 
maps, drawn by experts. Once the informa- 
tion was collected, one of the accused de- 
cided what should be handed over to Mos- 
sad, Israel’s security service. Meetings with 
Mossad agents were arranged in other coun- 
tries, including at least one in Europe. 

Mr Nasseri does not dispute the main 
facts, basing his case instead on a legal tech- 
nicality. He admits that the defendants 
collaborated with Mossad. But he claims 
that the information they provided was not 
secret and thus fails to meet the standard of 
espionage under Iranian law. In this way he 
is challenging the prosecution to prove that 
the material was classified. He argues that 
the suspects—Hebrew teachers, shopkeep- 
ers, a rabbi, an inspector of kosher meat and 
a student—are “religious extremists”, moti- 
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vated by Judaism and the Zionist cause. 
Even if they wanted to collect information 
related to Iran’s national security, they were 
too incompetent todo so. 

He adds that they confessed voluntarily, 
without duress, and should be acquitted or 
given light sentences. Both the prosecution 
and the defence now say that no suspect is 
likely to receive the death penalty. 

Iran’s long silence on the specific 
charges, the dubious nature of its revolution- 
ary courts and the closed trial have all con- 
tributed to foreign scepticism. The general 
western view is that the confessions were 
forced, the charges are bogus, and the case a 
ploy by the conservatives who control the 
judiciary to ruin the president’s attempts to 
come to better terms with the outside world. 


Iran, with some indignation, has begun 
to feel that it itself is on trial, not the alleged 
spies. Aware that they have long lost the pro- 
paganda war, some of the officials involved 
in the case have even sought advice from the 
western diplomats keeping vigil outside the 
court. They want to know what they did 
wrong, and if it is now possible to do some- 
thing to rebut the accusations from abroad 
that Iran is staging a show trial. 

But even if Iran had been less clumsy 
with its public relations, the case was des- 
tined to have a life of its own. Once Judge Sa- 
deq Nourani issues his judgment, which is 
almost certain to include jail terms for some 
defendants, there is bound to be an outcry. 
To put itatits mildest, relations between Iran 
and the West will not be improved. 
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Israel and the Palestinians 





The West Bank as it was, is now, and will be again 


A warning of things to come 


RAMALLAH 


Yasser Arafat, no less than Ehud Barak, has domestic contraints 


N THE worst bout of violence for several 
years, thousands of Palestinians battled 
with the Israeli army on May 15th. They were 
marking al-Nakba day: the term Palestin- 
ians use for the “catastrophe” of Israel's 
establishment and their dispossession from 
most of Palestine. (Israel, on the other hand, 
celebrated its independence day on May 
10th.) By nightfall, five Palestinians were 
dead, including two children run over by a 
Jewish settler, and hundreds were wounded 
from army bullets, both real and rubber. On 
the other side, 15 Israeli soldiers had been in- 
jured, five from Palestinian gunshots. 
The al-Nakba anniversary always casts 
a sombre pall over Palestinians, wherever 
they are. But this time, in the West Bank and 
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Gaza, the violence was fuelled by other 
causes. One was the passing of yet another 
unmet deadline: the May 13th target for 
reaching an Israeli-Palestinian “framework 
agreement” on borders, settlement, Jerusa- 
lem, refugees and water. However, an even 
more inflammatory issue was the Israeli gov- 
ernment’s reluctance to release the 1,600 Pal- 
estinian political prisoners still interned in 
Israeli jails. of whom 600 or so are now on 
hunger strike. 

The prisoner issue highlights, for ordin- 
ary Palestinians, the similarity between 
Ehud Barak’s government and that of his un- 
lamented predecessor, Binyamin Netan- 
yahu. Since his election last year, Mr Barak 
has released about 400 prisoners, but always 
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in niggardly batches. He has rejected advice 
from his own Shin Bet intelligence service 
that the freeing of another 400 prisoners be- 
longing to Yasser Arafat's Fatah movement— 
including those with “Jewish blood on their 
hands”—would help the peace process. 
“Without freeing the prisoners, there’s no 
point talking about peace,” said a local Fatah 
leader, Marwan Barghouti,on Monday. 

Did Mr Arafat encourage the protests 
that day? In a sense, yes. He told Fatah lead- 
ers last week that the prisoners must be the 
“central focus” of the al-Nakba demonstra- 
tions and instructed his negotiators to deal 
with no other issue in their talks with Israel. 
But Mr Arafat was almost certainly not be- 
hind the gunfights, between Fatah activists, 
including members of the Palestinian police 
force, and Israeli soldiers, that erupted in va- 
rious parts of the West Bank. Rather, it was a 
sign of the temper of his people that he could 
no longer prevent such battles. When one of 
his security chiefs went to Ramallah on 
Monday to tell Fatah men to stop shooting, 
he was met bya hail of bullets, and they were 
not aimed at the Israelis. 

The conventional wisdom is that Mr 
Arafat raises the heat in the occupied territo- 
ries when he wants to jolt Israel into coming 
some way towards him in the negotiations. 
But domestic motives also play a part. The re- 
lease of a significant number of prisoners 
would do a power of good to his declining 
stock in the West Bank and Gaza—and noth- 
ing unites the Palestinians so strongly as the 
death of “martrys”. 

But it is a high-risk game. If, after such 
sacrifices, prisoners are not released, Pal- 
estinians will cast around for more culprits 
than the Israelis alone. Some are already do- 
ing so. On the day of the clashes, Mr Arafat’s 
chief negotiator, Yasser Abed Rabbo, sub- 
mitted his resignation. This, or so went his of- 
ficial reason, was in protest against the back- 
channel talks going on in Sweden between 
Israeli and Palestinian officials. But it was 
also a quiet warning to Mr Arafat not to sign 
any declaration of principles that would di- 
lute Palestinian claimson East Jerusalem, the 
right of refugees to retur and the release of 
all political prisoners. 

Mr Abed Rabbo has always been loyal to 
his leader. The Fatah activists who took to 
their guns are loyal to the cause but not, un- 
conditionally, to Mr Arafat. Their message to 
him was that any deal thatis acceptable to Is- 
rael mustalso be acceptable to them. 

With the occupied territories ablaze, Mr 
Barak transferred three villages on the out- 
skirts of Jerusalem to the Palestinian Author- 
ity. It was a transfer from partial to full con- 
trol that had been on the negotiating table 
for eight months. Mr Barak had told the Pal- 
estinian leader that the delay was due to “do- 
mestic constraints” within his coalition. On 
May 15th, Mr Arafat answered him by un- 
leashing a few constraints of his own, 
=e 
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NTERNATIONA 
Nuclear Non-Proliferation Treaty 


No dash to the 
dustbin 


S THE battle to bolster the Nuclear Non- 
Proliferation Treaty being won or lost? 
There was little of the predicted fisticuffs at 
the five-yearly review of the net's workings, 
due to end on May 19th, though the meeting 
has kept scores of diplomats and lobbyists 
closeted in New York for the past month. Dif- 
ferences were not as wide as first thought, 
suggested Net optimists. Pessimists thought 
them too difficult or too dangerous for 
grandstanding. To a realist, these are indeed 
critical times: no one is threatening to pull 
out of the npr, but pressures are growing 
that could fatally weaken it. 

The treaty is valued for its near-univer- 
sality:it has been signed by all but four coun- 
tries, India, Pakistan, Israel and Cuba 
(though Cuba has joined Latin America’s re- 
gional non-proliferation club). But its great- 
est value is the non-proliferation bargain on 
which it rests:nuclear have-nots promise not 
to build nuclear weapons in return for help 
with civilian nuclear power, and the five of- 
ficial nuclear-haves—-America, Russia, Brit- 
ain, France and China—commit themselves 
to work towards nuclear disarmament as 
part of a process of general disarmament. 

Both sides of the bargain are looking 
shaky. In 1995, when the treaty was extended 
indefinitely, the nuclear powers agreed to 
negotiate a test ban, devise a treaty toend the 
production of fissile materials, such as pluto- 
nium and highly-enriched uranium, and 
take bolder steps to reduce their nuclear ar- 
senals. Patience is wearing thin. 

A test ban treaty was agreed, in 1996, but 
it is yet to enter into force, and was rejected 
last year by America’s Senate, even though 
the Clinton administration continues to ob- 
serve the ban. Nuclear-armed Israel remains 
beyond net limits, to Arab anger. And in 
1998 India and Pakistan both tested their nu- 
clear weapons and are now demanding a 
place alongside the five in the nuclear club 
(the ner reviewers said no). 

Abanon producing more fissile material 
would be the next logical step in disarma- 
ment, but is being blocked by China, which 
wants equal prominence at the Geneva- 
based Conference on Disarmament, where 
such treaties are worked out, for a ban on the 
military use of space. This is its way of op- 
posing plans by America to try to strike a 
deal with Russia to loosen the limits on mis- 
sile defences in the Anti-Ballistic Missile 
(ABM) treaty. And though Russia belatedly 
ratified the Start-2 strategic-arms-cutting 
treaty with America (and the test ban) last 
month, deeper arms cuts will now have to 
wait until the ABM row is settled. 

In New York a “new agenda coalition” of 
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Brazil, Egypt, Ireland, Mexico, New Zealand, 
South Africa and Sweden demanded an 
“unequivocal” commitment to nuclear dis- 
armament. Their demands included: no- 
first-use pledges, legally binding assurances 
that non-nuclear states will not be attacked 
with nuclear weapons, taking weapons off 
alert and separating their warheads from the 
means to deliver them, and a new interna- 
tional conference on nuclear disarmament. 
The official nuclear five came up with reas- 


| A djinn in an oil barrel 


DUBAI 


S WITCHCRAFT unlslamic? Perhaps it 

is, but many devout citizens of the Un- 
ited Arab Emirates still believe devoutly 
in magic and possession by demons. A re- 
centcourt verdict on sorcery has made the 
subject uncomfortably public. 

The case involved a woman charged 
| with casting a spell on her former hus- 
band and his sister. After the guilty ver- 
dict, and a sentence of four months in pri- 
| son, the sharia court in Ras al-Khaimah 
(one of the emirates) ruled that anyone 
found guilty of employing a magician to 
cast a spell on someone else would be sen- 
tenced to death. The practice not only 
breaks the Muslim code of conduct, said 
the court, but is blasphemous. The trouble 
is that many rich and educated Arabs 
may use a magician to invoke a djinn to 
sort out their problems, and they certainly 
do not consider the practice blasphemous. 

The theory that genies or djinn can 
influence people’s lives is widely accepted 
| in Islam. Djinn are mentioned 37 times in 
| the Koran, and have a sura (chapter) de- 








voted to them, The Ras al-Khaimah court 
condemned witchcraft, but it also ap- 
pointed a committee of religious scholars 









suring-sounding — words—~ 
but failed to satisfy deter- 
mined disarmers. 

They also pointed to 
their own disarming ef- 
forts. All but China have 
been cutting weapons 
since the cold war ended, 
and America has put up 
some $5 billion to help a 
chaotic Russia prevent the 
loss of nuclear secrets and 
materials to countries— 
North Korea, Iran, Iraq and 
Libya~thought to be in the 
market to build their own 
bombs. 

Indeed, the other chal- 
lenge to the Ner comes 
from the weaknesses in the 
international safeguards 
against proliferation. Al- 
though all npr members are supposed to 
have safeguards deals with the International 
Atomic Energy Agency, some still do not. Of 
those that do, only nine have so far agreed in 
full to the toughened safeguards, brought in 
after it was seen how easily Iraq had hood- 
winked inspectors about its illicit nuclear 
programme. Hardly a sound basis from 
which to start preparing to police a nuclear- 
free world. : 








man’s body”, as the local press put it. The 
man and his sister were then exorcised. 

The belief in magical practices goes | 
deep. Two years ago,a senior officialofthe | 
Dubai Islamic Bank handed over $242m_ | 
of the bank’s funds to a Nigerian sorcerer. 
The banker was convinced that the magi- 
cian, who could communicate with djinn, | 
had cast a spellon him. | 

Respect for magic stretches beyond | 
the var to Saudi Arabia and Oman. A few 

| 
fi 
| 
| 
| 
l 


l 
to “interview the djinn lodged within the | 
| 


weeks ago, riots broke out in south-west- 
ern Saudi Arabia when a man was ar- 
rested for sorcery, a practice banned in the 
kingdom. A few years ago, magic talis- 
mans inscribed. with koranic verses were 
found in the uar emirate of Sharjah, 
which has close links with Saudi Arabia, 
Sharjah officials insisted that magical 
practices were “totally new tothe commu- 
nity” and “newly imported to the region”. 
This caused some amusement. After all, 
the practice is perfectly well known, par- 
ticularly among old people. IF anybody 
wants to make a million, catch adesirable 
partner or cause gentle mischief, he may 
well be advised to “ask my grandfather”. 
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THE RIGHT RELATIONSHIP IS EVERYTHING 


When builders of the new economy 


are being bombarded by 


investment experts 
money managers 
estate planners 
tax advisors 
merger mavens 
long-lost relatives 


everyone in creation 
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the right relationship is everything. 
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The tail boom of the RAPTOR 


For more Innovalue Product Information: 


Innovalue™ gives you 
added value through innovation. 
That's the Taiwan Advantage. 


Last year, Thunder Tiger of Taiwan surprised 
model builders with a fully operational jet engine. 
Now, to their delight, comes the RAPTOR, 

a high-performance remote-controlled helicopter. 

With its 10 millimeter main shaft and strong 42 inch frame, 
the RAPTOR is built to survive the worst Saturday morning aerobatics. 
Almost every part is fabricated by Thunder Tiger which 
accounts for its exceptional quality control and Innovalue price. 
But you'll also find Innovalue in other leisure gear: 
the high tech carbon fiber bicycles from GIANT and MERIDA, 
and the power tennis rackets from PRO KENNEX. 
Innovalue will cover your product area, too. Why not reach us 


through fax or the Internet to learn more. 
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The void at the heart of Europe 


BRUSSELS. 


After a long silence, France and Germany have come up with some tentative 
new ideas for further European integration. But these may not be to the taste 


of the European Commission 


VEN the founding fathers of the Euro- 

pean Union, France and Germany, seem 
unsure now what they want from it. The old 
imperative of post-war reconciliation has 
faded, and nothing comparable has taken its 
place. The hesitancy of the two big powers at 
the heart of Europe is bad news for the Eu’s 
central institution, the European Commis- 
sion, which is both the civil service and the 
policymaker of the Union. Once, France and 
Germany would defend the commission al- 
most unconditionally, as their instrument. 
Now they too question its methods, its aims, 
its popularity, its value for money. 

The commission, these days, looks a bit 
punch-drunk. It forfeited much of its author- 
ity and reputation last year, when a previous 
team of commissioners resigned amid alleg- 
ations of nepotism and petty corruption. The 
new team, under Romano Prodi, a former 
prime minister of Italy, took office last Sep- 
tember. But, so far, the verdict is that the new 
commission is not pulling itself together as 
quickly and as surely as was hoped. 

Mr Prodi has been slow to impose the 
centralised, detailed, bureaucratic and po- 
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litical controls needed to steer his 19 other 
commissioners and their work. He aims to 
correct this with a shuffle of top staff, which 
was announced this month. But since part of 
the shuffle involves the introduction of a 
policy unit that will overlap with his cabi- 
net, or private office, which is also meant to 
co-ordinate and develop policy, itis far from 
clear that the new arrangement will provide 
the clarity needed. 

Elsewhere, some things are going better. 
The commissioner for external relations, 
Chris Patten, has produced a persuasive 
blueprint for improving the delivery of for- 
eign aid (see box on next page). Neil Kinnock, 
the vice-president for reform of the commis- 
sion itself, is mastering a monstrous brief 
with every sign of genuine enthusiasm. The 
competition commissioner, Mario Monti, is 
stamping his logic on antitrust policy. 

But there is still much shakiness in the 
Brussels air—enough, at any rate, to worry 
France and Germany. They may not know 
quite what they want from the Union now, 
but they do see they have far too much of 
their national interests invested there to risk 





letting it drift. For one thing.a more unstable 
Union might lead tó an even more unstable 
euro, Europe’s common currency, 

One sign of their renewed engagementis 
an informal summit on May aoth at Ram- 
bouillet, in France, scheduled so that French — 
and German leaders could discuss plans for 
the French presidency of the the sec 
ond half of this year. The progra 
cludes steering to a close a year-long 
stitutional conference meant to prepare Et 
institutions and procedures for the expan: 
sion of the Union in the decade ahead. A. 
dozen or more countries may be admitted, 
most from Eastern Europe. 

There have also been some speeches o 
Europe from French and German politi 
cians. Lionel Jospin, the French prime minis 
ter, made a fairly cautious one last week 
about short-term priorities. Joschka Fischer, 
the German foreign minister, delivered a 
more visionary one about enlargement and 
irtegration-albeit, he quaintly insisted, ina 
“personal” capacity, not as a government: 
manifesto (see page 72). n 

Mr Fischer argued bravely for enlarge- 
ment, a divisive issue in Germany. He also 
said that political integration ofthe Union: 
had to take place at the same time, otherwise 
ant expanded Union would be both bloated 
and constipated. A true European Union 
would require a true European government, 
he said, and that might be reached by one of: 
two routes. It could be formed by heads of > 
national governments, acting together. Al- < 
tematively, a supranational body could be 
installed, along the lines of the European. 
Commission, and topped off for decency’s. 
sake with a directly elected president. 

No prizes for guessing which of those op- 
tions the commission would prefer. But, 
equally, no prizes for guessing which.one 
most governments would prefer. Their 
present view is that any further steps to- 
wards European integration should involve 
a transfer of powers to governments acting 
in concert, not to the commission. 

For evidence of this, tum to Mr Jospin’s 
speech. His main specific proposal, an old 
French favourite, was for beefing up the role, 
of “euro-11”, an informal grouping of the fi- 
nance ministers from the 1 countries in the 
monetary union. This seems to have a fair 
chance of coming to something, since Mr Fi- 
scher also spoke approvingly on the same 
theme. Mr Jospin wants a euro-n that incar- 
nates “the economic policy of the euro zone 
and the authority, political of course, which 
directs.it”. i 

In other words, France wants a political — 
body atleast equal in power to the European: 
Central Bank, which is independent of gov- 
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ernments. In practice, that would probably 
mean turning the euro-11 into a formal coun- 
cil of the Union, with legislative powers, and 
with a president who can speak for the 
whole euro area in economic affairs—in 
American terms, a sort of treasury secretary 
for Europe. 

If so, the commission would be a big 
loser. Its economic services would be limited 
merely to the provision of forecasts and sta- 
tistics to the euro-11. The authority of com- 
missioners in fields such as taxation, the sin- 
gle market, agriculture and regional policy 
would also be reduced over time. As an 
“economic government” for the euro area, 
the euro-11 would want to make atleast some 
policy in these areas, and the commission 
would have to acquiesce. 

Godown this route, and the question be- 
comes one of whether the commission has 
any sort of future in its present form. The £u 
needs a civil service of its own, most cer- 
tainly, and the best one possible. It needs a 
competition agency and a trade negotiator, 
jobs the commission has done well. But it 
does not obviously need for ever a team of 
commissioners trying to make policy across 
the board in competition with ministers. Ad- 
mit that, and the commission is an institu- 
tion on trial as never before. 





es . 
Europe’s wasted aid 


BRUSSELS 


WO cheers for Chris Patten, the Euro- 
pean commissioner for external rela- 
tions. One cheer is for saying out loud this 
week what a shambles the European Un- 
ion’s aid programmes have become. The 
second is for proposing a plausible 
scheme for improving matters. It will be 
time for the third and biggest cheer, if and 
when the plan brings the intended results. 
When Mr Patten moved to Brussels 
last year, he inherited an aid budget of €10 
billion a year (then worth $10.5 billion) 
that had all but spun out of control. It had 
tripled in size over the previous ten years, 
but the European Commission had not 
added the staff to manage it properly. 
Money was paid out too late to be of use, 
or to the wrong place, or never paid at all. 
Celebrated black spots included: 
e Russia and the former Soviet Union, 
where £u money has often benefited only 
consultants and middlemen. From 1990 to 
1997, the Eu dished out €355m for nuclear 
safety programmes. Auditors said last 
year it was “not possible to quantify the 








scale of these programmes or how far they 
had been implemented”. 

¢ The southern Mediterranean, where the 
commission seems to have promised 
money almost at random. If the Eu 
stopped approving new money today, it 
would still need almost nine years, at the 
present rate, to pay out the sums it has al- 
ready pledged. 

e Gaza, where the £u paid €32m towards 
a showpiece hospital, which has stood 
empty for a year because nobody thought 
to budget for staff and equipment. 

Mr Patten’s plan consists mainly of de- 
manding the additional staff needed todo 
the job properly. If governments and the 
European Parliament refuse him, he will 
propose cutting aid programmes to fit the 
staff available. And he wants to hand 
overall management of aid to a new “of- 
fice”, which might one day be “floated 
out” of the commission itself. 

Good luck to him. And if it works? 
Then put him in charge of the common ag- 
ricultural policy next. 





Germany 


A game of seduction 


DUSSELDORF 


The resurgence of the Free Democrats, Germany’s liberals, at state level 
presents Chancellor Gerhard Schröder with a tantalising choice 


HE Greens are sinking, the Free Demo- 

crats, Germany’s liberals, are rising, and 
the Social Democratic chancellor, Gerhard 
Schroder, is keeping his options open about 
future federal coalition partners after the 
next general election in 2002. That was the 
broad message to emerge from the vote on 
May 14th for the state parliament in North 
Rhine-Westphalia, home to 18m 
Germans, more than a fifth of the 
country’s population. 

Though they came third, the 
liberals were the clear winners, 
more than doubling their previ- 
ous share of the vote to nearly 
10%. The Greens, in coalition with 
the Social Democrats both in 
North Rhine-Westphalia and in 
the federal government, flopped 
to an ignominious fourth place 
with 7%, after losing nearly a 
third of their previous vote. 

The Social Democrats 
dipped a bit, to 43%, but man- 
aged to hang on to the power 
they have held in the state for the 
past 34 years. Given Germany’s 
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current economic upswing, booming ex- 
ports and falling unemployment—now be- 
low 10% for the first time in nearly four 
years—they had hoped to do better. As for 
the Christian Democrats, facing their first 
electoral test since electing a new leader, An- 
gela Merkel, the troubled centre-right party 
held firm with 37%, though that was well 





Schröder and Clement, open to offers 


down on the 50% it had polled in local elec- 
tions in the state last autumn just before its 
party-financing scandal broke. 

After the result, Jürgen Möllemann, the 
exuberant leader of the state’s liberals, 
promptly called on Wolfgang Clement, the 
Social Democratic premier, in order to press 
his claim as an alluring partner in govern- 
ment. But, much though the business- 
friendly Mr Clement may be tempted, he is 
being urged by his party leaders in Berlin to 
try to remake a coalition with the obstreper- 
ous Greens. Negotiations are due to start this 
weekend. They could prove tricky. To hedge 
his bets, Mr Clement has arranged a private 
meeting with Mr Möllemann before the 
talks with the Greens even begin. 

Before this election, Franz 
Müntefering, the chairman of 
North Rhine-Westphalia’s Social 
Democrats as well as general 
secretary of the national party, 
insisted that he “could not imag- 
ine a coalition” between the lib- 
erals and his party—although 
one already exists in the next- 
door state of the Rhineland-Pal- 
atinate. The liberals and Social 
Democrats are old bedmates, 
having ruled together at federal 
level from 1969 until the liberals 
unceremoniously dumped the 
Social Democratic chancellor, 
Helmut Schmidt, in favour of the 
Christian Democratic leader, 
Helmut Kohl, in 1982. But, having 
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shared power with the Christian Democrats 
for 29 of modern Germany’s 51 years, the lib- 
erals have come to be widely regarded as 
their “natural” allies. 

Mr Möllemann is now questioning that 
assumption. His party, struggling for sur- 
vival since being overtaken by the Greens in 
national elections six years ago, has bounced 
back to its traditional position as Germany's 
third political force in the two most recent 
state elections. In national polls, it is neck- 
and-neck with the Greens, with 6-7%. In- 
stead, it is the Greens’ turn to feel vulnerable. 
They are torn by leadership disputes and, 
sinceentering the federal government for the 
first time in 1998, have lost much of their ap- 
peal as a somewhat wacky, pacifist protest 
party of the left. 

Chancellor Schréder will be watching 
the courtship keenly. He has shifted his So- 
cial Democrats towards a more market-ori- 
ented, business-friendly centre, closer to the 
liberals’ own position. The two parties these 
days look more like a natural fit. So why not 
get together at federal level? 

Life with the liberals would probably be 
easier for the chancellor. But the risk is that 
he would lose electoral appeal. By holding 
on to the Greens, he can still claim to repre- 
sent the left, while carrying out right-leaning 
policies, such as his tax and pension reforms. 
Unless his current partners become too awk- 
ward, he is likely to stick with them, at least 
until after the 2002 general election. But he 
no longer rules anything out. “The good 
thing about options is that one has them and 
can use them when it’s appropriate,” he said 
tantalisingly this week. That could be more 
than justa warning to the pesky Greens. 

a s 





France 


About turn 


PARIS 


ES the president of the French Republic 
is entitled to change his mind. But on a 
point of principle? In 1995, Jacques Chirac, 
on the eve of winning a seven-year term as 
president, firmly ruled out the notion of a 
five-year term—a constitutional amend- 
ment favoured by his Socialist opponent, 
Lionel Jospin. “Iam against the quinquennat 
on principle,” he grandly declared. Last July, 
on Bastille Day, Mr Chirac was equally clear: 
“The quinquennat, under one form or an- 
other, would be an error—and so I will not 
support it.” This week, however, the word 
from the president's team at the Elysée Pal- 
ace was that Mr Chirac, after a suitable per- 
iod of “reflection” and consultation, might 
well change his mind. Why? 

One explanation is the clever campaign 
for the quinquennat being waged by a previ- 
ous centre-right president, Valéry Giscard 
d'Estaing. Now a decidedly unhumble 


THE ECONOMIST MAY 20TH 2000 





Vi 

Chirac’s seven-year hitch 
member of parliament, he proposed to his 
colleagues last week a constitutional amend- 
ment in favour of the shorter presidency. 
The seven-year term, Mr Giscard d'Estaing 
noted, was chosen “for reasons purely of cir- 
cumstance” some 127 years ago. How much 
more sensible, in today’s circumstances, to 
match the presidential mandate with the 
five-year parliamentary term—and, while 
you are at it, to limit the number of succes- 
sive presidential terms to two. 

Perhaps Mr Chirac still does not agree. 
But he is bright enough to note that Mr Gis- 
card d’Estaing’s proposal was also signed by 
other conservative members of parliament, 
and that it was this week warmly endorsed 
by Mr Jospin, the prime minister. Add to that 
the support for the quinquennat from sev- 
eral leading figures in his own right-wing 
Rally for the Republic and, according to the 
polls, from 78% of the public, and a president 
who sticks by his principles is in danger of 
swimming against the tide. 

Asecond explanation is that, by the next 
presidential election in May 2002, Mr Chirac 
will be almost 70 years old. Given voters’ 
memories of the infirmity, not to mention 
corruption, of the late Francois Mitterrand in 
his second term as president, Mr Chirac may 
well reckon that a five-year term would give 
him a better chance of victory against Mr 
Jospin, a youthful 62. 

Now that so many seem to agree on the 
change, how should it be made? Mr Jospin 
wants the president to empower him to pro- 
pose an amendment on the government's 
behalf, which would then need to be ap- 
proved by a constitutional congress or a ref- 
erendum. His implicit threat is that, if he 
does not get such authority, he will opt for 
Mr Giscardd’Estaing’s method: a vote in par- 
liament, followed by a referendum. 

Mr Jospin also favours taking a decision 
as soon as possible, not least because it might 
bring pressure on Mr Chirac to resign before 
his current seven years are up. By contrast, 


EUROPE 


delaying the decision until, say, the autumn 
of next year, would allow Mr Chirac to 
present himself to the electorate as a con- 
stitutional “moderniser” in 2002. 

Would the quinquennat make France 
better governed? As Mitterrand proved, con- 
secutive terms of seven years are indeed too 
long. But the conventional argument for 
shortening the mandate is to avoid the pro- 
blem of having a president and a govern- 
ment from different parties—witness the 
present cohabitation, brought about after 
the 1997 general election, and the periods in 
1986-88 and 1993-95, when Mitterrand had to 
cohabit with, first, Mr Chirac and then the 
centre-right Edouard Balladur. 

The assumption is that matching presi- 
dential and parliamentary mandates would 
eliminate the problem. Yet that is by no 
means certain. For one thing, the voters seem 
quite happy with cohabitation, partly as a 
means of checking the power of both presi- 
dent and prime minister. Voters could still 
opt for one from each party, even under a 
five-year term. 

Critics also point to dangers in the new 
arrangement. France could turn into even 
more of a presidential regime, with a weak- 
ened parliament. Or quite the reverse: parlia- 
ment mightgrow instrength, especially if the 
president lost his power to dissolve it—a 
change not currently under consideration, 
but a possibility for the future—rendering 
the president's job merely ceremonial. The 
mischievous Mr Jospin seems to have no 
time for such debates. “If we are resolved to 
doit,” he urges, “let’s do it quickly.” 
=e 





Turkey 


New blood? 


ANKARA 


HATEVER happened to the Young 

Turks? The country is still run by old 
men. But the old politicians, no matter which 
party they belong to, are under pressure to 
make way for younger leaders. Last month, 
Bulent Ecevit, Turkey's 75-year-old prime 
minister, failed to persuade parliament to 
change the constitution to let Suleyman De- 
mirel, at 76, have another term as president. 
Instead, it chose a younger (58) and more re- 
form-minded man, Ahmet Necdet Sezer. 
Now the people who for the past 30 years or 
so have run the main Islamist party, in its va- 
rious guises, look as if they too are on the way 
out. Ifa new generation of more pragmatic Is- 
lamic politicians were to take over, the shape 
of Turkish politics might change for the bet- 
ter. 

On paper, the Islamic old guard is still in 
charge of the Virtue party, the successor to 
the Welfare party that led a coalition govern- 
ment in 1996 but was hounded out of office 
by Turkey’s secular-minded generals and 
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was then banned. At the party’s recent con- 
gress, its chairman, Recai Kutan, 70, man- 
aged to fend off a challenge from Abdullah 
Gul, a more modern-minded 50-year-old. 
But the odds were so heavily stacked against 
Mr Gul that his supporters were elated by 
the very narrow margin of his defeat. Now 
he must decide whether to bide his time and 
mount another challenge in a year or so, or 
split off and set up a more dynamic Islamic 
party straightaway. 

The biggest loser is Necmettin Erbakan, 
who founded Turkey’s Islamic movement 30 
years ago and became the republic’s first and 
only Islamic prime minister. Though offi- 
cially banned from politics on the nebulous 
charge of trying to impose Saudi-style reli- 
gious rule, he still pulls the strings: Mr Kutan 
is plainly his man. The biggest winner, on the 
other hand, is Tayyip Erdogan, Istanbul’s 
popular former mayor, who is also banned 
from politics. His crime was to recite a 
nationalist poem which Turkey’s judges, 
prodded by the ever-vigilant generals, 
deemed an incitement to Islamic rebellion. 
Behind the scenes, Mr Erdogan ran Mr Gul’s 
campaign. 

Until recently, few Turks would have 
guessed that Messrs Erdogan and Gul might 
challenge their long-time mentor, Mr Erb- 
akan. Not only was he revered as a hoca, or 
teacher, by many Islamic-minded Turks, he 
was also a master of intrigue with access to 
immense reserves of cash. No wonder he 
could get nearly all the party’s provincial 
bosses tosign a declaration that, in effect, de- 
nounced Mr Gul. So his failure to squash Mr 
Gul’s challenge more convincingly suggests a 
big swing in the mood of the movement. 

Several factors helped Mr Gul. First, he 
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INCE the collapse of communism a de- 

cade ago, the new democracies of Cen- 
tral and Eastern Europe have drawn on 
their diasporas for talent. America has pro- 
vided several ministers and even, for Lith- 
uania, a president. But it was a first for Ar- 
gentina when this month Andrej Bajuk, a 
middle-aged Buenos Aires banker who 
speaks only halting Slovenian, was asked 
to head Slovenia’s government. 

So far, Slovenes sound suspicious: an 
opinion poll suggests that only 17% trust 
him. And he still needs to win a series of 
votes in parliament, which could drag on 
for another month, before he clinches the 
job. In any event, a general election is due 
by December—and his hopes of winning it 
must be modest. But the puzzle is why is he 
in contention atall. 

The first reason is that an odd-shaped 
coalition of left and right, led by Janez 








Gul triumphs in defeat 


sounded much more democratic than the 
veterans. “We cannot credibly campaign for 
more democracy without practising it in our 
own party,” he said. Second, he argued for a 
cooler approach to politics. “Realism”, he 
said, should prevail over “emotion” if the 
party were to regain power. At the last gen- 
eral election, in 1999, Welfare, Virtue’s prede- 
cessor, saw its vote drop to 16%, putting it in 
third place, from 21% in 1995, when it won. 
Third, Mr Erbakan is himself becoming a li- 
ability: Vural Savas, Turkey’s militantly anti- 
Islamist chief prosecutor, is itching to ban 
Virtue on the ground that it is really the same 





An Argentine-Slovene seeks roots 


Dmovsek, collapsed last month when one 
bit switched sides, and the emerging right- 
wing coalition poised to replace it could 
not agree on who should lead it. So up 
popped Mr Bajuk, who earlier this year 
was still in Argentina, as a stop-gap. 

Mr Bajuk would be just about plausi- 
ble as a finance minister, since he helped 
draft some of the country’s privatisation 
laws while still an Argentine banker. But he 
knows virtually nothing of Slovenia's 
messy politics, Moreover, his Argentine 
background makes many Slovenes feel 
rather queasy. 

Mostof the 50,0000r soethnic Slovenes 
in Argentina descend from members of the 
pro-fascist home guard, known as the Do- 
mobranci, who fled when the communists 
took over after the second world war. 
Many Slovenes still consider them quis- 
lings and assume that anyone connected 





party as Welfare. Mr Erbakan’s prominence 
at the congress, with the word mucahid, 
meaning freedom fighter, flashing on an 
electronic billboard under his name, will 
have bolstered Mr Savas’s case. Yet Mr Erb- 
akan is now said to be ordering a purge of de- 
legates who voted against his protégé. 

How different are Mr Gul and his friends 
from their party's old-timers? In several 
ways, not very. Mr Gul is a pious Muslim 
who, like Mr Erbakan, wants religion to play 
a bigger part in Turkish life. He argues in fa- 
vour of letting women wear Islamic-style 
headscarves in state schools and govern- 
ment offices. His wife was prevented from 
taking university entrance exams because 
she refused to bare her head. He is also a 
strong Turkish nationalist. In his speech at 
the congress, he never mentioned the Kurds, 
even though many of the party’s Kurdish de- 
legates had voted for him. Moreover, if Vir- 
tue, like Welfare, should be banned, Mr Gul 
could well be barred from politics too. 

But he does, in Turkish terms, stand for a 
new type of Islamic leader. He is more cos- 
mopolitan in style and dress than the older 
generation. He speaks fluent English. Despite 
his declared wish to promote Turkey as a 
leading Muslim country, he backs its appli- 
cation to join the eu. He sounds genuine 
about wanting his party, and Turkish poli- 
tics in general, to be more democratic. 

And, intriguingly, despite arguing for a 
stronger adherence to Muslim values in pub- 
lic life, he has even suggested that religion 
and politics do not always mix. Which raises 
the question: how different would his kind 
of party be from a secular party that none- 
theless endorsed Turkey’s Muslim identity? 
s 





to them will hold rigidly conservative and 
virulently nationalist views. 

Mr Bajuk himself shows no signs of ex- 
tremism, but liberals guess that the coun- 
try’s Roman Catholic archbishop, Franc 
Rode, may have had a hand in his nomina- 
tion. The prelate, who has Argentine con- 
nections and strong sympathy for the 
Domobranci, has been arguing for the 
church to play a bigger part in public life. 

In any event, government policy, who- 
ever is in charge, is unlikely to change 
much. “Its hard to pinpoint our differ- 
ences with the parties of the left,” says a 
spokesman for Coalition Slovenia, as the 
new group of parties on the right is called. 
“We're for traditional values,” he offers 
hopefully. That tends to mean asking for 
more cash for farmers, a clear-out of ex- 
communists from public office, and tax 
breaks for families. 

So why import an Argentine to take 
charge? “It makes us look like a banana re- 
public,” says a girl sipping cappuccino in a 
café in Ljubljana, the capital. 
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Russia’s regions 


Beyond the Kremlin's walls 


UFA, BASHKORTOSTAN 


President Vladimir Putin is trying to bring Russia’s regions back into line 


USINESS is what matters; democracy is 

) forlater, perhaps. There areelectionsofa 

_ sort, but the president's candidates always 

win. The media do what they are told. For- 
eigners are welcome so long as they keep 
their wallets open and their mouths shut. 
The place stays afloat thanks to oil and the 
weak rouble. 

A gloomy snapshot of President Vladi- 
mir Putin’s Russia? The description certainly 
fits Bashkortostan, a family-run republic in 
mid-Russia that has become the first target 
of Mr Putin’s attempt to tidy up his country’s 
shambolic internal structure. 

The immediate argument is about the re- 
public’s constitution, which puts Bashkor- 
tostan’s laws on an equal footing with Rus- 
sia’s. That has allowed the leadership to 
ignore federal privatisation programmes 
and keep the press cowed and elections 
rigged. Last week, Mr Putin fired off a stiff let- 
ter to the speaker of the local parliament, 
saying that the republic must bring its con- 
stitution into line with Russia’s. 

Mr Putin has launched a wider plan too. 
He is calling for more power to sack regional 
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bosses and wants to end their automatic 
right to seats in Russia’s upper house of par- 
liament. He also wants to parcel out Russia’s 
89 component republics and regions into 
seven new districts, each overseen by a presi- 
dential appointee. These governors-general, 
as the Russian media call them, are to man- 
age the local operations of the “power minis- 
tries” —those for defence, the interior, secu- 
rity and justice. All this would severely 
cramp the style of Bashkortostan and other 
independent-minded bits of the federation, 
which have largely taken over the central 
government's outposts of power. 

At stake is the future of Russia as a cen- 
trally governed country. Over the past ten 
years, the centre’s hold has weakened 
sharply, and the differences between regions 
have grown (see map). The local govern- 
ments are not an advertisement for federal- 
ism: most are by turns thuggish, crony-rid- 
den and plain incompetent, though a 
handful are now dimly aware of the benefits 
of foreign trade and investment. 

The leadership in Bashkortostan is puz- 
zled rather than panicky. The republic is far 
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from being the worst-rur place in Russia, 
and it loyally supported Mr Putin in the 
presidential election. Next-door Tatarstan is 
much more outspoken about political and 
economic sovereignty. Crime in Bashkorto- 
sian is not conspicuous. President Murtaza 
Rakhimov is an autocrat, but his. rule is 
heavy-handed rather thanbloody 

The argument, his friends in: 
about money, and his government is quite 
ready to talk about it. Bashkortostan is- 
prosperous by Russian standards, with-one 
of the biggest oil companies in the coun 
(coincidentally run by the president's 
Ural) and one of the strongest banks 
republic’s status will not be asubjecto 
tiation,” says the republic's speaker. Ane 
Mr Putin differs? “A threat would be co: 
ter-productive,” he frowns intimidatingly 

The noncommittal welcome given by 
most regional leaders so far to Mr Putin’ 
plans has worked well in the past. 
attempts to bring order to the provinces AV 
quickly become bogged down. Under pres 
sure, regional leaders pay lip service to the 
federal leadership and wait until its atten- 
tion wanders. The 80-plus presidential repre- 
sentatives in the regions appointed by Boris 
Yeltsin in an attempt to re-establish his au- 
thority have usually become little more than 
figureheads. Mr Putin’s planned new gover- 
nors-general may well meet the same fate. 

“This happens when new people are 
only just starting work,” says the head of an- 
other republic in central Russia, in a reveal- 
ingly patronising tone. “The decree just 
creates one more bureaucracy with thou- 
sands more employees.” 

All the same, Mr Putin could prove a 
more serious centraliser than Mr Yeltsin. He 
worries publicly about separatism, and has 
strongly backed the war against it in Chech-. 
nya. He may be able to muster some serious: 
allies in Moscow. He may, for example, be 
co-ordinating his plan with the barons of the 
national oil and gas industries, who would 
also like to.cut down self-important regional 
leaders—with an eye for the spoils. 

Even so, any serious attempt to recentral- 
ise Russia risks changing the regions’ current 
apathy towards Moscow into hostility. And 
although democrats in places like Bashkor- 
tostan rest their hopes, lightly, on Mr Putin, 
getting rid of bad local leaders will improve 
things only if the central government for its. 
part starts working properly. 

That could yet happen, but the opening 
weeks of Mr Putin’s presidency give little rea- 
son for hope. Journalists are panickingabout 
state harassment of the company that owns 
NTV, the main independent television chan- 
nel. And there is no sign yet of government 
support for the increasingly dog-eared econ- 
omic-reform plans that have been floating 
around Moscow. Bashkortostan is a useful 
target for Mr Putin; pessimists fear it could 
be a useful model too. 












































































OR months, Germans have been wondering what Joschka 
Fischer has been up to—either as their foreign minister or as the 
country’s leading Green. He seemed full of fizz during his first year 
in office, then appeared to grow oddly weary of the world, apa- 
thetic, irritable and wan. He lest his early prominence; his advisers 
were said to be losing heart. Worse, from the standpoint of both 
Germany and Europe at large. his country’s foreign policy seemed 
adrift. The sputtering Franco-German motor has seemed on the 
point of stalling. And with nobody in the driver’s seat, the Euro- 
pean Union has been wheezing too. The impish Mr Fischer, some 
said, had simply burned out. 

That was not, however, the impression he gave last week wher: 
he told a clutch of dignitaries in Berlin of his vision for meeting 
“undoubtedly the biggest challenge that has ever faced the £u”— 
that is, how to turn the present Union 
of 15 members into one with as many 
as 30. Economic integration on that 
scale, he said, would have to be 
matched by closer political union. In- 
deed, Mr Fischer called for a fully 
fledged European federation, with a 
two-house parliament and the option 
of adirectly elected president, to be un- 
derwritten by yet another treaty. 
Countries that wanted to rush ahead 
into an ever tighter union of that kind 
should, he suggested, be allowed to 
create a new “centre of gravity” (a met- 
aphor meaning much the same as “Eu- 
rope’s avant-garde”, an old unionist fa- 
vourite) that would nudge the con- 
tinent towards an eventual “com- 
pletion of integration”. 

Nobody, he added with an eye to 
Eurosceptics, especially those across 
the English Channel, would be ex- 
cluded if they wanted tojoin the faster- 
moving “core group” at a later stage. 
Nor, he insisted, would such a vision 
threaten the nation-state, which, he ac- 
knowledged, still often provides peo- 
ple with a “source of comfort and secu- 
rity”. The sort of federation he had in 
mind was “lean”; the principleof “sub- Maei £ 
sidiarity”—always legislating at the lowest appropriate level-—had 
to bedefended. And his proposed lower house of a more powerful 
European Parliament would be made up of people who were also 
members of their own countries’ parliaments. 

Whether or not Mr Fischer’s frankly federalist blueprint gains 
acceptance across Europe, it has the merit of telling Germany’s 
French friends that, at least among some influential people in Ber- 
lin, hope springs eternal for the creation of a continent where po- 
litical sovereignty is increasingly divided—starting with Germany 
and France. Mr Fischer's counterpart in Paris, Hubert Védrine, has 
welcomed the German’s remarks as “the most ambitious to date”. 

Conscious of a sense of drift in Berlin, Paris and Brussels, Mr Fi- 
scher may also hope for a fresh debate on European integration— 
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| just six weeks before France takes over the eu’s presidency. Lionel 


Jospin, the French prime minister, has pledged to wrap up France’s 
six-month stint with a set of crucial institutional reforms that will 
enable the Union to take in a dozen new members, mainly from 
the east. Mr Jospin has himself recently presented some ideas, a bit 





Joschka Fischer, Germany’s flighty foreign minister 
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like some of Mr Fischer's, though less far-reaching, for “a core of a 
few [eu]countries co-operating more closely than others”. 

Despite complaints from many in Brussels that the French and 
Germans are no longer working in synch, Messrs Fischer and Véd- 
rine get on well. The Franco-German axis, says Mr Fischer, is “even 
more indispensable now than it was 50 years ago... Without it, no 
European project will succeed.” Both halves of the old pair seem 
readier, these days, to flirt with Britain, but the marriage is by no 
means over. And Mr Fischer’s ideas will certainly provide some- 
thing for French and German leaders tochew on when they gather 
on May 19th at Rambouillet, near Paris. 

But why did Mr Fischer cast his ideas so coyly as being entirely 
“personal”? Would they not have carried more weight if he had 
spoken candidly in his capacity as foreign minister of the £u’s big- 
gest country, with the world’s third- 
biggest economy behind it? For one 
thing, this modest pitch was meant to 
reassure less ardent integrationists 
across Europe that Germany was only 
flying a kite. For another, German for- 
eign ministers are still wary of coming 

Se H  overas didactic or even bullying. 

qo a x When Gerhard Schroder declared 

fe on coming to power as chancellor in 
enough to be treated as a “normal” 
country whose leaders would vigor- 
ously fight for its national interests, 
some non-Germans (and Germans 
too) felt queasy—the more so since the 
capital was about to move east from 
gentle little Bonn, on the Rhine, to 
beefy Berlin, the old imperial capital. 

Mr Fischer, a former car-factory 
worker who took to the barricades 
during the mayhem of 1968, is as con- 
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ful past. The child of ethnic Germans 
who came back to the motherland 
from Hungary, he is aware, too, of the 
ghosts that could be conjured up in 
such countries as Poland and the 
Czech Republic by a.German-led ex- 
pansion of the eu to the east. 

All the same, he reckons that Germany should ‘be less shy 
about making its case to the world. Its mere economic might makes 
ita global force, he says. It is entitled, nowadays, to defend German 
interests, along with human rights and moral values. To the fury of 
his own Greens’ pacifist old guard, he backed wato’s bombing of 
Serbia and was in the front line of those arguing for German troops 
to be sent to Kosovo. 

In any event, political integration should—in Mr Fischer’s 
book—reassure those easterners that the Union’s expansion is not 
just a blind for a new economic imperialism. Moreover, he insists, 
Germany is still ill-suited for acting abroad alone. Wherever possi- 
ble, it should team up with fellow naro countries, with the United 
States, with the United Nations, above all with fellow Europeans. 

Yet, a decade after the fall of the Berlin Wall, many Germans— 
and certainly Mr Fischer—are still groping for a new place in the 
world. An intriguing piece of kite-flying though it surely was, his 
recent speech will hardly have persuaded listeners abroad that 
Germany really knows where it is going. 
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The virtual threat 


| 

| PT'HE most remarkable thing about the effect of 
LCA the Internet on the financial-services sector is 

| ‘not how pervasive it has been; it is how limited a 

| transformation it has so far wrought. Financial insti- 
tutions, after all, deal in a product-—-money—-that for 
many of their customers has long been “virtual”. 
Bank-account holders are used to the notion that 
their cash is represented by a series of numbers on a 
monthly statement generated by a computer, or by 
the glowing green figures of a cash machine. And 
they have become accustomed to making payments 
using pieces of plastic backed with a clever magnetic 
strip. The Internet might have been designed for the 

| distribution, monitoring and management of this 

| ubiquitous electronic commodity. 

| More worryingly for the firms that make their 

| living out of arranging financial transactions, the In- 

ternet might also have been designed to do away 

| 

| 

| 

| 

| 

| 

| 





with them. Banks and other financial firms are inter- 
mediaries, standing between lenders and borrow- 
ers, savers and spenders. For decades, banks in rich 
countries have been fretting about how to cope with 
“disintermediation”: lenders dealing direct with 
borrowers (as many do already in the capital mar- 
kets), without using a bank’s balance sheet to add a 
layer of cost. The Internet is, potentially, the greatest 
force for disintermediation the banks have ever had 
to tackle. Other intermediaries, such as retailers, face 
the same problem. But money, unlike, say, an item 
of clothing, is a commodity that can actually be 
used, transferred and delivered electronically. 
Samuel Theodore, of Moody’s, a credit-rating 
agency, believes the banks are currently undergoing 
| their “fourth disintermediation”. The first involved 
| savings, and the growth of mutual funds, special- 
| ised pension funds and life-insurance policies at the 
| expense of bank deposits; the second saw the capital 
| markets take on some of the banks’ traditional role 
| as providers of credit; in the third, advances in tech- 
| nology helped to streamline back-office operations. 
| Now, in the fourth stage, the distribution of banking 
| products is being disintermediated. This process has 
| been going on for some years, with the spread of 
automated teller machines (arms) and, over the past 
decade or so, telephone banking and pc-based pro- 
prietary systems; but the Internet hugely enlarges its 
scope. 
| 
| 
| 
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Spotty youth 

Yet, except for one activity, share-trading, and one 

part of the world, Scandinavia, Internet-based fi- 

nancial retailing is, if not in its infancy, then scarcely 

at puberty. And wholesale banking, although it re- 
| lies heavily on complex electronic trading systems 
| and information technology, is still conducted 
| mostly on closed proprietary networks. To be sure, 
| there are some signs that the disintermediation the 
| industry fears may be starting. Internet banks, with 
| their low costs—and their dot.com habit of paying 
| more attention to the acquisition of customers than 
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the turning of profits—have drawn de- 
posits away from offline banks in 
some countries. And in the capital 
markets, bond issues and share of- 
ferings have been syndicated and 
distributed over the Internet. Some 
highly rated borrowers have for 
years been borrowing through 
their own issues of commercial 
paper. The Internet can only 
enhance the appeal of do-it- 
yourself fund-raising. 

But these are just the early 
signs of an upheaval that is 
gathering momentum by the 
day. There are a number of rea- 
sons why many online finan- 
cial services have been slow to 
catch on, and why they can 
now be expected to develop 
faster. Concerns about the se- 
curity of Internet transactions, 
a particularly important issue 
for financial dealings, are 
gradually being eased. In- 
ternet use, even in the rich 


world, has been patchy, but is spreading fast. And The Internet 


whereas conducting financial transactions online has already 

up to now has often been clunky and annoying, the forced wrenching 

technology is improving all the time. Those techno- ha the 

logical advances are also liberating the Internet from cnange on . 

the confines of the pc (see box, next page). financial-s eTVICES 
Most important, financial institutions them- industry—and. the 

selves, which in the past have often resisted change, revolution has 

may now become its most ardent promoters. Hav- barely begun, says 

ing invested heavily in their own systems, banks Simon Long 


were understandably reluctant to jettison them for 
web-based replacements. And adapting their own 
processes for the Internet has often proved cumber- 
some and difficult. Moreover, until recently banks 
faced little pressure from their customers to change 
what were seen as useful but boring services, much 
the same as electricity and gas. But soon, in many 
countries, customers will expect an online service as 
a matter of course. 

The banks’ staff, too, have been reluctant to 
abandon the old ways of doing things. Besides, 
those old ways have often been extremely profit- 
able, so change threatens not just working habits, 
but the bottom line too. Now, however, almost ev- 
ery financial firm, from the swankiest Wall Street in- 
vestment bank to the provider of microcredit to the 
very poor, has found that it has no choice but to in- 
vest in an “Internet strategy”. And having invested 
in it, it will need to persuade its customers to use it. 
So in areas where the advantages of doing business 
online may not be obvious to the consumer— 
notably in retail banking—the banks may find 
themselves trying to coax, bribe and bully reluctant 
customers online. 
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| The other sort of channel co 














ae taal speed”, which suppos- 
edly makes things happen so 
much faster online than anywhere else, 
also applies to clichés. Thus, within 
weeks of being coined by Huw van Stee- 
nis of J.P. Morgan, one phrase describing 
the future of online finance has become 
ubiquitous: “Martini banking”. A refer- 
ence to the old advertisement for an 
aperitif that can supposedly be enjoyed 
“any time, any place, anywhere”, it 
means not only constant access to an In- 
ternet service via a personal computer, 
but pc-free banking as well. So almost 
every company offering financial ser- 
vices over the Internet now also has ver- 
sions for use over another channel: by 
mobile telephone, personal digital assis- 
tant (ppa), and even television and com- 
puter-games console. 

The device of choice varies with the 
cultural preferences, technological infra- 
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structure and fashions of various mar- 
kets. In Finland, home of Nokia, a mo- 
bile-phone giant, and in some other 
European countries, banking and brok- 
ing on wap (Wireless Application Proto- 
col) phones are already on offer. Simi- 
larly, in Japan, online brokers offer a 
service tailored to mobile-phone sys- 
tems, such as ntr DoCoMo’s. Mobile 
banking seems a good bet in many 
European and Asian countries. Al- 
though war phones do not provide full 
Internet access, they do support simple 
pages with “menu” structures—all that 
is needed for most financial transac- 
tions. As with pc-based Internet finance, 
advances in technology are gradually 
overcoming fears about the security of 
mobile communications. 

In America, differing technical stan- 
dards and the “called-party-pays” sys- 
tem somewhat inhibit the use of mobile 


phones. This has boosted the use of 


ppas such as the Palm Pilot, a kind of 
electronic notebook that, when fitted 
with a wireless modem, can receive and 
send e-mails. As with phones, finance is 
an obvious use, because it does not re- 
quire elaborate graphics. 

In some countries the television may 
become the channel of choice, either be- 
cause it is the screen through which the 
Internet is viewed, or because of closed 
interactive digital systems, such as those 
currently on offer in Britain from a 
handful of banks. And there is always 
the web-enabled Sony PlayStation or 
Sega Dreamcast on which you can play 
the market when you are fed up with 
Tomb Raider. The vision is of a future 
where, at home, constant broadband In- 
ternet access is on tap; and when you go 
out, your broker will send you a mes- 
sage so you can instantly react to some 
market development. If this sounds like 
a vision of hell, then the Internet econ- 
omy may not be for you. 


























The banks’ conservatism, on which they used to 
pride themselves, has become an embarrassment. It 
has also been spotted by the new breed of Internet 
entrepreneur taking aim at the banks’ business. The 
models are firms such as E*Trade and Charles 
Schwab, discount stockbrokers that found in the In- 
ternet a means of challenging even the biggest and 
most prestigious traditional firms. Now commercial 
and investment banks, fund managers and finan- 
cial advisers are all vying with each other to present 
themselves as Internet-savvy, and boasting about 
their investment in online services. 

All this has created a strange, contradictory 
world. Clever young things with a bright idea and a 
few million dollars of venture capital behind them 
talk cheerily of the demise of traditional banks. Bill 
Gates, no less, said six years ago that banking is nec- 
essary, but banks are not. Now, the story goes, they 
are irredeemably hampered by their “legacy sys- 
tems”---their existing management structures, staff- 
ing levels and computers—and by their “channel 
conflicts’—between what they do 
now, and online methods of sales 
and distribution. Their bosses sim- 
ply do not “get it”. Or, even if they 
do, their institutions are so deeply 
rooted in the old economy and pre- 
Internet styles of business that there 
is nọ point in turning them around. 

The dinosaurs in the suppos- 
edly stuffy offices of these big banks 
and securities firms appear un- 
aware that a meteorite may be on its 
way to obliterate them. On the con- 
trary, resolutely upbeat online-ser- 
vice managers, often rather self- 

















conscious in their tieless, suitless 


new-economy uniforms, claim they are having the 
times of their lives. Never has technology revealed 
so many new avenues for developing the business. It 
is, says Denis O'Leary, who runs Chase Manhattan’s 
Chase.com, “a golden age”. 

Not least because, in the industrialised West, 
many firms have been making bigger profits than 
ever. Years of economic expansion and bull markets 
have yielded good income from traditional lending, 
from trading and from investment. The only obvi- 
ous cloud in the sky is that banks’ share prices seem 
not to reflect this (see chart 1). Indeed, in some coun- 
tries, such as Britain, they imply that the market ex- 
pects banks’ profits to collapse in the next few years. 
Even the stockmarket seems to believe the dot.com 
wannabes, and rewards them with much richer 
valuations than boring old-economy banks. 


Still kicking 
And yet this survey will argue that many of the 
older institutions have a good story to tell. The “lega- 
cy systems” at which the upstarts scoff have one big 
virtue: they have tended, by and large, to work. Big 
banks process trillions of dollars a day. It is almost 
inconceivable that they might close down for a few 
hours because some clever Internet saboteur has 
found a way of snarling up their technology (as has 
recently happened to some of the biggest websites). 
Existing banks have customers in numbers that 
newcomers can only dream of, and even unpopular 
incumbents benefit from their customers’ inertia. 
The Internet also brings established firms huge 
opportunities as well as threats. To take two impor- 
tant examples, it offers ways of cutting costs and of 
marketing products much more efficiently. For 
years, in America, Europe, Japan and elsewhere, the 
industry has been consolidating bank after bank 
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How to hit a forehand: 





Take three steps toward the ball. 


With knees bent follow through 
on swing. 
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has been taken over by or teamed up with an insti- 
tution in a complementary line of business. Usually, 
these deals are justified to shareholders by the extra 
returns that can be generated once overlapping 
costs are stripped out. The Internet, potentially, of- 
fers a way of taking a knife to whole layers of costs. 
Once a customer is convinced to carry out most of 

` his transactions online, his account becomes much 
cheaper to administer. 

The other much-cited benefit of consolidation is 

“““cross-selling”—of insurance policies to bank-ac- 
count holders, for example. Yet so far this has rarely 

“been all that successful in practice. The Internet can 
be a precision-guided marketing tool. For example, 
if you apply online for a credit card from NextCard, 
an American Internet operation, you will be offered 
a choice of three charging structures. To qualify for 
the most favourable, you have to transfer a certain 
outstanding balance from your other credit cards. 
That sum will—fancy that!—be the actual total of 
your other balances, which NextCard has just ascer- 
tained online from the credit bureaus. Or, in whole- 
sale finance, suppose you are a potential investor in 
a company’s initial public offering of shares, and 
have just finished watching the boss boosting his 
company’s prospects on Merrill Lynch's online in- 
vestment-banking service. The phone rings. And 
yes, it is a Merrill Lynch salesman who knows you 
have been watching, and thinks that now may be 
the moment to clinch a sale. 

But, for banks, each of these pluses comes with a 
minus. Because costs are so much lower for Internet- 
based transactions, the barriers to entry are lower as 
well, which implies that margins will come under 
pressure. And although the Internet makes well- 
directed sales pitches easier, that is hardly com- 
pensation for the precariousness of online customer 
relationships. Once your client is on the Internet, he 


is only a mouse-click away from your competitor, 
and more and more financial sites, search engines 
and portals will be pushing competing products at 
him. That, too, will squeeze margins. 

Viewed from this perspective, for many finan- 


cial institutions the Internet is a double bind. Em-. 
brace it, and you may still find yourself losing busi- 


ness, or at least seeing profit margins dwindle. But 
ignoring it could be terminal. This survey will argue 
that the pressures for change have become irresist- 
ible. It concentrates on places where the process is 
most advanced—America and Europe—but the 
same lessons apply everywhere. Big financial insti- 
tutions are global firms. And on the internet, change 
spreads like wildfire. The stockmarket with the high- 
est proportion of Internet trading is not, as you 
might think, in New York, but in Seoul. 

To make the challenge for the industry even 
more daunting, the revolution also encompasses the 
very architecture of many of the world’s biggest fi- 
nancial markets. Stock, commodity and futures ex- 
changes, clearing and settlement systems are also 
being forced to consolidate and modernise, to pre- 
pare for the day when financial transactions are set- 
tled instantaneously. 

In public, no bank boss these days would admit 
to anything less than whole-hearted enthusiasm for 
the online adventure. In private, however, some still 
see it as just another distribution channel, perhaps 
less important than others, such as the telephone. A 
few still cling to the dream that it is a fad they have 
to indulge because their shareholders seem to like it. 
Even such non-believers, however, are being forced 
by the market to formulate an online strategy. If 
they are too slow, or get it wrong, the consequences 
for their firms could be deadly. And if they still need 
convincing, they need only look at. what has hap- 
pened, in just four years, to stockbroking. 





Going for brokers 


LONG with e-mail and pornography, invest- 
ment is one of the “natural” uses of the Internet. 

So thinks Daniel Leemon, chief strategy officer at 
Charles Schwab, a San Francisco-based stockbrok- 
ing firm. Schwab should know. It boasts of main- 
taining the World Wide Web’s largest encrypted site, 
and of doing more business over the Internet than 
any other firm, anywhere. Of its nearly 7m customer 
accounts, more than half are online and “active”, in 
the sense that the holders have visited in the past 
eight months. They contain about a third of the $700 
billion-plus in assets sitting in Schwab accounts. 
Early last year, Schwab's stockmarket valuation 
overtook that of Merrill Lynch, which at the time 
controlled three times as much in customers’ assets. 
Schwab is by no means a “pure” Internet broker. 

It had a large offline business in pre-Internet days, 
and still has more than 350 branches. It also offers its 
clients both touch-tone and speech-recognition 
telephone services. But it has been in the forefront of 
a charge online that has already transformed stock- 
broking in America, and is rapidly doing so in Eu- 
rope, Asia and elsewhere. The growth has been phe- 
nomenal. E*Trade, for example, an online broker, 
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began Internet trading only in 1996. Now it claims to 
be the world’s “most-visited online investing site”. 
Last year its number of customer accounts nearly 
tripled. By the end of March it had reached 2.6m. 

The online-broking market is now fiercely com- 
petitive. It is still dominated by discount brokers, led 
by Schwab and E*Trade, and including rivals offer- 
ing even cheaper services, such as Ameritrade, TD 
Waterhouse and Datek. For years, the big Wall Street 
firms either snootily ignored the sniper fire from the 
Internet, or were openly hostile. In 1998, one of Mer- 
rill Lynch’s bosses famously called online-trading 
firms “a serious threat to America’s financial lives”, 
and reassured Merrill’s thousands of brokers that 
his house would never go down that path. 


We didn’t mean it 

Now Merrill and all the other heavy artillery—the 
big old banks, securities houses and investment 
firms—are rumbling to the front as fast as they can. 
Merrill is offering its clients online dealing at a price 
of $29.95 a trade, compared with the $100-400 that 
clients of full-service brokers have been accustomed 
to forking out. Merrill’s online clients have access to 
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some of its research, and can 
watch videos of analysts 
daily briefings. Fidelity, the 
world’s biggest fund-man- 
ager, is also making a big push. 
It has renamed its online bro- 
ker “Powerstreet” to make it 
sound more exciting, 

This competition is chang- 
ing the online brokers. The 
market leaders, such as 
Schwab and E*Trade, are now 
under pressure from both 
ends of the market. Last year, 
despite enjoying a 48% rise in customer assets and a 
44% increase in revenue, Schwab’s share of the on- 
line market by assets fell from 28% to 23%. Further 
downmarket, firms are vying for the business of the 
most active investors, the famed day-traders. In re- 
sponse, Schwab this year acquired CyBerCorp, a 
day-trading broker. It also cut its standard commis- 
sion in half, to $14.95 a go, for investors who trade 
more than 60 times a quarter. Further upmarket, the 
threat comes from the traditional houses with their 
established brand names, fabulous resources and 
global reach. 

What began as a battle largely about the cost of 
individual transactions has become one about the 
quality of the technology—especially its ability to 
deliver rapid and efficient execution of trades—and 
of the ancillary services the brokers offer. Schwab, 
for example, has dropped its old squeamishness 
about giving sharebuying advice. It used to dis- 
tinguish itself from the longer-established houses 
by the independence of its stance, accusing the older 
firms of conflicts of interest between their analysts’ 
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share tips and their investment bankers’ hunger for 
deals. Schwab will now give advice, so long as it is 
“unconflicted”. It has also, like E*Trade, taken a 
stake in an investment bank. 


Whatelse can you do? 


There is, of course, a mind-boggling array of finan- 
cial data, newswires, advice, gossip and so on avail- 
able on the net at no charge at all (and some of it ex- 
tremely dangerous, see box). So the brokers are 
having to expand their services in other ways too. 
These may include, for example, alert systems, 
which will inform the customer by e-mail, or mes- 
sage to a mobile phone, pager or Ppa, when a par- 
ticular share price has reached a trigger level. The 
brokers are also competing by offering banking and 
money-market accounts. Schwab, for example, al- 
ready provides an electronic bill-payment service. 
E*Trade last year agreed to buy Telebank, a tele- 
phone and Internet bank, and is now offering a cur- 
rent account on which it pays interest, bill payment, 
and (within limits) free arm use. 

In any forecast of likely winners in the Internet- 
finance stakes, firms such as Schwab and E*Trade 
are likely to figure prominently. They have the cus- 
tomers, the name-recognition, and the ability to ex- 
pand energetically into new areas of business. How- 
ever, all is not rosy even in this booming corner of 
cyberspace. As anyone who has watched American 
television in recent months will know, e-brokers are 
spending heavily on advertising. In the Internet 
world, such splurging on marketing is seen as an es- 
sential “‘customer-acquisition cost”, which will one 
day be translated into profits. 

For example, E*Trade, whose television ad- 
vertisements graced the commercial breaks in 
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morning, ners shares had risen to $8, 


Rampant abuse 


OR one sort of participant in the fi- 
nancial market, the Internet is indeed 
just another distribution channel, and a 
huge improvement on the older models. 
Fraudsters love the anonymity, the 
reach and the interactive give-and-take 
of Internet newsletters or chat rooms. 
America’s market watchdog, the Se- 
curities and Exchange Commission, set 
up an “Office of Internet Enforcement” 
nearly two years ago. Matthew Moro, 
the office’s deputy chief, says it receives 
about 300 referrals a day, but has not so 
far come across anything that would 
need new regulation, just the “same old 
frauds in a new guise”: attempts to raise 
money for bogus companies, for exam- 
ple, or schemes known variously as 
“scalping”, “pumping and dumping” or 
“ramping”. The dangers, he says, are ag- 
gravated because the Internet is still 
characterised by a “culture of trust”. 
One example due to come to court 


this month involved three men who al- 
legedly last autumn bought more than 
300,000 shares in a bankrupt company, 
NE! Webworld, for between 0.5 cents 
and 13 cents each. The sec claims that 
one weekend they went to the biomedi- 
cal library of the University of Califor- 
nia in Los Angeles, where they had ac- 
cess to the Internet. Using 47 different 
names, they posted more than 400 mes- 
sages on Internet bulletin boards main- 
tained by Yahoo!Finance, to spread a ru- 
mour that Nei was about to be taken 
over by icc Wireless, a privately owned 
Silicon Valley company, which would 
push up ners share price. Under yet 
more assumed names, they also dis- 
cussed the rumours on other public 
message boards, including one run by 
Raging Bull, a Boston-based financial- 
news service. 

By the time the Nasdaq over-the- 
counter market opened on the Monday 


and 30 minutes later they had advanced 
to nearly twice that. The sec says the 
three men sold all their shares, making a 
profit of $360,000, When it became clear 
the rumoured takeover was a myth, the 
share price collapsed. Some investors, 
having failed to put a price limit on their 
purchase order, lost heavily. 

Controversially, the sec has been 
looking at systems for monitoring web- 
sites for suspicious activity. You might 
think that anybody buying shares on 
the strength of Internet gossip is less rag- 
ing bull than barking mad. The sad truth 
is that the Internet’s “democratisation” 
of investment has provided plenty of in- 
experienced prey for conmen. In some 
ways, however, the Internet has made 
the sec’s job much easier, notably in 
tracing the evidence. Perhaps that helps 
to explain why there have not been 
more frauds. Or could it be that so much 
money has recently been made per- 
fectly legally by investing in the Internet 
that few bother to break the law? 
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American football’s “Superbowl” last year, reports 
that in the first quarter of 2000, its acquisition costs 
per net new account were $256 (down from $294 in 
the previous quarter). This was, it notes, one of the 
lowest levels in the industry, but it is still an expen- 
sive way of adding business. In those three months, 
E*Trade just broke even on net revenues of $407m. 
To stay in profit, each new account will have to be 
highly profitable, and stay with it for some time. Yet 
so fierce is the competition that pricing levels for on- 
line broking may, for a while at least, be slashed to 
madly loss-making levels, enticing active traders to 
hop from broker to broker. 

It is a myth that online-brokerage accounts are 
held mostly by hyperactive day-traders. Schwab's 
analysis of its own customer base suggests that they 
are a tiny minority. Mr Leemon thinks day-traders 
will be “a footnote in the history of online invest- 
ment”. It is true, however, that online accounts tend 
to be more active than others. Research by Fidelity’s 
Powerstreet suggests that the group of investors it 
calls “pioneers” (those who have been trading on- 
line for more than three years) make, on average, 6.5 
trades a month. By contrast, 57% of Fidelity’s “tradi- 
tional” account-holders had no plans to deal at all in 
the year ahead. 


The next volume 


This leads to another worry. Online broking is a vol- 
ume business that has matured during a long and, at 
times, roaring bull market. The surge in technology 
and Internet shares in the second half of 1999 and 
early this year pushed up online trading even fur- 
ther. As Credit Suisse First Boston (csrs) noted in a 
research report, this has entailed levels of account 
activity that are “unsustainable, and will inevitably 
lead: not only to slowing transaction volumes but 
also to sharp drops from existing levels”. If online 
brokers are losing money even at times of market 
frenzy, what might happen in calmer periods, let 
alone (heaven forbid) a prolonged bear market? 

Of course, many of the factors that have encour- 
aged online trading will continue to apply even in a 
falling market: most obviously, that it offers signifi- 
cant cost savings over traditional trading methods. 
There are other, more psychological, attractions too. 
Schwab quotes research in America in which half 
the people surveyed said that talking to a broker 
about their investment options made them feel ig- 
norant. The web, on the other hand, is a wonderful 
place to ask stupid questions, or to make blunders in 
apparent privacy. 

Schwab's Mr Leemon explains his firm’s success 
by its appeal to the baby-boomer generation, which 
he says is unwilling to compromise and needs to feel 
“empowered” and in control. As he puts it, a baby- 
boomer confronted with an easy-to-use Apple com- 
puter is not lost in admiration for the clever people 
who designed and built it. He thinks: “I am a com- 
puting genius!” Online broking can turn them into 
investment geniuses as well. 

And not just American geniuses. From a later 
starting point, online investing is also showing spec- 
tacular growth in other countries. In parts of Europe, 
for example, it is growing faster than in America, 
even though far fewer adult Europeans own shares 
(35m, or 12% of the total, compared with 104m Amer- 
icans, or 50% of the adult population, according to 
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estimates by J.P. Morgan, an investment bank). In 
January, Datamonitor, a research outfit, estimated 
that an average of 466 new online accounts were be- 
ing opened in Sweden every day, 685 in Britain, and 
1,178 in Germany. It forecasts that the number of on- 
line-brokerage accounts in Europe will reach 7.5m in 
2002. |.P. Morgan puts the total even higher, at 10.5 m. 
It estimates that last year the number of specialist 
discount online brokers in Europe increased from 
about 20 to over 50, and the number of their cus- 
tomers more than doubled. 

More than half of these were in Germany (see 
chart 3, next page), where in the final quarter of 1999 
the four biggest discount brokers already accounted 
for 13% of all stockmarket transactions--a propor- 
tion not far short of that in America (about 16% by 
number of transactions). Measured by the number 
of executed orders, three of the four biggest Internet 
brokers in Europe are German, led by Comdirect, 
owned by Commerzbank, and ConSors, 73% owned 
by Schmidt, a small bank. It seems puzzling that 
Germany should have taken such a lead over, say, 
Britain, which has more Internet users (12.5m com- 
pared with 10.4m), and, since the privatisation 
splurge of the 1980s, a much higher level of share 
ownership (25.1% of the adult population, compared 
with 7.1% in Germany). 

Online trading is growing at a tremendous rate 
in Britain, too. This year about 10% of all trades on 
the London Stock Exchange (ise) are being con- 
ducted online, up from almost none a year ago. But 
some brokers think that growth in Britain could be 
faster still, and is being held up by some of the pecu- 
liarities of the British market. The securities industry 
as a whole is united in blaming high stamp duty 
(0.5%) on individual share transactions as a serious 
brake on the growth of the retail market. There are 
other complications; for example, trades in about 
150 shares known as “residuals” are not settled elec- 
tronically, but by the physical movement of paper, 
which can take weeks or even months. According to 
James Marler, boss of E*Trade’s British operation, 
the residuals include some of the small, high-growth 
technology companies favoured by online inves- 
tors, so this too is slowing the growth of the market. 

One reason for the even faster growth of In- 
ternet broking in Germany may be the inchoate na- 
ture of the country’s equity culture itself. Share own- 
ership and Internet penetration seem to be taking 
































Japan’s online adventure 


KI MATSUMOTO introduces him- 








off in tandem. In America the growth of online brok- 
ing has been led by the migration of existing inves- 
tors from other channels. Discount brokers such as 
Schwab had several years of experience in drum- 
ming up business, and employees’ 401(k) pension 
plans encouraged individuals to manage their in- 
vestments more actively. In Germany. says Gerrit 
Seidel, of the Munich office of Arthur D. Little, a firm 
of consultants, online brokers have “created a new 
market” rather than merely convincing old custom- 
ers to conduct their business in new ways. Their suc- 
cess at attracting online customers may have sur- 
prised even the brokers themselves. As everywhere, 





















the new technology has had its teething problems, 
including systems failures at busv times. 

As Internet usage and individual share own- 
ership continue to rise across Europe, so will the 
competition for online-brokerage accounts. Already 
the multinational brokers have moved in. These in- 
clude the Americans, such as Charles Schwab, 
E*Trade and piydirect, which see Europe as a large 
potential growth area, both in its own right and as a 
part of the putative round-the-clock global market 
most participants expect to emerge in a few years’ 
time. Within Europe, e-cortal, the largest French In- 
ternet broker, has launched a pan-European service; 
Britain’s Barclays Stockbrokers has started opera- 
tions in France; and ConSors has bought small bro- 
kers in France and Spain. Unofirst, the result of a re- 
cent merger between a Spanish and an lrish-based 
Internet bank, also plans to offer low-cost Internet 
broking. As in America, it seems that the only thing 
that might conceivably slow down the online bro- 
kers is a market slump. 


Just the job? 

Perhaps the biggest potential for growth in online 
broking lies neither in Europe nor in America, but in 
Japan. At present it lags not only the rich western 
countries, but also regional neighbours such as Tai- 
wan and South Korea. Both those markets are 
dominated by retail investors and enjoy a strong 
technological infrastructure. South Korea has also 









branches with their armies of brokers. 
Yoshihiko Kan, a manager in No- 
mura’s retail strategy department, de- 


self with the disarming claim that 
he is insane. As evidence, he cites his de- 
cision to quit his partnership in Gold- 
man Sachs, an American investment 
bank, before it floated on the stock- 
market last year, making its partners ex- 
tremely rich. He compounded this act of 
folly by devoting himself to what many 
of his colleagues thought a crazy ven- 
ture: setting up an online brokerage, Mo- 
nex, which he now runs, and owns in a 
joint venture with Sony. In Japan’s hide- 
bound business culture and change- 
resistant financial system, all this does 
indeed seem a little mad. 

Or maybe not. Online broking has 
been growing at a hectic pace in Japan. 
Monex already claims 57,000 accounts, 
producing 16,000 orders a dav. Its staff of 
40 are casually dressed, packed in a 
cramped office as if trying to replicate 
Silicon Valley in downtown Tokyo. Mo- 
nex contracts out most administrative 
work, so in total about 140 people are 
employed full-time on its business. 

The marketplace is already crowded. 
Besides Monex, there are other “pure” 
online brokers such as E*Trade Japan, a 





joint venture between E*Trade and Soft- 
bank, a Japanese technology investor. 
And there are discount brokers moving 
online. The leader in this category is Ma- 
tsui Securities, which has been offering 
online trading for two years. 

Then there are the established se- 
curities houses. Of these, Nikko, in 
which Citigroup intends to increase its 
shareholding to 20%, has set up a spe- 
cialist online brokerage, Nikko Beans. 
Hideyuki Omokawa, head of sales at 
Beans, admits the firm’s name means 
even less in Japanese than it does in 
English. It is meant to sound trendy and 
appealing, qualities not associated with 
traditional brokers. 

As it happens, the firm that claims 
to be the leader in online broking is just 
such a throwback: Nomura, which 
boasts a 26% market share, or 150,000 ac- 
counts, growing by 1,100 a day. As so of- 
ten on the Internet, however, the num- 
bers are open to dispute. Rivals accuse 
Nomura of signing up clients for In- 
ternet accounts that they never intend 
to use. They also point to a serious chan- 
nel conflict for Nomura: the competing 
interests of its online brokerage and its 


nies both charges. He says the number 
of “zero-balance” online accounts is no 
more than 10% of the total, and that 
there is no “cannibalisation” of existing 
business, because branches are in con- 
trol of the process of putting customers 
online. The Internet merely offers a way 
of appealing to younger investors (the 
average online customer is 13-14 years 
younger than an offline one). But Mr 
Kan also concedes that for Nomura’s 
customers, trading on the Internet is 
only about 20% cheaper than using the 
branch network. Its competitors are of- 
fering a far cheaper service. 

Nomura and other traditional 
houses seem to be avoiding the worst of 
the mistakes made by their American 
counterparts as the Internet began to 
transform their business in the late 
19908: they are not shunning online trad- 
ing altogether. But by seeking to pro- 
mote it merely as an alternative, slightly 
cheaper channel, they still seem to be 
trying to have their rice cake and eat it 
too. The American experience suggests 
that, as online trading gains popularity, 
they will have to slash their commis- 
sions to remain competitive. 
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needs and ensure the highest quality banking experience in every interaction” 
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been boosted by an extraordinary bounce-back 
from economic near-collapse over the past two 
years. Taken together, these factors have given it the 
highest proportion of online trading in the world, 
about 30% of stockmarket turnover. 

There seems. no obvious reason why Tokyo 
should not start-to-catch up with Seoul and Taipei. 
indeed, there are a number of grounds for expecting 
it to (see box, previous page). On October ist last 


"year, the Japanese stockmarket underwent its own 
_ “big bang”, which ended all fixed brokerage com- 
“missions and opened the field to new discount bro- 


kers. Internet penetration in Japan, at more than 10% 
of households, is high and rising fast (though still far 
below American levels). Japanese consumers are 
quick to adopt new technologies, and Japan has a 
marked lead in two of them—mobile telephony 
linked to the Internet, and Internet-games con- 
soles—that will be vehicles for online investment. 
Traditional stockbrokers have a poor reputation, 
making it easier for new competitors to poach their 
business. And few Japanese workers feel free to 
trade shares at the office, adding attraction to any 
system that allows investors to do so at home. 

Most tantalising of all, there is the huge moun- 
tain of Japanese personal savings, estimated at 
¥1300 trillion ($12 trillion), much of it stacked up in 
the postal savings system, and ¥106 trillion of which 


Branching out 


Y THE spring of this year, Internet fever had be- 

gun to spread from stockmarkets to bank board- 
rooms. In Europe and America, as banks announced 
their annual results—which for the sector as a 
whole were excellent—they also unveiled new plans 
to conquer cyberspace. Many announced they were 
to pour fabulous sums into their online businesses. 
This was where their future lay, they said (at least in 
public). But are they right? 

As yet, most Internet banks are tiny, and for 
most big banks online banking is still a trivial part of 
their retail business. True, in both Europe and Amer- 
ica, Internet banks have been springing up all over 
the place. Some are—separately branded—subsid- 
iaries of existing, rather stodgy-sounding institu- 
tions. Others, especially in America, are pure start- 
ups. One online finance directory now lists 74 In- 
ternet banks in America alone. But most are small to 
the point of invisibility. Rory Brown, the boss of one 
much-trumpeted start-up, VirtualBank, says he 
would be satisfied if it attracted 10,000 customers by 
the end of this year. The biggest of the “pure” online 
banks in America, Wingspan, a subsidiary of Bank 
One, has about 100,000. By comparison, the big 
American banks are already giants online as well as 
offline. Citigroup has around 500,000 online cus- 
tomers in America; Bank of America has more than 
am; Wells Fargo nearly as many, and the most- 
visited bank website. 

But even these numbers are not enormous com- 
pared with those involved in online share trading. 
csrB estimates that, whereas 16% of American equ- 
ity trades are now conducted online, only 3% of 
American households bank online. According to a 
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is expected to mature over the next two years, As 
these deposits made at relatively high interest rates a 
decade ago mature, the post office will be able to of- 
fer only nugatory yields on reinvested or new de- 
posits. Some of this money is expected to find its 
way into the stockmarket, so the financial industry 
is scrambling for a chunk of the assets. 

But there are big obstacles to the spread of online 
trading. Many individual investors in Japan have an 
acute aversion to risk, which suggests that a big part 
of that pile of savings may stay in low-yielding but 
safe deposits. Moreover, regulation has failed to 
keep pace with technological change. At present, ev- 
ery single online transaction is duplicated offline. 
The rules recognise only paper and seal. So every 
share trade generates a paper confirmation, and 
prospectuses for, say, bond issues or investment 
trusts have to be distributed by post or fax as well as 
on the Internet. Changes to the law and its interpre- 
tation are under way. Masamichi Kono, of the Fi- 
nancial Supervisory Agency, the main regulator, 
claims the rsa is moving towards “accommodating 
and encouraging” online trading. For frustrated on- 
line brokers, however, prevented by current practice 
from making large cost savings, change is too little 
and coming too late. They worry that online stock- 
broking will become one more story of Japan's un- 
fulfilled financial potential. 


survey cited by VirtualBank, by Cyber Dialogue, a 
research firm, 3.2m people in America did sign up 
for online banking in the 12 months to July 1999— 
but 3.1m closed their accounts. 

Other surveys come up with less spectacular 
but nevertheless alarming results, One in American 
Banker magazine last year found a “churn” rate 
among online-account holders of 35%. Nevertheless, 
VirtualBank also cites projections that, by the end of 
2003, there will be 100m online bank accounts in 
America. Similarly, the International Data Corpora- 
tion forecasts that about 4om American households 
will bank online by then. Jupiter Research predicts a 
mere 25m households. In Europe, J.P. Morgan ex- 
pects 40% of European consumers to use some on- 


Many financiers 
expect online 
banking to grow as 
fast as online 
broking. It is not 
obvious why 
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line financial services by 2003. 

To gauge how realistic these 
expectations are, it is worth asking a 
few questions: 

+ What are the savings on offer? 
In online share-trading, the savings 
made by using an online discount 
broker are substantial and immedi- 
ate. They could amount to $100 a 
trade, a useful sum even for an in- 
vestor who deals just half-a-dozen 
times a year. In contrast, the cost 
savings for the consumer of main- 





Sources: Jupiter Communications, CSFB 








taining a bank account online are 
not huge, and not always transparent. Banks tend to 
pav below-market interest rates on current (cheque) 
accounts, and even on savings deposits. But pre- 
cisely for that reason, investors, especially in Amer- 
ica, tend not to keep much money in such accounts. 
Some Internet banks, notably in Britain, are offering 
above-market rates, but most do not differentiate 
between online and offline deposits. In America, 
where stockbrokers also compete for money-market 
accounts, the scope for offering better terms online 
is limited. So few bank accounts will move online 
just to eam a better interest rate. “With broking”, 
says Kathy Levinson, president of E*Trade, “the in- 
centive was economic; with banking it will be con- 
venience.” 
e Is it worth the bother? Online banking offers 
only a restricted range of services. “Smart cards”, 
which can be used to store and spend cash, are not 
yet in wide use, so most people still need their bank 
for one thing that their pc cannot provide: folding 
money. Branches in which to queue up may be dis- 
pensable, but an arm is not. Indeed, providing cash 
machines (along with telephone banking) has en- 
abled banks to offer something that stockbrokers 
could not deliver without the Internet: constant 
availability, the “24 x 7” service that online busi- 
nesses see as essential. For some customers, avoiding 
a visit to a hole-in-the-wall or a branch is induce- 
ment enough to bank online. But Internet banking 
does not offer many additional banking functions. 
You can check your balances, and you can transfer 
money from one account to another. Even that ser- 
vice might become redundant if the banks offered 
an automatic “sweep” from low-interest current ac- 
counts into higher-yielding deposit or money-mar- 
ket accounts. But since that would cut their income 
from the “float” of cheap money in low-interest ac- 
counts, few offer such a service. The one obvious 
application that is indeed becoming more wide- 
spread is paying bills (see next article). 
*How much inconvenience will it cause? 
“Switching bank accounts”, notes Moody’s, in a re- 
port on the Internet and American banks, “is diffi- 
cult, time-consuming and disruptive—the financial 
equivalent of root-canal work.” So, in the absence of 
compelling incentives, people are reluctant to 
move-—good news for incumbent banks, which 
should be able to help their account holders make 
the transition online as painlessly as possible. In 
Britain, analysts at Deutsche Bank have attempted 
to calculate the value of this inertia to banks in terms 
of how much more it enables them to charge each 
customer than if they had to match the best deal in 
the market. They put the figure at £350 ($540) per av- 


erage customer. 

In another important difference: from stock- 
broking, there is no huge new market fer basic bank- 
ing services ready to be tapped. Whereas the In- 
ternet has made share-trading cheaper and more 
accessible for millions who might not have invested 
in equities before, most people who want a bank ac- 
count already have one. (Sadly, those who do not are 
rarely the sort of customers banks want.) 

It is not surprising, therefore, that until recently 
many banks were reluctant to promote their online 
services among their offline customers. Why should 
they? Offline customers have been the source of the 
banks’ handsome profits. And unlike brokerage cli- 
ents, who have long had a clear choice between pay- 
ing top-dollar for a full-service account and using a 
discount service purely for execution, bank custom- 
ers are often used to paying concealed charges for all 
sorts of services they may not use. Trying to make 
them bank online before they are ready risks anta- 
gonising them; it may even open their eyes to some 
of the competing services available on the web. It 
has seemed, in short, a recipe for cannibalisation. 


Cheap and cheerful? 


Nor is it certain that the Internet can really offer sig- 
nificant cost savings. Online financial folklore has it 
that Internet-based transactions cost a bank only 
one cent—a fraction of the cost of other channels 
(see chart 4). But this figure seems either far too high 
or far too low. The incremental cost of an online 
transaction is negligible: “How much-does it cost to 
move a few electrons in our database?’, asks Elon 
Musk, boss of X.com, a Silicon Valley firm. But if all 
costs are fully allocated—incremental rr expendi- 
ture, regulatory compliance, credit control and ac- 
counting, let alone “customer acquisition’”—one 
cent is hardly likely to cover the bill. Finland’s Meri- 
taNordbanken (mnB), where costs of adapting “leg- 
acy systems” were probably unusually low, esti- 
mates the average cost per Internet transaction at 
about €0.11 ($0.10). Lehman Brothers cites one esti- 
mate that it costs just 14% less to service an online ac- 
count than an offline one. Peter Duffy, who runs 
Barclays’ online-banking operation, agrees the sav- 
ings are “not enormous”. 

Moreover, in another difference from stock- 
broking, retail banks make their money mainly 
from interest income and the sale of particular pro- 
ducts, not from charging customers for transactions. 
The other fly in the ointment is that transaction 
costs are saved only if customers use the new chan- 
nel instead of, rather than in addition to, existing 
ones. Online banking encourages people to visit 
their bank more often (an average of once every six 
days, says Barclays’ Mr Duffy). But unless the bank 
actually cuts back on its other resources—branches, 
call centres and people—the Internet simply adds to 
its costs. 

Banks around the world are indeed cutting back 
on staff and branches, but usually to tidy up after 
mergers or acquisitions, rather than as a direct re- 
sponse to online banking. Until very recently, few 
banks have been prepared to admit freely that they 
were closing branches and sacking people because 
they were moving on to the Internet. Where they do, 
they risk a storm of disapprova! from customers and 
politicians, as Barclays found when it shut 171 
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branches in rural Britain last month. 

Banks also have expensive trouble in adapting 
their existing rr systems for the Internet. This is why 
Rory Brown, of VirtualBank, believes he can com- 
pete on price with outfits such as Citigroup, which 
he says has spent $500m on integrating its website 
and its “legacy systems”. Many traditional banks 
find it difficult to link their mainframe computer 
databases to the web. Often the problem is twofold: 
disjointed systems, and the way data are processed. 
A bank maintains different processing programmes 
to deal with different types of transaction, and may 





separate them by geography as well, so there could 
be dozens of separate programmes running inde- 
pendently of each other. Worse, data about deals 
done are gathered under a “batch-processing” sys- 
tem, in which the information is stored and then 
sent to the mainframe in batches. The Intemet oper- 
ates in “real time”, here and now, offering the enor- 
mous benefit of continuous monitoring of balances 
in a variety of accounts, for example. However, be- 
cause Internet-based systems cannot control the 
speed at which information is sent to the server, 
they can be susceptible to overloading. 





O SEE how obstacles in the way of online bank- 

ing might be overcome, it is worth examining the 
one part of the world where it has taken off in a big 
way. Most outsiders, after a moment's thought, have 
no trouble accepting that Finland, Norway and Swe- 
den should be global leaders in mobile-phone and 
Internet usage. After all, they have sparse popula- 
tions, scattered over large desolate areas which for 
much of the winter are dark and bitterly cold. Better 
to log on or talk remotely than to go out. Those who 
know their Strindberg may even have bleaker sur- 
misings about Scandinavian difficulties with inter- 
personal relationships. 

Natives, of course, tend to offer more pragmatic 
explanations: good education systems that lead to a 
high degree of computer literacy; enlightened gov- 
ernments that were quick to spot the potential of the 
online world—and to encourage it, as Sweden’s does 
by allowing companies to provide their staff with a 
home computer as a tax-free benefit in kind; wide- 
spread knowledge of the international language of 
geeks (English, of a sort); and the presence of world- 
beating technology companies, such as Finland’s 
Nokia and Sweden’s Ericsson. 

Whatever the reason, the institutions housed in 
the traditionally imposing, solid and rather dour 
bank buildings clustered around Stockholm’s Kung- 
stradgarden (King’s Garden) are now, improbably, 
vying with each other for the title of the world’s 
most advanced Internet bank. Claiming the prize by 
the plausible measure of “log-ins per month” is 
MNB, soon to be renamed Nordic Bank Holdings. It 
is the result of one of Europe’s very few cross-border 
banking mergers, between Finland’s Merita and 
Nordbanken of Sweden. Finland, on many mea- 
sures, is ahead of even its Scandinavian neighbours. 
It leads the world in mobile-phone-usage per head 
of population and comes second in Internet pene- 
tration (see chart 6, next page); it also has the highest 
number per head of payments by credit, debit and 
smart card, and the lowest ratio of cash-in-circula- 
tion to cpr of any rich country. 

So almost inevitably, Finland also has, propor- 
tionally, the world’s biggest online-banking popula- 
tion. By early this year, mne had 1.2m Internet cus- 
tomers—two-thirds in Finland, the rest in 
Sweden—who between them visited their virtual 
bank more than 3m times a month. The bank 
started to move from “wired” to “wireless”—-that is, 
to mobile-phone banking—in Finland last year, and 
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is now planning to do likewise in Sweden. And it is 
already plotting its next advance: the integration of 
mobile-phone banking with smart cards. 

The other big Swedish banks are all scrambling 
to hold their own in this market. Svenska Han- 
delsbanken, one of the largest, was slow off the 
mark, but is racing to catch up. Others are credible ri- 
vals to MNB for leadership. Skandinaviska Enskilda 
Banken (ses), for example, was the country’s first In- 
ternet bank, having gone online in December 1996. It 
now says that a quarter of its total customer base, 
and half its “genuine” customers (those whose 
primary banking relationship is with ses), use its In- 
ternet bank—nearly 400,000 people. ses calculates 
that these “early adopters” are twice as active and 
generate, on average, 2.5 times as much revenue for 
the bank as the offline laggards who, for their part, 
seem pleasingly docile. In February ses announced 
it would be closing 50 branches across the country, a 
quarter of its total. There was little fuss. 


Tomorrow, Europe 


ses also has 1,000 corporate clients for an impressive 
operation it calls Trading Station—an Internet-based 
trading mechanism for foreign-exchange dealing, 
stock-index futures, and Swedish treasury bills and 
government bonds. Helped by its acquisition last 
year of sfc, a German bank, sep now wants to ex- 
pand its Internet-banking presence from the Nordic 
and Baltic markets to the whole of Eu- 
rope. Some 40% of its foreign-ex- 
change deals by number are now 
transacted through the net (though 
the proportion by value is much 
smaller because the huge interbank 
market uses non-Internet systems). 

Both ses and mns, however, were 
beaten last year in a ranking of the 
world's “leading Internet banks” com- 
piled by 18m and Interbrand, a con- 
sultancy. Second only to Citibank 
worldwide came ForeningsSparban- 
ken, a relatively obscure hybrid of 
Sweden’s main agricultural bank and 
its mutually owned savings institu- 
tions. Known abroad as Swedbank, it 
has 550,000 online customers and gets 
more visitors to its website than any 
other Swedish bank. 

That its inhabitants are so tech- 
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elbow them out of 

the payments 
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savvy is not in itself enough to explain why online 
banking has done so well in Scandinavia. To tap the 
potential demand for Internet services, and to try to 
make money out of it, the banks have also had to 
meet three conditions: to provide customers with 
products they want; to make them comfortable 
about online security; and to persuade them to pay 
a commercial price for online banking. 

All the banks have linked online stockbrokers. 
seB’s, for example, now does more than 30% of its 
business online. But the basic online-banking activ- 
ity is paying bills, which lends itself naturally to 
integration with e-shopping. mn, for example, has 
an online “mall” of more than 900 shops which ac- 
cept its “Solo” payment system. You visit the web- 
site, choose a purchase and select the “Solo” button 
on the retailer's screen as a method of payment, 
which is then made directly and immediately from 
your bank account. Swedbank offers a similar sys- 
tem called “Direct”. 





Safe and sound 


The banks have so far avoided the big security scares 
that have afflicted online-finance providers else- 
where. Besides using advanced encryption technol- 
ogy, they have also adapted a basic but effective sys- 
tem—known as “challenge response logic”—from 
telephone banking. In its simplest form, at az, this 
involves a list of code numbers sent to every online 
client and used in sequence, in combination with 
their password or personal identification number 
(PIN). This gives each transaction a unique code, and 
has so far proved safe. ses and Swedbank use a 
more sophisticated version of the same technique, 
issuing customers with a credit-card-sized device 
used to generate the unique number each time the 


customer logs on. 

From foreigners’ viewpoint, the most-exciting as- 
pect of these three banks’ online successes is that 
they have been able to offer these services without 
slashing prices. This is partly a tribute to their quick- 
ness off the mark, and to their ability to keep their 
customers happy. In Scandinavia online banking is 
seen as a premium service, not as a low-price, cost- 
cutting alternative. 

But the limited competition must also be play- 
ing a part. Almost all of the banks’ online business 
comes from their existing offline customer base. Ja- 
cob Wallenberg, ses’s chairman, is unembarrassed 
to acknowledge that Swedish banking is an oligop- 
oly: the big four banks control 89% of total banking 
assets. Margins are beginning to come under pres- 
sure in some areas, There are signs, for example, that 
online competition is bringing down the price of 
mutual funds. Home loans may also be vulnerable. 
In February, EuropeLoan, a Belgian bank that wants 
to be Europe’s first pure Internet mortgage provider, 
began business in Sweden. But on the whole the 
banks have been able to move online without hav- 
ing to slash their margins. 

That Sweden and Finland are, in themselves, 
small markets is a help in a number of ways. It has 
delayed the entry of foreigners; it has helped in the 
introduction of proprietary systems such as “Solo” 
and “Direct” (when there are so few banks, adding 
one or two such payment options to a website is not 
that cumbersome); and it has allowed the banks to 
expand their online businesses at rapid but man- 
ageable rates. Swedish and Finnish bankers like to 
describe their markets as “laboratories” where 
clever new technologies and practices can be tried 
out, and have enjoyed a measure of cloistered calm 
to conduct their experiments. In other markets, 
bankers do not enjoy that luxury. 























Paying respects 


MONG its various claims to world leadership, 
Sweden's Swedbank prides itself on having 
been the fist bank to introduce “electronic bill pre- 
sentment and payment” (EBPP). In America, this fa- 
cility is now spoken of as the “killer application” 
that will inspire the multitudes to bank on the In- 
ternet. Swedbank now handles 2m bill payments a 
month. However, Hakan Nyberg, who runs its In- 


ternet service, concedes that “presentment”—the 
delivery of bills for payment online—has still not 
reached critical mass. There are only about 20 “live” 
billers, and only a few thousand bills presented each 
month. 

Swedes, like Finns, long ago stopped using 
cheques. In America, where direct debits are less 
common, 70 billion cheques are written each year. 
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Mr Nyberg regards America’s continuing attach- 
ment to these bits of paper as of the “stone age”. 
Since Swedes were already used to issuing direct- 
debit or wire-transfer instructions by post or tele- 
phone, the move to the Internet was a relatively 
small step. It brought obvious advantages of conve- 
nience, which are even more clear-cut in cheque- 
based cultures. An estimated 3m Americans cur- 
rently pay some of their bills electronically, and if 
the forecasts are right, this figure will grow exponen- 
tially. But just as important for the banks as the 
benefits to individual customers are the big advan- 
tages to their bill-issuing corporate clients. The sav- 
ings in paper, handling and postage are estimated at 
well over a dollar a bill, and can be much more. 
Since 3m firms in America issue about 21 billion bills 
each year, the sums of money involved are huge. 

Efforts to move bill-presentment online have 
largely coalesced into two rival systems (though 
Bank of America, America’s biggest online bank, op- 
erates a third). One is offered by CheckFree, which 
in February bought its nearest competitor, Trans- 
Point (a joint venture of Microsoft, Citibank and 
First Data, the Atlanta-based parent of Western Un- 
ion, a money-remittance firm). Both companies, 
having established a relationship with the biller 
(from whom they earn their income by charging a 
fee for each bill paid), transmit electronic bills to the 
payer’s chosen vehicle, which might be a bank or an 
Internet personal-finance service, such as Micro- 
softs MoneyCentral or Intuit’s Quicken. 

The other effort, Spectrum, is a joint venture of 
Chase Manhattan, First Union and Wells Fargo, 
three big banks, and seems to be inspired by the fear 
that CheckFree and others like it might squeeze the 
banks out of the espe market. It differs from Check- 
Free in that it is an open system, allowing any biller 
and any financial institution to use it. Chase.com’s 
boss, Denis O'Leary, is convinced that this “open ar- 
chitecture” will make it the winning model. It could, 
in theory, coexist with CheckFree, but once it adds a 
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bill-payment function, promised for the second 
quarter of this year, the two systems will be even 
more obviously in competition. Since both sides 
have such strong backers, and since BPP is seen as 
such an important area, the battle could be bruising. 

Also at risk of injury if the banks and billers 
manage to come up with a widely used standard are 
the firms that approach the issue from the other 
end—that of the harassed bill-recipient, willing to 
pay someone to handle the lot. They can, for exam- 
ple, have their bills routed to PayMyBills.com, a firm 
that will scan them into a computer and e-mail 
them to the customer for approval or simply pay 
them up to an agreed limit. 

For the moment, only a small proportion even 
of bills that individuals run up on the Intemet is 
paid by direct online transfer. In America, 95% of on- 
line payments are made by credit card, compared 
with only 18% in the real world (see chart 7). The In- 
ternet, in other words, is a bonanza for three orga- 
nisations that play a role in the vast majority of on- 
line transactions: American Express, MasterCard 
and Visa. But as e-commerce develops, so will the 
demand for other means of payment. The chart sug- 
gests that, given the choice, many online shoppers 
would prefer not to use credit cards. That is also true 
of many retailers, who have to fork out set-up and 
transaction fees plus 2-3% of every payment. 

Even the American government has criticised 
the reliance on credit cards for online transactions. 
The Treasury is experimenting with e-cheques and 
smart cards which, for example, are being used to 
pay soldiers in Bosnia. Treasury officials complain 
that for e-commerce, credit cards are too costly and 
inflexible, and call for a uniform mechanism for 
electronic payments. 


Where cards won’t do nicely 


In particular, credit cards are unsatisfactory for 
three sorts of users: 

+ Small spenders. Credit cards are uneconomic 
for “micro-payments” of a few dollars or even cents. 
Yet as Internet companies start to worry about how 
they will ever make money, charging very small 
amounts is one obvious starting point: for example, 
a newspaper might demand a small payment for 
each page viewed; or some sites might charge a bit 
for access to games. 

The young. Jupiter Research 

















































predicts that America’s “kids and 
teens” population will balloon to 
42m in 2003. Offline, youngsters 
are big spenders in their own right, 
as well as important influences on 
their parents’ spending. Yet most 
credit-card issuers exclude the 
young (as well as many adults). 

e Individuals. Credit cards are 
also unsuitable for most person- 
to-person transactions. The popu- 
larity of online auctions, such as 
eBay, has shown this up. Cheques 











take too long for many buyers. 

A number of other payment systems are now 
being tried out. Some, such as Flooz, are gift certifi- 
cates, usable at online retailers. Beenz offers a kind 
of loyalty programme resembling an air-miles 
scheme, and is now planning to provide debit cards 























The Internet is 
presenting retail 
banks with plenty 
of new competition 
for their business 


allowing users to convert their beenz into cash. Bill- 
point, a service now owned by eBay and Wells 
Fargo, enables individuals to accept credit-card pay- 
ments. But perhaps the most successful of the new 
systems—at least in terms of numbers of accounts 
held—is that operated by X.com, a Silicon Valley on- 
line bank, and PayPal, which merged in March. 
Their service allows account-holders to e-mail 
money to each other, and then to download it to a. 
bank account. It already has more than a million ac- 
counts. It is popular with some eBay users (X.com 
claims that a tenth of eBay transactions are settled 
through its service). Cynics, however, say its popu- 
larity derives largely from its practice of paying cus- 
tomers $5 for opening an account, and $5 for refer- 
ring new business. Many college students are said to 
have spent their golden welcomes on beer. But Elon 





N MOST rich countries, unlike Sweden and Fin- 
land, all manner of institutions are snapping at 
the banks’ heels. In addition to their traditional ri- 
vals in the high street, banks now also have to con- 
tend with new Internet banks, with non-bank web- 
sites seeking to enhance their allure, and with other 
institutions for which the Internet seems to offer a 
low-cost way of entering the financial marketplace. 
The firm with the strongest claim to be the 
world’s first Internet bank is Security First Network 
Bank (srne), based in Atlanta, which was allowed to 
offer federally-insured deposits from October 1995. 
In 1998 it was taken over by the Royal Bank of Can- 
ada. It still wins top ranking in surveys of online 
banks’ standards of service conducted by Gomez 
Advisors, an Internet consultancy. Its home 
page—an image of a real, if ultra-modern bank 
lobby, complete with tellers--seems to want to have 
it both ways: a virtual institution with real smiles. 
And indeed in March, Royal Bank agreed to buy 
Prism, an American mortgage bank, which gives 
SFNB access to 150 branch offices, sens, like Virtual 
Bank and Telebank, is regulated by the Office of 
Thrift Supervision (ots), rather than the Office of 























Musk, X.com's chairman, points out that, as “cus- 
tomer-acquisition costs” go, X.com’s are small beer. 
Besides, many account-holders do not bother to 
download their cash. This “float” left in cyberspace 
is a nice interest-earner for X.com. But even Mr 
Musk concedes that, in terms of overall payment 
flows, X.com is “a grain of sand on a very long 
beach”. For the next few years, credit cards will hold 
sway. Jupiter sees their dominance shrinking, but 
only to 81% of transactions by 2003. 

New ways of dealing with micro-payments are 
emerging, such as by deduction from a prepaid ac- 
count with a computer company, Internet-service 
provider or mobile-phone company. And as online 
bill-payment becomes more common, direct trans- 
fers out of bank accounts may also be used more 
widely for other purchases on the Internet. 


ose santero 





the Comptroller of the Currency (occ), the main 
banking regulator. It offers its own deposit accounts 
and credit cards, but also has partnerships with 
other financial-service providers. 

CompuBank, which began operations in 1998, 
was the first “pure” Internet bank to receive a na- 
tional bank charter, though, like sens, it also offers a 
telephone service. It boasts an impressive list of 
shareholders, including Goldman Sachs, Japan’s 
Softbank, and Marsh & McLennan, the world’s larg- 
est insurance brokers. Its original focus was on con- 
sumer banking, but it is now also offering cash- 
management services to small businesses. Net B@nk 
(not be confused with Netbank ac, a German on- 
line bank), originally the Atlanta Internet Bank, 
opened in 1996, and claims to be the world’s largest 
Internet-only bank. It is still America’s only quoted 
online bank, offering higher interest rates and lower 
service charges than offline banks. 


On a wingspan and a prayer 


Despite Net.B@nk’s claims, it has probably been 
overtaken as America’s leading Internet-only bank 
by both £-Loan and Wingspan. &-LOAN started in 
1997 to concentrate on home loans, and has since ex- 
panded its offerings to include other sorts of lend- 
ing, making it America’s leading exclusively online 
lender. Wingspan is a subsidiary of Bank One, an es- 
tablished Chicago-based bank that is America’s 
fourth-largest in terms of assets, and also owns First 
usa, a troubled credit-card division with extensive 
online operations. Oddly, Bank One itself is a sub- 
stantial Internet bank, offering a comprehensive on- 
line banking service. Lehman Brothers, a Wall Street 
investment bank, calls Wingspan “one of the first 
true product-segmentation efforts by a bank in the 
online universe”. 

Wingspan is, in other words, one possible an- 
swer to banks’ worries about “channel conflicts”, 
and about cannibalisation of their existing business. 
Wingspan’s customers benefit from lower fees and 
higher interest rates. They have free access to Bank 
One’s arms, but not to the branch network. Bank 
One's customers have the full “multi-channel” ser- 
vice. To get it, they pay more for some services, such 
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as online bill-payment. They also earn less interest 
on their deposits. Clearly, the strategy relies on keep- 
ing the two sorts of customer distinct. So Bank One’s 
and Wingspan’s websites are both discreet about 
their connection—there is no cross-linkage. Confus- 
ingly, the Bank One site also offers an Internet-only 
option that is remarkably similar to Wingspan’s. 

Some Wingspan customers are said to resent be- 
ing denied access to bank branches when they want 
personal attention, and even Internet analysts are 
beginning to worry about the company’s high cus- 
tomer-acquisition costs after its $isom advertising 
blitz. Bank One, which announced in March it 
would lay off more than 5,000 staff to stem a slide in 
its earnings, also acquired a new chief executive: Ja- 
mie Dimon, formerly heir apparent to the chief ex- 
ecutive’s ‘seat at Citi 





tionship banks”, grabbing a share of their customers’ 
affections as well as their wallets. Everbank, a St. 
Louis-based joint venture formed by the Wilming- 
ton Savings Fund Society, says it wants “to create a 
bank that consumers will love”. Its bosses, accord- 
ing to its website, are very nice people, with nary a 
“pin-striper” among them. The chief executive skis 
and mountain bikes, coaches soccer and plays a 





“mean game of ice hockey”. So darn nice are these 
people that they offer a “100% satisfaction guaran- 
tee” on their e-checking account—if you do not like 
it, you can close it after three months, and they will 
pay you $50 for your trouble. 

Similarly, VirtualBank aims to earn the sort of 
loyalty enjoyed by the credit unions operating in 
some workplaces. In particular, its targets are the 
employees of technology companies with high dis- 
posable incomes and an appreciation of online 
technical wizardry. Its boss, Rory Brown, thinks that 
the mistake made by outfits such as Wingspan has 
been to concentrate on attracting deposits, and to 
source their lending business from other operators— 
for example, from £-LOAN for mortgages. This 
meant they were “competing in a market nobody 
cared about”, because deposit rates were much the 
same anywhere, Better, argues Mr Brown, to take ad- 
vantage of a banking licence to build a complete fi- 
nancial relationship with the customer. So Vir- 
tualBank will concentrate on lending, offering credit 
cards and loans for buying cars, homes and shares. It 
hopes to make these attractive with cheap rates and 
easy approval. 

VirtualBank has attracted a lot of interest be- 
cause Microsoft has used it in its advertising cam- 
paigns. Mr Brown thinks the software giant may be 
using it as a marketing tool in its efforts to sell sys- 
tems to other banks. But rivals also wonder when 
and how Microsoft is going to make a big move in 
banking, and ask whether VirtualBank might be its 
vehicle to challenge mycro, a venture launched by 
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On whose face? 


GG is widely seen as an Internet- 
banking success story in Britain. 
Launched in October 1998 by Pruden- 
tial, a big British insurer, it became the 
Amazon.com of its sector, grabbing mar- 
ket share from the slow-moving high- 
street banks. But some critics beg to dif- 
fer. Egg, they say, is not an Internet bank; 
nor can it properly be counted a success. 
This seems perverse. Within 18 
months of being set up, Egg had nearly 
im customers. In 1999, it took a remark- 
able 22% of net new deposits in the Brit- 
ish banking system. And when it an- 
nounced, in February 2000, that it was 
going to sell shares to the public, guesses 
as to the company’s likely market cap- 
italisation ranged from £15 billion to £4 
billion—just like a real dot.com. 

But according to lan McEwen, of 
Lehman Brothers, “Egg may be the only 
company in the world that turned to the 
Internet to slow down its growth”. It 
started as a telephone bank with an In- 
ternet add-on, offering above-market in- 
terest rates on savings deposits. Within 
six months it had reached its five-year 


target of 500,000 depositors, so it 
stopped accepting new deposits by tele- 
phone and turned itself into an Internet 
bank with telephone support. At first 
this succeeded in stemming the flow of 
new customers, although according to 
Mike Harris, Egg’s boss, by early 2000 it 
was “growing as fast as ever”. The switch 
to the Internet, however, obviated the 
need for investment in a new call centre 
to handle telephone customers. 

Egg is certainly a true Internet com- 
pany in one respect: it loses money. Al- 
though it has cut its deposit rates for 
telephone customers to the govern- 
ment’s base rate (still higher than almost 
all its competitors), its Internet bank 
pays 0.3% more. For a bank to pay cus- 
tomers more than its own cost of funds 
is certainly a good way of jolting them 
out of their inertia, as well as of provok- 
ing a sniffy reaction from banking an- 
alysts and economists. For example, 
csre carped: “The surprising feature of 
Egg, given its pricing structure, is not 
how many customers/deposits it has at- 
tracted, but how few.” 


Egg has since introduced other pro- 
ducts, priced to make profits. It started 
with credit cards offering “cashback” 
discounts, financed out of the retailer’s 
commission to Egg. The ability to view 
and settle card balances online increases 
the website’s “stickiness”. The company 
is also selling mortgages, arranged on- 
line, and mutual funds. Its business 
model is thought to rely on using the de- 
posits as a cost of acquiring customers 
for other parts of the business. 

Egg’s future profitability depends on 
two unproven assumptions: first, that 
cross-selling of financial products will 
be more successful online than in the 
real world; and second, that Egg will re- 
tain its customers. Sceptics say that Egg’s 
customers have already proved that 
they are less subject to inertia than most, 
and could just as easily be lured away 
by the next generous offer. But Mr Harris 
points out that for much of its existence, 
Egg has not been offering the best rate in 
Internet banking, yet has kept its deposi- 
tors—perhaps because the Pru seems 
such a solid backer compared with 
those of some other start-ups. Or maybe 
online savers are not really as promiscu- 
ous as they are made out to be. 
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the firm’s old nemesis, Jim Clark, of Netscape fame 
(of which more later). 

In Europe, most “Internet banks” are in fact sub- 
sidiaries of bigger offline institutions. Two of the 
most interesting are based in Spain. Bankinter, a 
smallish bank with 380,000 customers and a market 
capitalisation of around €s billion, intends te trans- 
fer its existing business entirely to the Internet. Al- 
ready last year a third of its transactions were elec- 
tronic--17% carried out by pc-based banking, and 
15% via the online bank sKNet, soon 

to be subsumed into ebankin- 

tercom. Another 16% were 

carried out over the telephone. 

y With Internet usage in Spain 

ie of still among the lowest in Eu- 

f rope, the bank is probably 

right to see huge potential 
for its services. 

Nurturing greater inter- 
national ambitions is BBVA, 
which in February an- 

nounced a strategic alliance 
with Telefonica, the formerly 
state-owned telecoms monop- 
oly. The two were to increase 
their existing cross-sharehold- 
ings and to co-operate in e- 
business, mobile-telephone ser- 
vices and payment mecha- 
nisms. That entailed Telefonica 
raising its investment {through 
Terra, its Internet-service pro- 
vider) in Beva’s Internet bank, 
Uno-e. The following month, 
Uno-e announced a merger 
with first-e, a Dublin-based 
bank that began operations in 
Britain last year. First- is a sub- 
sidiary of enba, an Internet-company incubator, 
whose imposing list of shareholders include Mor- 
gan Stanley Dean Witter, a bulge-bracket invest- 
ment bank; Intel, of computer-chip fame; Capital Z, 
an American venture fund; and ceu, a British in- 
surer. At the time of the merger, first-e claimed 
110,000 registered users, of whom 50,000 were active. 

These numbers must have been disappointing. 
Like Egg (see box, previous page), first-e offers attrac- 
tive interest rates on deposits, in its case accrued 
daily and paid monthly. But unlike Egg, first- has 
no British household name behind it. Rather, it ac- 
quired its banking licence through Banque d'Es- 
compte, a small one-branch Parisian firm. The Euro- 
pean Union's banking “passport” scheme allows it 
to do business in other eu countries, but as the Brit- 
ish press has pointed out, being regulated by the 
French authorities, first-e is excluded from the om- 
budsman scheme run by Britain’s Financial Services 
Authority. Unfairly, that makes it look risky in a 
business where, as first-e’s Richard Thackray puts it, 
“trust and respectability are big issues.” 

“No bank can be a portal,” according to Bo Ha- 
rald, head of Internet banking at MeritaNordban- 
ken. He rejects the suggestion that Mn, with its 
much-visited website, might challenge the Yahoots 
of this world and provide not just financial services 
on the web, but an entire framework for its custom- 
ers’ Internet life. If Finland’s leading Internet bank is 



































































































































so dismissive of the prospect, it is fair to assume that 
banks elsewhere will be even less sanguine about 
assuming a comprehensive non-financial role. One 
reason for this is the banks’ refusal, so far, to em- 
brace “open finance”, offering products from other 
suppliers as well their own. 


Passing the portal 


But can portals become banks? Obviously they can- 
not take deposits or lend money. But many in the in- 
dustry see portals such as NetCenter, Yahoo! and 
AOL, and online personal-finance sites such as Mi- 
crosoft's MoneyCentral and Intuit’s Quicken, as the 
biggest long-term threat to the banks. These sites 
have visitors in their millions, and many of them 
have established a reputation for reliability. 

The ideal would be for an individual to be able 
to deal with all his finances on one easily accessible 
site. Bank accounts, insurance policies, share portfo- 
lios and tax returns would all be available there, 
completely up to date, and the user could do what- 
ever he wanted without having to leave the site or go 
through any additional security firewalls. A cus- 
tomer would have a “universal password” which 
would give him access to all his online finances. Pur- 
suing this ideal are firms such as Yodlee and Vertical 
One, known as “aggregators” or, more rudely, 
screen-scrapers. Yodlee’s site offers to set up just 
such a personal balance sheet. But, like Vertical One, 
it also licenses its technology to other Internet com- 
panies—selling “picks and shovels for the gold- 
rush”, as Vertical One’s boss, Gregg Freishtat, puts it. 
By this month it claimed 110,000 accounts and 
growth of 10-15% a week. Yodlee has a deal with Alta- 
vista, one of the biggest portals and search engines. 

The aggregators have attracted some contro- 
versy. To function properly, they require the cus- 
tomer to provide access to all his accounts. Some 
banks—and others concerned about the effect of the 
Internet on personal privacy—were uneasy at im- 
personal strangers browsing through data held the 
wrong side of their security firewalls. The authorities 
are taking an interest, too. In February, the occ, 
America’s main banking regulator, sought com- 
ments on a number of electronic-banking issues, 
such as whether specific new rules were necessary 
both for bank websites that offered access to non- 
bank Internet businesses, and for non-bank sites, 
such as aggregators, that linked to banks. 

Perhaps most worrying for the banks, the aggre- 
gators also have the capacity to become active deal- 
seekers, trawling the net for the best available offers. 
Mr Freishtat denies there is any conflict with the 
banks, pointing out that his firm is a subsidiary of s1 
Corporation, a software firm that works with more 
than 50 of the world’s biggest banks on creating their 
own “financial portals”, and that sens, an Internet 
bank, is a VerticalOne partner. Yodlee’s Sukhinder 
Singh concedes, however, that there is a “chicken 
and egg” problem in the failure to date of “tier-one 
players” to offer aggregation. Big financial institu- 
tions are understandably reluctant to provide easy 
access to competitors’ products. 

More positively, the banks may calculate that 
people still prefer to deal with a trusted financial in- 
stitution when it comes to their own money; and 
that only a minority of web traffic these days is me- 
diated through the big portals. But that is partly be- 
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cause people are becoming more familiar with the 
Internet, which could be ominous for the banks: 
how loyal, or more cynically, how inert, will their 
customers prove when better offers are available at 
the click of a mouse? Or when they arrive, unsolic- 
ited, by e-mail from your friendly financial interme- 
diary on the Internet? Already in America some ag- 
gregators (for example, InsWeb for insurance 
policies, or LendingTree for home loans) will hunt 
down the best deal available on the Internet. The 
habit is bound to spread. 

Because it lowers the barriers to entry—in par- 
ticular the need for physical infrastructure—the In- 
ternet is speeding up another trend in global bank- 
ing: the invasion of non-banks. All over the world, 
people seem to think that banking is money for old 
rope, and that if even bankers can manage it profit- 
ably, good businesses should be able to coin it. In 
America, Wal-Mart, a big retail chain, last year 
bought a small savings bank in Oklahoma that 
might help it get into Internet banking. Nordstrom, 
another retailer, has applied for a banking licence, as 
have more than 30 American insurance companies, 
car makers and other businesses, including a large 
coffin-maker. 


Anyone can play 

in Britain, the process is already quite advanced. 
Marks and Spencer Financial Services was set up in 
1985 to run the clothes-and-food chain’s proprietary 
charge card. Virgin, Richard Branson’s diversified re- 
tail and travel firm, entered the market in 1995. Three 
big supermarket chains—Sainsbury, Tesco and Safe- 
way—all have their own branded banks. In France, 
too, some of the leading retailers, such as Carrefour, 
have banking operations of their own. Volkswagen, 
a German car maker, has owned a finance company 
since 1949, which it turned into a bank in the 1990s. It 
now has more than 250,000 customers, and con- 
ducts almost all its business by Internet and tele- 
phone. 

Japan’s banks, which stand out for their du- 
bious loans and their egregious mismanagement, 
are obvious targets for non-bank aspirants. Eight out 
of nine “city banks” offer basic online services. But 


ONE of the new Internet en- 
trants to the banking market 
as yet poses any serious threat to 
established banks. Britain’s Egg has 
come closest to it, but only by offer- 
ing a loss-making service that it 
surely cannot sustain indefinitely. 
Britain’s supermarket banks also 
took a big chunk of the savings 
market when they first opened, but 
have lost market share since, partly to 
Egg. Many of the other online banks 
boast fabulous growth rates, but only because they 
start from such a low base. 
Yet all banks are having to redefine themselves 
as Internet banks, and over the past few months 
that message has spread across the Atlantic to Eu- 
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The case for the defence 


only one, Bank of Tokyo-Mitsubishi, offers 24-hour 
access. This leaves them vulnerable to more go- 
ahead financial firms, as well as to manufacturers 
and retailers. The biggest chain of convenience 
stores, Seven-Eleven, has already applied for a bank- 
ing licence. Its idea is to provide Internet shopping at 
home, or at terminals in its shops. The purchases 
will then be collected and usually paid for in the 
shops themselves. Convenience stores already pro- 
cess huge numbers of cash payments for utility bills: 
last year Seven-Eleven handled ¥600 billion ($6 bil- 
lion) worth of them. It will now also offer the service 
for Internet purchases, and not just those made at its 
own shops. The main attraction of a banking licence 
for Seven-Eleven, however, is that it will enable the 
company to install its own ATMs in its shops, to re- 
place those of other banks. 

Other Japanese giants contemplating a move 
into banking include Softbank, an Internet investor, 
Toyota, a car maker, and Sony, an electronics firm, 
which may either buy an existing bank or get its 
own licence to set up an online bank. This would not 
be its first financial foray—Sony is already a partner 
in Monex, an online broker, and last year it set up a 
non-life insurance subsidiary. With its considerable 
marketing skills and vast customer base, Sony could 
make a big impact. It plans to open the online bank 
in early 2001, in joint venture with Sakura Bank, Ja- 
pan’s sixth-largest by assets, and J.P. Morgan. 

A consortium led by Softbank is taking over the 
nationalised Nippon Credit Bank. Yoshitaka Kitao, 
head of Softbank’s finance arm, says the new NCB 
will use Internet technology to concentrate on serv- 
ing medium-sized businesses. Softbank is a core in- 
vestor in many of the more interesting financial sites 
on the Internet: E*Trade, Insweb, eCoverage, not to 
mention Yahoo!. Before, says, Mr Kitao, his idea was 
to invest in Internet companies in Japan and else- 
where, to exploit the expertise his firm has acquired 
in America. Now that Internet companies around 
the world are “like luxury hotels, they cost the same 
everywhere’, he plans to invest in non-Intemet 
companies and take them online. What Mr Kitao 
calls his “new arbitrage strategy” should be enough 
to alarm established banks. 
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rope, and to some extent across the 
Pacific to Asia as well. In France, BNP 
Paribas said in February it had ear- 
marked €700m ($690m) for invest- 
ment in its online operations over 
the next three years. In the 
same month, Germany's 
Deutsche Bank said it would 
gradually increase spending 
on Internet-related services to 
$1. billion a year, and 
Dresdner Bank by €500m, al- 
though when the two banks in March announced a 
(soon-aborted) plan to merge, they indicated they 
would scale this back. ıng, a Dutch bank, hopes to 
splash out €2 billion on online banking over the 
next three years. Credit Suisse is aiming to become 
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What “old” banks 
are doing to fend 
off the Internet 
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“Europe's premier financial-services brand” with a 
mere SFr1 billion ($600m) outlay on Internet banking 
and e-commerce, Datamonitor, a research outfit, 
puts total spending on Internet banking systems last 
year at $362m, and (rather conservatively, in the 
light of what the banks are trumpeting) estimates 
that the amount will quadruple by 2004. 

There are at least four reasons why banks are 
rushing to recast themselves as online businesses. 
First, nobody doubts that Internet banking will 
spread; the only question is how fast. Second, the 
banks need to forestall any threat from new opera- 
tions; in particular, the worry that specialised, low- 
cost online operations will succeed in “cherry- 
picking” some of the banks’ most attractive busi- 
ness, Third, and more important, they need to com- 
pete with their current offline competitors. 

Lastly, the banks’ shareholders are demanding 
online strategies. As noted, banks’ share prices in 
many markets are low in relation to the rest of the 





market. This is in a part a reflection of the business 
cycle. In America and Europe, interest rates are ex- 
pected to continue their recent rise for some time, 
and bad-debt levels may also begin to climb. Both of 
these will hit bank profits. But low share prices also 
reflect the markets’ concern about the banks’ ability 
to weather the storms of new competition, includ- 
ing, most important, in the online world. 

Broadly speaking, the banks handle their In- 
ternet business in one of four ways: 
e “Pure” Internet banking. Few go as far as 
America’s Wingspan, which keeps the offline parent 
and its Internet-banking subsidiary completely sep- 
arate. But a number of Internet banks have names 
that do not even hint at their parentage. Egg is the 
most famous. Whatever its long-term prospects, it 
has certainly started a trend in Britain for staid old- 
economy banks to give their new Internet subsidiar- 
ies quirky names: Marbles (Fc), Cahoot (Abbey 
National), Smile (Co-operative Bank) and iF (Hali- 
fax). Non-British examples of separate branding in- 
clude Uno- (Bava) and e-cortal (pnp Paribas). 
¢ Online hybrids. More often, banks simply ex- 
tend their existing brand to the web, either in its 
most obvious form (wellsfargo.com, bankamer- 
ica.com), or in a jazzed-up version. Chase Manhat- 
tan, for example, has made an effort to give a distinct 
identity to its online service, chase.com. In Britain, 
Barclays has sought to capitalise on the familiarity of 
its brand in marketing its online service (“its new- 
fangled name is ‘Barclays’ ”). American Express has 
taken a similar line (“online banking from a com- 
pany that's been around longer than a week”). The 
hybrid approach has obvious advantages: it is easy 
to find the banks’ websites, and whatever brand 
loyalty the bank commands offline will be trans- 
ferred to the Internet. This matters in a business 












means, in the words of the John Ryan 








Open sesame 


T bank of the future has already 
been built—in Stamford, Connecti- 
cut. It is called Open Bank, and it offers 
video tellers who dispense cash through 
translucent pneumatic tubes. A huge 
market-price display, like an airport de- 
partures board, clatters away to remind 
visitors that they are part of the great 
global capitalist system. A coffee-bar 
counter is staffed by technical wizards 
who will sort out your mischievous lap- 
top. A series of high-tech booths offer 
material, mostly online, and advice, 
sometimes from real people on the spot, 
sometimes from video-linked experts. 
There are separate such booths for day- 
to-day money management, mortgages, 
insurance, investment, and financial 
planning. On offer are “best-of-breed” 
products from a wide range of suppliers. 

This is a flagship branch, one of the 
few the bank still maintains. Down the 


street, it rents space for its super-aTm 
machine in a former branch that it has 
sold. Further down the road is a drive-by 
ATM, where you can stop on the way 
home. Back in your living room, a screen 
the size of a small cinema displays your 
favourite Impressionist painting, until 
you tell it to show you your diary, or 
personal balance sheet, or that web- 
page or video you simply must see now. 

Branch, street, arm and home are all, 
in fact, indoors, inside the same nonde- 
script single-storey building housing the 
“Merlin Centre”, a marketing and edu- 
cational tool for John Ryan, a retail- 
banking consultancy. It is designed to 
help visiting bank executives to think 
constructively about the changes affect- 
ing their industry. The project assumes 
that an ever-increasing proportion of 
basic banking is gcing to be transacted 
on the Internet. For the banks that 


presentation, that “mastering cross- 
channel delivery is the issue.” 

But it also raises a difficulty that 
should by now be all too familiar to the 
banks. When a new channel for con- 
ducting business—the arm, say, or tele- 
phone banking—comes along, the bank 
invests in it, and then hopes its custom- 
ers will “migrate” to it. In practice, they 
often use it in addition to the other 
channels. What makes the Internet dif- 
ferent from other distribution channels 
is the way it shows up with utter clarity 
that the products banks sell—however 
dressed up--are commodities which 
can be bought just as easily elsewhere. 

Open Bank’s message is that, to sur- 
vive, the bank has three choices: to be- 
come a specialist in whatever it does 
best; to try to be, as now, a vertically in- 
tegrated retailer; or to embrace “open fi- 
nance” wholeheartedly, and sell other 
firms’ products as well. Bankers who 
visit the future may not like it much. 





THE ECONOMIST MAY 20TH 2000 













Globa 
research 


eS a 





of difference. 


For major organisations, global information is the key 


















to operating ir global markets. So when it comes to 
research, they come to UBS Warburg. 


Our world-wide research team includes 540 specialist 
analysts, working out of 31 different countries. Covering 
3,410 companies, from sector-specialist teams, our 
research reflects the world-wide business of our clients. 
integrated, global, innovative, our network of thinkers 

is committed to understanding every facet of companies 
and markets, around the world, that could affect both 


our clients and our decision-making. 


So it’s no surprise we win countless awards for our 


research expertise. After all, for us and fer our clients, 
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— ANOTHER DAY, ANOTHER $40 TRILLION? 


By anyone's standards, $40 trillion is a lot of money. Yet soon, $40 trillion will be 
the normal, everyday, routine amount of money « yursing through the world’s financial 
institutions. As you can imagine, this growth will place a considerable strain on institutional 
investors and their technology. That is why at State Street, we are constantly developing 
products and services that continually exceed the world’s ever increasing trading demands. 
Our sophisticated investment management strategies trading capabilities and daily pricing of 
collective investment vehicles are more than globa! advantages for our clients; they are how we 


are fundamentally changing the way the financial industry operates. It is all ina day's work. 
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where familiarity and trust count for a lot. 
¢ Online alliances. One quick and effective way 
for a bank to secure online credibility, as well as, po- 
tentially, to expand far beyond its existing client 
base, is to team up with a telecoms company, In- 
ternet-service provider or portal. At their most basic, 
such deals are simply arrangements to become des- 
ignated providers of specified financial services for 
a popular website. But this year some more ambi- 
tious alliances have been announced: in Italy, San- 
paolo imi, a big bank, is negotiating an agreement 
with Tiscali, an isp. Similar alliances between banks 
and tsps have been announced in Spain (pBva and 
Telefonica) and Germany (Comdirect, a Commerz- 
bank subsidiary, and T-Online, Europe’s largest isp). 
« “White labelling”. Also called “private label- 
ling”, and growing fast, this involves banks’ becom- 
ing silent partners. They might, for example, provide 
unbranded back-office services to enable another 
firm to run a bank. In Britain, Sainsbury's Bank is ac- 
tually a 55:45 joint venture with the Bank of Scot- 
land. Royal Bank of Scotland (soon res NatWest) is 
behind another supermarket bank, Tesco’s, and also 
handles processing for first-e, an Intemet bank. 


Separate lives 


There are advantages to establishing stand-alone In- 
ternet banks beyond projecting a zippier image. It al- 
lows the growth of a separate, more entrepreneurial 
management culture. It may also make it easier to at- 
tract and retain talented staff, who might otherwise 
defect to chance their arm in an Internet start-up. 
Some banks, for example, plan to issue “tracking 
shares” in their dot.com subsidiaries. But that may 
not go down well with offline bankers, aware that 
their t-shirted colleagues earn far more even though 
their venture may be losing money hand over fist. 

So long as the stockmarket valued dot.com com- 
panies more highly than it does traditional banks, 
that provided another reason to separate out an on- 
line bank. Not only might this insulate the parent 
bank’s shares from the markets negative view of 
their sector; it also offered some protection from the 
frenetic volatility in dot.com stocks. Eventually, it 
might also allow it to profit from high prices by 
floating the subsidiary on the stockmarket. Even if 
the dot.com share-bubble bursts, the market may 
continue to penalise banks whose online efforts are 
bundled up with their offline businesses, viewing 
the spending on the Internet business as an expen- 
sive investment in ır rather than as an essential cus- 
tomer-acquisition cost. 


Despite the difficulties of integrating Internet- 
technology systems and Internet culture into old- 
economy financial institutions, incumbents start 
with huge advantages over new entrants. But as 
competition heats up, the banks will not be able to 
rely on loyalty or inertia to retain business indefi- 
nitely; they will also have to offer competitive online 
services. And in order to offer a wide range of top- 
quality products, they may have to think the un- 
thinkable and take on the aggregators at their own 
game (see box, previous page). 

In particular, they will need to compete in those 
areas of retail finance that are only just beginning to 
be sold and distributed online. Huw van Steenis at 
J.P. Morgan in London identifies three: mutual 
funds, insurance (of which more later) and mort- 
gages. E*LOAN in America has already shown the 
potential for online mortgage distribution. The dan- 
ger for the banks is not so much the direct threat of 
new lenders using the Internet to originate mortgage 
lending, but the indirect one of opportunistic mort- 
gage refinancing, which (unlike the original transac- 
tion, which requires some offline checks on the 
house) can be conducted almost wholly electroni- 
cally. Also, as sellers of all sorts of big-ticket items 
have found, the Internet is a wonderful place for 
comparison-shopping. More and more homebuyers 
who apply for a loan to their bank or broker are 
likely to have checked out the rates available on the 
Internet. And the Internet will make it easier for all 
kinds of sellers and brokers, including estate agents 
(property brokers) to offer financing as part of their 
sales package. In turn, that will put banks under 
pressure to provide other services connected with 
buying a home—perhaps help with finding a prop- 
erty, or removals, or legal advice. Otherwise they 
may lose out to other intermediaries. 














T THE crisp sunshine of an early morning in 
spring, Shoreline Park is a vision in natural and 
man-made beauty, a refuge from the choking traffic 
that drones along Highway 101 through Silicon Val- 
ley. On the golf course, buggies potter through the 
vestigial mist. On footpaths, roller-bladers career se- 
renely along, passing young mothers jogging behind 
their infants in their luxury prams. On the boating 
lake, terns, ducks and gulls swoop and paddle. The 
air is filled with a delicious fragrance. 
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It is the smell of serious money. According to Ro- 
berta Baxter, marketing director of mycro.com (see 
box, next page), in March 64 people in the San Fran- 
cisco Bay Area were becoming millionaires every 
day. At times, stockmarket turbulence may partially 
reverse that process, but more than 25% of the per- 
sonal wealth of the United States is concentrated in 
the region, home to hundreds of thousands of the 
newly rich. What they have in common is that they 
did not grow up wealthy, and that they are for the 
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The rich are more 
likely to use the 
Internet than the 
poor. Money 
managers have 
noticed this 
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HEN in late 1995 Jim Clark, the 
founder of Netscape, found he 
was suffering from haemochromatosis, 
a rare blood disease, he was so appalled 
by his encounter with America’s health- 


dollar Internet company, Healtheon, to 
try to improve it. By 1999, Mr Clark 
found he was suffering from another 
rare complaint: still having to spend 
some of his precious time sorting out his 
personal finances, despite his billionaire 
status. His papers, like those of any or- 
dinary mortal, were arranged in shoe- 
boxes, which every so often he would 
deliver to his accountant. His solution 
was MYCFO, a company whose forte is 
the nouveaux super-riches. 

As its name implies, it provides a 























A very big shoebox 
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personal financial manager who will 
dispense advice on investments, philan- 
thropy, insurance, tax, trusts, wills and 
so on. It uses “aggregating” technology to 
display a client's finances in a coherent 
online format, and to trawl the net for 
the best available financial products. 
Mycro itself will offer only independent 
advice at a fairly steep annual fee. The 
online service will be expanded to offer 
customers a menu of services short of 
the full cro package. But first, mycro 
has been building its systems. By March, 
the firm employed about 200 people, 
but had only about 100 clients. 
However, as mycro's Roberta Baxter 
puts it, “they are very important cli- 
ents”. They include the company’s di- 
rectors, a veritable Silicon Valley pan- 





theon: apart from Mr Clark himself, 
there is John Doerr of Kleiner Perkins 
Caufield and Byers, the area’s most fam- 
ous venture capitalists; John Chambers, 
boss of Cisco Systems; James Barksdale, 
former president of Netscape; Tom Jer- 
moluk, of Excite@Home; and Art Shaw, 
now mycro’s chief executive, and for- 
merly at Charles Schwab. 

Eminent and enormously rich peo- 
ple clearly expect a premium service, 
but a less sophisticated version of it 
could soon be available even to the 
merely well-off. Mycro combines what 
Reade Frank, of Destiny Software, a 
Pennsylvania-based consultancy, sees 
as three of the most important areas of 
online finance at the moment: “open fi- 
nance”; serving the rich; and “electronic 
relationship management” (ie, using the 
Internet, of all things, to make asset 
management more personal). 
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most part comfortable using the Internet, Not sur- 
prisingly, looking after their money is one of the 
most contested battlefields in Internet finance. Or, 
as the practitioners themselves might put it, de- 
veloping a sticky application for high-net-worth in- 
dividuals (as even offline bankers call people richer 
than themselves) is a very attractive space to be in. 
The rich are being wooed both by firms that 
provide a mass-market service on the Internet, and 
by traditional private banks now obliged to offer an 
online service too. In January, Charles Schwab an- 
nounced that it was paying $2.7 billion for US. Trust, 
a firm specialising in private banking for the afflu- 




















ent. In March, J.P. Morgan Private Banking, which 
boasts an 8% market share among America’s “very 
wealthy”, unveiled a fancy online service designed 
for accounts containing $1m or more. For such blue- 
blooded traditional firms, the Internet may offer a 
way of cutting costs, and therefore of catering for 
rather less wealthy investors too. In April Merrill 
Lynch and nsec, a British bank, announced an on- 
line joint venture aimed at clients who have 
$100,000-500,000 to invest. 

As they try to expand their client base down- 
market, they will find themselves in competition 
with discount brokers and fund managers moving 
upmarket, along with many of their clients. Besides 
offering analysts’ research, some brokers are now of- 
fering relatively sophisticated asset-management 
tools for ordinary investors from firms such as Fi- 
nancial Engines, co-founded by Bill Sharpe, a Nobel- 
prize-winning financial economist. 


The wealth effect 


Across the continent from Silicon Valley, Tracey 
Curvey, of the online brokerage at Fidelity Invest- 
ments, is also impressed by the amount of money 
around. “There’s so much wealth out there,” she ex- 
claims, pointing to the panorama of Boston 
framed by her office window. And a lot of that 
money is finding its way into mutual funds, of 
which Fidelity is the world’s biggest supplier. 
It also, since last year, has the world’s biggest 
fund “supermarket”, selling other firms’ 
funds—a position it took, by a whisker, from 
Charles Schwab. 

In America about a tenth of mutual-fund sales 
are now made online. Europe may soon catch up. 
Martin Jameson, of Booz Allen & Hamilton, a con- 
sultancy, estimates that in France, Germany, Italy, 
Spain and the Netherlands about 1% of mutual- 
fund sales are sold direct, by phone or Internet, and 
thinks that proportion will rise to 35% by 2005, of 
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Then. 


The Sanwa Bank's origins go back to 1656, the year 
our forerunner, the Konoike Exchange House, began 
business operations in Osaka. 

In 1964, Sanwa opened an overseas branch in Hong 
Kong—its first branch in Asia and Oceania—to provide 
commercial banking services to businesses in the region. 


Weve come a 
long way. 
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Established in Osaka in 1656 as the Konoike 
Exchange House, Sanwa boasts the longest 
history among Japar s financial institutions 
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Sanwa supports community activities, such as 
our sponsorship of the annual Long-Thibaud 
Gala Concert 








Sanwa successfully completing .apan's first 
project finance transaction for the domestic 
market 








Sanwa Bank Foundation provides scholarships to | Sanwa in motion — a familiar name throughout 
young people in Asia Asia and Oceania 





The Sanwa Bank, Limited is proud of its long a & 
tradition of service in Asia and Oceania. & 

We, and of course the clients we serve, have & y 
grown over the years. & 


Today, our network in Asia and Oceania is one 
of the largest in the region, and we provide 
comprehensive financial services to individuals, 
businesses and nations that includes everything from 
commercial banking to investment banking to near- 


banking services. 2 
As a result, we're better positioned than ever to 
meet your financing needs today. & 


And for a long time to come. 


co Sanwa Bank 
since 1656 


http: //www.sanwabank.co.jp/english 
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| which 15% (worth about $130 billion) will be by In- 

| ternet. In Britain, a survey by the Fund Managers’ 
Association found that looking five years ahead, 
more than 80% of its members expected to distribute 
some of their products over the Internet. 

Online fund supermarkets are also catching on 
| in Europe, which has lagged America partly because 
| it took longer to set up electronic links within the in- 
| -dustry. J.P. Morgan expects that most new funds 
will soon be sold through such supermarkets. In 
| France, pnp Paribas’s online broker, e-cortal, offers 


Breaking cover 


| NYONE who has phoned around for insurance 
| cover for their car might think that here is an in- 
dustry just waiting to be shaken up by the Internet. 
The friendly insurance-company salesman will ask 
a lot of questions, and you can imagine him tapping 
the answers into his computer terminal. He will ask 
you to wait a few moments, and then give you a 
quote. You can even pay over the phone. 

It seems quite an efficient process. Unless, that 
is, you decide you need to do some comparative 


shopping. There are plenty of 





insurers who will be happy to 
provide a competing quote, but 
the chances are that after two or 
three phone calls you will be- 
come fed up with answering the 
same questions over and over 
| again. It sounds like just the job 
| for the Internet, which can be 

used to automate processes that 
| involve providing similar in- 
| 





formation to different organisa- 
tions. Given the large number of 
motorists, and the fact that car 
| insurance is a mandatory pur- 
| chase, here, surely, is a lucrative 
| market waiting to be tapped. 

But insurance has been quite 
| slow to move on to the net, for a 
number of reasons, and no in- 
surance company has yet estab- 
lished a big online name for itself. In America, for ex- 
ample, a survey by Harris Interactive found that 
online insurance companies were less familiar to In- 
ternet users than firms in almost any other sector 
(see chart 11, next page). Forrester Research forecasts 
that by 2003, $4 billion-worth of insurance will be 
sold online in America—a huge increase on the pal- 
| try amount now being written on the Internet, but 
still less than 0.5% of the total market. 









Slow migration 

Elsewhere—in Britain, for example—prospects look 
rather better, although, as so often in the online 
world, companies are rather coy about giving fig- 
ures. Certainly, most British insurers already pro- 
vide online services, offering discounts on offline 
premiums. Halifax, a building society (thrift) turned 
bank, is to set up an online insurer called esure. It is 
the brainchild of Peter Wood, founder of Direct 
Line, a telephone-insurance subsidiary of the Royal 
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1100 funds; in Germany, Deutsche Bank's Bank 24 
sells 1,500. Britain’s Egg offers 150 to its account hold- 
ers. Fidelity’s British mutual-fund operation is plan- 
ning to launch an online supermarket later this year. 
For the very rich, the Internet offers access to 
even more sophisticated wealth-management tech- 
niques than before. But the same is true for the 
mass-market investor as well, including the humble 
mutual-fund buyer. This is one place where finance 
is already “open”, and firms like Fidelity, which 
were suspicious at first, have found it not too bad. 





Bank of Scotland. (He is also a director of The Econo- 
mist Group.) Having started business in 1985 as a car 
insurer, Direct Line transformed the industry. By 
1993, it had become Britain’s market leader, and has 
kept adding products (such as home.and travel in- 
surance, and mortgages). That may have prepared 
the market for online distribution. 

In explaining why they have been relatively 
slow to adopt the Internet, insurers point to the com- 
plexities of their products. It is true that many con- 
sumers prefer to talk through 
their insurance. needs rather 
than buy them off a virtual 
shelf, and also that underwrit- 
ing rules and criteria vary. But 
there are two bigger factors 
that are holding insurers back, 
particularly in America. 

The first is that established 
insurance companies moving 
online suffer from channel 
conflict in spades. Most have 
networks of agents to whom 
the Internet is a direct chal- 
lenge. The agents’ commis- 
sions typically account for 25% 
of the cost of the insurance, 
which is precisely where direct 
insurers hope to make their 
savings. The second set of ob- 
stacles lies in the divergent reg- 
ulatory regimes between countries, and, in America, 
between states. These make it more complex to buy 
insurance than many other financial products. 

Every big insurer, like every big bank, now has 
an online strategy. After all, they are often divisions 
of the same institution, following the wave of merg- 
ers in recent years that have created “bancassu- 
rance” giants, such as Citigroup in America and ING 
in the Netherlands. And, like the banks, the insurers 
have been spurred into action by the activities of 
troublesome online start-ups. In a third parallel 
with Internet banking, these start-ups, broadly 
speaking, fall into two categories: aggregators (in old- 
economy language, brokers), and virtual insurers. 

Examples of the first are InsWeb, Quicken and 
Insurance.com, a Fidelity affiliate. All are online 
markets that boast of being able to seek out the 
cheapest insurance policy from a wide range of sup- 
pliers—though the stockmarket punished it severely 
in April when one of the most important, State 
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industry is still 
some way from 
offering a 
premium online 
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Farm, withdrew its participation. InsWeb prides it- 
self on its independence. This has the advantage of 
offering price savings, but it does make application 
cumbersome, because it has to cater for the require- 
ments of all potential suppliers. ECoverage, a Cali- 
fornia-based Internet insurer, uses this disad- 
vantage in its own sales pitch, which stresses the 
simplicity of its service. It points out, for example, 
that to insure one driver with a clean licence for one 





car, it would need to ask only 16 questions on two 
web pages. InsWeb would ask 72 questions spread 
over five pages. 

But eCoverage’s business model also has consid- 
erable drawbacks. InsWeb argues that by simplify- 
ing the process so much, the insurer may end up 
with a lot of bad risks, which would eventually have 
to be reflected in premiums. And eCoverage has 
faced an uphill struggle in securing regulatory ap- 
proval to operate in other states. In March it an- 
nounced an agreement with the American arm of 
Royal & SunAlliance, a London-based insurer. rsa 
would provide eCoverage with a “shell” for its oper- 
ations in 48 states, and eCoverage would provide ac- 
cess to Internet-based information and processing. 

This approach is an attempt to marry the inter- 
ests of the start-up with those of the established gi- 
ant. But in insurance, as in other financial services, 
the use of the Internet simply to support existing dis- 
tribution channels is unlikely to be a long-term sol- 
ution. Disintermediators and intermediaries can co- 
exist only for so long. 
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Earthquake on the Street 


O FAR, this survey has concentrated on how the 

Internet is affecting the way financial firms do 
business with their retail customers—what in In- 
ternet jargon is known as the business-to-consumer, 
or B2c, market. But that is only one part of a broader 
transformation of the way those firms do business 
with each other and with their corporate clients. The 
whole industry is in a state of flux. Technology has 
made possible a global digital financial market 
where, in theory, any security in any currency could 
be traded anywhere at any time, and where that 
trade could be settled instantly. But the world is not 
ready for such a market. Not only do national regu- 
lations get in the way; so do the structures of the fi- 
nancial markets themselves, and the competing in- 
terests of the various players. 

Hence the bewildering reels currently being 
danced by the world’s investment and commercial 
banks, stockmarkets and other exchanges. It is obvi- 
ous to all that dislocating change is coming, but not 
yet what shape it will take, nor which institutions 
will emerge at the top of the pile. So every day, it 
seems, some new merger or alliance is being an- 
nounced, or there is news of a forthcoming platform 
for trading American Treasury bonds, or euro- 
denominated shares, or whatever, that “will revolu- 
tionise the market". Often the same investment 
banks, hedging their bets, have invested in several 
competing platforms. Allies one day in one busi- 
ness, they are competitors the next in another. 

As a result, the distinctions between the differ- 
ent sorts of institution are blurring. For years, merg- 
ers and takeovers have been creating institutions 
that bring together different specialisations: com- 
mercial and investment bank, stockbroker and 
trader, insurer and fund manager. Now, in America, 
the growth of electronic communications networks 
(ecns) has seen broker-dealers turn into exchanges, 
and two have applied to be regulated as such. 

For investment banks, and retail banks in their 


wholesale businesses, the Internet adds another 
twist to this already tangled skein. It offers enormous 
improvements in the distribution of information 
and products, but also makes it easier for the users 
of financial services to do without the banks’ inter- 
mediation, and for new entrants to the market to 
challenge the big players’ oligopoly. 

Having been exhorted for so long tc emulate the 
gung-ho adventurousness of American capitalism 
and the seemingly bottomless depth of its capital 
markets, investors in boring old places such as Eu- 
rope and Japan have recently encountered another, 
less enviable trait of the American way of doing 
things: the ludicrously oversubscribed initial public 
offering (tro) of shares in small technology compa- 
nies. Typically, these companies’ share offers are 
sponsored by a blue-chip investment bank. Only a 
small proportion of the shares is offered, at a very 
high price. Demand is such that the price soars even 
further, enabling the underwriters (said blue-chip 
bank and its chums) to “flip” the shares for a tidy 
profit in the grey market, before official trading be- 
gins. Retail investors often have no access to shares 
at all, or if they do, they find they are unable to sell 
them until off-loading by the underwriters has al- 
ready depressed the price. In March, for example, 
this mechanism left some British investors in a 
much-publicised Internet start-up, lastminute.com, 
sitting on losses. 


Inordinately Profitable Offerings 


Scott Ryles, chief executive of Epoch Partners, a new 
online investment bank in San Francisco, says that 
in an American iro, an average of 80% of the shares 
are held by institutions. A year later, however, that 
proportion has come down to only 27%, and most of 
the shares are in the hands of retail investors, many 
of them clients of discount online brokers. Often, es- 
pecially in an Internet start-up, the online brokers’ 
clients are allocated little of the rro itself. The sense 
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Leave it to the Japanese 
to turn hospitality into an art form. 


lhe kind of service one receives at the Imperial Hotel 
doesn't just happen overnight. It has to be honed 
Perfected. Practiced over and over until it becomes second nature 
In the 110 years since we welcomed our first guests in Tokyo 
we have raised our level of hospitality 
to something you won't find anywhere else in the world 


We invite you to experience what we have created 


Centrally Located © Executive Services Center 


Complimentary Meeting Rooms © Translation & Interpreter Arrangements 


Merit cf 


ex IMPERIAL HOTEL 


www.imperialhotel.co.jp 
For reservations: Tokyo +81-3-3504-1251; Osaka +81-6-6881-1111 
Bali, Indonesia +62-361-730-730 
For information, contact our Overseas Sales Offices 
New York 212-692-9001; Los Angeles 213-627-6214; London 0171-355-1775 








Never late 


Never complains 


Works weekends 


Doesn't do lunch 


Doesn't need an office 


Doesn't take vacation 





Doesn't need parking 


...And comes 


with its own 


benefits 


THe Directories oF U.S. IMPORTERS 

& Exporters on CD-ROM. 

Align leads within sales territories 
Determine prospect potential 

Examine business relationships 

Analyze market opportunities 

Enhance your existing marketing database 
Reach the decision-makers 


Close more sales 


The Directories provide detailed company profiles 

for 55,000 top Importers and Exporters in the 

United States — all on an easy-to-use, fully searchable 
CD-ROM. It's like having a sales strategist working for 
you 24 hours a day, 7 days a week. 


Call us today at 
908-859-1300, ext. 6161 
or FAX us at 908-454-6507. 


DIRECTORY OF UNITED STATES IMPORTERS 
DIRECTORY OF UNITED STATES EXPORTERS 


445 Marshall Street + Phillipsburg, NJ 08865 USA 
908-859-1300, ext. 6161 + Fax: 908-454-6507 
pierspub.com 


Works overtime 
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of grievance this causes led three of the brokers 
(Schwab, Ameritrade and tp Waterhouse) to link up 
with three venture-capital firms to found Epoch. 

A handful of such online investment banks, 
concentrating on technology companies, are now 
up and running, Their market share is still tiny, but 
Ron Readmond, a founder of one of the biggest, Wit 
Capital, says that they are causing the beginnings of 
a panic among the “cabal” of banks that dominate 
the 1ro business, which realise that the newcomers 
are threatening their business. Mr Ryles, who 
worked at Merrill Lynch until last year, agrees that 
the “cost side” of the 1ro business on Wall Street has 
to change. But the big firms are once again ham- 
pered by channel conflict. Online distribution by- 
passes their branch networks. 

Yet those old firms are themselves being forced 
to compete. At Merrill Lynch itself, for example, Mi- 
chael Ryan, the firm’s global head of equity capital 
markets, is proud to show off the “new-issue appli- 
cation” of “Direct Markets”, an Internet-based syn- 
dication and distribution tool. He concedes that 
Merrill had some trouble establishing itself in the 
niche it thought it deserved in technology iros. Now 
it has the capacity to put almost all of the tro pro- 
cess online—-from the prospectus to videos of the 
company’s management—instead of the traditional 
“road-show” tours to sell its services to investors. 

Curiously (or perhaps not), one aspect of the 
“cost side” that neither Mr Ryan nor the new banks 
expect to come under immediate pressure is the 
standard fee charged for an tro. But when compa- 
nies have been able to raise capital at such a high 
price to the investor (ie, so cheaply to themselves), 
what is a 7% flat fee between friends? If capital gets 
more expensive, however, that juicy component of 
its cost will surely come under more scrutiny. 

Such fees are important because so much bank 
income in recent years has derived from volatile 
sources: trading securities and venture-capital in- 
vestments. So investment banks are devoting enor- 
mous efforts to finding ways of protecting their pro- 
fits from online encroachment. J.P. Morgan, for 
instance, has formed LabMorgan to give a high- 
profile unifying theme to its e-finance ventures, 

The fees investment banks earn for arranging 
bond issues are also vulnerable. In fact, though they 
would never admit it, so obligatory is e-enthusiasm 
these days, in private some firms in the bond busi- 
ness probably curse the Internet. It is set to change 
the whole bond market, from underwriting to sec- 
ondary trading. Already, top-ranking bond-arrang- 
ers need an online syndication system, if only be- 
cause some of the world’s most important 
borrowers will demand it. “All our bonds”, claims 
Afsaneh Mashayeki Beschloss, of the World Bank’s 
treasury department, “will be e-bonds.” 


The beauty of e-bonds 


Ms Mashayeki Beschloss, who concedes that some 
borrowings with complicated structures may prove 
e-exceptions, has been delighted by the experience 
of the Bank’s two online bond issues this year. In 
both, arranged by Goldman Sachs and Lehman 
Brothers, part of the deal —30% of the first, 50% of the 
second—was offered direct to investors over the In- 
ternet. Usually, such issues are syndicated among 
the small (about 400-strong) group of global invest- 
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ment houses, which place them with their clients or 
hold them in-house. 

From the borrower's point of view, the online 
transaction offers two big advantages: transparency, 
in that the borrower can see who the end-investors 
are, and what commitments they are making; and 
access to new investors. The World Bank, although 
well-known in the international markets, was less 
familiar to the American retail investors it wanted to 
reach. The online issues gave it access to that market 
(although “retail” is a relative term: the smallest pur- 
chase was $1,000, but one investor turned out to 
want $250m-woarth of one bond). 

In the secondary market, too, upheaval is al- 
ready under way. The market, which covers 4m sep- 
arate issues of widely differing kinds, many of them 
rarely traded, has been less susceptible to electronic 
trading than have the stockmarkets. Bond-trading 
has long been dominated by institutional investors. 
They have placed their orders through dealers, 
whose pricing is opaque. But now America’s Bond 
Market Association has counted 39 different firms 
and alliances that offer~—or plan to—secondary 
electronic trading. These include proprietary sys- 
tems, such as Goldman Sachs’ Web.er; trading net- 
works sponsored by single firms, such as State 
Street's Bond Connect, which hopes to create liquid- 
ity by allowing participants to trade bundles of dif- 
ferent bonds; electronic interdealer-brokers, such as 
BrokerTec, aimed purely at firms that already make 
markets in bonds; joint-venture arrangements, such 
as TradeWeb, an ecn set up in 1998 by Goidman 
Sachs, Lehman Brothers and others for tracing in 
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American Treasury bonds; BondClick, a European 
equivalent for government bends launched this 
year; Tradebonds.com, an Internet-based system of- 
fering access to prices for thousands of Treasury, 
municipal and corporate bonds; Securities.hub, 
which will allow investors access to research and 
price quotations from six big firms (Goldmans, Leh- 
mans, Merrill Lynch, Morgan Stanley Dean Witter, 
Salomon Smith Barney and J.P. Morgan) without 
having to log on separately; and trmrtrader.com, an 
online marketplace for trading corporate bonds. 
TradeWeb, which operates in the very heavily- 
traded treasury market, has been the most success- 
ful of these so far. Larry Buchalter, of Goldman 
Sachs, thinks that the level of liquidity in particular 


markets will continue to determine their develop- 


ment in the future. For much-traded issues, such as 
Treasury bonds, a central liquidity pool will form to 
create, in effect, an electronic exchange. For less liq- 
uid bonds, however, more is needed than the sys- 
tems that have emerged so far. Most are matching or 
“crossing” networks, where sellers hope to meet 
buyers, but have no market-maker to guarantee 
them a price. What is needed, says Mr Buchalter, is 
“crossing with capital”. But in the bond markets, as 
elsewhere in finance, a revolution is under way. “It is 
a once-in-a-career thing,” says Mr Buchalter. “It’s go- 
ing to redefine our business.” 


anyfinancialproduct.com? 


Since the Internet offers such obvious advantages 
for investors and lenders, it is tempting to ask if it 
will become the medium through which all finan- 
cial products are traded. Certainly that seems to be 
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the way some other industries are going—witness 
the proliferation in recent months of online busi- 
ness-to-business exchanges, in everything from mo- 
tor parts to plastics, bandwidth to chemicals. 

But finance is different, in the sense that many 
of its markets are highly automated already, but us- 
ing non-Internet systems. For large interbank deal- 
ings in deposits and foreign exchange, for example, 
there is no obvious reason to move to the web when 
existing systems are doing the job perfectly well. In- 
deed, new ones are being introduced, such as Fx 
Connect, part of Global Link, an “extranet” run by 
State Street, an American bank that leads the world 
in providing custody services. It specialises in cater- 
ing for large investors, many of whom would prefer 
to rely on established services rather than take a 
chance on a new website. In Sweden, ses’s web- 








based foreign-exchange service is used by corporate 
clients, not by the much larger interbank market. 

Nevertheless, various online exchanges and ag- 
gregators aimed at the wholesale market are in oper- 
ation or under construction. Creditex, for example, 
founded by two former Deutsche Bank traders, is 
designed as a platform for trading credit derivatives. 
These form a rapidly expanding segment of the de- 
rivatives market, enabling the credit risk associated 
with a loan or bond to be traded separately from the 
underlying asset. Creditex aims to provide an In- 
ternet-based marketplace where traders can negoti- 
ate anonymously (up to the point of agreement on 
price). The aim is to improve liquidity, standardisa- 
tion and price transparency in a new and frag- 
mented market. 

Trying to reach a much broader market is cro- 
web.com, due to be launched later this year by Inte- 
gral, an American software developer. Its target mar- 
ket is people running corporate finances. It plans to 
offer a range of financial products, such as spot and 
forward foreign-exchange dealing, currency and in- 
terest-rate swaps, by linking corporate buyers of 
these products with a range of providers. By April, it 
was Claiming 2,300 registered members and a range 
of “providers” that included Bank of America, ABN 
Amro, a big Dutch bank, and the derivatives-trading 
arm of American International Group, a huge in- 
surer. Clearly the viability of such a system depends 
on the number of firms using it, and changing exist- 
ing corporate behaviour will take time. 

However, over the next few years some such 
model seems likely to succeed, including perhaps a 
big increase in direct trading of financial instru- 
ments between non-bank corporations. If, for exam- 
ple, a large online market in currency and interest- 
rate swaps were to develop, then banks’ role as inter- 
mediating counterparties may be called into 
question. So wholesale banking, too, may eventually 
have to move towards “open finance”. 

The same goes for the more mundane bread- 
and-butter businesses of commercial banks. The 
web threatens their hold on their core corporate cus- 
tomers (especially the smaller ones) seeking access 
to business loans or trade finance. Many small busi- 
nesses have, understandably, tended to deal with 
their local bank branch. Many banks have taken ad- 
vantage of this to charge them near-monopoly rents. 
In Britain, for example, it is the need to retain com- 
petition in this sector that has been the biggest ob- 
stacle in regulators’ minds to mergers between 
banks with overlapping branch networks. The In- 
ternet offers such small firms access to far wider 
sources of credit. 

Some banks have recognised this danger, and 
tried to turn it into an opportunity. In America, Ci- 
tigroup has a website, bizzed.com, which describes 
itself as a “portal of business services”, aimed spe- 
cifically at the small business customer. Similarly, in 
Britain, Barclays is working on a 828 site in conjunc- 
tion with Oracle, a software firm, and Andersen 
Consulting. Jan Arthur, of Andersen, argues that 
banks “need to control the paint of relationship 
with their corporate customers”. In other words, in 
this market banks do need to be portals. Barclays’s 
idea is to expand into the e-procurement field, using 
their site as a “horizontal” s28 exchange where firms 
can save money on buying non-production items 
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‘A good investor knows a rising star 
when he seés one. 
Strong steps taken towards full~membership to the EU. 


R sliz al monetary and economic reforms, aiming at 


stable growth. 
Ea 


A strategic power embracing Europe and Asia, a valued 
member of NATO. 


A strong government determined ‘to bring down inflation. 


The best performing emerging stock market in recent 
months in the world. i 


As World Economic, Forum’s President Klaus Schwabs 
simply stated: 
“There is noædoubt; Turkey is å rising star? 
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A good investor works with a rising star 


-when he sees one. | 


Chosen “Best Smaller Bank in the World” by Euromoney 
a 
„ Chosen “Best Bank in Tasha by Betomoncy and 


* Global Finance. 


Listed among * ~The io soba companies to watch? 


by Forbes, 
cig N 


Ranked “8th in nates among the world’s top 
1000 banks” by The Banker. + 


Listed amon? “Europe’s most respected.companies” 
by Fifanċial Times 
Ranked “21 st among Europt’s best 500 banks” 


by The Banker. s 


Constanilystop rated Fustass bank*by prominent 
intermational rating agencies. 


* Financial strength rating of “C” by Moc uy s. 


Raised the largest syndicated loan facility ¢ ever by a 
Turkish Bank -Euro 400 million- with the participation 
of 70 internatjonal banks from 25 different count. 


. 
For more information: , . 


(90-212) 335 35 35 or http://www.garantibank.com.tr 














Dealing effectively with the accelerating 
pace of change in European markets has 
become one of the major challenges of 
our time, Although change often leads to 





DGZ-DekaBank provides customized 
services to corporations, other financial 
institutions, governments, government 
agencies and fund investors. 
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dramatic shifts in priorities and ways 
of conducting business, new problems 
caused by change invariably spawn new 
opportunities requiring the strength and 
resourcefulness of the financial community. 

That's where DGZ- DekaBank comes in. 
DGZ- DekaBank is a central institution of 
Germany's Savings Banks Organization, 
the country’s largest banking sector. 
Backed by substantial resources plus 
proven knowhow on a European scale, 


The Bank's service potential covers a 
broad range of wholesale commercial 
and investment banking capabilities as 
well as numerous investment funds. Also, 
DGZ- DekaBank offers the full spectrum 
of Eurobanking services through outlets 
in Berlin and Luxembourg. 

If you are looking for a solid banking 
partner with quality resources for ever 
changing markets in Europe, have a talk 
with DGZ- DekaBank. 


DGZ áð DekaBank 





Mainzer Landstrasse 16, D-60325 Frankfurt am Main, Tel: (49) 69-71 47-0, Fax: (49) 69-7147-24.90 
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such as office equipment, or even recruiting staff, 
and which will also provide the settlement services 
and financing if required. 

Big Internet banks, such as Bank of America and 
Wells Fargo, have also identified the large potential 
in providing financial services for participants in 
the proliferating “vertical” B2B exchanges (ie, those 
serving one industry), of which there are already 
several hundred. Steve Ellis, of Wells Fargo, for ex- 
ample, says that his bank, a leading agricultural as 
well as online lender, has been combining these two 
areas of expertise in providing services to an online 
almond exchange. Although s28 exchanges have 
the potential to cut procurement costs impressively, 
they expose participants to credit, transaction and 
settlement risks that they are ill-equipped to handle. 
Banks, on the other hand, have been coping with 
them for centuries. 

The same is true for trade finance, a huge market 
worth trillions of dollars each year, which used to 
entail the destruction of great swathes of forest—-in 
letters of credit, bills of exchange, certificates of ori- 
gin, invoices, bills of lading, insurance certificates 
and so on. Often it still does, but big banks have 
managed to automate much of the process, for ex- 





ample by scanning documents into their computer 
systems. Now a number of systems are trying to take 
this process further, and are vying to become the 
online standard for trade processing. Bolero.net is a 
joint venture of swirt, a global payments network, 
and The Through Transport Club, a shipping in- 
surer. It provides a system for trade data to be ex- 
changed via the Internet. Another approach comes 
from TradeCard, which in March signed an agree- 
ment with Thomas Cook, a travel and financial- 
services company, to offer an electronic alternative 
to traditional letters of credit. Thomas Cook will act 
as an intermediary for payments around the world. 
This market is so inefficient that it is not unusual 
for trade debt to be priced at a much bigger margin 
than the same borrower is paying for, say, a bond is- 
sue. The founders of trp, a London-based boutique 
consultancy set up by trade financiers formerly at 
Deutsche Bank, believe that besides streamlining 
the cumbersome process of documentary credits, 
the Internet may also help shake up their financing, 
through its natural flair for syndication. At present, 
many trade-finance assets are hardly traded at all. 
Often they simply sit on a bank or exporter’s bal- 
ance sheet, subject to the scantiest of risk analysis. 
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One world, ready or not 


OR Luddites everywhere, April sth was a day of 

exquisite Schadenfreude. After an American 
court had found Microsoft guilty of anti-competi- 
tive practices on the previous day, shares in high- 
technology companies in America gyrated franti- 
cally. Investors in the London market, which had 
also been enjoying a high-tech boom, might have 
wanted to trade, especially since it was the last day 
of the fiscal year, and therefore the last chance to 
take advantage of tax allowances against capital 
gains. But they could not trade on the London Stock 
Exchange (ise). It was shut for nearly eight hours be- 
cause its computers had gone down. 

It was a salutary reminder that it is not just insti- 
tutional resistance that is holding back the future, 
but that the wonders of technology are also con- 
strained by the failings of electronic infrastructure. 
This particular disaster hit a sophisticated custom- 
built system. The Internet itself is not yet ready to 
support a global financial market. 

Nevertheless, “In a few years, trading securities 
will be digital, global and accessible 24 hours a day. 
People will be able instantly to get stock-price quo- 
tations and instantly to exe- 
cute a trade day or night, any- 
where on the globe, with 
stockmarkets linked and al- 
most all electronic.” Thus 
Frank Zarb, chairman of Nas- 
daq, the electronic stockmark- 
et that has been the nurturing 
ground for the high-tech revo- 
lution, and which merged 
with the American Stock Ex- 
change in 1998. Most in the in- 
dustry would agree that such a 
market, at least for shares in a 
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few hundred of the world’s biggest companies, is 
desirable and attainable. But Mr Zarb’s own road- 
map for reaching this Eldorado—‘“an intercon- 
nected platform” of Nasdaq and its affiliates around 
the world—is only one of several on offer. 

Indeed, activity in the world of financial ex- 
changes is perhaps even more hectic. than among 
the firms that use them. New “Alternative Trading 
Systems” (ATs) seem to emerge almost daily, particu- 
larly in Europe and America, and new cross-border 
alliances form or dissolve. Meanwhile, the estab- 
lished stock exchanges are advertising radical re- 
mouldings of themselves to cope with the com- 
bined forces driving technological advance: 
globalisation, the growth in Internet-based trading 
and, in many rich countries, the demographic pres- 
sure of older, longer-living populations that invest 
in stockmarkets more than ever before. 

They are modelling themselves on the way some 
derivatives exchanges round the world have coped 
with this brave new world, using new technology 
and a network of international agreements to turn 
themselves from national, floor-based exchanges 
into global electronic markets. 
The paradox is that whereas 
the general direction of change 
is clearly towards consolida- 
tion within national markets 
as well as across borders, get- 
ting there has seemed to re- 
quire the reverse: a prolifer- 
ation of competing 
marketplaces. New small fry 
keep appearing even as estab- 
lished exchanges team up. 
Even the world’s. two biggest 
exchanges—the New York 





In the future, it 
will be possible to 
trade any financial 
instrument 
anywhere, at any 
time. But how to 
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Stock Exchange and Nascdaq—have at least dis- 
cussed merging. 

It is odd that electronic communications net- 
works (ecs), which are often described as “pools of 
liquidity”, should give themselves names such as Is- 
land and Archipelago, after the solid bits sur- 
rounded by water. Mr Zarb insists that, since the 
prices they offer are all reflected on Nasdaq com- 
puter screens, “they are part of cur market”. But the 
success of the ecns in handling a growing share of 
Nasdaq business (and to a lesser extent that of the 
New York Stock Exchange, nyse) has led to worries 
about fragmentation among different trading sys- 
tems (see chart 14), and accusations that the ecns are 
indeed islands, not part of the ocean. 

The growth of the rcns stems partly from the 
spread of Internet trading, and partly from changes 
made in early 1997 to sec rules. These now oblige 
Nasdaq market-makers to display and execute their 
customers’ limit-orders (ie, to sell or buy above or 
below a set limit) when the price is better than the 
market-maker himself is offering, or adds to the vol- 
ume offered. So the market-maker’s own customers 
can compete with him, which has had the predict- 

<< able effect of narrowing the spreads 

fal | between bid and offer prices. Most 

u| BCNS are matching systems, allow- 

ing limit orders to be filled without 
going through a market-maker. 

This leads to worries that liquid- 
ity is being siphoned out of the main 
exchanges, and that ultimately this 
might be unfair to some market par- 
ticipants by denying them the 
chance to trace at the best price. It is 
feared that price formation might 
become unreliable. Some of Wail 
Street’s biggest firms, such as Merrill 
Lynch and Goldman Sachs, would 
like to see a more unified market in 
which prices available in every trad- 
ing mechanism are open to the 





whole market, and the trade is done at 
the best price. 

Some of the online brokers, which 
save money by executing a large number 
of trades internally, argue that it should 
be enough simply to match the best 
available price. Kathy Levinson of 
E*Trade thinks the proposal for a “cen- 
tral limit-order book” is “a scary con- 
cept”, because “it flies in the face of com- 
petition”. It is, she says, “a solution in 
search of a problem”: an ecn is only as 
good as its liquidity, and the market can 
determine which will survive. As it hap- 
pens, both E*Trade and Goldman Sachs 
are shareholders in Archipelago. 

Whatever the outcome, this debate 
highlights a problem that the nyse and 
Nasdaq have in common with stock ex- 
changes elsewhere. They are mutually 
owned organisations, the interests of 
whose members are at best misaligned 
and at worst in direct competition with 
each other. So both the nyse and Nas- 
daq, like the Stockholm and Sydney 
stock exchanges before them, and like 
London, are moving towards shareholder structures. 
This, it is hoped, will equip them to move fast 
enough to cope with the myriad challenges they 
now face. 

In Europe, those challenges include not only the 
spread of electronic trading and the arrival of new 
competitors, but, since last year, the single currency 
too. That u European markets now use the euro 
makes the difficulty of trading shares across the Ev’s 
internal borders even more glaringly anachronistic. 

In response, national stock exchanges in Europe 
are forming alliances or merging. The French, Dutch 
and Belgian stock exchanges plan to unite as “Euro- 
next”, London, although outside the euro zone, re- 
mains Europe’s largest market and is intent on re- 
taining its role as the continent’s main financial 
centre. But it was forced to negotiate a merger with 
Deutsche Börse, under which blue-chip shares 
would be listed in London, on a new exchange 
called iX, while Frankfurt, in a joint venture be- 
tween iX and Nasdaq, would become the market for 
“growth” companies. 


Europe gets it 

In their domestic markets, Europe’s exchanges have 
so far proved less vulnerable to upstart EcNs than 
their American counterparts. However, the launch 
in London in March of E-Crossnet, a matching sys- 
tem backed by some of the world’s biggest fund- 
managers, caused some concern. Like Posit, another 
crossing system, its advantages for users are, first, to 
cut dealing costs, and second, to provide anonymity, 
avoiding the “market-impact” costs of large trades 
(ie, the effect they have on the price). 

European exchanges’ squabbling has slowed 
down their efforts to provide efficient cross-border 
trading. This has opened the door to new competi- 
tors, including Easdaq, based in Brussels, Trade- 
point, an electronic exchange set up in 1995, and Ji- 
way, a joint venture of om (which runs the 
Stockholm exchange) and Morgan Stanley. 

In Europe, much of the difficulty lies not so 
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much with the exchanges as with the plethora’ of 
clearing and settlement systems attached to them. 
There, too, consolidation is under way. Last year, 
Deutsche Borse’s clearing arm merged with Cedel, 
traditionally a bond-clearing house, to form Clear- 
stream. Euroclear, another leading bondmarket 
clearer, is to buy Sicovam, the French settlement sys- 
tem. And the London Clearing House and Clearnet, 
owned by the Paris Bourse, are to form a joint ven- 
ture to build a single European clearing house. 

As European exchanges are consolidating, the 
stakes are mounting. The prize is not just to be the 
leading European centre for trading European 


The digital future 


ALL it the curse of The Economist, the ven- 

geance of some gremlin angered by this news- 
paper's long characterisation of the market in some 
technology shares as a bubble. im the course of the 
research for this survey, one of Europe's leading 
banks, which claims to be a path-breaker in Internet 
finance, found it impossible to log on to show off its 
system in its own headquarters. A highly regarded 
Silicon Valley start-up could net even reach the 
World Wide Web. One Economist journalist re- 
ported that an online bank had mislaid £4,000 of his 
money. Another found herself cursing her com- 
puter screen after failing, for the third time, to per- 
suade an Internet broker's system to accept her form 
for opening an account. The dirty secret of online fi- 
nance is that, as yet, the technology is too often slow, 
inconvenient and unreliable. 

To those for whom glasses are always half- 
empty, this is cause for deep scepticism about how 
much the Internet will change financial services. To 
the half-full brigade (including this survey), it con- 
veys a different message altogether: if so many peo- 
ple are already using Internet services, just think 
how many will use them when they actually work 
properly. Already, Internet sites have become vastly 
faster and better than they were in the dark age of 
1995. The technology continues both to spread and 
to improve. In particular, once constant, broad- 
band access becomes affordable for the average 
home, conducting your financial affairs on the In- 
ternet will come to seem as normal as watching tele- 
vision. It will become the medium threugh which 
most of the rich world manages its finances most of 
the time. 

For financial-services providers, 
this will speed up a number of trends 
already felt: 
¢ Boundaries will blur. The dis- 
tinctions between banks, brokers, 
insurers, fund managers, pension- 
providers and so on will become 
less and less important as the pro- 
cess of buying financial commod- 
ities is electronically disinterme- 
diated. Partly for this reason, 
Consolidation will con- 
tinue. The takeovers and 
mergers that have trans- 
formed the financial sector 

















shares; itis to be the most important European leg in 
the 24-hour global market that will one day emerge. 
Jos Schmitt, the former chief executive of the Belgian 
derivatives exchange and now a partner in the Capi- 
tal Markets Company, a financial-technology con- 
sultancy, thinks that within three to five years inves- 
tors will have direct access to markets around the 
world, and will be able to trade and settle where 
they live. In his view, only two exchanges have clear 
strategies for securing their place in that future: Nas- 
daq and Deutsche Börse. And that view was formed 
before the tse’s April mishap, and its subsequent 
merger agreement. 


will carry on. In Europe, a number of banks have al- 
ready said that they intend to sidestep the difficul- 
ties of cross-border mergers by Internet-based ex- 
pansion. This is a passing phase, because: 

* Clicks and bricks need each other. There will 
be convergence between online financiers acquiring 
an offline presence, and the physical banks tuming 
themselves into virtual providers. This will imply 
even more closures of branches than have been 
seen in recent years. Customers want to know that 
some personal contact is available, but call centres 
and branches will have very different roles, includ- 
ing the provision of: 

* Open finance. Competition from non-bank In- 
ternet sites will eventually force most financial- 
services firms to offer supermarket-style services 
where their clients have access to their rivals’ pro- 
ducts. This will hurt. But it is better than the alterna- 
tive, which to some extent will be inevitable: 

* Disintermediation. In an earlier chapter, this 
survey reported that Moody’s Samuel Theodore re- 
gards the Internet as just part of a process which he 
calls the “fourth disintermediation’: One of the 
characteristics of this process is that banks now re- 
quire less of a physical presence than they used to. 
But Mr Theodore also raises the possibility of a “fifth 
disintermediation”, in which the Internet and re- 
lated technologies will bypass banks in payments, 
clearing and settlement. 

That day, however, is still a long way off. Many 
big financial institutions, despite the sniping of the 
dotcom upstarts, are in fact quite well placed to 
meet the challenge of the Internet. They have trusted 

brands, which may have an even greater value in 
cyberspace than offline; they have cus- 

tomer bases that start-ups can only 
dream about; they have made 
huge investments in state-of- 
the-art technology; and many 
of them are making profits that 
will enable them to spend even 
more. The only risks are their 
own complacency, arrogance 

and sluggishness. If they can 
avoid those sins, the In- 
ternet becomes less of a 
virtual threat than a vir- 
tual promise. 
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Greg's big ideas 


Under Greg Dyke, its new director-general, the BBC is at last beginning to 
think radical thoughts about its future—including the possibility of handing 
out shares in its Internet operations to the public 


N THE past week, the ppc has been 

slapped about by the press for refusing to 
condemn the public to hours of live coverage 
of a parade to celebrate the Queen Mother’s 
100th birthday later this year. Then it got 
kicked around for appointing Andrew Marr 
(a former political editor of The Economist 
and editor of the Independent newspaper) 
as its new political editor, because his politi- 
cal writings have been sympathetic to New 
Labour. 

These are the burdens of being a public- 
service broadcaster. The compensations, 
though, are considerable: a subsidy that last 
year amounted to £2.8 billion ($4.2 billion) in 
cash direct from the British public in the 
form of a licence fee. 

Yet the disadvantages of being a public- 
service broadcaster are becoming ever more 
apparent, Not only do the press and the pub- 
lic appear to think they should have some 
say over how the Bsc uses public money, but 
that money makes less and less impact. That 
is because the ssc faces more and more 
competition. Some of it is from other broad- 
casters who have, for instance, bid the cost of 
live sport so high that the pac is being priced 
out of the market. But increasingly, it is from 
the flood of money into the Internet, bring- 
ing a whole range of new, rich companies 
into direct competition with the ssc for the 
public’s attention. 

The reaction of the previous director- 
general, John Birt, was to ask the government 
for more money. In February this year, the 
government announced a settlement which 
gave the sac an increase—but nothing like as 
muchas it wanted, or as it will need if it is to 
survive as a major power in the media busi- 
ness. So (as instructed by Chris Smith, the 
culture secretary, when he agreed to the extra 
hand-outearlier this year) the ssc is examin- 
ing how it could save or make more money 
through “self-help”. 

One possibility is to shut down some ser- 
vices—such as one or more of its six orches- 
tras. That, however, would not save much. 
Shutting down Radio Three, its most high- 
brow and least-listened-to station, would 
save £62m a year, But although Radio Three’s 
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raison d'être has been eroded by the exis- 
tence of Classic rm, a commercial service, it 
has many vocal supporters. 

Since the scope for saving on services is 
limited, interest is focusing on selling off or 
otherwise commercialising bits of the BBG. 
Such talk sounds like apostasy. Lord Birt, 
who left earlier this year, was fairly open to 
such thoughts early in his tenure, but in re- 
cent years, as his dedication to the public- 


service ideal deepened, so did his dislike of ~ 


dangerous talk. His successor, Greg Dyke, is 
encouraging it, however. 


Mr Dyke is a private-sector man. He”. 
never worked for the ssc before becoming. 


its boss; and, unlike some pec people, re 
gards working for a commercial company as 


a respectable way to spend one’s time. While - 


Lord Birt was, latterly, trying to push public- 
service broadcasting into areas in which it 
had- not previously ventured, Mr Dyke 
shows signs of wanting to bring private 
money into what has previously been re- 
garded as public-service areas. 

Some of what is being talked about is rel- 
atively uncontroversial—selling off bits of 
property that the ssc never should have 
owned, for instance, such as Wood Norton,a 
ritzy hotel in the Cotswolds that aac execu- 
tives use for weekend sessions. Parts of BBC 
Resources, which runs facilities such as stu- 
dios, might be sold off. 

But these sorts of schemes are limited in 
their scope, so grander plans are being con- 
sidered involving the dread word privatisa- 
tion. Since such talk is hugely controversial, 
and since the cash shortage is felt most 
sharply in online services, initial thinking is 
focusing on the corporation’s Internet opera- 
tions. At present, the Bac’s online service is 
divided into a public-service site and a site 
that is allowed to earn revenues, but ssc in- 
siders expect the boundaries to shift in fa- 
vour of commercialism. 

One possibility would be for the ssc to 
do with its Internet operation what several 
media companies have done with theirs—to 
take it to the market with an initial public of- 
fering of anything up to 100% of its stock. 
That would bring in the maximum capital, 







































but would also create the maximum poten- 
tial conflict between the public-service body. 
and the private-sector offshoot. What, forin- 
stance, if Rupert Murdoch bought a control 
ling stake and was having his wicked way 
with ssc brands? oe 
Hence the greater popularity inside the 
BBC of ideas with some sort of built-in pub- 
lic-interest provision. One suggestion is th 
Reuters model: the news agency turned fi- 
nancial information service has its editorial 
independence safeguarded by a trust, which 
includes provisions to prevent its being 
taken over. Eat your heart out, Rupert. ny 
A third idea involves setting up some- 
thing like a mutual society, which would 
vest ownership in the licence-fee payers. 
Mutuals (generally companies owned by 
their customers) are very Third Way. One of 
the government’s favourite think-tanks, De- 
mos, published a pamphlet lauding mutual 
societies last year. If the ssc became a mu- 
tual, it could raise money more easily (at 
present, its borrowings count as part of the 
government's borrowing requirement) and 
it would become easier for it to take advertis- 
ing. But its freedom would still be con- 
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strained: mutuals cannot, for instance, use 
their shares to buy other companies. So a 
twist on that idea is, in effect, to mutualise 
and then instantly demutualise, giving 
shares to all licence-fee payers. That would 
solve the freedom problem, but not the Mur- 
doch problem: the public would presum- 
ably be free to sell its shares to any passing 
predator. 

lan Hargreaves, a professor of journal- 
ism and former Bsc executive, first sug- 
gested the idea of mutuality in 1993. “It 
would give the ssc freedom—perhaps the 
freedom to destroy itself. But it cannot be 
held in protective custody forever.” He does 
not, however, believe that applying any rad- 





Defence 


ical solution only to the Internet arm of the 
corporation makes sense. “It’s as though in 
1957 the sac had said it would privatise the 
television service andstick to radio.” 

The interesting question, now, is 
whether this debate will go anywhere. Mr 
Dyke works by throwing ideas around to see 
whether any of them stick. Whether they do 
or not will depend largely on the attitude of 
Sir Christopher Bland, the corporation's 
chairman, who was responsible for Mr 
Dyke’s appointment. Sir Christopher is a 
conservative man, who presided over Lord 
Birt’s later years, when such ideas were 
thought unthinkable. But he is also a clever 
man, who knows the way the world is going. 


The logic of Sierra Leone 


The conflict there is a test case for Britain’s new defence doctrine 


T ANY time in the past two years, you 
could have asked the authors of Brit- 
ain’s Strategic Defence Review what sort of 
crisis they were preparing to face more often, 
and the answer would have been the same: a 
slide into anarchy in some developing-world 
state, probably African and quite possibly 
on the coast, in which British lives were at 
risk and a broader humanitarian disaster 
loomed. In other words, Sierra Leone, Which 
is where the Labour government's aspiration 
to use the military as a “force of good” all 
over the world—even in areas which lack the 
strategic stakes of the Balkans or the Middle 
East—could face its make-or-break test. 

As longas the operation in Sierra Leone is 
seen to be effective, limited in scope and 
does not incur many British casualties, it 
could be an impressive vindication of the 
spR—and its far from self-evident claim that 
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even with a modest, post-cold-war budget, 
Britain can be a sort of moral global police- 
man, projecting military power over long 
distances with increasing effectiveness. So 
far things are going well. British troops have 
emerged unscathed from clashes with the 
rebel nur, whose leader has been captured 
by government forces (see page 58). 

At the same time, the spectre of Somalia, 
where American troops intervened in a 
burst of high-minded idealism, only to with- 
draw hastily after suffering heavy losses ina 
feud with a local warlord, will haunt British 
ministers as they struggle to stop the Sierra 
Leone mission becoming over-ambitious in 
its aims. 

At least on paper, Britain’s approach to 
humanitarian intervention is pretty ambi- 
tious to begin with. Despite the govem- 
ment’s recent emphasis on boosting fire- 


power in Europe, the sor—which is still the 
basic mission statement for Britain’s arms- 
buyers and top brass—suggests there are big 
differences between Britain’s strategic pro- 
file and that of most European states. 

For example, it justifies the retention of 
Europe's biggest navy, and a plan to con- 
struct two giant aircraft-carriers, by stressing 
Britain’s worldwide interests: a trade-ori- 
ented economy, with 10m citizens living 
overseas, 13 dependent territories and close 
ties to other Commonwealth states. And one 
of the review’s main ideas—keeping at the 
ready a “spearhead” infantry battalion, 
ready to engage in robust peacekeeping op- 
erations anywhere in the world—is having 
its first test in Sierra Leone. 

So far, the military planners have been 
lucky. It was fortunate, perhaps, that the 
“spearheads” on duty at the critical moment 
were paratroopers. It was also a happy 
chance that the navy’s newest assault ship, 
HMS Ocean, was within easy distance; and 
that one of Britain’s three small aircraft-car- 
riers, HMS Illustrious, was free to sail nearby. 

The spearhead battalion is intended for 
one-off interventions of up to four months’ 
duration (although the Ministry of Defence 
insists that the one in Sierra Leone will not 
take nearly that long): in other words, it has 
nothing to do with the open-ended sort of 
deployments—like those in the Balkans and 
Northern Ireland—which, because of the 
need for training and recovery time, tie up 
three times more troops than actually serve 
at any given time. So the over-stretch pro- 
blem should not, in theory, be made any 
worse by Sierra Leone. 

Moreover, success in Africa could help 
the Ministry of Defence's cause in its perpet- 
ual skirmishes with the Treasury over the 
cost of the ships and aircraft needed to wield 
military might in distant war zones. 


Power projection 

Britain’s credibility as a global power-projec- 
tor received a separate boost this week with 
the confirmation that four c-17 transpor- 
ters—able to carry big tanks and artillery 
pieces just about anywhere—will be leased 
from Boeing for £500m ($745m). 

The announcement, by Geoff Hoon, the 
defence secretary, was part of a £5 billion 
package of equipment orders in which in- 
dustrial and diplomatic pressures, as well as 
real military needs, had to be factored in. 

A £1 billion purchase of air-to-air mis- 
siles will mostly be awarded to a European 
consortium, dominated by French and Brit- 
ish companies, although Raytheon, an 
American missile-maker, was given a small 
order to meet short-term needs. Bill Clinton 
had lobbied hard for the contracts. But Euro- 
pean leaders prevailed by pointing out that 
Europe’s high-tech missile industry would 
be doomed, and Raytheon’s monopoly as- 
sured, if Britain yielded to America. 

While the c-17 should certainly be useful 
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in future sorties to distant war zones—as 
could the Airbus consortium’s A400M trans- 
porter, which Mr Hoon has agreed in princi- 
ple to buy once it is ready, around 2007—de- 
fence experts are less convinced, privately, of 
any pressing need for air-to-air missiles. 

In a world where western aircraft al- 
ready dominate the skies, the only strong ar- 
gument for developing an even more deadly 
air-defence missile has todo with fighting off 
a similarly lethal projectile which Russia is 
developing and may eventually (if the west- 
ern defence contractors are lucky) sell to 
some nasty regimes. But Sierra Leone is still a 
distinctly low-tech conflict. 

a 





Charity shops 
Chic-a-brac 


UMMAGING through second-hand 

clothes, books and cast-offs in charity 
shops in search of a bargain has long been a 
favourite British pastime. But while there are 
still bargains aplenty to be had, charity 
shops have been feeling the heat of compe- 
tition lately and have had to smarten up 
their act. 

Some of the competition comes from 
other charity shops. As out-of-town shop- 
ping centres have taken more business, so 
many town centres have had to fill up with 
shops run by charities. There are now more 
than 7,000 such stores across Britain. But 
while the number of stores continues to rise, 
overall takings actually fell last year. Like 
Marks & Spencer, which discovered its 
clothes were out of fashion, the good causes 
were finding that their customers, mostly 
poorer people, were deserting them for 
chains of stores selling cut-price new cloth- 
ing. A collapse in the price paid by recycling 
companies for unsellable clothes ate further 
into profits. 

The British Heart Foundation, for exam- 
ple, which made a £9.5m ($15.7m) profit on 
sales of £34.4m in 1997-98 from 350 shops, 
made only £7m profit the following year de- 
spite opening another 33 stores. The slump, 
says Colin Sandford, the foundation’s head 
of retailing, pushed many charities into 
adopting harder-nosed business methods. 

Many shops are now run by professional 
retail managers, rather than volunteers. Of- 
ten, they are on performance-related pay 
schemes, schooling their staff in what col- 
ours and styles of clothing are in fashion and 
how to sift out treasures that might sell well 
at auction. Dingy wallpaper and junk piled 
higgledy-piggledy are out, bright lighting 
and neat displays are in. Oxfam brought in 
Conran Design Associates to give its 850 
shops an upmarket facelift, and says that 
turnover is up by 20% in shops which have 
been glitzed up. 

Despite the average charity shop pur- 
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The nappy factor 
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extraordinarily long hon- 
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ate is now Officially over. 
This has been a poor year 
for Labour, with its lead 
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slipped a point, down 
from 32 in April to 31. That 
still gives Labour a very 
healthy lead of 16 points. 
And the approval rating 
of William Hague, the 
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tion of normal politics. 
The worst news for the Labour Party 
came from the latest icm poll. This puts 
Labour on 41% in terms of voting inten- 
tions, down four points from the previous 
month. Itis the first time that the party has 
polled below its May 1997 general election 
performance of 43%. The 1cm poll also 
shows that the Conservatives have 
moved up two percentage points on April 
to 34%, as have the Liberal Democrats to 
18%. This means that Labour's lead over 
the Tories is now only seven points, the 
lowest since the election. And Tony Blair 
has fared even worse. His net approval 
rating has collapsed from +34 points a 
year ago toonly +1 now, with 44% of voters 
saying that they are satisfied with the job 
he is doing and 43% dissatisfied. 
Gallupalso shows a dip in support for 
Labour, although less steep than 1cm’s. Its 
poll showsa fall of three points for Labour 
in voting intentions from last month, 
down from 50% to 47%. For most of this 
parliament, the level of support for La- 
bour has stood at 50-55%. And Mr Blair’s 
approval rating has also begun to slip, 





Tory leader, remains 
stuck at a near-disastrous 18%. Another 
polling organisation, MORI, points out 
that its latest approval rating for Mr Blair 
at 52% is only just short of Mrs Thatcher's 
rating at the high point of her popularity 
during the Falklands war in 1982. So 
suggestions that Mr Hague will be waltz- 
ing through the door of 10 Downing Street 
ina year’s time still look premature. 

Labour puts its current setbacks in the 
palls down to a number of things. Party 
strategists have little doubt that Mr 
Hague’s adoption of a more right-wing po- 
sition on “bogus” asylum seekers and law 
and order have helped the Tories. At the 
same time the government has suffered a 
number of setbacks—notably over its 
cack-handed attempts to prevent Ken Liv- 
ingstone becoming mayor of London. 

But Mr Blair has a not-so-secret 
weapon, which may soon send his poll 
ratings soaring. In about two weeks’ time 
his wife Cherie is due to give birth to the 
couple’s fourth child. What could be bet- 
ter for any politician in need of a boost 
than his very own baby to kiss? 








chase being only around £3.50, Scope, a cere- 
bral palsy charity, now takes payment by 
credit and debit card at most of its 314 shops. 
Not only do many people prefer to pay that 
way, it says, but they spend more—£12 0n av- 
erage. Scope also uses promotional tricks, 
ranging from a month-long promotion of 
maternity and baby clothes to adverts fea- 
turing Chris Tarrant, a television personality, 
appealing for vinyl records (rapidly becom- 
ing collectors’ items), to lure in customers. 
But perhaps the future of charity shop- 
ping is to be found on the Isle of Wight. This 
month, Julie Clifton expanded the shop she 
runs for a local hospice into what she claims 
is Britain’s first charity department store. 
“We have a book shop, jewellery, carpets, 
bric-a-brac, men’s knitwear, children’s 
clothes, occasionally furniture, electrical 
goods, and women’s wear departments,” 
she says. At the cheerfully branded Sun- 
flower shop, takings are up by nearly 40%. 
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Flying the flag | 


ROM afar, nothing seems sillier than the importance other peo- 

ple attach to their national symbols. One American obsession 
guaranteed to put a smirk on the face of an Englishman is Amer- 
ica’s touchiness about its flag. You have to feel sorry, don’t you, for 
a nation that is apparently so insecure, or chauvinist, or both, that 
ithas sometimes come close to making desecration of the Stars and 
Stripes an offence against its constitution. Britain flatters itself that 
it is wiser and calmer about nationhood and its emblems. Britain 
may love its queen, but has no qualms about lampooning her. The 
Union flag droops here and there over government buildings, 
boy-scout troops and village fetes, but is conspicuous mainly by 
its absence. Many Britons like this state of affairs and the relaxed 
absence of jingoism it implies. 


appreciation that British citizenship is conditional is an extra im- | 
portance attached to symbols.” l 

The Good Friday agreement is supposed to have eased such | 
unionist fears, It upholds the principle of consent, which says that | 
Northern Ireland will remain British for as long as a majority of its | 
people want it to.So Mr McCartney demands to know why, if the 
consent principle means what it is declared to mean, Mr Mandel- 
son needs his Flags (Northern Ireland) Order. The order obliges 
him to consult the parties in Northern Ireland, and then to make 
his decision while “having regard” to the Good Friday agreement. 
But what is there for him to decide? If Northern Ireland is part of 
the United Kingdom, the secretary of state ought simply to rule, 
right now, that the flagof the United 





But is Britain as relaxed as it 
thinks? Your columnist’s compla- 
cency was shaken by a short debate 
held late at night in the House of 
Commons on May 16th on the 
“Flags (Northern Ireland) Order 
2000”. This was no big deal: just a 
scribble, really, in the margin of Pe- 
ter Mandelson’s master-plan to res- 
cue the Good Friday agreement and 
reconvene the Northern Ireland as- 
sembly, which as Northern Ireland 
secretary he felt compelled to dis- 
solve last February when the ira 
failed to begin decommissioning its 
weapons. But flags, it appears, are 
no administrative matter. 

In the legislation creating that 
assembly, government lawyers had 
given the new executive the power 
to determine which flags were to fly 
on specified days above govern- 
ment buildings in the province. 
During the ten weeks of the execu- 
tive’s existence, most ministers had 
flown the Union flag above their.de- 
partments. But one Sinn Fein minis- 
ter made a point of refusing to hoist 
this symbol of British rule. Sinn Fein [>< 
wanted no flags, or to fly the trico- 
lour of the Irish Republic alongside the British flag. So Mr Mandel- 
son had to ask the Commons for the power to regulate this matter 
himself-—if the province’s assembly and executive could not settle 
the controversy, and after he had consulted them. He said he did 
not want to see the executive consumed for weeks and months 
“by shadow boxing over an essentially symbolic issue.” 

Mr Mandelson got his new power. And the Conservatives sup- 
ported his getting it, on the pretty clear understanding that in the 
event of having to use it he would decree that the Union flag alone 
should fly above Northern Ireland's public buildings on flag days. 
But in the course of the debate, Robert McCartney, a fiery barrister 
and one-man political party (he is the sole representative of the uK 
Unionists), made a point that should unsettle anyone on the main- 
land whois tempted to disrniss the “essentially symbolic” issue of 
the flag. In Surrey or Cardiff-or many other places, he conceded, 
the flag is taken for granted, just as constitutional rights are taken 
for granted. This is because the citizens of those places know that 
their British citizenship will never be called into question. “Only in 
those areas of the United Kingdom where there is a real fear and 
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Kingdom will continue to fly on 
Northern Ireland’s public buildings, 
“just as it flies on those of Canter- 
bury and Salford.” 

Mr McCartney is no admirer of 
the Good Friday agreement. But on 
the flag he is supported by David 
Trimble of the Ulster Unionists, | 
who supports the deal. Itistruethat | 
the agreement calls for equal treat- 
ment for “the identity, ethos and as- 
pirations” of both traditions in | 
Northern Ireland. Many symbolic | 
changes are therefore proposed in 
order to accommodate the ethos of | 
Irish nationalism. These include 
changing the name of the Royal Ul- 
ster Constabulary, removing the | 
crown from the force’s cap badge, | 
and wiping away otheremblems of | 
Britishness. But the identity of the 
flag that flies over a country’s gov- | 
ernment buildings is a symbol ofa | 
different order. It is as plain a state- | 

| 
l 


ment as possible about sovereignty 
and identity. By giving himself the 
power to resolve this issue, but not 
doing so at once, Mr Mandelson has | 
added it to the pile of bargaining | 
chips instead of removing it from 
the table. Far from averting months of shadow-boxing over “an es- 
sentially symbolic issue”, he may unwittingly have given sub- 
stance to the fears underneath the symbols. 

From afar, Northern Ireland clearly looks like a special case. 
After all, a large minority of its population regard themselves as 
Irish not British. But perhaps it may not prove so special after all. 
Within a few years people in Scotland may be invited by the Scot- 
tish National Party to vote themselves out of Britain. In response to 
the rise of Scottish nationalism the once almost forgotten English 
flag—the cross of St George—has already become much more visi- 
ble across England. At the end of this week's shortdebate, Norman 
Godman, a Labour mp for a Scottish constituency, said that the 
people of Northern Ireland were not the only British citizens enter- 
ing difficult new territory as the result of devolution. Though still 
united, the kingdom was changing dramatically. Indeed, he told 
Ulster’s unionists, “the union to which some of them pay such un- 
dying allegiance has largely disappeared.” If he is right, it may not 
be long before a lot more British people start to make an unBritish | 
fuss about the use and abuse of their national symbols, 
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BUSINESS 


On the rocky road to marriage 


KORIYAMA AND TOKYO 


A year ago it looked like mission impossible: rescuing Nissan after Renault 
had bought a controlling stake. Now Carlos Ghosn’s recovery plan may be 
working, putting a full merger on the cards 


HE manager of the biggest Nissan deal- 

ership in Fukushima prefecture, about 
200 miles (320 km) north of Tokyo, is on edge. 
He barks commands to line up his troops as 
the great boss’s entourage is spotted coming 
down the road. But this is no tradi- 
tional Japanese occasion, full of 
bows and elaborate protocol. The 
visitor, the man who runs Japan’s 
second-largest car company, is a 
Brazilian-born Frenchman, and 
he prefers to get down to nitty- 
gritty questions about business. 

Carlos Ghosn used to be the 
chief operating officer of Renault, 
France's biggest car company. He 
made his reputation as “le cost- 
cutter”, who paved the way for the 
French car manufacturer's dra- 
matic turnaround after he arrived 
there from the Michelin tyre com- 
pany in 1996. Last year, Renault 
came to the rescue of Nissan, in- 
vesting ¥643 billion ($5.4 billion) 
for a 37% stake in the Japanese 
company. Now Mr Ghosn is tour- 
ing Japan to find out what has 
gone wrong with Nissan in its 
home patch. He swept in to Kori- 
yama for a quick tour of the first 
showroom in Japan to sell Renault 
models alongside Nissans. 

In his rapid-fire English, he 
quizzes the locals, through an in- 
terpreter, on which cars are selling 
well and which not. He needs the 
answer, fast. English is now the 
language of the company, at man- 
agement level. Mr Ghosn is adding Japanese 
to the four languages he already speaks, but 
he sticks to English to avoid misunderstand- 
ings. Through an interpreter, he holds a 
meeting with all the sales and service staff, 
asking for their complaints and suggestions. 
It works a treat, and he learns a lot. He is such 
a famous figure in Japan that the local televi- 
sion stations turn up when he goes on tour. 
So “it’s good for business too,” he says. 

Since last July, Mr Ghosn’s job has been 
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to rescue Japan's ailing car manufacturer; he 
is chief operating officer, but collects the title 
of president after this summer's general 
meeting. With the title goes a heavy respon- 
sibility. Nissan’s plight is awful: losses in 





Chopper Ghosn 


seven out of eight years, a domestic market 
share that drifted to an all-time low of 19% 
last year, and a pile of debt, totalling ¥1.4 tril- 
lion, plus ¥1.2 trillion in its financing divi- 
sion. “It looked like mission impossible,” he 
admits, “but we are on track to make profits 
in fiscal year 2000, ending next March. If we 
don’t do that, we won't be credible.” 

On May 19th, Nissan was due to an- 
nounce results for 1999, which will probably 
be slightly better than the consensus forecast 


of an operating profit of ¥35 billion anda net 
loss of ¥600 billion after including provi- 
sions for closures and restructuring (see 
chart on next page). A year hence, say an- 
alysts such as Steve Usher of Jardine Fleming 
Securities in Tokyo, operating profits should 
reach around ¥100 billion-130 billion. Mr 
Ghosn isconfident that hecan dobetter than 
expected in both 1999 and 2000. 

How? He aims to hack away the number 
of suppliers and force them to take price cuts 
to provide 60% of the ¥1 trillion cost savings 
needed to get into the black andearna return 
on sales of 4.5% by 2002. 

Behind this amazingly bullish forecast is 
Mr Ghosn’s accumulated experience. He 
came to Renault in 1996 when it was losing 
heavily. Its strategy of merging with Volvo, to 
round out its product portfolio, 
had foundered as Swedish share- 
holders revolted. Within a year he 
had closed three European fac- 
tories, so that booming sales from 
promising new models such as the 
Megane, Clio and Twingo trans- 
lated into profits rather than just 
unprofitable sales. There was 
uproar when he closed one big as- 
sembly plant in Belgium. While 
Louis Schweitzer, his boss, took 
the flak, Mr Ghosn got on with the 
hacking. The strategy paid off: 
within three years Renault went 
from operating losses of FFré bil- 
lion ($1.2 billion) in 1996, at the 
depth of its troubles, to operating 
profits of FFr9.7 billion last year. 


The Ghosn way 


Mr Ghosn now has todo the same 
with Nissan. In many ways, the 
two companies, on opposite sides 
of the globe, were very similar be- 
fore Mr Ghosn got to them. 
Heavily bureaucratic, they were 
both staffed by former civil ser- 
vants, long on sophistication and 
short on hard-nosed knowledge 
about how to make cars effi- 
ciently, and how to sell them. In Ja- 
pan, as in France, such people are 
resistant to change. But Mr Ghosn has a 
rough-and-ready strategy for dealing with 
this: he ignores them. At Renault, he judged 
that things were so bad that, with the sup- 
port of Mr Schweitzer, he could afford just to 
press ahead. So he did. 

Buttressed by his Renault experience, Mr 
Ghosn is likewise ignoring internal opposi- 
tion to his changes at Nissan. His view is that 
the situation had become so desperate un- 
der the old regime that it had lost all credibil- 
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ity, so he has carte blanche to sort things out. 
But he is no autocrat. When he arrived last 
July, he formed nine cross-functional teams 
(crrs) of middle managers to come up with 
plans to transform the company. According 
to Kiyoaki Sawada, a senior finance manager 
leading one team, these are not like ordinary 
project teams. “We had those before, but 
everybody just represented their depart- 
ments interest,” he says. The new teams are 
different. 

The crrs were a device that Mr Ghosn 
first used in America to bring about the 
merger of Michelin and another tyre com- 
pany, Uniroyal Goodrich. He also installed 
them in Renault four years ago. He is hooked 
on the cross-functional approach, for several 
reasons. It works in a crisis, he says, because 
people can understand the need for rapid 
action. It makes people act outside their spe- 
cific areas, “In most companies people make 
a specific contribution to the company in 
their function,” he says. “But it is not ex- 
pressed in terms of profit, only in terms of 
performing their function better.” Instead 
Mr Ghosn, who meets all the teams 
monthly, gets them to focus on profit cre- 
ation, which he reckons lies in the interstices 
of different company functions. “Profitis the 
most global aspect of a business, and it is 
cross-functional.” 

The first product of the teams helped to 
form the basis of the Nissan revival plan un- 
veiled last October. In the land of lifetime 
employment (at least for many workers in 





Guzzler puzzler 


HAT exactly is Bill Ford up to? The 

boss of the world’s second-biggest 
car company, and great-grandson of its 
founder, has confounded his critics with 
his musings on the undesirability of sport- 
utility vehicles. 

suvs, as they are known, are basically 
small lorries tarted up with such comforts 
as power windows and comfy leather 
seats, and are wildly popular in America. 
Though suvs are designed for off-road 
driving, they are bought mainly by 
wealthy suburbanites who love riding in a 
gigantic tank high above the other traffic. 
Car firms love them too, for their extraordi- 
nary profitability: Ford’s new Excursion, 
for example, earns the firm an astounding 
$15,000 per unit. 

Environmentalists, however, loathe 
them. For a start, these vehicles guzzle far 
more gas than do conventional passenger 
cars. That, argue the critics, contributes 
mightily to local air pollution and to global 
warming. They also grouse that suvsdonot 
have to meet the same stringent fuel-econ- 
omy or safety standards as cars. Greens are 
particularly upset about Ford’s Excursion, 


-big companied, Mr Ghosn shocked Japan 


by announcing the closure of five factories 
employing over 16,000 people in Japan 
alone, cutting capacity by 30% to bring it 
more into line with sales and boosting utili- 
sation rates to around the 75-80% rates at 
which car makers begin to make money. 
Already machinery is being moved out 
of the doomed plants into those that will 
survive, and some workers have been trans- 
ferred. Strong demand in the American mar- 
ket (and to a lesser extent in Europe) means 
that production is actually running about 
10% higher than last year, so extra labour is 
needed in some other Japanese factories. Mr 
Ghosn hopes to avoid actually sacking work- 
ers, which is expensive in Japan. The second 
phase of his plan—to rationalise the Nissan 
and Renault cistribution and dealer net- 
works in Europe—has just been announced, 
and aims to produce savings of about $1 bil- 
lion. Mr Ghosn-hopes tocut costs at Nissan’s 
British plant, already Europe's mostefficient, 
by 30%, but thinks more pain is inevitable. 
Behind the scenes, however, more fun- 
damental changes are going on. The two 
companies are pooling their businesses, 
moving towards joint product development. 
Nissan’s biggest problem was that it has 
been making reliable but boring cars, which 
customers shunned in favour of more attrac- 
tive Hondas (in Japan) or Volkswagens (in 
Europe). Mr Ghosn ordered no fewer than 22 
new models to appear by the end of 2002. 
But beyond that, he is planning to build all 
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Nissans and Renaults on the same ten or so 
platforms, sharing the basic floorpan that is 
the core of a car body and using a common 
range of engines, gearboxes and other parts. 
The cars will look different, and the two sep- 
arate brands will be maintained. 

This process seems bound to lead to 
eventual merger, perhaps within three 
years, to coincide with the French govern- 
ment’s sale of its 44% stake in Renault. The 
executive boards of both companies have 
considered merging and decided that it must 
be the eventual goal, even though nobody 
talks publicly about it. But before anything 
so drastic could happen, Nissan must trans- 
form itself. Mr Ghosn, who no longer holds 
any position in Renault, could be creating 
his next job opportunity, as head of the com- 
bined group. 
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the biggest of them all. The Sierra Club, a 
leading green group, has even dubbed the 
vehicle the “Ford Valdez”, after Exxon’s in- 
famous oil tanker, whose crash mucked up 
large swathes af pristine Alaskan coastline. 

Why should this bleating matter to a 
car firm? Its customers are doubtless well 
aware of the environmental failings of 
suvs; yet they remain only too willing to 
pay high prices for them. 

The surprise is that Mr Ford does seem 
to care what the environmentalists think. 
Indeed, he seems genuinely to care about 
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the environment too. He has just released 
his firm's first report on good “corporate 
citizenship”, which deals with such woolly 
notions as greenery and sustainable de- 
velopment. Many firms put out similar re- 
ports, but most are just public-relations 
spin. Not Fords. 

Rather than sidestep the awkward di- 
lemma posed by suvs, Mr Ford tackles it | 
head-on. His report explicitly accepts the | 
criticisms of these vehicles, and even | 
quotes the most colourful passages from | 
the Sierra Club’s diatribe against the Excur- | 
sion: “the gas-guzzling suv isarollingmon- | 
ument to environmental destruction.” He | 
goes on to admit why his firm will con- | 

| 
| 
| 
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tinue to make these monsters: they are sim- 
ply too profitable to give up. But, he prom- 
ises, his firm will use these 
profits to look for new technol- 
ogies to make suvs cleaner. 
Cynics might call this 
whole exercise self-serving and 
hypocritical, but such appar- 
ent honesty is so rare in cor- 
porate reports that it is disarm- 
ing. Believe it or not, even the 
Sierra Clubis applauding. Now 
all Ford has to do is produce a | 
cleaner, greener suv. i 
see Sereda 





THE ECONOMIST MAY 20TH 2000 


Tame new switching 
and routing technology for 
next-generation networks. 





© 2000 Tellabs 


You stand before ferocious challenges to 
deliver new services today and tomorrow. 
Tellabs is right there with you, ready with 


Clear Ideas™ to bring your vision to reality. 


Clear Ideas to uniquely combine IP routing 
and ATM switching to reduce network cost 


and complexity. 


Clear Ideas to ensure a low-risk migration 
to next-generation, multiservice networks 


while capitalizing on existing investments. 


Clear Ideas for carrier-class, multiprotocol, 
content-aware network solutions with the 
intelligence to deliver an array of next- 


generation Services. 


Tellabs Clear Ideas for success — today 


and tomorrow. 


"E’tellabs 


(CLEA iy 


www .tellabs.com 





We could write the book on derivatives. 
It helps that we wrote the alphabet. It bears 
the catchy designation “FpML” It is the language that enables 


Internet-based dealing in financial derivatives. We developed 


od 


Philippe Khuong-Huun (e-finanece) 


jpmorgan.tom 


Strategic advice/M&A Capital raising Risk manag 


PCIR Morar Steunies Uc 
ries Adie PRES requinted b 
Jan of ho marketing name tor 








FpML in partnership with PricewaterhouseCoopers, gave it 

to the industry, and along with other leading companies created 
a B2B industry standard. A new tool, a new dialogue. The same 
clarity, the same fervour. | work for J.P Morgan. 


et mang ‘ment 





Few get te 


Even fewer set | 





1} 








power imit 

{ i oner Por ıl 
Loni wait t your k 
call. Your complimentar, sa 
Platinum Concierge is I] 24 
hours rdanise a last-minute 
gilt 1€ id ar rant 
in Hong Kong, arr ‘ ra 


language, ¿ where in the world. 


] j 
1 world of privileg rom ti 

| ] t 

Visa finum Club D u 

exp an automatic r n 


from Ritz-C arlton ani 


Hyat Com i] mentar 5 yt 
Clubroom lounges at H | if 
Discour on spa tre nents 


trom Banyan Tree? Golting ips 


f Į 1 Af: | 
trom jack Nicklaus’s Golden 
B lf | 9Af | 
sear UOI Inc à tree day § car 
? N | 
renta! tror ertz? Men bership 
+ Plat 
in the Visa Flat £ 1 5 
exce 101 yeneti tro 
' 
t lu irtners 
} 
\ rid where you re protected 
} 
by insuran ¢ je t ist 
USS ) ) 
F A 
world wi en / 
assistance never far away 
T i 
Should your í ird he stolen or 
| 
if d emerger sh 
lega rm di | assista € 
| i 
pr f 1 ıl he ) 13 On-h (i 





tare. Visa Platin im 


Microsoft 


Nasty medicine 


WASHINGTON, DC 


The hearing on how to punish Microsoft is about to start. It could be just the 


start of the endgame 


EXT week, the marathon antitrust case 
against Microsoft enters its closing 

phase. On May 24th, unless the software firm 
persuades the judge, Thomas Penfield Jack- 
son, to accept a postponement, the hearing 
on how to punish Microsoft for abusing its 
monopoly will start. In theory, further court- 
room drama will now be limited. But, given 
the feelings on both sides, more fireworks 
cannot be ruled out. 

The Department of Justice (poy) and the 
17 States arguing against Microsoft have pro- 
posed remedies that include dividing the 
firm into two more or less equal halves—an 
Operating-system (Windows) company and 
an applications (Office and Internet Ex- 
plorer) company. While not automatically 
ending the Windows monopoly, this would, 
they contend, strike at its main defence, the 
“applications barrier to entry”, because the 
applications company would ensure that all 
its products worked with Windows rivals, 
enhancing the attractiveness of competing 
Operating systems (see page 104). The plaint- 
iffs have also called for conduct remedies, in 
two broad categories: to limit Microsoft's 
worst excesses during the appeal phase of 
the case, which could take well over a year, 
and to restrain, for a limited time, the succes- 
sor Windows company from engaging in the 
same sort of illegal behaviour as Microsoft. 

For its part, Microsoft, obliged by the 
court tocome up with its own proposals, has 
put new wrapping paper on the parcel of 
promises extracted from it by the court me- 
diator, Judge Richard Posner, during the re- 
cent abortive settlement negotiations. These 
include: allowing pc makers to conceal the 
Internet Explorer icon on the desktop, and 
letting them feature rival applications; offer- 
ing equal contracts to computer makers, 
whether or not they use the software of ri- 
vals; and making it easier for independent 
software developers to write programs for 
Windows by releasing more of its inner 
workings. But Microsoft continues to deny 
any wrongdoing and reserves the right to 
withdraw even these modest offerings. 

Microsofts general counsel, Bill Neu- 
kom, whose legal tactics have so far achieved 
little, argues that, because the government's 
planisso Draconian and goes far beyond the 
evidence presented in the trial, the hearing 
should be delayed until the end of the year. 
Mr Neukom claims that time is needed to re- 
cruit expert witnesses and analyse the im- 
pact on the software industry and the econ- 
omy (apocalyptic, he claims). The noy retorts 
that Microsoft’s request is a “transparent ef- 
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fort to delay...a remedy for its illegal acts as 
long as possible.” 

In part, that is because Bill Gates hopes 
that a victory for George W. Bush in Novem- 
ber could lead to the case being dropped. The 
poj dismisses this as wishful thinking— 
things have gone too far for that, it believes. 





No wishful thinking for Klein 


But Microsoft is also hoping that, by slowing 
things down, it can continue to run its busi- 
ness unfettered, as its new operating system, 
Windows 2000, makes inroads into the 
higher end of computing, and its new In- 
ternet strategy, known as Next Generation 
Windows Services (NGws), is rolled out. That 
is precisely why the poy’s antitrust chief, Joel 
Klein, is praying that Judge Jackson sticks to 
his earlier resolve to keep things moving. 
Since he knows that the case will go to ap- 
peal, Judge Jackson has not only opposed at- 
tempts to drag things out in his court, but 
also suggested a procedure for getting a fast 
track to the Supreme Court. 

The odds are, therefore, that the judge 
will issue his ruling on remedies before the 
end of July. Whether he accepts the plain- 
tiffs’ proposals remains uncertain. But, for all 
Mr Neukom’s protests, it is hard to disagree 
with Mr Klein's view that his plan cleaves 
closely to the court’s findings that Microsoft 
repeatedly and systematically broke the 
antitrust laws, both to maintain its Windows 
monopoly and to extend it to web browsers. 
Given the seriousness of Microsoft's viola- 
tions and the judge’s belief that these had a 
chilling effect on innovation, it would be sur- 
prising if he took a different view. 

As well as hoping to persuade Judge 
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Jackson that a break-up would re-establish 
competition and have the great merit of be- 
ing self-policing, Mr Klein is eager to see con- 
duct remedies put in place now, which is 
within the court's power. Without them, he 
fears that Microsoft is preparing to use the 
same old tactics to gain an unfair advantage 
in markets at the opposite end to its pc mo- 
nopoly—industrial-strength servers and 
handheld devices such as personal digital 
assistants (PDAS). 

The poy believes it has evidence that Mi- 
crosoft is planning versions of Office and 
other software that will run properly only on 
computer networks powered by the server 
edition of Windows 2000. Indeed, Micro- 
soft’s critics say that the idea of NGws is to 
create a family of Internet applications that 
are designed to work exclusively with Win- 
dows, extending from servers to PCS to PDAS 
and Internet mobile phones. The govern- 
ment cites an e-mail sent by Mr Gates in July 
1999 that showed a willingness to change Of- 
fice applications to favour devices that run 
on Windows, even if that damaged the inter- 
ests of customers who rely on the ubiquitous 
Palm Pilot. This is an extraordinary insight 
into Microsoft’s refusal to restrain itself even 
under the most intense antitrust scrutiny. 

This kind of behaviour and power, in the 
poy’s view, makes Microsoft a unique com- 
pany controlling a unique bottleneck. It has 
concerns about other recent Internet devel- 
opments, such as the patenting of web busi- 
ness models and processes, or the potential 
for abuse by dominant business-to-business 
exchanges. But the poy dismisses the fear 
that a victory against Microsoft will be the 
prelude to an assault on other high-tech ti- 
tans such as Cisco, Intel, Sun Microsystems 
or Oracle. None, it is convinced, not even a 
firm as dominant as Intel, which has had 
previous run-ins with antitrust enforcers, re- 
motely resembles Microsoft. 





Tour operators 


A place in the 
sun 


FRANKFURT 


RITISH and German holidaymakers 

may squabble over the sunbeds, but the 
companies that send them beachwards are 
falling into each other's arms. Having been 
courted by one German suitor, Thomson 
Travel, Britain’s second-largest package-tour 
operator, this week accepted a rushed pro- 
posal from another. Its £1.8 billion ($2.7 bil- 
lion) takeover by Preussag, Germany’s mar- 
ket leader, will not be the last Anglo-German 
tie-up in the current round of consolidation 
reshaping Europe's travel industry. 

Thomson had looked vulnerable for 
some time. After floating on the stockmarket 
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in1998at170pashare, it started to buckle un- 
der competitive pressure. Its share price fell 
as low as 69p. Last December, a new man- 
agement team was assembled under Charles 
Gurassa, a former British Airways executive, 
Last month, with signs of a turnaround but 
the share price still low, Thomson received a 
bid from can Touristic, Germany’s second- 
largest travel group, jointly owned by Kar- 
stadt Quelle, a retailer, and Lufthansa, an air- 
line. The companies were close to agreeing 
terms when Preussag pounced with an offer 
that trumped its rival’s by a hefty 20pa share. 
No sooner had the “battle of the sunbeds” 
begun than it was over. 

Michael Frenzel, Preussag’s soft-spoken 
boss, describes Thomson as a “dream 
partner” and the deal as a “quantum leap”. 
Certainly, the pair look formidable on pa- 
per. They sell a combined 20m package holi- 
days a year, twice the number sold by their 
nearest rival, Britain’s Airtours. Thomson 
boosts Preussag's British presence and raises 
it to number two in Scandinavia, whose 
travellers are hooked on beach holidays. It 
also adds long-haul aircraft to Preussag’s 
short-haul fleet (together, the two groups op- 
erate more than 100 aeroplanes) and should 
help Preussag to fill its 90,000 hotel beds. 

Mr Frenzel claims a good cultural fit. 
“Our branding philosophies are almost 
identical,” he enthuses. He is no stranger to 
turnarounds. When he took over at Preussag 
in 1994, it was best known for its stodgy min- 
ing and engineering interests. His transfor- 
mation of the conglomerate into one of Eu- 
rope’s most admired services groups has 
been remarkable. 

But his latest coup is not yet sealed. 
Preussag hopes to finance the deal, in part, 
by floating half of its Hapag-Lloyd logistics 
arm on the stockmarket. It will also have to 
sell its controlling stake in Thomas Cook, a 
mid-sized British travel agency, tocalm regu- 
latory concerns. It may get less for Thomas 
Cook than it would like, since the sale is 
forced. EU regulators may even demand 
more than that, given the new group’s Euro- 
pean dominance. The eu has already 
blocked one big deal, Airtours’ proposed 
takeover of Britain’s First Choice last year, 

Then there is the question of price. While 
can started out looking for a bargain, Preus- 
sag has ended up with the opposite. It is of- 
fering twice what Thomson’s shares were 
worth before they were driven up by bid 
speculation, and double the average price 
multiple for the travel sector. 

Mr Frenzel brushes aside the negative re- 
action to the deal—Preussag’s shares fell by 
more than a tenth—by insisting that it is too 
early for the market to see its full potential. 
Most analysts retort that, for all the talk of 
strategic logic, this was a classic case of ex- 
pensive defence. Like many before it, Preus- 
sag would rather overpay than be leap- 
frogged by an arch-rival. Only a couple of 
months ago, Mr Frenzel had denounced 
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can’s lower bidas unjustifiable and called 
the idea of trading Thomas Cook for Thom- 
son: “strange”. He now claims. that Thom- 
son's real value became clear only during 
last-minute talks. 

Further consolidation is certain, none- 
theless. With discounting squeezing profit 
margins down to 3-4% and the Internet 
threatening tecut them further, Europe’s big 
operators seescale as their best defence. The 
more countries they serve, goes the argu- 
ment, the less concentrated their risks. And 
the more vertically integrated they are— 
owning hotelsand aircraft as well as booking 
agencies—the easier it will be to make 
money on slim margins. Preussag hopes to 
use the addition of Thomson’s aircraft to ne- 
gotiate cheaper fuel, for instance. 

What next? can is likely to turn its atten- 
tion to Airtours which, like Thomson, would 
give it clout in both Britain and Scandinavia; 
in return, cen would provide Airtours, 
which last year failed to buy not just First 
Choice but also per, Germany’s number 
three, with a much-needed continental foot- 
hold. Few analysts expect the industry’s sec- 
ond-tier groups, such as First Choice, 
France’s Club Med and Switzerland’s Kuoni, 
to stay single for long. Mr Frenzel says that 
Preussag will concentrate on Thomson for 
now, but stilkas gaps in Europe to fill, such 
as France. He does not rule out deals in 
America or Japan, though those markets are 
less package-friendly than Europe. 

As consolidation continues, the obvious 
winners, in the short term, will be the owners 
of the acquised companies. Only a few 
months into the job, Mr Gurassa has negoti- 
ated terms that few of his shareholders (and 
no analysts) dreamed of a few weeks ago. Mr 
Frenzel has less reason to brag. His strategic 
coup may yet be exposed as financial folly. 
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The Internet 
Portal plays 


HE markev’s initial reaction to Terra Net- 

works’ $12.5 billion purchase of Lycos, an 
American web portal, was that the deal was 
the first bit of 00d news that Internet shares 
have seen in ages. The battered Nasdaq gave 
a little jump for joy as investors worked out 
that, if somebody was ready to part with 
good money‘to get their hands on a fading 
star like Lycos, the whole sector surely de- 
served a lift. 

The second reaction was more pensive. 
This is a three-way deal, and a pretty compli- 
cated one at that. Although it is unlikely to 
unravel, as did a bid by usa Networks for Ly- 
cos last year, it will not be easy to execute. 
Terra is a Macrid-based Internet service pro- 
vider and portal that is two-thirds owned by 
Telefonica, the largest Spanish telephone 
firm. Under the deal, it will pay $97.55 in 








"shares (or American depositary receipts) for 


each Lycos share—-a premium of nearly 80% 
over the price before bid rumours began. Te- 
lefonica will underwrite a $2 billion rights of- 
fer when the deal closes, ata price that values 
Terra Lycos, as the new entity will be known, 
at $30 billion. 

Bertelsmann, a German media group 
that was jilted when aot, its European In- 
ternet partner, scampered off with Time 
Warner, will become a “strategic partner”. 
Already a partner in Lycos Europe, Bertels- 








AOL/Yahool/MSN 
eee 47% 


portals 4% | 


Vertical | 
« portals 22% 





mann has promised to buy $1 billion-worth 
of advertising and services from Terra Lycos 
over the next five years. Terra Lycos will also 
get access to Bertelsmann’s content on pref- 
erential terms. Bob Davis of Lycos will be 
chief executive, and Telefonica’s fiery boss, 
Juan Villalonga, chairman. 

Inevitably, everybody involved talks 
with breathless excitement about the cre- 
ation of a “global Internet and new media 
powerhouse with a scale and global foot- 
print unmatched by any Internet or media 
company in the world.” The suggestion is 
that Terra Lycos will vauit straight into the in- 
ternet premier league alongside Time War- 
ner AOL, Yahoo! and Microsofts Msn. 

Hold on. Although Terra Lycos has fore- 
cast revenues this year of $500m, operations 
in 37 countries and 50m claimed “unique us- 
ers”, its underlying reality is of weakness not 
strength. Lycos is one of a vulnerable group 
of second-tier general-interest portals (see 
chart) whose share of web traffic and reve- 
nues is both modest and declining, It is 
squeezed by the big names, such as Yahoo!, 
and by “vertical portals”, which aim their 
content and services at particular audiences. 

While other second-tier portals, such as 
AltaVista, Excite@Home and  Disney’s 
Go.com, are trying to differentiate and spe- 
cialise (and are all part of larger groups), Ly- 
cos has lacked focus, doing lots of little deals 
that have followed rather than led industry 
trends. Traffic growth has been only modest. 
According to Media Metrix, the firm’s user 
base grew by a mere 3% in the year to March, 
compared with a 50% increase for Yahoo! Mr 
Davis's critics argue that, although energetic 
and resilient, he has failed to develop a stra- 
tegic vision forthe company. 

Admittedly, Lycos this week reported 
better-than-expected results for its latest 
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quarter. But that did not stop its shares tum- 
bling by one-fifth after the merger was an- 
nounced. Terra’s share price also slid. Its own 
first-quarter revenue per subscriber tum- 
bled to €18 ($18) from €52 a year ago, under 
pressure from competition with free isps in 
Spain and Latin America. It is under attack in 
Latin America, where its Telefonica parent- 
age gave it an early advantage. In Brazil, it re- 
cently slipped into third place behind two 
local firms, and competition is intensifying 
in other parts of the region. 

Nor is Latin America likely to yield much 
in the way of profits for years to come. Al- 
though fast-growing, the regional e-com- 
merce market is hampered by low credit- 
card use and poor postal services. These are 
reasons why Terra felt it needed a change of 
strategy. But if it has trouble competing 
against Latin isps, it will find it still tougher to 
go head-to-head against aot and Yahoo! 

While the fit between Terra and Lycos is 
superficially complementary, the combina- 
tion may not bring any worthwhile new 
strengths to the core markets of either firm, 
apart perhaps from Spanish-speakers in 
North America. Nor does the prospect of ac- 
cess to content from Bertelsmann make the 
pulse race fast—no partnership of old and 
new media has yet produced anything toex- 
cite Internet consumers. All three companies 
have strategic problems, but they may not 
have found the right answer in each other. 
a — . 





Paper 


Beaten to a 
pulp 


ITH all the buzz about the virtual 

economy, perhaps it is nosurprise that 
paper production has been faring badly. In 
the past decade, America’s paper firms have 
delivered average annual returns of only 
about 12%, lagging the sap 500 index by five 
points. European paper firms, whose returns 
on capital have not exceeded 10% in recent 
years, have also done badly. Paper firms ev- 
erywhere have been destroying reams of 
shareholder capital. 

Yet it is not the arrival of the digital age 
and the “paperless” office that is to blame for 
the industry’s troubles. They arise from a 
classic old-economy problem: global overca- 
pacity. The industry is run by engineers who 
love to build fancy new plants with little 
concern for their returns. When prices plum- 
met, they try to squeeze every last bit of out- 
put from their factories, marginal costs be 
damned, in hopes of an extra buck. The inev- 
itable result is lower prices, which is good 
news for consumers but bad news for all 
producers. This “extra tonne” problem is 
common tocapital-intensive industries such 
as steel and chemicals, but it is far more acute 
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in paper because the industry is more 
fragmented. Even the biggest firms 
usually lack the market power to 
nudge prices upward. 

Long-suffering shareholders may 
finally be in line for some relief. The 
clearest sign of this is the transatlantic 
battle between America’s Interna- 
tional Paper, the world’s biggest pa- 
per firm, and upm-Kymmene, its 
slightly smaller Scandinavian rival. 
upM had nearly consummated a bold 
takeover of America’s Champion In- 
ternational, which would have pro- 
pelled it to the top of the league, when 
International Paper made a rival bid a 
few weeks ago. After a fierce bidding 
war, the American firm snatched the 
prize on May 12th for $7.3 billion. Juha 
Niemela, head of urm, still licking his 
wounds, vows that he “will continue 
expanding, but only on sensible 
terms.” 

This is only the latest in a wave of acqui- 
sitions that has shaken up the industry and 
promises to create its first global giants. Euro- 
pean firms led the way. urm and Stora Enso, 
another Scandinavian giant, which are now 
two of the world’s biggest paper firms, are 
the products of half-a-dozen mergers apiece. 
Consolidation has been speeding up in 
North America too, with recent deals such as 
the acquisition of Donohue by Abitibi-Con- 
solidated. Stora Enso is taking over America’s 
Consolidated Papers; analysts expect many 
more cross-border deals in coming months. 

Why is this traditionally sleepy industry 
consolidating now? After all, many of the 
forces that made it so parochial are still at 
work. Paper does not ship well, as it is both 
bulky and susceptible to humidity. Mergers 
are unlikely to lead to many savings in over- 
heads, because paper mills are so expensive; 
headquarters tend to cost a tiny fraction of 
the total. Families, from America’s Weyer- 
haeusers and Meads to Ireland’s Smurfits 
and Finland’s Myllykoskis, have always 
been very powerful in the paper business. 
Governments, keen to guard the national 
patrimony, have also obstructed change. 

The bosses of the big paper companies 
explain the merger wave with visionary stra- 
tegic statements. John Dillon, head of Inter- 
national Paper, offers one explanation: “Our 
customers are going global, and we want to 
move with them.” Big publishers want to ob- 
tain all grades of paper from just a few global 
suppliers. Other bosses say-their home mar- 
kets of North America or Europe are mature, 
and that acquisitions grease the way into 
growth markets. Others again see deals as a 
way to lock in vast quantities of inexpensive 
feedstock in such places as Brazil. 

Grand talk aside, there are two less flat- 
tering reasons why paper firms are merging. 
One is that they have no other way to grow. 
Brian Cote of Andersen Consulting insists 
that shareholders, fed up with low returns, 
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will punish firms that try to expand by add- 
ing capacity in an already glutted market. He 
points to the strong inverse correlation be- 
tween capital spending in the industry and 
share performance. This punishment ex- 
plains why, for the first time ever, the Ameri- 
can paper industry recorded a decline in 
overall capacity last year: big firms shut 
down plants after completing takeovers. 

Public companies are keen to make bet- 
ter use of capital in Europe too. Jukka Har- 
mala, Stora Enso’s boss, explains that firms 
“had just kept building new capacity, and 
destroyed the market. But now, we must 
consolidate and shut down plants.” Almost 
all the new capacity in Europe, grouses 
upm’s Mr Niemela, is being built by family 
firms that do not have to worry about their 
share prices. 

Another reason for consolidation, says 
Mark Wilde of Deutsche Banc Alex.Brown, 
an investment bank, is the desire to gain pric- 
ing power, something that firms rarely dis- 
cuss for fear of attracting the attention of 
antitrust regulators. Mr Harmala admits, 
though, that this is “part of the game”. Bol- 
stering prices will not be easy, however. That 
is because of the cruel law of commodity 
industries: even the most disciplined firms 
remain at the mercy of the irrational, rogue 
producer, willing to produce the extra tonne 
ata loss. 

Still, deals such as the acquisition of 
Champion suggest that things are changing. 
As governments and families float their 
stakes, paper may become a competitive, 
global business like any other. And as firms 
grow bigger, they may reduce the influence 
of reckless producers. That will take time: 
even after gobbling up Champion, in the in- 
dustry’s biggest deal ever, International Pa- 
per, the giant of the industry, has only a mea- 
gre 6% share of the world market. The paper 
trail to prosperity is paved with pitfalls. 
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Asian Telecoms. 


Sing, tell, cry 


HONG KONG 


OSING twice in the game of Asian politics 
in less than three months is bad enough. 
Being rebuffed in an infantile manner, how- 
ever, borders on ignominy. By any commer- 
cial logic, Singapore Telecom (SingTel) had 
made the best offer for Malaysia’s Time Engi- 
neering, a troubled telecoms and fibre-optics 
subsidiary of the sprawling Renong Group. 
But Malaysia’s prime minister, Mahathir 
Mohamad, does not like anybody linked to 
Singapore’s government to wield influence 
in industries he sees as strategic. “A lot of 
people worry about SingTel,” Dr Mahathir 
chuckled this week. “I don’t know why. 
Maybe because they sing and tell.” 

Even by Dr Mahathir’s wooden stan- 
dards, it was a bad joke, but Lee Hsien Yang, 
SingTel's chief executive, felt the need to re- 
spond. This was a deal, he said, that all 
“would have been happy not only to sing 
and tell about but doa song and dance over.” 
Asitis, no dancing: especially not for Mr Lee, 
who increasingly bears the blame for mak- 
ing SingTel so unpalatable to foreign part- 
ners. Yet a big foreign deal is what SingTel 
desperately needs to survive the liberalisa- 
tion, from last month, of its domestic market. 
Rumours now circulate that Mr Lee, an army 
general by training, may decide to pursue 
other career opportunities. 

If so, he would have reason to be bitter. 
SingTel is a well-run company with strong 
cashflow. Mr Lee has long wanted to use this 
cash to expand across Asia. The problem is 
that SingTel is 78% owned by Singapore’s 
government. To make matters worse, Mr Lee 
is ason of Lee Kuan Yew, former prime min- 
ister of Singapore, and brother of its current 
deputy prime minister, Lee Hsien Loong. 
With shareholders and family like that, say 
many folk, could he ever sacrifice Singa- 
pore’s interests to those of his partners? 

This, roughly, was the story in February, 
when Mr Lee was on the verge of merging 
with Cable & Wireless HKT, Hong Kong’s te- 
lecoms flagship. But the Hong Kong and Chi- 
nese governments regard Singapore asa rival 
to Hong Kong, perennially scheming to steal 
business away. Sighs of relief greeted the ar- 
rival of a home-grown suitor for nxt: Pacific 
Century CyberWorks, an Internet company 
run by Richard Li, a son of Hong Kong’s big- 
gest tycoon, Li Ka-shing, who is well-con- 
nected in China. 

Malaysia’s relations with Singapore are 
even tenser than Hong Kong's, and the Ma- 
laysian government controls Malaysia Tele- 
kom, the state-owned carrier. So SingTel 
opted for Time Engineering, a part of Re- 
nong, which has good connections with the 
ruling political party and is run by the boy- 


90 


ish Halim Saad, the country’s biggest tycoon 
“of Malay (as opposed to Chinese) ethnicity. 


‘Time has a valuable fibre-optic network, but 
ran up huge debts of about 5 billion ringgit 
($1.3 billion) to build it. As a result, the com- 
pany is now under protection from its credi- 
tors,to whom it has to presenta debt-restruc- 
turing proposal on June 8th. 

In April, SingTel and Mr Halim started 
negotiations for a rescue plan under which 
SingTel would relieve Time of many of its 
debts and take minority stakes in it and two 
subsidiaries. Getting a good price and retain- 
ing control of his empire, Mr Halim. ap- 
peared happy to accept the bid. Time’s credi- 
tors, according to N.M. Rothschild, an 
investment bank that advises them, fa- 
voured SingTel as well. When another Ma- 
laysian telecoms company, Sapura, made a 
lower bid for Time, it was briskly rejected. 

Then. Dr Mahathir intervened. An econ- 
omic nationalist by temperament, he has 


| Study leave 


RRIVING at Zurich airport, you are 
met by a serious young man in a dark 

suit, who ushers you into a car too large 
and too clean to belong toa university stu- 
dent. But a student is what he is, at St Gal- 
len university, and one of the team han- 
dling the logistics of what claims to be the 
| world’s longest-running student-run 


management conference. This year’s sym- 
posium, opening on May 25th, will be the 
30th, which makes St Gallen as venerable 
as that more famous Swiss jamboree, the 
annual World Economic Forum at Davos. 












St Gallen students were as earnest 30 years 
ago as they are today. It grew, says Wolf- 
gang Schiirer, its founder, from a desire to 
reassure the burghers of Zurich, who were 
voting the finance for an expansion of the 
university in the late 1960s, when campus 
unrest was giving students a bad name. 
Persuading corporate bigwigs to talk was 
tough: the students quickly learned the 
need to pay a personal visit, rather than 
merely send an invitation. 

Now, the core group of 20 students 
who organise the conference, with the 
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| nonetheless allowed foreigners, such as Brit- 









ain’s pt and Deutsche Telekom, selective ac- 
cess to Malaysia's telecoms sector. A Singa- 
porean challenge, however, proved too 
much. Dr Mahathir's preferred option now 
appears to be to order Khazanah, the govern- 
ment’s investment arm, which he chairs, to 
bail out Time. This would amount not only 
toa back-door nationalisation but also to an 
indirect merger with Malaysia Telekom. 

Bad ‘news for Malaysia’s consumers: 
worse for SingTel. Its only big investments in 
other Asian countries are in such minor mar- 
kets as the Philippines and Thailand. In 
Asia’s bigger markets it is restricted either to 
small stakes, as in Taiwan, or, for political 
reasons, to none at all. Even if, by a sudden 
stroke of enlightenment, Singapore divested 
itself of its biggest company and brought in 
outsiders to manage it, the list of possible 
a for it grows shorter nas the igs 


f 
f 
| 
, ; foes, I 
two months travelling, doling out invita- | 
tions to speak (unpaid) or to attend. This. | 

year's speakers include Nokia’s Jorma Ol- 

lila and Romano Prodi, head of the Euro- 
pean Commission. Some 600 business | 
participants have paid to go, and will rub | 
shoulders with 250 international students | 
who have competed for free places*. 
The organisers often goon tocomfort- | 
able careers in the upper layers ofbanking | 
and consulting. For St Gallen, too, the con- | 
ference brings benefits. Its reputation asa | 
university specialising in business sub- | 
jects has faded since the 1960s, | 

when it was home to Hans Ul- 
rich, one of the most famous | 
professors of business adminis- | 
tration in the German-speaking | 
world. One of its roles now is train- | 
ing the staff at trade schools. This | 
brings clout in Swiss business life, | 
but no international profile. | 
These days, the symposium has | 
many student-run rivals, especially in | 
northern Europe. For instance oFw,a stu- | 
dent-led group attached to Cologne uni- 
versity, runs a conference of at least the 
size and stature of St Gallen every two 
years. Ulrich Steger, a professor at the In- 
ternational Institute for Management De- 
velopment in Lausanne, argues. that the 
structure of university coursesin northern 
Europe makes it easier for students to do 
such things: “The workload.on studentsin 
the United States is higher, and they tend 
to be younger.” Perhaps, too, American 
students are less keen to don dark suits. i 


* A poll of this year’s students is on The Economists | 
website, at wwieconomistcam | 
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HE most enviable managers are those 

who run expanding firms while obvi- 
ously enjoying themselves hugely in the pro- 
cess. Richard Branson of the Virgin group has 
that gift. So does Amazon’s Jeff Bezos. An- 
drejs Zagars has it in such prodigious quanti- 
ties that, if joie de vivre could be sold whole- 
sale, he would soon be flooding the market. 

You have probably never heard of Mr 
Zagars, because he hails from Latvia, the sec- 
ond-biggest of the three tiny Baltic states. It 
has a population of a mere 2.5m, and it is 
struggling to reconstruct its economy after 
half a century of Soviet occupation that 
ended only in 1990. But if you happen to live 
in Latvia, you probably know the 41-year- 
old Mr Zagars two or three times over. He has 
been famous for ten years as a film and the- 
atre actor; and only slightly less famous for 
six years as a restaurateur. Four years ago his 
mix of artistic and entrepreneurial credentials won him an invita- 
tion from the government to run the beleaguered national opera. 
In his home country, he is a brand-name in himself, and one of the 
best. The obvious analogy is with Sir Terence Conran, a style-set- 
ting British restaurateur: but it is as if Mr Conran were also running 
Covent Garden as a day job. 

Mr Zagars—the Z is pronounced “Zh” —is a big man in a small 
country, literally as well as figuratively. He stands a good six feet 
three inches (1.9 metres), and talks nineteen to the dozen. He has 
four restaurants in the Latvian capital, Riga, plus a bar, a jazz club, 
a wine shop and a catering service. All could hold their own easily 
in London or Stockholm. Even now, with plenty of other smart 
places opening, they stand out for their understated décor and 
perfect service. Small wonder that they have been booked solid by 
bankers for the annual meeting of the European Bank for Re- 
construction and Development (erp) that begins on May 2oth. 

When Mr Zagars opened his first bar in 1993, and his first res- 
taurant in 1994, they were simply amazing. Riga is a handsome 
port city, but in those days it was still deeply marked by the depriv- 
ations and disfigurements of the Soviet era, and pitifully poor (see 
chart). Good food and good service were hard to remember, let 
alone to find. 

Mr Zagars saw his friends starting to 
make quick money in the businesses of 
the day—banking, oil-trading, scrap 
metal. He wanted to make money too, but 
by doing something that felt like fun.So he 
started a café in a courtyard at the theatre 
where he was acting. 

It flourished for a summer. Encour- 
aged, he borrowed $3,000 from friends 
and opened a bar nearby: it was called 
“Thirteen Chairs”, because that was all 
the furniture it could accommodate. The 
décor was textbook minimalist: whites 
and greys, wooden floor, hard chairs. It 
went so well that within six months he 
had. taken over the basement beneath. 
The regulars included staffers from the So- 
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Food for fun 


A Riga restaurateur can show the EBRD’s bankers just what transitional economies 
need to recover their self-respect. And feed them well, too 
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ros Foundation, a charity set up by George 
Soros, a Hungarian-born financier, to pro- 
mote democracy and economic reform. 
When the Soros Foundation decided to puta 
café-restaurant into its own Riga building, it 
asked Mr Zagars to do the job. He had found 
the perfect patron. 

For foreigners and posh local trendies, 
the new Osiris Café became the centre of the 
world. There were international newspapers 
scattered around, a foreign-language book- 
shop next door. Mr Zagars wanted to build 
on his success: he sold his flat, newly priva- 
tised from the state, and did more film work. 
This gave him seed-money for “Sympo- 
sium”, a full-dress restaurant with rag-rolled 
apricot walls, Mediterranean food, and wait- 
ers dressed in tunics. 

Symposium has been full for the past 
five years. A wine shop followed in 1996, a 
Greek restaurant in 1997, then a jazz club called “Dizzy”, and, in 
1998, the biggest and most expensive addition to the empire, “Jau- 
nais”, a sleek, silvery place serving east-west “fusion” food. It is 
empty during the day, but Mr Zagars loves it all the same. He just 
thinks itis “a little bit too early” for Riga. 


Singing for supper 
That has been the easy bit. But since 1996 Mr Zagars has also been 
general manager of the Latvian National Opera. It had reopened 
the year before with one of the most beautiful theatres in the 
world, after a magnificent but scandalously expensive restoration. 
Mr Zagars was asked to get the finances back in order and the artis- 
tic side up to par,on a budget of barely $4m a year. 

He has pitched ticket prices relatively high: the best seats cost 
$40, the same as a good seat in Stockholm or Helsinki, where in- 
comes are ten times higher. But Latvians seem ready to make the 
sacrifice: the house has been 85% full this season, up from 65% in 
1996. The critics’ notices are good. And now Mr Zagars has talked 
the government into the grant he needs to break even: he has a 
$2.3m subsidy, to go with $1.7m in ticket and sponsorship income. 

He deserves to look cheerful. He runs a theatre, he employs 100 
people in his restaurants, and he has done it all on little more than 
good luck and good taste. Not until 1998 
did he find a bank willing to lend him 
money for a restaurant-—and even then it 
was one from neighbouring Estonia. 

When the esBrD’s bankers come to 
Riga, they should take an interest in Mr 
Zagars himself, more even than in the 
tempura with Thai sauce that he serves 
them. He represents something that the 
transitional economies of Central: and 
Eastern Europe could do witha lot: more 
of: a businessman. who puts things into 
society as wellas taking them out. The res- 
taurants, and even the opera, are small 
enough in themselves: But the delight they 
afford is helping to give Riga back its self- 
respect as a European city. 
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We can 
help you find 
the right 
financial 
direction. 


plan ahead. 


For over 120 years, the 
Principal Financial Group” has 
guided millions of customers 
toward their financial goals. 















Every day people count on us 
to simplify their most complex 
financial matters and help them 
choose the investments, retire- 
ment plans and insurance they 
need to protect their families 
and businesses. And with 
more than US$113 
billion in assets under 
management, one 
of America’s strongest 
financial services compa- 
nies is now operating around 
the world. So whether you are 
planning for yourself or for an 
entire business, building your 
future with The Principal” today 
can take you from where you 


are to where you want to be. 


get ahead. 


In Hong Kong, MPF is now 3M 
mandatory, so if your company Plan Ahead. Get Ahead: 
has operations there, please 

call us at (852) 2827 1234 

immediately to ensure you 

comply with regulations. 
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ONLY THE MOST 
SUCCESSFUL COMPANIES 
WILL ATTRACT 

THE NET GENERATION. 
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The Internet has changed everything for HR professionals. 
The best people are hard to get hold of. They're hard to retain 
too. And face it, the best talent wants to work for the 


most successful companies. 


Whilst those companies embracing the new age are 
creating dynamic, flexible and exciting working cultures, those 


who are not are simply being left behind. 


PeopleSoft’s Human Resources Management Solutions 
provide the springboard for companies to change their 


people culture 


PeopleSoft is the world's leading HRMS solution and 
delivers results by strategically aligning HR practices to core 
business objectives - providing management with unique 
insights into organisational structures and people assets. It 
helps create dynamic, entrepreneurial enterprises out of large, 
indifferent organisations. Flexible and scalable, local or global 
- PeopleSoft HRMS now also offers Workforce Analytics - the 


Balanced Scorecard for your company's greatest asset. 


So don’t let your people go. Find out more by visiting our 


aydoag ay) J yasadi 


web site or give us a call. 
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BUSINESS IN DIFFICULT PLACES 


Risky returns 


BOGOTA, LAGOS AND LUANDA 





Some countries seem simply too violent or chaotic to do business in. But brave 
firms can profit where others tremble to tread 


HE owner ofa printing firm in Colombia 
describes an encounter with a local para- 
military group: 

They were dressed in suits and did not have thecut 
of common criminals. They began by apologising 
for the visit last week of two extortionists, who 
were operating on their territory. [They] assured 
me the problem had been taken care of, and for a 
small monthly consideration | would never be 
bothered again, or kidnapped while on their 
patch. I agreed, as the bodies of the two previous 
extortionists had turned updead and mutilated. 


For most people, the idea of doing busi- 
ness in a place as dangerous as Colombia is 
horrifying. Few executives from Tokyo or Zu- 
rich, say, would trade their comfortable of- 
fices and predictable lives for power cuts in 
Lagos, threats by mobsters in Moscow, or 
chaos in Congo. And yet fortunes can be 
made in such places. Between 1991 and 1997, 
the average return on foreign direct invest- 
ment in Africa was higher than in any other 
region, according to a report published by 
the uN Conference on Trade and Develop- 
ment (UNCTAD) last year. This is partly be- 
cause the perceived risk of doing business in 
very poor countries is so great that firms tend 
to invest only in projects that promise quick 
profits. But it is also because there are good 
opportunities in unenticing places. 

Foreign investment in the world’s 44 
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poorest countries has risen steadily over the 
past decade, from an annual average of un- 
der $1 billion in 1987-92 to nearly $3 billion in 
1998, according to UNCTAD. And this figure 
excludes several countries, such as Nigeria, 
Algeria and much of the former Soviet Un- 
ion, which are certainly violent and chaotic 
but are not among the poorest. These sums 
may seem like woodshavings by today’s 
dot.com standards, but they can at least pro- 
duce solid profits. 

The most obvious profits lie, as ever, be- 
neath the soil. Gold or natural gas must be 
mined or pumped where they are; this is as 
likely to be in a poor, strife-torn country as a 
rich, peaceful one. But it is not only miners 
who strike it rich in hair-raising neighbour- 
hoods. Over the past decade, for example, 
many poor countries have started selling 
their loss-making public utilities. The prices 
are often low, and the growth potential is 
huge. In countries with lousy infrastructure, 
there is a ravening hunger for the capital, 
technology and management skills that big 
electricity or telecoms firms can bring. 

In countries that lack more or less every- 
thing, firms selling almost anything of a rea- 
sonable quality can do well. An honest bank 
in Russia attracts long queues of customers. 
Mobile telephones are hugely popular in 
countries where land-lines are stolen for 





scrap. Similarly, Microsoft’s business in Af- 
rica is growing by about 30% a year: even 
poor countries have a laptop-tapping mid- 
die class, and Microsoft’s only serious rivals 
are software pirates, who charge less but of- 
fer little after-sales service. 

For brave businessfolk, there are thus 
rich pickings in grim places. But there are also 
immense obstacles and risks. Pipelines can 
be blown up by terrorists. Contracts can be 
torn up by crooked partners. Fragile econo- 
mies can collapse. And in recent years, firms 
doing business in countries with unpleasant 
governments have been pilloried by non- 
governmental organisations (NGOs), endan- 
gering that most priceless of assets, their 
good name. To succeed in difficult countries, 
firms must learn how to overcome these ob- 
stacles and minimise the risks. 


From expropriation to privatisation 

In the 1960s and 1970s, the biggest political 
risk faced by investors in poor countries was 
nationalisation. The South African mining 
giant, Anglo American, lost its copper mines 
in Zambia; two oil firms, se and Exxon, lost 
oil-fields in Venezuela and Iran; Uganda’s 
Asian population lost everything when Idi 
Amin threw them out. Nowadays, straight 
expropriations like these are rare. But other 
types of meddling remain common. 

In many African countries, for instance, 
mining firms are obliged to give govem- 
ments a large equity stake. Where the gov- 
ernment is honest and sensible, as in Bot- 
swana, this is bearable. Where it is not, as in 
Congo, reputable miners stay away and 
smuggling thrives. In undemocratic coun- 
tries, the absence of the rule of law makes 
contracts hard to enforce. This risk can be re- 
duced by forging an alliance with a well- 
connected local partner, but if the partner 
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defrauds you, there is often little recourse. 
Another problem is that governments can 
change suddenly. Many firms that won state 
contracts in the dying months of military 
rule in Nigeria saw them cancelled when aci- 
vilian regime took over last year. Companies 
that prospered from links with Suharto in In- 
donesia or Mobutu in Zaire suffered when 
their patrons were toppled. 

The gravest political risk for firms invest- 
ing in difficult countries is that bad policies 
lead to an economic implosion. In Zimba- 
bwe, for example, Robert Mugabe’s misrule 
has meant shortages of fuel and foreign cur- 
rency. Companies can neither keep vehicles 
running nor import spare parts. Potential in- 
vestors are deterred by Mr Mugabe's open 
disregard for property rights and gleeful in- 
citement of mob murders. Those who al- 
ready have money tied up in the country 
yearn for a change of government. But such 
transitions are sometimes more violent still. 
The economic turmoil that helped unseat 
Suharto in Indonesia was accompanied by 
riots, with much violence aimed at foreign 
(mainly Chinese-owned) businesses. 


Bombs, bullets and how to avoid them 


In several places, guerrillas or armed robbers 
are more plentiful than western executives 
are used to. The American government lists 
74 countries in which physical security is a 
problem, of which 34 endure actual civil war 
or rebel insurgency. In such places, a firm’s 
first priority should be to keep its staff safe. 
This can be expensive. In Algeria, for in- 
stance, where Islamic terrorists trade atroc- 
ities with pro-government militias, oil firms 
typically spend 8-9% of their budgets on se- 
curity. In Colombia, where leftist guerrillas, 
pro-government paramilitaries and cocaine 
barons all spread mayhem, the figure is 
roughly 4-6%. Much of the money is spent on 
crude precautions: fences, guards and alarm 
systems. For a hefty fee, security firms staffed 
by ex-soldiers can provide protection for of- 
fices, mines or pipelines. Expatriate manag- 
ers’ houses in crime-torn Lagos or Johannes- 
burg come equipped with a bewildering 
array of defences: razor wire, panic buttons, 
pistol-brandishing guards. Some even boast 
steel portcullises to seal off rooms that bur- 
glars have broken into. 

Softer precautions are, however, equally 
useful. Teaching employees how to drive de- 
fensively (check who is outside your front 
gate before stopping, beware at traffic lights) 
can reduce the risk of car-jacking. Explaining 
what to do when faced with an armed rob- 
ber or kidnapper (co-operate, don’t make 
sudden moves or eye contact) can make the 
difference between a scary experience and a 
fatal one. Some foreign firms in South Africa 
even offer “pre-rape counselling” to female 
expatriates and their daughters. 

In some places, the main risk is not crime 
or organised terrorism, but the hostility of lo- 
cal communities. Colombia boasts the 
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world’s highest kidnap rate, and pipelines 
owned by America’s Occidental Petroleum 
are blown up every few days. In Nigeria, the 
people of the Niger delta were for decades 
brutalised by the Nigerian army and denied 
any benefit from the oil that gushed out of 
their ancestrallands. Angrily, they tumed on 
the firms that pumped the oil and provided 
the government with most of its taxes. Shell, 
the biggest foreign investor, is belatedly 
spending tens of millions of dollars on 
mending ties with locals. But old grievances 
die slowly. And lawlessness, once provoked, 
is hard to dispel. 

Relations between big companies and 
impoverished locals are always tricky, but 
there are ways of reducing the risk that they 
may turn bloody. Managers at Anglo Ameri- 
can, which has mines in several African 
countries, take pains toexplain to local com- 
munities what they are doing from the out- 
set, to learn about local taboos and to hire as 
many locals as they can. In poor countries, 
local means very local: AngloGold discour- 





A partner to avoid 


ages traders from neighbouring districts 
from setting up stalls outside its mines in 
Mali, favouring those from nearer by. So far, 
the firm has suffered littie sabotage. 


Whosteals my pursesteals trash... 


Few firms would agree with Shakespeare’s 
lago. Fraud and embezzlement are far more 
common than terrorism. A survey of 121 
European and American firms last year by 
Control Risks Group (CRG), a security con- 
sultancy, found that two-fifths had recently 
held back from an otherwise attractive for- 
eign investment because of the country’s 
reputation for corruption. Western firms are 
tempting targets for local crooks, who may 
feel it is less morally reprehensible to steal 
from foreigners. Besides the risk of robbery, 
there is the risk of embarrassment from 
(sometimes unwitting) association with 
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mobsters, as when the Bank of New York 
was apparently used to launder Russian ma- 
fia money. According to John Bray of cre, 
fraud is the biggest risk of doing business in 
emerging markets, but most firms have no 
training programme to preventit. 

Before investing, firms should investi- 
gate prospective local partners to make sure 
that they are not crooks. In many poor coun- 
tries, investors will be asked for bribes in re- 
turn for a swift issue of necessary permits. 
Until recently, such expenses were tax-de- 
ductible for firms from many European 
countries. Now, however, an OEcD anti- 
bribery convention has come into force for 
all rich countries. These days, bribery can 
lead to bad publicity and even to prosecu- 
tion at home, so firms increasingly refuse to 
grease the palms held out to them. 

Even if top managers are clean, locally 
hired middle managers may not be. Such 
reputable American banks as Citibank and 
American Express have discovered that they 
had local managers with links to mobsters. 
And, faced with American-style sales tar- 
gets, the temptation to clinch deals through 
bribes may be irresistible. 

Local managers are also more vulnerable 
to threats; they cannot fly home to France or 
Canada. So firms should teach them how to 
refuse demands for bribes without getting 
hurt. Techniques include insisting that 
somebody else is responsible for the deci- 
sion in question and never going alone to 
meetings with people who may demand 
bribes. Most important, firms should make 
sure that all accounts are scrupulously trans- 
parent. Fortunately, accountants are excep- 
tionally mobile. All it takes for a big account- 
ing firm to set up an office in Brazzaville or 
Vladivostok is for a partner to move there, so 
one can find a competent book-keeper al- 
most anywhere. 


But he that filches my good name... 


NGos depend on publicity for donations. 
Increasingly, this means launching cam- 
paigns against big companies suspected of 
harming rain forests or poor peasants. Cor- 
porate sins in poor countries are harder to 
conceal in the age of the Internet. In the 19th 
century, Leopold 1 of the Belgians turned 
much of the Congo into a vast rubber plan- 
tation, worked by slaves whose hands were 
chopped off if they slacked. It was years be- 
fore anybody in Europe noticed or com- 
plained. Nowadays, ifa multinational trans- 
gresses, a local NGo will e-mail details to an 
NGO in the firm's home country, and within 
days pickets can appear at its headquarters, 
along with a boycott of its products and vi- 
tuperative editorials in the press. 
Companies doing business in poor, un- 
stable countries are especially vulnerable to 
this sort of thing. Most such countries have 
lax or non-existent environmental or safety 
standards. Locally hired managers, if asked 
to conform to rich-world norms, may not 
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understand why. Doing business in a poor 
country can mean that a firm must work 
with, pay tax to or even form a joint venture 
witha nasty regime. If a dictator shoots dissi- 
dents, the firm has a choice. It can denounce 
him, putting its investment at risk. Or it can 
remain silent, and be accused of complicity. 

Damage to a reputation is hard to quan- 
tify, but firms take the threat seriously. When 
a company becomes associated in the pop- 
ular imagination with pollution, child la- 
bour or appeasing despots, it can lose sales 
and find it harder to recruit talented staff. 
Having seen the vilification heaped on Nike 
(for working conditions in its factories in 
Vietnam), Australia’s pup (for polluting riv- 
ers in Papua New Guinea) and Shell (for do- 
ing business with Nigerian dictators), firms 
are working harder than ever to keep them- 
selves above criticism. Bobby Danchin, head 
of exploration and acquisitions at Anglo 
American, says he spends 10-15% of his time 
worrying about environmental and human- 
rights issues, up from 1% a decade ago. He 
reckons that such concerns add about 5% to 
operating costs. 

One recent example demonstrates how 
hard it is to guard against reputational risk. 
De Beers, the South African diamond cartel, 
has been pummelled by ncos for buying 
gems from countries in which civil wars are 
being fought, thus allegedly providing rebels 
with the cash to buy arms and carry on fight- 
ing. Last year, Global Witness, a British NGO, 
launched a campaign against the sale of dia- 
monds from conflict zones. De Beers re- 
sponded by winding down its business in 
Angola, withdrawing its buyers from Congo 
and Guinea, and promising to shun dia- 
monds from war zones such as Sierra Leone. 

The situation for De Beers is tricky. The 
firm has prospered over the past century by 
a) controlling most of the world’s supply of 
diamonds and b) persuading consumers 
that glittering lumps of carbon are glamor- 
ous. A diamond hasilittle intrinsic value, so to 
keep prices high, De Beers restricts the sup- 
ply and protects the stones’ image. It is not 
easy for De Beers to control the world’s dia- 
mond supply, however, if it avoids all dia- 
mond-producing countries that are at war. 
As a UN report showed in March, if scrupu- 
lous buyers shun such diamonds, plenty of 
less scrupulous ones will snap them up ata 
discount. Even worse for De Beers, if dia- 
monds become associated in the public 
mind with deadly wars instead of undying 
romance, their value might plummet. 

De Beers claims that only about 4% of the 
world’s diamonds come from war zones 
(critics say it is more like 10%). The firm also 
says that the industry feeds hundreds of 
thousands of miners and gem-cutters in 
peaceful poor countries such as Botswana, 
Namibia and India. Such arguments may 
win the day. But fashion is fickle, and pas- 
sionate campaigners can shift it. Remember 
how animal-rights activists turned fur coats 
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from objects of envy to objects of scorn? Be- 
cause poor countries rarely measure up to 
rich countries’ standards, companies do 
business there at their peril. There is practi- 
cally no limit to what they could be con- 
demned for allegedly condoning. What if 
gay rights activists or feminists decided to 
boycott firms that invest in countries where 
gaysor women are mistreated? 


How to survive in the wild 


The best way for a firm to avoid bad public- 
ity istomake sure thatitsenvironmentaland 
human-rights records are beyond reproach. 
This may sometimes be expensive: as when, 
for instance drug firms donate money to 
worthy causes in the hoping of deflecting the 
criticism that they do too little to cure the 
poor. Sometimes, however, all it takes is 
common decency. Palabora, a South African 
subsidiary of Britain’s Rio Tinto, managed to 
do business during apartheid without bad 
publicity simply by being nice to its workers. 
When an employee was arrested (as hap- 





One holey mess 


pened to many trade unionists), his manager 
would telephone the police and politely ask 
where and why he was being held. This was 
usually enough to prevent the detainee from 
“disappearing”. The firm also continued to 
pay salaries to the families of miners who 
were not working because they were in po- 
lice cells. As a result, Palabora has unusually 
good labour relations to this day. 

Other useful techniques for minimising 
risk are insurance and subcontracting. Big 
mining firms will not generally start digging 
unless they can obtain political-risk insur- 
ance, Oil companies, whose projects can last 
for 20 years, are still more cautious. Since 
insurers usually refuse to underwrite opera- 
tions in areas where bullets are whizzing, 
this keeps big firms out. Operations in stable 
parts of war-torn countries are usually insur- 
able: oil rigs safely offshore from Angolaor in 


the middle of the Algerian desert can gener- 
ally pump unmolested by fighting in those 
countries. Reputational risk, however, is al- 
most impossible to insure against. It is hard 
to put a value on a firm’s good name. De 
Beers might be an exception: if an NGO cam- 
paign made diamonds unfashionable, thus 
reducing the value of De Beers’ stockpile 
(currently valued at about $4 billion), the 
damage would be quantifiable, and there- 
fore, in theory at least, insurable. 

Where risks cannot be insured against, 
they can often be subcontracted. Big mining 
firms cannot send paid employees to pros- 
pect for minerals in war zones. But small, 
freebooting entrepreneurs may be willing to 
go. in the hope of becoming seriously rich. 
And if they find buried treasure, they will 
usually need the help of a larger firm to ex- 
tract it. What often happensis that the larger 
firm buys the “junior” that has struck lucky. 
Since it is easier to defend a mine than to 
guarantee the safety of geologists wandering 
around a wide area, extraction is less risky 
than prospecting. Most mining “majors” 
subcontract the bulk of their exploration to 
juniors, thus significantly reducing the 
chances that their own staff will be shot at. 

Subcontracting can also reduce other 
hassles. Several firms make money by pro- 
viding businesses in out-of-the-way places 
with whatever it takes to keep a factory run- 
ning and expatriates happy. Air Partner, a 
British aircraft-charter firm, recently 
launched a “global evacuation service”, 
which offers to whisk expatriates and their 
families to safety from more or less any trou- 
ble spot. Global Mining Support Group, a 
South African firm, provides miners in An- 
golaand Mozambique with everything from 
mechanical diggers to fresh vegetables. Ac- 
cording to Cobus Viljoen, its chief executive, 
its core expertise is in shifting supplies 
through some of the world’s worst ports 
without losing too much to thieves or 
crooked officials. The service is expensive, 
but diamond miners in the Angolan hinter- 
land have no choice. When machinery 
breaks down, it often has to be sent 2,000 km 
to South Africa to be fixed. Even guard dogs 
must be imported: local pooches are too 
scrawny and insufficiently savage. 

Firms working in difficultcountries need 
to be resourceful. South African Breweries 
(sas) has done well in several African mar- 
kets that better-known brewers shun. When 
local infrastructure breaks down, saB’s man- 
agers improvise. In Mozambique, for exam- 
ple, when the water supply failed, sas paid 
the local fire brigade to fetch water and hose 
it into the beer vats. Working in the rougher 
parts of the world may sometimes seem pro- 
hibitively risky, but the rich world has haz- 
ards, too. If your mine in Congo is overrun 
by rebels, you have lost a mine. An environ- 
mental lawsuit in America could cost the 
whole company. 
= 
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dreams made real. 


Patient monitoring. Ultrasound imaging. 
Diagnostic cardiology. Agilent provides the 
medical technology that gives doctors the 
information they need to diagnose and make 
treatment decisions with far greater speed 
and accuracy. So hospitals can run more 


efficiently. And patients can walk out sooner. 





Agilent Technologies 
Innovating the HP Way 


Agilent Technologies is a new company 
comprised of the former Hewlett-Packard 
test and measurement, chemical analysis, 
semiconductor components and medical 
products businesses. www.agilent.com 







Coping with surpluses 


Repaying national debt is becoming increasingly fashionable 


SCT USED to think that if there was reincar- 
nation, | wanted to come back as the 
president or the pope. But now I want to 
come back as the bond market: you can in- 
timidate everybody.” These famous words 
of James Carville, one of Bill Clinton’s elec- 
tion advisers in 1992, summed up many peo- 
ple’s view of the power of the Treasury bond 
market. Yet if the American government's 
forecasts of endless budget surpluses are cor- 
rect, that mighty market could disappear. 
On present trends many other governments 
could also see their bond markets shrivel. 
Only five years ago almost all rich coun- 
tries had budget deficits, averaging 4% of 
Gpp, and governments and economists fret- 
ted about an ever-growing mountain of 
debt. Today, budget surpluses abound. 
America’s general-government surplus (cen- 
tral, state and local governments, and social- 
security funds) is running at 2% of GDP, 
against a deficit of 6% in 1992. Mr Clinton has 
boasted that government debt held by the 
public will be eliminated by 2013. But Amer- 
ica is not alone. J.P. Morgan forecasts that 
most rich countries will have a budget sur- 
plus by next year (see chart on next page). 
The euro area is likely to move into bud- 
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get surplus next year. Even Italy, which hada 
deficit of more than 10% of cpr in the early 
19908, will move out of the red. The glaring 
exception is Japan, which has a budget defi- 
cit of around 8% of cpp. As a result, OECD 
countries as a whole are still forecast toruna 
deficit of 0.6% of Gop next year—but that will 
be the smallest since 1973. 

Budgets are moving into the black for 
three different reasons. First, after two de- 
cades of profligacy, governments have tight- 
ened their belts. Since 1995 almost every rich 
country, apart from Japan, has reduced its 
structural budget deficit (ie, the gap left after 
stripping out the effects of the economic cy- 
cle). And this has mainly been done by cut- 
ting spending as a share of cor, not by in- 
creasing taxes. Second, strong growth and 
falling unemployment have boosted tax rev- 
enues and reduced the bill for welfare bene- 
fits. In the euro area, especially, unemploy- 
ment is falling faster than expected. And 
third, many governments are likely to enjoy 
windfalls from the auction of third-genera- 
tion mobile-phone licences. Britain’s recent 
auction raised £23 billion ($35 billion), some 
ten times more than expected. Germany’s 
auction later this year could raise €60 billion 





($55 billion). 1 In‘total, gles of licences in the 
euro area could bring in up to €150 billion 
(just over 2.4% of Gpr) this year or next. 

Unlike ‘privatisation revenues, which’ 
under most budget rules are not counted as 
revenue, proceeds from the sale of mobile 
phone licences can be treated by govern 
ments in the same way as rent from 
set--ie, spread over the term of the li 
if $20 billion is raised on a 20-year licenci 
this is equivalent to an annual rent of $1 bil- 
lion: This is the treatment favoured by B 
ain’s Office of National Statistics (and the ba- 
sis of the figures in the chart). An alternative. 
method, which Eurostat, the statistics office 
of the European Union, is said to favour, is to 
treat the money raised like the revenue from 
the sale ofa patent, counting it all in the year 
of the sale. Either way, governments will 
need to sell fewer bonds. ‘ 

Less government borrow:ng is welcome. 
By freeing the private savings that previously 
financed budget deficits, it can help. to 
“crowd in” more private investment. Lower 
debi-service payments also help to reduce 
the burden on future taxpayers of higher 
pension and health costs as populations age. 
And lower debt creates more room for gov- 
ernments to use fiscal policy to-cushion the 
economy against future recessions. 

Yet none of this means that every gov- 
emment should aim for the complete elimi- 
nation of its-debt. Sometimes it should be- 
boosting public investment instead. Ifa bud- 
get surplus is achieved by starving, say, edu- 
cation or public infrastructure of funds, this 
could actually reduce future growth. Or, ina 
high-tax economy, cutting taxes might de- 
liver bigger benefits than eliminating public 
debt: The challenge for many European gov- 
ernments is not just to lower their borrow- 
ing, but toreduce spending and taxes. 


The valley ofdebt 


Thatisnotall. After worrying for years about 
excessive public borrowing, some econo- 
mists are now, paradoxically, fretting about ` 
a shortage of debt instead. Government debt 
plays an important role in the financial sys- ` 
tem. Government bonds are used as a 
broadly risk-free asset against which other 
financial instruments are priced (see next 
story). They are counted as part of banks’ 
capital, and prudential regulations often re- 
quire pension funds to hold a minimum 
share of their assets in government securi- 
ties. Central banks also use government se- 
curities in open-market operations to influ- 
ence interest rates. 

In America and Britain the shrinkir 
supply of government bonds has mai 
bond yields less reliable as indicators of 
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flationary expectations. And by putting 
downward pressure on long-term bond 
yields, it may require the Fed to raise short- 
term interest rates more aggressively to cool 
down the economy. But fears about the con- 
sequences of shrinking debt are much exag- 
gerated. If government debt continues to 
shrivel, markets can find new instruments to 
replace government securities as a bench- 
mark. Prudential regulations on pension 
funds’ investment can be relaxed to allow 
more investment in private securities. And 
central banks can widen the range of assets 
they use for monetary operations. 

Even so, a recent OECD study suggests 
that governments may decide that the com- 
plete elimination of their bond issuance is 
not desirable. Even if its net debt were zero, a 
government could still foster a liquid bond 
market by continuing to issue bonds and in- 
vesting the proceeds in domestic or foreign 
private-sector assets. One advantage of this 
is that it would eliminate the cost of re-estab- 
lishing a government-bond market in a cou- 
ple of decades’ time, when the rising costs of 
ageing populations will surely force govern- 
ments to start borrowing again. 

Look at Norway. After years of budget 
surplus, the government has a negative net 
debt (debts minus assets) of 50% of cpp. Yet it 
continues to issue bonds, with a gross debt of 
34% of Gpr, investing the proceeds in the so- 
called Petroleum Fund, which is allowed to 
hold up to 50% of its portfolio in domestic 
and foreign equities. Such a strategy would 
be trickier for a big economy such as Amer- 
ica’s. The weight of money behind such a 
fund could move share prices, and investing 
abroad could cause big shifts in capital flows. 

It is easy to get carried away by talk of 
governments’ repaying debt. But it is prema- 
ture to worry about a government-bond 
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famine. The global stock of government 
bonds is still more than $15 trillion, equiva- 
lent in size to the combined Gprs of America 
and the euro area. And even if most coun- 
tries run surpluses next year, these could 
quickly swing back into deficit if economies 
stumble into recession—as happened to Brit- 
ain’s surplus in the late 1980s. Moreover, as 
budget surpluses mount, support for contin- 
ued fiscal restraint is likely to erode. Many 
governments, including those in America, 
Britain and Australia, have already pencilled 
in some fiscal easing this year and next. In 
Europe there will no doubt be heavy politi- 
cal pressures to use the mobile-phone wind- 
falls to finance extra spending. 

Governments would be wise to resist. 
Their efforts to balance their budgets are 
commendable, but in mostcases they do not 
go far enough. If governments’ accounts in- 
cluded future liabilities such as unfunded 
pension obligations, most budgets would 
still be in deficit. To lighten the burden on fu- 
ture taxpayers, governments (ie, current tax- 
payers) need tosave even more today. 

Itis worth recalling the early 1970s, when 
there were also serious worries about a short- 
age of public debt. Net public debt in orco 
economies fell to a post-war low of 17% of 
Gpr. Today, despite the prediction of further 
declines, that figure stands at 44%. Herbert 
Hoover is still right: “Blessed are the young, 
for they shall inherit the national debt”. 
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Corporate bonds 


Debt delirium 


FTER the longest economic expansion in 
America’s history, the financial markets 
are worried that it cannot last much longer. 
Investors in shares have, understandably, 
started to keep one eye on the exit, as the Fed 
raises interest rates to try to cool the econ- 
omy down. Less understandably, investors 
in corporate bonds have rushed out of the 
door and slammed it shut behind them. 
Compared with Treasury bonds, yields on 
corporate debt have shot up to levels not 
seen since before the 1987 stockmarket crash 
or, before that, the 1930s depression. 

In part, corporate bonds look so cheap 
because Treasury bonds are in such short 
supply and hence so dear (see previous 
story). But also, unlike the government, com- 
panies have been issuing bonds by the 
bucket-load. In the past two years non-fi- 
nancial firms have issued about $1 trillion- 
worth. Much of this debt has been used by 
companies to buy back their shares. 

While this may look good to sharehold- 
ers, since it boosts a company’s earnings- 
per-share, bond investors have balked at the 
extra borrowing. So have credit-rating agen- 
cies. So far this year one agency, Moody’s, 
has downgraded three times as many com- 





panies as ithas upgraded, a ratio unmatched 
since the recession of the early 1990s. Last 
year some 6% of issuers defaulted (the high- 
est percentage since that recession); this 
year, Moody’s predicts that 7% will. 

But none of these factors, even if taken 
together, explains the fall in corporate-bond 
prices. The recent gyrations of the equity 
market provide another explanation: when 
the market value of a company fluctuates, 
that increases the apparent risk of lending to 
it as well, making corporate debt as well as 
equity less attractive. 

Judged by the equity market, many busi- 
nesses have indeed become much more vo- 
latile. “Implied volatility’—the number that 
sellers of equity options pop into their mod- 
els—is in many cases higher than it was dur- 
ing the 1987 stockmarket crash. Implied vola- 
tility on some technology stocks has reached 
100%. And it is not much less for some old- 
economy shares, because equity investors 
have no idea of the effect of the Internet on 
companies’ prospects. 

Volatility is likely to increase when the 
Fed raises interest rates again, or if the stock- 
market plunges as the corporate-bond mar- 
ket has. In any case, the debt market is un- 
likely to recover its poise in the immediate 
future, because few investors are in a posi- 
tion to buy corporate debt. Mutual funds 
that specialise in corporate bonds have done 
badly of late, and the performance of high- 
yielding, speculative or “junk-bond” funds 
has been awful. The biggest, run by Van- 
guard, lost 1.4% over the past 12 months. Mor- 
gan Stanley Dean Witter’s has lost 5% and 
Paine Webber's a startling 13%. 

Small wonder, then, that some $u billion 
has left junk-bond funds over the past 
year—and that the outflow has been in- 
creasing. Some junk-bond funds may be 
worth a lot less than they seem to be.Onean- 
alyst reckons that some managers are over- 
stating the value of their bonds by ten per- 
centage points or more. That is partly 
because the market has become so thin that 
they are hard to price, but also, presumably, 
because their true values are so frightening. 
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_ South Korean accounting 
The open 
society 


SEOUL 


PHE financial ieii that hit South 
_ Korea in 1997-98 pushed the country to 
4 the brink of bankruptcy. But even hard-hit 
~ businesses admit it has done some good. Ko- 
rean companies, for example, were known 
for their opaque accounts. But, since the cri- 
sis, the country’s financial accounting stan- 
dard-setter has tightened up its 
rules, and, though they still have 
quite a way to go, companies are at 
least now trying to meet interna- 
tional norms. 

In the past, South Korean banks 
rarely bothered with a careful study 
of financial reports, since they pre- 
ferred to lend against collateral 
rather than a borrower's expected 
cashflow. And investors’ share pur- 
chases were mostly driven by ru- 
mours rather than by the financial 
soundness of the firms. But times 
have changed. After the collapse of 
several big conglomerates with hid- 
den debts, such as Kia Motors and 
the Daewoo conglomerate, creditors, credit- 
rating agencies and investors have all started 
to scrutinise auditors’ reports more carefully. 
And tomake them more useful, the Financial 
Supervisory Commission, the main regula- 
tor, in 1998 enforced new standards. 

The new rules address several common 
bad habits. For example, they ban compa- 
nies from deferring losses or gains from ex- 
change-rate movements. And shares and 





bonds must be valued at market prices—if 
they are marketable—while investments of 
more than 20% of the voting shares in a com- 
pany must be accounted for using the “equ- 
ity method” (recording the cost of the shares, 
plus the relevant proportion of the com- 
pany’s profits). 

Now 8,000 companies, including all 
listed firms, have to produce financial state- 
ments audited by independent accountants. 
The big family-owned conglomerates, or 
chaebol, must produce three sets: individual, 
consolidated and “combined”. The unprece- 
dented combined statement, which has to 
be produced from this July, will consolidate 





the accounts not just of the chaebol’s subsid- 
iaries but also of more than 100 linked com- 
panies with which they each do business. 

It all sounds good. The trouble lies in the 
accounts that are being consolidated. In 
these, Korean practices still fall short of inter- 
national standards. Most seriously, an op- 
timistic view is taken of “current assets”, 
which may include payments not due for a 
year or more, while some liabilities do not 


The return of pricing power 


NEW YORK 


Mao 

i 

OW much higher will the Fed go? In 

| deciding to raise short-term interest 
rates by half a point, to 6.5%, on May 16th, 
Alan Greenspan, the chairman of the Fed- 
eral Reserve, has clearly decided to pour 
cold water on America’s red-hot economy. 
The old convention about not raising inter- 

est rates sharply during a presidential elec- 

tion year has been abandoned. That spells 

more trouble for the stockmarket, which 

tends to perform poorly after multiple in- 

terest-rate increases. 

Mr Greenspan was shaken out of his 
love affair with the inflation-defying new 
| economy by a sharprise in inflation during 
March. This more than outweighed figures 
showing that in April average consumer 
| prices did not increase. There is now clear 
| evidence that wage growth is accelerating. 





Just as troubling may have been the ex- 
traordinarily rapid recent growth in cor- 
porate profits, which can be evidence of in- 
flationary pressure not picked up by the 
official price data. The profitability of sar 
500 companies that have reported their re- 
sults (ie, most of them) was 23.6% higher in 
the first quarter of 2000 than in the same 
period in 1999, according to Chuck Hill of 
First Call,a research firm. This is the biggest 
increase since 1993, and it came as a shock 
to Wall Street analysts, exceeding their esti- 
mates by 5.8 percentage points. This is the 
biggest profits surprise that Mr Hill can re- 
member. 

It was not due just to higher sales. Mar- 
gins also increased sharply. Revenues rose 
by 16.8%, much less than profits. Rising 
margins are often evidence of growing pric- 


appear on the unconsolidated’ balance 
sheets at all. For instance, many. Korean com: 
panies do not record financial leasesof prop- 
erty or equipmenton their balance sheets. At 
the end of 1999, for example. the book value 
of the property and equipment leased by: 
Samsung Electronics stood at 765 billion won 
($670m), or 7% of its tangible assets. This did - 
not appear in its audited accounts. 
Many companies also fail to report: sot 
contingent trade-finance liabilities, 7 
sums can be huge. At the enc of last year 
example, Hyundai Motors had 280 bil 
won of “documentary acceptances” o1 
standing. They were not even mentioned 
all in the unccnsolidated ac 
counts, though in the consoli 
dated version, produced four: 
months later, such liabilities to- : 
talled 1 trillion won. 
Another problem was the. 
culture of impunity surrounding | 
auditing failures. Creditors rarely 
sued and the government wasle- 
nient: For example, although. 
Chong Un, a firmof accountants, 
failed to discover that the books’. 
had been cooked at Kia Motors, 
which went bust in 1997, it suf- 
fered no more then a one-month... 
business suspension. A string of | 
bankruptcies of audited .compa- 
nies has taught the government and the au- | 
ditors some lessons. Now, auditors who fail = 
to spot fraud risk up to three years in prison, 
or fines of at least 30m wen. And big ac- 
counting firms will refuse to audit financial 
statements if the company or creditors failto = 
provide data. Now that accountants see 
themselves as. accountable, maybe compa- — 
nies they audit will start todosoas well. 














ing power. One of the main reasons why 
inflation has stayed low during recent 
years, despite rapid economic growth, is 
that consumers refused to pay higher: | 
prices. Although most of the recent im- | 
provement in margins has been in oil and- 
other cyclical commodities such as paper, 
which were weak a year ago, Mr Hill sees 
signs of pricing power creeping back else- 
where too. 

There is plenty of anecdotal evidence. 
For instance, airlines, which have tried un- 
successfully to raise fares over the past cou- 
ple of years, now claim to be making their 
increases stick. And it is notjust big compa- 
nies. A survey by the National Federation 
of Independent Businesses found that the 
number of firms that reported higher aver- 
age selling prices doubled to 16% in both 
March and April. On average. 12% of firms 
have raised their prices each month this | 


year, compared with 5% last yearand2%in | © 
1998. Enough reason for the Fed to worry. i 
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‘FINANCE AND ECONOM 
The EBRD £ 


Reluctant 
graduates 


HIS weekend, thousands of bankers, 

ministers and journalists are converging 
on Riga, the Latvian capital, for the annual 
meeting of the European Bank for Re- 
construction and Development. The de- 
velopment bank, set up to help turn formerly 
communist economies into models of free- 
marketry, hopes to come away with a new 
boss and a pat on the head for a newish strat- 
egy that, by and large, seems to be working. It 
may also have to confront some awkward 
questions about its future role. 

Despite predictions of a bruising battle 
over a successor to Horst Köhler, who re- 
cently took the topjob at the mr, the process 
has produced little excitement. It settled 
fairly smoothly on Jean Lemierre, an un- 
controversial life-long civil servant from the 
French Treasury. He will take over a bank 
oozing relief. After a thumping loss of €261m 
($291) in 1998, it clawed its way back to pro- 
fitlast year. It has also, at long last, settledona 
medium-term strategy. 

As well as doing more to help small busi- 
nesses, the bank wants to do more to clean 
up corporate governance. In Russia, it has 
launched several lawsuits over investors’ 
rights. An example is Chernogormeft, an oil 
concern. The EBRD went to court after the 
company was pushed into bankruptcy and 
then sold cheaply to a Russian rival. It lost 
but, more than 20 appeals later, it expects to 
get most of its money back. “We have to take 
a lead on shareholder rights, because we can 
make ourselves felt,” says Charles Frank, the 
bank’s acting president. 

Another focus is investment in financial 
institutions. The EBRD sees good local banks 
as a crucial part of functioning financial 
markets. Sadly, it has so far had trouble pick- 
ing winners, especially in Russia, where both 
banks in which it took equity stakes—Toko- 
bank and Inkombank—collapsed in 1998. 
Several loans have proved ill-judged too, 
and the erp seems to have been surprised 
to find that the Russian legal system tends to 
favour powerful locals. One bank’s liqui- 
dator ran off to New York with its remaining 
assets. Other lawsuits continue. The bank 
has not revealed its exact losses—tens of mil- 
lions of dollars by most estimates. Nobody 
has been sacked. 

One aspect of strategy on which there is 
little consensus is “graduation”, the bank’s 
term for winding down in advanced coun- 
tries, such as Hungary and Poland, to free re- 
sources for clients farther east. So far, the 
wealthier countries have got the most EBRD 
money (see chart). They are still receiving as 
much. as ever: the five countries closest to 
joining the eu (the Czech Republic, Estonia, 
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Hungary, Poland and Slovenia) gota quarter 
of the bank’snew commitments last year. 

The bank’s critics say it-must do less in 
Central Europe, where output has returned 
to pre-1989 levels, and more in the former So- 
viet Union, where it languishes 40% below. 
Some shareholders, including the Ameri- 
cans, think it should start to shift resources 
now, and should stop lending altogether to 
countries once they join the ev. Not surpris- 
ingly, several EBRD executives disagree. As 
one investment banker puts it: “Turkeys 
don’t vote for Christmas.” 

The bank argues that it has already 
moved out of sectors in the richer countries 
that attract copious investment, such as tele- 
coms. But it insists there is still plenty to do. 
Who else, it asks, will make long-term loans 
to municipalities (and goad them to privatise 
services) or help restructure industries such 
as mining and railways? Yet if the bank 
wants to stay, it must guard increasingly 





against crowding out private-sector finance. 
It is meant to finance private projects, but 
only those that commercial lenders are re- 
luctant to touch without multilateral help. 
Although the egre says it has never re- 
ceived an official complaint about stealing 
business from the private sector, commercial 
bankers say it is in danger of slipping away 
from the cutting edge and towards the safe 
bet. In 1998 it sank $100m into the privatisa- 
tion of Pekao, a Polish bank that, according 
to a banker who worked on the deal, could 
easily have found takers without the esrp’s 
help. “It was obvious that they wanted a big 
deal that would fill their quota and was sure 
to make a buck,” says the banker. If that is 
typical, then the sooner Mr Lemierre pushes 
the EBRD eastwards, the better. 
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British capital markets 


Undue caution 


INCE taking office in 1997,Gordon Brown, 

Britain's chancellor of the exchequer, has 
been bemoaning his country’s long-term 
rate of economic growth. Part of the pro- 
blem, he thinks, lies in a dearth of invest- 
mentinsmall and innovative companies, es- 
pecially compared with America. Hence an 






inquiry, begun this week, by Paul Myners, 


chairman of Gartmore, an asset-manage- 
ment firm, into how Britain’s biggest invés- 
tors—pension funds and life insurers—allo- 
cate their money. Mr Myners is due to report 
to Mr Brown before next spring’s budget. 

By and large, says Mr Myners, pension 
funds and life companies, which control 
about 45% of quoted equities, have done a 
good job for pensioners and policy-holders. 
But their investment has been concentrated 
in quoted equities and gilts. “There appears 
to have been a reluctance to invest in other 
assets such as venture capital, companies 
outside the major indices and high-yield 
bonds,” he writes. Is this prudence or mis- 
placed caution? And if the latter, why? 

Definitely the latter, says Ronald Cohen, 
chairman of Apax Partners, a venture-capi- 
tal firm. Of the £114 billion ($2 billion) that 
Apax raised in.1999, only 14%came from Brit- 
ish institutions. Most of the rest came from 
American and continental European inves- 
tors. In the British venture-capital industry 
as a whole, 13% of finance came from British 
pension funds.and insurers in 1998;37% from 
their foreign equivalents. A mere 0.5% of Brit- 
ish pension funds’ assets are in venture capi- 
tal, compared with 5% in America. 

How come? Returns cannot be the rea- 
son, says Mr Cohen:over the past 30 years his 
funds’ performances have been “nothing 
short of spectacular’. Nor, he insists, is ven- 
ture capital as risky as many investors think. 
Although returns are volatile, none of Apax’s 
funds has yet lost money. Investing in a sin- 
gle young company is risky; investing in sev- 
eral firms in sectors that a venture capitalist 
knows well is a different matter. 

Regulation is one possible cause of cau- 
tion. Among other things, the Minimum 
Funding Requirement (mer), which in effect 
obliges pension funds to invest in gilts and 
quoted equities, will come under the Myners 
lamp. Mr Myners will also ask whether some 
industry practices distort investment deci- 
sions. Some argue that quarterly compari- 
sons of fund managers’ performances, for 
example, scarcely encourage managers to 
stand out from the crowd or to invest for the 
long term. 

Fund managers and their advisers point 
out that in the past they have done pretty 
well for their clients without putting much 
into venture capital and shares in small com- 
panies. But the mer is widely bemoaned. “Is 
it a structural impediment? A resounding 
yes,” says Alan Rubenstein, chairman of the 
investment committee of the National Asso- 
ciation of Pension Funds. And with inflation 
low, says Tim Gardener, head of investment 
consulting at William M. Mercer in London, 
institutions cannotexpect the same bumper 
returns as in the past 20 years, So although 
past reluctance to invest in venture capital is 
understandable, “we agree with the basic 
thrust, that pension funds should look at it.” 
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_ American investing 


NEW YORK 


American mutual-fund industry 
seems to go from strength to strength. De- 
e sickening lurches in share prices, resil- 
ient small investors keep putting money into 
equity funds. So attractive is the business 
that foreigners seem to be queuing up to pay 
rich prices for fund managers. This week It- 
aly’s UniCredito said it would pay $1.2 bil- 
lion for the Pioneer Group, more than four 
times what the company was valued at just 
last year. ING, a Dutch bank, recently paid 
$6.1 billion for ReliaStar, an insurer that has 
moved into fund management. At the Amer- 
ican Stock Exchange in lower Manhattan, an 
entire wall has been ripped out tocreate new 
trading stations for a fund-like product of- 
fered by Barclays Global Investors (B61). 

But on closer examination, the mutual- 
fund business does not look quite so healthy. 
Yes, money is still coming into the 
industry—some $1.2 trillion last year 
alone. But it is flying out almost as 
fast. The amount of new cash com- 
ing into the market declined by 1% 
in 1998 and 30% in 1999, according to 
Financial Research, an industry 
consultancy. Worse, from the point 
of view of most firms, two-thirds of 
new investment is going to a mere 
three companies: Vanguard, Janus 
and Fidelity. The best of the rest re- 
ceive a dribble of new money, and 
more than 40% are losing assets. 
That group includes Pioneer, which 
saw $1 billion depart in the first quarter of 
this year. Almost all of the firms interested in 
buying it were foreign. 

Firms already ensconced in the Ameri- 
can market seem less interested in expan- 
sion than in hanging on to their existing cus- 
tomers. That has become increasingly 
difficult as financial supermarkets run by 
companies such as Charles Schwab and Fi- 
delity have made shifting from one firm to 
another no harder than clicking a mouse. 
The redemption rate for equity funds ex- 
ceeded 21% in 1999, up from 13% in 1992. With 
information on performance and fees easily 
available all the time, investors are more im- 
patient. In the 1990s, the original Janus Fund 
earned an annual average return of 22%, 
compared with 12% at the equivalent fund at 
Merrill Lynch. So even Merrill's vast army of 
brokers no longer push the firm’s own funds, 
which have suffered net redemptions of $19 
billion in the past two years. 

In the past, such comparisons were less 
important. As recently as 1995, boring, low- 
yielding, federally insured bank accounts 
were still Americans’ favourite repository for 
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Feelings are no longer mutual 


€ golden age of America’s mutual-fund industry come to an end? 


their savings. The long bull market has 
changed all that. The Investment Company 
Institute, an industry trade group, estimates 
that, counting dividends, distributions, re- 
demptions and embedded capital gains, in- 
vestors in mutual funds made gains of $3.5 
trillion in the 1990s. Some $5 trillion is now 
held in fund accounts, three times the 
amount at the beginning of the decade, and 
one-third more than is kept in banks. 


Saturation point 

One consequence of this success is that al- 
most everybody who can own a mutual 
fund already does. A corollary is that almost 
every company thatcould run a fund proba- 
bly does too. Some 600 companies and 11,000 
individual funds now compete for attention. 
Predictably, there have been mergers, but 





there has been noevidence that they provide 
anything of value. Indeed, there are plenty of 
reasons to believe they are actually damag- 
ing. All of the most successful firms, includ- 
ing Fidelity, Vanguard and Janus, have 
grown organically. Big takeovers or mergers, 
such as Zurich-Kemper’s purchase of Scud- 
der Stevens & Clark, or Franklin’s of Mutual 
Series, have been followed by defections of 
key employees. United Asset Management, a 
Boston firm that aggressively bought suc- 
cessful managers, has been a disaster. 

Meanwhile, an entirely new class of 
competitor has entered the business: online 
brokers who cater to the smallest investor. At 
the end of 1999, these brokerages held $900 
billion in customers’ assets. Many online cus- 
tomers probably find funds a bit stodgy. At 
the beginning of the bull market, the diversi- 
fication provided by a fund was a good way 
of reducing risk. When a handful of high- 
tech shares were soaring earlier this year and 
last, diversification seemed more like an 
opportunity cost. 

The recent havoc in the markets might 
make it respectable again. Since the year be- 


FINANCE AND ECONOMICS 


gan, says Charles Schwab, there has been ev- 
idence that some customers are shifting back 
from its discount-broking operations to its 
fund supermarket. But many are lost to the 
funds business forever. And for good reason. 
For all their benefits, funds have often been 
sold to the wrong customers. People wealthy. 
enough to buy a diversified portfolio of 
shares and bonds directly would usually be 
far. better-off doing so than i 
fund, because of the fees man: 
and the tax inefficiencies of thi 
vesting, Yet such investors are precisel 
ones that fund firms are chasing. 
There are many funds that, log 
should not exist at ail; or, at least, that charg 
fees that are hard to justify, such as bo 
funds costing more than 1% a year in cor 
missions. Even the average equity fund’s an: 
nual fees of 1.4% seem steep. And funds spe 
cialised in particular industrial sectors ma’ 
charge over 2% a year, pleading the völanility 
oftheir markets. 
Investors’ willingness to pay these feesi is 
being further put to the test by: the biggest 
single threat to the rest of the fund industry: . 
the success of Vanguard, a Pennsylvanian - 
company that sells funds linked to 
stockmarket indices. These “pas 
sive” investment funds (ie, where: 
the manager does not have to make 
investment decisions) have lower 
costs that help to produce better re 
turns. They have brought transpa- 
rency and have dented the mys- 
tique that “active” managers have 
used to justify corrosively high fees. 
Like online fund supermarkets, 
Vanguard makes it obvious that in 
vestment funds are commodities. 
That undermines the basis of tradi- 
tional mutual funds—and espe- 
cially of the fees they charge. ; 
The issue has been highlighted by thear- 
rival of a new class of investment products,” 
of which ser is the most recent sponsor, that 
resemble index funds in their performance, 
but qualify as shares and enjoy the conse- 
quent tax benefits. These products, which 
trade on the American Stock Exchange, ate 
dirt cheap. Bc1’s iShares sap 500 Index Fund 
will cost less than 0.1% of assets in annus 
fees. That is about. half the (already low) 
price Vanguard charges for its more conven- 
tional sar 500 Index fund. In response, Van- 
guard intends tocreate a competing product. 
On average, such funds will perform bet- 
ter than at least half the higher-cost, actively- 
managed funds. So it will be even less obvi-. 
ous why active funds should be worth their 
high fees. Doubts on that score seem to be 
spreading. This year, for the first time in 
memory, more funds are being liquidated or 
merged out of existence than created. That 
trend is likely to accelerate, especially if a 
bear market takes hold, and oii : 
fund investors start getting poorer. 













































Divide and rul 





America’s Justice Department wants Microsoft to be cut in two—creating a 
Windows company and an applications company. Is this a good idea? 


HROUGHOUT the Microsoft trial, 

many of the firms’ most trenchant crit- 
ics have been hoping that the court will 
eventually demand a break-up of the com- 
pany. But what these critics usually had in 
mind was a division of the firm into four 
companies—three operating-system com- 
panies, each endowed with the Windows 
intellectual property, and an applications 
company. This was because the crux of the 
matter was seen to be the operating-system 
monopoly; that, according to critics, is 
where competition is needed most. 

Recently the Department of Justice 
made its request to the court for remedies, 
based on the court's earlier ruling that Mi- 
crosoft did indeed break the law (see page 
85). Surprisingly to some, how- 
ever, the poy has asked for Mi- 
crosoft to be broken up “hori- 
zontally” into just two 
companies, one producing the 
operating system and the other 
producing applications. On the 
face of it, the operating-system 
monopoly will remain intact; 
and the near-monopoly that 
Microsoft has come to enjoy in 
office-productivity software 
will apparently proceed unmo- 
lested as well. Two monopolies 
for the price of one. 

As Paul Krugman has 
pointed out in the New York 
Times, orthodox economics 
would regard this result as 
worse than useless. The theoret- 
ical problem goes by the name 
of “complementary monopo- 
lies” or “double marginalisation”. If two 
firms each have a monopoly of goods that 
tend to be used together (like Windows 
and Office) the outcome for everybody is 
worse than if the firms colluded and acted 
as a single monopolist. 

The reason lies in the choice facing each 
of the separate monopolists. If monopoly 
A restrains its price in order to sell more, 
monopoly B will be able to raise its price 
and collect a bigger slice of monopoly rent. 
And, obviously, the converse is true. The 
externality in each firm’s pricing—the ef- 
fect on demand for the other firm's pro- 
duct--leads the firms to charge more than 
if they were acting as one. Each is engaged 
in a collectively self-defeating, yet individ- 
ually rational, attemptto take rent from the 
other. Jointly, they end up worse off, be- 
cause their higher prices suppress demand 





too much. Consumers end up worse off, 
too, buying less of both products and pay- 
ing more for the privilege. Producers and 
consumers alike would be better off with 
one big monopoly. 

What is the boy's answer to this? Carl 
Shapiro of the University of California at 
Berkeley (co-author of “Information 
Rules”, the best book so far on Internet eco- 
nomics) and Paul Romer of Stanford (fa- 
miliar to readers of this page as the founder 
in the 1980s of “new” growth theory) have 
supplied declarations to the court in sup- 
port of the poy’s proposed remedy*. Both 





argue that the twaex-Microsoft companies 
would not be secure monopolies in their 
respective domains once separated. 

Their point is not, or not only, that the 
Windows monopoly will be weakened 
when the applications company starts co- 
operating with operating-system rivals 
such as Linux, designing versions of Word 
and the rest that willrun on non-Windows 
platforms; nor merely that the Office near- 
monopoly will be weakened when Win- 
dows developers co-operate more enthusi- 
astically with makers of rival applications. 
All of that would presumably happen— 
but also, and maybe more important, the 
ex-Microsoft companies would start to 


+The papers by Messrs Romer and Shapiro can be read 
on the Justice Departments website, www.uslojgov/ 
atr/cases/f46o0/4643.htm and 4642.htm respectively. 


compete with each other directly as well. 

Both companies will have the incen- 
tive, and the financial muscle, to innovate 
in order to gain profits at the other's ex- 
pense. As Mr Romer says, “After the reorga- 
nisation is fully implemented, the operat- 
ing-systems company will control the 
Windows user interface. The applications 
company would control the user interfaces 
presented by the Office applications. 
Hence, each company has a powerful 
means of presenting final users with 
choices about new software products.” In 
one scenario, the Windows company 
could get into the applications business. At 
the same time, the applications firm might 
develop its own products into “middle- 
ware” that would allow other applications 
producers to write programs running on 
multiple underlying operating systems. 
The two firms might thus become fierce ri- 
vals,each with a stronger incentive to inno- 
vate, and to co-operate with other innova- 
tors, than now. 

In some ways, the proposed 
break-up would put Microsoft 
in the competitive position it 
faced in the mid-1990s, when 

_ Netscape threatened todevelop 
middleware that could have 
undermined the dominance of 
Windows—except that this 
time the challenger would be 
Microsoft excluding Windows, 
a firm uniquely equipped (not 
least with billions of dollars in 
revenues) to take up the fight. 

One question remains. If 
you want competition in op- 
erating systerns, why not do the 
simple thing and break up the 
Windows company? Well, that 
might not have been so simple: 
it is harder to divide up Micro- 
softs Windows assets than 
merely splitting them from the 

applications business. There is a legal as- 
pect to the matter, as well. Recall that the 
judge’s rulings emphasised that Micro- 
softs operating-systems monopoly was 
not in itself illegal; only that the firm’s 
methods of defending and extending it 
broke the law. So the court might simply 
have rejected a proposal to split the Win- 
dows business three ways. 

But in addition to these points, there is 
an economic rationale for the “half-mea- 
sure” horizontal chop. A Windows firm 
that is initially rich and powerful, yet fac- 
ing an equally rich and powerful rival, may 
offer a better promise of rapid innovation 
than you would expect from three gravely 
weakened operating-system companies, 
deprived at a stroke (since they start by sell- 
ing an identical product) of the great bulk 
of their profits. 





THE ECONOMIST MAY 20TH 2000 








HSBC Bank International Limited is a member of the HSBC Group, one of the world’s largest banking and financal services organisations with more than 5,000 offices in 80 countries and territories. HSBC Bank inte: 
Jersey. As at 31 December 1999, its paid up capital and reserves were £116.66 million. Copies of the latest audited accounts are available on request. Although income is paid free from tax offshore, it nay be fable to tax in y suntry of residence or domicile, or it 
it is transferred to another country, Your tax position will depend on your personal circumstances and you may wish to seek guidance from your tax adviser. Please note, tax legislation and practice may change. This edvert does nat constitute an invitation to buy or 
the solicitation of en offer to seli securities or make deposits in any jurisdiction to any person to whom it is unlawful to make such an offer or solicitation in such jurisdiction. MBJ/2202/020134 





mited’s prncipal place of business is 








Strength PRE WEA 





Offshore banks can all look very much the same on the round the clock, seven days a week. And independent 
surface. But you need to know that your offshore bank can financial advice, Most of all you need to feel confident that 
give you all the services you need to help your money grow. your money is in safe hands. 


You should also expect to be able to have access to your bank When you look below the surface, we really stand out. 


Tel + 44 1534616111 Fax +44 1534 616 222 
or visit our website at www.offshore.hsbc.co.je 


HSBC €> 


YOUR WORLD OF FINANCIAL SERVICES 


fxsued by HSBC Bank International Limited 


Or cut the coupon > 


To; HSBC Bank International Limited, PO Box 26, 28/34 Hill Street. St. Helier. Jersey JE4 SNR, Channel Islands 
Please send me my copy of “Offshore Services and Savings” 


Name ~ - j Nauonality 





Address 








Tel 3/EC0600 


Changing the way you th 


Innovation 





New Executive Education 
Programs at Darden 







September 5-8, 2000 


Electronic Commerce: Creating a Successful 
Business Model for the Web 


Participants gain an overview of e-business and 
learn to formulate, manage, and evaluate their 
firms’ e-business strategy and operations. The 
research and case materials from Darden’s recently 
acclaimed e-business program for 1,000 executives 
of a leading professional services firm formed the 
foundation of this program. 





October 15-20, 2000 


Managing Innovation and Entrepreneurship 
for Corporate Growth 


Participants will be introduced to the best practices 
on managing the conversion of technologies to 
commercial products and new businesses, while 
gaining information on selecting, implementing, 
nurturing, and monitoring the development of 
new ideas, technologies, businesses, and products. 


We invite you to join us... 


And learn why each year over 4,000 executives 
from around the world choose Darden Executive 
Education. As one recent participant remarked, 
“Great school, great methods; modern teaching 
style with case studies. The material can be used 
in your own environment straight away.” 
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Fax: 1-804-982-2833 
Email: Darden_Exed@Virginia.edu 
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The world is flat after all 


New astronomical images confirm a long-held suspicion about the universe: 
its shape is unreasonably simple and its contents unreasonably complicated 


VER the past few weeks, two different 
groups of astronomers have released 
the most detailed pictures yet taken of the 
most distant object that it is possible to ob- 
serve with a telescope. That object is no mere 
star or galaxy. It is the entire universe, as it 
was when it was only 300,000 years old—a 
monstrous shell of glowing plasma left over 
from the Big Bang, which surrounds the 
earth ata distance of 14 billion light-years. 
This glow was first discovered in 1964 by 
two physicists at what was then Bell Tele- 
phone Laboratories (the expansion of the 
universe has reduced the glow to the micro- 
wave spectrum, an area of interest to tele- 
phone engineers). These days the glow, 
known as the cosmic microwave back- 
ground (cms), is examined by balloon- 
borne telescopes, so as to eliminate atmo- 
spheric distortions. And the pictures from 
the two most recent of these telescopes, B00- 
MERANG and MAXIMA, are fast consolidat- 
ing ideas about the fundamental nature of 
the universe. 
What the images show, at first glance, is 
that the glow is amazingly uniform. The cms 
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is smooth and largely featureless, rather like 
the interior of a hot kiln. But it is not com- 
pletely featureless. There are tiny, irregular 
variations in its brightness from place to 
place, although they deviate from the aver- 
age by no more than 0.003%. These puny rip- 
ples were first detected in 1992 by a satellite 
called the Cosmic Background Explorer. The 
goal of the balloon missions was to take 
much sharper pictures of them. 


Deep background 


The ripples are important because without 
them the universe would be dull. It would 
have cooled from a bright, uniform fireball 
into a dark, uniform void. The ripples repre- 
sent slight variations in the density of the 
early universe. These variations later con- 
tracted under the force of gravity to form gal- 
axies, stars and planets. 

BOOMERANG and MAXIMA haveshown, 
however, that there is more than one sort of 
ripple. Both telescopes suggest that most of 
the ripples are just under 1° across (about 
twice the width of the full moon in the sky). 
But they also point to a small but significant 


minority thatare 4 across. And according to... 
Max Tegmark, a researcher atthe University 
of Pennsylvania who has been poring over’. 
the ripple-figures since they were released, 
the maxima images are fine enough to place’ 
limits on the possible size of a third peak. To 
a cosmologist, this is electrifying news, for 
three reasons. 

The first is the mere fact that the ripples- 
come in preferred sizes. This was predicted 
as long ago as 1978, by considering the physi- - 
cal properties of the primeval fireball. But it 
had not previously been shewn to be true. 
Small fluctuations in density would have 
propagated through the fireball like sound 
waves. The wavelengths of this “sound” 
would have controlled the widths of the rip- 
ples. Since the analogy with sound waves is 
very close, the preferred ripple sizes are 
called “acoustic peaks”. 

At a stroke, the shapes ef the acoustic 
peaks refute several theories about what 
caused the ripples in the first place, and 
therefore how the stars and galaxies came to 
be. The widely acknowledged winner is an 
idea called “inflation”, an extension of Big 
Bang theory that covers the first split-second 
of time. 

inflation was concocted in 1979 by Alan 
Guth, aresearcher at the Massachusetts Insti- 
tute of Technology. According to Dr Guth, 
the universe expanded exponentially during 
these early seconds, at a rate much faster 
than it does now. It was during the transition 
from this hyperactive rate of growth to the 
current, more sedate pace that the ripples 
formed. And the theory predicts roughly the 
pattern thatis observed. 

Besides this pattern, Dr Guth’s theory 
has also received a boost from the exact sizes ` 
of the ripples. This was the second piece of 
news provided by the new images, and itim- 
plies thatthe geometry of “space-time” is the 
simplest possible. 

According to Einstein’s theory of relativ- 
ity (which showed, among other things, that 
time is just another dimension, like those of 
space,and thus created the concept of space- 
time) there are three possibilities for the 
geometry of the universe. They can be distin- 
guished by asking what happens to a pair of 
parallel beams of light that are fired into 
space. The seemingly obvious answer, that 
the beams stay parallel and never cross, cor- 
responds to the simplest case, a so-called 
“flat” universe. In a “closed” universe, the 
beams eventually cross; in an “open” uni- 
verse, they spread apart. 

The difficulty with testing this by experi- 
ment is that the light beams must traverse an 
appreciable fraction of the universe before 
the deviations become significant. Fortu- 
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nately, the light (or, rather, microwave) rays 
that make up the cms have done exactly 
that. They can therefore be used as natural 
cosmological plumb-lines. 

Because it is straightforward (at least for 
a physicist) to compute the wavelengths of 
the “sound” in the primeval fireball, astrono- 
mers believe they know the actual widths of 
the ripples in the cms. So, by observing how 
large these ripples appear in the sky, and 
comparing that with how large they ought to 
appear, given their distance, it is possible to 
deduce how much the microwaves have 
converged or diverged on their journey to 
earth. The new data imply that the universe 
is flat—or at least very nearly so. 

This is both unsurprising and surprising. 
Unsurprising, because there were hints at it 
from previous experiments. Surprising, be- 
cause a flat universe is actually very unlikely. 
Relativity theory says that even a tiny depar- 
ture from flatness in the early universe 
would be amplified over time, so that the 
universe today would be either extremely 


open or closed. If the universe is nearly flat 
now, it must have been ridiculously, im- 
probably flat to begin with. 

Some people might accept this primor- 
dial flatness as a fact of nature, but most 
astronomers, particularly Dr Guth, are too 
stubborn for that. His theory of inflation ex- 
plains the flatness as another consequence 
of the hyperactive bloating of the universe 
during its first split-second of existence. This 
rapid inflation would flatten space-time re- 
gardless of its initial conditions, much as the 
curved surface of a balloon becomes rela- 
tively flatter as it inflates. 

Inflation is still a highly speculative the- 
ory, because it invokes a weird and unob- 
served new type of matter to initiate the per- 
iod of inflation. Nevertheless, because 
nobody else has come up with a good reason 
why the universe should be so flat, there is a 
persistent and growing murmur about an 
eventual Nobel prize for Dr Guth. 

Besides, there is a long and honourable 
tradition of invoking weird and unobserved 





The longest “headache” ever 


OWS of chastity may be praiseworthy, 

but 80m years is ridiculous. Yet that, ac- 
cording to work published in this week’s 
Science, could be the length of time since 
any bdelloid rotifer had sex. 

David Mark Welch and Matthew Me- 
selson, of Harvard University, have been 
looking at the bdelloids 
(which are microscopic 
multicellular animals that 
live in fresh water) be- 
cause they may hold the 
key to an evolutionary 
puzzle. On the face of it, 
sex is a wasteful way to re- 
produce. In an asexual 
species, every individual 
acts like a female, laying 
eggs or giving birth. But, as 
soon as males come into 
the picture, the average 
number of offspring per 
individual drops. 

Moreover, once there are males, evolu- 
tionary pressures normally cause them to 
become half the population, reducing the 
average number of offspring per individ- 
ual by half. (The reason is that males havea 
competitive advantage when rare, since a 
rare male can father a huge number of off- 
spring; so genes for producing males will 
spread rapidly once they arise.) Yet despite 
this, most creatures go in for some sort of 
sex. Even species such as aphids, which re- 
produce asexually when the going is good, 
will churn out males and females when 
times are hard. 

The reason for all this activity is widely 








Touch me not 


believed to be that because sex produces 
genetic diversity, it protects a species 
against environmental fluctuations and, in 
particular, against parasites. Some off- 
spring may succumb to a flood or a germ. 
But if they are different enough from one 
another, a few individuals should survive 
almost any onslaught. 

This may explain why 
truly asexual species are 
rare. Although their higher 
rate of reproduction favours 
them at first, they easily be- 
come extinct when faced 
with a hazard to which all 
their members are geneti- 
cally susceptible. But bdel- 
loids are not rare. They are 
not even a single species: 
there are thought to be about 
360 different ones. Many bi- 
ologists, therefore, have sus- 
pected that, although they 
appear to be asexual, they occasionally 
sneak off for a quick one when nobody is 
looking. Dr Mark Welch and Dr Meselson 
have more or less laid this idea to rest. 

They have done it by exploiting a para- 
dox. Although sex increases diversity be- 
tween individuals in a group of offspring, 
by making them different both from their 
parents and from each other, it decreases 
the diversity found within individuals, by 
mixing up the genes in a population and 
spreading them around. Doing without sex 
does the opposite, because DNA constantly 
accumulates mutations. 

Those mutations that make a differ- 
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new types of matter in astronomy. In fact the 
most orthodox description of the contents of 
the universe says that over 90% of it is “dark 
matter”. This is a substance of which almost 
nothing is known, except that it must exist, 
because its gravity is necessary to keep galax- 
ies from flying apart. 


Dark doings 

The third bit of news from BOOMERANG and 
MAXIMA is that this dark matter cannot be 
just a heap of burnt-out or unlit ordinary 
matter. It must be something truly new. 

This follows, in an abstruse way, from 
the observed count of the smaller-scale rip- 
ples in the cmp—the newly discovered sec- 
ond acoustic peak. The ratio of the number 
of small ripples to large ones turns out to be 
an indicator of the percentage of the uni- 
verse’s mass that comes from ordinary mat- 
ter. The more small ripples there are, the less 
ordinary matter there should be. 

The observations suggest that about 6% 
of the universe is “ordinary”. The remaining 


ence to the operations of genes will be af- 
fected by natural selection. If they are de- 
leterious they will be eliminated. If they are 
advantageous, they will be favoured. But 
most mutations are neutral in their effect. 

Sexual reproduction mixes up the DNA, 
distributing neutral mutations around the 
population. Not having sex means this 
cannot happen, so mutations accumulate 
in each asexual line. And because chromo- 
somes—and therefore genes—come in 
pairs, and mutations occur independently 
in each gene of the pair, the two versions of 
a particular gene in any asexual line will 
gradually diverge, becoming more and 
more different from one another. 

Dr Mark Welch and Dr Meselson 
looked at this phenomenon in four sorts of 
gene in individuals from four species of 
bdelloid. They found that the genes in 
question were around 50% different from 
each other in each individual, compared 
with 2-3% in sexually reproducing rotifers. 

This is strong evidence that bdelloids 
really are asexual. And knowing the rate at 
which neutral mutations accumulate in 
most animal species, the 50% figure sug- 
gests that the first asexual rotifer lived 
about 80m years ago—twice as far back as 
the oldest known fossil bdelloid, a 40m- 
year-old specimen preserved in amber. 

Given this age-old abstinence, the 
bdelloids may help to solve the big ques- 
tion about sex: whether it really is neces- 
sary. For they have survived the vicissi- 
tudes of environmental fluctuations, 
parasites and the accumulation of muta- 
tions, all things that biologists have sug- 
gested promote and sustain the need to 
mix the genes. Work out how they did it, 
and wecan all become nuns and monks. 
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SCIENCE AND TECHNOLOGY 


94% must therefore be composed of things 
other than the familiar electrons, protons 
and neutrons that make up just about every- 
thing that anybody currently knows about. 

This conclusion also follows from a com- 
pletely different line of evidence,dating back 
to the 1940s. This was a calculation of how 
many atoms would be cooked up in the pri- 
meval fireball, based on what is known of its 
density and temperature. The answer is: not 
nearly as many as are needed to provide the 
observed mass of the universe. 

The only fly in the ointment is that the 
two lines of reasoning do not agree in detail. 
The primeval-fireball calculations only al- 
low for 4% of the universe to be made of or- 
dinary stuff. In other words, the second 
acoustic peak in the cms is not as high as 
most cosmologists expected. 

This discrepancy will keep them busy at 
their desks for the next few months. But 
probably no longer than that. Now that the 
ripples in the cms are known to be a mine of 
information, the gold rush has begun. Doz- 
ens of new experiments, involving more bal- 
loons, antennae on high mountain tops, and 
satellites, will be peeringat the ripples for the 
next few years. As a result, the wallets of 
cosmologists will be filled with ever-finer 
baby pictures of the universe. 
~ si B a 








Gulf-war syndrome 


Shot in the arm 


N THE body’s fight against disease, immu- 

nisation is a powerful weapon. Like mili- 
tary training exercises, vaccines ready the 
immune system for battle against future at- 
tacks from nasty viruses or bacteria by pro- 
viding a foretaste of infection when the body 
is at peace. But for some of those at war in the 
Gulf in the early 1990s, vaccines may have 
prompted certain illnesses even as they were 
preventing others. 

In a paper published in this week's Brit- 
ish Medical Journal, Matthew Hotopf and 
his colleagues at the Gulf War Research Unit 
of King’s College London, show a link be- 
tween vaccines given to British servicemen 
after their deployment in Kuwait and Iraq, 
and some of the symptoms, such as fatigue, 
joint pain and depression, that characterise 
the loose collection of Gulf-war-related ill- 
nesses—colloquially known as “Gulf-war 
syndrome”—reported by roughly 10% of 
combatants in the war. 

Dr Hotopf and his group of epidemiolo- 
gists studied more than 900 Gulf-war veter- 
ans who had access to their immunisation 
records, They questioned them about their 
health and the sort of vaccinations they had 
received before and after being sent to the 
front. These ranged from routine shots 
against common ailments, such as hepatitis 
A and typhoid, to protection against more 
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exotic maladies, such as plague and anthrax, 
which might have broken out had biological 
weapons been used. 

While no individual vaccine was reliably 
associated with a greater risk of Gulf-war-re- 
lated sickness, those servicemen receiving 
five or more shots in quick succession were 
more likely to complain of its common fea- 
tures (except so-called post-traumatic stress 
disorder induced by the direct experience of 
battle), and of generally poorer health, than 
those who had received just one vaccine. 
Even when common vaccine side-effects 
were taken into account, the statistical rela- 
tionship remained significant. 

But, curiously, the connection was ob- 
served only in those soldiers who said they 
had received their cocktail of vaccines after 
they were sent to the field rather than before 
they were shipped out. Dr Hotopf speculates 
that there may be some interaction between 
stresses at the front, be they physical or psy- 
chological, and multiple, simultaneous vac- 
cinations. This may trigger the body to re- 
spond with the symptoms now associated 
with Gulf-war syndrome. 

The pressures on troops in the Gulf war 
were numerous and varied: apart from fear 
of death and mutilation, soldiers also had to 
cope with the sudden shock of being sent to 
fight in a hot desert far from home, with all 
the changes in diet, sleep patterns and physi- 
cal activity that this entailed. Some of these 
stresses—exposure to organophosphate pes- 
ticides, which have been implicated in Gulf- 
war-related illnesses, or the traditional mis- 
fortunes of battle, such as seeing comrades 
killed—have already been ruled out by the 
King’s College group’s analysis as vari- 
ables that might have interacted with 
vaccines, even though they are 
known to have caused harm in their 
own right. But possible interactions 
between vaccination and other 
things, such as fear of a chemical- 
weapons attack, or treatment with a 
nerve-gas antidote called pyridostig- 
mine, remain to be investigated. 

In any case, teasing out links between 
these factors is no easy task, according to Dr 
Hotopf, because determining which stresses 
soldiers have experienced usually depends 
on the veterans’ own, rather hazy, recall of 
events nine years after the war. Even 
in the case of the vaccines to which 
they were exposed, records are 
often incomplete because of the 
rush to get men into battle. 

How, exactly, vaccines and 
stress might act on the body to 
produce Gulf-war-related sick- 
ness also remains unclear. Gra- 
ham Rook, a microbiologist at 
University College London, 
speculates that the two might 
conspire to push the immune sys- 
tem into producing a combination of 
cytokines—proteins that white blood cells 


use to communicate among themselves— 
known as a TH2-type response. This shift in 
response is seen in another intractable col- 
lection of symptoms—those associated with 
chronic fatigue syndrome. 

Some vaccines, such as the one used 
against cholera, are known to prompt a TH2- 
type response. When they are combined 
with a surge in cortisol, a stress-induced hor- 
mone, the effect isenhanced. Although clini- 
cal studies to date have not found a rise in 
such cytokines in Gulf-war veterans, Dr 
Rook reckons the methods used to detect 
them are too insensitive. Dr Hotopf’s group 
hopes to come to grips with this problem 
when it examines the immune cells of veter- 
ans later this year. 

Whether such findings apply to veterans 
of other countries with Gulf-war-related ill- 
nesses remains to beseen. Earlier research by 
epidemiologists such as Greg Gray, at the 
American Naval Health Research Centre in 
San Diego, has failed to find a link between 
vaccination and veterans’ illnesses. But Dr 
Gray wonders if differences in study meth- 
ods, such as access to vaccination records, or, 
indeed, different immunisation schedules 
between American and British forces, could 
account for this divergence. If the connec- 
tion between vaccination and Gulf-war-re- 
lated illnesses holds up to more scrutiny, it 
might prompt military authorities to recon- 
sider their vaccination programmes, making 
sure troops are always up-to-date with their 
shots, rather than rushing to jab them only 
when the push is on. 

























THE ECONOMIST MAY 20TH 2000 


When the impossible is this easy, it’s hard to tell where reality ends 
and imagination begins. From capture to output, Canon's digital imaging 
technology lets you create your own reality. 


http //www.canon.com 





Canon Digital Imaging a 

co = = È 
\@- a > 

inara Scanners Se mate = š 


Bubble Jet Printers 


© 2000 Canon Inc 





The new world trade centres 





=i 





f 


+) mmda peme 19 oe 





zt” 


making sense ot It all 
rene wih her denne of rsa cone at eno | E |B |C WORLD 


BBC World. BBC correspondents are in more countries than any other 





broadcast news provider, making sense of every world event for 167 Television 


million households, in over 200 countries. If you want to know all that is ' 
www.bbcworld.com 


happening, everywhere - from any event's humble beginnings to its 


ultimate conclusion - BBC World is out there, 24 hours a day. BEC World is a trademark:of the British Broadcasting Corporation 





Retreading the boards 


NEW YORK 


The best New York plays, as the Tony awards will show next month, are not 
new home-grown works but American revivals and British imports 


HE trouble with acclaimed “classic” pro- 

ductions of classic plays is that they dis- 
courage prospective producers from reviv- 
ing them. Why risk a poor comparison? Not 
so this season, when three rarely staged 
American plays have been recreated and re- 
vitalised on the New York stage. In the span 
ofjusta fortnight, David Mamet’s “American 
Buffalo”, Sam Shepard’s “True West”, and 
Eugene O’Neill’s “A Moon for the Misbegot- 
ten” opened on and off Broadway, with 
fresh reinterpretations of works that might 
otherwise seem outdated. The last two have 
both been nominated for a Tony award for 
“best revival”. Also on are noteworthy pro- 
ductions of Tom Stoppard’s “The Real Thing” 
and Cole Porter’s “Kiss Me, Kate”. This spate 
of healthy revivals is particularly welcome in 
a season of disappointing new plays. 

One common feature of the current re- 
vivals is their comparatively recent roots. 
“American Buffalo” had its debut only in 
1977, “True West” in 1980, and “The Real 
Thing” dates from 1984. None of them could 
you call mature, let alone old. Memories of 
their original incarnations remain strong, 
among both audiences and critics. And ev- 
eryone knows nostalgic comparisons rarely 
help. It can be far easier to propose yet an- 
other “Hamlet” or “Uncle Vanya” with their 
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long pedigree of performances ranging from 
the spectacular to the soporific, than to 
mounta play bearing the singular imprint of 
a memorable success. This season's revivals 
have the distinction of being both recent and 
rare. “A Moon for the Misbegotten” is one of 
Eugene O'Neill's less frequently shown 
works and has not been staged on Broadway 
since 1984. 

“American Buffalo”, “True West’, and 
the O'Neill all explore the dark side of the 
American dream. This may seem strange in 
the midst ofa period of unprecedented pros- 
perity. But perhaps, like “American Beauty” 
with its ominous exploration of the subur- 
ban ideal, these plays point to a growing un- 
ease with America’s growth bubble and a 
fear of what may lurk underneath or in its 
wake. All three plays seethe with a threaten- 
ing undercurrent of anger. All revolve 
around typical American “lowlifes”—alco- 
holics, junkies, petty thieves and hustlers— 
each of whom is in some way betrayed by 
the “system” or disappointed by unmet 
expectations. 

With “American Buffalo”, Mr Mamet 
(pictured above) created both the straight- 
talking, anti-corporate themes and the 
tough, defiant characters that resurface in 
many of his later works—and in many tired 


imitations. Yet the current production by his 
Atlantic Theatre Company, with its quiet, 
deliberate direction and understated perfor- 
mances, only heightens the bitter themes for 
which Mr Mamet's distinctive, biting dia- 
logue was meant. Featuring William Macy, a 
co-founder of Atlantic Theatre, and Philip 
Baker Hall, who both recently starred in Paul 
Thomas Anderson’s “Magnolia”, “Buffalo” 
revolves around a pathetic, half-hearted 
heist and the sorry figures who plot it. (Co- 
incidentally, Philip Seymour Hoffman and 
John Reilly of “True West” also hail from the 
“Magnolia” set.) 

Sam Shepard's “True West” also covers 
familiar territory. To reread “True West” is to 
revisit questions such as, can two brothers 
really be flip sides of the same man? Can 
someone with no education, but with “real- 
life” experience, create art better than some- 
one with training? Is there still such a thing as 
the American west? One would think these 
themes were well-worn back in 1982, when 
John Malkovich and Gary Sinise memorably 
enacted them in an acclaimed Steppenwolf 
production. Yet under Matthew Warchus’s 
direction, the way in which these questions 
are played out becomes riveting. Mr War- 
chus decided to have two actors play both 
main roles, alternating places every three 
performances. With another play and differ- 
ent actors, this could be seen as a pointless 
exercise in bravado; but with Mr Hoffman 
and Mr Reilly, both of whom have been 
nominated for “best actor”, Mr Warchus has 
found two serious young actors who can 
actually pull it off. 

“True West” follows the relationship be- 
tween two estranged brothers over the 
course of a long weekend. Austin, a success- 
ful, Ivy-League-educated screenwriter is 
house-sitting for his mother. His brother, the 
beer-guzzling thief Lee, insinuates himself 
into Austin’s existence, alternately provok- 
ing rage, jealousy and inspiration from both 
men as they compete against themselves 
and each other. Mr Hoffman and Mr Reilly 
manage to inhabit both roles so fully that the 
viewer's effort to determine which actor is 
better at which part—which actor is which 
character—underscores and fleshes out the 
themes that Mr Shepard has written on to 
the page. 

While “A Moon for the Misbegotten” 
takes a more straightforward approach to its 
interpretation, the current production is no 
less revelatory. Daniel Sullivan’s striking di- 
rection, combined with the talents of Cherry 
Jones and Gabriel Byrne, who have also 
been nominated for “best actor”, brings a 
new relevance to what has often been seen 
as one of O'Neill's lesser plays. Written in 
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1943 and first performed on Broadway in 
1957, it is a sort of elegy to O'Neill’s brother, 
James, who appears in the play, as he did in 
the better known “A Long Day’s Journey 
Into Night”, as the alcoholic actor James 
Tyrone, Jr. 

The story “A Moon for the Misbegotten” 
follows James's search for absolution in the 
compassionate arms of Josie Hogan, a self- 
declared town harlot and lonely companion 
to her tenant-farmer father, deftly played by 
Roy Dotrice. An almost religious meditation 
on the persistence of guilt and memory, and 
the desire for forgiveness, the drama uses a 
rather thin plot to tread across established 
O'Neill themes. Yet the nuanced perfor- 
mancesof Ms Jonesand Mr Byrne, with their 
exquisitely rendered articulation of some of 
O'Neill's finest writing, brings an atmo- 
sphere of both calm and urgency to the pro- 
duction. And though a sense of inevitability 
pervades the story, its tensions are illumi- 
nated with startling effectiveness. 

The difference between revivals and 
originals this season is unquestionably one 
of quality not quantity. Indeed, over the past 
five years, the number of original plays per- 
formed on Broadway has increased while 
the number of revivals has steadily waned. 
This season promised a number of appar- 
ently-intriguing new productions. 

Advance buzz on the coincidental ap- 
pearance of two musicals based on the same 
1920s jazz-age poem by Joseph Moncure 
March, “The Wild Party” centred on specula- 
tion about which one would prevail. The un- 
fortunate answer is neither. Both the Broad- 
way and the off-Broadway production try to 
substantiate an unpromising bit of literary 
fluff, highlighting the poem’s stale stereo- 
types and its lack of plotting. Also among the 
disappointments is Elaine May’s new play, 
“Taller Than a Dwarf”, featuring Matthew 
Broderick, a veteran of the New York stage, 
and Parker Posey in her Broadway debut. Ms 
May’s update on “Barefoot in the Park” 
seems pointless and Alan Arkin’s direction 
feels uncertain and confused. 

By and large, the timing, casting and im- 
peccable direction of the current revivals are 
not shared by the season’s debuts, though 
there are exceptions. On the musical side, Su- 
san Stroman’s “Contact” at the Lincoln Cen- 
tre winningly combines dance and drama in 
three whimsical tales of love, loneliness and 
fantasy; it has a Tony nomination for “best 
musical”. And the talented Mr Sullivan 
brings his directing skills to Donald Margu- 
lies’s Pulitzer-prize-winning off-Broadway 
play, “Dinner with Friends”, a traditional 
look at marriage and friendship, distin- 
guished by sharp dialogue, flawless staging, 
and an excellent ensemble cast. 

That revivals are currently the toast of 
the town means nothing to the plays’ pro- 
ducers when the Tonys are announced early 
next month. The creators of “True West” con- 
vinced the award organisers that the play isa 













new one because it has never before been 
produced on Broadway proper; which was 
lucky, since it was nominated as “new best 
play”. If it wins the Tony, this may mark the 
biggest success of a “new” play this season. 
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French theatre 


A touch of 
Soleil 


OMEWHERE in medieval Asia, a river has 

burst its banks. No one worries, though, 
about the plight of the peasants, except a 
dozen or so drummers who come on to the 
stage rapping out an urgent message. These 
are actors playing real instruments but pre- 
tending to be puppets, with a puppeteer up 
on a gantry above pulling the strings. The 
costumes are colourful and the rice pad- 
dies—which actually do get flooded at the 
close of the play—are cleverly evoked by a 
few planks and painted silks. 

The scene makes for memorable theatre, 
bringing together mime, music and a certain 
visual poignancy. It goes a long way towards 
explaining why “Tambours sur la digue” 
(“Drums on the dyke”), written by Hélène 
Cixous for the Théatre du Soleil, this month 
reaped three Moliéres—France’s most presti- 
gious theatre awards—for “best sets”, “best 
director” and “best dramatic creation”. That 
the 75-member Soleil troupe chose not to at- 
tend the ceremony is typical of an attitude to 
life offstage that is just as idiosyncratic as its 
onstage style. 

Soleils puppet-mistress is Ariane 
Mnouchkine (pictured below), who 
founded the troupe in 1964. Over the years, 
her forceful, memorable productions, which 
have included Shakespeare's “Richard 11”, 
Moliére’s “Tartuffe” and a cycle of Euripi- 
des’s “Atrides”, have drawn tens of thou- 
sands of theatre-goers to la Cartoucherie, a 
former ammunitions depot in the Parc de 


Dead serious 


Vincennes, on the outskirts of Paris, where 
Soleil is based. 

Soleil has been shaped both by ideals 
that spill over from the 1960s and Ms 
Mnouchkine’s personal and intensely sen- 
suous approach to drama. The actors sell 
tickets, clean out toilets, cook and serve at the 
bar as well as devoting long hours to rehears- 
als. They try out different parts and rehearse 
scenes in whichever order inspires them, un- 
til everything falls into place. “Soudain des 
nuits d'éveil” (“The sudden nights of awak- 
ening”), a play about Tibetan exiles who oc- 
cupy a French theatre, was written by Ms 
Cixous in conjunction with some of the 
troupe members. 

This season’s two plays could hardly 
have been more different: a stylised remote- 
ness for “Tambours sur la digue”, where the 
actors moved around the stage like puppets, 
propped up by figures in black, and a Chap- 
linesque sense of fun and generosity in “Sou- 
dain des nuits d'éveil”. Both performances, 
however, combined music, acting and danc- 
ing in a way that marks a break with tradi- 
tional French acting, which focuses almost 
entirely on voice and text. 

Ms Mnouchkine’s ability to surprise and 
to mark her productions with her particular 
style owe much to her continuing explora- 
tion of the performing arts the world over 
and her eagerness to blend widely-differing 
inspirations into a harmonious whole. The 
music for “Tambours”, which was com- 
posed by Jean-Jacques Lemétre,drawson an 
array of classical and oriental instruments 
which he plays almost single-handedly (ex- 
cept in the drummers’ scene), anticipating, 
echoing and even sometimes parodying the 
mood onstage. The music is all the more im- 
portant in that Mnouchkine productions are 
worked out like choreographies: Juliana 
Carneiroda Cunha. an actress who has been 
with her for more than ten years, started off 
as a dancer. From slow, puppet-like motions 
to the jerky trotting of an old woman across 
the stage, movements grow out of the parts 
and become stamped on the onlooker’s 
mind. The brightly coloured fabrics used for 
costumes, draperies and furnishings pro- 
vide splashes of colour on a open, unclut- 
tered stage that relies on a sober indirect 
overhead lighting to convey the illusion of 

daylight. 

1, Ms Mnouchkine’s 
broad epic style and 
meticulous attention 
to detail bring together her 
fascination with traditional east- 
ern drama and a wholly untheatrical 
interest in wider political issues. “Tam- 
bours” explores ethical issues that are just as 
relevant to an imaginary medieval Asia as to 
the contemporary West. For Parisian audi- 
ences, the religious hypocrisy exposed in 
Tartuffe found an echo in the massacres in 
Algeria. Soleil served Algerian food during 
the interval so no one missed the point. Ac- 
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tors mingled with the audience during “Sou- 
dain des nuits d’éveil”, distributing cakes 
and messages in support of Tibet. 

Some people dislike Soleil’s productions 
as intensely as others love them. The troupe's 
decision to snub the Moliéres ceremony— 
after turning down a FFr50,000 ($7,600) prize 
given by the city of Paris last December, 
rather than receive it from the hands of Jean 
Tiberi, the capital’s controversial mayor—is 
bound to fuel the debate over what critics 
describe as Soleil’s predictably anti-con- 
formist attitudes and what its fans regard as 
a refreshing determination to remain on the 
fringe. Emotionally if not politically in the 
right, Soleil justified its refusal of the awards 
on the grounds that French television plays 
up the show-biz glamour of the Molière cere- 
mony but snubs the world of drama, hardly 
ever broadcasting plays. 

Whatever the rights and wrongs of So- 
leil’s decision, the company has proved that 
experimental, engagé drama need not be ag- 
gressive or dull. And, in a country where atti- 
tudes to culture can be overbearing and sec- 
tarian, the way in which Ms Mnouchkine 
chooses to share with actors and public alike 
“the stories and themes l'm interested in” isa 
refreshing lesson in generosity and cultural 
receptiveness—even if some of the com- 
pany’s offstage decisions can occasionally 
seem sectarian. 

a 





Art and fashion 


Hot, hot, hot 


MILAN 


SHOW was held recently in the Prada 

Group’s headquarters in Milan. Noth- 
ing noteworthy in that; shows are held here 
every year in the ready-to-wear season. But 
this wasdifferent. For a start, youentered the 
show space not from the front, but from the 
back. Then the room that houses hair-and- 
make-up became a long corridor of marble 
statues with missing limbs. And the area 
which usually holds the runway welcomed 
instead an enormous tank with 100 roses, 
cacti, sunflowers and artichokes, all frozen in 
neon-bnght hallucinatory glory by 25 tonnes 
of liquid silicon. It was enough toset any style 
Dorothy amuttering: “Toto, we're not in cat- 
walk land anymore.” 

Indeed, those present were not at a fash- 
ion show at all but an art show: a vernissage 
for Marc Quinn, an English artist who has 
built a highly successful career, somewhat 
cryptically conveyed in the catalogue essay, 
as being an exploration of “the issue of life 
and death from the perspective of the theme 
of the second death.” 

Mr Quinn’s show was the latest in a se- 
ries of twice-yearly exhibits held by the Fon- 
dazione Prada, a private organisation set up 
in 1993 by Miuccia Prada, the fashion group’s 
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“One Day in September”, the bold and intensely sad recounting of how 
11 Israeli athletes were murdered at the 1972 Munich Olympics, won an 
Oscar in March and its first world release, in London, this week. 





chief designer, and her husband, Patrizio 
Bertelli, Prada’s chief executive, to bring con- 
temporary art to Italy. Though nominally 
unrelated to the fashion side of the business, 
the Fondazione is actually just one more ex- 
ample of the way Prada leads the fashion 
pack; these days, its philanthropy is copied 
as often as its clothes. For fashion has discov- 
ered art, or rather fashion has discovered art 
patronage. In addition to the Fondazione 
Prada (which has hosted exhibits by Louise 
Bourgeois, Walter de Maria, Anish Kapoor 
and Sam Taylor-Wood) Gucci has also got in 
on the act, underwriting Vanessa Beecroft’s 
1998 performance piece at the Guggenheim 
Museum in New York and the 1999 Ameri- 
can Pavilion at the Venice Biennale. 

Next month Mandarina Duck, an Italian 
luggage and sportswear house, is organising 
“No Confines”, an exhibition and auction of 
work relating to travel by 85 photographers 
from Jeanloup Sieff to Elaine Constantine. 
The proceeds are to go to a French charity, 
Médecins Sans Frontières. In the autumn, the 
Guggenheim will host a Giorgio Armani 
retrospective. Even small designers such as 
Jil Sander are in effect propping up the paint- 
erly economy by advertising in such publi- 
cations as “Art Forum”. 

Of course, this cross-pollination of fash- 
ion and art is not new. Elsa Schiaparelli 
worked with Salvador Dali and Yves St Lau- 
rent with Roland Petit, a choreographer. 
Gianni Versace commissioned Julian Schna- 
bel to make him a bed for his Manhattan 
apartment. Still, in the past, art purchases 
were often kept in the closet; only recently 
have designers dared to so publicly mix and 
match art and commerce. 

The reasons for the new turn are as sim- 
ple as a basic t-shirt. Designers are famous 
for wanting to be considered “serious” art- 
ists, and what better way to achieve that 
than through respect-by-association? Ms 


Prada and Mr Bertelli have an impressive 
private collection of works by Frank Stella, 
Yves Klein, and Gerhard Richter. Reportedly 
Ms Prada is prouder of her recent award 
from the New Museum of Contemporary 
Art in Manhattan than of any accolades she 
has received from the fashion press. 

Mr Quinn says his show could never 
have been done in a classic museum. “Be- 
cause Prada functions as an autocracy, they 
can cut to the chase in a way a museum with 
a board and public responsibilities cannot,” 
hesays. “And they have enough money todo 
everything properly. Indeed, they have a 
policy of doing these almost impossible pro- 
jects.” If someone offers to realise your 
dream, why turn up your nose at the source? 

Still, the sudden fashion for beneficence 
has the smell of a trend about it. While Prada 
is taken seriously by the art world—certainly 
it helps that Germano Celant, the senior cu- 
rator at the Guggenheim, is a director of the 
Fondazione—other parts of the fashion-art 
nexus have caused a few raised eyebrows. 
Mr Armani, for example, is widely believed 
to have bought his retrospective, the Gug- 
genheim’s decision to put iton coming suspi- 
ciously quickly after Mr Armani pledged 
$15m to the museum. 

Likewise, it is hard to see Gucci's sudden 
art awareness as more than yet another 
canny marketing move. Ms Beecroft may be- 
lieve that dressing her models in identical 
Gucci briefs is a witty commentary on the 
pack mentality; for Gucci, of course, it is sim- 
ply free advertising. And, as few know better 
than Gucci’s Tom Ford, no advertising cam- 
paign can run forever. Right now, investing 
in the art world is as chic as a pleated skirt 
and chiffon blouse, but those on the receiv- 
ing end of the generosity might do well to re- 
member the golden rule of fashion: today’s 
Big Thing is tomorrow’s Big Yawn. 
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MOREOVER 
Hollywood 


Leather skirts 


IDLEY SCOTT'S “Gladiator” is the box- 

office sensation of the summer not just 
because it is outstandingly well made but 
because, for the first time, it successfully 
marries two different Hollywood ap- 
proaches to the Roman empire. The films it 
most closely resembles epitomise these two 
strains. They are “Demetrius and the Gladi- 
ators”, the 1954 sequel to “The Robe”, and 
“The Fall of the Roman Empire”, Anthony 
Mann's 1964 epic set in much the 
same period as “Gladiator”. Mann’s 
movie was also the last of its kind for 
36 years, the genre subsequently hav- 
ing fallen out of favour. 

Where “Demetrius and the Glad- 
iators” had all the intelligence of a 
comic strip, with rippling muscles, 
scarlet women and an all-out assault 
on eyes and ears, “The Fall of the Ro- 
man Empire”, mindful of Gibbon, 
strove for sobriety and historical ac- 
curacy. Hence the presence of such 
up-market actors as James Mason, 
and Alec Guinness as Marcus Aure- 
lius. What it largely overlooked was 
the showbiz factor that audiences 
had come to expect of Roman epics 
from the 1925 silent “Ben-Hur” to its 
1959 Oscar-winning remake. Worthy 
and stately, “The Fall of the Roman 
Empire” was a yawn, while “Deme- 
trius and the Gladiators” was a hoot. 

In “Gladiator”, Mr Scott keeps 
both balls in the air at once. Thanks to 
computer-generated imagery, it de- 
livers spectacle as never before. The 
gladiatorial fights, against men, tigers 
and armed chariots, are authentically 
savage and bloody. Though no per- 
son or animal was injured—indeed, 
often they were not originally in the 
same shot—it looks convincing. Even 
more impressive is the simulation of 
Ancient Rome. The Colosseum, shot from 
above as if helicopters existed then, is an 
awesome sight, bristling with ant-like figures 
scurrying about their business. This is com- 
puter-generated imagery at its best, bringing 
a vanished world to life at a fraction of the 
cost of building full-scale sets. 

Where “Gladiator” scores most, how- 
ever, is in its literate script and the way Mr 
Scott uses telling details to evoke character 
and mood. You can tell it is bitterly cold on 
the far reaches of the Roman empire by the 
intermittent snow flurries and by the ailing 
Marcus Aurelius’s parting words to his loyal 
general: “Now embrace me as my son and 
bring an old man another blanket.” The ter- 
ror of the first gladiator fight, when slaves are 
herded into the arena expressly to kill each 
other, is memorably captured as Mr Scott's 


camera tilts down from eye level to reveal 
that one man has wet himself. 

There is a stylistic device, too, the signifi- 
cance of which becomes apparent only in 
the last scene. Punctuating the film are im- 
ages thatare initially difficult to read. Whose 
is the hand ruffling through the cornfield in 
the first shot? And what is this mournful 
stretch of wall, overgrown with weeds be- 
neath a lurid sky? It is an impression of the 





Where’s my chariot? 


moment of death, and only at the last is it ap- 
parent that this circular movie may have 
been one long flashback. 

The script, set in 180AD, never lingers 
over local colour, but keeps a firm, if not 
wholly accurate, grip on the conflict at the 
heart of the drama—between General Max- 
imus, who is Caesar's chosen successor, and 
the emperor's son Commodus, who will not 
let parricide or incest stand in the way of ce- 
menting a dynasty. The scene in which Max- 
imus rides home only to find his family 
burntalive and crucified is played silent, and 
is all the more moving for it. 

There are memorable lines in “Gladi- 
ator”. Some, like “What we do in life echoes 
in eternity”, verge on the pretentious. Others 
achieve a simple dignity. In context, the final 
speech to the Senate, newly restored to 


power after the misrule of the Caesars, takes 
some beating: “Is Rome worth one good 
man’s life? We believed that once. Make it 
happen again.” 

In “Gladiator”, Mr Scott reconciles the 
“bread and circuses” side of Roman epics 
with their aspirations to respectability. Stan- 
ley Kubrick never quite carried that off in his 
1960 film, “Spartacus”, in which the striking 
things are the classy acting, Kubrick's fasci- 
nation with the almost chessboard precision 
of Roman military tactics and the left-wing 
thrust of Dalton Trumbo’s screenplay about 
aslave revolt in Ancient Rome. But the gladi- 
ator fights now pale beside Mr Scott's, while 
the script’s lofty ambitions are under- 
cut by the insistence of Kirk Douglas, 
the leading actor, that the focus must 
continually return to his on-screen 
romance with Jean Simmons. 

“Ben-Hur” had it one way in 1925 
and another in 1959. Fred Niblo’s si- 
lent version is spiffing entertainment 
without a thought in its head; Wil- 
liam Wyler’s remake is just a pious 
slog up to the admittedly exciting 
chariot race (which Wyler did not 
shoot anyway). “Quo Vadis?” (1951) 
set its sight on one target and hit an- 
other. It makes no pretence to intelli- 
gence. Here is Nero fiddling while 
Rome burns and Christians are fed to 
the lions. The acting, especially Peter 
Ustinov as Nero, is quite over the top. 
And some of the dialogue—such as 
centurion Robert Taylor crying, “Hey 
hostage, come here” to Deborah 
Kerr's Christian maid—has to be 
heard to be disbelieved. It should be 
fun, but mcm had an attack of nobil- 
ity during production and the going 
got increasingly funereal. 

One whiff of Christianity and 
crowd-pleasers fell solemnly to their 
knees. It happened to Cecil B. De- 
Mille in “Sign of the Cross” and to 
Twentieth-Century Fox in “The 
Robe”, in which Jay Robinson’s camp 
Caligula was the only redeeming fea- 
ture. Until “Gladiator”, the best Roman epics 
threw their minds to the wind and cele- 
brated their ignorance. Almost unknown to- 
day, “The Last Days of Pompeii” (1935), by the 
team who made “King Kong”, is a cracking 
gladiator movie culminating in a tacky Vesu- 
vian eruption that is like popcorn-time in 
your local multiplex. “Sign of the Pagan” 
(1954) stars Jack Palance in a role he was born 
to play—Attila the Hun. And “Jupiter’s Dar- 
ling” (1954) casts Esther Williams as the un- 
likely temptress of Howard Keel’s Hannibal. 
Come to think of it, the best Roman epic till 
now never happened in Rome at all. Set in 
Oregon, the musical “Seven Brides for Seven 
Brothers” (also 1954) is based on the rape of 
the Sabine women (hence the song “Them 
Sobbin’ Women”). It’s a honey, even now, 
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ITH his self-deprecating 

humour and his humility, 
Keizo Obuchi seemed an unlikely 
choice as prime minister of Japan. 
A foreign commentator unchari- 
tably compared him to a cold 
pizza when he took office in July 
1998. The unperturbable Mr Obu- 
chi responded by buying pizza 
for reporters at his first news con- 
ference. Asked if he clashed with 
the forceful Hiromu Nonaka, 
then chief cabinet secretary, Mr 
Obuchi said, “I don’t have any 
ideas, so there’s nothing to clash 
about.” He gave the impression of 
having no enemies, but it was an 
impression only. Mr Obuchi was 
a master of deception, a skill 
honed during nearly four de- 
cades of survival in the back-stab- 
bing world of Japan’s factional 
politics. 

Politics was in the family, His 
father, Mitsuhei Obuchi, was one 
of four representatives in the Diet 
(parliament) for a district in 
Gunma, a rural prefecture. In 1963, 
when his father died, Mr Obuchi 
won his seat for the Liberal 
Democratic Party, which has gov- 
emed Japan for most of the per- 
iod since the mid-1950s. At 26 he 
was one of the youngest members 
to be elected to the Diet. It was his 
misfortune that two other seats in 
his district were held by Takeo Fu- 
kuda, a plutocrat, and Yasuhiro 
Nakasone, a popular right- 
winger, both men powerful Lib- 
eral Democrats, and later to be prime ministers. Throughout his 
political career, Mr Obuchi lived under their shadow—the “noo- 
dle shop between two skyscrapers”, as he put it. Mr Obuchi’s an- 
swer was to take off his jacket and tie, don his rubber boots and 
talk to farmers in the fields, building a reputation as Mr Ordinary, 
the people’s representative. “Good-natured Obuchi” was born. 


The new godfather 


For Keizo Obuchi the bit of luck that every politician needs was to 
catch the eye of Noboru Takeshita, who built the largest and most 
influential faction within the Liberal Democrats. Mr Takeshita, 
now a bedridden 76 and on the point of retiring, emerged as the 
godfather of Japanese politics during the latter half of the 1980s. 
Though forced to resign as prime minister by a bribery scandal in 
1989, Mr Takeshita has continued to dominate Japanese politics as 
the “shogun in the shadows” ever since. 

It says much for Mr Obuchi’s ability to slug it out with the 
toughest that he took control of the Takeshita faction, when many 
in the party assumed that the faction would go to one of Mr 
Takeshita’s three formidable lieutenants, Ryutaro Hashimoto, Tsu- 
tomu Hata and Ichiro Ozawa. The battle for control in 1993 left 
blood on the Diet floor as Mr Ozawa eventually stormed out of the 
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Keizo Obuchi, Japan’s “Mr Ordinary”, 
died on May 14th, aged 62 
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Keizo Obuchi 


party with some 40 of his follow- 
ers. So much for Mr Obuchi, the 
plodding nobody. 

The bust-up left the party 
without a majority in the Diet’s 
lower house, causing it to lose its 
grip on power for the first time in 
four decades. That Mr Obuchi 
was able to restore theold Takesh- 
ita faction to its position of power 
confirmed his abilities as a con- 
summate backroom operator. 
The party regained its lower- 
house majority in 1996, and Mr 
Obuchi was rewarded in 1998 
with the prime ministership. Still, 
even some insiders were sur- 
prised. “He rose to power while 
noone was watching.” said one. 

How will history judge Mr 
Obuchi and his 20-month stew- 
ardship? On becoming prime 
minister, he promised only one 
thing: to put an end to Japan's 
worst recession in more than 50 
years. The cpp figures to be re- 
leased in June will confirm that 
he did just about achieve that, al- 
though, given the staggering 
amount of taxpayers’ money that 
Mr Obuchi poured into public 
works, ailing companies and 
banks that were about to go bust, 
it would have been a surprise if 
the economy had not begun to 
show flickers of life. Nevertheless, 
after nearly a decade of flounder- 
ing, the Japanese economy has fi- 
nally begun to move forwards 
rather than backwards, recording 
0.6% growth during the financial year that ended in March. 

There were other gains during his brief watch. In partnership 
with Mr Ozawa’s small Liberal Party and later with the Buddhist- 
backed New Komeito, the Liberal Democrats under Mr Obuchi 
managed to enact a remarkable number of controversial mea- 
sures. The long-delayed legislation for beefing up Japan’s security 
alliance with America was one of the first to breeze through. Laws 
for reforming central government, improving the disclosure of 
public information, designating the Hinomaru (Red Sun) as the 
national flag,and the Kimigayoas the national anthem were allen- 
acted surprisingly quickly. Within the Diet, Mr Obuchi initiated 
research panels in the lower and upper houses to review the con- 
stitution; and he abolished the long-standing habit of having se- 
nior bureaucrats rather than cabinet ministers answer questions. 
For the first time, the prime minister allowed himself to be grilled 
by the opposition during specially assigned question-times. 

After suffering a stroke on April znd, Mr Obuchi remained ina 
coma for six weeks. He died on May 14th. The party is calling a gen- 
eral election for June 25th, Mr Obuchi’s birthday. A tribute to a de- 
cent man, says the party. A bid for a sympathy vote, say those fa- 
miliar with the ways of Japanese politics, among whom there was 
no one more knowledgeable than Keizo Obuchi. 











THE ECONOMIST MAY 20TH 2000 





as 


The Oxford Strategic 
Leadership Programme 


12 — 17 November 2000 | 25 -30 March | 20 - 25 May | 2001 


Offers a laboratory for leadership, a test-bed for models and ideas which challenge 
senior executives to develop their own thinking and skills and then prepares them 
to put these into action as leaders. 


Name 
Please send details of: pw 
The Oxford Strategic Leadership Programme Job Title 
Return to: Company 
Dorothy Cooke 
Templeton College, University of Oxford 
Oxford 0x1 5NyY, England 


Tel +44 (0)1865 422776 Fax +44 (01865 422501 Tel 
Email leadership@templeton.oxford.ac.uk 
www.templeton.ox.ac.uk Email 


Address 


Templeton College is a graduate college established under Royal Charter within the University of Oxford 
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COURSES 


Discovery ' Distance In-Company Flexible 


EXECUTIVE MBA r Expeditions 2 Learning e Assignments a Timing d 


Get your MBA ` 
 *. Discover the World 
Stay on the Job 
Build yourself for the Future 


AJ 


Innovate, create & 
implement better & faster 


Real World. Real Learning’ 


For full details on the EMBA Program or other Executive Development Programs, 
please contact: E.C. Vuichoud 
Tel: +41 21/618 09 31 Fax: +41 21/618 07 15 E-mail: emba.economist@imd.ch 
IMD-International Institute for Management Development, Lausanne, Switzerland. 


www.imd.ch/emba.cfm 
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It takes experience and 
a wide range of skills 
to perfect a luxury product. 


ESSEC 


MBA 


INTERNATIONAL 
LUXURY BRAND 
MANAGEMENT 


The same goes for its managers. 


To move ahead in the Luxury and Prestige industry, the ESSEC MBA 
in Intemational Luxury Brand Management offers the world’s only executive 
program to groom tomorrow's top managers in this field. 


e ESSEC, the first European School of Management to be accredited 
by AACSB - The International Association for Management Education, 
organises this 11 month course (taught in English) at the very hub 
of the world’s luxury sector - in France. 


e This unique program is endorsed by over 50 leading luxury brands and companies. 


e Participants benefit from individual coaching and counselling from a personal 
Mentor - a top executive with one of the partner companies. 


e This exclusive course at ESSEC in Paris is open to international professionals 
from all sectors. 


For more information, contact Ms Corinne Degoutte 
33 (0) 1 34 43 32 26 


ESSEC 
degoutte@essecfr LACTING FIRST 


Fast Furogeon Business Schosi to be accredited by AACSB 
The International Assoceenor fæ Management Education. 


www.essec. fr 


ESSEC BUSINESS SCHOOL. PRIVATE INSTITUTION OF HIGHER EDUCATION 
AFFILIATED WITH THE CHAMBER OF COMMERCE AND INDUSTRY OF VERSAILLES. VAL D OISE - YVELINES 


ECPA publicaffairs.ac 


IN THE LOBBIES OF BRUSSELS: 
ROLE PLAY AND RESULTS 
7-9 JUNE 2000, LEUVEN 


This unique programme is for managers and civil servants with a working 
knowledge of the institutions who need to enhance their ability to lobby. 
it is a 2 1/2 day role playing experience, built around the Water Framework 
Directive with input from paliticians and officials actively involved. 
Speakers include 
JEAN-FRANÇOIS VERSTRYNGE, Deputy Director-General ENVI, 
ALEXANDER DE ROO MEP, KEN COLLINS, 
TONY LONG of WWF, WILLIAM SEOQDON-BROWN 
& ROBIN PEDLER 


= publicattars.oc æ 


EUROPEAN 
CENTRE FOR 
PuBuC AFFAIRS 


e-COMMERCE AND e-EUROPE 
GOVERNANCE IN THE KNOWLEDGE SOCIETY 
14-16 JUNE 2000, GUILDFORD 


This new programme for senior public affairs practitioners, corporate strategists, 
civil servants and political advisers looks at the politics and the public affairs 
process of legislating for e-Commerce and e-Europe. Rt examines the national, 
European, Transatlantic and global interrelationships at a key moment. 
Speakers include 
NICHOLAS ARGYRIS & JOHN MOGG of the European Commission, 
ROGER HAYES, ANA PALACIO MEP, 
GEORGE HALL, JAN DAUMAN & TOM SPENCER 


æ pubiic affairs.sc æ 


Details of all ECPA programmes are available at www.publicaftairs.ac 
ECPA, SEMS, University of Surrey, Guildford, GU2 5XH, UK. 
Tel +44 (0)870 444 2760 Fax +44 (0)870 444 2770 + e-mail ecpa@publicaffairs.ac 
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The MSc in Finance at the City University Business School is 
an intensive 10 month course integrating theory and practice 
It provides: 


e a thorough and comprehensive grasp of the principles of 
finance together with enduring technical and conceptual skills 


e a genuinely international, multicultural perspective with a 
global focus 


e a highly flexible qualification suitable for a wide range of career 
openings in the financial sector 


ow Business School 


Information sessions will be held on the following dates at the 
Business School, Frobisher Crescent: 


7th June 5.00pm - 6.00pm 
5th July 5.00pm - 6.00pm 


Tel: +44 (0)207 477 8660 
E-mail: MScFin@city.ac.uk 
www.city.ac.uk/cubs/af/index.htm 


The University for business and the professions 
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re Unive 
f Edinburgh 


Management 
School 


Three variants of the MBA are offered: 
! orth full time graduate program for recent graduates; 
Fulltime International study abroad with UK or USA options; 
24-month part time executive program; 
Pre-MBA courses for non-business graduates, 


MBA full time variants start in October 2000. MBA part time 
variant starts in January 2001 for qualified applicants, 
Pre-MBA courses start in August and September 2000, 


Started in 199], The Hague 
4 Haagse MBA has nearly 100 graduates in 


i . . * 
Hogeschool such international companies as Write oe 


IBM, KLM, Oracle, KPN, 


Getronics & Unilever. The f your own 


Information /applications: international and multicultural 

Haagse Hogeschool environment of The Hague is re fe re nc e 

Jniversity/ Professional reflected in the student profile of © 
) ity E&M, over 200 students from more than 


tudies Center, 22 counties, 


lijkpiein 75, Tel: 82 


The Hague, * 


Name 


THE ENPC MBA Company 


Address 











credited by AMBA 








atthe Ecole Nationale des Ponts et Chaussées 
founded in [747 Posisode 
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The ENPC MBA is a 13-15 month full-time or 2 vear part-time E oy Seg Oe oe Ng 
MBA programme in English at one of the most prestigious : 

Grandes Ecoles in France. The ENPC MBA culture is international, 

innovative and entrepreneurial, fostering a strong sense of ethics 

and contribution through business. 


Global Vision Muticuitural Environment 


Participants choose European, 75 students represent an average 
American or Pacific Basin options of 27 nationalities, ENPC is 
combining study in Paris with located in the heart of Paris. 
programmes and professional 
experience abroad. Entrepreneurial | 

Each student builds his own eur- 
riculum based on their professio- 
drawn from a roster of outstan- nal objectives. 
ding professionals and entrepre- 
neurs from around the world. 


PROMOTING EXCELLENCE IN, 
TEACHING AND RESEARCH: 


THE ECONOMIST MAY 2GTH 2000 





The Warwick 
MBA. 
Consider it 
an unfair 
advantage. 





There are many places to go to take a full-time MBA, but there's only 
one place to go if you want it to count for more. 
Do your MBA at Warwick, do your career a favour, 





Tel: oz4 7652 3922 Fax: 624 7652 4643 


Email: fmbain@whbs.warwickacuk http://www.wbs.warwickacuk/mba 


"University of Brighton 
Brighton Business School 


MBA 
MA Marketing 

MSc International Capital Markets 
MA Change Management 


Brighton Business school has one of the longest established 
ment and professional education programmes in 

Britain and is highly regarded for its applied research and as 

a centre of excellence in action learning. 

Our programmes offer experienced managers the opportunity 

to develop their knowledge in a supportive yet challenging 

environment. 

We make use of a variety of learning and teaching methods 

and students can expect an experience that is intellectually 

stimulating, participate and enjoyable. . 





i 

For more information contact: 01275 642084 or 642979 or 
write to: Postgraduate Office, Brighton Business School, 
University of Brighton, Mithras House, Lewes Road, 
Brighton, BN2 4AF 

Email: bbspg@brighton.ac.uk or 

visit our website: www.brighton.ac.uk 












Expand Your Horizons 
in U.S. Law and Business 
in 
Chicago 


Northwestern University School of Law 





Presents a hands-on introduction to U.S. law 
and business taught by leading faculty 
of Northwestern s Law School 
and Kellogg Graduate School of Management 





2000 Summer Institute in Law and Business 


JUNE 18-23, 2000 
Corporate & Securities Law 


JUNE 25-30, 2000 
Mergers & Acquisitions 


JOLY 23-AUGUST 4, 2000 
Business Simulation and 
Intellectual Property 
A unique and highly-praised simulation program. 
Explore the legal and business challenges facing a CEO. 





Info: Northwestern University School of Law 
Executive and Professional Education 
457 East Chicago Avenue, Chicage, Uinois 60611-3069, U.S.A. 
Tel: 342/803-0192. + Pax: 312/503-2930 
Web. site: wwwilaw.northwestern.edu 
E-mail: m-hageman@northwestern.edu 
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The world’s only MBA 
to really give you 
food for thought. 





The ESSEC MBA in International Agri-Food 
Management is a unique program, 


~ ESSEC organises this 11-month course (taught in. English) imone of the world’s 
leading countries for food processing and retailing ~ France. 


* The program is endorsed by over 50 leading agri-food brands and companies 
including Bel, Cargill, Carrefour, Danone, Kraft Jacobs Suchard; Perrier-Vittel, Yoplait... 


+ Participants benefit from individual coaching and counselling from a personal 
Mentor - a top executive with one of the partner companies. 


* for further information about the MBA, please contact Mrs. Monique Merizio: 


tél. 33 (0) 1 34 43 30.95 
fax. 33 (0) 134 43 32 60 


Uo ë E è ë, 
imia@edu.essecfr ACTING FIRST  wwwessecfr 
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MSc Banking and International Finance 
MSc Finance, Economics and Econometrics 


Our MSc in Banking and International Finance offers a broad cover- Scholarships available for well qualified applicants. 
age of analytical techniques applied in today's banking and financial 
markets. The MSc in Finance, Economics and Econometrics provides 


a rigorous exposure to modern techniques in quantitative analysis +44 (0) 20 747 7 (0) 1 05 
and economics relevant to the analysis of financial markets. 
Both courses are taught by academic staff of international renown email: n.marney@city.ac.uk 


and wide experience with contributions from established practitioners 
in the City www.city.ac.uk/cubs/ 


Call us for more information on: 


CHIT Y City University Business The University for busiress and the professions 
London School 





BRADFORD 


NIMBAS & 


The Associate Institute 6fthe 
University’ of Bradford 


PENN STATE EXECUTIVE PROGRAMS 
THE SMEAL COLLEGE OF BUSINESS ADMINISTRATION 


Put your business career on track with the 


world’s most International MBA 
e General ee ey 


Management 
Programs 


Individually ranked 7th and 31st in Europe ind the world respect- 
ively*, NIMBAS offers the unique opportunity of earning the 
prestigious University of Bradford MBA degree at various locat- 
ions across continental Europe, Fluent English, a degree and work 


$ Finance expenence are required, 


e Marketing 


One-year Full-time MBA 


in Utrecht, the Netherlands 


REAL WORDS 


e Manufacturing/ 
Logistics Two-year Part-time MBA 

in Utrecht, the Netherlands and in Berlin, Bonn and 

Mainz, Germany 

Two-year Exeeutive MBA 


seven 9-day sessions in 4 European countries 


e Custom designed 
programs for 
individual 
company needs 


Individual consultations alsa available — please contact us for 
further details 


Financial Times survey 24/01/00 NIMBAS iw AMBA (Londin) accredite 


NIMBA raduate School of Management 


Nieuwegracht 6, 3512 LP Utrecht, The Netherlands 


424 


320 


Toll-free within U.S.: (800) 311-6364 
Outside U.S.: (814) 865-3435 
Fax: (814) 865-3372 © E-Mail: 
Web Site: http:/Avww.smeal, 


Telephone: +31 (0)30 230 3050 « Fax: +31 (0)30236 
E-mail: NIMBAS @compuserve.com * Website: http://www.NIMBAS.com 
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Amsterdam 
Institute of Finance 


c 


In cooperation with the faculty of 


INSEAD 
Upcoming Courses 2000 


Real Estate Investment (May 29 - 30) 
Banking and Risk Management 
in Emerging Markets (june 5 - 8} 


Valuation (june 13 - 14) 


Foundations of Finance (June 29 - july 21) 


Measuring and Implementing 


Economic Value Added (Aug. 28 - 30) 


Rational Valuation of Internet Companies 


and High-tech Projects (Oct. 2 - 3) 
Advanced Corporate Finance 
- Financial innovation (Oct. 9 - 13) 
~ Mergers and Acquisitions (Oct. 16 - 20) 


Advanced Financial Statement Analysis (Oct. 23 - 25) 


Advanced Valuation Topics 
- Valuing Commercial Banks 
+ Real Options 


(Oct. 30 - 31) 
(Nov. 3 - 4) 


For information, please visit our Web site or contact us directly. 


AIF - Herengracht 205, [016 BE Amsterdam, The Netherlands 
telephone: +3 1-20-5200 162/160 - fax: +3 1-20-5200161 
e-mail: info@aif.nl - internet: www.aifnl 


Create Yourself 


Re-create yourself by earning your graduate degree online. 
Get your MBA, MS in Information Management, or MS in 
information Technology-- without setting foot ona campus. 
That means no time out from your career. 


Log on and you're there. Network as you learn. Interact with 
respected technology leaders and fellow professionals from 
around the globe. 


Join us at www.isim.edu, the award-winning, accredited 
online International School of Information Management. 
Applications are now being accepted for the Spring, Summer 
and Fall terms. Apply online or call our admissions mentor 
Robin Thompson at: 303.333.4224, ext. 177, Or Toll-free in 
the US, at 1.800.441.4746, ext. 177. 


isim university 


Become tomorrow's eStrategist 


Online Learning since 1987. + Accredited Member DETC 
Denver, Colorado + www.isim.edu 
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The Worki Bank Institute and the Andrew Young School of Policy Studies at 


Ged 


The training program, led by a panel of distinguished faculty and experts with 
worldwide experience, is designed for central and local government officials and 
policy makers from developing arid transition cow 
counterparts with international donor agencies. This y 


two 


Training will take place in Atlanta, Georgia (USA). Application deadline: hene 15, 


2000. information and applications, 


rgia State University announce the 


FISCAL DE 
BUDG 





courges 


rpastate 
University ANDREW YOUNG 


SCHOOL OF POLICY STUDIES 


NTRALIZATION AND SUBNATIONAL 
ETING TRAINING PROGRAM 






Subnational Budgeting for Poverty Reduction 
(July 24 ~ August 4, 2000) 


Fiscal Decentralization in Developing and Transition Economies 
(August 7-18, 2000) 


For further course 


www.ilecentralization.org of contact: 


Mr. Chris Duggan 

Email:  cduggan@worldbank.org 
Phone: (202) 473-0605 

Fax: (202) 676-98 10 


aww. worldbank.org/decentralization 


please 


Mr. Paul Benson 
Email:  paulbensondiigs 
Phenes (404) 631-114 
Fax: (4043 651-3996. 
bttp: isy-ayeps. geu.edu 





LEARN GLOBALLY. 


Are you an experienced interna- 
tional affairs professional who wants 
to further your education — without 
taking a year off to do so? Then 
consider the GMAP offered by The 
Fletcher School at Tufts University, 
This one-of-a-kind, one-year masters 
program in international relations 
combines three (3) two-week resi- 
dency sessions with 31 weeks of 
mediated Web-based learning. 


STUDY LOCALLY. 


As a GMAP stacent, you can continue 
to perform your professional duties 
while you parue your education, 
You'll work closely with-our highly 
respected faculty and receive a 
top quality Fetcher education. Plus, 
you'll become part of our active and 
influential international community. 
The first class starts in late July 2000. 
Contact us today to leam more 
about this challenging program. 


THE GMAP INTERNATIONAL CURRICULUM INCLUDES: 
Crisis Management & Analysis © Finance 
International Economic & Business Law 

Leadership & Management e Negotiations 
Technology Policy + Trade Economics & Political Economy 
Transnational Social Issues 
TEL: 617-627-2429 WEB: www fletchertufts.edu 
E-MAIL: Hetcher-gmap@tafts.edu 


les as well as their 
ars program consists of 
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COURSES 


First IN E-COMMERCE Carnecie Mellon 
cmawentewon EXECUTIVE EDUCATION 


October 23-27, 2000 
in Pittsburgh, Pa. 


LEARN ABOUT: 
* Electronic commerce trends ¢ E-commerce Technologies 


* Developing strategies for competitive advantage * Internet marketing and Process management 


LEADERSHIP IN THE GLOBAL MARKETPLACE 


THE PROGRAM FOR EXECUTIVES 

September 24 - October 20, 2000 in Pittsburgh, Pa. 

FOR MORE INFORMATION: 
John Lankford 

Graduate School of Industrial 
The global environment Leadership in complex organizations Administration 

Corporate strategy Strategic marketing Carnegie Mellon University 
Financial management Management accounting Pittsburgh, Pa. 1521 3-3890 
E-commerce Operations management Phone: (412) 268-2305 


Our top-rated program consistently achieves 100 percent executive customer satisfaction. 
The curriculum covers: 





Email: jrl@cmu.edu 


Wes Srre: http://cmu-execnet.gsia.cmu.edu 


“I thought they'd give me a few tools. çi rn 


School 


But | walked away with a shiny new toolbox.” 


Tomas Mathews, Vice President Human Resources — International, America Online, Inc. 


At the University of Michigan Business School Executive Education Center, we'll fill 
your head with more than just facts. We’ll give you a whole new perspective. Equip 
you with the knowledge you need to grow. Get ahead. Make an immediate impact. Be 
a leader. You'll learn from the faculty that create the big ideas and show you how to 
apply them. In the real world. Your world. 


Choose from a breadth of courses in General Management, Corporate Strategy, 
International Business, Managerial Leadership, Human Resources, Accounting/Finance 
and Marketing/Sales. 


Come learn why Michigan is ranked as one of the two best providers of executive 
education in the world. And why it’s the country’s most innovative business school. 








For a free program catalog, please call 734.763.1000 (U.S.), e-mail um.exec.ed@umich.edu, or visit www.bus.umich.edu/execed 
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THE BUSINESS SCHOOL 
CENTRE] FOR FINANCIAL MARKETS 


The University of Reading 


gateway to the best careers 


in the global financial markets 


Tel; +44 (0)118 931 6675 - Fax: +44 (0}118 931 4741 - email: admin@ismacentre.rdg.ac.uk - web: www.ismacentre.rdg.ac.uk 


MBA in Brussels 
SOLVAY BUSINESS SCHOOL 


Université Libre de Bruxelles 


* | year intensive MBA in English 
* International faculty & student body 
* Specialisation in European Management 





E-mail:mba @ulb.ac.be 
http://www.ulb.ac.be/seco/solyay/mba 


PRESTO 


UNIVERSITY / 


Cheyenne, Wyoming, USA 





Bachelor/Masters/Doctorate Degrees 
through Distance Education 
On-Campus Programs: BBA, BSCS and MBA 
available for International Students 
at our Cheyenne Campus. 

Accredited by W.A.ULC. « Licensed by the Wyoming State 
Department of Education under W.S. 21-2-401 to 21-2-407 
Preston University. Dep EC25/2: 

1204 Airport Parkway * Cheyenne, WY 82001 * USA 
Tel: + 1 (307) 634 1440 © Fax: + 1 (307) 634 3091 
Email: admissions @preston.edu * www.preston.edu 


14TH ANNUAL PROGRAM ON 
BUDGETING & FINANCIAL MANAGEMENT 
IN THE PUBLIC SECTOR 


July 17 - August 18, 2000 
Cambridge, Massachusetts, USA 


Designed for budget directors & analysts and public sector officialswith 
responsibilities for budget planning and management in developing. and 
transitional economies. Topics include (but not limited to): 





Approaches to macrolevel public expenditure planning 
Public expenditures and economic growth 

Fiscal adjustment in industrial and developing countries 
Organization and management of the budget process 
Conceptual approaches to allocation of resources 

Managing budget implementation 

Institutional issues in the management of public expenditures 


HARVARD INSTITUTE FOR INTERNATIONAL DEVELOPMENT 
14 Story Street, Cambridge, MA USA 02138, ATTN: Patricia Camey 
FAX: (617) 495-9786; Phone: (617) 495-4324 
budgetws@hiid.harvard.edu www. hild harvard edu/training/budgethtml 
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AA An unconventional, no-hassle, 
Rushmore No real-world MBA for those with 


University BS. ne time or money to waste 


BBA degree cortiplenari & DBA/Ph.D. degrees also available, One-year MBA:pragrarn tuition only $3995. 
Why pay $10.000+ for a non-custom degree. Distance Learning using emai atid the web, not'classes. 
No bachelors degree (B.S) needed if you have significant. real-world experience. Transter students 
welcome. Learn from successful faculty with extensive real-world experience, not retired-on-the-job 
tenured professors. No required courses or irrelevant readings covering material you already know or 
don't need to know, Wanted as faculty members; highly successful professionals or authors with. good 
communication and teaching skills who are imemet savvy. We are in Dakota Dunes, South Dakota, USA. 


www.distancemba.com 605-232-6037 ec@rushmore.edu 


Ministry of the Treasury 


Invest in Poland ` 


Privatisation of small to medium enterprises 


Financed from the Eurapean Union funds 





APPOINTMENTS 


5 UNIVERSITY OF 
€P CAMBRIDGE 


Department of 
Applied Economics 


Senior Research Officers 


The DAE wishes to make the following appointments: 

Two Senior Research Officers with a proven record of research in 
{Post 1) Industrial Organisation, including network industries and/or 
network economics, and (Post 2) Applied Economies/Finance; 

One Senior Research Officer (Post 3) with a proven record of teaching 
and research in Theoretical or Applied Econometrics. 

These are senior posts requiring research leadership and proven 
teaching skills. The successful candidates for Posts 1 and 2 will devote 
all their time to developing significant research programmes in their 
specialities in the DAE. The successful candidate for Post 3 will devote 
one-third of his/her time to teaching and examining duties for the 
Faculty of Economics. All appointments will be for three years from 
1 October 2000 in the first instance, The age-related stipend is 
£20,811-£30,065 pa. 

Further details from the Secretary, Department of Applied 
Economics, Sidgwick Avenue, Cambridge CB3 9DE (tel: 01223 335240, 
fax: 01223 335299, email: pmgi001@econ.cam.ac.uk) to whom 
applications, including curriculum vitae, names, addresses, fax and 
email details of two referees, should be sent to arrive no later than 
19 June 2000, Please specify which post you are applying for. 


The University is committed to equality of opportanity 
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AFRICAN DEVELOPMENT BANK 


The AFRICAN DEVELOPMENT BANK is the premier pan-Afri development Dine 
institution established in 1964 to foster economic growth and social progress in Africa. The Bank i is 
owned by 77 member states in Africa, Europe, Asia, and the Americas.’ Itis as 

d'Ivoire, West Africa. Nationals of member countries are invited to apply for vae 

include the following: 


DIVISION MANAGER, TREASURY, SPECIAL OPERATIONS DIVISI N (Ref. VN/ADB/00/36) 


Under the supervision of the Director, Treasury, Special Operations Division, the incumbent will supervise the work of the Division by leading 
a team of professionals in carrying out the functions of the Division, namely: ensure independent recording and reporting of treasury capi 
market operations; provide an independent monitoring and analysis of Treasury capital market related activities to, manage financial and 
operational risk associated with such Treasury operations; work with other Departments within the ‘financial complex to ensure that data i 
reconciled and data flows between Departments operate as efficiently as possible; interface with Bank counterparts on the completion of legal. 
agreements, supervision of external portfolio managers, regulatory and compliance, and other issues; oversee the development of operational: |: 
controls and their implementation, provide strategic leadership and vision for the activities of the Division; establish and manage ‘the work 
program and objectives of the Division-and individual staff members; prepare and administer the Division’ 8 budget. Ae 


CHIEF COMPENSATION OFFICER (Ref. No. ADB/00/38) 


Under the supervision of the Division Manager, Compensation and Benefits Division, the incumbent will play a lead role inthe development of 
employment conditions, strategy, policy and guidelines to ensure that the Bank’s practices are in keeping with the most current trends. The 
incumbent will plan, formulate and develop policies and procedures in the area of the Bank compensation and benefits: formulate base line 
standards in the Bank’s Compensation Policies, research comparator practices and market developments; formulate and present policy. to the 
Board of Directors; undertake cost analysis of the Bank’s present employment standards, policies and procedures and. determine their 
implications with respect to the retention of new staff; provide expert advice to the Director, Division Manager atid: professional staff of the 
department on compensation and personnel issues; independently plan, organize and manage general salary surveys; be responsible for the 
administration of salary for all Headquarters staff and ensure the establishment of a competitive salary in the Bank; be responsible for the 
management of the Post Adjustment and Compensation systems in the country and Regional Offices to, ensure equitable application-of salaries |: 
and benefits; supervise the annual salary review for the GS staff in the Headquarters Office; review. pefformance-related pay systems; supervise 

the administration of the Bank’s job evaluation program. 








SENIOR JOB EVALUATION OFFICER (Ref. VN/ADB/00/37) 


Under the supervision of the Chief -Compensation Officer, Compensation and Benefits Division, the incumbent will. participate in the 
administration and the implementation ‘of the Bank's Job Evaluation system, coordinating the related processes and activities and will provide 
technical support in the implementation of the Local Staff Salary Administration. The incumbent will: participate together with Departments, in 
the preparation of job documentation or‘the resolution of evaluation-related issues, review and analyse requests for the grading of positions: 
provide expert advice to managers with respect to job evaluation, organization and grading issues; develop and present grade recommendations . |) 
to the Chief Compensation Officer; provide technical support and supervise the maintenance of administrative control systems, monitor their | 
application and initiate or recommend improvements; carry out salary analyses/calculations based on salary scales of comparator organisations 
and recommend salary adjustments based on those calculations and on the salary practices of comparator organisations, internal compensation: 
objectives, recruitment objectives and budget constraints; ensure maintenance of all information required for salary: review. 














The ADB is also presently seeking qualified applicants in the following fields: ANALYST PROGRAMMER/SYSTEMS 
ENGINEER/SYSTEMS ANALYST 
These positions are located in the Information Management & Methods Department of the Bank. (Ref: VN/ADB/99/102. STC) 


General Requirements 

At least a post graduate/ Master’s degree or equivalent professional qualification in the field of. specialization: Finance, Human Resources. 
Management, Business Administration, etc... At least 6 years of relevant professional experience in the respective field of: specialization. 

Ability to communicate effectively in English and/or French with a good working knowledge of the other language. Proficiency in both languages 
will be an added advantage. 

The ADB offers an internationally competitive salary and an attractive benefits package. 

Applicants must be nationals of ADB member countries. Information on ADB Membership and the Bank Group can be found on the ADB internet 
web site at www.afdb.org. 

Applications with complete Curriculum Vitae in English or French must be sent to the address below by 13/06/2000, 

Women are encouraged to apply. Only short-listed candidates will be notified. 


Division Manager 
Recruitment and Staff Development Division 
African Development Bank 
01 B.P 1387 ABIDJAN 01 - COTE D'IVOIRE 


FAX (225) 20.49.43 ADB Homepage: http://www.afdb.org -- E-mail: recruit @afdb.org 
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Head of IT Operations 
Information Technology Division, New York, USA 


A CHALLENGING IT OPERATIONS ASSIGNMENT IN A: GLOBAL 
WORLD CLASS ORGANIZATION WORKING FOR CHILDREN 
The United Nations Children’s Fund, with Headquarters in New. York, and an annual 

budget of approximately $1 billion, is the UN agency that works in 167 countries, 

areas and territories to ensure the survival, protection and development-of children, 

We seek a dynamic individual to devise and monitor corporate strategies, policies, and 

guidelines for the operation of all: computer systems in UNICEF, both at. NY Headquarters 

and in our field offices (135 countries). The successful candidate will also be responsible 
for planning and managing the daily operations of the organization’s IT systems 
containing all corporate data as defined by Enterprise Management tools. He/she will 
oversee and supervise the operations of all required IT components for corporate systems 
in production to meet customer requirements; manage operations budget; prepare 
corporate guidelines for disaster recovery/contingency planning; and negotiate and 
maintain operational level agreements with service providers. 

Qualifications: 

* Minimum of ten years of progressive technical and managerial work experience in 
IT operations, preferably with experience in distributed computing in a multinational 
or global IT environment. 

* Strong analytical, planning, operational and people management skills in the IT field. 

* Good business and IT contractual management skills. 

e Ability to effectively identify problems and resolve issues quickly ina team environment. 

* Operational expertise and management in global IT deployment. 

* Advanced university degree in computer science or engineering, with specialized 
training in computer science, information management and/or telecommunications, 
or equivalent practical experience. 

* Fluency in English required; knowledge of either French or Spanish an asset. 


Attractive salary and benefits package. 


Please send detailed resume, in English, quoting VN-99-100 to: Senior Human 
Resources Officer, (VL), Division of Human Resources, UNICEF, 3 UN Plaza (H-4F), 
New York, NY 10017, USA. E-mail: cmsrecruit@unicet.org. 

eu ena for this position must be received by 4 June 2000, Acknowledgement 
will be sent only to shortlisted candidates. Visit us at www.unicef.org 

UNICEF is a smoke-free environment. 
















UNITED NATIONS RELIEF AND WORKS AGENCY 
FOR PALESTINE REFUGEES IN THE NEAR EAST 
UNRWA 


UNRWA, the largest United Nations programme in the Middle Bast, provides 
eare, relief assistance and social services to 3.6 million registered Palestine r 
Lebanon, the Syrian Arab Republic, the West Bank, and the Gaza Strip. UNRW: 
employ a well qualified and experienced 


Personnel Policies & Systems Officer (P4) 
Headquarters, Gaza VN/M/14/2000 


Reporting directly to the Director of Administration & Human Resources, the incumbent os 
responsible for organising and conducting studies to analyse and evaluate the Agency's policies 
ms, procedures and processes relating to human resources, compensation and administrative 
tery; assisting working groups to develop proposals for increased productivity, streamlined work 
methods and simplified policies and procedures; drafting new policies and procedures in 
accordance with the direction provided by the department's management, assisting with the 
development and maintenance of the department's personnel manual; reviewing and incorporating 
ine UNRWA's personnel Rules and Directives, as required, changes introduced into the UN 
common system, ESSENTIAL QUALIFICATIONS: advanced university degree in public or 
business administration, or a related field, with major course work in personnel and/or industrial 
psychology and compensation. Eight years of relevant professional experience, including at leart 
three years in a large international or governmental organisation in the area of human resources amd 
administrative policy development (as well as business process. reengineering and application of 
Commercial Off-The-Shelf automated systems in those fields). Excelem spoken & written English 
is critical, DESIRABLE QUALIFICATIONS: experience in administration and/or human 
resources in a UN organization; working knowledge and experience of the Agency's operations in 
the Middie East, and knowledge of Middle Eastern culture, working knowledge of written and 
spoken Arabic, 
UNRWA offers an attractive compensation package including gross annual salary starting at 
$75,424 (456,380 net tax free with dependants, 503 single) plus 17.1% post adjustment 
multiplier) pius an attractive fringe benefits packa; education gram, dependency allowance, 
home leave, pension fund, health insurance, 6 weeks annual leave) Initial contra 
extendable to iwo, on completion of a one-year probationary period. Depending on the performance 
of the incumbent and the continuing need for the post, the contract may be extended beyond the 
two-year period, Gaza is currently a non-family duty station. A spouse may elect to reside in ar 
outside of Ga children are required to reside outside of Gaza, Where the spouse elects to re 
outside of Gaza, an allowance: for maintenance of a second household ay be payable. Applications 
(UN Personal History form can be downloaded trom UNRWA website} can be faxed to +972-7- 
677-7694 or electronically forwarded to: unrwa-abhrt@unrwa.org, Resumes.can also be sent to Head, 
Recruitment Section. UNRWA HO Gaza, via UNRWA, PRO. Box 700, A-1400, Vienna, Austria. 
Please quote ref.# VN/M 14/2000. The deadline for receip of applications is 10 June 2000. Por 
more information, please refer to UNRWA website http: vwew wauinrwa.orgs, 
Only those applicants in whom the Agency bas further interest will be contacted. 





jon, health 
in Jordan, 
is seeking to 
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RESEARCH & CONSULTING 


Senior Consultant Environmental Policy and Economics 
Birmingham Office 






ECOTEC Research and Consulting Limited is an independent organisation 
providing international environmental policy advice, research, evaluation and 
consulting services to clients. We also have expertise in Sacial Policy, Planning 
and Economic Development, and Innovation Support, 







We require innovative thinkers who have a grounding in environmental 
and/or regulatory economics, and have knowledge of UK and or’ /EU 
environmental policy, both in terms of the policy approaches and the 
institutions involved in the policy process. Policy areas of particular interest to 
us are waste, water, energy (especially renewables), climate change and 
atmospheric pollution, 










Typically, you will have a Masters degree or above in a relevant discipline. A 
range of skills is important, the two we seek most are the capacity ro think 
critically and in depth and the ability to communicate ideas and insights 
through written reports and presentations. You may have experience of project 
management, bur you will certainly be able to demonstrate expertise in 
specific policy areas issues through your experience (perhaps 5 years which 
may be in industry, academia, commercial consultancy, public sector or 
NGOs). We are looking for individuals who feel passionate about their work 
and its content, 




























Salary and benefits will depend on qualifications and experience, within the 
band £27,000 to £35,000. 

Closing Date: June 23rd 

Please send a letter of application and CV to: 

Ms Pat White Personnel Manager, ECOTEC Research and Consulting Ltd, 
28-34 Albert Street Birmingham B4 7UD 

Fer a discussion in confidence, please call Dominic Hogg on 0121 616 3641 
or email dominic _hogg@ecotec.co.uk with suitable times and contact details 
for discussion. 























Specialist in 
Resource Mobilization 











The International Maize and Wheat Improvement Center 
(CIMMYT), a non-profit research organization, seeks an 
enthusiastic, committed individual to help poor people in 
developing countries, The Specialist will strategically 
employ knowledge of the philanthropic sector or social 
marketing to strengthen/diversify CIMMYT’s sources of 
financing and expand our relationships with philanthropic 
organizations and overseas development assistance agencies, 
consolidate current relationships, and develop innovative 
resourcing arrangements with commercial enterprises, 
Qualifications: expertise in social marketing or 
philanthropy; experience in developing/executing resource 
mobilization strategies for non-profit institutions; capacity 
to sell ideas; business acumen; and excellent English skills, 
























The Specialist will work from CIMMYT headquarters near | 
Mexico City. We are an equal-opportunity employer. 


Send application letter with CV to: 
Human Resources Manager, 
Code 2000/03, CIMMYT, Apdo. 
Postal 6-641, Mexico, D.F. 06600, MEXICO. 
Tel: +52 5804-2004; Fax: +52 5804-7558 /9; 
e-mail: Jobs-CIMMYT @egiar.org. 


THE ECONOMIST MAY 20TH 2000 


“=| | biotechnology a 


development consultancy services worldwide. The company now seeks a FEATURES EDITOR s k EEDA ig 
wishes to appoint a | Nature Biotechnology is the premier journal for biotechnology research, provid- 
oe | ing he sone community. wilh som sop dines! oF the regulatory, financial, 
REGIONAL MANAGER AFRICA (DESIGNATE) Sire a he cong denen of fis infernal baba: 


| To take over responsibility for managing and expanding the 
company’s business throughout Africa in June 2001. This will involve: 





Promotion and marketing of the company’s services 
Maintaining a high quality of service provision 


Achievement of agreed professional and financial targets no cae 
Implementation of strategic and business plans | oe a oe oe re Cee 
, f , : Genetics, Nature Structural Biowogy, Nature Medicine, Nature immunology, 
The candidate appointed will hold a post graduate degree in a Nature Neuroscience and Nature Biotechnology, which enjoy a close working 
relevant subject, have strong technical skills, commercial acumen and | relationship with the London-based Nature and Nature Cell Biology teams. Te 
extensive experience of development consultancy. In addition the | atmosphere is hard working, fast-paced ond friendly, 


post will require excellent communication and presentational skills, Applicants should have a strong background ni lism and weiting ahera ; 
experience of proposal preparation and of tender negotiation. o freelancer and/or coordinating the editorial is ntent of biotechnology publica: 
ap 7 : i s tions. A broad understanding F and interest in, the held, excellent literary : 
This is a key appointment located in our UK Head Office with skills, an enthusiasm for and commitment to the communication of science, 
extensive travel in Africa. The remuneration package will reflect the and an appreciation of the history and evolution of molecular biology into 


qualifications and experience of the successful candidate. biotechnology. 


r irati £ ; i iled : To apply, please submit a CV {including current salary), a summary of recent 
rena ardour apiation RO, nding etna es || ance oe ar cn cs 

Sauer Geiss PUNUNG ecamea Er or names l any area of biotechnology, o criticism of Nature Biolechnology’s current feature 
House, Boundary Way, Hemel Hempstead, Herts, England, HP2 7SR; | section, and three ideas for fulure features fo The Editor no then 
Phone: 44 1442 202440; Fax: 44 1442 219886 or email: | June 1. 


sue.adams@htsconsult.co.uk | Andrew Marshall, PhD, The Editor, Nature Biotechnology; 345 Park Avenue 
South, 10th Floor, New York City, NY.10010, USA, biotechnalogy@natureny.com 





Closing date for applications is 15th June 2000. 





Head of Va 
Career Management - madrid 4 | 





The Instituto de Empresa, a private academic institution of advanced fluent in Spanish and English, and eligible to work inthe EU. Either way, 
management education, is a leading European business school with a truly you are someone who relishes the chance to make a difference ~ 
global orientation. Based in Madrid, at the intersection of the European and personally and professionally. 

Latin American commercial worlds, it has developed a reputation for an 

innovative and entrepreneurial approach, typified by a Masters Degree in Reporting to the Director of External Affairs the key challenges of the post 
E-Business and by an international MBA programme recently ranked as will be to: i 

No. 1 in Spain and No. 4 in Europe. This is an ambitious organisation whose 


1 ft y 5 vi ig in tt 
goal is to be one of the leading business schools in the world. * Win the hearts and minds of the leading recruiters of MBAs in the US, 


Europe and Latin America to-continue the Instituto's development as a 


The Instituto seeks an influential and creative individual to lead the Career preferred source of MBA recruits in Europe 


Management department and play a crucial role in shaping the future of eWork closely with the course programme directors in developing 
the school, innovative, cutting-edge products. and. courses aligned with the needs 
of the global marketplace 


The role calls for someone special. Someone who is entirely committed « Set the strategy for the Careers Management department and establish 
to the Instituto’s mission. Someone with the energy, drive and staying it as the benchmark by which others are judged 

power to take their message around the globe, representing the Instituto 

at the highest levels. Someone for whom second best just won't do. e. Ensure that the institutos graduates are the best intormed and 

prepared for the selection processes of global corporations 

You may already be working in a human resources or career 

management post. Or you may be an MBA working in a world-class The Instituto is based in the heart of Madrid, a sophisticated and 
organisation, possibly in a marketing or business development role, cosmopolitan capital city with exellent social, leisure and cultural facilities. 


Candidates who believe they can contribute to the future success of the Instituto should sena their CV to Stephen Stringer at 
OpenSource Search and Selection by email to search@opensource ltd.uk (preferred) or by post to OpenSource, Ternion Court, 
264-268 Upper Fourth Street, Central Milton Keynes, MK9 1DP. United Kingdom. Fax + 44 1908 586429: Further information on the Instituto can be 
found at www. ie edu 
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i he | id iino A DEPUTY HEAD 


VP RES F ASSISTANCE OTS | Energy and Environmental Programme 










A Deputy Head is needed to help oversee the work and financing of Chatham House’s: 
largest research programme. We require an energy specialist to manage all energy 
policy projects and pursue research on international oil and gas issues, especially those 
relating to sustainability and corporate responsibility. In the energy policy area yow 
will supervise the work of administrators, oversee research projects, coordinate fund- 
: ; raising, promote meetings, organize workshops and shape the future direction of 
J C j] B H ITIN G IN TE R! TA” ; NAL ey k research. You will need knowledge and, ideally, experience of the oil and gas industry. 
4 Salary £33K. Closing date: 13 June. Only those able to work in the EU need apply. 


For application details email ayoud@rijia.org or write to Dawn Margrett, RHA, 
Chatham House, 10 St. James's Square, London, SW1Y 4LE, Website: www.riiaorg 


On-line Searchable Database of Consultant Resumes - Free Trial 
for New Accaunts/No Charge for Consultants 

job Advertising - Resume Broadcast Service 
All information at www,cambridgedata.com 























Executive $75K-500K +. Career searching into, within or out cf 
Asia / Europe / M.East / U.S.? Contact for Free Info & Critique 









www.careerpath.co.uk 
USA/Canada +1 202 4751698 E e N O 
Europe +44 20 75048280 — cpeurope@careerpath.co.uk METAL MARKET STATISTICAL ANALYST 






Asia / M, East / Aus +662 2674688 cpasia@bkk loxinfo.co.th 












The International Lead and Zinc Study Group, an 


Deutsches Institut fü intergovernmental organisation established in 1959 by the United 
euteenes mt Nations and based in London has a vacancy for a qualified Metal 


Wirtschaftsforschung Market Statistical Analyst. 
Gesucht wird für das Projekt “Wirtschaftspolitische Beratung Ukraine” The requirements for the position are: 
im TRANSFORM-Programm der deutschen Bundesregierung im | 
Rahmen eines Werkvertrages | * A minimum of 3 years experience in the assembly, screening 
j irtfi and interpretation of world commodity data, preferably in the 
ein(e) Volkswirt(in) : field of metals. 
mit Interesse an Makrodkonomie, Geld- und Wechselkurspolitk und | i 
an der Verknüpfung von makro- und strukturpolitischen Frage- Excellent IT skills to prepare detailed statistical reports to 
stellungen. deadlines. 


informationen: www.diw.de oder hwilkens @diw.de 





The candidate should work flexibly in a small professional tearm, 
possess relevant qualifications and be fluent in English. He/she will 
report to the Head of Forecasting and Statistics. 








DO YOU FEEL LIKE YOUR CORPORATE 
LADDER HAS RUN OUT OF RUNGS? 


| 
| 
Do you feel the need for new challenges and opportunities? If you're a i 





The starting salary will be £30,000 plus, depending on 
qualifications and experience. Benefits include a generous 
Provident Fund and six weeks annual holiday. The applicant will 


lobal senior executive, over 40 years old and accustomed to a $TOOK+ i EIA e Å 
9 ¥ be expected to assume his/her responsibilities in July 2000. 


annual salary, we can be the answer to your next jump on the laddar of 
success. Resume Broadcast international assists you in your EIN he, E oo : , 
professional search with the personal contact necessary for suecess Applications with Curriculum Vitae should be forwarded, by not 
from start to finish 24 hours a day, 365 days a year. Opportunity is only a later than 9 June 2000, to: 

phone call away at Tel: (619) 224-9257, Fax: (619) 224-9268 or E-mail: 
102224.3306 @ compuserve.com The Secretary General 
International Lead and Zinc Study Group 
2 King Street 





Resume Broadcast international 
P.O. Box 6390, San Diego, California 92166, USA. 





ie 3 fe sy 
PS Tel: 619 224 9257, Fax: 619 224.9268 London SW1Y 6QP 
memen gi Email: 102224.3306 @compuserve.com 7 











TRAINEE ENERGY / COMMODITY TRADERS 


Excellent career opportunities in the London Office of a leading unique aspects of each market. 
global energy and agricultural commodity trading house. This 
long established company has trading offices worldwide. It also 
owns and operates substantial industrial and storage assets 
which complement the trading activity. Ideal candidates will be either new graduates or graduates with 
one or two years’ work experience: 





For the next career stage the employees will be appointed to 
junior trading roles either in London or overseas. 


Trainees will receive rigorous on-the-job training circulating 


between the various energy and soft commodity desks, The role | * Numerate with the ability to analyse supply, demand and 
of each desk is to trade and transport physical commodities trade flow fundamentals anf of 

internationally while managing the substantial price risks | * Highly motivated with strong initiative 

inherent in volatile markets using financial derivatives, futures | * Excellent communicators 

and options. e Computer literate 

* Proficiency in a second European language preferred. 








At the end of a two year structured programme trainees will 
have a sound knowledge of trading, logistics, finance and 
contract administration. They will be experienced in the skills Please reply to The Economist, Box No 4104, 25 St James’ Si., 
common to trading all commodities, while appreciating the | London SWIA IHG. 


Salary competitive, prospects exceptional, 
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z Pa | - RESEARCH SCHOOL 
THE UNIVERSITY Coo SYSTEMS, i 
OF ae ORGANIZATION 
GRONINGEN & MANAGEMENT 









PhD positions in Management & Organization, Economics and Spatial Sciences 


SOM (Systems, Organization and Management) is the joint graduate school and research institute of the faculties of Management & Organization, Economics and Spa 
Sciences at the University of Groningen. SOM was founded in 1993 and cbtained KNAW-recognition in 1998. It has a good recordiof completed PhD dissertations. 
SOM alumni occupy positions at universities in the Netherlands and abroad, at ministries, research institutes and internat onal organizations as well as in business. SOM’s 
‘PhD education programme consists of a number of courses taught by staff members of the three faculties and by visithig professors, while it also enables PAD candidates: 
to participate in the courses offered by the various national networks for PhD training. 

The following PhD positions are offered (a brief description of these and other projects is available on internet at hetp://som.rug.nl/), 






























1. Vacancy number 200107/Econ ~ experience with the application of Bayesian Prof. Dr. J. Wijngaard; phone +31 50 3633826 
Title: How to control capacity-oriented production under estimation. email <j.wijngaard@bdk.rugnl > 
make-to-order and make-to-stock:; the case of foodproces- $ : 
sing industries. Information 6.. Vacancy number 200112/ECON 
. Prot I Dr, M. Wedel, phone +31 50 3633735, Title: Workwad conirol in frameworks for production 
Requirements l e-mail < mwedel@ecorugnl > pplarining and control 
~ ‘degree in management, economics, econometrics ce 
or agricultural engineering 4. Vacancy number 200110/ECON Requirements 
— knowledge of logistics/production. Title: Monetary policy in EMU: effects of (changes in) — the ideal candidate. combines analytical and social 
financial structure. sxills : 
Information i — he/she should have a'degree in operations 
Requirements 


Dr, D.P. van Donk, phone +32 50 3637345 / 
3637491, e-mail < d.p.van.donk@bdk.rug.nl > 


reseatch, management, business economics, or 


agter’ + b + ae) e 3 7 a a 4 
master’s degree in (quantitative) economics or industrial engineering. 





Prof, Dr. Ir. GJ.G. Gaalman, econometrics. settle 
phone +31 50 3637196 / 3637491, information 
Terie mê Drs. MJ. Land, phone +3150 3637188, 
e-mail < gjcgalman@bdk.rugni > Prof. Dr. J. de Haan, phone +31 50 3633706, eee ss enor ob 37 
e-mail < jde.haan@eco.rugnl > Prof. Dr Ir GIC, Ga ae 
2. Vacancy number 200108/ ECON f Prof. Dr. E, Sterken, phone + 31 50 3633723, shore w : 2 ee oF 5 
Title: Environmental change, organizational adaptabi- 31 503637196, 


4 e-mail < e.sterken@eco.rug.al > F a : t 
lity and firm performance: a multi-variate, multi-level, $ panera e-mail <gj.cgialman@bdkrug.nl > 


multixcountry and multi-period analysis of fit. S Vaeni namber soon ECON Frof, Tor B P a 3 3633826 
C VACANCY NUMVET. ğ e-mail < j.wijngaard@bdk.rug.an 
Requirements Title: Design ef workload control concepts for job shop JER ERATE £ 


production: new theories in practice. 7 


. 


~ asocial scientist ((business or general) economist, Vacancy number 200113/Econ : 
econometrician, psychologist or sociologist) Requirements Title: The inpact and determinants fi infrastructure 
— credentials in the area of quantitative research. investment in the Netherlands over the last 200 years 





— the ideal candidate combines analytical and social 
Information skills l : I Requirements 
Prof. Dr. A. van Witteloostuijn, ~ he/she should have a degree in operations ~ master’s degree in (quantitative) economics or 
phone +31 50 3637193, research, management, business economics, or ceanamietion 
e-mail <a.van.witteloostuijn@eco.rug.nl > industrial engineering, i 
Information laforiidtion 
. f Dr JE Sturin, e-mail < jesturm@eco.rugnl > 
3. Vacancy number 200109/2coN Drs. MJ. Land, phone +31 50 3637188, D on Groote: phe J Eso abate 8 
Title: Split questionnaire survey designs and their analy- e-mail <mjdand@bdk.rugnl > T RD. Groote PHONE 431 $0 3633093, 
sis with the Gibb’s sampler. Prof. Dr. 1 ga C. Gar i a e-nail <p.dgroote@frw.rag.nl > 
tof, Dr, Ir. GJC. Gaalman, Dr. JPAM Jacobs, phone +31 so 3633681, 
Requirements phone +31 $0 3637196, e-mail <j,p.2mjacobs@eco.rug.n! > 


i A n e-mail < gj.cgaalman@bdk.rug.al > 
~ master’s degree in econometrics or statistics 


Conditions 
PhD positions are offered for 4 years. The salary is according to university standards from DA 2.374,- gross per month in the first year which will rise to DA 4.037,- gross 
per month in the fourth year. After one year an evaluation of the performance will take place. 


Applications 
If you are interested in a PhD position within the field of management & organization, economics or spatial sciences, but none of the projects mentioned above fit in your 
research interest, please let us know and send an e-mail, including a curriculum vitae and a research proposal, to our director of graduate studies, Dr, Evert Schoorl, 
Research School SOM, University of Groningen, P.O. Box 800, 9700 AV Groningen, The Netherlands, e-mail < e.schoorl@eco.rug.nl > 

Applications, including a detailed curriculum vitae (with name, present and permanent address, nationality, date of birth, education, professional career and professional 
organizations), a list of academic publications, all university transcripts and the names of three references should be sent to the Head of Personnel Department, 
University of Groningen, P.O. Box 72, 9700 AB Groningen, The Netherlands. Please mark the envelope in the upper left hand corner with the vacancy namber. 

The closing date for applications is June 7, 2000. 
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The Robert Bosch Foundation (Robert Bosch Stiftung 
GmbH), established in 1964, embodies the philan- 
thropic and social endeavours of founder Rebert 
Bosch (1861-1942) within the structure of the Bosch 
organization. 








Within its new priority program on International 
Research into the Development of Sustain- 
able Agriculture and Forestry the Robert Bosch 
Foundation invites applications for positions of 





Junior Research Groupleaders 


The Robert Bosch Foundation provides unique 

opportunities for outstanding young scientists to 

establish independent research groups (equivalent 

to junior professorship) for up to 5 years at a German 

University or an associated German research institute 

in one of the following areas: 

è biodiversity, genetic resources 

e genetically modified organisms 

ə regional development in rural areas 

e institution building and human capital formation 

e management of environment and natural resour- 
ces 





All research topics should focus on Central and 
Eastern European countries or tropical and subtropi- 
cal areas. 


Closing date for applications: 15 July 2000 


For further information and application guidelines 
please contact the address below. 


ROBERT BOSCH STIFTUNG 


Robert Bosch Stiftung GmbH 

Dr. Ingrid Wiinning 

Postfach 10 06 28, D-70005 Stuttgart 

Internet: www.bosch-stiftung.de/juniorresearch/ 
E-Mail: ingrid. wuenning @ bosch-stiftung.de 
Tel.: ++ 49(0)711/4.6084 31, -35 

























BUSINESS & PERSONAL 





een evana totais 


OFFSHORE 2ND PASSPORTS, DRIVER'S 
LICENCES, DEGREES, BANK 
Companies from $250 AiCs, CAMOUFLAGE PASSPORTS 
READY MADE COMPANIES GMC 


Fax +3 120-524 1407 
Email: 00413, 3245 a@vompuserve.com 
bttp://waw.global-money.com 


LOWEST ANNUAL FEES 
NOMINEE SERVICE 
BANK INTRODUCTIONS 
OFFSHORE CREDIT CARDS 


IMMIGRATION TO CANADA 
Experienced Canadian tmmigratiog Lawyer 
will prepare Visa application for Skilled 
Workers, Businessmen, Investors. Ver 
reasonable fees. Leonard Simcoe. Ref: E. 
1255 Laird Bivd. Suite 208, Moum Royal, 

canada HIP ITI. Pax: (541) 739- 





Cyprites oo 
Tokv3S7-2782415, Fax:+387-2766722 
Established since 1980 
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Salary from £19,372 - £32,199 p.a. incl. 
(subject to qualifications and experience) 


Applications are invited for a one-year temporary 
lectureship, from ist September 2000, with specialisation 
in the political economy of European integration. This post 
is located in the European Institute... The successful 
candidate will be expected to teach on postgraduate | 
courses in European political economy and in particular to | 
contribute to the teaching of ‘The: Political Economy 
of European integration’ and to teach an introductory | 
course on basic economic concepts. 


For further details please phone 020 7955 6183 or email 
recruitment@ise.ac.uk with. you name and address. 
Please quote reference number L094. 


Closing date for applications is 12th June 2000 






The London Schoo! of Economics and Political Science is committed to equal 
opportunities and excellence in teaching and research 








UNIVERSITY OF 
CAMBRIDGE 


Faculty of Economies and Politics 





University Lecturers/University Assistant Lecturers 


The Faculty of Economics and Politics wishes to make the following 
appointments: 

One University Lectureship/University Assistant Lectureship 
in Development Economics tenable from 1 October 2000 or as soon 
as possible thereafter. 

One Temporary University Lectureship/University Assistant 
Lectureship tenable for three years from 1 October 2000, Candidates 
may offer expertise in any area of economics. 

Candidates for both appointments should have a PhD, or be firmly 
expected to have a PhD, by September 2000, 

The successful candidates will be expected to provide some general 
economics teaching at the undergraduate level bur will also have an 
opportunity to lecture on their particular fields of interest in the 
Faculty’s graduate and undergraduate programmes. 

Post One: University Lectureship/University Assistant Lectureship 
in Development Economics: 

An appointment made at University Lecturer level will be for five 
years in the first instance, with the possibility of reappointment to the 
retiring age, An appointment made at University Assistant Lecturer 
level will be for three years, with the possibility of reappointment for a 
further two years, The statutory limit of tenure of a University 
Assistant Lectureship is five years, but all holders of this office are 
considered for possible appointment to the office of University 
Lecturer during the course of their tenure. 

The pensionable scale of stipends are: 

University Lecturer: £20,81 Ipa - £32,095pa (11 increments) 

University Assistant Lecturer: £17,238pa - £22,597pa (6 increments} 
Post Two: Appointment will be made for a fixed term of three years at 
a level equivalent to thar of a University Lecturer, at a salary 
commensurate with age and experience. z 
Further information may be obtained from the Faculty’s web page (URL 
htip://www.econ.cam.ac.uk) or from the Secretary of the Appointments 
Committee, Faculty of Economics and Politics, University of 
Cambridge, Austin Robinson Building, Sidgwick Avenue, Cambridge 
CB3 9DD (e-mail app.sec.@econ.cam.ac.uk}. The closing date for 
applications is 30 June 2000. 


The University is committed to equality of opportunity 
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full professorship in political science 


tenable from 1 April 2001 or as soon as possible 
thereafter. 


Candidates’ primary area of specialization should be 
comparative politics (political systems and political 
institutions). An interest in political theory and the history 
of ideas is indispensable. The position involves a clear 
commitment to interdisciplinary cooperation with 
“colleagues in law, economics and public management. 
Gfeat importance is attached to international research 
experience and outstanding teaching skills. The acadernic 
qualifications required for an appointment include PhD 
and a strong record in research and teaching. For 
candidates from German-speaking countries this normally 
means successful Habilitation. 










The University of St. Gallen wishes to increase the number 
of women active in teaching and research, and therefore 
particularly welcomes applications from female faculty. 










Applications including curriculum vitae and list 
publications (no samples of published work at this stage) 
should be sent to the Rector of the University of St. 
Gallen, Prof. Dr. Peter Gomez, Dufourstrasse 50, CH-9000 
St. Gallen, Switzerland, and must arrive no later than 31 
August 2000. 










BUSINESS & PERSONAL 





Legall & Ethically 


OWN YOUR OWN 


OFFSHORE BANK 
INSURANCE COMPANY 
Get each just for US$16,500 


Licensed in Europe: just registered -~ ready for 
immediate delivery and new to order 
infer at: Anp dwww montenee ni banks. can 
Fax: (011-507) 213 03 38 - from USA 
Fax: (00-507) 213 03 38 - from Europe 


OFFSHORE BANK 


2 Re yo“  4.310-376-3480 


loffshoreanswers.com| 





Readers are recommended 
to make appropriate enquiries and take 
appropriate advice before sending money, 
incurring any expense or entering into a 
binding commitment in relation to an 
advertisement. The Economist Newspaper 
Limited shall not be fiable to any person for 
loss or damage incurred or suffered as a 
result of his / her accepting or offering to 
accept an invitation contained in any 


IMMIGRATE TO CANADA 
“We Can Help” 


25 Years Experience in Immigration Matters 


The jaw Gre of Somyen & Peterson 
https Avwwsomjen.com 
Email: somjeni@somjen.cam 
Sune 810, 1240 Bay Street, 
Toronto, Ontario. Canada, MSR IAT 
Teli (AIGH SORI Fan: (H6922 4234 
“We Can Help” advertisement published in the Economist. 
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seeks scholars specialized | in iemational law 
to serve as fellows in its international legal studies 
program. Fellows will teach courses in their areas. 
of expertise, undertake research, and participate in 
the international academic endeavors of the law 
school for one year, starting in January, 2001. 

Requirements include: * a law degree * a record 
of scholarly publications in international law +a“ 
research agenda for the year * teaching experience. — 

The internationa! legal studies program offers a 
Master of Laws (LLM) in International Legal 
Studies with specializations in international busi- 
ness law, international human rights law, interna- 
tional environmental law, international organiza- 
tions, gender studies and the law. Currently there 
are 165 students from 56 countries enrolled in the 
program. 

AU is an eeo/aa employer committed to a diverse 
faculty, staff, and student body. All applications 
must be received no later than July 31 to American 
University, Professor Daniel Bradlow, Director of 
the International Legal Studies Program, 4801 
Massachusetts Ave., NW. Washington, DC 20016. 









































Tel: (1-212) 541 5730 Fax: (1-212) 247-1325 
email: stephenwelch@economist.com 


or: Will Wilkinson, 

London 
Tel: (44-20) 7830 7000 Fax: (44-20) 7830 7111 
email: willwilkinson@economist.com 






or: Nathalie Henault, 
Paris 

Tel: (33-1) 53-93 66 08 

email: nathaliehenault@economist.com 






FIRST 
Banking © 


24-26 July 2000 


Johannesburg, South Africa 





WHAT SETS THIS 
CONFERENCE APART 


@ Focus on the challenges of African banking ad 
finance in a new era 

Focus on electronic commerce business strategies 
Practical case studies from industry leaders 

Top speakers from Africa and other continents 
Business to business meetings @ Exhibition 


Top representation by leading African banking and 
financial institutions 


@ Networking and business building opportunities 











FOR BOOKING FORM CONTACT: 


Fax: +27 11 807 0919, Email: conference@businessinafrica.co.za 
Business in Africa Conferences (UK) Tel: +44 20 7495 7969. 








COURSES 


AT CANTERBURY BER 


THE LONDON CENTRE OF 
INTERNATIONAL RELATIONS 
Offers the following postgraduate 
studies September and January 
Admission - Full-time and Part- 
time study. 








MA in International Conflict 
Analysis ESRC Scholarship 
available 

MA in International Relations 
and European Studies 

MA in International 


PAN-AFRICAN 


Finance 


SUMMIT 













Business in Africa Conferences (South Africa) Tel: +27 11 807 0948. 







Fax: +44 20 7495 7966. Email: businessin africa@compuserve.com 


Bachelor * Master ¢ Ph.D. 
Business (GMBA Majors) - 
Liberal Arts - Computer 


fax: 610.527.1008 * e-mail: admissions@washint.edu * www.washint.edu 


 INTERDISCIPLINARY 
| RESEARCH 
DEVELOPMENT 





Medical Research Council 










The MRC is now inviting applications for "Discipline 
Hopping Awards”. The aim of these exciting 
new awards is to encourage innovative application 
of chemistry, physics, or economics to important 
biological, clinical and health questions. The intention is 
to provide "pump-priming" to facilitate the development 
of long-term interdisciplinary collaborations aimed at key 
medical research questions. 


The Discipline Hopping scheme aims to be flexible, 
and we anticipate that there will be a variety of ways to 
prime the expansion of collaborative research in the 
specified areas. 









All applicants must be able ta demonstrate an 
appropriate track record in their own field. Outline 
proposals only will be required. Awards will be 
made on the basis of (i) previous achievements and 
(i) potential impact on the area of biomedica /clinicat/ 
health science. Awards will be cash-limited to a total of 
£50k and would generally be expected to be for one 
year. The deadline for submission of applications is 15 | 
September 2000. 












For more details see the MRC website at 
www.imnreac.uk/fund_sch/hoppers. html 

or contact: Michele Michalezuk 

Tel: 020 7636 5422 

Email: michele. michalezuk@headoffice.mre.ac.uk. 


a an nett ae tr nese ck NA ees a so Sat 


BUSIN ESS & 
PERSONAL 


NEW AUTHORS 


PUBLISH YOUR WORK 


ALL SUBJECTS CONSIDERED 
WRITE OR SEND YOUR MANUSCRIPT TO: 
MINERVA PRESS 
315 - 317 REGENT ST LONDON WIR 7YB UK 
www minerva press. co.uk 























Engineering 






pup 


PO, Box 1138, Bryn Mawr P PA 19010-USA 





















er START YOUR OWN “ft 
| IMPORT/EXPORT AGENCY 1 
No Capital or Exp, rea. No Risk. Work from 
Home. PartFull time. Free Advisory Service, 
Est. 1946. Clients in 120 countries. 
Send for Free Booklet. 
WADE WORLD TRADE 


















Relations 
MPhil and PhD 


Por further details please 
contact: 


LCIR 
(University of Kent) 
L Kingsway London. 

WC2B 6YE, UK. 
Telephone: 
+44 (020 7565 6836 
Fax: 
+44 (020 7565 6827 
E-mail 
LEIR @uke.ac uk 


secellenice in Higher 





s400 UPTOWN aivo NES sure IW | 
Doph 34 ALBUN, NM BITID USA 
y J4@eenturyuniversity. edu 
-B00-I40-6757 





INTERNATIONAL PROPERTY 









JUST ONE CLICK 
& YOU’RE THERE! 
www.bennelongsydney.com.au 


Australia’s finest harbourside city apartments. 
for the Sydney 2000 Olympic Games. 


Occupy in tin 


| 
Dept 2c24 50 Burahill Road T 
Beckenham Kent BR3 3LA UK i 
Tel: +44 (0) 20 8650 0180 (24hrs) g 
Fax: +44 (0) 20 8663 3212 ; 


het. INS. wadetrade com 
w n aa 


p- =e m m m m 





4" maea i A 






compares. to holek 
a bathroom, kichen, TU telephone. cent tral T 
heating, elevate, 

a Gertrally lotated in Kensington area a 
@ Tourist Board Approved W 
Ashburn Garden Apartments 
a 3 Ashburn Gardens a 

South Kensington, London SW7 4DG, UK 
www.ashburngardens.co uk 

WM infe@ashburngardens.co.uk W 
1 Tel: .++44 207 370 2063 

Faxi }+44 207 370 6743 
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ANNOUNCI 


Maureen facilities decommissioning 



















The owners of the Maureen oil production platform are preparing for the decommissioning of the structure a 
other facilities in the Maureen field. A draft of the document describing the decommissioning process and the preferred 
final option (The Decommissioning Programme) is being sent to statutory consultees as-well'as other key stakeholders. 
Their views will be taken into account in the final version of the document which will be submitted to the UK's 
Department of Trade & Industry for approval of the recommended decommissioning solution, 






The Maureen platform is a large steel gravity-based structure located in the Northern North Sea, on the UK 
Continental Shelf. It is unlike any other large steel North Sea structure in that it was designed to be refloated and 
re-used at another location. 





If you would like to be included in the consultation process or would like further information, 






please contact: Jim Rae or Lynnda Robson at Phillips Petroleum 

Tel: +44 (0) 1483 752000, or email: maureen@ppco.com or you can visit our 
web site www.phillips66.com/maureen where a copy of the document can be downloaded, 
when it is available for consultation. 


ween ean ereeeeeeEE 


The Maureen owners: 
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BUSINESS OPPORTUNITIES 





Information Technology 


for the World 


The United Nations is undertaking a campaign to bring 
IT capability to the developing world. 





Government ministers, CEOs and heads of international 
agencies will take on the challenge at a high-level 
meeting of the UN Economic and Social Council to 
be held from 5 to 7 July in New York and chaired by 
the ECOSOC President, Ambassador Makarim 
Wibisono of Indonesia. 


ECOSOC will launch a strategy that is being drawn up 
by experts from the public and private sectors. 


See the “IT for the World” website, at | Colombia, Egypt, Phili 
www.un.org/esa/coordination/ecosoc /itforum 


For the UN’s new programme with the business 
community, see www.unglobalcompact.org 


ECOSOC 
2000 





iy For more information, contact Phil Gibson via email at pgibson@sakon.com, 
phone at 001-978-663-7890 x235. Please visit Sakon on the web at www.sakon.com 





‘United Nations 
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EUROPE'S LEADING LIGHT 
Crossair of Switzerland, Europe's largest regional airline offers more. than 28 daily 
departures from the UK and Ireland to Switzerland. In addition, Crossair also offers a 


network that encompasses over a 100 destinations in over 30 countries through its 
EuroCross hub at EuroAirport Basel. 


CROSSAIR 


For funit her information contact your local travel a; pent 
or, +44 845 607 3000, www.crossair.com 


BB We Qualtiver Creag 


Innovative and cost-effective solutions to protect your assets and minimise your tax. The Sovereign Group is a professional global practice of 
leading tax specialists, operating in 17 jurisdictions worldwide for over 10 years. For complimentary copies of our guides to intemational tax planning 
and trustee services, please contact your most convenient Sovereign office. Aitematively call for expert practical advice free of obligation or charge. 


GIBRALTAR: Diane Dentith HONG KONG: Stuart Stoble TEA: Poul Winder U.K.: Simon Denton USA: Bill Andrews 

Fel: +350 76173 Yel: +8592 2542 1177 Yel: +1 649 948 5056/7 1 +44 (0)207 479 7070 Tel: +1 800 13 6381 
Fax: +350 70168 Fax: +852 2545 0550 Fax +4 649 946 5052 Fax: +44 (0)207 439 4436 Fax: +1 600 813 6282 
gib@sovereigngroup.com hk @sovereigngroup.cem tel@savereigngroup.com uk @sovereigngroup.com overeigngroup.com 


www. sovereigngroup.com 


ICSL 8) OFFSHORE COMPANIES TRUSTS FOUNDATIONS 4 7 


Since 1977 The ICSL organisation has specialized in the establishment and administration of Offshore Companies, Trusts, 

Foundations and other structures with emphasis on Tax Mitigation, Asset Protection and Privacy. We also arrange no 

tax /low tax residency and alternative citizenship and passport. For information or an initial consultation without obligation 

please contact your most convenient ICSL office. Our corporate aim: to provide Quality Service at Reasonable Cost, 
ISLE OF MAN - PETER HARRISON IBERIA - ROD RAMSDEN LLBLLM IRELAND - EILISH MURPHY 


International Company Services Limited ICSL Iberia Limited International Company Services (ireland) Ltd 
Fel: +44 1624 801801 Fax: +44 1624 801800 Tek +351 21.914 2030 Fax: +551.213142031 Tel: +353 1661 8490 Fax: +353 1 661 8493 





























Email: iom@iCSL.com 


UK - PEYMAN ZIA 


Email: ak@ICSL.com 






US TAXATION 
BY CPA IN LONDON 
IK tax return service and US/UK lax 
advice for US citizens and US “greer 
card” holders living/working abroad. 
Servicing individuals and corporations. 











Mokhtar Edwards & Co 
65 London Wall, London ECZM STU 
Tel: 020 7588 8200 








easyspace 


| DOMAIN NAMES 
from 


£5p.a 


inc. internic/registrar fees 














Order Online: 
www.easyspace.com 
com net .org .co.uk org.uk 





international Company Services (UK) Lid 


Teh +44 20 7493 4244 Pax: +44 20 7491 0605 



















Email: por@iCSL.com 


JSA ~ JERRY BAKERJIAN BBA 
International Company Services (USA) Inc 
Yel: +1 954 943 1496 Fax: +1954 943 1499 Tel: +598 2902 1165 Fax: +598 2902 1191 


Email: usa@ICSL.cons 





2% CITIZENSHIP 
Henley & Partner, Ine. 


SEAL PROGRAMS LEADING TO 
TTETZENSHIP AND PASSPORT 

1481 . 832 80 

- 148) - 832 88 

EY PART WER.¢ 


BY GOVERNMENT 












APPOINTMENT 


rommers International 
Trae el Cuide’ 


Perfeet for business or pleasure. 


020 7590 600C 
3) Rosary Gardens, London SWT ANH 
Pax 020 7580 6080, 
US Toll Free: 1 800 526 2810 
E-mail: salesVastons-apartments.com 
Internet www.astons-apartmmnts.com 





Email: ire@ICSL.com 
URUGUAY - DR. CARLOS QUERALTO 


International Company Services S.A. 


Email: uy@ICSL.com 














4402 TEANECK Roan - SUITE 114 + TEANECK, NEW JERSEY + 07666 + USA 





THE ECONOMIST MAY 2OTH 2000 





BUSINESS & PERSONAL 


<+ 


The ultimate authority on the world’s best hotels 
hideawayreport.com 


CANADA IMMIGRATION 


COMPANY & 
TRUST a 


Martin Neville - 
1624 677948 


enterpri jsenet 


| ot ield 


Victoria Street 


f Man IMH IUW 


We make Glaser Travel 
Goods, and sell directly to 
you. Talk with us abour 
your luggage and briefcase 
needs. Any purchase may 
be returned unused in ten 


days for a full refund. 


OFF SHORE 
TAX - FREE 


Companies world - w ide 


and administrati 
ening of pank 





UN ITED KING DOM 


lead Office - 
LAVECO Ltd 
Clos de Saignie, Sark, 
United Kingdom, GY9 USF 
Raymond y Gibson 





Fax: 4092-1 
E-mail romaniagd 
CYPRU. 
Tel +357. 4-616- OW 








Our Flexible Unwreckable™ 
frame protects your laptop. 
Hand finished cowhide: 
choose natural, walnut or 
black. Lerter-size, fat letter- 
size, A4, or legal-size. 

$650 to $695. 


Insiders™ dividers: 
customize the way you 


organize your documents 
and gear. 


Please call for our free catalog. Toll free 800.234.1075. 


> GLASER DESIGNS 


Travel Goons MAKERS 


32 OTIS ST. SAN FRANCISCO, CA 94103 
PHONE 415-552-3188 FAX 415-431-3999 
TOLL FREE 800-234-1075 ECON@GLASERDESIGNS.COM 
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FROM THE WORLDS No. 1 PROVIDER 


For over a quarter of the century, 
OCRA has offered unparalleled 
knowledge of international tax 
and asset protection planning for 
individual and corporate clients. 


Now delivered through a network 
of offices in 26 world financial 
centres and all time zones, the col- 
lective experience, skills and 
resources of more than 300 multi- 
skilled professionals including 
lawyers, chartered accountants 
and secretaries, economists and 
bankers are instantly accessible - 
wherever you are. 


THE MOST COMPREHENSIVE 
RANGE OF OFFSHORE SER- 


CREDIT CARDS 
ACCEPTED 


FOR OUR 110 PAGE COLOUR 
BROCHURE CONTACT: 
CW Forster (Director) 





26 Offices Worldwide 
PO Box 55, Ra 
Great Britain, 
TEL: +44 162¢ 


FAX: +44 1624 
E-mail: econom 


| 
| 
Freephone From USA: | 
1 800 283 4444 | 
| 
| 


www.ocra.com — 


1509002 94 Certificated + A member of the Estate and General Group established in 1935 




































ECONOMIC INDICATORS 








OUTPUT, DEMAND AND JOBS AMEN industrial al production jumped by axi in the 12 | 


months to April. Retail sales in the euro area grew by 2.7% ir the 12 months to February. British 
unemployment continued to fall in April: itsclaimant-countrate was only 3.9%, the lowest since 
January 1980. In the same month, Sweden’s unemployment rate fell to an eight-year low of 4.7%. 





















% change at annual rate The Economist poll industrial Retail sales Unemployment 
GDP GDP forecasts production {volume) 
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| PRICES AND WAGES Falling energy prices helped to reduce America’s 12-month consumer- 


price inflation slowed in April in America, Germany and Switzerland. In Britain consumer- 
price inflation rose from 2.6% to 3.0% in April, but average wage increases fell to 5.3% in March. 


% change at annual rate 
Consumer prices* 


The Economist poll 


consumer prices forecast — Producer prices* 
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price inflation rate from 3.7% to 3.0% in April. The euro area’s inflation rate fell to 1.9%. Producer- | 














COMMODITY PRICE INDEX 
Since hitting an 11-year high of 
$573 an ounce in February, platinum prices 
have fallen by 1%. Analysts at Johnson Mat- 
they reckon that they may slip further now 
that Russia is exporting freely again. But 
strong demand for jewellery should hold 
prices above $450 an ounce for the next six 
months. In 1999 world demand for plati- 
num rose by 4%, to 5.6m-ounces. With Rus- 
sian exports suspended for most of 1999, 
supplies were at their lowest since 1994, 
even though output in South Africa rose by 
6%. The shortfall was filled by industry 
stocks and sales from America’s defence 
stockpile. Encouraged by strong demand 
for jewellery and hopes that car makers will 
switch to cheaper platinum for autocata- 
lysts, Anglo American Platinum, the biggest 





producer, plans to raise output by 75% to | 



































3.5m ounces by the end of 2006, 
1995=100 % change on 
and May May one one 
_2nd Rh _16th* month year 
Dollar index 
All items 750 744 753 + 12 + 52 
food O B8 B2 B8 -0l +25 
industrials 
All 76.7 762 773 +30 +78 
Nat 731 O 727 O I 2 44 
_Wetals 797 PI B8 + 4I +188 
Sterling index peaa 
Allitems 758 76.6 J94 + 66 +139 
food 745 753 778 +52 +120 
dusios 774 T84 815 +85 + 164 
Euro index i : 
Alt items 108.7 
Food 106.9 
industriais 1114.0 
Yen index 
Ali iteris 869 869 
food ess 2 
industrias 88.8 887 903 + B3 Z AZ 
Gold 
$peroz 27475 277.37 27625 - 16 + 06 
Crude oil North Sea Brent, = 
spert barrel 25.23 26.70 28.38 +244 +859 

















@ DOING BUSINESS In the past five years, 
Hong Kong has had the best business envi- 
ronment in the world, according to the 
Economist Intelligence Unit, a sister com- 
pany of The Economist. But between now 
and 2004, thinks the e1u, Hong Kong will 
lose top spot to—perhaps surprisingly—the 
Netherlands. The zu says that the Dutch 
business environment has no obvious 
weaknesses: its political system is stable, its 
labour market flexible and its financial sec- 
tor efficient. Hong Kong will slip to sixth as 
the adverse effects on business of the terri- 
tory’s return to China start to be felt. The 
United States and Canada are ranked third 
and fourth, so that North America will re- 
main the best region of the world in which 
to do business in 2000-04. Africa and the 











Middle East will be worst. 
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| m PENSION FUNI $ Americans now own 
half a ae paoti to 6 5% The pit ol f Canada raised its iol rate 69 the same | three-fifths of the world’s retirement assets, 
| amount. The growth in Japan 's broad-money supply rose to 2.9% in the 12 months to April. | according to InterSec, a research company. 
eee | America’s pension assets were worth $7.8 
| trillion in-1999-140% more than’ in 1994, 
| thanks to the bull market in shares and | 
| higher contributions’ by baby-boomers | 
| starting to think seriously about | 
for their retirement. Japanese 
sets were the next biggest, wort! $i 
British pension-fund assets were wor 
trillion, Most other European countr 
have few pension assets. They largely rely 
on unfunded pensions, paid out of the cur- 
rent income of the firms or governments 
| that provide them, rather than from the re- 
tums on funds invested in shares and | 
bonds. World pension assets totalled’ $13 
trillion last year, 95% more than in 1994. 
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STOCKMARKETS “Although the rise in American interest rates on May 16th had been widely 
discounted, most stockmarkets fell on fears of further increases this summer. Over the week, 


y | 
| 
| 
| 
| 
| 
i 
| 
| 
| 
| 
however, the Dow gained 3.9% and the Nasdaq composite rose by 7.7%. | 
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TRADE, EXCHANGE RATES AND BUDGETS The dollar rose by 2.1% against sterling during the week, hitting its highest level against the | 
pound since May 1994. It also rose sharply against the Australian and New Zealand dollars. Japan’s trade surplus fell to $9.2 billion in March, but 
the 12-month total edged up to $124.3 billion. Over the same period, France's trade surplus shrank slightly, to $17.0 billion. 


le! i 










Trade balance’, Son Current account i Exchange rate Currency units Budget 
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| which afflicts millions around the world. 


| iodised salt, mainly in poor countries such 


EMERGING-MARKET INDICATORS 





@ SALT Iodine deficiency is a devastating 
condition. In children, lack of this essential 
nutrient causes mental and physical re- 
tardation. But iodine is cheap and easy to 
deliver in the form of fortified salt. Unfortu- 
nately, over 1.3 billion people lack access to 


as Yemen and North Korea. Some countries, 
such as China, have greatly expanded their 
population’s consumption of iodised saltin 
recent years; others, such as Russia, have 
fallen behind. Earlier this month, salt pro- 
ducers met experts from the World Health 
Organisation and the Micronutrient Initia- 
tive, an international public-health agency, 
to discuss ways of getting todine into the 
30% of the world’s table salt that remains 
unfortified. The next task will be to supple- 
ment salt with iron to help fight anaemia, 


% pr households consuming. iodised salt: i 
1993-2000 i FUES 


9 20 






Kenya 


Nigeria 








ECONOMY In the year to the first quarter, Indonesia’s Gor growth slowed to 3.2%, less than 
expected. Russia’s industrial production fell by 7.9% in April, but it was still 5.5% up on a year 
ago. In the same 12 months, China’s industrial output grew by 11.4%, while its consumer prices 
fell by 0.3%. South Africa’s inflation rose to 4.5% in April, its highest level for nine months. 
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FINANCIAL MARKETS Several Asian stockmarkets fell after this week’s rise in American in- 
terest rates. Jakarta was also hit by the continued weakness of the rupiah and by economic 
worries: Indonesia’s state statistics bureau has cut Gop growth forecasts for this year by more | 
than half. Of the markets in our r table, Moscow fell by the most, shedding nearly 8%. 
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You will never become 


an e-business 
by piecing together 


software you already have. 











ge 


Only Oracle has 


a complete 








e-business suite. 


~ ORACLE’ > 


SOFTWARE POWERS THE INTERNET” 





www.oracle.com 


Photo: Dr. Erskine Palmer, Genters for Disease Control and Prevention 






FOR THOUSANDS OF YEARS 


VIRUSES 


HAVE HAD AN ORGANIZED, 


? 
EFFICIENT DELIVERY SYSTEM FOR 


ELIMINATING HUMANITY. 
NOW HUMANITY IS READY 


TO RETURN THE FAVOR. 




























Approximately four million children die 
each year from vaccine-preventable diseases. 
That’s equivalent to a child dying every ten 
seconds. Not long ago, an event took place in 
Davos, Switzerland, that could make statistics 
like this a thing of the past. For the first time 
in human history, a global partnership has 
been formed for the sole purpose of helping 
every child in the world live free from 
vaccine-preventable disease. It’s called the 
Global Alliance for Vaccines & Immunization. 
It represents a worldwide network of national 
governments, international development and 
finance organizations, philanthropic groups 
and the pharmaceutical industry. And here’s 
how this alliance is going to change the world. 


To begin with, there’s strength in numbers. 





Since.GAVI is more than a single agency or 


organization, it can address the entire world 





immunization problem with a unified plan. 
GAVI intends to expand the reach and 
eieetiveness of immunization programs 
country by country. Through this effort, killers 
with familiar names like measles, diphtheria, 
tetanus, meningitis, hepatitis B and others 
can be controlled, if not wiped out. GAVI also 


supports the development and introduction of 





THE GLOBAL ALLIANCE 





THE BILL & MELINDA GATES FOUNDATION IS PROUD, F 
FOR VACCINES & 


important new aane for dises 
AIDS, tuberculosis and malaria. I 
alliance, the partners are remind 
that immunization is not aniy a 
for health, but an essential contr 
broader framework of human de 
and to poverty reduction. Everyo agrees that 
global immunization is the greatest public 
health success story in history. An investment 
which, dollar for dollar, pays for itself many 
times over. But in order for GAVI to be 
400 to 700 million dollars a year 
along with the expertise, brainp 
resources of people like you. Ple 
be surprised what obstacles we 
overcome by simplv believing w 


For more information or to find out 


participate, please visit www vaccine 





No one is safe from an infectious disease unless 
everyone is safe. Vaccines offer the greatest 
potential for imp’ roved global health. Existing 
vaccines have become more affordable, and 
delivery methods increasingly successful. At the 
same time, efforts are continuing to make ~ 
vaccines even safer, simpler and available for a 
wider spectrum of diseases. Aggressive programs 
to develop vaccines for malaria, tuberculosis and 
AIDS are underway right now. Success will mean 
healthier lives for billions of people, and greater 
opportunities for entire countries. 
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The World's most 


comprehensive index. 
How you want it. 


With Global-Pro. 


$ 
When you're dealing with an index that now spans 49 countries and 39 industry sectors, finding what's relevant 


to you is more important than,ever. That's why ING Barings and FTSE have combined forces to develop 
Global-Pro, a new service from ING Barings that customises the FTSE All-World Index specifically to your needs 
and interests. Visit our website and discover what it can do for you. 


Global-Pro 


www.global-pro.com 


ING») BARINGS 


ING Barings is the organisation and trade name used by ING Bank N.V. and certain of its subsidiaries for the conduct of international corporate and investment banking busines 
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PROFITS & PRINCIPLE 


In the attempt to satisfy the world’s 
ever-increasing demand for energy, 
it's easy for companies to overlook 


the importance of plants and animals. 


But ignoring endangered species 
can be very costly. Lasting 
environmental damage and public 
outrage are the real business 
consequences of forgetting the 





OR BECOME ONE? 





Shell works hard to discover new sources of energy. 
But, we also work hard to see the world doesn’t suffer in 
the process. If we're exploring for oil and gas reserves in 
environmentally sensitive regions, we consult widely with 
the different local and global interest groups to ensure that 
bio-diversity in each location is preserved. We're also 
trying to encourage these bodies to stay involved throughout 
the process and monitor our progress so that, together, 
we can review and improve the ways in which we work. 
It’s all part of our commitment to sustainable development, 
balancing economic progress with environmental 
care and social responsibility. Because we believe that, 
even when times are tough, supporting the best interests 
of the world is in our own best interest. 

WE WELCOME YOUR INPUT. CONTACT US ON THE INTERNET AT WWW.SHELL.COM/PROTECT 


OR EMAIL US AT “TELL-SHELL@S!.SHELL.COM’ OR WRITE TO US AT. ‘THE PROFITS & PRINCIPLES 
DEBATE SHELL INTERNATIONAL LTD, SHELL CENTRE, LONDON SE! 7NA UK 
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55 Pension 
HSBC. It’s a sure sign that you’re dealing with a But it’s our integrity and common sense solutions 
world-class financial services organisation. that you can truly count on. Particularly when it comes 


We've been around for more than 130 years. Now to safeguarding your future. 
we're in 80 countries and territories, serving over 20 Wherever you are in the world, wherever you are in 


million customers, Those are the numbers. your life, HSBC will be there for you. 
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Israel's withdrawal from Lebanon tumed 
intoa rout, but was still a brave decision by 
Ehud Barak, Israel’s prime minister. He will 
need a lot more bravery to face the chal- 
lenges tocome: leader, page 13; leaving Leba- 
non, page 19; the tangled peace talks with 
the Palestinians, next page 
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LETTERS The Economist, 25 St James's Street, London SWIA 1HG FAX 5020 7839 2968 E-MAIL: letters@economistcom 


Hopeless Africa? 


Sir—After ploughing through 
your depressing but painfully ac- 
curate special article on what ails 
Africa (“The heart of the matter”, 
May 13th), it was odd to find the 
confident assertion, against the 
weight of your own evidence, 
that Africa can change in a deep 
and sustainable manner. Appar- 
ently all it takes is for Africans “to 
regain their self-confidence”. You 
make it sound so easy. 

On a more realistic note, you 
might have mentioned the daunt- 
ing (and mounting) challenges 
that Africa faces, and the abject 
failure of past development ef- 
forts and current development 
thinking to address any of them 
seriously. The challenges inchide 
the particular problems of Africa 
having too many nation-states 
that make no sense as sovereign 
entities in anything but name. Af- 
rica also has too little of the hu- 
man and social capital of the kind 
needed for effective governance, 
sustainable development, and 
growth and diversification of its 
still abysmally anachronistic pro- 
duction structure in a fast globa- 
lising post-industrial world. These 
characteristics, above others, 
blight Africa’s future prospects. It 
is not at all clear how self- 
confidence can be regained or 
how it can help unless they are 
resolved. 

There are tough questions to be 
asked. What are Africa and the 
donor community going to do 
about encouraging regional inte- 
gration more seriously than in the 
past--with fast action instead of 
empty rhetoric? How will Africa 


cope with its debilitating deficit of 
human and social capital? Will 
Africa wait for it to grow indige- 
nously, through the painstaking 
but frustratingly slow “capacity- 
building” efforts so patiently fi- 
nanced by donors? How can Af- 
rica import and embed the hu- 
man and social capital it needs in 
a way that is socially and politi- 
cally acceptable to its indigenous 
communities? 

Answering these questions 
seems more pertinent than apply- 
ing journalistic amateur psychol- 
ogy on a continental scale and 
asking Africans to be confident 
again. They are certainly still smil- 
ing, but it may be hysteria not 
happiness that impels them. 
Oxford Percy Mistry 


Sir~How can your leader 
(“Hopeless Africa”, May 13th) 
characterise a continent of 54 
countries as hopeless? There may 
be wars, famines and natural di- 
sasters but it is precisely this atti- 
tude that inhibits the kind of pro- 
gress we desire. The West keeps 
trying to prescribe western one- 
size-fits-all solutions because Af- 
rica is regarded as one big coun- 
try. This stereotype has existed for 
too long and is ridiculous. 

We in Africa want modernisa- 
tion but not necessarily west- 
emisation. In Africa, success 
means making the best of what 
you have and not necessarily 
having the best material things in 
the world. How else is it that we 
in Africa are much happier and 
more satisfied than those in the 
so-called advanced world? Africa 
has many problems and they 
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may be self-inflicted, but the gun 
which you showed on your cover 
is not made in Africa. 

Lagos, 
Nigeria. Ci-Cu1 OKONJO 


Sır--Making sense of the com- 
plexity of factors that have con- 
tributed to the crisis in Africa is a 
daunting task and you make a 
bold attempt to do so. Your at- 
tempt to move beyond an obses- 
sion with warlords and witchcraft 
was edifying. Why. then the en- 
tirely inappropriate headline: 
“The hopeless continent”? 

PAUL JENKINS 
London. British Red Cross 


iii dain oink 


Ad absurdum 


Str—Your rosy view of the busi- 
ness of J.C. Decaux (“The smartest 
bus shelters ever”, May 13th) 
would not be shared by many cit- 
izens of Sydney. Here, the com- 
mercial interests of J.C. Decaux 
and local government have re- 
sulted in a proliferation of bus 
shelters and other street furniture 
whose sole function is to display 
advertising. In the most egregious 
example, six bus shelters were 
erected outside two adjacent 
schools where the only bus ser- 
vice is the one that collects about 
1,000 students in a ten-minute 
period each afternoon. The shel- 
ters are a hazard to the bus users 
and a source of confusion to oth- 
ers who reasonably expect that 
bright, new, well-maintained bus 
shelters on a main city road indi- 
cate the existence of a bus service. 
Other stories abound of tele- 
phone booths with no telephones 
installed but scrupulously main- 
tained advertising, and bus shel- 
ters sited for maximum visibility 
rather than access to bus stops. 
We should not assume that the 
interests of advertisers and users 
of street furniture, or streets, will 
be brought together by the invisi- 
ble hand of local government. 
Sydney Ross Scort 





Swiss role 


Sir—Your description of Switzer- 
land as happy in Alpine isolation 
misses the point (“Switzerland 
toys with Europe”, May 13th). The 
unique example which Switzer- 
land sets as a neutral, internation- 


ally-minded, independent < 
try is too valuable in to 
uncertain world to dismi: 
merely isolationist. Switze 
actively pursues negotiated 
tions to civil and internat 
conflicts by using its status | 
plomatic neutrality; the £U ri 
to. economic isolation and 
tary intervention whe 
deemed politically expedier 
Switzerland is also hon 
dozens of international hur 
tarian aid and foreign-dev 
ment organisations; EU cour 
subordinated to the polici 
Nato and the un, do not pr 
credible homes for organis: 
active in regions of conflic 
sides, Switzerland allows 
democratic election of any 
tered political party into 
ernment; the ew isolates and 
ishes member countries v 
democratically elect govern: 
unacceptable to the Brussels 
Switzerland ranks. consis! 
among the top countries v 
wide in open, responsive, € 
cratic government; the cc 
European Commission 
forced to resign in disgra 
there is any truth to your 
that the Swiss are isolationis 
that independent Switzerlar 
mains thankfully isolated 
the power politics and bk 
corrupt bureaucracy of the 
Frutigen, 
Switzerland RICHARD CHR 


New York, Nebraski 


Sır— Those of us who 
drawn to New York city for 


tality, diversity and (this is a 


pliment) borderline anarch 
appalled by Mayor Rudolpt 
liani’s attempts to turn a vil 
sardonic, challenging, utterl 
ique city into Omaha, Nek 
(“The thin blue line”, May 6t 
course we are delighted by t 
duction in the crime rate b 
do not approve of “s 
trooper” tactics. Given a « 
between out-of-control ci 
and out-of-control police, 
take my chances with the cii 
Our wonderful, frustratiny 
may be out of touch with 
of America but that is why 
of us are here. If you wan 
neyland, go to Disneyland 
ommend it, it is awesome). 
1 believe the most dat 
facet of most of America i 
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on hold. 





PACKAGES TO £100K. MIDLANDS 


An entrepreneurial spirit runs through our client’s veins. As an incredibly successful US and 
UK financial services company, they have created a culture of entrepreneurial, creative 
thinkers who get things done. Using state-of-the-art marketing techniques and an approach 
to customer service that borders on obsessive, they've mot only become giants in their field 
but used their imagination to explore new markets. In “act, they already have a growing 
telecommunications division aimed at providing a more cost-effective and customer- 
attentive service. Now they're embarking on related markets and these roles will be at the 
pioneering start of this new business expansion. If youʻre someone who can envisage results 
and completes a project through inspiring people, you might get through. 


GROUP PROJECT AND OPERATIONS MANAGER 


Whilst our client is no stranger to excellence in large call centre operations, you'll relish the 
chance of being able to start afresh. From the strategy and plans already being developed, 
you'll add shape, organisational structure and the insp ring project plan to deliver success. 
Ideally, you've project managed the design and build of a large scale call centre/contact 
centre initiative within a fast-changing, blue-chip environment. Academically bright, there’s 
irrefutable evidence of your people and project manag=ment skills to turn an ambitious 
business plan into outstanding reality. You also have the flexibility it takes to launch a major 
initiative from scratch as well as the ability to win the co-operation and respect of people 
across the business. 


GROUP OPERATIONS ANALYSIS MANAGER 


As a key player in the infrastructure, design and development, your sharp analysis and creative 
solutions will be key to transforming the business plan isto deliverable projects. Aside from 
your obvious quantitative intellect and ability to shape and direct analysis from strategic 
ideas, you have the interpersonal ability to simplify complex concepts, sway consensus and 
drive physical change. With a strong academic background, you also have the proven 
experience of providing business analysis within a fast-paced, highly commercial environment. 





For both roles, telecommunications experience would be an added advantage — but more 
important is your obvious drive, entrepreneurial spirit and professionalism, Because after 
you've achieved here, there’s no limit to the enterprises we could launch with your skills. 


Please apply by sending your full CV to Jonathan Hassall, Talisman Resourcing, River Wing, 


Latimer, Chesham, Bucks HPS 1TT. Email: j.hassall@tisr.net TALISMAN 


Fax: +44 (0)1494 546624. Alternatively, call for more information on +44 (0)1494 546612. Information Systems Resourcing 
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~ other than vegetation, Pasadena, 
California looks and feels just like 
Westchester, New York; Green 
Bay, Wisconsin; or Fort Worth, 
Texas. The mayor glows with 
pride while taking credit for mak- 
ing New York city like the rest of 
America. The reason many of us 
live in New York is because it is 
not like the rest of America. 
New York Eric ENGLES 





Zero option 


Sir—The inflationary descrip- 
tions employed by The Econo- 
mist are too large for me to com- 
prehend. While the “magnetar” 
(“A magnetic moment”, January 
16th) may have a magnetic field a 
quadrillion times stronger than 
the sun, and Felicity Foresight’s 
investments a value of $9.6 quin- 
tillion (“The foresight saga”, De- 
cember 18th), t have increasing 
difficulty guessing how many 
noughts these values contain. 
What happened to the British 
billion of 1,000,000,000,000? Is 
there no place for it in this Ameri- 
can-dominated world of less sig- 
nificant billions and prematurely 
achieved n-illions? I look to you 
to lead the way in revaluing the 
billion and cutting these (Ameri- 
can) Internet “billionaires” down 
to size at the same time. 
Disley, 
Cheshire = Dectan O'RIORDAN 


Gallic irony 


Str—May 1 suggest The Econo- 
mist bears the standard of histori- 
cally correct language and re- 
frains from using the word Gallic 
for French (“The return of the An- 
glo-Saxons”, May 6th)? The Gauls 
disappeared long ago (even be- 
fore the Anglo-Saxons made their 
way to England), conquered by 
Julius Caesar in 548c, and be- 
came Gallo-Romans as they 
adopted Roman ways and Latin 
as their language. In the gth cen- 
tury, the western part of Charle- 
magne’s empire was called France 
and its inhabitants French. It is 
probably fair to say that the 
French are about as Gallic as the 
British are Anglo-Saxon, and that 
both misnomers would be best 
avoided. 


New York Lionet Le MEUR 


Sin—I must protest against your 
portrait of France as an illiberal, 
self-centred nation. French cul- 
ture is exceptional and unique. 
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This has given tise to an efficient 
education system’ whose gradu- 
ates are arnong the most compe- 
tent administrators imaginable, 
endowed with an extraordinary 
capacity to manage one of the 
world’s best performing econo- 
mies while remaining close to the 
nation they rule. 

This has led to an exemplary 
social consensus which spares the 
country such scourges as indus- 
trial action while serving as a 
shining example to other coun- 
tries for its free-market, decentral- 
ised approach. This is coupled 
with a traditionally outstanding 
foreign policy, universally appre- 
ciated for its team spirit, openness 
and flexibility. This is why the 
world loves France. 

Paris KILIAN STRAUSS 


Sra—I for one am glad that Anglo- 
Saxons are coming back. Who, for 
example, would not prefer to be 
know as Eric Bloodaxe rather 
than Pippin the Weak? 

Tokyo WILLIAM STONEHILL 


Sin-It is little known that Anglo- 
Saxons have invaded the Middle 
East. Israelis call all native English 
speakers Anglo-Saxons, even 
American-born Jews of Russian 
descent. We are not sure if it is a 
compliment. 
Jerusalem 


DIANE ROSEMAN 


Laos's real problem 


Sm--You concentrate on the 
“new” Hmong uprising when 
looking at the struggle that Laos is 
going through (“Old war, new 
campaign”, April 22nd). This is an 
old wound in the side of the cen- 
tral government which provides a 
convenient excuse for any unrest. 
However, its plight is only a graze 
when looking at the country’s in- 
stability; this comes from within 
the different factions of the ruling 


rty. 

Before the 1975 takeover, Laos 
was split not only between the 
Royal Lao government and the 
communist victors, the Pathet 
Lao, but also within provinces. 
This provincial rule has not 
changed and as Laos develops it 
pushes a large financial wedge 
between the provincial govern- 
ments and the central party in 
Vientiane. With these complica- 
tions how can a government that 
does not have total control out- 
side the capital unite over 240 
ethnic groups and have a chance 


of steering the country into the 

future—regardless of what the 

Hmong do? 

VIRGINIA MORRIS 
Curve Hints 


Race to the top 


Sm—In. your article on racial 
crimes you suggest that I believe 
race relations are considerably 
better than they were 20 years ago 
(“Mixed messages”, May 13th). 
What I said was that racist vio- 
lence is nothing new but that this 
is no reason for complacency. In 
the past four decades 100 people 
have been stabbed, burned or 
beaten to death in racist murders 
that punctuate everyday harass- 
ment and attacks faced by thou- 
sands, Whatever the extent of vio- 
lence at any one time, potential 
for escalation is ever-present. Just 
over a year ago, nail bombs tar- 
geting London’s black, Asian and 
gay communities killed three 
people and caused terrible inju- 
ries to dozens more. 

Research shows that outbursts 
of violent racism are explained, in 
part, by inflammatory rhetoric 
blaming the ills of society on the 
arrival of “floods” of people seen 
as different from “us”. The failure 
of the police to protect and serve 
ethnic-minority communities 
was exposed as a public scandal 
by the Lawrence inquiry. It is time 
that politicians were called to ac- 
count for their contribution to le- 
gitimising racism and the suf- 
fering it brings to victims and 
their families. 

BEN BOWLING 


King’s College 
London London University 
tad sad EER CENO EE OTS 
Stemming the tide 


Sir—There is a case for not em- 
ploying immigrants. (“Go for it”, 
May 6th). The objective of all gov- 
ernment policy should be to in- 
crease the wealth and well-being 
of the citizens of the country. Sup- 
pose that business in Britain is 
booming, British workers will be 
in demand and wages will rise 
unless employers can import la- 
bour from low-wage countries. 
Low wages will help businesses to 
increase profits at the expense of 
their workers; the community 
will lose out because it must bear 
the cost of new schools, hospitals 
and other amenities it will have 
to supply for the new immigrants. 

This happened in the early 
1950s when labour was imported 









into Britain from the Caribbean. 


‘However,.as soon as these immi- 


grants became part of the ordin- 
ary workforce they no longer 
compared their wages with what 
they might have earned in the Ca- 
ribbean but with other workers 
and the wage advantage was 
eroded. But the long-term cost to 
the community remained. 
Thurleigh, 
Bedfordshire 


N.J. MUSTOE 


Sm—Of course Europe needs 
more immigrants. Britain's rr sec- 
tor alone has an-estimated short- 
age of over 300,000 skilled profes- 
sionals; this is set to rise to over 
im within a year. The situation in 
France and» Germany is even 
worse. In recent months, these 
countries have changed. the rules 
to make it easier for skilled. pro- 
fessionals from non-EU countries 
to take up employment. How- 
ever, while the governments have 
laid down legislation, and Britain 
continues to be active, on the con- 
tinent civil servants at a regional 
level still display xenophobic atti- 
tudes. It is no wonder that Indian 
software engineers would rather 
be in America where immigration 
of this nature has been encour- 
aged for years. Britain is catching 
on, but the rest of Europe is still a 


long way behind. 
Bangalore, 
India VICTORIA SHARKEY 
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Demerging America 


Str—In two leaders (“Europe lim- 
bers up” and “East Asia’s new 
shape”, April 29th) you point out 
that the sheer size of America’s 
economy causes it to have rami- 
fications far beyond its borders, 
and often worldwide. All true. So 
has not the time finally come for 
the Americans to.draw the neces- 
sary conclusions from those facts? 
When corporations such as ATAT, 
Standard Oil, American Tobacco 
and soon perhaps Microsoft, ac- 
quire excessive power in their re- 
spective industries they are bro- 
ken up. By the same logic, would 
international economic — uncer- 
tainties not end if the Americans 
were to break themselves up into, 
say, three or four nations? And if 
so, is it not time for historians to 
take a more charitable view of a 
group who tried precisely that but 
failed heroically: the Confederate 
states of America? 

RUDOLPH 
Washington, pc HIRSCH 
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IPA Energy Consulting 


Eleetricit arket a d Regulatory Consultants “Salary: £40-60k + bonu: 
a e Location: Edinburgh | 


i orks at ibe forefront of designing and implementing liberalised electricity maket for Governments and 
in providing support and analysis on investment and trading decisions for electricity companies in the UK and 
| overseas part of this we offer our clients the most comprehensive suite of models and analytical tools available of the UK and other 
J electri rity 1 markets; 


; The quality of our work and originality of thought is creating significant growth. We neeg further high calibre staff.who:- 
have very strong intellect, with a quality degree in economics, law, electrical engineering or a numerate discipline; 
have experience of the electricity and power sector, preferably in markets, regulation or trading within a utility; 
have an ability to present arguments and thoughts clearly and concisely, both in womg and orally; and 
enjoy solving problems, 


High level computer skills and European languages would be major advantages, enthusiasm to vavel internationally is éssential. 


in return we will provide a stimulating and challenging role within-a collegiate culture. There is an opportunity to gain wide experience of | i 
the international power industry and to grow with us now aad in the future. Please write with your cv to Robert Yates at: | 


IPA Energy Consulting E-mail: opportunities @ipassoc.co.uk 
41 Manor Place “Fax: 0131-220 6440 


Edinburgh EH3 7EB idee Web site: www.ipassoc.co.uk 
Candidates must have the right to live and work in the United Kingdom. = 


fonte 
economics 


A defining opportunity ... 


frontier (fran’tia, tio’) n. the current limit of knowledge or attainment 
in a particular sphere. 


economics (ëkənom'iks, ek-) - n. (1) the science of the production and 
distribution of wealth. (2) the financial aspects of an activity, business, etc. 
apply (pli) - vi. to offer oneself for a job, position, etc. 


For a career in economic consulting email us at 
recruitmeni@frontier-economics.com 


www.frontier- economics.com 
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Housing and Property Directorate 
Housing and Property Claims Commission 


The HPO and HPCC are internationally supervised bodies mandated by the UN Secretary 
General to regularise housing and property rights in Kosovo until such a time as local courts 
and governmental institutions are able to operate effectively and impartially, Candidates are 
required for the following posts: 


Executive Director 


Registrar Claims Commission Senior Legal Advisor 


Regional Co-ordinator / Legal Officer Housing Mediator 


Housing Allocations Officer (8 posts) Mediator / Legal Officer (8 posts) 


Training Officer Housing Officer 


information Technology Officer Information Officer 


AH posts require a minimum of 3 years experience in a related position, Internationa 
recruitment conditions apply Some of the above posts may be funded by the European 
Union and could be available as secondments fram European Public ins fans such as 
national and local government, agencies or educational institutions. Interested candidates 
for recruitment or secondment should forward a copy of they CV and / or Personal 
History Form by e-mail to: DMP @unchs.org or f 2) 624263. Applications will be 
accepted for two weeks following publication of this advert. Further information, Personai 
History Forms and job descriptions are available from the UNCHS (Habitat) web site located 
at bttpvAsnww unchs, org 








„Bende prrevided in pad by the Goussmerts of Canade nut Farland 
UNITED NATIONS CENTRE FOR HUMAN SETTLEMENTS (HABITAT) 


Telecoms modelling consultants 
£35- £55k + benefits « Central London 


CQvurn is Europe's largest industry adviser in IT, telecoms and e-commerce. 
We are growing profitably and fast - currently at 40% pa. 


Out telecorns tear is increasingly involved in business planning and due 
diligence work which requires complex financial and business modelling We 
therefore have a number of opportunities for consultants in this fieid. 


To succeed with us you will need to be a graduate with outstanding business 
and financial modelling stdlis, and have at least two years experience of 
working in the IT ar telecoms industry ar in consulting. You need project 
management sidls and the ability to work to multiple and tight deadiines. 


Business modeiler 


in this position you will develop a consistera. best practice approach to 
modelling and ensure your colleagues do the same, You will audit models, 
and project manage tearns of industry experts on business planning or due 
diligence work As a qualified accountant, you will have experience of 
commercial or financial due diligence, including work in the telecoms sector. 


Mobile consultants 


We also need modellers with experience of mobile telecoms markets. You 
will manage consulting, strategy and business planning projects and develop 
strategic methodologies and models to support our consulting activities. 
Your expenence to date will include strategy consutting in the mobile 
industry, including GSM, 2.5G and UMTS. 


Ifyou want an excellent career path with an industry leader please send your 
CV with covering letter to personnei@ovumn.com ar to: 

Ms Sabi Khan, Personnel Officer 
Ovum Ltd, Cardinal Tower 

12 Farringdon Road 

London ECIM JHS 


Gn 
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Moody’s Investors Service Lid 


SENIOR EDITOR/FINANCIAL WRITER | 


Moody's Investors Service is the world’s leading credit rating agency. 
with nearly 100 year’s experience of assigning global credit ratings. We 
are currently looking for an experienced Senier Editor/Financial 
Writer to be based in our London office. 





The role will be to edit Moody’s credit reports, industry studies, and 
special reports spanning banking, insurance, corporate, and structured 
finance markets across Europe, the Middle East, and Africa. Working 
with Moody's global editorial team, the successful candidate will be 
responsible for writing newsworthy press releases on selected Moody's 
reports, as well as speeches and newsletter articles. 





A minimurn of three years’ business or financial writing experience is 
essential, Candidates must be experienced in writing and restructuring 
articles and be able to write newsworthy press releases, have an eye for 
detail, and be able to work to tight deadlines. We expect candidates to 
be computer literate with strong organisational and problem-solving 
skills together with the ability to work effectively. with analysts, 
managers and translators worldwide, Experience in deectrome 
publishing (including websites), staff supervision, and making 
presentations would be beneficial. Fluency in a second European 
language would be ideal. 








Moody's offers a friendly working environment, excellent career 
opportunities and an attractive benefits package. Please send CV and 
full salary details to 
Miss Georgina Mills, Moody’s Investors Service Led, 
2 Minster Court, Mincing Lane, London, EC3R 7XB, UK 
Fax: 00 44 20 7772 5382 Email: millsa@moodys.com 








Moody's is an equal opportunities employer 


X \ International Plant Genetic 


IPGRI Resources Institute 


International Plant Genetic Resources Institute (PGRI), 
through its Regional Office for Central & West Asia and 
North Africa (IPGRI-CWANA), is the implementing 
agency of a major United Nations Development 
Programme 5 year project funded by the Global 
Environment Facility of the United Nations 
Development Programme (GEF/UNDP). IPGRI seeks a 
well qualified candidate, to be based in Touzer, Tunisia 
for the position of: 


REGIONAL COORDINATOR 
FOR GEF/UNDP PROJECT 


Applications: Letter of application and carriculum vitae 
in English should be sent to Ms, Lotta Rasmusson, 
Human Resources Manager, IPGRI Via delle Sette Chiese 


142, 00145, Rome, tel. (39)06518921, fax {390657 

ws than 30 June 2000. Please quoéte source of 
advertisement. 

IPGRI is 

an institute 


af the 
CGIAR 


For further information on IPGRI and this position, 
consult the Web page at: http://www.cgiar.org/ipgri/ 
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fon with the introduction of the single currency, has added 

ew intellectual and practical challenges to the tasks facing the Bank’s 
economists. Their role is to provide background documentation and | 
analysis to enable the Bank to make the best possible contribution to the | 
conduct of the monetary policy of the European System of Central Banks 
and informed policy decisions and assessments in the fields that fall within | 
the Bank’s sphere of responsibility. | 


The Bank of Italy has a long tradition of high quality theoretical and 
policy-oriented research and offers the opportunity to work in a stimulating 
environment and gain a valuable insight into policy-making in one of 
Italy’s most highly regarded public institutions. 


| Applicants should have excellent ability to use the wide array of theoretical 
and empirical tools needed to provide answers to policy-related questions. 
Expertise is sought in the fields of monetary and financial economics, 
international economics, industrial organisation and labour economics, 
public economics, econometrics and forecasting, conjunctural analysis. 
Candidates must have done at least two years of either graduate studies in 
economics, finance or a related field, or work experience in an academic or 
applied policy environment or in the financial sector. A PhD degree would 
be welcome. Candidates must have a good knowledge of Italian and 
citizenship of one of the Member States of the European Union. 


The conditions of employment include a competitive salary structure, life © 
and health insurance and other benefits. 


The selection will be made by means of a competitive exam, to be taken in | 
Italian. Details about the application and selection procedures can be found — 
on the Bank’s Web site (http://www.Bancaditalia.it). The exam will be held | 
| on Monday, 4 July 2000. The deadline for applications is Monday, 12 
| June 2000. | 
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programme date | 
23 - 28 July 2000 | 
application deadline 
9 July 2000 


course fee 
$$4,500.00 


venue 
Grand Ballroom, Grand Hyatt Singapore 






















This programme is 


designed for | ina rapidly changing environment, how should you re-invent your company to 
senior executives succeed? Managing Change in the New Millennium offers innovative perspectives 
of companies from a cross-section of distinguished Wharton and SMU faculty on the many 
who have an forces that are profoundly changing our business environment, Exec 

interest in the program identify key success factors, assess their organisational ca 
preparing their | synthesize all of this into a strategic vision and then generate innovative strategic 
corporations for options. Faculty will also present diverse insights on the challenges and 
the 21° Century. opportunities in the new millennium. 


Res ge r 
Distinguished Faculty 
Direct inquiries and applications to. 
Ms Kuo Pey Juan Annie Koh (SMU) 
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Fax (65) 463-8125 
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Web — hrtp://www.smu.edu.sg 
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Tan Chin Tiong (SMU) 


New Management Paradigm and Entrepreneurship in Marketing 
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on promise to end Is- 
tion of a slice of 
ave as well as pop- 
adventure into Leb- 
dest hour. Over the 
death, directly or indi- 
ids of people and few 
reason for continuing 
s’ lives by staying on. This 
week’s dramatic events, which turned an or- 
derly withdrawal into a disorderly rout, 
should not detract from the wisdom of the 
decision to get out. But the chaos, as Israel’s 
proxy militiamen took to their heels, forcing 
its own soldiers to beat a rapid retreat—and 
thus leaving the Hizbullah guerrillas in control—adds mark- 
edly to the tribulations of Mr Barak as he battles to make 
peace with his Arab neighbours (see pages 19-20). 

Peace with Syria was top of the prime minister's original 
list. Although Syria’s military strength has declined as fast as 
Israel's has swollen, President Hafez Assad has not lost his tal- 
ent for mischief-making, let alone his overall control of Leba- 
non. A Syrian deal would have gone far to putting a full-stop 
to half a century of Israeli-Arab hostility. It would also have 
opened the way for a graceful exit from Lebanon, since no 
Lebanese government can make peace with Israel until Syria 
does so first. A permanent agreement with the Palestinians, 
though desirable, was secondary in Mr Barak’s book. 

To start with, all went well. Mr Assad and Mr Barak ex- 
changed effusive compliments. The Syrian seemed genuinely 
keen on peace: he wanted to clear things for his son and heir, 
and he sought a new and more profitable relationship with 
the Americans. In January, talks were held in West Virginia, 
taking off from the point at which discussions in Maryland 
had ended four years before. There was a hiccup when an Is- 
raeli newspaper leaked details, but both sides seemed to feel 
that a deal was possible. Israel had agreed to withdraw from 
the Golan Heights in return for security arrangements and 
normal, peaceful relations. But when Bill Clinton tried to 
clinch the understanding with Mr Assad, it turned out that 
both sides thought the other had given way on the exact posi- 
tion of the border: a tiny matter of a few hundred metres but 
crucial to both. Since neither side would give a metre, the 
talks, at least for now, have collapsed. 

Mr Barak’s response was to reaffirm that he would go 
ahead regardless with Israel’s unilateral withdrawal from Leb- 
anon by July 7th. He also, for lack of an alternative, turned his 
fuller attention to the faltering talks with the Palestinians. 

Retreat is ever a hazardous business, but Israel had hoped 
that its imminent departure, plus the threat of massive retalia- 
__ tion, would keep the Syrians and Lebanese quiet while it went 
_- about the business of getting its soldiers out and building new 


ular. Israel’s c 
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Exodus 


fortifications on the border. No such luck. 
even though a foretaste of retaliation was de=- 
livered when Israel bombed Lebanon’s power 

- stations earlier this month. Lebanon’s guerril 
las merely increased their attacks on the 
South Lebanon Army, the Israeli-run militia. - 
And the militia lost.its nerve. 

The Israelis had never decided what to do 
about this force—beyond hoping that it- 
would cover their retreat. The question of | 
where the soldiers should go when their pro- 
tectors departed was left unanswered. The of- 
ficers, mostly Christian Lebanese, might look: 
to comfortable retirement in France, but the 
rank-and-file would be on their own. If they 

stayed in Lebanon, should they keep their arms? Confusion 








thus reigned, awaiting catastrophe. In the event, the militias 
men took matters into their own hands by simply running = 


away, fleeing with their families into Israel, and. abandoning 
their weapons to the guerrillas. 

Even so, Lebanon’s rejoicing at Israel’s “expulsion”, and its 
proxy army’s flight or surrender, could be short. Hizbullah, in 
its tiumph, may be showing a certain responsibility. Vet if 
one of Lebanon’s milizant forces, with or without Syria’s con- 
sent, decides to continue the war by lobbing a rocket into 
northern Israel, retribution will be swift and terrible. And the 
new order of battle will, according to Israel’s chief of staff, take’. 
the form of a bombardment against “all the power-holding | 
elements in Lebanon, including Syrian targets in Lebanon." 


But don’t expect thanks 


The troubles facing Mr Barak in the West Bank and Gaza are 
far less dramatic than this week's flight from Lebanon. How- 
ever, if the obstacles that stand in the way of a political agree- 
ment with the Palestinians are not surmounted pretty soon, 
the vacuum in policy could have even uglier consequences: 
Negotiations have stumbled along, making little progress. The 
poverty of results has left the Palestinians dangerously disen- 
chanted and volatile, almost as angry with their own leaders. 
as with Israel’s. Demonstrations quickly flare into violence, as 
they did in the West Bank last week when Israel's night- 
mare—a gunfight between the well-armed Palestinian police 
and the Israeli army—came briefly true. The police soon 
turned their attention to calming their own people, but the. > 
shooting gave a glimpse into a frightening future. 
“The present is our problem. The future will be their pro~: 
blem,” says an East Jerusalemite who believes that, although =- 
Israel holds all the best cards at present, the Palestinians have _ 
demography and determination on their side, and it is these 
that will tell in the end. It is true that a lot of wild words are 
heard in the West Bank these days, as Palestinians, whose 
standard of living drops by the day, rage at principles be- 
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is probably worth noting that Islamists have recently been 
winning quite a few student and trade-union elections. 
With several deadlines already missed, it is vitally impor- 
tant that Mr Barak and Yasser Arafat, the Palestinians’ leader, 
come to a quick and sensible agreement, even if not a compre- 
hensive one. But, though Mr Barak is prepared to offer the Pal- 
estinians more than his predecessor did, his government still 
gives the impression, as its predecessor did, that any Israeli 
measures that advance a peaceful solution are “concessions” 


Adventurous venture capital 


The venture-capital industry has been a vital ingredient in America’s recent 
economic success. But it may have become too big for its own good 


AKE a couple of people with a bright idea and a garage, 

mix in a dollop of venture capital and, hey presto: another 
world-beating company. That is what American entrepre- 
neurs eager to become the next Cisco or Amazon believe— 
and it is why American investors are putting more cash than 
ever into venture-capital funds. As America’s innovative 
economy has become the envy of the world, so have its ven- 
ture capitalists. Today, all countries want a venture-capital in- 
dustry to turn their garages and bright ideas into gold. 

This enthusiasm is mostly welcome. Venture capital al- 
lows entrepreneurs to build a firm without having to borrow 
and pay high interest charges before they generate any reve- 
nues, let alone profits. Venture capitalists hand over money in 
exchange for shares that may not be worth anything for 
years, if ever, in the hope that they will turn out to own a slice 
of a multi-billion-dollar company. Without venture capital, 
people with bright ideas would have to go to a risk-averse 
bank manager, or fight through the bureaucracy of an estab- 
lished firm that may be hostile to innovation. The wet- 
behind-the-ears youngsters who created Cisco and the rest 
could not have done it so fast had their only source of finance 
been a bank or a big company—which is often all that has 
been available in Britain, Germany or Japan. 

This is not to say that venture capital works its magic in 
isolation. Other things have been essential to American suc- 
cess: stable, low-inflation macroeconomic policies; labour 
markets that make firing and hiring easy; and an entrepre- 
neurial culture in which people work for little or nothing if 
they have share options and in which those who fail are lion- 
ised nearly as much as those who succeed. But venture capital 
deserves a slice of the credit for transforming America’s econ- 
omy from the industrial dinosaur of the 1980s into today’s 
high-growth, high-tech animal. Other countries are therefore 
right to seek to foster venture-capital industries of their own. 


Venture and misadventure 


Yet as the venture-capital industry gets bigger and more 
global, more may not always prove merrier. To use the jargon 
of the new economy, venture capital is not easily “scalable”. 
Traditionally, it has been a cottage industry. Small close-knit 
partnerships each invested a few million dollars a year, and 
partners spent much time advising and monitoring managers 
as they built a firm into a sustainable business that could be 
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trayed, or about to be betrayed. Disillusion goes deep. And it ; 








for which the Palestinians should be duly grateful. 

They are not grateful, of course, and nor were the Leba- 
nese, let alone the Syrians. The belief that they might say 
thank-you and behave nicely is mistaken. Israelis feel that 
when they have done something good—ceasing to occupy 
part of Lebanon, for instance—the Arabs should acknowledge 
this and respond in kind. But the Arabs are as bloody-minded 
as anybody else, and they cherish a long, deep grudge against 
Israel. Which means that Mr Barak, who does seem to be try- 
ing hard to do the right thing, has to try even harder. 
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sold to investors in the stockmarket. Venture capitalists were 
often a small “cluster”, based in such places as Menlo Park, 
California. Specialisms and reputations were well-known, so 
would-be entrepreneurs knew who to go to. The grapevine 
ensured that not too many similar companies were financed. 

Now so much money is flooding in that it threatens to. 
drown the good with the bad (see pages 84-86). Successful 
partnerships are placing more, bigger bets, and have less time 
for mentoring and monitoring. And this at a time when pro- 
blems such as recruiting the right people and managing 
growth mean that start-ups need support more than ever. The 
Californian cluster of venture capitalists is now a loose global 
network; the large number of near-identical e-retailers 
launched in the past two years is evidence that the grapevine 
no longer works. Attempts to institutionalise. venture capital 
through “incubators”, which aim to take an idea from brain 
to viable business in a few weeks by supplying accounting, 
marketing and legal advice in exchange for equity, or via pub- 
licly traded venture-capital firms are, at best, unproven—and 
will be tested if the recent sell-off in tech shares continues. 

The boom in venture capital reflects the opportunities 
created by the Internet. But it also reflects a stockmarket bub- 
ble that has been particularly pronounced for initial public 
offerings. The markets’ tumble, which has led to the post- 
ponement or cancellation of many iros, may stop venture- 
capital investors taking a stockmarket flotation for granted. 
But it is just as likely that, after a short break, the game will re- 
sume as before. That would mean that much of the money in- 
vested in venture capital would continue to be wasted. 

Does that matter? Part of the point of venture capital is 
that, as in Hollywood, many investments yield no returns— 
but those that do then pay off by the bucketful. Too much in- 
vestment in innovation is unlikely to be damaging in quite 
the same way as too many buildings or factories. Yet the ven- 
ture-capital industry has thrived partly as a disciplined risk- 
taking process that put as much emphasis on managing as on 
financing. The wrong lesson for other countries'to draw from 
its success is that, if you simply throw enough money at new 
ideas, it will stick. That was the approach taken by investors 
in boo.com, the European sports-goods e-retailer that went 
bust after frittering away $135m. Too much fertiliser can some- 
times be as bad for a plant as too little. 
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Drawing a line in Peru 


Latin Avhériean emocracy has enough problems without tolerating rigged elections 


HE first round of Peru’s presidential election, held last 
month, was 1aps the dirtiest vote in South America for 
a decade. Afte ed count and much outside pressure, 
President Albert sti was eventually declared to have 
fallen just shor ht victory. That meant that Mr Fuji- 
mori, who is see tutionally dubious third term in 
a row, would fa ainst his main challenger, Ale- 
jandro Toledo. M: tvians and outsiders hoped that this 
second round, ace on Sunday, would provide a 
chance to correct the shortcomings of the first vote. 

That now looks unlikely. Television stations have given Mr 
Toledo some coverage at last. But the main problems that 
have made this election far from free and fair remain: Mr Fu- 
jimori’s campaign benefits from the resources of the state and 
undue influence over the media, and the electoral authorities 
lack credibility and genuine independence. 

The election officials have installed new software for vote- 
counting, but this “doesn’t count well”, as the chief election 
monitor for the Organisation of American States (oas) puts it. 
To fix such defects, both Mr Toledo and the oas want the vote 
postponed. The government’s initial response has been de- 
fiance, but a delay, perhaps of a fortnight, is still possible. 














No reward for fraud 


Whenever the election is held, the duty of outsiders is clear. 
The oas mission must continue to tell the truth about the 
election: with polls showing the electorate fairly evenly split, 
even a small degree of fraud in voting or counting could tip 
the result. And foreign governments must heed what the 
monitors say. Were Mr Fujimori to win fraudulently, outsiders 
should call for a fresh election, held under a new electoral au- 
thority and with guarantees of more equal media access, Un- 
til that happens, they should oppose further financial sup- 
port for Peru from the mr and other bodies. 

That might seem harsh. After all, Mr Fujimori has the gen- 
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uine support of many Peruvians, and has donz uch for his 








tempt to hang on to power, he has al 
a long way down the road to dictat 
longer prepared to accept that, as the 







vote comes at a difficult time for Latin Ameri. 
economies were hit by recession in 1998-99; & p 
covery is now threatened by financial turbulence i in i the 
ited States. Social tension has been rising. 
In some countries in the region, notably those that have 
lagged in economic reform, democracy hes been under 
threat. In January, Ecuador’s president was ceposed by the- 
armed forces. Last week, dissident army officers came close to... 
toppling Paraguay’s. government (see page 38.. In Venezuela, 
where a general election is also due on Sunday, there are wor- 
ries that the electoral authorities may not be genuinely inde- 
pendent of President Hugo Chavez's government. But, in con- 
trast to his Peruvian counterpart, Mr Chavez said he would 
back a postponement of the vote if, as seemed possible, the 
computerised counting system was not ready 
That is sensible. In Latin America, democracy coexists 
with widespread poverty and searing inequalities. If govern- 
ments are to be able to take the often tough and unpopular 
decisions needed to promote economic growth, they must 
start with unquestioned legitimacy. That can be bestowed 
only in clean elections, preceded by fair campaigns. A big test 
of this principle will come in Mexico on July 2nd, where there 
is a real chance that the presidential electior may spell the 
end of the 70-year rule of the Institutional Revolutionary 
Party—and a risk that some members of the party may resort 
to fraud and violence. For Latin America’s sake, as well as 
Peru’s, it is essential to draw the line against ballot-rigging. 





























Less-suspicious Switzerland 


Now that the Swiss have voted for more openness with their neighbours, their 


-politicians should feel freer to offer a lead on Europe 


66 A TABOO has been broken.” The vote was “historic”. 
There has been a “reconciliation of Switzerland with 

itself’. To judge by the gushing enthusiasm of Swiss Euro- 
philes, you would think that the result of the referendum on 
May 21st, in which 67% of the voters approved a deal to open 
Switzerland up to the European Union, was nothing less than 
“an end to Swiss isolationism, and an unambiguous endorse- 
< ment of efforts to tempt the country into the xu. That would 
-be overstating its significance. Yet the surprising strength of 
_ the pro-European vote does suggest that something is stirring 
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in this stubbornly independent-minded naticn. 
It is not hard to see why the Euro-enthusiasts were cele- 
brating. The referendum sought Swiss popuiar backing for 
seven bilateral agreements with the £u, to come into force in 
2001. Each dismantles barriers between the two, prising the 
landlocked country open to the Union. The agreements range 
from one to let big lorries from other £u countries thunder 
across Switzerland, in return for the Swiss right to tax them for <- 
doing so, to another to end the job-quota system that restricts.” 
the free movement of people between the eu and the Alpine 
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country, under which the Swiss can roam freely inside the £u 
from 2003 but need not return the favour fully until 2013. 

Moreover, although the deal was always expected to pass, 
chiefly because it was backed by all the four parties in the 
federal government, the strength of approval came as a sur- 
prise. As usual, the Euro-enthusiastic French-speakers, who 
account for only 17% of Swiss citizens, were keen: 80% of the 
canton of Vaud, next to Lake Geneva, for example, backed the 
deal. But this time the vote also bridged the linguistic divide 
between them and their German-speaking countrymen: in 
Zurich, the most populous canton, no less than 70% of voters 
said yes. Only two of the country’s 26 cantons, Italian- 
speaking Ticino—which seemed to fear an influx of job- 
grabbing “foreigners” from neighbouring Italy—and conserva- 
tive Schwyz, in its mountain fastness, said no. 

Yet the oddity of the result was that, while the Europhiles 
declared it was their victory, so too did those who fiercely re- 
ject any efforts to join the eu. The populist Swiss People’s 
Party, which astounded its detractors by snatching second 
place at the parliamentary election last year, claimed that the 
deal went through precisely because it dishes out to the Swiss 
just as little of Europe as they want: the economic benefits, 
without any loss of sovereignty to Brussels. In short, they say, 
the question about joining the Union is now closed. 

Who is right? Switzerland has long been ambivalent about 
opening up. On the one hand, its businesses are highly inter- 
national, It has two of Europe’s top five banks. Only this 
week, its bourse, Swiss Exchange, the world’s sixth-biggest, 
announced that it and London’s Tradepoint were planning a 
new pan-European exchange for blue-chip stocks. It sends 


Taiwan stands up 


Will China find this a reason to talk peace or threaten war? 


FTER threats of war, the dangers of peace. For Taiwan’s 
new president, Chen Shui-bian, who took office on May 
2oth (see page 26), it has been a heartening week. His inaugu- 
ration marked the first democratic transfer of power in 5,000 
years of Chinese history. Taiwan, he proclaimed, echoing 
Mao’s words when the Communists took power on the main- 
land in 1949, has stood up. Yet the event provoked no new cri- 
sis with China, which still insists that there is but one China, 
that Taiwan is a part of it, and that the government in Beijing 
is in charge. It has long threatened to invade if Taiwan de- 
clares independence. Earlier this year it threatened to attack if 
Taiwan put off talks on reunification for too long. As ever 
with Taiwan and China, it is hard to tell which is the phonier: 
China’s threat of war, or this week’s hope for peace. 

Mr Chen has gone about as far as any democratically 
elected Taiwanese president dares these days in trying to meet 
China halfway. This week he repeated his campaign pledge 
that he will not declare Taiwan independent—unless, that is, 
China turns violent—nor hold a referendum on the issue. He 
proposes to expand the “three links” with the mainland, 
meaning trade, transport and communications, which his 
predecessors had kept under strict control. And, while he 
again turned aside the mainland’s demand that “one China” 
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doctors into war zones worldwide, most famously through 
the Red Cross. Nearly one-fifth of the Swiss population, who 
live under a multilingual constitution, is foreign. 

Yet, at the same time, the Swiss People’s Party, which urges 
a clampdown on asylum-seekers and carries echoes of Jorg 
Haider's Freedom Party in neighbouring Austria, is on the rise. 
Immigrants seeking Swiss citizenship are already subject to a 
humiliating beauty parade in their local canton before a vote 
is held on their suitability for the honour. And the country 
jealously guards its totems of an independence that borders 
on isolation: namely, neutrality, and non-membership of 
such bodies as the £u and the un, not to mention NATO. 


An ebbing ambiguity 

Many of the Swiss, and particularly the older German- 
speakers, seem happy to live with this disjunction. But plenty 
of younger Swiss, especially in French-speaking parts like 
Geneva, regret the sense of aloofness and apartness, from fel- 
low Europeans in particular, that they feel it brings. 

Thanks to their system of direct democracy, Swiss politi- 
cians are coy about offering leadership, taking their cue in- 
stead from the popular mood. They would never dare to 
push against the general will. That is why the government, 
though it backs in principle an application to join the Ev, in- 
sisted that this week’s referendum had nothing to do with £u 
membership. Next month, parliament has to decide whether 
to back a referendum proposal to begin negotiations to join. 
After this week’s result, it may well be that Switzerland's poli- 
ticians can afford to be less cautious about offering a lead. 
Their silence merely leaves the way open for extremists. 








must be a precondition for the talks China wants him to en- 
gage in, he did offer as a subject for those talks what sort of 
place a “future” one China might be. 

To an outsider that might seem a bridgeable difference, yet 
peace is by no means guaranteed. Nor is war. For all their bel- 
licose behaviour in recent months, some of China’s leaders 
also have reason to want to avoid a conflict. Their oft- 
proclaimed priority is economic growth. More threats against 
Taiwan would have undermined the Clinton administration’s 
efforts to persuade Congress that China should be granted 
permanent normal trading relations as a last step before it 
joins the World Trade Organisation. After fierce lobbying, the 
vote passed (see page 31). With luck, that will serve to bolster 
the influence of reformers in China, who see membership of 
the wro as the surest way to set about establishing the rule of 
law and getting China’s flabby economy fit for the long haul. 


Worlds apart 


Yet it is precisely the pull of the future that makes the Taiwan 
issue so dangerous. The shock of the election result—China 
had previously declared independent-minded Candidate 
Chen unacceptable and its threats were designed to frighten 
voters away from him—may encourage China to take a 
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harder look at Taiwan. It will not like what it sees. Thus far 
China has seemed to believe its own propaganda, which 
claims that, bar a few “splittists”, 23m Taiwanese compatriots 
are yearning for union with the motherland. That could 
scarcely be further from the truth. There may be little support 
for outright independence, since that would provoke China 
to lash out, but there is precious little for reunification either. 
TJaiwan’s is an affluent, energetic young democracy that wants 
nothing better than to be allowed to prosper and mind its 
own business in peace. 

China, despite 20 years of economic reform, is still a Com- 
munist Party dictatorship. As the economic going has got 
harder, and the appeal of Marx has been lost to the lure of the 
marketplace, the party’s bosses have encouraged a visceral 
nationalism as a means to justify their continuing hold on 
power. Free, democratic and well-heeled Taiwan poses a 
threat to their rule. In the approach to the next party congress 
in 2002, the battle will intensify between those who want to 
build-:an economically stronger China and those who prefer a 
still socialist China with nationalist characteristics. Policy to- 


Safety in numbers 


If only history could be revised as easily as economic statistics 


T IS May 2002, and a news story catches your eye. “Big revi- 

sions to America’s balance of payments show that the 
country’s current-account deficit in 2000 was less than half 
that reported at the time.” If so, the stockmarket crash in Oc- 
tober 2000, which ensured George W. Bush a landslide vic- 
tory in the presidential election, need never have happened. 
It was those current-account figures, remember, that caused 
the dollar to plunge and forced the Fed to raise interest rates 
sharply. The 40% drop in the Dow in the month before the 
election meant that Al Gore never stood a chance. 

This is, of course, complete fiction. Yet the words fiction 
and figure come from the same Latin root. Economists and 
policymakers spend hours poring over economic figures. Fi- 
nancial markets react to every statistical twitch. Yet those sta- 
tistics are subject to huge errors and revisions. Mr Bush’s own 
father may have been a victim of statistical blight. He lost the 
1992 election partly because voters thought America was still 
in recession. (Remember the catch-phrase “it’s the economy, 
stupid”?) But revised figures now show that American GDP 
was growing at a brisk 4% over the year up to the election. 

Flawed figures have even caused economic booms and 
busts. If Nigel Lawson, a former British chancellor, had 
known in the late 1980s that demand was growing faster than 
the official figures showed, he might have tightened policy 
sooner. Inflation would not have soared, the economy would 
not have sunk into such a deep recession, sterling might have 
stayed inside Europe’s exchange-rate mechanism in 1992. 

In recent years, American statistics have systematically 
overstated inflation and understated productivity growth. 
Japanese numbers are a nightmare, with big discrepancies be- 
tween different measures of Gpr. But one of the biggest black 
holes is the global balance of payments. One country’s ex- 
ports must be another's imports. Yet global imports seem to 
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wards Taiwan may well be dragged further into the fray. 
Meanwhile, Taiwan faces two more immediate dangers. 
One is that Mr Chen’s conciliatory tone this week will be mis- 
taken by hardliners, including some in China’s armed forces, 
as proof that, despite the unwanted election result, their 
threats have worked, and that more threats would work even 
better. Never mind that Mr Chen dropped his aim of inde- 
pendence because Taiwan's voters did not care for it, not be- 
cause it offended China. The harder China now tries to lean 
on Taiwan, the harder it will be for Mr Chen to stretch a hand 
across the Taiwan Strait. 7 
The other danger is that others will lose interest now that 
talk of war has subsided. Outsiders cannot mediate between 
China and Taiwan, which must decide for themselves if 
China is one country with two systems, as the Chinese insist, 
or one nation embracing two states, as the Taiwanese might 
accept. They can, however, help to avoid misunderstandings. 
Americans, Japanese and Europeans with an interest in Asia’s 
stability need to remind China that threats of force are unac- 
ceptable, and that force itself would not go. unanswered. 





be 3% higher than exports—and the gap is widening. The 
world seems to be running a large current-account deficit 
with itself (see page 92). Just suppose that the missing exports 
were all American: its true current-account deficit would then 
be modest. This is unlikely, since other indicators show that 
America’s demand is outpacing supply. But it is possible. 

Why are statistics deteriorating in reliability? Deregulation 
(notably the scrapping of capital controls), the shift from 
manufacturing to services, and rapid technological change are 
all partly to blame. It is ironic that, in the information age, 
knowledge about economic activity has become ever more 
uncertain. Products that involve ideas are harder to measure 
than things you can drop on your toe. As more business is 
done over the Internet it becomes harder to track. 


Snakes and adders 


Governments are also partly to blame, however. National sta- 
tistics offices have often been starved of funds. Statisticians 
also tend to put too much weight on continuity, happy to 
count the old economy on a consistent basis, rather than try- 
ing different ways of measuring the new. But even if twice as 
much were spent on statistics, the numbers would still be im- 
perfect. We must learn to live with a less measurable world. 

Given these flaws, should governments. publish fewer 
numbers? No. Financial markets would then. attach even 
greater weight to those they have. When the value of some- 
thing seems excessively high, the appropriate market re- 
sponse is to boost supply. Weekly cpr figures, perhaps, or 
hourly trade balances? The more numbers there are, the less 
important any individual one would seem. As for those an- 
noying revisions, look on the bright side: seasonally adjusted, 
dot.com share prices may still be soaring. 
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Sorrows on two fronts 


MARJAYOUN 


Nothing is going right for Israel. Its withdrawal from Lebanon has been 
turned into a rout at the hands of Hizbullah guerrillas. Meanwhile, 
negotiations over Palestine have run into the sand. First, the Lebanese disaster 


HE bearded Hizbullah guerrilla puts 

down his load of stolen Israeli grenades 
and tums to admire the view. Two hundred 
metres down the hill, the Israeli workers 
building a new defensive position to replace 
the one he has just looted have left their bull- 
dozers running and darted for cover. Just be- 
yond, the odd car skitters about in the Israeli 
village of Margaliyot. Farther below, the 
towns and farms of Galilee stretch south to- 
wards the heart of Israel. “See how they go?” 
the guerrilla asks, waving out towards the 
country whose soldiers have occupied 
southern Lebanon for 22 years: “They leave 
everything and go like dogs.” 

Despite the denials of Ehud Barak, Is- 
rael’s prime minister, his army certainly 
seemed to leave Lebanon with its tail be- 
tween its legs. The troops pulled out in sucha 
rush that the air force had to fly in and blow 
up all the equipment they left behind. Near 
Houla, villagers pointed out a tank left 
smouldering in the road. Its occupants, they 
claimed, had jumped out and fled the last 
few hundred metres to Israel on foot. Later, 
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helicopter gunships bombed the vehicle to 
stop it falling into Hizbullah’s hands. 

Travelling in south Lebanon has become 
even more dangerous since the evacuation, 
as hooting Lebanese youths teach them- 
selves to drive armoured vehicles by a pro- 
cess of trial and error. The soldiers who aban- 
doned them were from the South Lebanon 
Army (sta), Israel’s proxy militia in Lebanon; 
they also left impromptu barricades of Mer- 
cedes Benzes and smwson the Lebanese side 
of the border. The last stragglers crossed the 
frontier in the small hours of May 24th, as Is- 
raeli fire held back the guerrillas on the hill- 
sides above. As the Israeli papers morosely 
noted, Israel's carefully planned disengage- 
ment from its unpopular and unwinnable 
war in south Lebanon had somehow degen- 
erated intoa second Saigon. 

Tobe fair, the withdrawal was always go- 
ing to be a messy business. Ehud Barak, Is- 
rael’s prime minister, made the pledge to pull 
outa focal point of his election campaign last 
year. But he had hoped to do so as part of a 
comprehensive peace agreement with both 


Lebanon and Syria. When talks to that end 
collapsed, the Lebanese government, egged 
on by its allies in Syria, went out of its way to 
make matters difficult. It raised extravagant 
territorial claims, refused to deploy its army 
to the evacuated areas, issued veiled threats 
to send Palestinian fighters to shoot over the 
border and allowed the guerrillas of Hiz- 
bullah to harass the retreating troops. 

In the end, however, iv was unarmed civ- 
ilians who prompted the occupation’s col- 
lapse. On May 2ist, a crowd of Shia Muslim 
protesters led a march to take the village of 
Qantara, on the fringes ofthe occupied zone. 
The Israeli army had wichdrawn from the 
nearest front-line fort a week before, leaving 
aShia brigade of the sia tc cover their retreat. 
When the demonstration arrived beneath 
their position, they simply dropped their 
guns and gave themselves up to the Leba- 
nese authorities. Emboldened, the protesters 
pressed on, walking unooposed into seven 
more villages and effectively cutting the 
occupation zone in half. 

For two more days, the Israeli army and 
the remains of the sta tried to hold back the 
surge, throwing up hasy barricades and 
shooting at people whe came too close; 
seven were killed. But the Israelis had left too 
few troops in the enclave to bolster the falter- 
ing sta. In the space of three days, over half 
of the sLa’s 2,500 soldiers surrendered to the 
Lebanese army and Hizbullah, leaving the Is- 
raeli army exposed. Mr Barak had no choice 
but to order an immediate pull-out. 

For the most part, the villagers living un- 
der Israeli occupation we comed their liber- 
ation. Veiled Shia women -hrew rice and rose 
petals and danced the traditional Lebanese 
dabka jig. In the notoricus Khiam prison, 
where some people had been detained for 16 
years without trial, former inmates showed 
their families round their zells. 

The area's Christian minority greeted the 
triumph of Hizbullah’s Shia guerrillas less 
enthusiastically. In the village of Alma al- 
Shab, the entire population gathered on the 
steps of the church with their priest to await 
their fate. As fighters with machineguns 
drove past shouting “God is great”, the ner- 
vous crowd clapped pclitely. The mayor 
telephoned the Shia speaker of parliament to 
make an exaggerated plecge of fealty. 

In Marjayoun, the erstwhile capital of 
the zone, shopkeepers pulled their shutters 
down as boisterous gunmen toppled a statue 
of Saad Haddad, the founder of the sia. In 
some Christian villages, as many as half the 
inhabitants fled with their sta relations, pre- 
ferring exile in Israel to an uncertain future in 
Lebanon. But Hizbullah, aware of such anxi- 
eties, was on its best behaviour. It posted 
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guards outside the Christian villages to turn 
away the rowdier revellers. Instead, it sent in 
delegations of turbaned clerics to kiss the lo- 
cal priests and mumble reassuring phrases 
about national unity. Within hours of each 
fresh evacuation, its militants had erected 
elaborate multilingual billboards praising 
the doughty guerrillas. Throughout the 
newly evacuated territory, its fighters pat- 
rolled, helpfully directing the traffic. 


Who's in charge now? 

Asgood as the guerrillas may be at things like 
that, both locals and their neighbours in 
northern Israel would like to see a more for- 
mal authority take charge. The Israeli gov- 
emment has pledged to retaliate in force if 
anyone fires over the border—something 
any one of the thousands of armed and jubi- 
lant men driving along the frontier road 
could easily do. The final collapse came too 
quickly for contractors to complete the new 
defensive earthworks and roads they had 
been building on the Israeli side of the bor- 
der. They can resume work now only by 
putting themselves in the line of fire. In 
places, the hills on the Lebanese side rise so 
steeply above the border that a determined 


guerrilla could jump the fence without diffi- 
culty, or lob a grenade into one of the settle- 
ments on the other side. 

UNIEFIL, a United Nations peacekeeping 
force, has been waiting in southern Lebanon 
for 22 years to “confirm” Israel’s withdrawal. 
Its 4,500 well-intentioned soldiers have sat 
by helplessly as the guerrillas have traded 
fire with the Israelis and the sa. They could 
now in theory complete their mandate; but 
the Israelis must first give formal notification 
of their departure, and lumbering UNIFIL 
patrols must check the pull-out. Only then 
will the Lebanese government give UNIFIL its 
approval to patrol the border. 

But the Lebanese authorities want to 
keep the northern border volatile in order to 
press Israel into resuming talks with Syria. 
They have spent the past few weeks fussing 
about the precise borderline, and could use 
slight discrepancies to delay UNIFIL’s move. 
The biggest question-mark hangs over the 
Shibaa farms, an agricultural zone straddling 
the frontier between Lebanon and the Is- 
raeli-occupied portion of Syria. Last month, 
the Lebanese government suddenly claimed 
the area, hitherto considered part of Syria. 
The Syrians, eager to make trouble for the Is- 


raelis,confirmed the story. 

In the nearby village of Shibaa, the 
mayor waves old colonial deeds which, he 
says, prove the land belongs to Lebanon. The 
frontier was so complicated, he asserts, that 
different branches of the same olive tree lay 
in different countries, But all the olive groves 
are firmly in Israeli hands now—and a sup- 
ply route to the Israeli bases on Mount Her- 
mon runs through them. When it became 
clear that the Israeli army was withdrawing 
from all other occupied territory, the Leba- 
nese government hastily reiterated its claim. 
Hizbullah backed it up with an attack on an 
Israeli position in the disputed area. 

Meanwhile, in the rest of the former sec- 
urity zone, the state seems in no hurry to re- 
store its authority. The electricity company is 
already laying new connections to the evac- 
uated villages, but the army has not sent in a 
single soldier. Instead, the president has said 
that Israel cannot expect peace on its north- 
ern border until it allows Palestinian refu- 
gees in Lebanon to return home. Such brink- 
manship is unlikely to do much for the 
Palestinian cause. But it does risk dragging 
Lebanon into another conflict with Israel, 
only days after the last one ended. 
= 





For Palestine, bring in Solomon 


Israel and the Palestinians are getting nowhere in their pursuit of peace. What 
if both Ehud Barak and Yasser Arafat decide to go for broke? 


HEY should by now be on the last lap of 

the six-year stop-go trundle toa lasting Is- 
raeli-Palestinian peace. As it is, they are not 
even circling. After the latest violence in the 
West Bank, the Israelis called off all talks. 
Faith in the Oslo peace process (the agree- 
ment worked out in Oslo and signed in Sep- 
tember 1993), let alone in its declared dead- 
line of September 2000, is minimal. 

A year ago, the peace business 
seemed to have been galvanised by 
the election of Ehud Barak as Israel's 
prime minister. America and the 
European Union still firmly believe 
in Mr Barak’s reasonableness; con- 
sequently, the Eu no longer sup- 
ports the Palestinians as warmly as 
it did. Athough the prime minister is 
no peacenik—he has built more set- 
tlement units than his predecessor, 
and every peace move has had to be 
dragged out of him—he is thought to 
be a pragmatist and a man of deci- 
sion. Would he could be. 

The elements of an eventual 
compromise have long been clear. 
What is needed now is for Mr Barak 
and Yasser Arafat, the two men at 
the top, to decide between them- 
selves what the compromise should 
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be, and then sell it to their people. Unfortu- 
nately, though both men are autocratically 
inclined, neither is in a strong position. 

Mr Barak's coalition still has a 68-seat 
majority in the 120-seat Knesset, but it is frag- 
ile. Moreover, before he can make peace 
with either the Syrians or the Palestinians, he 
is committed to seeking the approval of the 





Still far apart on the fundamentals 


Israeli public through referendums. Public 
opinion polls show a small majority in fa- 
vour of a Palestinian state. But they also 
show that the prime minister’sown standing 
is remarkably low. 

On the Palestinian side, Mr Arafat, an old 
revolutionary leader turned one-man-band 
politician, is also unpopular with his own 
people. Though he does not have to worry 
about democratic party politics, his admin- 
istration is damned for corruption, misman- 
agement and much else besides. The Pal- 
estinian diaspora has always been deeply 
sceptical of the Oslo peace process, believing 
that it betrays their profoundest hopes. But 
by now West Bankers and Gazans are almost 
equally disenchanted. Their stan- 
dard of living has deteriorated since 
1993: income per person is down by 
about one-fifth, unemployment has 
risen sharply, and freedom of 
movement is a myth. It takes longer 
toget to Gaza than to New York, says 
adisgruntled West Banker. 

Above all, Palestinians are 
afraid that Mr Arafat might be 
tempted to relinquish what they see 
as their basic rights in return for a 
deeply flawed, and possibly tempo- 
rary, peace. There is a great turning 
back to first principles, with little ap- 
petite for compromise. The fact that 
Lebanon has got all its Israeli-occu- 
pied land back—and got it by 
force—encourages the Palestinians 
to question why they should be 
asked to settle for less. 

As Mr Arafat’s increasingly in- 
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flexible people point out, a return to the 1967 
line would still mean a Palestinian state on 
only 22% of the Palestine covered by the Brit- 
ish mandate. They want Mr Arafat to insist 
on 100% of the 22%, not accept the 70-80% he 
is likely to be offered. And they are demand- 
ing, just as unrealistically, that the new state 
should be founded on the principle that East 
Jerusalem is its sovereign capital and that the 
refugees who were forced outof Israel in 1948 
have the right to return. 

With grandstanding on both sides, a 
comprehensive Israeli-Palestinian settle- 
ment, covering everything, is virtually unob- 
tainable. If any practical result is to be had, 
aims, and voices, have to be lowered. But 
achieving lower aims will be difficult, too. 


The devil in the guidelines 


Mr Barak's strategy is to try for two agree- 
ments. The first would be the “framework 
agreement”, which missed its second dead- 
line on May 13th. The second would be the 
permanent deal that is set for September, but 
is almost certain to slip. This two-stage pro- 
cess—guidelines first, details later—copies 
the model of the Camp David agreement 
with Egypt in 1978, which was followed the 
next year by the Egyptian-Israeli peace 
treaty. But the devil this time is in the guide- 
lines, not the details. 

Israel’s latest idea, or so it now seems, is 
that the framework agreement would nottry 
to set out agreed principles, except vaguely, 
but would concentrate on the outlines of a 
Palestinian state. It would consider what the 
borders of such a state should be, and deal 
with the closely related subjects of Jewish 
settlements and establishing Israel's own se- 
curity. The other “final-status” issues—Jeru- 
salem, refugees and water—would be left to 
the next stage. The toughest questions of 
all—Palestinian sovereignty over East Jeru- 
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salem and the refugees’ right of retumn— 
would be postponed indefinitely. 

It is not that the border and settlement 
questions are simple; but they are a priority. 
Until these problems are sorted out, there 
can be no movement towards a separate Pal- 
estinian entity. Moreover, if they are not re- 
solved, the Palestinians will insist, as is their 
right under the interim agreements, on an- 
other Israeli withdrawal from the West Bank 
in advance of a permanent agreement. Even 
worse for Israel, Mr Arafat might be tempted 
to declare a Palestinian state unilaterally. 


Cartographic confusion 
The current map of the West Bank is mad- 
ness. Under the five-year interim agreement, 
the Israelis have grudgingly been handing 
back slices of territory: either to full Palestin- 
ian control, or to Palestinian administrative 
authority while Israel keeps security control. 
The Palestinians currently control, fully or 
partially, some 40% of the West Bank. The 
amount of land handed over, and where it 
was, was entirely up to Israel to decide. 

The result is a crazy hotchpotch of Pal- 
estinian-controlled towns and villages (see 
left-hand map), each patch divided from the 
next by Israeli-held territory. Arab villages 
are overlooked by settlements;some are split 
in half by roads. In Hebron and East Jerusa- 
lem, Israelis have settled themselves at the 
centre of Arab living areas. Although the 
bulk of the settlers in the West Bank are there 
for convenience, subsidised housing, space 
and air, quite a few went, or were sent, ex- 
pressly to make it difficult to return the land. 

Mr Barak seems ready, as his predeces- 
sor was not, to offer the Palestinians more 
contiguous blocks of land. Current Israeli 
thinking suggests two blocks in the West 
Bank: one in the north and one in the south, 
split by an Israeli corridor. Shimon Peres, a 
former prime minister not much liked by the 
current one, is said to have been set the job of 
devising a way of linking the two. 

But the envisaged area would still be 
tiny. As well as allowing for natural in- 
crease—Palestinian numbers are now 
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growing much faster than Israel’s—the 3m or 
so Palestinians in the West Bank and Gaza 
are expected to be joined by a fair number of 
the 2.3m refugees now in Jordan, Syria and 
Lebanon. The new state would be squeezed 
between a wavy strip of Israeli-annexed 
land to the west (containing most of the Is- 
raeli settlements, with a finger stretching as 
far as Ariel, Israel’s second-largest settle- 
ment) and a possible buffer zone of unde- 
cided width to the east, which would quar- 
antine the Palestinian state from Jordan. 
Despite its good relations with its eastern 
neighbour, Israel remains fearful of a re- 
gional war and is determined to keep at least 
part of the Jordan valley in itsown hands. 

It has been calculated that if Israel an- 
nexes something less than 10% of the West 
Bank it can still accommodate more than 
80% of the 170,000 or so Israeli settlers (this ex- 
cludes the roughly similar number of settlers 
in occupied East Jerusalem). The remaining 
settlers would either be rehoused or con- 
tinue where they are under Palestinian rule. 

Mr Barak’s government wants to annex 
or keep more land than that. A proposal by 
Haim Ramon, a cabinet member, suggests 
that 10% of the West Bank (containing most 
of the settlements) should be annexed by Is- 
rael; 70% should go directly to the Palestin- 
ians; and another 20%, which would include 
a wide strip of the Jordan valley, should be 
leased to Israel for an undetermined period. 
Although these percentages are unaccept- 
able to the other side, the formula of leasing 
controversial patches of land could contain 
the elements of an eventual compromise. 


Holy city, unholy row 
Jerusalem, holy to Jews, Muslims and Chris- 
tians, arouses passionate emotion. Israel an- 
nexed East Jerusalem in 1967; in 1980 a basic 
law declared the city its “eternal, undivided 
capital”. Israelis are united in insisting on 
this. But the annexation is unrecognised by 
the rest of the world and, asa result, all coun- 
tries, save for Costa Rica and El Salvador, 
keep their embassies in Tel 
LY “J Aviv. Israel craves the legiti- 
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macy of recognition. 

Nobody wants to divide Jerusalem 
again, or to resurrect the ugly dividing line 
that scarred the city between 1948 and 1967. 
But the city—its stones, its history and its 
symbolism no less than its holy places— 
means as much to the Palestinians as it does 
to the Israelis. It is part of their collective 
memory, and they are determined to see it as 
their capital, drawing the separate blocks of 
their putative state together into a more 
homogeneous whole. 

Few Israelis will contemplate diluting 
the principle of exclusive Israeli sovereignty 
over all of Jerusalem. But even fewer ever 
venture into the cluster of Arab districts and 
villages that, together with the post-1967 Is- 
raeli settlements, make up East Jerusalem. 
Despite the settlements that ring the Arab 
city, forming a cordon sanitaire between it 
and the West Bank, the place still feels like 
two cities. Recognising this, many people 
have suggested compromises that would 
give the Israelis and Palestinians adminis- 
trative control of their own areas, while an 
umbrella body dealt with joint concerns. 

The end-game in most of these proposals 
is that the undivided city should be capital to 
both states. If the Palestinians are to be per- 
suaded to defer a decision on their sover- 
eignty, they would have to be satisfied about 
the degree of municipal authority they are 
given, including the intensely sensitive is- 
sues of zoning and residency rights in East 
Jerusalem. They would also look for an Is- 
raeli commitment to stop, or go slow on, set- 
tlement expansion. But there are no signs, at 
present, that Israel is ready to grant this. 


The dispossessed 

More than 800,000-900,000 Palestinians fled 
from Israel during its war of independence. 
Resolutions at the un General Assembly 
called for their right of return and for com- 
pensation. But the refugees, who now num- 
ber around 3m, were offered neither. Israel 
acknowledged no responsibility, and it 
suited the Arab world to preserve them as a 
visible sign of the injustice of Israel’s creation. 
Jordan alone gave them citizenship. A UN 
agency was set up to keep them alive, but 
many still live in their original camps or 
shanty towns. 

Mr Arafat, if he is not to be charged with 
betraying these dispossessed people, has to 
try to get Israel to acknowledge their right to 
return—even if only on paper. But Israel, 
though not all Israeli historians, still refuses 
to accept responsibility for the Palestinians’ 
flight. This, explains one senior politician, 
would be tantamount to admitting that the 
Israeli state had been bom in sin. 

There is no room for compromise be- 
tween these irreconcilable principles— 
which makes it almost certain that, despite 
Palestinian protestations, the principle of 
“right of return” will be deferred. But this 
does not mean that nothing practical can be 
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done in the meantime. Intemational money 
would be an excellent beginning, allowing 
the un, with the richer world behind it, to 
start looking into compensation for those 
who can, or want to, stay in their host coun- 
tries. And the new Palestinian state could be 
helped to absorb those who want to make 
the West Bank their permanent home. 

Israel, too, might well be willing to ab- 
sorba limited number, so long as it was plain 
that it did so voluntarily, for humanitarian 
reasons. In particular, Israel could come to 
the rescue of the worst-off refugees of all, the 
Palestinians in Lebanon, who, because they 
upset the country’s religious balance, are al- 
lowed only minimal rights. Since many of 
them came originally from Galilee, the re- 
turn of some of them to Arab villages in the 
region would not rock the Israeli state. 


Thirsting for waterbrooks 


In all this, one fundamental question has 
barely been touched on in the negotiations 
for a permanent settlement. That is water, 
and its vital importance in a parched region. 
“Ican wait to pray at al-Aqsa mosque [in Je- 
rusalem] but I can't wait for a clean glass of 
water,” says a Palestinian official. 

The current distribution of available wa- 
ter is grossly unjust. The Palestinians’ use per 


person, in towns and for farming, is only 30% 
of the Israelis’. The settlers, profligate with ir- 
rigation, consume five or six times as much 
per person as their Palestinian neighbours. 
The Israelis use waste water for a lot of their 
farming; the Palestinians are only now being 
allowed to set up water-treatment plants, 
and still under conditions they find unac- 
ceptable. When it comes to drinking, 37% of 
West Bankers are without piped water, and 
the Gazans drink water that is hardly fit for 
fields. 

The answer, argue Israelis, lies in increas- 
ing resources, not in redistribution. They 
look, with hope, to desalination. This is a 
good answer for a country that has money, 
technical prowess and a long coastline. But it 
is not the answer for Gaza, which is broke, 
has no energy sources and where the pipe 
leakage is something like 60%, let alone for 
the inland West Bank. 

A fair solution would be to bring the 
quantity and quality of Palestinian drinking 
water up to Israeli standards, and then nego- 
tiate on irrigation water. Both Israel and the 
Palestinian territories would benefit from a 
change in farming habits towards less thirsty 
crops. But nothing like that is close to being 
discussed. Israels agricultural lobby is 
greedy and powerful; Gazans would be 
aghast at giving up citrus or flowers. 

Israel controls the use of all the surface 
water from the Jordan and virtually all the 
ground water from the aquifers that criss- 
cross the West Bank (see map). Its version of 
the future border between itself and a Pal- 
estinian state is partly dictated by its deter- 
mination to keep as much control as it can. 
The Palestinians have not, as yet, seriously 
challenged this. They will, when the issue of 
water creeps up the agenda. 


The courage to compromise 


How can it be, after so much negotiation, 
over so many years, that the two sides are 
still so far apart on basic issues? From the be- 
ginning it was known where the talks would 
eventually head. Yet they still sound muchas 
they did at the start. 

The back-channel talks in Stockholm 
that were called off last weekend will pre- 
sumably get going again, perhaps plotting a 
way past those irreconcilable principles. 
Look how the Oslo back-channel took 
everybody by surprise and delight in 1993, 
breaking a log-jam, delivering peace and No- 
bel prize-winners, and setting the current ne- 
gotiations in train. 

But look again. It was Oslo’s ambiguity, 
and lack of substance, that helped to cause 
the present disenchantment. What is 
needed now are decisions, not clever, ambig- 
uous formulae. Mr Barak and Mr Arafat 
alone have the power to deliver such deci- 
sions, and the authority to persuade their 
people to accept them. The question is 
whether they are ready toda so. 
= 
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Israel's rout 








Israel ended its 22-year occu- 
pation of southern Leba- 
non in a hurry, beating an 
unplanned retreat in 48 hours, 
leaving the Hizbullah guerrilla 
movement in control and Leb- 
anese villagers flocking back 
to their homes. The collapse of 
the Israeli-run Lebanese mili- 
tia, which had either surren- 
dered or fled to Israel, put 
paid to an orderly withdrawal. 


Iran’s conservative-domin- 
ated parliament held its last 
session. Only around 20% of 
its members will retain their 
seats in the new parliament, 
in which reformists form the 
majority. 


Rebels in Sierra Leone freed 
more hostages but demanded 
that the government should 
release their leader, Foday San- 
koh, by June 4th. Britain 
agreed to help the govern- 
ment’s forces with arms and 
ammunition. 


Continuing its invasion of Eri- 
trea, Ethiopia launched a big 
offensive across a central front 
at Zalambessa. After heavy 
fighting, Eritrea said it was 
pulling its forces back to the 
line it held before the war 
started two years ago. 


An offensive by the Angolan 
army threatened UNITA re- 
bels in their eastern strong- 
holds, on the border with 
Zambia. 


The Nigerian government im- 
posed a curfew on the north- 
ern city of Kaduna after at 
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least 200 people were killed in 
clashes, apparently between 
Christian and Muslim youths. 


A bit more normal 


America’s House of Represen- 
tatives passed, by 237 to 197, a 
bill to give China permanent 
trade status with the United 
States. It was a victory for 
President Bill Clinton, who 
had lobbied harder for this 
bill than for anything else 
since health care. 





Mayor Rudolph Giuliani 
withdrew from the New York 
Senate race against Hillary 
Clinton because of ill health. 
His place on the Republican 
ticket was eagerly taken by 
Rick Lazio, a congressman 
from Long Island. 





A disciplinary committee of 
the Arkansas Supreme 
Court recommended that Mr 
Clinton should lose his licence 
to practise law in Arkansas be- 
cause of his “serious miscon- 
duct” in the Paula Jones sex- 
ual harassment case. 


Election monitors from the 
Organisation of American 
States said Peru’s presiden- 
tial election, due on May 
28th, should be delayed be- 
cause of defects in the count- 
ing system. Alejandro Toledo, 
the opposition candidate, 
called on supporters to spoil 
their votes. President Alberto 
Fujimori and the election offi- 
cials said the polling date was 
“unalterable”, but seemed to 
leave the door open to a two- 
week postponement. 


Paraguay’s government an- 
nounced that it would dis- 
perse a cavalry division to the 
interior after some of its offi- 
cers had taken part in an at- 
tempted military coup, in 
which armoured cars fired at 
the Congress building. The 
coup failed, after the United 
States and Brazil put pressure 
on the commanders of the 
armed forces. 











POLITICS THIS WEEK 


Santiago's Appeals Court up- 
held a request by lawyers to 
strip General Augusto Pi- 
nochet of immunity from 
prosecution. But a trial of the 
former dictator for involve- 
ment in kidnapping could still 
be blocked by the Supreme 
Court, perhaps on medical 
grounds. 


A much-postponed legislative 
and local election took place 
in Haiti in relative peace and 
order. Up to 60% of the elec- 
torate voted. 


Poorly turned out 


A clutch of seven referendums 
held in Italy, including ane 
that proposed abolishing pro- 
portional representation in 
parliamentary elections, were 
all deemed invalid as only 32% 
of the registered voters turned 
out, far below the minimum 
of 50% required to give force 
to the verdict. 


Germany's defence minister, 
Rudolf Scharping, said that 
his government would ponder 
a report, commissioned by 
parliament and overseen by a 
former president, Richard von 
Weizsacker, which has pro- 
posed drastic cuts in the 
present German army and a 
much bigger rapid-reaction 
force. 


France’s interior minister, 
Jean-Pierre Chevénement. 
apologised for saying that Ger- 
many had an “ethnic concept 
of nationhood”, “still dreams 
of a Germanic Holy Roman 
Empire” and has yet to “re- 
cover from the aberration of 
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Nazism”. He made the re- 
marks after a Franco-Ger- 
man summit to prepare for 
France’s six-month £u presi- 
dency, which starts in July. 


France’s main parties on the 
right chose Philippe Séguin, 
a former speaker of the Na- 
tional Assembly. as their can- 
didate to be mayor of Paris. 





Russia’s president, Vladimir 
Putin, appointed a new gov- 
ernment under Mikhail Kasya- 
nov. The new line-up includes 
several reformers, including 
Alexei Kudrin as finance min- 
ister, and some ministers close 
to the old guard of the previ- 
ous president, Boris Yeltsin. 


Strait talking 





In his inaugural address as 
Taiwan's president, Chen 
Shui-bian sought to placate 
China by saying he would not 
issue a formal declaration of 
independence for the island. 


Fiji’s prime minister, Mahen- 
dra Chaudhry, a Fijian of In- 
dian descent, and his cabinet 
were held captive by an 
armed group seeking more 
power for ethnic Fijians. 





Fighting continued in Sri 
Lanka between government 
troops and separatist Tamil Ti- 
gers. America said it would 
not support a separate state 
on the island. 


Medical reports on 21 mostly 
foreign hostages being held 
on Jolo, a Philippine island, 

said many of them were suf- 
fering from serious infections. 
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Tech knockout 


Ey 1 
| Tech shares “ceed 
| March 10th 2000=100. | 
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It was another bad week for 
high-tech shares, as investors’ 
doubts about the high valua- 
tions of technology companies 
grew. The Nasdaq Compos- 
ite Index fell by 5.9% in one 
day; it is now some 35% off its 
March high. Germany’s 
Neuer Markt and France's 
Nouveau Marché both reg- 
istered one-day falls of over 
7%, and Britain’s Techmark 
100 also tumbled. 


The decline in technology 
shares forced many European 
firms to postpone flotations. 
In Italy, Tiscali, an Internet 
service provider, pulled plans 
for a share sale. A Swedish on- 
line retailer, letsbuyit.com, 
put off its listing in the Ger- 
man Neuer Markt. In Britain, 
TeleCity, an Internet infra- 
structure company, and Yes 
Television, a video-on-de- 
mand supplier, also cancelled 
flotations. However Prudential 
Assurance said it would pro- 
ceed with the sale of part of 
its Internet bank, Egg, which 
it values at £11 billion-1.5 bil- 
lion ($1.6 billion-2.3 billion). 


As ever, America has led the 
way in closing the 1ro market. 
A report from Thomson Fi- 
nancial showed that 43 high- 
tech IPOs have been- can- 
celled there since Nasdaq hit 
its peak in March. 


The pressure on technology 
shares did not stop Telia, 
Sweden's national telecoms 
company, from launching its 
initial public offering. How- 
ever, the Swedish government 
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is selling only around 20% of 
Telia, not up to 35% as previ- 
ously thought. The shares will 
also be valued near the bot- 
tom of the price range, making 
the company worth up to 
SKr276 billion ($30 billion). 


United Pan-Europe Com- 
munications, a Dutch cable 
operator, announced that it 
was backing out of the acqui- 
sition of SBS Broadcasting 
for $2.8 billion in shares and 
cash. urc, which already 
owns 22% of sBs, could no 
longer afford the deal. 


The Microsoft antitrust trial 
is moving nearer judgment. 
Judge Thomas Penfield Jack- 
son abruptly closed his hear- 
ing on a possible break-up. He 
also hinted that he would 
prefer a three- or even four- 
way break-up to the two-way 
split proposed by the govern- 
ment. He is keen to reach a 
decision quickly to allow the 
lengthy case to move on to the 
appeal stage. 


Despite the travails of other 
high-tech companies, Intel, 
the world’s largest computer- 
chip maker, announced an in- 
vestment of $2 billion to pro- 
duce flash chips, integral to 
digital electronic consumer- 
goods, mobile phones and In- 
ternet infrastructure equip- 
ment. Intel plans to manufac- 
ture one billion chips over the 
next two years. 


Big wing 


UAL, owner of United Air- 
lines, the world’s largest air- 
line, agreed to buy US Air- 
ways, America’s sixth-largest 
airline, for $11.6 billion, reviv- 
ing a failed merger from 1995. 
United’s dominance in north- 
eastern America may excite in- 
terest from regulators, but the 
deal could hasten a new 
round of American, European 
and transatlantic mergers. 


British Airways announced 
annual losses of nm. 





eil AVAT 


BUSIN ESS THIS V 








($393m), but- its new chief ex- 
ecutive, Rod Eddington, 
hinted that sa would still be 
at the forefront of European 
consolidation. kLmM Royal 
Dutch may be an acquisition 
target after the collapse of its 
joint venture with Alitalia. 


Falling profits at Marks and 
Spencer, a troubled British 
high-street retailer, forced it to 
cut its dividend for the first 
time to secure future invest- 
ment. However, business 
seemed to be improving as 
profit forecasts were revised 
upwards. That is lucky for the 
chairman, Luc Vandevelde, 
who has pledged to resign if 
profits and sales do not im- 
prove. The company’s shares 
jumped 18%. 





Two big American drug com- 
panies, Merck and Scher- 
ing-Plough, announced an 
alliance to develop respiratory 
and cholesterol-reducing drugs 
for the American market by 
adding together individually 
produced pharmaceuticals. 
This will allow cost savings 
and let the companies extend 
patents on the combined for- 
mulations. 


iX gets closer 


iX, an exchange being created 
by the merger of Deutsche 
Borse and the London 
Stock Exchange, came a 
step closer with the approval 
of the deal by the Frankfurt 
exchange’s supervisory board. 
The next hurdle is that both 
exchanges must get the agree- 
ment of 75% of their share- 
holders—a tricky task in Lon- 
don, where small and 
medium-sized brokers fear 
added costs and loss of busi- 
ness to Germany. 














Tradepoint, a London-based 
electronic exchange, and the 
Swiss stock exchange, the 
world’s ninth-largest, said they 
were in exclusive negotiations 
about a possible merger to 
create their own pan-Euro- 
pean share-trading system. 
Unlike iX, the merger would 
include clearing and settle- 
ment systems, all-important in 
driving down costs and grab- 
bing a larger share of Euro- 
pean business. 


China promised to allow for- 
eign funds to buy local-cur- 
rency denominated shares in 
its Shanghai and Shenzhen 
markets, although it still in- 
tends that flows-of capital 
should be tightly controlled. 
China’s move to open its: mar- 
kets came on the eve of the 
American congressional vote 
to grant China permanent 
normal trading relations. 


Euro-area banks were ac- 
cused by the European Com- 
mission of sharp practice over 
cross-border cash transfers. 
Banks retorted that a new sys- 
tem to be rushed in by 2002 


would eliminate excessive fees | 


and double-charging. In taking 
things further, the commission 
has only limited powers of 
persuasion or occasional re- 
course to long court cases 
C national governments, 
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France’s economic recovery 
continues apace. In the year to 
the first quarter, its GDP rose 
by 3.3%, the fastest growth of 
any of Europe’s big economies. 
But the Netherlands beats this: 
Dutch cpr rose by 4.2% over 
the same period: 
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Myanmar’s stolen democracy 


YANGON 


The generals are starting to fear trouble from a people with little to lose 


IT down on astool at a tea stall in Yangon, 

the capital of Myanmar, and young men 
will come to tell you of their dreams of es- 
cape to Europe or America. Ask them about 
politics, and in urgent whispers most ex- 
plain they cannot answer for fear of arrest. 
But when the rain falls noisily a few brave 
ones dare to speak up: “It is very bad here, 
very bad. Yes, we have rice every day, but we 
have no jobs. The government is very bad.” 

Such talk, however muted, 
is particularly risky at the mo- 
ment: like the country’s innu- 
merable pagoda bells, the 
junta’s nerves are jangling. On 
May 27th ten years ago, the 
voters unambiguously backed 
the National League for De- 
mocracy (NLD) in a general 
election, the result of which 
has never been honoured. Al- 
most nothing has changed in 
the country since then, except 
its name, which used to be 
Burma. A military dictatorship 
remains in charge. It likes to 
believe the election is only a 
distant memory, but fears that 
the anniversary could be the 
trigger for trouble. 

Across the border in Thai- 
land, some 90,000 refugees, to- 
gether with opposition leaders 
from Myanmar, will mark the 
anniversary with demands for 
change and international at- 
tention. The visit of Britain’s 
foreign secretary, Robin Cook, to the border 
region a few weeks ago encouraged the refu- 
gees and annoyed the junta. But the Thai 
government is wary of more violence after 
anti-regime fighters from the border region, 
though not necessarily from the refugee 
camps, attacked Myanmar’s embassy in 
Bangkok last October, and then held a group 
of hostages in a bloody siege of a Thai hospi- 
tal in January. 

Inside Myanmar, any demands for 
change are likely to be rather less dramatic. 
Some of the country’s 500,000 monks, nota- 
bly the younger ones, propose to “strike”, but 
that will merely mean they reject offerings 


THE ECONOMIST MAY 27TH 2000 


— 
Freedom, but only for a bird 


from army officers and their families. Mean- 
while, the military government has been 
hunting down more troublesome dissenters. 
Anyone spotted carrying NLD pamphlets or 
stickers has been arrested. The central areas 
of Yangon are strewn with barbed-wire bar- 
ricades. The junta says that any street de- 
monstration will have been organised by 
foreign agents, and anyone taking part will 
be dealt with severely. 
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The Nip’s leader, Aung San Suu Kyi, isde- 
scribed in the official newspapers as a “de- 
mocracy actress” and foreign lackey. The re- 
gime claims that increasing numbers of her 
party have resigned “willingly and of their 
own accord”. On May 19th, it says, 470 peo- 
ple left the party in one district of Yangon, 
while in March over 120,000 rallied against 
the “pessimist” NLD. Anyone who may have 
other ideas is warned that the regime aims to 
“crush all internal and external destructive 
elements as the common enemy”. 

Miss Suu Kyi is, of course, one such ene- 
my. Though no longer under formal house 
arrest, she remains under close watch by 





military intelligence. She is no longer al- 
lowed to make public speeches, though vid- 
eotaped remarks by her were smuggled out 
this week to be broadcast by friendly televi- 
sion and radio stations. She has called again 
for a peaceful dialogue w th the junta and 
for more international pressure for change, 
especially from Japan. Theroad to her house 
is barricaded. Taxi drivers who take curious 
foreigners to drive nearby for a snapshot 
have been arrested. 

Since she won the Nobel peace prize in 
1991, Miss Suu Kyi has gone a bit out of fash- 
ion. Because she speaks like the Oxford aca- 
demic’s wife she once was, because foreign 
journalists are usually smitten by her and 
because the generals’ grip on power seems 
stronger than ever, itcan be easy tosee her as 
some sort of western-impesed saviour, irrel- 
evant to Myanmar’s harsh realities. That is 
what the junza would like. 

Yet she is not. Her western 
background and fame are rele- 
vant to Mranmar because 
they make it hard to lock her 
up again, or to treat her with 
the casual cruelty most ordin- 
ary opposition politicians en- 
dure. But M ss Suu Kyi’s real 
importance is as the sole 
repository cf the hopes for 
peaceful change harboured 
by huge numbers of Myan- 
mar’s people. 

Although anniversaries 
are seen as important, the real 
impetus for change in Myan- 
mar, peaceful or not, could be 
economic co lapse. The regime 
may be fearful that people are 
beginning to feel they have 
less and less to lose. Non-gov- 
ernmental owanisations tell of 
malnutrition in remote rural 
areas. The thousands of peo- 
ple who have fled to Thailand 
have been driven by despera- 
tion for a job as much as by their dislike of 
the junta. 

The military men claim 10% GDP growth 
a year. But that figure looks like fantasy and 
is certainly not reflected im the value of the 
currency, the kyat, which is in danger of col- 
lapsing. Shopkeepers who «ry to stay in busi- 
ness by raising prices are threatened with ar- 
rest. To keep soldiers and government 
workers sweet, they were given increases of 
five or six times their pay this month, a recipe 
for more inflation. 

The junta is losing its few remaining for- 
eign friends. A Japanese car company, 
Toyota, the Hssc bank and a foreign manu- 
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facturer of monosodium glutamate have all 
announced in the past few months that they 
will pull out of the country. Approved for- 
eign investment fell by 90% last year and the 
only companies set to stay are those exploit- 
ing natural resources such as oil and timber. 
Even they may be embarrassed by a re- 
cent report by the International Labour 
Organisation condemning the use of forced 
labour in army projects, some of which have 
benefited foreign investors, In June, the orga- 
nisation aims to push other United Nations 
agencies to distance themselves from the 
junta until it can prove that forced labour is 
no longer used. Yet Myanmar is not a hope- 
less case, hardly worth bothering about. 
Since so many people are so oppressed by so 
few, they will presumably one day do some- 
thing about it. And, as one side has nearly all 
the guns, the result may be bloody. 


Taiwan and China 


Being polite to 
mother 


BEUING 


HE inaugural speech of Taiwan’s new 

president, Chen Shui-bian, was said to be 
“inadequate” and “insincere” by China’s 
state-controlled newspapers. They had to 
say that. In private, officials in Beijing are 
putting out a different message, one that 
hints, if not at a change of course in China’s 
aim to get Taiwan to return to the “mother- 
land”, then at least at a change of pace. 

After months of shrill impatience over 
Taiwan, and outright alarm at Mr Chen's 
election victory in March, the talk in Beijing 
now is of pragmatism and patience. The 








SYDNEY 


HE Sydney Harbour bridge, one of the 

city’s two grand symbols, will be closed 
to cars on May 28th for only the third time 
since it was built 68 years ago. Perhaps as 
many as 250,000 people will take over the 
bridge in a walk to mark reconciliation 
with Australia’s aborigines. The “people’s 
walk” will follow a ceremony the previous 
day at the opera house, Sydney's other 
great symbol, where aboriginal leaders will 
hand to the Australian government a doc- 
ument that calls for a national apology 
over injustices to indigenous people and 
recognition of their customary laws. 

Both events are meant to mark a high 
point in Australia’s attempts to make sym- 
bolic amends with its indigenous people 
212 years after the British invaded or settled 
thecountry,dependingon how you look at 
it. But under the government of John How- 
ard, reconciliation has become 
mired in politics. 

Mr Howard refuses to make 
an apology. He maintains Aus- 
tralians should not be held to ac- 
count for the misdeeds of previ- 
ous generations. Reconciliation, 
he says, should involve practical 
measures, like giving money to 
help lift aborigines’ deplorable 
health standards and put more 
of them into schools and jobs. 
Australia’s record in this regard is 
not bright. Death rates for ab- 
origines from all causes are twice 
as high as those for Maoris in 
New Zealand; they compare 
badly with those for indigenous 
Americans and are more than 





A bridge to the aborigines 


rate, according to Gustay Nossal, the dep- 
uty chairman of the Council for Aboriginal 
Reconciliation. 

The Australian Parliament started the 
reconciliation process in 1991, and aimed at 
achieving it by 2001, the centenary of the 
country’s federation. Mr Howard commit- 
ted himself to this goal “genuinely”, as he 
put it, on his re-election in 1998. But his ac- 
tions since then have made some critics 
wonder how serious he is. In February, he 
abandoned the 2001 deadline, saying it had 
been a mistake. Then his government at- 
tacked a United Nations committee that 
had criticised the way mandatory sentenc- 
ing laws in the Northern Territory and the 
state of Western Australia had led to the 
jailing of mainly unemployed, black 
youths. The un disapproved of the How- 
ard government's refusal to override these 
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three times the total Australian Hed like an apology 


heat, for the moment, is off. Mr Chen, after 
all, said much designed to put the Chinese at 
ease in his address on May 20th. Now that he 
was president, this former advocate of Tai- 
wanese independence promised he would 
not declare a formal breakaway from China 
or push for a referendum on the issue. Nor, 
said the president, would his government 
change the island's official name, the Repub- 
lic of China. 

Taiwan’s decade-old guidelines on 
reunification remain. Ex-President Lee Teng- 
hui’s “special state-to-state” formula, so 
loathed by the Chinese, will not be written 
into the constitution. (It has already been 
dropped by Mr Chen.) Above all, Mr Chen 
even made a nod towards the idea of “one 
China”. The people in Beijing cannot say 
openly they are satisfied with this, for he 
merely averred that both sides need to deal 
creatively with that issue at some indetermi- 


laws, as it has the power todo. 

The government's most controversial 
stand has been towards one of the most 
painful episodes of Australia’s recent past. 
This involves the tens of thousands of 
mixed-race children, known as “the stolen 
generation”, who were taken from their 
parents by government officials between 
1910 and 1970 in the cause of wiping out 
their indigenous heritage. Mr Howard has 
ignored a recommendation ina1997 report | 
by Australia’s human-rights and equal- | 
opportunity commission that the govern- 
ment should formally apologise to the sto- 
len generation. In April, his government 
outraged aborigines and many non-indig- 
enous Australians by claiming that, be- 
cause only 10% of aboriginal children had 
been involved, the stolen generation did 
not really exist. 

Mr Howard has also quibbled over the 
wording of the document that the mem- 
bers of the reconciliation council will 
present to him at the Sydney ceremony. In- 
stead of its call for an apology for 
past injustices, he wanted an ex- 
pression of “sorrow and pro- 
found regret”. But the more he 
has dug in his heels over these 
symbolic aspects, the more he 
has inflamed the aborigines and 
their supporters, who include 
Australia’s most influential 
newspapers. 

Opinion polls indicate that 
80% of Australians support the 
aims of reconciliation, but not 
necessarily an apology. What- 
ever they think about that, 
many Australians are tired of the 
divisive politics that have flared 
around the issue. Mr Howard's 
refusal to say sorry could dam- 
age his government. 

E BX. 
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nate point in the future, a vagueness that one 
Chinese official describes as “evasive”. Still, 
as another official puts it, Mr Chen was care- 
ful to avoid “certain provocative phrases” 
and his speech left outsiders with the im- 
pression that heis willing to show some flex- 
ibility. This is the cue for China for its part, to 
create some flexibility. 

Lest anyone in China should misinter- 
pret that as softness, President Jiang Zemin 
has been shown on television, dressed in an 
austere Mao suit, strutting around with army 
types—to whom he ha 
cash for military 
ing about tough pe 









leadership. But this is 

largely a feint. Even Communist officials ac- 
knowledge that Mr Chen, who. won only 
39% of the vote, needs time to build aconsen- 
sus at home about what todo next. They will, 
they say, give him that time. 

Conveniently, they still have two targets 
for verbal missiles, Mr Lee and the new vice- 
president, Annette Lu, a fervent supporter of 
Taiwanese independence. Mr Chen, the man 
who matters, will escape largely unscathed. 
Those Taiwanese dealing with Chinese af- 
fairs say they realise that most of China's 
bluster towards Taiwan is for domestic con- 
sumption. Clearly, though, China will want 
progress at least on re-establishing a dia- 
logue. The “one China” principle, as ever, 
promises to be the sticking-point. China 
wants to return to the 1992 compromise, 
whereby both sides agreed there was butone 
China, but disagreed about what exactly it 
was. There are even hints that the Chinese 
might offer to end the state of hostilities that 
hasexisted for half a century in return for the 
start of a dialogue. It certainly will not re- 
nounce the right to use force should Taiwan 
move towards independence. 
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Kazakhstan 
Priming the 
pump 


ALMATY 


pe to the talk of huge oil discoveries off 
the coast of Kazakhstan, and you might 
think that this impoverished country is 
about to turn into a Saudi Arabia. Perhaps it 
will, but itis too early to be sure. 

For months, the people of Kazakhstan 
have been hopefully watching the Kashagan 
oilfield, the first in the country’s bit of the 
Caspian Sea. Oil has been found beneath 
parts of the sea controlled by Russia and 
Azerbaijan. So it was not so unreasonable to 
expecta big field on the other side in Kazakh- 
stan. The government talked of finding at 
least 1 billion tons of oil, a sizeable deposit, 
but a report, attributed to American govern- 
ment sources, suggests that the area may 
» contain as much as 68 billion tons. If the 
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claim turns out to be true, it 
would be the biggest oil 
find anywhere in the world 
for 20 years. No wonder 
Kazakhstan’s president, 
Nursultan Nazarbaev, is 
talking of cranking out as 
much oil as Saudi Arabia, 
the world’s biggest oil-pro- 
ducer, by 2015. 

If Kashagan tums out to 
be a real gusher, it will have 
a big effect on the pipeline 
politics that have bedev- 
illed the region. The United 
States has been scheming to 
prevent Central Asia’s as 
yet untapped oil and gas 
riches from reaching the 
market via Russia and Iran. Better, say the 
Americans, that the stuff should flow west- 
ward via the relative safety of Turkey. But 
Russia and Iran happen to be giant neigh- 
bours that the poor Central Asian states 
have to live with, and which offer reason- 
ably cheap access to world markets. 

To tempt countries such as Kazakhstan 
and Azerbaijan, which also has visions of 
oil-fired prosperity, the Americans have 
been promoting a rival route for Caspian oil. 
They would like to see it flow from Baku, on 
the coast of Azerbaijan, west to the safe Turk- 
ish port of Ceyhan. So far, though, the Amer- 
icans have won only reluctant commit- 
ments from the multinationals involved, 
among them Britain’s Bp Amoco, which 
heads the main Azerbaijani oil consortium. 
Kazakhstan’s oil would reach Baku either by 
tanker or, less likely, through a possible un- 
derwater pipeline. 

One difficulty is the estimated $2.4 bil- 
lion it would cost for the 1,730km (1,075 mile) 
tube through which the oil would travel. A 
bigger one is that at present there is simply 
not enough oil to fill it. Azerbaijan, where 





drilling is more advanced than in Kazakh-_ 


stan, has so far disappointed oilmen by 
yielding up mostly natural gas. Richard 
Matzke of Chevron puts it bluntly: “There 
isn’t any oil looking for a transportation sys- 
tem. Most pipelines are built after the de- 
mand, rather than before the demand.” Ah, 
but if the new finds in Kazakhstan turn out 
to be as big as expected, say boosters of the 
Americans’ plan, then their pipeline is back 
in business. 

Maybe. One reason it may not be is tim- 
ing: the hoped-for oil from Kazakhstan's 
fields will not start flowing in serious quanti- 
ties until 2008, but America wants the com- 
panies to complete the Baku-Ceyhan pipe- 
line by 2004. Then there is possible 
competition from Iran. Getting oil to the Gulf 
would be much cheaper than getting it to 
Turkey. In time, argue fans of an Iranian 
route, America’s hostility to business deal- 
ings with lran’s thuggish regime will fade. 
But that could take a few years. Moreover, 
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companies that have tried to do business 
with the mullahs report that bureaucratic 
wrangling and other difficulties greatly raise. 
the costs and risks of the Iranian option. 
That is why the only sure winner from 


any oil bonanza in Kazakhstan is Russia. A 


fair amount of oil already crosses Kazakh- 


stan through a pipeline from Atyrau, in the - 


west of the country. A new pipeline is ex- 
pected by 2001 that will transport oil to the 
Russian port of Novorossiysk. The only 
other ways that Kazakhstan’s oil gets to mar- 
ket now, via rail and tanker, also often rely 
on the Russians. Not surprisingly, Russia has 
lots of new ideas to suck up Caspian oil, and 
sgearm the fat transit fees. 

If Kazakhstan’s oil finds turn out to meet 
the latest giddy expectations, all the rival 
pipeline schemes may find themselves in 
business. What are the chances of that? No- 
body really knows. The leaks from American 
officials are probably self-serving attempts 
te keep their troubled project afloat. The eu- 
phoria of Kazakhstan’ officials is likely to be 
equally baseless, if less surprising. The only 
people who may really know are those in the 
companies actually doing the drilling at 
Kashagan. All they will say, at the moment, is 
that their results are “very encouraging”. 
Their final report, which is due in two or 
three months’ time, is eagerly awaited. Pipe- 
line punters near and, especially, far will be 
pea their breath. 








Malaysia 


An endangered 
partnership 


KUALA LUMPUR 


HE leader of the Malaysian Chinese 
Association (mca), Ling Liong Sik, had 
much to crow about after last year’s general 
election. The party delivered 28 parliamen- 
tary seats to the ruling coalition, its best 
showing for years. To many in the party it 


at 
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seemed reasonable to suppose that it would 
be rewarded with at least an extra cabinet 
post. This has not been forthcoming, how- 
ever, and Mr Ling has been blamed for not 
pressing the claim with the prime minister, 
Mahathir Mohamad. 

At the start of this week, Mr Ling an- 
nounced that he was resigning his own cabi- 
net job of transport minister to “end unhap- 
piness” over his failure to deliver. At 
midweek, though, he said he would rethink 
his decision, moved as he was by the out- 
pouring of support for him from party mem- 
bers and Dr Mahathir. 

The prime minister has been particu- 
larly worried by trouble in the Chinese 
party. In the 14-party coalition known as the 
National Front, Dr Mahathir’s United Ma- 
lays National Organisation, UMNO, is the 
leader, but the mca and the Malaysian In- 
dian Congress help to provide a framework 
of ethnic harmony. The apparent crack in 
the ruling body comes ata time when UMNO 
itself is worried about its hold on the Malays 
who have traditionally supported the party. 
For Dr Mahathir, the general election was the 
toughest he has contested in his 19 years at 
the top. Many umno candidates lost to pas, 
an opposition Islamic party. The National 
Front retained its two-thirds majority in par- 
liament, but more than before it now de- 
pends on the support of its Chinese and In- 
dian parties. This has been a blow to the 
once-swaggering morale of UMNO. 

Mr Ling’s manoeuvring is thought by 
some to be a device to outwit his enemies in 
the party. He would probably like to keep his 
job and is believed to be close to Dr Ma- 
hathir. A writer in the Star newspaper, 
owned by the mca, says that “no one gets 
anything by shouting, threatening or push- 
ing”. But a bigger question for Malaysia may 
be whether the Mca quarrel is a prelude to 
the breakdown of the National Fronts 
racially-defined political compromise. 


Fiji 
For the second 
time 


N ATTEMPTED coup in the small Pacific 
country of Fiji may seem to outsiders a 
minor matter soon to be settled. But it affects 
India, for one: Fijians with ethnic links to In- 
dia are endangered. Australia and New Zea- 
land, which regard themselves as guardians 
of peace in the South Pacific, are alarmed. 
And there is no easy way out of the constitu- 
tional crisis behind the attempted coup. 
Fijian nationalists took over the coun- 
try’s Parliament on May 19th. Their leader, 
George Speight, supported by an army 
group called the Counter-Revolutionary 
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Speight the nationalist 


Warfare Squadron, seized the prime minis- 
ter, Mahendra Chaudhry, a Fijian of Indian 
descent, and his ministers. Fiji’s president, 
Ratu (Chief) Sir Kamisese Mara, declared a 
state of emergency. The army and police 
chiefs announced their support for the presi- 
dent. Rampaging Fijians pillaged the city 
centre, looting mainly Indian shops. 

Hundreds of ethnic-Fyian supporters of 
Mr Speight have entered the Parliament gar- 
dens, passing through a porous police cor- 
don. They are camped out, roasting pigs and 
chickens in makeshift earth ovens and 
drinking kava. Mr Speight and his followers 
are demanding the removal of Mr Chaud- 
hry’s administration and the abrogation of 
the constitution. The prime minister and his 
cabinet remain under arrest at gunpoint. 

Fiji's Great Council of Chiefs has mean- 
while been meeting at the nearby Queen 
Elizabeth Barracks to try to find a way out of 
the impasse. The chiefs are divided, some 
supporting the president, others backing Mr 
Speight. One speculation is that the presi- 
dent will appoint an interim government to 
replace Mr Chaudhry’s. On May 24th, the 
Commonwealth _ secretary-general, Don 
McKinnon, and a United Nations envoy, Ser- 
gio Vieira de Mello. arrived in Fiji and urged 
Mr Speight to free his captives uncondition- 
ally. They were allowed to see the prime 
minister, who said he had been manhan- 
dled. The chiefs said they were too busy to 
see the envoys. 

Racial friction between ethnic Fijians 
and Fijian Indians is not new. When Ratu 
George Cakobau ceded Fiji to Britain back in 
1874, the country was mainly populated by 
indigenous Fijians. From 1879, labour for 
Fiji's expanding sugar plantations was pro- 
vided by the importation of indentured 
workers from India. When the flow of inden- 
tured labour stopped in 1920, many other 
free migrant labourers arrived from India. By 
the mid-1960s, Indo-Fijians, most of them by 


then born in Fiji, had become a 
majority of the population. 
Thanks to the migration of Indo- 
Fijians and an increase in ethnic- 
Fijian birth rates, Indo-Fijians to- 
day make up 44% and ethnic Fiji- 
ans 51% of the population. The In- 
dian and Fijian communities lead 
a largely separate existence, with 
little intermarriage. 

Only 13 years ago, the election 
ofa government largely backed by 
Indo-Fijians brought about events 
very similar to those occurring to- 
day. Within a month, Colonel Siti- 
veni Rabuka mounted a coup 
aimed at securing a Fiji in which 
the ethnic Fijians would not be 
dominated by immigrants or their 
descendants. As a result of the 
coup, Fiji left the Commonwealth, 
but was later allowed back. 

Ironically, it was Mr Rabuka’s 
steps towards compromise in the 1990s that 
precipitated the current rebellion. In 1997, he 
pushed through a new constitution, in co- 
operation with the leading Indo-Fijian op- 
position leader of the day, Jai Ram Reddy. 
Indo-Fijians were granted a greater political 
stake in the system and a preferential voting 
system based on Australia’s was adopted. 
Contrary to expectations, both Mr Rabuka’s 
and Mr Reddy's parties were emphatically 
defeated at the polls in May 1999. The ethnic- 
Fijian vote was divided among five parties. 
Mr Chaudhry’s Fiji Labour Party stormed 
home, with an absolute majority, on the ba- 
sis of 66% of the Indo-Fijian vote and, given 
the curious voting system, transferred votes 
from defeated Fijian political parties. 

The Chaudhry government was cele- 
brating its anniversary on the day the 
Speight group launched its assault on Parlia- 
ment. One issue behind the coup is land. The 
government aims to provide Indo-Fijian 
cane farmers with 30-year leases on agricul- 
tural lands. Ethnic Fijians say that the gov- 
ernment’s proposals infringe the traditional 
rights of landowners. 

Another grievance is that the Chaudhry 
government removed from office many of 
the cronies of the former Rabuka adminis- 
tration, paving the way, it is claimed, for In- 
dian control of the civil service. Mr Speight 
was chief executive of Fiji's Hardwood Cor- 
poration, a government body, until he was 
recently sacked by the agriculture minister. 

A smooth restoration of constitutional 
democracy in Fijinow seems extraordinarily 
difficult. Many of Fiji’s more moderate politi- 
cians want democracy, but seek also to en- 
trench a paramount political role for indige- 
nous Fijians. Given the new voting system 
introduced as part of the 1997 constitution, 
and the subsequent pattern of voting in May 
1999, there is little room for compromise 
without abrogating the constitution. 

; = 
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A Success Story that Dates Back to 1930 
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The Arab Bank was established in 1930 in Jerusalem, and has 
successfully expanded its branch network to include 400 branches 
spanning thirty countries. Arab Bank is the only financial institution 
to have been given ratings within the Arab world that ranks it 
amongst the top international banks. Its success story can be 
summarized in the transformation of the US$ 60,000 equity with 
which the Bank started 70 years ago into US$ 2,000,000,000 equity at 
the beginning of the new millennium. 





The largest 
www.arabbank.com Arab banking netwotk 
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NOKIA 


CONNECTING PEOPLE 





Nokia makes mobile internet browsing easy 


because the intelligent WAP software on Nokia handsets helps conveniently formatted to suit your mobile phone screen. What's more, with 
you drive directly to the information you need. Combining fast data Nokia handsets yeu can also download graphs and images, making the mobile 
transmission (up to 50% faster than most other phones) with smart hyperlinks, neta more user-triendly and information rich experience. You may call it the 


you can access information both easier and faster. The content is also mobile internet made easy, at Nokia, we call this human technology.™ 
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UNITED STATES 


A much-needed victory 


The biggest impact of the passing of the China trade bill may be to shore up the 


free-trade coalition in the United States 


T PASSED, and in the end, quite comfort- 

ably. After some of the most nail-biting 
days Washington had seen in years, the 
House of Representatives voted on May 24th 
to give China most-favoured-nation trading 
status on a permanent basis (known as 
PNTR) by a majority of 237 to 197. Seventy- 
three Democrats and 164 Republicans 


Ban Treaty last year dealt another blow. If 
PNTR, too, had failed, foreigners might have 
questioned America’s ability to deliver on 
any negotiated international commitments. 

Meanwhile the passage of pr clearly 
puts some flesh on the hitherto thin concept 
of a Clinton legacy. Without pnrr, the presi- 





supported the bill. Republican sup- 
port, in particular, was substantially 
higher than had been expected. 

This comfortable margin belies the 
tension that surrounded the vote until 
the very end. Though supporters of 
PNTR were becoming more confident 
of success by the eve of the vote, noone 
took victory for granted. Bill Archer, a 
senior Republican, sternly told his col- 
leagues that this was the most impor- 
tant vote they could cast in their entire 
congressional career. 

He was not exaggerating. The 
House decision to pass PNTR is a MO- 
mentous vote. (Passage by the Senate, 
which should vote soon, is considered 
much more of a certainty.) The vote's 
importance lies not in its immediate 
impact on China. China’s entry into 
the wro—which looks imminent after 
the conclusion of an agreement with 
the European Union on May 19th— 
would have occurred with or without 
PNTR. Nor does the vote’s main signifi- 
cance lie in the considerable opportu- 
nities in China for American compa- 














nies. Rather the significance of the vote 
lies in the political message it sends— 
both at home and abroad. 

In immediate foreign-policy terms, the 
passage of pNTR avoids a major breakdown 
of relations with China. pntr alone will not 
dramatically improve Sino-American rela- 
tions, but the failure to pass it would cer- 
tainly have soured them. More broadly, for- 
eign governments will regain a measure of 
confidence in the American administra- 
tion’s ability to deliver on its commitments. 

Bill Clinton's failure to gain fast-track 
trade-negotiating authority in 1997 cost 
America credibility in trade talks. The Sen- 
ate’s failure to pass the Comprehensive Test 
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Apple of her eye 


dent would have been seriously weakened; 
his remaining domestic agenda under- 
mined; even his fundraising capacity 
dented. With pntr he has a major foreign- 
policy achievement, and one for which he 
personally deserves substantial credit. For 
this is one (rare) instance where Mr Clinton 
has put principle above the politically ex- 
pedient. For a Democratic president to stand 
against the unions on their top legislative pri- 
ority in an election year took courage. Less 
obvious is how pntrR’s passage affects Al 
Gore; his support for PNTR was notably more 


reserved than that of George W. Bush, who 

gave it a ringing endorsement, and even con- 

gratulated Mr Clinton on giving pNTR “his 
best shot”. 

The vote is important because it shows 
that trade bills can actually be passed in 
Congress, something that 2ven the most ar- 
dent free-traders were beginning to ques- 
tion. After seven years during which trade- 
liberalising legislation went nowhere, the 
federal legislature, within weeks, will have 
approved pntR and a much smaller, but 
nonetheless symbolic, law to reduce trade 
barriers to African and Caribbean countries. 
These successes reflect a mew cohesion be- 
tween the administratiom, pro-trade law- 
makers and the business Icbby. 

Both the White House and the Republi- 
can leadership in Congress have been 
heavily involved with pushing PNTR. 
Unlike the fast-tracx debacle, where 
Mr Clinton was barely engaged, the 
White House has seemed obsessed 
with pntr. There was the proverbial 
“war room” to co-ordinate the legisla- 
tive offensive, run by the commerce 
secretary, William Daley. Virtually the 
entire foreign-policy establishment 
was wheeled out to explain why PNTR 
was vital. Mr Clinton himself spent 
hours meeting undecided lawmakers. 

The proponents 3f pNTR have also 
shown bipartisan soirit. An amend- 
ment designed by Congressmen 
Sander Levin and Douglas Bereuter 
(Democrat and Reoublican respec- 
tively) co-opted mary waverers. It sets 
upa Helsinki-style h aman-rights com- 
mission to monitor China’s human 
rights, and also prevides additional 
measures to guard against surges of 
Chinese imports. 

And, of course, she political pork 
was doled out—though not quite on 
the same scale as during the NAFTA ne- 
gotiations. On May 23rd, for instance, 
Mr Clinton announced a new package 
of economic initiatives for poor areas, 
designed to bring several wavering 

Latino and black Democratic congressmen 

on board. Martin Frost, the third-ranking 

Democrat in the House, arnounced his sup- 

port for pNTR after he had been assured that 

Northrop Grumman, a big defence contrac- 

tor, was going to get enough government 

work to keepa plant in hisdistrict open. 

The business lobby, too, has learned 
some lessons. The unions, the most powerful 
anti-pntR lobby, spent $2m on advertising 
and blitzed congressmen ‘the AFL-c1o gen- 
erated 30,000 phone calls to 32 undecided 
members’ offices). This kind of union pres- 
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The makingofa statesman 
Flanked by Brent Scowcroft, George Shultz 
and Henry Kissinger, George W. Bush 
promised both a substantial reduction in 
America’s nuclear-weapons arsenal and a 
rapid development of a national missile- 
defence system that would also protect 
America’s allies. The presence of Colin 
Powell increased speculation that the gen- 
eral would join a Bush administration. 
ži 
The missing years 
Mr Bush went awor during his last 18 
months of service in the Texas National 
Guard. Records show that he rarely even 
turned up for the drills required of a part- 
time guardsman. Mr Bush points out that 
he was given an honourable discharge 
when he left the Guard. 
Boston Globe, May 23rd 
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Feud of the week 
In a speech to the American Israel Public 
Affairs Committee, an influential Jewish 
group, Mr Bush suggested that the Clinton 
White House had tried to interfere in the re- 
cent Israeli election and “make Israel con- 
form to its own plans and timetables.” The 
next day, Vice-President Al Gore reminded 
the same group that “unlike ourimmediate 
predecessors |ie, Mr Bush’s father], we 
chose to get intimately involved” in the 
Middle East peace process. 

*** 
NRA quote of the week (1) 
“I want to say those fighting words for ev- 
eryone within the sound of my voice to 
hear and to heed, and especially for you, 
Mr Gore: From my cold, dead hands.” 
National Rifle Association chairman, 
Charlton Heston, brandishing an antique 
musket at their annual convention 

žit 
NRA quote of the week (2) 
“He just got Gore a million more votes right 
there, holding up that gun.” 
George Stephanopoulos on Charlton Hes- 
ton’s performance, ABC, May 21st 

xe 
Wstands for Women 
Recent polls indicate that Mr Bush is gain- 


aye 


ing popularity amongst married women, 
while Mr Gore is still doing well amongst 
such niche voters as the “Allys” (young ur- 
ban professionals) and the “Erins” (envi- 
ronmental activists). 
Dallas Moming News, May 22nd 

xe 
Spin of the week 
“If you take out Texas, then it’s a dead 
heat.” 
Donna Brazile, Mr Gore’s campaign man- 
ager, explaining the polls that show him 
losing badly 





**x | 
Adoration of the week 
“The greatest fundraiser in the history of 
the universe.” 
Mr Gore on Terry McAuliffe, who lured 
13,625 donors to this week's record-setting 
Democratic fund-raising dinner at the 
MCI Sport Centre in Washington, a venue 
designed to hold 12,000 people, New York 
Times, May 2sth. 








Cashing in | | 
Top fund-raising events 
Date Main guest(s) Sm 
May 2000 Clinton/Gore 26 

| Apr 2000 George W. Bush 20 | 
Jan 1996 Republican leaders 16 | 
Apr 1999 George Bush Senior 14 «| | 
May 1996 Clintons/Gores 12 
Jun 1998 Republican leaders 10 

| Sources: New York Times; The Economist 











sure has derailed previous trade bills. The 
difference with pentr was that commercial 
interests—from small farmers to high-tech 
giants—fought back, and took a leaf out of 
the unions’ book. As Frank Coleman of the 
us Chamber of Commerce put it, pNTR 
“would clearly not be won by an air war 
alone”. Instead, lobbies for corporate Amer- 
ica learned about ground combat. 

In addition toa massive advertising blitz, 
big companies encouraged their employees 
to write letters to congressmen. The Cham- 
ber of Commerce last year set up a grass- 
roots trade-education programme that tar- 
geted 66 swing districts. It built pro-trade co- 
alitions with local government and business 
leaders, focusing heavily on small business. 
Congressmen were taken on tours of small 
firms that sold to China. Local business lead- 
ers were shown how to lobby effectively. 

This nascent pro-trade coalition might 
just become the most important domestic 
legacy of the pNTR vote. Many Americans 
still seem ambivalent about free trade and 
will doubtless become more so if the econ- 
omy slows or slumps. Normalising trade re- 
lations with China will certainly not end 
America’s debate over globalisation, but it 
may help change the terms. 
= — = 
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Bill Clinton in Arkansas 


| fought the 
law... 


LITTLE ROCK 


T'S a strange thing about Arkansas: the 

state that propelled Bill Clinton to the 
peak of politics also produces the people 
who do him most damage. First Cliff Jack- 
son, the tireless Whitewater digger; then 
Paula Jones; and now the state’s lawyer-dis- 
cipline committee which, 
on May 22nd, started pro- 
ceedings to disbar President 
Clinton from practising law 
in Arkansas. 

This was quite an eye- 
opener in a state with a 
reputation for sweeping 
such matters under the car- 
pet. In fact, it reflects two 
things—the obduracy of Mr 
Clinton’s opponents (not 
least, Kenneth Starr and Ms 
Jones); and the fact that the 
Arkansas bar takes itself 
much more seriously than 





outsiders might expect. 

Mr Clinton may become the first sitting 
chief executive of the United States to lose 
his law licence. His fate now rests in the 
hands of a randomly-selected circuit court 
judge in Little Rock and the state Supreme 
Court; both must uphold the panel’s recom- 
mendation for disbarment, which could 
take a few months, or several years. The dis- 
barment action was prompted, first, by a fil- 
ing with the committee in September 1998 by 
a conservative legal foundation, and then by 
an April 1999 referral from District Judge Su- 
san Webber Wright of Little Rock, who over- 
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saw the Paula Jones case. 

It is easy enough for Mr Clinton to dis- 
miss the first filing asthe work of the inev- 
itable vast right-wing conspiracy. But Judge 
Wright, who dismissed Ms Jones’s com- 
plaint, is another matter. She was particu- 
larly offended by Mr Clinton’s apparent at- 
tempts to mislead the jury about his 
relationship with Monica Lewinsky. 

In Arkansas, the bar is considered an in- 
stitution of dignity: “shyster behaviour”, as 
one member puts it, is not easily tolerated. 
The rules say disbarment is an appropriate 
punishment for “serious misconduct”, in- 
cluding “dishonesty, deceit, fraud, or mis- 
representation”. The Arkansas Supreme 
Court itself has ruled, in another disbarment 
hearing, that “lawyers holding public office 
assume legal responsibilities going beyond 
that of other citizens.” Lying is particularly 
frowned upon. 

Some of these strictures need a pinch of 
salt. Taken literally, they suggest that being a 
lawyer is incompatible with political success 
of even the lowest sort. But the committee 
can bite. Five to ten lawyers come before the 
bar each year for misbehaving, and most vo- 
luntarily surrender their licences. 

Ifdisbarred, Mr Clinton would find him- 
self in relatively familiar company. To begin 
with, there are all his friends that Kenneth 
Starr has rounded up. Seven lawyers, includ- 
ing another former governor of Arkansas, 
Jim Guy Tucker, face the loss of their licences 
because of the Whitewater investigation. 
And there are also a fair number of political 
types. One former Democrat state senator of 
29 years’ standing, Nick Wilson, resigned at 
the end of last year rather than face disbar- 
ment proceedings for racketeering. Another 
recent casualty was John Arens, the Arkan- 
sas chairman of Ross Perot’s 1992 presiden- 
tial campaign. 

In his keenness to fight the charges in 
court, Mr Clinton is in more select company. 
Last year, P.A. “Les” Hollingsworth, a well- 
known Little Rock lawyer, lost his case with 
the Arkansas Supreme Court. Mr Clinton is 
also insisting that he will not take the stand 
while in office, something that may count 
against him. 

Polls show that normal Americans 
would much rather forget about legal Clin- 
tonia of any sort. But Mr Clinton’s fate is now 
in the hands of Arkansan lawyers, some of 
whom see Mr Clinton’s possible disbarment 
asa chance toclean up the state’s reputation. 
One early sign of this new thirst for probity is 
the fact that eight members of the committee 
on professional conduct have already re- 
cused themselves in the name of unbiased 
justice. A judge, who was removed from the 
bench earlier this month for practising law 
on the side, illegally switching licence plates 
and writing 59 bad cheques, was up for elec- 
tion this week; the newly moralistic voters of 
Arkansas turfed him out. 
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Special-interest groups 
The big enchilada 


AUSTIN AND LOS ANGELES 





UNITED STATES 


Democrats are courting Latinos. But do they really know what they want? 


ICKY MARTIN'S hips and 

Jennifer Lopez’s haunches 
have done more to raise tempera- 
tures around America this past 
year than global warming. Popu- 
lar culture embraces all things 
Latino, from callipygian pop stars 
to taco-touting chihuahuas. 
Given all that, it was inevitable that Latinos 
would become a politically powerful group. 

Whether they are an interest group is an- 
other matter, and depends on where you sit. 
The two main political parties certainly be- 
lieve they are a block to be wooed and won. 
Latinos themselves are less sure about it. 
They have seldom played the ethnic card in 
politics, not least because they are a het- 
erogeneous lot united mostly by language. 
Like most voters, their interests stem mostly 
from where they live and how much money 
they make, not from their skin or culture. 

The oddity of their position becomes 
clear by contrast with the pressure groups 
around them. Most of these—from the Na- 
tional Rifle Association to the teachers’ un- 
ions—derive their power from organisation, 
money, loyalty and a clear agenda. Latinos 
retain a hold over the Democratic Party 
without any of these things. They give pre- 
cious little money, and vote relatively sel- 
dom; virtually every senior Democrat enter- 
tains some doubts about their long-term 
loyalty, and their agenda is still relatively 
vague. The result: things are offered almost 
before they are demanded. 

So far, it seems to be working. The Demo- 
crats got around 70% of the Latino vote in the 
1996 election. Bill Clinton even managed to 
win 65% of Latinos earning more than 
$75,000 a year. Virtually all the elected Lati- 
nos outside Miami are Democrats. The few 
Latino organisations that exist tend to have a 
Democratic bias, though they are far less ac- 
tive than black political 












States, and of those who are, 40% 
are too young to vote. Even 
-among those eligible to vote, reg- 
istration still lags, so that Latinos 
< ¢ast-only 5% of the votes in the, 
1996 election (up from 3.7% in 
1992), and are expected to cast 
about 7% this year. 

Another reason is fear. Democrats re- 
member the swing to Ronald Reagan in 1980 
among traditionally Democratic Irish, Ital- 
ian and Polish Roman Catholics. Republi- 
cans are fond of saying that Latinos are “nat- 
ural Republicans” on the strength of their < 
religiously based social conservatism. They. 
have done little so far to awaken them na- 
tionally to their supposed nature, although 
there are some large pockets of achievement: 
George W. Bush has regularly picked up 40% 
of the Latino vote as the group's choice of 
presidential candidate, thanks to his rapport 
with. them in Texas. His governor-brother 
Jeb, a fluent Spanish-speaker with a Mexi- 
can wife, does even better among Latinos in 
Florida with a potent blend of social conser- 
vatism and concern for thepoor. 


More for their money 


Parties usually deal with interest groups by 
giving them what they want in exchange for 

money and votes. The problem with Latinos 

is that their interests do not make upa coher- 
ent set of demands. As a result, recent at- 
tempts by Democrats to shore up their sup- 

port among Latinos have had a hit-and-miss 

feel. When Al Gore, who from time to time 

breaks into patchy Spanish, jumped into the 

argument over Elian Gonzalez in a bid to ap- 

peal to Florida’s Cuban-Americans, he did 

himself harm with Latinos elsewhere, who 

favoured returning the boy to Cuba. 

The nearest thing to anissue among Lati- 
nos is their support for liberal immigration 
policies. The most spec- 





groups. The arrival of Lati- 
nos has helped swing sev- 
eral congressional seats to 
the party. 

So why pay so much at- 
tention? One reason is de- 
mographics. The 32m Lati- 
nos in the United States 
make up 11.7% of its popula- 
tion. Soon Latinos, whose 
numbers have swelled by a 
third since :990, will over- 
take blacks to be America’s 
largest minority. Around a 
third of the Latinos are not 








tacular evidence of this is 
the disastrous damage the. 
Republican Party did to it- 
self in California in 1994 
with its support of Proposi- 
tion 187. This ballot mea- 
sure, which passed into 
law, withdrew social ser- 
vices from illegal immi- 
grants in the state, the bulk 
of whom were Latinos. The 
support the measure re- 
ceived from Pete Wilson; 
then the Republican gover- 
nor of California, helped to. 








yet citizens of the United 


sink the party in the polls, 
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leaving all the senior offices in California to- 
day in Democratic hands. Mr Bush does not 
talk much about Mr Wilson. 

The Democrats assiduously exploit the 
issue. Mr Gore’s announcement in March 
that the administration is proposing an am- 
nesty for immigrants who came illegally to 
America before 1986 got wide coverage in the 
Spanish-language media. Leading Demo- 
crats also successfully lobbied the AFL-cio to 
change its policy on immigration. The trade- 
union movement, until recently narrow- 
eyed about foreigners of any sort taking its 
members’ jobs, has now become much more 
sympathetic to Latinos, who make up an in- 
creasing number of those members. A 
much-publicised strike by caretakers in Los 
Angeles is led by a union almost entirely 
composed of recent Latino immigrants. 

Another issue that is looming large on 
the Latino agenda is the census. The Mexi- 
can-American Legal Defence and Education 
Fund, alongside the Democrats but not the 
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Republicans, has lobbied for having a statis- 
tically estimated adjustment in the census, 
to take account of the many poor, migrant, 
homeless and illegal people whom the cen- 
sus may miss. The idea is to boost the num- 
ber of congressional seats for Latino areas. 
The parties’ positions are a mark of every- 
one’s confidence that such seats will be won 
by Democrats. 

Chris Garcia, a political scientist at the 
University of New Mexico, argues that 
Latino votes will depend most heavily on 
health care, education and welfare services. 
All are traditional Democratic issues, but in 
concentrating on them Latinos are following 
the pattern of earlier immigrants: they are 
adopting middle-class American patterns of 
political behaviour, rather than putting their 
ethnic identity above everything else. And 
this is the way they have always behaved. In 
political terms, this special-interest group is 
neither special, nor one interest. That will be 
the Republicans’ opportunity. 





Water in California 


High tide, arid land 


LOS ANGELES AND SACRAMENTO 


California still has a water problem; now is the time to start solving it 


HE only gold to be seen today in the old 

Yuba river fields is the flash of California 
poppies. Abandoned by prospectors, the 
scarred landscape has returned to pastoral 
quiet. Many environmentalists would like to 
return more of California’s remoter parts toa 
similar state. Much of the change has been 
made by water: miners have washed away 
whole mountains in search of ore, and farm- 
ers have made the desert sprout peaches, 

California has always fought over water. 
Northern California is often awash with it 
and has to defend itself against flooding. The 
southern third of the state is dry but thirsty, 
with a vast city and, thanks to irrigation, 
some of the finest agricultural soil in the 
world. Historically, the state has fought 
north against south and farm against city to 
bring water from the mountains down to Los 
Angeles and the Central Valley. More re- 
cently, environmentalists and fishermen 
have spoken up for the salmon who used to 
have the rivers to themselves. 

By their often violent past standards, 
California's water wars are relatively muted 
these days. Seven years of decent rainfall 
and a roaring economy have left most par- 
ties reasonably happy. In March California's 
voters endorsed a ballot proposition to raise 
$2 billion for a range of water projects 
through bonds. But there is also plainly a 
need tocome up with something more. 

By 2020 California will have added 13m 
more souls to the 34m already living there 
and mostof them will have to livein a desert, 
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albeit with swimming pools and lawns. 
They will push urban demand from 8.8m to 
12m acre-feet a year (one acre-foot, enough 
water to cover an acre to a depth of one foot, 
is 325,851 gallons). Even if the present rainy 
spell continues, the state could face a short- 
fall of 2.9m acre-feet a year. In a drought year 
the gap could be 7m acre-feet. 

California either needs to find more wa- 
ter, or to use its existing water much more ef- 
ficiently. The private sector is trying to find 
answers to both problems but the onus re- 
mainson the governor, Gray Davis, to use his 
political power to push through solutions. 

Agriculture consumes about 80% of the 
water pumped from California's rivers. 
Many farmers own long-term water rights, 


SLIP i 
E 


often at generous rates. Even small changes 
in the efficiency of farming practices can 
have far larger effects overall than hosepipe 
bans in the suburbs. Recently, there have 
been successful efforts to use the water more 
efficiently by introducing less thirsty kinds 
of crop, adopting drip-irrigation and even 
simply letting fields lie fallow. 

Economists have long favoured a market 
system to let farmers sell their water to the 
cities. The infrastructure to transfer water 
around the state is there (see map on next 
page). The federal Central Valley Project and 
the State Water Project pump water out of 
the Sacramento-San Joaquin river delta, 
where the two main rivers that carry the run- 
off from the northern mountains and reser- 
voirs merge. Long aqueducts then carry the 
water to the south. Two out of three Califor- 
nians get their water via these projects. 

But transferring water is an emotional is- 
sue. Farmers still talk about the theft of water 
from the fertile Owens Valley to Los Angeles 
early this century. Serious water trading has 
only happened during droughts. In the 
1976-77 drought, the federal government set 
upa water bank; the state organised another 
one in the 1986-92 drought, when rainfall 
and reservoir supplies were 30% of normal. 
But as yet there is no permanent statewide 
water market: there is only a handful of re- 
gional clearing houses such as WaterLink in 
the western San Joaquin Valley. 

Federal law was recently changed to 
make water transfers easier. But private in- 
vestors complain that a market where the 
customers usually control the infrastructure 
is rigged. In 1998 Western Water completed 
the first private water transfer of 1,000 acre- 
feet from a water district in the Central Val- 
ley to one in Orange County. It says it lost 
money because the water district that 
bought the water overcharged it for pump- 
ing the product; the water district replies that 
its fees simply reflected its costs. 

Optimists point to the way that water 
districts are outsourcing the management of 
their water needs to private firms, such as 
American States Water and California Water 
Service. The two French giants of the world 











spawning fish. Hence a new idea: 
storing water underground. 
Aquifers, masses of water held 
underground in porous soil, typi- 
cally supply about 30% of Califor- 
nia’s water; in drought years, the fig- 
ure is 60%. Water trickling down 
through the soil replenishes aqui- 
fers—but not as quickly as Califor- 
niais currently emptying them. 
Once again, the private sector 
smells an opportunity. Cadiz, a firm 
run. by Keith Brackpool, one of Mr 
Davis's advisers, owns a tract of land 
in the Mojave desert which its geolo- 
gists reckon sits on top of a large 
aquifer. In theory, during wet years 
the Metropolitan Water District 








water industry, Vivendi and Suez Lyonnaise 
des Eaux, are also starting to invest in Cali- 
fornia. Yet, without some regulatory prompt, 
there is no clear reason why private firms 
should prove any more generous with tran- 
sport fees than public ones. 

More water trading might take care of 
some of the overall growth in demand. But 
increasingly people are looking for ways to 
increase supply. In effect, new dams are off 
the agenda (the Auburn dam 37 miles north 
of Sacramento, which has been held up by 
environmental objections for 35 years, was 
finally abandoned in March). And some old 
dams may go to improve conditions for 






would store excess water from its al- 
lotment from the nearby Colorado river in 
the Cadiz aquifer; Cadiz would then sell the 
water to the mwp during dry spells. 

Unfortunately, scientists at the us Geo- 
logical Survey claim that Cadiz’s demands 
on the aquifer could parch nearby springs. 
Local farmers, worried about the profitabil- 
ity and hydrology of their wells, are, of 
course, invoking Owens Valley. A similar set 
of problems have so far derailed an attempt 
to store water under the Madera Ranch in 
San Joaquin Valley--a scheme, whose back- 
ers included Marc Reisner, a prominent 
writer on water in the west. 

This sor? of intransigence turns the spot- 
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light back on to Mr Davis. The harsh fact is 
that most of California’s water. infrastruc- 
ture, including the cvr and the State Water 
Project, has been built by dictatorial govern- 
ment fiat. More recent efforts aimed at com- 
promise have bogged: down. For instance, 
the largest effort, Calfed,.a consortium. of 
state and federal agencies set-up in 1994, 
seems hidebound by the political pressures 
to balance water needs, control and 
environmental pressures 

Mr Davis, a cautio! 
some interest in water. He backec 
proposition, which will allow some. money 
to be raised for flood control and groundw: 
ter storage. He could do far moretoopen upa 
statewide market for water, regulate tran- 
sport fees and encourage experimentation: 
with the aquifers. One radical option for Mr 
Davis. would be to use partof his budget sur- 
plus to buy back the cvr, making Califor- 
nia’s water truly its own affair. 

If California does nothing, the incentive 
will surely come in the form of a nasty shove 
from nature. A long drought would have 
profound economic effects—not just on 
things like farm exports but on California’s 
ability toconduct its main business—attract- 
ing dynamic immigrants. Today California is 
the motor of America’s economy. If it runs 
dry, it could become a burden on the coun- 
try itnow boosts. That alone should be a rea- 
son todosomething now. 
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HE Rio Grande, which forms an 800- 

mile border between the United States 
and Mexico, is usually shown as an ankle- 
deep flow with lots of immigrants in it. But 
it does contain a fair amount of water, 
which is often the only drinkable source 
for miles around. Under a treaty of 1944, 
Mexico is meant to give Texas access to at 
least 350,000 acre-feet of water each year 
from the river and its tributaries. Now 
Mexico has fallen so far behind in its prom- 
ised deliveries that it owes the United 
States more than im acre-feet. 

According to gasping Texan farmers, 
the trouble began in 1992, when the Mexi- 
can government started hoarding water 
during a regional drought. In a parched re- 
gion, water-hoarding is a high crime, espe- 
cially when it allows Mexico to grow crops 
for export that compete with America’s. 

Mexican officials reply that the 
drought counts as an “extraordinary” ex- 
ception under the treaty, and they are still 
in a bad way. Throughout Mexico, rainfall 
has been below average for the past six 
years. The reservoirs are so low that they 
can barely supply the needs of some north- 





ern Mexican cities, and production 
of maize (for tortillas, the pillar of the 
Mexican diet) has dropped. 

Texan officials question the 
treaty’s vague use of “extraordinary”. 
Meanwhile, as Mexico fails to make 
its water deliveries, Texan farmers 
suffer. Onestudy, by a consortium of 
businesses from the Lower Rio 
Grande valley, shows that farmers are los- 
ing about $400m a year because of Mex- 
ico’s water debt to Texas. 

One underlying cause of the water war 
is explosive growth. Since the signing of the 
North American Free-Trade Agreement, 
foreign direct investment has poured into 
the region. The border population—at 
present about 6.4m on the United States 
side and 5.6m on the Mexican side—is ex- 
pected tojump to 24m by 2020. 

But, as in California, another problem 
is wasteful practice. Farmers soak up about 
85% of the border region’s scarce water, and 
on the semi-arid land on both sides they 
grow thirsty cash crops like sugar cane. An 
ancient system of water rights means that 
many farmers pay only modest amounts 








toobtain their annual allocations from the 
Rio Grande, and poor pipelines and irriga- 
tion systems allow lots of water to leak out. 

The United States government is now 
demanding that Mexico make a good-faith 
effort to deliver the water owed for the cur- 
rent year as well as a small part of the accu- 
mulated shortfall. By October 2nd, it hopes 
tohave wrung at least 400,000 acre-feet out 
of its neighbour. As a gesture of goodwill, | 
Mexico has transferred to American own- 
ership a total of 138,000 acre-feet of water in 
the Amistad and Falcor international 
dams. And it has promised to give Texas all 
it owes since 1992. 

But when will it do so? That depends 
on the rain; and Texas weathermen see few | 
clouds coming for a very long time. 
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UDY who? Now he’s out of the Senate race, nobody in New 

York wants to know about Rudolph Giuliani. The new man of 
the moment is Rick Lazio, a congressman hitherto largely un- 
heard-of outside Long Island who will now be Hillary Clinton's 
opponent. A clean-cut youthful fellow who has niceness written 
all over his beaming face, he looks like the sort of opponent the 
increasingly impressive Mrs Clinton will eat for breakfast. No 
wonder some Republicans, dismayed by the withdrawal of the 
bare-knuckle-fighting Mr Giuliani, talk of the First Lady having, 
perhaps literally, the luck of the devil. They should not be so 
downcast. Mr Lazio may have a better chance of slaying the de- 
mon than Mr Giuliani. 

For a start, Mr Lazio will pick up a ton of votes for the simple 
reason that he is not Hillary. Some psephologists reckon that Mrs 
Clinton has so many negatives 
that if the Republicans nominated 
a bag of bagels it would poll 30% 
against her. Exactly why is hard to 
pin down precisely. Being a “car- 
petbagger” from out of state has 
something to do with it (helpfully, 
Mr Lazio is New York born and 
bred), But Mrs Clinton also seems 
to have a gift for grating with her 
natural supporters. 

Some successful female. pro- 
fessionals resent the way that she 
has risen on her husbands coat- 
tails whilst presenting herself as a 
career woman. Others criticise her 
for standing by her man despite 
being publicly humiliated by his 
sexual antics. Manhattan. liberals 
will bad-mouth her as a hypocrite 
who presents herself as a saintly, 
selfless, caring figure, when in fact 
all she cares about is her own po- 
litical advancement. And those are 
the views of sympathetic moderates. Best not to get a Republican 
activist started on the Whitewater scandal or the suicide of Mrs 
Clinton’s very good friend, Vince Foster. 

Mr Lazio can also count on the many Hillary-haters outside 
New York, who stumped up a fortune for Rudy’s campaign, and— 
even if Mr Giuliani exercises his right to keep that cash for some fu- 
ture campaign of his own—are likely to do the same for his succes- 
sor in the Senate race. Mr Giuliani’s inflammatory fund-raising let- 
ters allowed Mrs Clinton to paint him as part of some right-wing 
conspiracy. With a little subtlety, Mr Lazio should be able to win 
the same support, without ruining his reputation for being like- 
able—a characteristic even black Democratic congressmen from 
New York happily affirm. 

This points to another potential advantage: as well as not be- 
ing Hillary, Mr Lazio is not Rudy. Mr Giuliani, like his erstwhile op- 
ponent, was terribly unpopular with a large chunk of the elector- 
ate. He so antagonised New York’s blacks, particularly by his 
forceful defence of the police after they shot three unarmed men, 
that he might have provoked a record turnout of ethnic minority 
voters. Even if few of them will now switch tosupport Mr Lazio, far 
fewer will feel provoked to tum out to vote against him. 

Thanks to his support of the death penalty and apparently 
straightforward personal life, Mr Lazio can also counton the sup- 
port of New York’s small Conservative Party, which opposed Mr 
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Giuliani, who offered neither. In 26 years, no Republican has won 
statewide office without Conservative backing. 

And, unlike Mr Giuliani, who loves nothing more than being 
mayor of New York city, Mr Lazio really wants to be a senator,and 
has the commitment, time and energy to mount a campaign to 
match the exhaustingly vigorous one of Mrs Clinton. Mr Lazio will 
not share the mayor’s reluctance to campaign upstate, particularly 
when the Yankees are playing—-a mistake which allowed Mrs 
Clinton to win support in the Republican heartlands. 

Not being Rudy certainly has some drawbacks too. He loses 
the support of the tiny Liberal Party. And Mr Lazio does not have 
Mr Giuliani’s hard-won reputation as the man who restored law 
and order to the city that never sleeps. On the other hand, New 
Yorkers seemed profoundly ungrateful on this score. If the newly 
nice Mr Giuliani campaigns for Mr 
Lazio energetically enough, some 
law-and-order Democrats may see 


thanking Mr Giuliani without hav- 
ing to tolerate him in their face. 

That leaves Mr Lazio’s own re- 
cord. By most standards he has 
been an effective sort in Washing- 
ton, pc {in fact he might prove a 
better senatorial politicker than ei- 
ther Mr Giuliani or Mrs Clinton). 
Mrs Clinton has already branded 
him a “Newt Gingrich conserva- 
tive’—a good tactic in a state 
where Democrats outnumber Re- 
publicans. But Mr Lazio stands by 
his support for the ummisséed Mr 
Gingrich’s ill-fated “Contract with 
America”, especially its promised 
balanced budget, tax relief for 
working families and strong de- 
fence. “What is it exactly they don’t 
like?”, he asks, 

Besides, Mr Lazio does not match the usual unpalatable Ging- 
rich stereotype. He has voted for bills protecting the environment, 
subsidising health care for the working disabled and securing low- 
rent housing for the poor. He is broadly pro-choice, though he op- 
poses “partial birth” abortion. He prefers being liked to being pro- 
vocative. And he can press the “I feel your pain” buttons at least as 
well as Mrs Clinton. He can impress Jewish groups with his hard 
work for the repatriation of Holocaust assets. With hisphotogenic 
wife and young kids frequently by his side, he will certainly match 
the First Lady platitude for platitude on the importance of the fam- 
ily and how children matter. 

Having prepared herself for a celebrity personality contest, 
Mrs Clinton may now have to talk far more about issues, Five years 
ago, another likeable but unknown moderate Republican, George 
Pataki, dethroned New York’s main political celebrity, Mario Cu- 
omo. When Mr Giuliani was still running, senior Republicans fret- 
tedthat the clash of egos allowed Mrs Clinton to hide her big-gov- 
ernment beliefs—beliefs that are probably unpopular with the 
key suburban voters. Now they hope that Mr Lazio can flush out 
the:real Hillary. That strategy in turn relies on two things: the un- 
tested Mr Lazio managing to avoid making gaffes;and Mrs Clinton 
notchanging her definition of the “real Hillary” yet again. Mr Lazio 
is in with a chance, but she starts in front—and who would have 
thought that possible even three months ago? 
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Mercosur's trial by adversity 





BUENOS AIRES AND RIO DE JANERO date 


Investors are worrying again about Brazil and Argentina. Paraguay’s 
democracy has suffered another shock, as our next story explains. But at least 
Mercosur has a plan to try to ease the tensions that have almost destroyed it 


NLY a few months ago, Mercosur, South 

America’s main trading group, looked 
to some to be near collapse. Argentina was 
gripped by a wave of anti-Brazilian feeling: 
Carlos Ruckauf, the governor of Buenos 
Aires province, called for sanctions against 
the many firms that he claimed were closing 
their factories and rushing to Brazil, lured by 
big subsidies and a devalued currency. Bra- 
zil, for its part, was threatening to take Argen- 
tina to the World Trade Organisation over 
the import quotas it had imposed against 
“dumped” textile exports. 

But hysteria has given way to common 
sense. Argentina’s media took a sceptical 
look at industrial lobbyists’ claims of a mass 
exodus, and found them exaggerated. Ar- 
gentina accepted a verdict by a Mercosur ar- 
bitration panel that its textile quotas were 
unjustified. After five years of talking, Brazil 
and Argentina suddenly struck a deal to 
phase out by 2006 the remaining restrictions 
on trade between them in cars and car parts. 

Setting the seal on all this, a meeting of 
the twocountries’ foreign and finance minis- 
ters in Buenos Aires last month ended in an 
agreement to “relaunch” Mercosur. The two 
countries hope to revive the agenda for 
deepening the trade block. And they want to 
remove the cause of some of the recent fric- 
tion by bringing their economies into closer 
harmony. To that end, they have set a time- 
table for a “mini-Maastricht”—a set of econ- 
omic-convergence targets similar to those in 
the Maastricht treaty that led to the euro. 


Not before time: Mercosur stalled when 
the region slipped into recession in 1998, and 
intra-block trade slumped (see chart, above 
right). It threatened to come toa halt after the 
January 1999 devaluation of the Brazilian 
real made Argentina’s goods up to 40% 
dearer in their largest market. Brazil has since 
recovered from recession, helping Argen- 
tina: in the first three months of this year, it 
clocked up a trade surplus with its northern 
neighbour of $300m, according to Daniel 
Marx, the deputy economy minister. 

Even so, Argentina has been struggling to 


pull out of recession—in part because the . 


new government of Fernando de la Rua. 
raised taxesin December in an effort to help 
cut the fiscal deficit. Argentina’s rigid cur- 
rency board, in which the peso is pegged at 
par to the dollar, makes growth dependent 
on capital inflows. But investors have been 
troubled by squabbles within Mr de la Rua’s 
team. And rising interest rates in the United 
States have caused fresh worries about the 
availability of finance for Argentina and Bra- 
zil. That has caused the real to slip by 7% 
against the dollar since March 23rd, and 
shares and bonds in both countries to sag. 
Such turbulence may increase the deter- 
mination of both governments to imple- 
ment their “mini-Maastricht”. Work has be- 
gun on harmonising statistics. Officials hope 
to arinounce the targets next March. Uru- 
guay and Paraguay, Mercosur’s other full 
members, will be invited to take part, as 
eventually will associates Chile and Bolivia. 
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< The first targets will cover public debt, - 
government borrowing and inflation. Oth- 
ers, such:as the balance of payments, may 
come later. In the long term, the aim is sup- 
posed to be a common currency. But there is 
a shorter-term benefit too: Argentina. has... 
dropped earlier talk of “compensation” for 
industries “damaged” by devaluation, since 
its officials hope that convergence will bind 
Brazil tocontinued fiscal discipline, reducing 
the likelihood of bigger slumps in the real. 

Brazil and Argentina have also reached a 
compromise on the vexed issue of how to 
solve trade disputes within Mercosur. Arg- 
entina has long wanted a permanent tribu- 
nal, instead of the current, tentative, arrange- 
ment of assembling an ad hoc panel for each 
case. But Brazil, jealous of its sovereignty, has 
claimed to see in this an expensive, Brussels- 
style bureaucracy. The countries have now 
agreed to assemble a duty roster of judges, 
who: would be available to serve on panels 
for perhaps two years at a stretch, to help de- 
velop “jurisprudence”, as Debora Giorgi, 
Argentina’s trade secretary, puts it. 

Another point of deadlock has been 
mieasures to ensure competition. Argentina 
wants curbs on investment incentives, to. © 
halt the (albeit modest) flow of firms being. 
enticed to Brazil by tax breaks, free land and © 
other handouts. Brazil wants an end to“anti 
dumping” measures within the group, such 
as Argentina's threatened textile quotas. Bra- 
zilian officials believe such measures en- 
courage the United States to make dubious. 
claims of dumping, for instance, against Bra- 
zilian steel. A third element would be a com- 
mon policy on unfair trading. 

Such matters would require enforce- 
ment by some sort of supranational author- 
ity, as Luiz Felipe Lampreia, Brazil’s foreign 
minister, admits. That is one reason why 
they have long languished on Mercosut’s 
agenda. But the new plan to negotiate all 
these issues in a single package increases the 
chances of success, according to Felix Peña, . 
one of Ms Giorgi’s predecessors. 
Meanwhile, producers in “sensitive” 
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industries, from chicken to shoes, will con- 
tinue to be encouraged to reach private deals 
in which Brazilian firms limit their market 
share while Argentine ones improve pro- 
ductivity. Ms Giorgi says the two govern- 
ments will ensure that such deals are tempo- 
rary, and that restructuring does happen. 
Where does that leave Mercosur’s 
smaller members? Shut out of a market 
stitched up by the giants, worries Sergio 
Abreu, Uruguay’s industry minister. Uru- 
guay has so far refused to back the Argen- 
tine-Brazilian car deal, which imposes a 35% 
tariff on non-Mercosur cars from 2006. 
Complicated though such matters are, at 
least Mercosur is moving again. But further 
progress is likely to depend on economic 
performance. Meeting the “mini-Maas- 
tricht” targets will involve sticking to, and 
even toughening, unpopular austerity pro- 
grammes, and approving difficult domestic 
reforms. Neither Argentina nor Brazil may 
find that very appealing. 





Paraguay 


Cavalry charge 


ASUNCION 


E= they seized the cavalry headquar- 
ters. Then they drove a file of armoured 
cars to the Congress building, blasting a hole 
in its façade. Led by a bunch of junior army 
officers and retired colonels, the coup against 
Paraguay’s feeble and unpopular govern- 
ment late on May 18th got off to a menacing 
start. The high command hesitated. But, un- 
der prompt pressure from Brazil and the Un- 
ited States, they sent loyal units to round up 
the rebels, threatening to use the air force 
against them if they did not surrender. 

The rebels were supporters of Lino 
Oviedo, Paraguay’s former army chief and 
serial plotter. After a failed coup — — 
in 1996, Mr Oviedo was eventu- | 
ally sentenced to ten years in jail, 
only to be let out after his friend, 
Raul Cubas, was elected presi- 
dent in 1998. But in March 1999, K; 
the vice-president, Luis Maria Ar- | 
gana, the leader of a rival faction 
in the long-ruling Colorado 
Party, was assassinated. Mr 
Oviedo and Mr Cubas were ac- 
cused of arranging the murder, 
and fled to Argentina and Brazil 
respectively. 

Argentina’s new govem- 
ment threatened to deport Mr 
Oviedo. Taking no chances, he 
disappeared a few days before 
the government took office, and 
now claims to be living clandes- 
tinely in Paraguay. This latest 
uprising was led by some of his 





This time they foiled Oviedo’s men 


once it had failed, he issued an unconvincing 
denial of involvement. 

He must have thought the moment ripe 
for his return. Paraguay’s economy has stag- 
nated for the past two years. Poverty is rising, 
unemployment is at 16%, and corruption is 
unchecked. President Luis Gonzalez Macchi 
owes his job to having been head of the Sen- 
ate when Mr Cubas resigned and Argafia 
was murdered. He has stupidly refused to 
submit himself to a fresh presidential elec- 
tion, and is deeply unpopular. In a recent 
opinion poll, 70% of those asked said they 
were better off under the 1954-89 dictator- 
ship of General Alfredo Stroessner, of whom 
Mr Gonzalez isa disciple. 

Until the attempted coup, the govern- 
ment had been drifting like a ship without a 
rudder, says Carlos Martini, a political scien- 
tistat Asuncion’s Catholic University. Nowit 
is trying to seize the advantage: the cavalry 
division, the core of Mr Oviedo’s support, is 
to be broken up and moved out of the capi- 
tal. With several pro-Oviedo deputies under 
house arrest, the government plans to push 
through the lower house of Congress a bill, 
already approved in the Senate, to privatise 
the telecoms, water and railway companies 
and to cut the vast central-government bu- 
reaucracy. Another bill would raise taxes to 
cut the growing budget deficit—though the 
government might do better trying to collect 
existing taxes, which are widely dodged. But 
these are unpopular measures, which have 
been stalled for years. 

The government may be able tocounton 
an improving economy, thanks to a good 
soyabean harvest and economic recovery in 
Brazil. And though the opposition walked 
out of what had been a national-unity gov- 
ernmentearlier this year, it poses little threat. 
Despite the Colorados’ misrule, Argana’s son 
looks likely to win an election for the vice- 
presidency in August. It may be only a matter 
of time before Mr Oviedo tries again. 
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Ecuador 


Greenbacked, 
but green 


Quito 


HEN, in the aftermath of a military 

coup last January, Gustavo Noboa, an 
economist, became Ecuador's fourth presi- 
dent since 1997, his government seemed un- 
likely to last more than a few months. Yet not 
only has Mr Noboa survived, but he has 
pushed through Congress a sweeping econ- 
omic reform bill, clinched a $1.7 billion ımF- 
led aid deal and substituted the dollar for the 
sucre without any serious difficulties. 

Until now. As partof the ımF agreement, 
the government must soon increase the price 
of petrol by 60% and, later this year, that of 
bottled gas, which most Ecuadoreans cook 
with, by 40%. The increases are needed tocut 
the budget deficit: fuel subsidies cost $360m 
a year. Introducing market prices was bound 
to be the hardest part of the dollarisation 
plan. Strikes against fuel-price increases did 
much to weaken the government of Jamil 
Mahuad, Mr Noboa’s predecessor. 

Ecuadoreans have already seen their liv- 
ing standards plunge. The minimum wage 
has remained unchanged since January, at 
$49 per month, but in that period inflation 
has amounted to 49%—and may reach 80% 
by December. Teachers, civil servants and 
health workers are striking for wage rises. 
State oil workers may soon join them. 

Mr Noboa is trying to take the sting from 
the protests by buying off different groups. 
The government has allowed taxi drivers 
and bus companies to double their fares. it 
talks of a 40% increase in the minimum 
wage. It has ordered an amnesty for all those 
involved in the January coup. 

But Mr Noboa still faces two big pro- 
blems. The first is disagreement among his 
own advisers. On May 23rd, Jorge Guzman, 
the finance minister, suddenly resigned: ac- 
cording to some accounts, he opposed pro- 
posals by Mr Noboa for fuel subsidies to be 
phased out only gradually. Mr Guzman’s de- 
parture is a big blow for the government. He 
is a strong proponent of dollarisation, and 
had been leading the talks with Ecuador's 
foreign creditors. His departure comes 
shortly after the resignation of two directors 
of the Central Bank, apparently over a dis- 
pute with the banking superintendent. 

The second obstacle to Mr Noboa is an 
Andean farmers’ movement, whose protests 
began the January coup. Mr Noboa has tried 
to appease this group with extra spending 
for rural schools and health-care projects, 
but the farmers remain opposed to dollarisa- 
tion and they can be expected to try to bring 
the country toa halt when fuel prices rise. 

Yet so far, dollarisation “seems to be 
working”, as Stanley Fischer, the ımF’s dep- 
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uty director, said recently. A third of the 
notes and coins in circulation are now dol- 
lars. In the towns, most prices are now given 
in both currencies. Confidence among Ecua- 
dor’s battered businessmen is growing. Im- 
ports are rising, and money is dribbling back 
to the sickly banking system. But it is still 
early days, for dollarisation and for Mr No- 
boa. Their real test is about to begin. 


Mexico 
Debatable 
(39 HAT we have here is the debate 


about the debate, with no result at 
all.” The reporter outside Cuauhtemoc Car- 
denas’s campaign headquarters sounded 
thoroughly fed up. Everybody was. The 
three leading candidates in Mexico's July 
2nd presidential election had spent days 
squabbling, and now, less than three hours 
before it was due to happen, Mr Cardenas, 
Vicente Fox and Francisco Labastida were 
still holed up together, trying to agree on the 
format for their second television debate on 
May 23rd. They failed. Tentatively, it was re- 
set for three days later. 

In the first debate a month ago, the ebul- 
lient Mr Fox of the centre-right National Ac- 
tion Party (PAN) outshone the grey Mr Labas- 
tida, whose Institutional Revolutionary 
Party (pri) risks losing the presidency for the 
first time in 71 years. This week's squabble 
may have hurt Mr Fox, who seemed child- 
ishly petulant in the (televised) debate about 
the debate. But no debate, no matter: the can- 
didates and their proposals have been under 
lively media scrutiny unprecedented in 
Mexico's emerging democracy. 

Only the incautious are prepared to 
predict the outcome of the election, and that 
may remain true to the end. Throughout the 
long campaign, opinion polls have varied 
sharply. In the past month, six surveys by 
reputable firms have put Mr Fox anywhere 
from seven points behind Mr Labastida to 
five ahead. The variation is more in Mr La- 
bastida’s rating, suggesting some of his sup- 
port may be soft. Notably, the two outlying 
polls came from foreign firms new to this 
year’s campaign. 

The underlying trends are more consis- 
tent. Mr Labastida’s support has declined 
since November, when the fuss surrounding 
the pri’s first presidential primary election 
pushed him above 50% by some counts. Four 
main companies have done regular national 
polls: three of these show the gap between 
the two men changing little since April, but 
the fourth showed Mr Fox gaininga stunning 
seven points relative to Mr Labastida. In two 
of these polls, Mr Fox is ahead by up to five 
points. In a third, he is equal with Mr Labas- 
tida. Much of Mr Labastida’s lost support has 
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SANTIAGO. 


N THE end, it may not come to much, 

but it is nevertheless a verdict that 
many Chileans would not have thought 
possible even a couple of years ago. On 
May 23rd, in a closed session whose out- 
come was leaked, the Appeals Court in 
Santiago decided, reportedly by 13 votes to 
nine, to strip General Augusto Pinochet of 
the immunity from prosecution that he 
enjoys asa life senator. 

The Supreme Court, to which the for- 
mer dictator will now appeal, may well re- 
verse this verdict. Even if it does not, it 
may order medical reports on the 84-year- 
old general, as the Appeals Court may also 
do. Should these show that he is mentally 
unfit, he would avoid a trial on the 100 or 
so allegations of kidnapping, torture, and 
| soon that have been filed against him. 

Even so, this week’s ruling is a defeat 
for Chile’s armed forces. In anticipation, 
they have been blustering for weeks. But 
for the first time since democracy was re- 
stored in 1990, Chile now has in Ricardo 
Lagos, a moderate socialist, a president 








Lagos watches the military semiotics 


Bringing Chile’s army to heel 








who seems able to stand up to the army. 

Last month, the armed forces’ four se- 
nior commanders held a semiotically sig- 
nificant lunch in full uniform ata fashion- 
able Santiago restaurant. Mr Lagos made 
noeffort to hide his anger, as his predeces- 
sors might have. “Of course, they can 
lunch where they like, but let’s not be na- 
ive, we all know what this was about,” 
said Mr Lagos—adding, with a nice twist, 
that the armed forces had no need to 
prove their unity, because of course they 
were united behind their president. 

General Ricardo Izurieta, the army 
commander, then summoned his gener- 
als to a five-hour meeting. They issued a 
statement demanding from society and 
the state “prudence, equity and collabora- 
tion” towards the army. The government 
promptly summoned General Izurieta to 
the Defence Ministry, to explain himself. 

If the Appeals Court verdict is con- 
firmed, the army will doubtless grumble 
further. General Pinochet commanded it 
for a quarter of a century until 1998; to its 
officers, he remains an al- 
most sacred figure. “He’s like 
a standard that can’t be al- 
lowed to fall into enemy 
hands,” says Raul Sohr, a de- 
fence analyst. 

But, however upset it is, 
the army’s protest will al- 
most certainly be merely 
symbolic. The Chilean army 
knows another coup would 
be catastrophic. And Mr La- 
gos has his own weapons: 
the constitution denies him 
the power to sack military 
commanders, but he can— 
and says he will—change 
the law to gain control of the 
defence budget. With each 
new twist in the saga of the 
old dictator, Chile’s democ- 
racy looks more vigorous. 














gone to Mr Cardenas. 

Even if Mr Fox’s support may be close to 
its ceiling, the persistence of his challenge 
has caused many Mexicans to start thinking 
the unthinkable: that he might defeat the pri. 
That has prompted a few local and regional 
organisers from other parties to defect to Mr 
Fox, as has Porfirio Munoz Ledo, the presi- 
dential candidate for a small left-wing party. 
Likewise, some voters may pick him simply 
because they think he will win. 

But even apart from the debate fiasco, 
Mr Fox still has reason to worry. Daniel Lund 
of Mund Opinion Services, a polling firm, es- 


timates that some 8% of Mexico's voters live 
in remote areas that pollsters never reach. 
But they vote all the same—mostly for the 
pri. And in the approach to an election the 
PRI's grassroots network, far bigger than any 
of its opponents’, goes to work cajoling, brib- 
ing or coercing voters. Some of its methods 
would be legitimate in any democracy; 
some, such as telling people that a vote for 
the pri is a condition for getting state hand- 
outs, would not. The malpractice will be less 
blatant than in the past, but if the election is 
asclose as it looks, it may be enough. 

= = = 
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Archimedes may have exclaimed in Greek 
when he discovered the principle of fluid 
mechanics that carries his name. But the 
great physicist and mathematician was 
born and worked in Syracuse in eastern 
Sicily and died there, a violent end, so leg- 
end says, at the hands of a Roman soldier. 
As the classical monuments, roads, bridges, 
aqueducts and artefacts show, however, the 
ancient Romans were outstanding engi- 
neers and manufacturers as well as mili- 
tary men. 

When the fifteenth century's Re- 
naissance brought another wave of in- 
novation, nobody was more represen- 
tative than the painter Leonardo da 
Vinci, described by his employer Ce- 
sare Borgia as an architect and general 
engineer. Leonardo’s interests encom- 
passed aerodynamics, hydraulics and 
mechanics; he worked on fortifications 
and studied flight. Italy's roll of eminent 
nineteenth and twentieth century sci- 
entists and engineers includes names 
like Guglielmo Marconi, the inventor of 
radio, and Enrico Fermi, the nuclear 
physicist. 

At the beginning of the twenty-first 
century, historical connections are not 
forgotten and the technological tradi- 
tion flourishes. While many foreigners 
imagine that Italian industry amounts 
mainly to the well-known successes of 
fashion, footwear and food, the reality is 
quite different. Not only does advanced 
technology and applied science often 
underlie the achievements in those sec- 
tors, special-purpose machines giving 
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Italian firms an edge in terms of efficien- 
cy and in manufacturing products of the 
highest quality. It is also the driving force 
for italian concerns in other sectors 
where technology lies at the heart of 
the business; fine chemicals and phar- 
maceuticals, telecommunications, aero- 
space and electronics, for example. 
Thanks to the expertise and open- 
mindedness of their technical staff, Ital- 
ian firms are great innovators, seeking 
new ways to obtain process and prod- 
uct improvement.“ The mentality of the 
italian engineer is that of problem-solv- 
ing - satisfying users’ needs quickly and 
flexibly while keeping keeping tight con- 
trol over resources,” explains Professor 
Fabrizio Onida, chairman of ICE, the 
foreign trade institute. Little wonder 
that foreign venture. capital funds have 
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ata ITALY 


focus on technology 


been scanning around predatorily, phar- 
maceuticals, biotechnology and informa- 
tion technology joining the traditional 
sectors in their sights. 
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THE RIGHT CHEMISTRY 


Italian food firms and winemakers 
have a reputation for knowing and 
preparing the right ingredients to keep 
their customers asking for more. The 
achievements of the country’s fine chem- 
icals industry in processing its raw mate- 
rials to the satisfaction of the world’s 
pharmaceuticals companies are less 
known. Yet in Western Europe,America 
and elsewhere in the world, the effective- 
ness of millions of pills that are pressed 
from blister-packs or litres of medicines 
poured from bottles or injected every 
day depends on fine chemicals that were 
cooked up in Italian factories. 

In the business of making active 
pharmaceutical ingredients and inter- 
mediates, the raw materials from which 
medicines are made, Italy holds an 
undisputed leading position. With pro- 
duction worth $2.5 billion, Italian firms 
satisfied almost 15 per cent of the 
world’s $17 billion demand for active 
pharmaceutical ingredients last year. In 
addition, Italy's fine chemicals makers 
produced about $0.6 billion of interme- 
diates for pharmaceuticals. Figures in a 
report recently published by ICE and 
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Aschimfarma, the industry's trade asso- 
ciation, show that the business has been 
growing strongly. Production of pharma- 
ceutical raw materials in Italy increased 
by almost 6 per cent annually between 
1990 and 1999. 

Aschimfarma’s members provide an- 
other example of an Italian industry that 
draws its strength from small and 
medium-sized firms. The association's 
90 members have average annual sales 
of around $30 million and three quar- 
ters of them employ less than 100 
workers. Altogether the industry has 
just 8,000 workers or so. Chemical syn- 
thesis is the main technology, although 
other technologies like fermentation 
and extraction from plants are also 
used in Italian factories. The industry 
owes its success to several factors, not 
least the lengthy experience in deliver- 
ing high technological content and qual- 
ity. Firms are subject to authorisation by 
Italy’s ministry of health and their ob- 
servance of good manufacturing prac- 
tices comes under the microscope of 
foreign official bodies like America’s 
Food and Drug Administration and 
Britain’s health ministry. 

The reputation that Italian firms en- 
joy is allowing them to undertake cus- 
tom manufacturing on an increasing 
scale for multinational pharmaceuticals 
companies as these, focusing on re- 
search and development and marketing 
and distribution, turn more and more to 





contracting out production. The firms 
that make up the industry in Italy have 
sophisticated and flexible plants and can 
provide assurances on quality and deliv- 
ery times. Moreover, the industry has 
the financial muscle for the investment 
that custom manufacturing involves. 

Worldwide custom manufacturing 
for the pharmaceutical industry is ex- 
pected to be worth $6.6 billion in 2003 
and Italian firms are forecast to win al- 
most one quarter of this business. If 
they do, they will just be keeping up 
with current performance. Last year 
Italian exports of pharmaceutical raw 
materials were worth $2.7 billion and 
one third of these went to America. 
Italy supplied well over one half of all 
America’s requirements for active in- 
gredients. 
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MAKING THE MACHINERY 


Tens of thousands of visitors will be 
drawn to Milan in early November. They 
will not be there for the glamour and 
glitter of fashion shows, however. The at- 
traction will be the 29th edition of BIAS, 
an industrial automation and instrumen- 
tation fair. Almost 2,700 companies 
from 35 countries took part when the 
28th edition was held two years ago and 
63,000 visitors arrived from 70 coun- 
tries. BIAS will pull in even more ex- 


hibitors and visitors this year, predicts 
Waiter Rampini, the fair’s chairman. 

High fashion may win most coverage 
of Italian business in glossy magazines, 
but much of the country’s success in 
making goods is more down to earth. 
The visitors to BIAS will be interested 
in the likes of control systems for the 
process industry, valves and actuators, 
and other types of technology and their 
applications, rather than the smart 
colours for next summer's collections, 
hem lengths and heel heights. 

The 2,000 Italian firms and their 
20,000 employees that comprise the in- 
dustrial instrumentation and automa- 
tion industry are just a small part of a 
much broader and thriving engineering 
sector. Intermeccanica is an umbrella 
trade association that brings together 
other specialised associations that 
group firms that make machinery for a 
wide range of sectors that include ce- 
ramic tiles, plastics, printing, rubber, 
shoes, textiles and wood. In building ma- 
chinery for making ceramic tiles, shoes 
and textiles and for woodworking, Italy 
is world leader. And Italian industry is 
competing hard for world leadership in 
making machinery used for packaging 
and in the plastics industry. 





Figures from Intermeccanica high- 
light the large contribution that its 
members make to the country’s mer- 
chandise trade account. The association 
estimates that exports by its member 
firms amounted to 48.4 trillion lire last 
year, from production worth 90.7 tril- 
lion lire, while imports were 7.6 trillion 
lire. Italian success in machinery-making 
shows yet again that fragmentation 
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need not be a disadvantage. Altogether, 
the specialised associations that belong 
to Intermeccanica have over 2,200 
member firms and these employ about 
255,000 workers. 

Most of the firms are small or medi- 
um-sized, offering a high level of special- 
isation and often inter-linked between 
themselves. Flexibility is the key to the 
firms’ ability to tailor made-to-measure 
machinery to their customers’ exact 
needs.Another winning factor is the way 
in which Italy’s machinery-makers em- 
brace technological innovation. Past suc- 
cess looks like being repeated this year. 
According to Intermeccanica, a signifi- 
cant upturn in business was enjoyed in 
the second half of 1999 and the figures 
for the opening months of 2000 point to 
a good outturn for the whole year. 

“There is a long tradition in Italian 
mechanical engineering. Our technolo- 
gies have benefited Italian and foreign 
clients in many sectors, from the auto- 
mobile industry to fashion to furnish- 
ing,” says Claudio Celata, Intermeccani- 
ca’s secretary-general. He might well 
have added ceramic tiles whose machin- 
ery-making firms in and around Sassuo- 
lo have been crucial to the competitive 
edge that the tile-makers there enjoy. 

Or Mr Celata could have mentioned 
the businesses in Packaging Valley 
whose capital is the city of Bologna, on- 
ly 40 kilometres from Sassuolo. Entre- 
preneurs in this industrial cluster have 
profited from modern society's demand 
for new products and the need for their 
packaging. Soaps, shower caps and 
shampoos arrive packaged in hotel 
bathrooms. So do tea bags at the break- 


fast table, cereals and sugar. From food 
to medicines and tobacco, weighing, 
dosing, packaging and packing are essen- 
tial steps in the production line. 
Whether a product is cream cheese or 
dishwashing liquid, machinery is needed 
to automate these steps. 

Much of this machinery is designed 
and made in the area running north 
from Bologna to the province of Reggio 
Emilia. Fashion flair counts for little 
among the firms in Packaging Valley, or 
for that matter in other sectors where 
Italian businesses are making machinery, 
just plain engineering skills and the abil- 
ity to turn needs and ideas into solid 
technology. 
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FLYING HIGH 


Few passengers in the large aircraft 
produced by America’s Boeing know 
that critical parts of their structures are 
precision-machined using advanced ma- 
terials in Italian factories. Out at tech- 
nology's cutting edge, a robotised plant 
at Nola near Naples that produces the 
structures is “an internationally com- 
petitive strategic asset”, say officials. 
Such high-tech engineering facilities 
continue a tradition. For many years, the 
results of Italian know-how and engi- 
neering skills have been helping to keep 
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fleets of aircraft flying safely. 

Moreover, Italy's contribution to the 
large passenger aircraft that are made in 
America is not its only stake in the civil 
aircraft business. The very successful 
family of ATR regional jet-prop feeder 
liners, of which hundreds have been sold 
to major and minor commercial airlines 
throughout the world, is a cross-border 
joint effort with France’s Aerospatiale in 
which Italy's state-controlled Finmecca- 
nica is a 50 per cent partner. 

The Italian company is a major heli- 
copter-maker, through its Agusta sub- 
sidiary which has alliances with Ameri- 
ca's Bell and Britain's GKN Westland, 
and is also involved in the design and 
manufacture of military aircraft such as 
the multi-role Tornado and Europe's 
new fighter aircraft. That leading British, 
French and German aerospace compa- 
nies recently expressed enormous in- 
terest in forging an alliance with Fin- 
meccanica and competed stiffly to be 
chosen by the Italian company as its 
partner underlines the high standing 
that Finmeccanica enjoys international- 
ly. Italy also makes an important contri- 
bution to Europe's aircraft engines in- 
dustry.A major private sector company 
specialises in designing and developing 
complete turbine engines for small-to- 
medium aircraft and making engine hot 
parts like like blades, turbine disks and 
combustion chambers. 

With 37,000 workers and a turnover 
of around 10,000 billion lire, Italy is the 
fourth largest aerospace country in Eu- 
rope. In mid-December last year, it 
hosted the Marche Europeen de la 
Haute Technologie(European high tech- 
nology market) in Naples that was ded- 
icated to the aerospace industry. The 
aim in Naples, which with Turin in 
northwest Italy is the country’s joint 
capital for the industry, was to help 
large European,American and Canadian 
groups meet with small and medium 
sized firms and to encourage technolog- 
ical and industrial cooperation. 

The Italian industry today keeps up a 
long tradition. During the | 930s, aircraft 
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designed and built by makers such as 
Macchi and Caproni were world beat- 
ers both for speed and altitude. Italian 
fliers and aircraft pioneered long-dis- 
tance and trans-oceanic flight. Over the 
years as air transport has spread from 
being exclusive to a mass business, the 
contribution of the Italian aerospace in- 
dustry and the skills of its workers have 
kept pace. 
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ENJOYING SUPPORT 


Some of Italy’s leading technology 
firms focused their attention on Tel Aviv 
in Israel last December to participate in 
an initiative organised by ICE, the foreign 
trade institute, and various Israeli organ- 
isations. The Italian firms spanned a vari- 
ety of sectors that included biotechnol- 
ogy, environmental protection, chemicals 
and mechanical engineering. Represen- 
tatives of Italian trade associations also 
travelled to Israel to talk in seminars and 
workshops on what their members are 
doing and how they keep abreast of the 
challenges of technology, and to learn 
about the opportunities of doing busi- 
ness with Israel. 

While Italy is Israel's third largest 
trading partner, it is known for its high 
quality consumer items like clothing and 
footwear rather than as a supplier of 
technology goods. Behind ICE's Tel Aviv 
Technology Week was the aim to adjust 
this traditional view of Italian industry 
in a country that enjoys, as Israel does, 
a strong image in high technology. And, 
clearly, other aims were to promote the 
sales of Italian technology goods, as well 
as to encourage industrial cooperation 
and joint ventures between Israeli and 
Italian technology firms. 

ICE’s initiative in Israel was the sec- 
ond such event that it organised to- 
wards the end of last year.At the end of 
September it had directed its energies 
towards Uzbekistan, managing a tech- 
nology week in Tashkent. In mid-No- 
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vember, the foreign trade institute was 
busy in Geneva, although the exhibition 
that it assembled and ran at Cern, the 
European Organisation for Nuclear Re- 
search, was labelled an industrial exhibi- 
tion rather than a technology week. 

Around 30 Italian firms exhibited 
their products in Geneva, revealing 
knowledge and manufacturing skills that 
stretch across a broad range of tech- 
nologies. Electronic instruments for 
high energy physics experiments, silicon 
integrated microsensors, monitoring 
systems for radiocative pollution, em- 
bedded high performance digital sys- 
tems for telecommunications and the 
automotive industry, superconducting 
cable for particle accelerators, high pre- 
cision press tools and vaccuum pumps: 
the list of Italian technology products 
and abilities that ICE helped bring to 
notice at Cern may even have surprised 
the Italians who work there. 

This year ICE has an equally de- 
manding programme for promoting Ital- 
ian technology and technological goods 
abroad. It has Punto Italia assistance 
points at numerous trade fairs and ex- 
hibitions. It is organising advertising 
campaigns, publishing newsletters and 
undertaking market research. The tasks 
that the foreign trade institute is tack- 
ling this year include organising work- 
shops and seminars, as well as bringing 
missions of foreign jounalists and busi- 
nessmen to events in Italy. 

ICE's programme for 2000 amounts 
to several hundred different events and 
activities to support what may be 
broadly described as Italian technology. 
Makers of machinery for the ceramics 
sector are being backed by ICE at fairs 
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in Sao Paulo, Beijing and Porto. The 
trade institute is giving support to firms 
in the packaging and printing machinery 
sectors. It is organising a seminar on se- 
curity in Russia that involves Italy's elec- 
tronics and electrical engineering sec- 
tors and a Punto Italia at Baku’s oil and 
gas fair for oil equipment makers. 

From Sweden to Argentina and from 
Australia to the Ukraine, ICE is busy 
promoting Italian technology. The insti- 
tute’s commitment is underlined by its 
North America high technology project. 
This aims to encourage innovation by 
Italian firms by establishing cooperation 
and communication with university re- 
search centres in North America that 
will help to transfer new technologies 
from America and Canada to Italian in- 
dustry. Trade fairs and technology 
weeks produce results but other initia- 
tives can also boost performance. 
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South 
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Africa's president and 
the plague 


BEITBRIDGE 


South Africa’s AIDS policy is confused, and President Thabo Mbeki has 


added to the confusion 


S DUSK falls, lorry drivers call out to the 
prostitutes who work the stop at Beit- 
bridge, on the border between South Africa 
and Zimbabwe, to come and cook for them. 
Itcan take days to process the paperwork re- 
quired to move a load across the frontier. 
There are rumours that some customs offi- 
cials own shares in local hotels. But most of 
the truckers shun hotels: itis cheaper to pay a 
prostitute a few rand for hot food and a 
share of her mattress. A stubbly driver in his 
late 20s claims to sleep with 30 women a 
month. Yes, he knows about aips. A friend 
died of it two days ago. Does he use con- 
doms? Sometimes, he says. His colleagues 
laugh:“When you're not drunk.” 

South Africa has advantages that most 
of the rest of Africa can only dream of: rela- 
tive wealth, peace and a well-meaning and 
reasonably honest government. And yet the 
country faces an Arps epidemic every bit as 
catastrophic as the one that is ravaging its 
neighbours. Nearly 13% of South Africans 
aged 20 to 64 are infected with nv, the virus 
that causes Arps. Between 6m and 10m South 
Africans are likely todie of arns in the next 10 
to 15 years, out of a current population of 
4om. By 2010, there could be 2m aips or- 
phans in South Africa. A war would seem al- 
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most merciful by comparison. 

Because husbands often infect their 
wives, and mothers can infect their unborn 
children, Arps destroys whole families. The 
poor are most affected and least able tocope. 
Breadwinners fall ill and stop earning. 
Spouses stop work to look after them. Chil- 
dren drop out of school to find jobs. Medical 
bills gobble up savings. With less money for 
food, even the uninfected grow weak. Many 
Alps orphans, ostracised by their communi- 
ties, turn to prostitution to survive. 

The macroeconomic impact of Arps is 
also serious. South Africa’s already painful 
shortage of skills will grow worse. Among 
skilled workers, Hv prevalence is expected 
to peak at between a fifth and a quarter by 
2005. Insurance bills will soar: the cost of a 
typical set of health benefits will triple by 
2010, according to one insurer, eroding wages 
and profit margins. As families, firms and the 
government divert their savings to pay for 
health care, the amount of domestic funds 
available for investment will ebb. Barings, an 
investment bank, has predicted that Arps 
will knock 0.3-0.4 percentage points from 
South Africa’s annual growth rate, but this, it 
says, is a conservative estimate. 

South Africa’s president, Thabo Mbeki, 








is clearly concerned. He wears an aips rib- 
bon, and mentions the disease in speeches 
more often than his predecessor, Nelson 
Mandela, used to. His wife, Zanele Mbeki, 
helped to set up the country’s most promi- 
nent AIDs-awareness campaign. His inten- 
tions are noble—but his approach to fighting 
the disease, at least at first was confused, 
leading to broader confusion. 

Sex education in South African schools is 
lamentable. A quack “cure”, promoted by 
the previous health minister despite the ob- 
jections of the drug-safety authorities, was 
only recently abandoned. Moreover, Mr 
Mbeki is inclined to take advice from “dissi- 
dent’ scientists, who argue tnat Hiv does not 
cause Arps. A presidentia aips advisory 
panel, including both dissident and main- 
stream scientists, is debating the link. 

However, Mr Mbeki is now making it 
clear that he believes that mıv does indeed 
cause Arps. The panel, he sa.d, was intended 
tocanvas as wide a range of views as possible 
in the search for solutions. Western scientists 
have not looked hard enough at the way 
Arps afflicts Africa: the virus kills badly-fed 
peor people faster than well-fed rich ones. 
Drug firms concentrate thei research on the 
strains of Hiv that predominate in the West, 
rather than the ones more common in Af- 
rica, and have failed to develop a vaccine 
which would benefit millions, but probably 
yield only modest profits. 

All this is true, but it isocd that Mr Mbeki 
has not included on his committee experts 
from developing countries that have suc- 
ceeded in curbing aips, such as Uganda, 
Senegal and Thailand. The experience of 
these countries suggests that there are two 
ways to slow the spread of aps on a tight 
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budget. One is to use drugs judiciously. The 
use of antibiotics to cure venereal diseases 
makes it harder for Hrv to enter the body. 
Anda short course of anti-retroviral pills re- 
duces the chance that an Hiv-positive preg- 
nant mother will infect her baby. 

Several big drug firms said this month 
that they would provide arps drugs at steep 
discounts to poor countries that want them. 
Using such drugs to keep infected people 
alive is probably still too expensive for South 
Africa. But their preventive use would save 
money, by reducing the number of children 
who have to go to hospital. The government 
insists, however, that it cannot afford anti- 
retrovirals, and that it lacks the infrastruc- 
ture to administer them. 

The other way to curb aips is to per- 
suade people to sleep around less and to use 
condoms more. This is difficult, but not im- 
possible. Uganda, with far fewer resources 
than South Africa, reduced Hiv prevalence 
by half, largely through education. Efforts 
should concentrate on the young. Most 
South Africans over the age of 25 who have 
frequent unsafe sex are already infected. 
Most children under 15, by contrast, have not 
yet started to have sex, so they are largely un- 
infected. Small changes in behaviour can 
yield huge benefits. By one projection, a sus- 
tained 15% increase in condom use, com- 
bined with a 15% increase in the use of drugs 
to treat venereal disease and a 15% decrease 
in the average number of sexual partners, 
would avert 2.5m infections in South Africa 
by 2015. So there is hope. But clearer leader- 
ship is required. 


Angola 


Pursuit 
eastwards 


LUENA 


ITH the ending of the rainy season a 
couple of weeks ago, the Angolan 
army launched a new offensive, this time in 
the far east of the country. The unrta rebels, 
who were chased out of many of their 
strongholds in the centre and south last year, 
are thought to have regrouped in the dense 
and inaccessible forests of eastern Moxico 
province, along the frontier with Zambia. 
Preparations for the new offensive have 
turned the normally sleepy city of Luena into 
a forward command base. From the begin- 
ning of the year, giant Russian cargo planes 
have been bringing in tanks, heavy artillery 
and bridging units. Reconnaissance aircraft 
and brand-new helicopter gunships were 
deployed. This month, the aircraft began 
bringing in hundreds of troops. from An- 
gola’s elite commando units. The paratroop- 
ers wrought havoc in Luena, stealing from 
shops and brandishing hand-grenades to 
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| Mines, firewood and ravines 


LUENA 


| NE of the side-effects of Angola’s long 

civil war is that huge ravines have 
opened up just outside Luena, threatening 
to eat whole districts of the city. Originally 
the area was forested, and the roots of the 
trees protected the very sandy soil against 
torrential rain. Cutting trees was forbid- 
den when Portugal ruled the place. 

But during the war, Luena’s popula- 
tion has been swollen by waves of refu- 
gees fleeing the fighting in the country- 
side. In the current bout, starting in 1998, 
| 130,000 displaced people have sought the 
relative safety of the city. 

And they are stuck there. During fight- 
ing in the early 1990s, townspeople could 
not travel 1km outside the city; even now, 
they cannot go more than skm without 
risking ambushes and landmines. Denied 
any other source of cooking fuel, people 
have been cutting down and burning the 





force barmen to serve them free drinks. The 
townspeople were greatly relieved when 
they were moved out to the new frontline. 

Over the past two weeks, helicopters and 
MiG-23 bombers flying from the air base at 
Saurimo have been making daily sorties. Ina 
surprise move, the assault was first launched 
to the west, apparently dislodging the rebels 
from Munhango, Cuemba and Sautar, 
towns that have long been inaccessible to 
government forces. There are unconfirmed 
rumours that the army has captured a large 
unita base, and that the rebel leader, Jonas 
Savimbi, was wounded. The Angolan gov- 
ernment believes Mr Savimbi to be some- 
where near Sautar. 

But then the attack moved east, with the 
army reportedly pushing south-east out of 
Luena through Lucusse to Lumbala 


Nguimbo. The eventual aim is to capture the 


unita base atCazombo, andtosecure , 
the border with Zambia, which isat | 
present controlled by the rebels. | 

Understandably, this is causing 
serious tensions with Zambia, which 
currently shelters 200,000 Angolan 
refugees. Chitalu Sampa, Zambia’s de- 
fence minister, accuses the Angolan 
forces of making incursions into Zam- 
bian territory. He says that Angolan 
aircraft have dropped incendiary 
bombs on a Zambian village, and that 
Angolan ground troops have killed a 
Zambian soldier. 

Angola's foreign minister rebuts 
these allegations. But Angolan-Zam- 
bian relations are strained. Angola ac- 
cuses Zambia of supporting the rebels, 
and keeping them. supplied. Zambia 
denies these charges, but at the same 





trees that used to protect their town. 

Officials say Luena is threatened by 
five major and eight minor ravines: The 
larger ones are gaping chasms, several 
hundred feet deep. Alarmingly, some of 
the ravines follow the routes of sewers un- 
der the roads, leading into the city centre. 
If their progress is not halted, Luena could 
literally go down the drain. 

In the past six months, the Angolan 
government, with help from some aid 
agencies, has started to try to slow down 
the speed with which the ravines are 
growing. Vast concrete walls are being 
built to shore up the sides.of the five big 
ones; bamboos and reeds with fast- 
spreading roots are being planted on the 
slopes of the smaller ones. But so long as 
the people of Luena are held hostagein the 
city, they will continue to cut down any 
trees they can get their hands on. 
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time, unlike Angola's other neighbours, re- 
fuses to allow the army to pursue the rebels 
into and from its territory. 

Zambia's resolve is strengthened by not- 
ing what has happened to Namibia since it 
decided last December to allow the Angolan 
army to operate out of its northern territory. 
More than 40 Namibian civilians have been 
killed in retaliatory rebel attacks, landmines 
have been laid inside Namibia, and Namib- 
ian troops have been drawn into the fighting 
in Angola. Tourism in north-eastern Nam- 
ibia, previously the area’s main source of rev- 
enue, has dried up completely. 

Civilians in eastern Moxico are in grave 
peril. The region has. been a untra strong- 
hold for the past 25 years and the people liv- 
ing there had no choice but to support the re- 
bels: the alternative was death. Yet, to the 
Angolan army, all civilians in rebel areas are 
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UNITA collaborators—-and over the past four 
months, commandos in Lunda Sul province, 
just to the north of Moxico, have carried out 
hideous atrocities against alleged collabora- 
tors. In one incident, 102 people were massa- 
cred when a whole village was rounded up 
intoa building that was then set on fire. 

The rebels, for their part, are stepping up 
their guerrilla campaign to prove that they 
are far from a spent force. Squads are launch- 
ing hit-and-run raids on army positions 
throughout the country. In an attempt to 
draw the army’s attention away from Mox- 
ico, the rebels have been particularly active 
in the north-western provinces of Uige and 
Zaire, attacking, among other targets, the on- 
shore oil installations at Soyo. 

They are also laying new anti-tank and 
anti-personnel landmines. Civilians, travel- 
ling by truck or on foot along roads or paths 
that had previously been cleared of land- 
mines, detonate these new devices. The car- 
nage is appalling, since the rebels deliber- 
ately choose the most frequently used 
routes. The resulting terror keeps civilians 
penned into tiny areas, unable to reach their 
fields, trade their produce or escape the per- 
secution of the two terrible armies. 





Ethiopia and Eritrea 


Into the hills 


N THE second week of its invasion of Eri- 

trea, Ethiopia launched a new central 
front, crossing the border at Zalambessa, 
forcing the Eritreans to withdraw. Zalam- 
bessa, a small town on the Ethiopian side of 
the frontier, guards the most direct route to 
Eritrea’s capital, Asmara, about 1ookm (60 
miles) away. Eritrea seized the town, and 
other patches on the border, when the war 
first broke out two years ago. 

The Eritreans now say they are respond- 
ing to an appeal for “de-escalation” from the 
Organisation of African Unity. The govern- 
ment has decided, it says, in the interests of 
peace to redeploy the army to the positions it 
held before the war started. Far from it, snort 
the Ethiopians: Eritrea’s army has been 
thrashed and the withdrawal is a rout. 

Ethiopia, which is said to have 100,000 
troops massed near Zalambessa, armed 
with new t-72 tanks bought from Russia, has 
already pushed its way far into the Eritrean 
countryside. In the first week of the invasion, 
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Forensic doubts 


LOCKERBIE 


| HATEVER happens, the trial of the 
| two Libyans accused of the 1988 
Lockerbie bombing, which resumed this 
week after a 13-day adjournment, will 
make legal history. The investigation of 
theexplosion that blew up Pan Am’s flight 
103 above the Scottish town of Lockerbie, 
claiming 270 lives, is the world’s biggest 
murder inquiry ever. Held at a former 
American military base in the Nether- 
lands, the trial is the firstin which a serious 
case has been tried under Scots law out- 
side Scotland, or before judges without a 
jury. It is taking place only because the uN 
Security Council imposed sanctions on 
Libya to make it surrender its citizens for 
trial abroad; this too is unprecedented. 
And yet, despite all these firsts, the trial 
may not produce the two things the vic- 
tims’ relations want above all: a clear ex- 
planation of who planned the bombing, 
and aconviction. 

The official reason for the adjourn- 
ment was to allow the prosecutors to in- 
terview defence witnesses. But there are 
reports that the prosecutors needed time 
to study new forensic evidence that could 
undercut their case. The prosecutors vehe- 
mently deny this. Yet the fact remains that 
Edwin Bellier, the head of a Swiss elec- 
tronics firm who was supposed to be one 
of their star witnesses, now seems a better 
witness for the defence. 

In 1990, Mr Bollier identified a frag- 
ment the size of a postage stamp as the 
piece of a timer that his company had sold 
to the Libyan government, an essential 
link in the case. Since then, however, Mr 
Bollier has complained that he was 
shown only a photograph, not the original 
fragment, and that further study of the 
photograph shows that the fragment did 
not come from his company. 

































_ Just before the beginning of the trial, - 
he sent the prosecutors a report from a 
team of forensic experts, commissioned 
by himself, which he says concludes that 
a bomb in a suitcase stored in an alumi- 
nium luggage container could not have 
brought down the plane. For this to hap- 
pen, the bomb would have had to be 
placed directly next to the plane’s fuse- 
lage. If true, this would destroy the pros- 
ecution’s case, which is that the Libyans 
loaded a suitcase containing a bomb on to 
a flight from Malta to Frankfurt, routing it 
fer transfer to the New York-bound flight. 

The prosecution may be able to ignore 
Mx Bollier’s evidence, or undermine it. But 
there are also doubts about two other pil- 
lars of the prosecution’s case: the identifi- 
cation of one of the Libyans as the pur- 
chaser of clothescontained in the suitcase, 
and .the evidence of a former Libyan intel- 
ligence agent. 

The defence’s strategy is to argue that 
two radical Palestinian groups, not the 
Libyans, committed the bombing. These 
were the prime suspects of detectives in 
the early stages of the investigation. Some 
observers remain convinced that they are 
the true culprits. If the Libyans’ defence 
lawyers are able to sow enough doubt, 
they will win the acquittal of their clients. 








it broke through Eritrean defences on the 
western front, dislodging the Eritreans from 
other “disputed regions”, and by now has 
advanced at least 160km from the border. 

The Eritreans abandoned their fertile 
western lowlands and retreated eastwards 
up the escarpment into the mountain fast- 
ness where, in a previous struggle, they 
fought the Ethiopians for 30 years. They 
claim their army is still intact and they have 
had few casualties. There are no indepen- 
dent witnesses to the fighting. Ethiopia has 
taken foreign reporters to places it has cap- 
tured, but the Eritreans, so far, have not al- 
lowed any outsiders near the front line. 

The Ethiopians are the victors so far. But, 
whether they come from the south or the 
west, it will not be easy for them to fight their 














way up the winding roads into the moun- 
tains. Eritrean units were reported to be dig- ` 
ging inon the two main routes from the west: 
around Areza and on the road to Keren. 

Ethiopia’s air power could be decisive. Its 
Russian-built aircraft, both fixed-wing and 
helicopters, are apparently flying at will over 
the battlefield. Eritrea’s fighter aircraft, also 
Russian-built—the Russian advisers and me- 
chanics on both sides are reported to be 
keeping in touch with each other—have not.” 
been able to protect its troops, 

In Asmara, the Eritreans still managed to 
mark the seventh anniversary of their inde 
pendence from Ethiopia on May 24th, hang 
ing out flags and coloured lamps. But the 
mood was defiant rather than celebratory. 
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The bubbling Balkans 


As the struggle between Slobodan Milosevic and his opponents comes to a 
head, its outcome will be felt all over the Balkans—and in Moscow too 


NTIL recently, Serbia was an authori- 

tarian state. Its citizens were kept in 
check by a powerful security police and by 
heavy state control over their economic af- 
fairs—in such matters as jobs, housing and fi- 
nancial transactions—while still enjoying 
the outward forms of democracy. Serbia was 
not totalitarian. Disorderly but lively opposi- 
tion parties, as well as independent media 
outlets, were tolerated. But that distinction 
may disappear, as Yugoslavia’s President 
Slobodan Milosevic girds himself for what 
could be his last battle. This time he is not 
fighting other ethnic groups, but fellow Serbs 
whose anger over the country’s isolation and 
poverty is reaching the point of no return. 

To judge by the mounting repression— 
the closure of television and radio stations, 
scores of arrests, and threats to introduce an 
“anti-terrorism law” that would mean some- 
thing like emergency rule—Mr Milosevic 
may be reaching that point too. By closing 
the air waves to the opposition, he is taking 
the risk that popular discontent may boil 
over. Yet he, and the toughest parts of his co- 
alition, apparently calculate that the anger 
already in evidence may sweep them away 
unless they crack down hard. 

To a degree that dismays even the presi- 
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dent’s own Socialist supporters, rivals in the 
Yugoslav Left party, run by his powerful 
wife, Mira Markovic, and the ultra- 
nationalist Radicals headed by Vojislav Ses- 
elj, are gaining prominence as their calls for 
the suppression of pro-western “traitors” 
grow more strident. The opposition, mean- 
while, has called a fresh street demonstra- 
tion for May 27th. Provincial towns like Kra- 
gujevac, Nis and Cacak are seething with 
discontent, and threaten to displace Belgrade 
and multi-ethnic Novi Sad as the main bas- 
tions of dissent. 

Bernard Kouchner, the Frenchman who 
runs Kosovo for the un, this week described 
the regime in Belgrade as a “fascist island in 
the Balkans, counting its last days”. If his lan- 
guage sounded strong, it was because he was 
trying to parry the anger that has swept 
through the province's ethnic-Albanian 
majority since 143 Kosovars were jailed last 
week for “terrorism” by a court in Serbia. 

Itis easy to see why Mr Milosevic feels he 
has nothing to lose by raising the stakes. Nei- 
ther he nor his most trusted lieutenants can 
travel to any westem country for fear of be- 
ing arrested on war-crimes charges. Opinion 
polls suggest that only about a fifth of Ser- 
bia’s voters, many of them old-age pension- 





ers, want to keep Mr Milosevic in charge. 

For the first time, his government is fac- 
ing an opposition movement that is not 
tainted, in the public’s mind, with the per- 
ceived failings of the regime's other oppo- 
nents: power-seeking vanity and a compul- 
sive tendency to quarrel. The loosely struct- 
ured movement known as Otpor, or 
Resistance, is made up of young people, 
many of them students, who seem desperate 
enough to risk their skulls to fight a regime 
that is blocking their future. Though state 
propaganda portrays them as agents of the 
wicked western powers that bombed Serbia 
last year, the charge carries little credibility. 

As for the older opposition parties, pub- 
lic scepticism about them may have grown 
since May 17th, when the authorities 
abruptly turned the screw by shutting down 
Studio g, the main independent television 
channel, and two radio stations. The 30,000 
or so people who turned up to denounce the 
closure, and were beaten up by the police, 
later got little moral support from the politi- 
cians who had been addressing them. 

At the time, Vuk Draskovic, the best- 
known opposition leader, was in Montene- 
gro, where a stand-off continues between 
westernisers, whodream of detaching the re- 
public from Serbia, and politicians loyal to 
Belgrade. Tension could reach breaking- 
point after local elections on June uth, when 
the pro-Serbian opposition will mount a 
challenge to President Milo Djukanovic. 

So far, he has been artful enough to 
broaden links with the rest of the world— 
including the European Union and his Cro- 
atian and Albanian neighbours—while 
keeping at bay the threat of a coup by the lo- 
cal Yugoslav garrison to reassert the author- 
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very few countries in Central and 
Eastern Europe which nato refused to 
have in its Partnership for Peace pro- 
gramme. It was galling to be excluded, on 
political grounds, from a military co-oper- 
ation club which found room for some 
nasty Central Asian despots. 

Now the Croats, under a new govern- 
ment, have finally been invited to join, 
and they are preparing to reinvent their 
army--and make it quite different from 
| theone that was created from scratch after 
Yugoslavia began breaking up in 1991. 
| There is even fine talk of Croatia becom- 

ing a peacemaker in the Balkans. 


| 
j 
| 
NTIL this year, Croatia was one of the 
| 
| 
| 





| Ivica Racan, the prime minister, sees 
| military reform as yet another means of 
| telling the world, especially investors, that 
| he is building a more sensible country. His 
| government is certainly proving different 
in flavour from the one it replaced earlier 
| this year, which was in thrall to Croatia’s 
| arch-nationalist president, Franjo Tudj- 
| man, whodied in December. 
| In the early 1990s, Croatian gunmen, 
| buoyed up by nationalist fervour, eagerly 
| assisted in the brutal carve-up of Bosnia. 
| In 1995 Croatia’s army had become tough 
| enough to win back the slice of eastern 
Croatia grabbed by Serb forces, with adis- 
regard for civilian life that embarrassed 
the country’s western helpers. Now the 
| situation is different. Croatia’s new strat- 
| egy asserts that Croatia has no enemies 





Croatia's army looks west | 


and no territorial ambitions. So Mr Racan 
says his army no longer needs 60,000 peo- 
ple; 40,000 should be quite enough. 

But such a cut might enrage Croatia's 
ex-servicemen, some of whom are already 
annoyed by the government's readiness 
to co-operate with foreign investigations 
of the Croatian army’s behaviour in the 
19908. Drastic cuts might put a lot of dis- 
gruntled people on the streets. 

In the final months of the Bosnian 
war, the Croatian arnay enjoyed the ser- 
vices of an American military consul- 
tancy, run by senior retired generals, 
called mpri. Now what Croatia needs is a 
slimmer defence ministry and general | 
staff. Mr Racan and his defence minister, 
Jozo Rados, have been asking Belgium, the 
Netherlands and Hungary for advice on 
such matters as phasing out conscription. 
And Mr Rados has already sacked many 
of Tudjman’s loyalists and put more civil- 
ians into top jobs in the defence ministry. 
Under Tudjman, Croatia's generals were 
accountable only to the president. 

Mr Rados, who himself comes from 
Bosnia, has also cut the money that Croa- 
tia gives to ethnic Croats there, and he is 
being more open about the other support 
that Croatia gives them. This has weak- 
ened those Croats m Bosnia who still 
want to attach their bit of Bosnia to Croa- 
tia proper. Westerners struggling to tum 
Bosnia into a viable country are looking 
on with hopeful approval. 








ity of the government in Belgrade. But that 
government would not miss an opportunity 
to meddle if it saw one. 

The scale and the limits of Mr Milosevic’s 
unceasing campaign to destabilise neigh- 
bouring countries were highlighted this 
week at a conference in Brussels on the re- 
construction of Bosnia. The good news, for 
those who still seek to build a multi- 
ethnic Bosnia, is that the Serb nation- 
alists are failing to keep their ethnic 
cousins, who control 49% of Bosnia’s 
territory, hermetically sealed from 
the Muslims and Croats who run the 
remainder. Movement across the 
“inter-entity boundary” that sepa- 
rates the two halves of Bosnia has 
never been so free since the peace 
agreement signed in Dayton came 
into force in 1996. It called for a sort of 
“soft partition” followed by gradual 
integration. 

Another good omen for Bosnia’s 
international protectors is that the 
number of people reclaiming their 
old homes, in areas now controlled 


58 








Adriatic - 
Sea y 


by a rival ethnic group, has doubled in each 
of the past four years. This year itcould reach 
as Many as 160,000. Most of the claimants are 
Muslims returning te parts of eastern Bosnia 
from which they were ejected in 1992, or 
Serbs who had fled from Sarajevo or points 
west, In the north Bosnian town of Doboj, a 
bastion of Serb chauvinism, a Muslim jewel- 
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ler isonce again doinga roaring trade. 

The grimmer news is that Bosnia’s fed- 
eral institutions remain weak and their lead- 
ership poor. The bad old days of bloodily un- 
bridled nationalism could return all too 
quickly if Bosnia ceased to be kept under 
close supervision; the ramshackle republic’s 
internal equilibrium is still vulnerable to 
mischief stirred up from within or without. 
Bosnia’s Croat politicians, at least, have 
grown more amenable—about letting dis- 
placed Muslims come home, for example-- 
since their nationalist sponsors in Zagreb 
lost power tó a more liberal government. But 
the Bosnian Serbs may still be tempted by 
chauvinism as long as that cause is champi- 
oned in Belgrade. 

An even harder test for international 
bureaucrats—and equally crucial to their 
campaign to show that they, not Mr Milos- 
evic, are calling the shots—will be the effort 
to woo displaced Serbs back to Kosovo inde- 
cent numbers. The United Nations refugee 
agency this week gave its most precise esti- 
mate so far of the number of non-Albanians 
whe fled the province after Nato marched 
in last year: about 180,000 went to Serbia 
proper, and 30,000 to Montenegro. 

The more of these people (mostly Serbs) 
who can be persuaded to return to Kosovo, 
the more credibility will be enjoyed by 
Bishop Artemije, the Kosovo Serbs’ moder- 
ate leader, who has defied local hardliners, 
and enraged the government in Belgrade, by 
cautiously agreeing to co-operate with the 
un. But there will be few returns unless-eth- 
nic Albanians can be dissuaded more force- 
fully from taking revenge. 

As power struggles among the Serbs—in 
Belgrade, Pristina (Kosovo's capital) and else- 
where—become more desperate, the out- 
come will be influenced not only by western 
pressure but by Russia’s new administra- 
tion, which has sent mixed messages to its 
traditional Balkan friends. The first signals 
from President Vladimir Putin, after his elec- 
tion in March, boded ill for Mr Milosevic. 
Russia appeared to be slowing down on gas 
deliveries to Serbia, as well as military co-op- 
eration, and pressing the Serb leader to be 
more flexibleover Kosovo. 

But this monith’s visit to Moscow 
by the Yugoslav defence minister, 
and the announcement of a $ioom 
Russian loan for Serbia, suggested 
that its rulers still have powerful 
friends in Moscow. So, however, does 
the Serbian opposition; at any rate, 
Mr Draskovic and other anti-Milos- 
evic politicians: are due in Moscow 
next week. When Mr Putin holds his 
first summit meeting with President 
Bill Clinton on June 4th, both sides 
willbe conscious that Russia could be 
very helpful—or unhelpful—in what 
could turn out to be the Yugoslav 
endgame. 
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German defence 


Marching orders 


HY would a country like Germany, 
which finds itself surrounded by allies 
and secure in its neighbourhood, want to do 
more for defence? The answer provided this 
week, in a report issued by a special commis- 
sion set up to look at the future of Germany’s 
armed forces, has already stirred something 
of a debate inside Germany since its conclu- 
sions were leaked two weeks ago. Now thatit 
is officially out, it will be scrutinised by Ger- 
many’s allies in Nato and the European Un- 
ion for clues about the role Germany might 
play in the eu’s new defence initiative. By 
2003, the Eu hopes to be able to field a trou- 
ble-shooting force of up to 60,000, deploy- 
able in 60 days and sustainable for a year. Al- 
though the initiative came from France and 
Britain, Germany’s support—and soldiers— 
will be key. 
: The commission, chaired by a former 
German president, Richard von Weizsacker, 





found some conclusions pretty inescapable. 
If German combat troops are to take part in 
more peacekeeping and peace-enforcement 
operations, as they did with public support 
last year for the first time in Kosovo, more of 
them need to be mobile, rapidly deployable 
and better equipped. So the report recom- 
mends that the size of Germany’s largely 
static armed forces be cut by some 100,000 to 
around 240,0c0, that the numbers of more 
rapidly deployable troops go up from 60,000 
to 140,000 and that the contingent of con- 
scripts, long the mainstay of the Bundes- 
wehr, be cut from 130,000 to a mere 30,000. 
The debate in Germany is likely to con- 
centrate on conscription. The Greens, part- 
ners in coalition with the ruling Social Dem- 
ocrats, are agin it; the opposition Christian 
Democrats firrnly for it. Now that they can 
no longer justify national service as a way to 
defend the country from attack, Germany’s 
generals have started to stress, not just the so- 
cial case for conscription, but also the oppor- 
tunity it affords to attract qualified people at 
less cost in a tightening job market. So does 
Germany's defence minister, Rudolf Schar- 





| Eastern Germany’s slow revival 


BERLIN 


HE economic prospects for what used 

to be East Germany are now “better 
than they have been in years”, says Rolf 
Schwanitz, the minister responsible for the 
former communist state’s affairs. Manu- 
facturing is expanding twice as fast—up 
13% in January-March—as in the west of 
|. the country. Order books are bulging, ex- 
ports booming, unemployment falling. 
| “The east”, he recently told parliament, “is 
on the right track.” 

The applause was sparse. For, as every- 
one knows, Mr Schwanitz was presenting 
only half the picture. Some things are get- 
ting better--as they should, given a net 
transfer from the west of some DM140 bil- 
lion ($65 billion) a year of public money, 
nearly 5% of the west’s cor, Other things 
remain grim. 

Unemployment, having hovered 
around 17-18% for the past two years, still 
runs at 17.3%, against 7.8% in the west. 
Household incomes have tripled since uni- 
fication ten years ago, but productivity re- 
| mains only 60% of the western level. Ex- 
ports are indeed rising, thanks partly to the 
weakness of the euro, but still amount to 
| only 18% of output, half the level in the 
| west. And though the east’s 15.3m people 
| represent 19% of Germany’s population, 
they contribute a mere 8% of tax revenue. 

The east’s economy grew twice or even 
thrice as fast as the west’s in the early years 
| after unification, thanks largely to a build- 
ing boom. But growth has slowed to 1.2-2% 








over the past three years, lower than in the 
west, and is still hampered by old attitudes 
and practices. Every third p-mark spent in 
the east comes from outside, mainly west- 
ern Germany, either in the form of public 
transfers or private capital investment. The 
public finances are dire, with current 
spending twiceas high as revenue. The civil 
service is bloated and inefficient. 

Still, much has changed for the better. 
Lively new firms led by young entrepre- 
neurs are springing up. New motorways, 
gleaming shopping mails and factories 
equipped with the latest technology pep- 
per the once desolate landscape. East Ger- 
many now has one of the most modern 
telephone systems in the world. Yet, de- 
spite the injection of DM1.2 trillion over the 
past decade, more than twice this year's en- 
tire federal budget, the government still ex- 
pects eastern infrastructure to need further 
spending of some DM300 billion to reach 
western levels when the present system of 
financing comes to an end in 2004, For all 
his forced optimism, Mr Schwanitz admits 
that support for the east will be necessary 
“for years”. 

Grumbling about that burden is grow- 
ing louder. All Germans still have to pay an 
extra 5.5% of income tax towards a “solidar- 
ity surcharge”--a supposedly temporary 
levy introduced in 1991, to help pay for the 
east’s reconstruction. And four-fifths of the 
DM6o billion a year redistributed under a 
revenue-¢qualisation system between 
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ping, whose own five-year idea for the Bun- | 
deswehr put forward this week would re- 
duce its overall size to perhaps.270,000. The 
Bundeswehr’s inspector-general this week 
plumped for 290,000. Then he resigned. 
Now that all the various proposals are 
on the table, Germany’s chancellor, Gerhard 
Schröder, has to decide what todo. Reducing 
and reorganising the Bundeswehr will cost 
money, at least in the short term; so will pro- 
viding the extra logistics and. equipment. 
more deployable soldiers need. The commis-. 
sion report suggests the bill need be no more 
thatan extra DM2 billion-3 billion ($930m-1.3 
billion) or sọ a year. But Mr Schroder h 
been consistently trimming defence, alon: 
with other departmental budgets, to help 
pay off Germany’s huge public debt. The | 
budget for next year, due to go to. parliament. 
next month, willshave off a bit more. 
Mr Scharping has been resisting these 
cuts, which are planned to go on for at least 
three years. Germany’s nao allies have also 
been looking askance, since German de- 
fence spending has now fallen to1.5%of Gop, 
well below that of Britain and France at 2.8%: 
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Germany’s 16 states goes to the six in the 
east, including Berlin. 

At the time of unification, some west 
German political leaders expected faster 
growth in the east would bring it level with 
the west within a few years. Many years, 
most economists would say today; around 
30, Suggests one recent study, even if the 
east manages to grow at 4% a year, against 
2% in the west. Some ask whether it will 
ever catch upatall. 
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and the United States at 3.2%. If Mr Schroder 
wants an excuse to reorder his spending pri- 
orities in support of the eu’s plans todo more 
for European defence, the commission's re- 
port offers one. He has yet to show his hand, 
though for the first time this week he spoke 
of possible support for financing reforms. 
Meanwhile, the £u is meant to produce 
proposals late this year for its members’ con- 
tributions to a new defence effort. Germany 
has come a long way since its former chan- 
cellor, Helmut Kohl, argued that the Bundes- 
wehr should never be sent anywhere Hitler's 
Wehrmacht had strayed. But it still has far to 
go before it satisfies its allies. 
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France 


A capital fix 


PARIS 


HE conservatives in France are betting 

that Philippe Séguin, large in stature and 
in personality, is their best bet to keep Paris 
from going Socialist in the municipal elec- 
tions due next March. This week, the leader- 
ship of the Gaullist Rally for the Republic 
(RPR), with the backing of the Liberal Demo- 
crats and the Union for French Democracy 
(UDF), made him their joint candidate. Is it a 
good bet? 

Possibly. The dull Socialist candidate, 
Bertrand Delanoe, a senator for Paris, is re- 
markable only for the fact that, last year, he 
became the first national politician to admit 
to being homosexual. By contrast, Mr Séguin, 
a member of parliament for the Vosges de- 
partment, is not just witty, warm and tele- 
genic but a political heavyweight too: a min- 
ister of employment in the late 1980s, a critic 
in the early 1990s of the Maastricht treaty 
and, in the mid-1990s, the speaker of the Na- 
tional Assembly. 

In the jostling to be the conservative can- 
didate in France’s presidential election due 
in 2002, there are two obvious rivals to 
Jacques Chirac, the incumbent. One is Alain 
Juppé, prime minister until the right's big 
electoral defeat in 1997 by Lionel Jospin’s So- 
cialist-led coalition, and now mayor of Bor- 
deaux. The other, though many find it hard 
to forgive him for his abrupt resignation in 
1999 as the RpR’s president, is Mr Séguin. The 
threat from Mr Séguin may perhaps explain 
why the party leaders have now scomed the 
rival claims to the Paris town hall of Edouard 
Balladur, a former prime minister, and Fran- 
çoise de Panafieu, one of the capital’s 44 as- 
sistant mayors and a member of a distin- 
guished political family. 

The conspiracy-minded suggest that Mr 
Séguin is being offered Paris so long as he 
does notenter the presidential race, and thus 
spoil Mr Chirac’s efforts to win a second 
term. Let Mr Séguin bide his time, the theory 
goes: Mr Chirac himself was mayor of Paris 
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for 18 years before securing the presidency. 
And after all, being mayor of Paris, with its 
2.1m people, is a big job. The capital has the 
status not just ofa commune but also of a de- 
partment. Its mayor, chosen by the 163 coun- 
cillors of Paris, who are directly elected (as 
are the mayors and 354 councillors of the 
capital's 20 arrondissements), controls an 
annual budget of FFr29 billion ($4 billion). 
His authority ranges from protecting the 
environment and public health to handing 
out building permits. It adds up toa lot of pa- 
tronage. 

But, even with Mr Séguin as their candi- 
date, the right is not certain to keep Paris. Mr 
Delanoe, with a united party behind him, 
will be no pushover. By contrast, the right is 
fractious. The RPr’s president, Michèle Al- 
liot-Marie, after belated consultation with 
the upr’s Francois Bayrou and the Liberal 
Democrats’ Alain Madelin, rammed Mr Sé- 
guin’s nomination through without any 
vote, secret or otherwise, by the party's activ- 
ists. Naturally, Mr Delanoe comments that 
the process was “grotesque”. But even Mr 
Balladur, who withdrew his candidacy last 
week, and Mrs de Panafieu, who did so this 
week, can hardly hide their bitterness. 

Nor can the present mayor of Paris, Jean 
Tiberi, a founding member of the RPR, 
whose years as a Chirac loyalist now appar- 
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Séguin maps his route to the top 


ently count for nothing—not least because 
corruption scandals in the town hall are 
coming home to roost. Mr Tiberi, denounc- 
ing the “undemocratic” nature of his exclu- 
sion from the contest, vows to fight on and 
embarrass the party by presenting his own 
electoral list to the voters. 
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Old habits die hard 


ROME 


With an unchanged electoral system ensuring the continued existence of a 
plethora of pointless parties, Italy is unlikely to find political stability 


CLUTCH of referendums held through- 

out Italy on May 2ist were a huge flop, 
because barely three out of ten voters both- 
ered to tum out. Since at least half the regis- 
tered voters must go to the polls if the result is 
to be binding, the most eye-catching idea on 
offer—to abandon proportional represent- 
ation for choosing mps and go for an entirely 
first-past-the-post system—was dished by 
the voters’ apathy. 

To be fair, that was not the whole story. 
The questions were complex and rambling. 
And the man who pollsters say would win a 
general election if one were held today, Silvio 
Berlusconi, told people to stay away as a 
mark of protest against the current centre- 
left government, which had only just been 
shakily put together after its predecessor col- 
lapsed last month. Mr Berlusconi, on the 
right, was more intent on rattling the govern- 
ment than on improving Italy’s electoral sys- 
tem, even though his own Forza Italia party 
would probably benefit from first-past-the- 
post. Many small centre parties, as well as the 
hard-left Communists, who all benefit from 
pR, urged abstention. 


Of those whodid tum out,a decisive ma- 
jority, 82%, said that pr, which accounts for 
the election of a quarter of Italy's members of 
parliament, should indeed be done away 
with, in the hope that a system of just a few 
big parties, rather than the 40-plus at present 
in parliament, would emerge. And there 
were big majorities for all bar one of the 
other six referendums, including proposals 
to put judges and prosecutors into separate 
judicial career streams, to stop contributions 
to trade unions being automatically de- 
ducted through national insurance, and to 
end the state financing of political parties. 
The one that failed, irrespective of turnout, 
suggested it should be easier to fire workers. 

Two questions arise from this all-round 
flop. First, is the referendum as a tool for 
modernising Italy finished? Second, will it 
make life harder for Italy’s new prime minis- 
ter, Giuliano Amato, who took office only 
three weeks ago at the head of a rickety 12- 
party coalition? The answers are yes, possi- 
bly; and yes, but not terminally so. 

A glance at the turnout for referendums 
over the years shows that fewer and fewer 
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Italians are bothering to vote. After the sec- 
ond world war, 89% voted on whether to 
junk the monarchy (54% said yes). In 1974, 
88% had their say on divorce; in 1981, 79% 
gave their view on abortion. In 1991 and 1993, 
a brace of referendums on whether to havea 
mostly first-past-the-post electoral law 
brought 62% and 77% to the voting booths. 
Last year, just under 50% turned out to give 
their verdict on pr; though 91% of those who 
voted favoured first-past-the-post, their 
wishes could not be met. This time, only 32% 
bothered togo to the polls. 

How will the vote—or non-vote—hit Mr 
Amato and his ramshackle coalition? An 
able technocrat with no party base of his 
own, Mr Amato was canny enough not to get 
sucked into the debate about pr. The losers 
were the middle-of-the-road Radicals, led by 
the go-ahead Emma Bonino, who champi- 
oned the anti-pr cause, and the (ex-Commu- 
nist) Democrats of the Left, who make up the 
backbone of the coalition and provided the 
previous prime minister, Massimo D’Alema. 
In the past month or so, the ex-Communists 
have been thrashed in regional elections, 
have lost a prime minister and have seen 
their proposals for electoral reform fizzle. Mr 
Berlusconi's allies on the right, the post-fas- 
cists led by Gianfranco Fini, also took a 
knock, since they had urged their supporters 
to back the proposals. 

Still, the result hardly bodes well for Mr 
Amato's chances of leading so messy a co- 
alition into the next general election, which 
must be held by next April. The old left, con- 
sisting of (among others) the biggest trade 
unions, the old-guard Communists and left- 
wing Catholics, is chuffed by the referen- 
dums'’ flop and will try to push forward their 
own men and agenda, which includes keep- 
ing the unions strong, making it hard for 
companies to shed workers, limiting compe- 
tition and in general resisting the market. Yet, 
for the moment, there are no obvious candi- 
dates on the left who are itching to take Mr 
Amato’s job. 

What next? Some people are now talking 
of bringing in Germany's electoral system, 
whereby, roughly speaking, half the mem- 
bers of parliament are elected by first-past- 
the-post for individual constituencies and 
half get in by pr on national party lists, with 
parties having to clear a threshold of 5% of 
the total vote to qualify for seats—whereas in 
Italy the quarter of parliament's seats allo- 
cated by pr are simply divided up without a 
threshold. Mr Amatosays he wants toco-op- 
erate with Mr Berlusconi to get a more effec- 
tive system in place before the next general 
election. Both men are said to be interested in 
the German option. But, with Mr Berlusconi 
inno mood to make life easier for the incum- 
bent government, it looks unlikely that the 
pair will manage to do in ten months what 
their colleagues have failed to do in four 
years. Bad luck on Italy. 
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Russia 


EUROPE 


In with the new, and not so new 


MOSCOW 


So far, Vladimir Putin, Russia’s new president, seems a lot keener to take on 
weak opponents than to confront the strong 


OUGH talk comes cheap, and the Krem- 

lin can afford plenty. Regional governors 
must obey federal law or risk dismissal. The 
company that owns ntv, Russia’s main in- 
dependent television channel, also runs a 
sinister private spying operation. Western 
critics of the war in Chechnya are hypocriti- 
cal meddlers. The Balts are nostalgic Nazis. 
And there will be air strikes on Afghanistan 
if it continues to back Islamic rebels—Che- 
chens and Tajiks—in the old Soviet Union. 

Some of these recent harsh words have 
been backed up by deeds. The police, for in- 
stance, have raided the headquarters of 
NTV’s owners. But other fierce declarations— 
for example, that governors’ powers will be 
cut—have so far been rhetorical. The threats 
against neighbouring countries may turn out 
to be empty. 

But President Vladimir Putin is still 
shrinking from taking on opponents who 
can fight back, such as tycoons and generals. 
And his governmentnow taking shape looks 
much more like a precarious balancing act 
than the well-honed tool ofa decisive leader. 

Not all is bleak, Mr Putin has sacked a 
particularly useless energy minister, Viktor 
Kaluzhny; many western oilmen would 
have despaired had he stayed. The author of 
a sensible-sounding reform plan, German 
Gref, is to run a new, larger, economics min- 
istry. Another market-minded economist, 
Alexei Kudrin, gets the finance ministry. The 
new prime minister, Mikhail Kasyanoy, told 
parliament this week that the government 
wanted reform of the tax, banking and pen- 
sion systems, a stronger, smaller, cleaner civil 
service and effective courts. 





Kasyanov and Putin, still buttoned up 


Will any of it happen? Mr Kasyanov ison 
past form a fixer rather than a reformer, and 
isstill hazy about both timing and details. He 
claims not to have read Mr Gref’s plan, 
though he has taken up some of its general 
ideas as his own. Mr Kasyanov also says he is 
looking ata Communist-backed alternative, 
though maybe asa sop to the left. 

The government does seem likely to put 
tax-reform proposals to parliament this 
summer, and some tax reform seems likely, 
though there is a surprisingly strong lobby 
for the current, horrendous system, which 
nicely suits corrupt businesses and their tax- 
collector accomplices just as it penalises 
honest ones. But there is little sign of reform 
on the spending side; indeed, Mr Kasyanov 
seems to favour more subsidies for agricul- 
ture and more protection for monopolies. 
And there is so far not the slightest change of 
posture on Chechnya, where the war, sup- 
pesedly won several months ago, bubbles 
bloodily on. 

Mr Putin has trimmed the new govern- 
ment, abolishing such oddities as the minis- 
try responsible for the former Soviet repub- 
lics, now a job for the foreign ministry. But 
the result is still a sprawling mess. Transport, 
for example, remains separate from rail- 
ways. The rail system is headed by Nikolai 
Aksyonenko, who is closely identified with 
the pre-Putin era, through his friendship 
with Boris Berezovsky, a prominent tycoon 
whose influence on post-Communist poli- 
tics in Russia has been so malign. 

People close to the Kremlin “family”, as 
pals of the former president, Boris Yeltsin, are 
known, still have important jobs:controlling 
the justice and interior ministries, 
for instance. And another even re- 
mains head of the new president's 
office. Last week saw a striking ex- 
ample of Mr Putin's limitations 
when he suddenly withdrew his 
nomination of Dmitry Kozak, an old 
friend from St Petersburg, for the im- 
portant post of prosecutor-general. 
Russian newspapers speculate that 
the old guard feared Mr Kozak might 
have pursued corruption investiga- 
tions against it too enthusiastically. 

The new line-up still fails to an- 
swer the big questions about Presi- 
dent Putin. Will he take on the mo- 
guls of Russia’s perverted 
capitalism—or will he be their poo- 
dle? And if he were to get his way, 
would he run Russia any better? 
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Guy Verhofstadt, Belgium's suitable prime minister 


O, HONESTLY, it’s true. There really are one or two countries 

that are unreservedly proud of their place in the European 
Union, that look forward to further sacrifices of sovereignty, that 
view the euro currency as anall-round success, that applaud pub- 
licly the work of the European Commission, and that want from 
Europe only more of the same. 

One such country is unusual in plenty of other respects, tox it 
has, for example, six governments. It is, of course, Belgium. And for 
all its oddities it has been doing rather well under its new prime 
minister, Guy Verhofstadt, a Dutch-speaking liberal whose six- 
party coalition took office in July. Helped by an economy growing 
at 3-4% this year, Mr Verhofstadt is promising many of the right 
things, including across-the-board tax cuts and a more efficient 
public service. He is doing some of them, too. He is midway 
through a gruelling, horribly expen- 
sive but still very necessary pro- 
gramme to knock Belgium’s three 
quarrelsome police forces together 
into a single well-functioningone. 

His spirits are still high, and they 
need to be. Atleast half the job of a Bel- 
gian prime minister is to manage infin- 
itely delicate relations with coalition 
partners and with other tiers of gov- 
ernment. Those without nateral bon- 
homie need not apply. The previous 
one, Jean-Luc Dehaene, a Dutch- 
speaking Christian Democrat, was big 
on beer drinking and backslapping. 
Since losing office he has gone back 
into local politics, and recently he 
signed on as a football commentator 
witha daily newspaper. 

Mr Verhofstadt is more Blairite in 
aspect. He radiates a sort of strong- 
minded, faintly puritanical decency 
that fits well with his relative youth. 
He is 47, but could pass easily for a 
man ten years younger. 

He is confident, he says, that ten- 
sions between the country’s Dutch- 
speaking north and its French-speak- 
ing south will cease to be as trouble- 
some as they were towards the end of 
the term of Mr Dehaene, who oversaw much of modern Belgium's 
great constitutional change—from being a unitary state toa federal 
one. But one consequence has been a round of bickering and turf- 
wars between the various new governments. 

The federal government survives, but with a limited and still- 
shrinking range of powers. Three governments run the geographi- 
cal “regions” of Dutch-speaking Flanders, French-speaking Wallo- 
nia and bilingual Brussels respectively. The French-speaking 
“community” in both Wallonia and Brussels has another execu- 
tive, and the tiny German-speaking “community” in the east of 
the country has yet another. Only the Dutch-speaking “commu- 
nity” does not have a stand-alone government, having chosen, in 
effect, to merge it with that of the Flanders region. 

This embarrassment of governments means that Belgium has 
58 ministers and junior ministers for its 10m people, whereas the 
60m next door in France manage with half that number. In addi- 
tion, each of Belgium’s assorted ministers has a cabinet of six or ten 
advisers, a deadweight of paper-pushers that Mr Verhofstadt will 








eagerly be seeking to reduce with his reform of the public service. 

The process of federalisation still has some modest way to go, 
says Mr Verhofstadt. This year the regions gain power over agricul- 
tural policy, such that the federal ministry will disappear next 
year. The foreign-trade service is being restructured sothatitceases | 
to be a federal office and becomes a sort of task force made up of | 
regional, federal and private-sector representatives, | 

The biggest task remaining is to agree upon anew finance bill | 
to redistribute fiscal authority among the governments. That will 
mean epic arguments in the year or two ahead about the rights of 
the regions to set their own tax rates and to shape their own social- 
security programmes. But once these last adjustments are in place, | 
Mr Verhofstadt hopes, an equilibrium will have been reached. Bel- | 
gium will have found its federal model. The trick then will be to | 

make sure that the regions and com- | 

munities get on constructively with | 

one another. | 

And here the trend is promising: | 

the squabbles are noticeably fewer | 

now than they were a year ago. A | 

change in the leadership in Flanders, | 

traditionally the most restive of the | 

governments, has helped. The new | 

munister-president there, Patrick De- 
wael, protests much less than did his 
predecessor, Luc van den Brande. The 
main residual worry would be any 
fresh rise in support for the Vlaams 
Blok, a far-right Flemish separatist 
party that has been taking almost a | 
third of the vote in the main city of 
Flanders, Antwerp. | 

Small wonder, with so much inter- 
governmentalism at home, that Bel- 
gium feels so comfortable in the Euro- 
pean Union. It is an eu in microcosm 
already. And unlike his counterparts 
in France and Germany, Mr Verhof- 
stadt has no reservations about the 
euro: “an enormous positive develop- 
ment’, he says firmly. The currency 
may have slumped against the dollar, 
but that is not the point. “The euro has 
created stability inside the euro-11, and 
that is what we set out to achieve.” 

Should there be a “Mr Euro”, speaking for all the members of 
the euro-zone in matters of economic policy? Here Mr Verhofstadt 
hesitates, but only because he thinks that might take authority 
from the European Commission, the Union's executive. Smaller 
Eu countries see the commission as their defender: without it they 
would be bossed around more easily by the big countries. 

He goes on to point out approvingly that the common cur- 
rency is a political project at least as much as it isan economic one: 
“H is evident that if you can have a common currency, you can 
have more integrated policies in other fields. loften say: if you can 
have a single currency, why not a single army in the future? They 
are two sides of national sovereignty.” 

Why not indeed? One answer is that not all countries are quite 
so ambivalent about sovereignty. But if Joschka Fischer, the Ger- 
man foreign minister, does get anywhere with his new plan tore- 
launch Europe on a federal course, he can count on atleast one un- 
conditional, top-level supporter. 
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Want to use your GSM service in the United States? 
Bring along this tiny piece of luggage. 


If you're traveling to the United States, be sure to take your SIM 
card with you. Because your GSM service can work in the U.S 


just like it does at home 


All you have to do is rent the right frequency handset for use in 
the States. (IF you don’t have your SIM card with you, relax. We'll 
provide a handset with the SIM card included.) 


As in other countries, you'll find using GSM in the U.S. is often 
less expensive than calling cards, pay phones and hotel phones 


And, of course, far more convenient 


All you have to do to enjoy GSM convenience is call one of the 


numbers listed below. We'll provide the handset to rent within 24 


Ta GSM hours, or, in some cities, the very same day. 


GLOBAL NETWORK 


To rent a handset call: 


STED | S\OMNIPOINT 
sas: ~~ Wireless Takes The Next Step VYorceStream 


w.omnipoint com/gsmtravel 
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There’s a 
Great Break 
waiting for 


our business 


gue Sts. 


Four Seasons Resort Maldives at Kuda Huraa 





Great Breaks is a promotion from the Four Seasons and 
Regent Hotels which lets you turn your business trips into 
free vacation nights. 

From now till Dee 31st 2000 you'll earn a stamp for every 
night you stay at a qualified rate at the Four Seasons Hotels in 
Singapore and Tokyo or The Regent in Bangkok, Hong Kong, 
Jakarta, Kuala Lumpur, Sydney and Singapore. 


And if your stay is in a suite, you'll earn an extra stamp 


@ 


REGENT INTERNATIONAL HOTELS 


per stay as well. Just ask for Suite-er Options. 
Collect enough stamps and you'll soon enjoy a free stay at any 
of 21 fabulous locations worldwide through March 31, 2001. 
Call now for a reservation at any participating Hotel, and 
give yourself the break you deserve. Hong Kong on 800 
968384 or 800 968385, Singapore on (65) 737 3507 or 800 
616 1777 and Japan on (0120) 024754 or (00531) 61 3333 
and Australia on (800) 022-800 or (800) 242-907. 
FOUR SEASONS 
Koll and Resorts 


The Regent Bangkok, The Regent Beverly Wilshire, The Regem Hong Kong, The Regent Jakarta, The Regent Kuala Lumpur, The Regent Singapore, The Regent Sydney, The Regent Resort Chiang Mai, Four Seasons 
Hotel Atlanta, Four Seasons Hotel Berlin, Four Seasons Hotel Lisbon, Four Seasons Hotel Newport Beach, Four Seasons Hotel Seattle, Four Seasons Hotel Singapore, Four Seasons Hotel Tokyo at Chinzan-se, Four Seasons 
Hotel Vancouver, Four Seasons Resort Bali at Jimbaran Bay, Four Seasons Resort Bali at Sayan, Four Seasons Resort Dallas at Las Colinas, Four Seasons Resort Maldives at Kuda Huraa, Four Seasons Resort Palm Beach, 
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Ulster waits 


BELFAST 


This weekend the Ulster Unionist Party is due to decide the fate of devolved 


government in Northern Ireland 


NOTHER Saturday approaches, and 
with it yet another crucial meeting for 
the Ulster Unionist Party, Northern Ireland's 
largest. On May 27th its leader, David Trim- 
ble, is due to try to persuade the Ulster 
Unionist Council, the party’s policy-making 
body, to go back into government with Sinn 
Fein, the political wing of the IRA. 

Mr Trimble thinks that the 1ra’s offer, 
made on May 6th, to allow its arms 
dumps to be inspected by Cyril Rama- 
phosa, a leading light in the African Na- 
tional Congress, and Martti Ahtisaari, a 
former president of Finland, is a big 
enough step towards decommissioning, 
at least for now. “Test the 1ra,” he chal- 
lenges his fellow unionists. If he suc- 
ceeds, then Northern Ireland's de- 
volved government will probably 
resume business next week. 

If he fails, then unionism is set for a 
period of further disintegration. If his 
party votes against him, Mr Trimble will 
surely resign. A more successful leader 
than he looks unlikely to emerge: some- 
how, Mr Trimble has held his party 
more or less together during fierce inter- 
nal arguments over the Good Friday 
Agreement and the peace process. 

If the Ulster Unionists stay out of 
the government, then the goal of de- 
volved administration will in effect dis- 
appear. Not only would government 
without them be impossible, but the 
Westminster government may con- 
clude that unionists and nationalists 
are incapable of lasting compromise. 
The result would be continued rule by a 
secretary of state sent from London. 

For unionists, devolved govern- 
mentisa big prize to turn down. It has always 
been their loudest complaint that “direct 
rule” is an insult to people who had their 
own Parliament for 50 years until the early 
1970s. Yet loud voices in unionism still shout 
no to Mr Trimble’s proposal. 

This may seem bafflingly self-destruc- 
tive to outsiders. But in Northern Ireland pol- 
itics is seen as a zero-sum game: if one side 
gains, it stands to reason that the other must 
have lost. Since republicans first identified 
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themselves with a “peace process” rather 
than the 1rA’s war seven years ago, unionists 
have struggled to see the benefit to them. Al- 
though political violence has all but disap- 
peared, unionists see only that the 1998 
Good Friday Agreement gave nationalism 
“parity of esteem” with unionism and puta 
former IRA leader, Martin McGuinness, into 
office as minister for education. 








Trimble’s still smiling 


The mirror of his community’s internal 
conflict, Mr Trimble has from the outset wa- 
vered between presenting the Good Friday 
Agreement as a necessary evil and calling it 
an outright gain. Divisions inside his own 
party and the constant opposition to the 
agreement of Ian Paisley, leader of the 
Democratic Unionist Party, have weakened 
him. So have his own doubts. 

Sinn Fein’s leaders, Gerry Adams and 
Martin McGuinness, have no such trouble 


with their own supporters. They managed to 
avoid a big split in the ira over the question 
of decommissioning. More important, how- 
ever, nationalists seem to have gained a po- 
litical self-confidence that unionists now 
lack, born of both war-weariness and faith 
in the leadership of Sinn Feinand the moder- 
ate Social Democratic and Labour Party, the 
largest nationalist party. At least for now,na- 
tionalists have put aside thoughts of a united 
Ireland and have set about remaking North- 
ern Ireland instead. 

Unlike on the unionist side, no signifi- 
cant nationalist or republican politician has 
spoken out against this pragmatism. Under 
Mr Adams, Sinn Fein’s demands for unifica- 
tion have softened into demands for two 
ministerial seats at Stormont, once the 
loathed symbol of partition. By insisting on 
their place in government, republicans have 
presented their own retreat as a victory. 

As the republicans have shifted their 
ground, unionists have understandably 
floundered. Mr Trimble’s approach to 
this weekend's vote is a case in point. He 
has seemed unsure of whether to em- 
brace the 1ra’s offer. At îrst, he was im- 
pressed by it when it came up in negoti- 
ation with republicans and the British 
and Irish governments. Then he began 
to denigrate it and postponed a meeting 
of the Ulster Unionist Council to con- 
sider the offer. Lately he has belatedly 
started to talk it up again. 

Tony Blair and the Northern Ireland 
secretary, Peter Mandelson, have plainly 
tried to provide Mr Trimble with reas- 
surances that he could cffer to his party 
before the vote. But Mr Blair and Mr 
Mandelson have limits, and Mr Trimble 
has tried them. Their impatience was 
clear by the time Mr Trimble at last be- 
gan to make his pitch tohis party on the 
1RA’s Offer, heavily qualified by asser- 
tions that he might quit< reinstated Stor- 
mont administration if msufficient pro- 
gress was made on decommissioning. 

Apprehension over whether the ira 
should be trusted is not the only source 
of unionist concerns ahead of this week- 
end’s vote. Unionists insist that the 
name of the Royal Ulster Constabulary 
(ruc) be retained. The government, which 
rather likes the idea of cal’ing a reformed 
force the Northern Ireland Police Service or 
suchlike, has now drafted an amendment to 
its legislation, stating that the new police ser- 
vice has its roots in the ruc This seems un- 
likely to satisfy the Ulster Urionists. 

They were irked further by reports that 
Bill Clinton had told Mr Bla:r that he would 
not help wring concessions øn police reform 
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from republicans, who are also dissatisfied 


with the government’s proposals. Mr Adams 
said he faced unprecedented republican an- 
ger at British willingness to cater to unionist 
demands. In the looking-glass world of 
Northern Ireland, some took Mr Adams's 
statement as helpful to Mr Trimble, because 
it showed the Ulster Unionists what little 
room their leader had for manoeuvre. 

So will Mr Trimble win? His equivocal 
deputy, John Taylor, has scarcely been a bul- 
wark. He announced this week that without 
further concessions on the ruc he could not 
support his leader. Although Mr Taylor's 
influence is hard to measure, this may have 
taken a few votes from Mr Trimble. 

The best estimate in midweek was that 
the Ulster Unionist Party was split evenly 
three ways, between those in favour of a 
deal, diehard antis and waverers. The die- 
hards, who were at first wrong-footed by the 
IRA Offer, then boosted by Mr Trimble’s slow 


The Millennium Dome 


start, have probably been. winning over 
some waverers. So far, however, they have 
made no convincing alternative proposal to 
Mr Trimble’s, although one of them, Jeffrey 
Donaldson, has promised that an alterna- 
tive will be presented to the council. Outside 
the party, the ageing Mr Paisley, once a for- 
midable debater, drew derisive audience 
laughter in a television discussion when he 
lambasted the Ulster Unionists for contem- 
plating going back into government with 
Sinn Fein, without explaining the intentions 
of his own party. 

The Democratic Unionists took their 
two seats when the administration was first 
appointed but refused to attend its meetings. 
They say they have now conducted an “in- 
ternal review” and may pull out. But they are 
clearly waiting, with the rest of Northern Ire- 
land and the governments in London and 
Dublin, to see what befalls David Trimble 
this Saturday. 


Another £29m down the drain 


The National Audit Office is to hold an inquiry into why the government is 
forking out yet more money to keep the Millennium Dome going. Quite right: 


the total subsidy of £538m is a scandal 


N URGENT investigation into the fi- 
nances of the Millennium Dome is to be 
conducted by the National Audit Office 
(NAO), Britain’s public-spending watchdog. 
The inquiry will increase the government's 
acute embarrassment over the Dome's ca- 
lamitous finances. The Nao’s boss, the 
comptroller and auditor general, Sir John 
Bourn, plans to make an interim report to the 
House of Commons’ Public Accounts Com- 
mittee before Parliament goes into recess at 
the end of July. A further, fuller report will 
follow next year. 

This week, the Millennium Commis- 
sion, the Dome’s chief funding body, ap- 
proved yet another handout, supposedly a 
loan, this time of £29m ($43m), from Na- 
tional Lottery funds to the New Millennium 
Experience Company (NMEC), which runs 
the Dome. Sir John told The Economist he 
decided to hold an immediate inquiry be- 
cause Mike O'Connor, the commission’s di- 
rector, had decided that the loan was not 
good value for money and had therefore re- 
quired a formal letter from Chris Smith, the 
culture secretary and the commission’s 
chairman, before approving it. In effect, Mr 
O'Connor forced Mr Smith to order him to 
hand the money over. 

Ministers very rarely overrule an ac- 
counting officer's view on the proper use of 
public money. Following the Pergau affair, in 
which Margaret Thatcher's administration 
was criticised for spending £234m on a Ma- 
laysian dam in defiance of official advice, 
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new rules were established requiring notes 
of dissent, like Mr O'Connor's, to be commu- 
nicated immediately tothe Nao. 

Sir John’s inquiry is now likely to centre 
on whether the “wider considerations” (ie, 
not strictly commercial ones) put forward by 
NMEC in support of further funding were a 
reasonable basis on which to make a new 
loan. The costs of immediate closure and the 
possibility of further funding demands be- 
fore the Dome’s planned closure at the end 
of the year will also have to be considered. 








In investigating the Dome’s finances, the 
NAQ’s hardest task may be deciding where to 
begin. In its annual report last June, NMEc’s 
directors said that the company “seeks to 
achieve accurate and robust forecasts of ex- 
penditure and income.” Only one executive 
director remains of the three in office when 
that report was signed. Eight of the non-exec- 
utive directors are still in place. 

nmec has made hopelessly optimistic 
forecasts of income from ticket sales. The re- 
sult has been continual trips to beg the Mil- 
lennium Commission for more cash. With 
the latest handout, the Dome has had £538m 
from lottery funds, nearly £140m more than 
first forecast (see table on next page). 

In early January, despite poor advance 
ticket sales, nmec was insisting that the 
Dome would attract um people, as well as 
ım on free visits, a target set in 1997. By late 
January, the forecast was down to 10m pay- 
ing customers, but nmec: still said that the 
Dome would break even. By early May, how- 
ever, the Dome had attracted only 2m paying 
visitors. This week Pierre-Yves: Gerbeau, 
Nmec’s chief executive since February, cut 
the target to6m when he released skimpy de- 
tails of yet another new nmec business plan. 
This leaves a big hole in the commercial in- 
come of £194m forecast last June. 

It is surprising that Nmec’s board, 
packed with experienced businessmen such 
as Michael Grade, a former chief executive of 
Channel 4, and Sir Brian Jenkins, chairman 
of Woolwich, a bank, believed the original 
visitor forecasts. Others didn't. “Nobody un- 
derstood what underpinned them,” said a 
spokesman for the Dome’s sponsors. 

Yet the forecasts were, in effect, also en- 
dorsed by the commission, which approves 
grants not just for the Dome but for any mil- 
lennium project eligible for lottery money. 
As the Dome’s principal financier, it is also 
responsible for monitoring the dome’s fi- 
nances. As well as Mr Smith, Mo Mowlam, 
another cabinet minister, isa member. 

As recently as last week, Mr O'Connor 
said: “The main problem [with the Dome’s 
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cashflow] is not on the expenditure side”. He 
would no doubt have been surprised this 
week when the Dome’s new business plan 
“highlighted a significant overspend which 
occurred between November 1999 and Jan- 
uary 2000”. NMEC declines to elaborate on 
the size of the overspend, why it has only just 
come to light or on who is responsible. The 
Millennium Commission has only just in- 
sisted, as one of the conditions of this week’s 
grant, on “an enhanced financial team at 
NMEC”. 

Why has the commission kept on doling 
out public money to the Dome? Of the £60m 
advanced in February, just over half was 
drawn down immediately and the balance 
in March and April, a sign of the constant 
pressure on NMEC’s cashflow. The commis- 
sion made these grants on the assumption 
that they might be recovered from cash sit- 
ting in NMec’s bank account when the firm 
is wound up next year. Wishful thinking. 

Will any of this week’s grant be recov- 
ered? This depends on two factors. The first is 
the accuracy of the forecasts in NMEC’s latest 
business plan. Mr Gerbeau asked the com- 
mission for £38.4m. He has not yet revealed 
how he plans to make good the difference of 
£9.4m between what he requested and what 
he has got. The second factor is the proceeds 
from the sale of the Dome next year. Two 
companies have been shortlisted to buy the 
Dome, which is not to be sold for scrap as 
was originally assumed. So NMec’s share of 
the sale proceeds will exceed substantially 
the projected sum of £15m, but no details of 


i Punch-up 


GLASGOW 


IKE TYSON, the disgraced former 

heavyweight boxing champion of 

the world, is just as infamous for the fights 

he starts outside the ring as he is famous for 

his pugilistic feats inside it. True to form, 

plenty of punches are being thrown in 

| Scotland over his next comeback bout, due 
to be held in Glasgow on June 24th. 

Mr Tyson, indeed, has succeeded in 
opening up the first constitutional row be- 
tween the new Scottish Parliament and 
Westminster. The Scots are outraged that 
Jack Straw, the home secretary, should 
have granted the boxer, a convicted rapist, 
an immigration visa. Mr Straw, harassed 
by Labour mrs at Westminster, protested 
that the law which allows Britain to keep 

| out convicted felons was broken more of- 
ten than it was observed and in any case, 
Mr Tyson, apart from pulverising Julius 
Francis, his British opponent, had behaved 

| himself when in Britain in January. 

| None of this impressed members of 
the Scottish parliament. Although their de- 
volved powers do not include immigra- 
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Gurgle, gurgle | 
Millennium Dome's projected | 
income, June 1999 fm | 
Millennium Commission lottery grant 399 
Sponsorship 150 | 
Commercial 194 

| Sale of Dome 15 | 
Total 758 
Further grants from the 
Millennium Commission £m 
November 1999 eae T EE 
February 2000 60 
May 2000 29 
Total extra grants 139 
P SEE NME: Millennium roren 4 wr | 





the bids have been released. 

As the Dome has staggered from disaster 
to disaster, short of visitors and bleeding 
cash, the need for sacrificial victims has in- 
creased. Three months ago, Bob Ayling, non- 
executive chairman of nmec, sacked the 
chief executive, Jennie Page. Since then he 
has lost two jobs: first, his daytime one as 
chief executive of British Airways; and this 
week, his chair at NMEC, as the price for the 
latest handout. Yet responsibility for the fi- 
nancial fiasco extends well beyond Mr Ayl- 
ing and Ms Page. 

Besides the rest of the board and com- 
missioners, there is a long list of politicians 
who should not escape censure. The project 
was conceived by the last Tory government. 
The keenest minister then was Michael He- 
seltine, who is a Millennium Commissioner. 


tion, a majority from all the parties is vehe- 
mently opposed to Mr Tyson's visit. In a 
debate on May 24th, the Labour/Liberal 
Democrat administration uneasily fended 
off the Scottish National Party’s demand 
for a judge to review Mr Straw’s decision. It 
was all too aware, as the Nationalists 
pointed out and indeed want, that if Scot- 
land were independent Mr Tyson would 
be turned back at the airport. 

Verbal fisticuffs are unlikely to stop 
there. Glasgow has a tough history and sev- 
eral boxing champions to its name. Mr Ty- 
son’s supporters include Jimmy Wray, La- 
bour mp for a bleak area and a bit of a 
street-fighter in his youth. Mr Wray thinks 
it would be a good idea for Mr Tyson to 
visit his patch to persuade local hooligans 
that it would be manly to give up knives 
and iron bars and use their fists to settle 
their differences. Women’s groups are hor- 
rified. Since most women are against Mr 
Tyson's visit, and many men are for it, they 
say that the boxer’s advice could result in 
household debates about the issue ending 





BRITAIN 


In 1997, the incoming Labour government 
decided to press ahead with the Dome, de- 
spite the reservations of nearly half the cabi- 
net including the chancellor, Gordon Brown. 
Peter Mandelson, now Northern Ireland 
secretary, was a leading enthusiast. Tony 
Blair proclaimed that the Dome would be 
“the greatest show on earth”. Lord Falconer, 
a friend of Mr Blair's, is now the minister 
responsible for the Dome. 

Should the Dome be closed early, say at 
the end of September, a few weeks after the 
end of schools’ summer holidays? Without 
detailed information, this is hard to tell. The 
Millennium Commission says this is a mat- 
ter for NMEC. And NMEc says that it will not 
release the information because of “com- 
mercial confidentiality”. It is thought that the 
company told ministers that closure would 
cost £100m-200m, much of it in compensa- 
tion for broken contracts. Last week, Mr 
O'Connor said: “Early closure of the Dome is 
a theoretical possibility, but it’s not an op- 
tion.” Mr O'Connor declined tocommentdi- 
rectly on whether nmec had weighed up 
early closure in its latest business review. 

NMEC and the Millennium Commission 
are keen to emphasise that polls show a high 
level of satisfaction among visitors to the 
Dome. With a subsidy of around £90 per 
paying visitor, you would hope so. If Mr Ger- 
beau has got his sums wrong, will there be 
more high-level casualties? Probably, and 
hopefully. Will there be another bail-out? 
After this week’s revelations, hopefully not. 





Iron Mike and friends 


in domestic violence. 

This publicity can only be delighting 
Frank Warren, the bout's promoter. Should 
Mr Tyson dispose of his opponent, Lou Sa- 
varese, an undistinguished Italian-Ameri- 
can, Mr Warren is promising to try tomatch 
Mr Tyson against Lennox Lewis, the British 
world heavyweight champion, in Glas- 
gow. This row could last much longer than 
most of Mr Tyson’s bouts. 
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The hardest act to follow 


NEW biography of Margaret Thatcher provides an excuse not 

to write about Tony Blair’s new baby. So Bagehot fell grate- 
fully this week upon “Margaret Thatcher: The Grocer’s Daughter” 
(Jonathan Cape, £25). The politics of conviction are more interest- 
ing than the politics of conception. But as John Campbell makes 
plain in this unauthorised biography, the Iron Lady would also 
have milked the arrival of a new baby in Downing Street for every 
last drop of political advantage. She was after all an early master of 
spin and photo-opportunity, making special use of the novelty in 
the 1970s of a woman aspiring to high office. On the day she un- 
seated Ted Heath as Tory leader, she had herself filmed cooking 
breakfast for Denis. (Poor Willie Whitelaw just looked silly when 
he tried to trump her by pretending 
to wash up at his own kitchen sink.) 
She took advice on hats and hair- 
styles from Gordon Reece, her spin- 
doctor, and elocution lessons to 
soften her diction. When the Soviet 
army newspaper called her an “Iron 
Lady”, she seized on the sobriquet 
and made sure it stuck. Though she 
came to epitomise conviction poli- 
tics, her own story demonstrates 
that whatever conviction politics is, 
itis notjust the opposite of guile. 

What, then, does it take to be a 
conviction politician? Conviction, 
possibly? But no politician admits 
to lacking that. It was the settled con- 
viction of Lord Salisbury that the 
duty ofa Conservative prime minis- 
ter was to prevent change, since 
‘whatever happens will be for the 
worse”. He had convictions galore, 
but nobody has accused him of be- 
ing a conviction politician. To eam 
that label, suggests this reprise of the 
first half of Lady Thatcher's story 
(her Downing Street years await a 
second volume), a convincing con- 
viction politician is a rare alloy of 








as a child. She was certainly deprived of fraternal affection at Ox- 
ford. In her own memoirs, Lady Thatcher describes this as a period 
of intellectual foundation-building. Mr Campbell concludes that 
it was more probably a lonely time, during which the grocer’s 
daughter made a few contacts as president of the Conservative 
Association but may have read little and was traurnatised by the 
snobby condescension she met from the progressive young things 
at Somerville College. This, Mr Campbell surmises, hardened her 
heart, strengthening her lifelong view of herself as an outsider who 
would eventually get even. On top of seeing politics as a battle be- 
tween light and darkness, she had a grudge. 

Astocircumstance, it is easy to forget, now it is over, how much 
the cold war mattered to Lady 
Thatcher. MrCampbell unearths an 
“amazing” 1950 claricn call she gave 
to a local paper, calling on voters to 
oppose Russian communism and 
keep faith with the western way of 
life. At 25, he says, as prospective 
candidate for an unwinnable par- 
liamentary seat, the fron Lady was 
already fully forged. Indue time she 
came to portray her quarrel with the 
Labour Party as a domestic exten- 
sion of the same global struggle. So 
on top of seeing politics as a battle 
between light and darkness, and 
bearing a grudge, she was lucky 
enough to have a realenemy. 

What a contrast with Britain’s 
present political leaders. Does Mr 
Blair have a Manichean philoso- 
phy? Hardly. In a notorious speech 
last summer, he denounced the 
“forces of conservatism” in Britain. 
But the novelty was that these in- 
cluded public-sector workers and 
other loyal Labour voters. Far from 
celebrating adversarial politics, the 
sponsor of the third way disparages 
the “tribalism” of British party poli- 





personal philosophy, character and 
circumstance (including luck). 

The philosophy required is Manichean. From her earliest days, 
Mr Campbell says, Lady Thatcher saw politics as an arena of con- 
flict between fundamentally opposed views of the world. As early 
as 1968, when she was nothing grander than shadow minister for 
power, she dismissed consensus as merely “an attempt to satisfy 
people holding no particular views about anything.” To her mind, 
the adversarial character of party politics was part of the under-ex- 
ploited genius of the British system. At its heart was the idea of an 
Opposition providing not just an alternative leader but “an alter- 
native policy and a whole alternative government ready to take of- 
fice.” Consensus, she argued, was merely the opposite of choice; 
and the choice was not between policies but between values: the 
bright ones of freedom and the dark ones of collectivism. 

As to character, the young Margaret Thatcher combined stub- 
bormness, imperviousness and a sense of grievance. Mr Campbell 
refrains from the cod-psychology that persuaded one Labour 
politician, the former mp Leo Abse, to blame what Lady Thatcher 
did to Britain on the details of her potty training. But he finds tanta- 
lising evidence that she may have been deprived of maternal love 
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tics and hints that he will end it by 
merging with the Liberal Democrats 
or reforming the winner-takes-all voting system. As to character, 
there is no hint of unhappiness or rejection in the easeful Blair pas- 
sage from private school to Oxford to barrister’s chambers. Wil- 
liam Hague was at least an upwardly mobile comprehensive- 
school student. But the present Conservative leader seems happier 
to embrace the establishment, and to be embraced by it, than to 
tum the established order upside down. According to opinion 
polls, most voters assume that he is a toff. 

Mainly, though, it is changed circumstances that make Brit- 
ain’s present leaders unconvincing as conviction politicians. 
Thanks not least to the grocer’s daughter, the cold war is over, the 
Keynesian consensus smashed, trade unions defanged and “big 
government” out of fashion. By turning the Tories right, she led La- 
bour there too, leaving the differences between the parties vanish- 
ingly small. Her early refrain to her advisers, says Mr Campbell, 
was: “Don’t tell me what. I know what. Tell me how.” By contrast, 
Mr Blair and Mr Hague can seern at a loss about what todo. They 
are only certain that, unlike Lord Salisbury, they had better do 
something. And always with the utmost conviction. 
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“A tremendous book that 


dares to celebrate the 
potential of our new 
world.” -Newsweek International 


“MAGISTERIAL.” 


-Tom Peters 


“Globalization is a savage process, but 


it is also a beneficial one, in which the 


winners far outnumber the losers.” 


a say Economist correspondents John 
Micklethwait and Adrian Wooldridge in their 
latest book, A Future Perfect, the first comprehen- 
sive examination of globalization and how it will 
continue to change our lives. It answers questions 
such as: 
+ Why did the first era of globalization 
collapse, and can it happen again? 
¢ Are we creating “winner-take-all” 
societies? 
* Will globalization seal the triumph 
of junk culture? 
Gathering evidence from the shantytowns of Brazil 
to the boardroom of General Electric, Micklethwait 
and Wooldridge offer a guided tour of the global 
economy and a fascinating assessment of its 
potential impact. 


CROWN 
BUSINESS 


For more information, visit www.afutureperfect.com 
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HARVARD BUSINE 


"An indispensable guide 
for CEOs and entrepreneurs." 


—barnesandnoble.com 


NOW IN ITS 4TH U.S. PRINTING 


The Boston Consulting Group 
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Harvard Business School Press 
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The wiring of India 


DELHI AND MUMBAI 


India’s cable-television industry has thrived on chaos. Now it needs order if it 
is to become that country’s main link to the Internet 


ABLE television is a rough business in In- 

dia. Earlier this month, the news that a 
gang in the southern state of Kerala had set 
fire to the office of a cable operator, immolat- 
ing two of its employees, rated a one-sen- 
tence item in the national press. That sort of 
thing sits ill with India’s vision of itself as a 
knowledge-industry superpower, which ex- 
pects cable to deliver much of the data and 
entertainment needed to justify that ambi- 
tion. When international investors, such as 
Intel, are putting money behind the vision, 
the murder, piracy and cable-cutting that 
characterise the industry have become 
positive embarrassments. 

Up to now, chaos has had its vir- 
tues, The land of the “licence. raj” 
somehow forgot to regulate cable. 
Anybody could run wires to a few 
hundred houses, beam pro- 
grammes and collect money. The 
result was a boom. Like most In- 
dian statistics, measures of the 
cable industry’s size are dis- 
puted, but it is certainly big. 
The Cable Operators Federa- 
tion claims to represent 
60,000-70,000 firms; others say 
consolidation has cut that num- 
ber to around 30,000. By some esti- 
mates, India has more cable con- 
nections (about 30m) than 
telephone lines (about 20m). 

Now big firms are beginning to at- 
tach fibre-optic wires to this snarl, to give 
households and businesses broadband In- 
ternet connections. And India’s disparate ca- 
ble operators are being pulled together into 
alliances which are more likely to have the 
money and organisation to equip the coun- 
try with an up-to-date communications in- 
frastructure. Credit Lyonnais Securities Asia 
reckons that the number of Internet users in 
India will rise 15-20-fold by 2004 to 30m, 
fewer than in China but many more than in 
any other mainland Asian country. And the 
key driver after 2001, the brokerage firm pre- 
dicts, will be cable television. 

The incentive will be the difficulty of 
making money from cable television as it is 
now structured. At present, the cable indus- 
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try has the pile-’em-high, sell-em-cheap ap- 
proach of down-at-heel discount shops. 
Subscribers get as many as 75 channels, with 
new ones coming all the time (recently, HBO, 
an American movie channel). But, since In- 
dia lacks set-top boxes that can direct pro- 
grammes to subscribers who are willing to 
pay extra for them, most households pay a 
flat fee of only around 100-150 rupees ($2.30- 
3.40)a month for their televisual comucopia. 


In this cut-throat market, cable operators 
grumble that customers demand new chan- 
nels but refuse to pay more for them. Broad- 
casters say the operators cheat by drastically 
understating their subscriber numbers. 
Multi-systems operators (msos), middlemen 
who take signals from broadcasters and pass 
them on to local operators, complain that 
neither pays them adequately. The local op- 
erators are probably the best off. They keep 
nearly 90% of the 40 billion-42 billion rupees 
of subscription revenue that they collect an- 
nually, reckons Bharat Parekh, an analyst at 
psp Merrill Lynch in Mumbai. sos get §-6%, 


which leaves 4-5% for broadcasters. 
Not surprisingly, the msos are leading _ 
the drive to.send more expensive servic 
down the cable—and they want to‘claim 
larger share for themselves. Two prerequ 
sites are needed if they are to succeed: 
communications infrastructure must | 
prove, and the gaggle of localoperators 
be wielded into obedientalliances. 


Order from chaos 


The need for better communications infra- 
structure, and not just for cable, was noted 
this month by the National Association of | 
Software: and Service Companies (Nass- 
com), which launched “operation band- 
wicth”, a campaign to boost Internet band- 
width: 80-fold by 2003, and to remove = 
regulatory obstacles, such as a 49% cap on. ~ 
foreign ownership of telecoms ventures and 
a ban on Internet telephony. It has the back- 
ing of many large companies, foreign and 
dornestic. Enron, an American energy firm, 
wants to install at least ten gigabits of band- 
width among seven cities within the next 18 
months, by itself about a tenth of Nasscom’s 
bandwidth target. Hughes Tele.com, a joint 
venture that is part-owned by General 
Motors, plans tospend $750m ona fi- 
bré-optic network for business 
communications in Maharashtra’ 
‘and Goa: it already offers basic - 
telephone service there. Last 
week Reliance Industries, .In- 
dia's biggest private industrial 
company, offered to raiseits 
stake in asks, a big power pro- 
ducer and distributor, from 15%.’ 
to 35%: Bses’s fibre-optic network 
in Mumbai seems to be part of the 
attraction. 
As for the local cable operators, 
(since the mid-1990s, msos such as IN 
CableNet, owned by the Indo-Euro- 
pean Hinduja family, anc SitiCable, part 
of Zee ‘Telefilms, India’s biggest private 
broadcaster, have been enlisting thousand 
supplying them with equipment. 
and sharing their revenues. Now. they are 
trying to tum these ramshackle federations 
into alliances bound together with new 
broadband cable that can carry two-way 
traffic and deliver sports, movies, online 
shopping and other luxuries to consumers 
wha are willing to pay extra for them. 

Thus the Hindujas’ ın CableNet plans to 
invest up to $500m of fresh money in up- 
grading cable networks in 75-100 cities, and 
buying content to take advantage of them. It 
has moved fastest in Mumbai, where it has 
laid 150 km of fibre-optic cable and is now of- 
fering speedy Internet access to the first of its 
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1.9m customers in the city. Intel, the biggest 
chip maker, is impressed enough to have in- 
vested $49m, valuing 1n CableNet at $1.5 bil- 
lion. SitiCable plans to offer Internet access 
over cable in a dozen cities within the next 
six months and is pondering ways to raise 
the money. It claims to be worth $3.5 billion. 

Such lofty valuations are based in part 
on the assumption that the Msos can whip 
local cable operators into line. They have 
had some success. Thus, in Mumbai, the 
Hindujas have an alliance of some 900 local 
operators who have become little more than 
agents, collecting the basic subscription fees 
and handling customers’ problems. Such 
practices as cable-cutting and amplifier 
stealing have “stopped completely”, says Di- 
leep Gupte, who runs the company’s broad- 
band services. To build such alliances, msos 
are carrying the cost of upgrading the net- 
works, sometimes including the last mile, 
which the cable operators usually control. 

But plenty of operators retain their wild 
ways. Earlier this month Bhopal, capital of 
the state of Madhya Pradesh, lost cable ser- 
vice for a week because of a dispute between 
an operator affiliated with Siticable and a lo- 
cal mso. The police brokered a truce. Roop 
Sharma, president of the Cable Operators 
Federation, scoffs that an mso is “just a sig- 
nal provider”. She sees little reason for her 
constituents to upgrade their networks: 
“Why should cable operators spend when 
consumers only give 100 rupees a month?” 

Sceptical operators are not the only risk 
that the msos face. They are pioneers in a 
market with low incomes, poor technology 
and excessive regulation. Interactive digital 
television has yet to arrive in India, so the 
first customers for the Internet over cable 
will be users of its 3m-4m computers. 
Although msos expect the cost of the ser- 
vice—1,500 rupees a month, or ten times 
what most subscribers pay for cable rv—to 
fall quickly, along with that of cable mo- 
dems, for the moment it is out of reach of all 
but the rich. 

The quality of the service that Msos can 
offer depends in parton bits of the wires that 
they do not control. Most Internet traffic 
comes from outside India, and thus hits the 
bottleneck of India’s publicly owned tele- 
coms companies, which have a monopoly of 
long-distance telephony and international 
data exchange. The data monopoly is about 
to end, and private operators will soon carry 
Internet traffic via satellite. But the state mo- 
nopoly is keeping its grip over access to ultra- 
high capacity submarine cables. 

Yet msos have one great advantage, 
which telcos cannot rival. They already have 
broadband connections with millions of 
homes, which they can now upgrade and 
use to promote their new services. If they 
succeed, India could yet be the country that 
proves the Internet can benefit the poor 
world, and not just the rich. 

- — — — = = 
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Wedding bliss 


HEN asked to find a decent caterer 

for a friend’s wedding last Decem- 
ber, Krishna Allavaru thought he would 
see what he could find on the Internet. As 
one of India’s first information-technol- 
ogy lawyers, he wanted to avoid the usual 
resort of asking his mother for sugges- 
tions. He failed, but his search made the 
28-year-old Mumbai lawyer realise the 
opportunity that lay in the $u billion that 
Indians spend annually on weddings. Mr 
Allavaru left his job to set up shaadis.com 
(shaadis is Hindi for weddings), which 
was launched last month. 

Other Intemet sites already compete 
with the advertisements that Indian fam- 
ilies place in the newspapers, requesting 
fair-skinned, slender, domesticated, con- 
vent-educated Brahmin girls in their early 
20s for their 30-something, tall engineer 
sons with a five-figure salary. Shaadis.com 
will offer more than match-making. It has 
a tie-up with erc Highlight, an event- 
management company that specialises in 
arranging weddings, including theme 
weddings (a Thai temple, a rural village) 
that upper-middle-class Indians like. Be- 
cause Indian couples are used to getting 
dozens of identical presents from their 
hundreds of guests, Mr Allavaru also of- 
fers a gift registry. That, and links to sup- 
pliers of wedding services, should bring in 
money from commissions paid by com- 
panies linked to the site. 

Mr Allavaru has already stumbled 
against many of the obstacles that belea- 
guer so many Indian Internet entrepre- 
neurs. Lack of bandwidth has forced the 

















company to abandon its plans to carry on 
its site videos of weddings that it has or- 
ganised. Precedents in America are not 
promising: even after five years in busi- 
ness, most American online wedding-ser- 
vice providers are still losing lots of 
money. But Indians may soon have a spe- 
cial reason for turning to an online wed- 
ding site: the company wants to do a deal 
with one of the large portals through 
which the Indian diaspora looks for part- 
ners back home. 

Meanwhile, Mr Allavura’s toughest 
competition is likely to come from the for- 
midable ranks of Indian mothers, unwill- 
ing to give up their traditional role. Until 
Indians learn to look online, the fastest 
way to find a wedding caterer may still be 
toask Mum. 








Internet retailing 


The boring bits 


OO.COM died as it had briefly lived— 

ridiculously over-hyped. The demise of 
this London-based Internet sports-good 
business last week was widely moumed, 
with a certain Schadenfreude, as the death 
knell for online retailing in Europe. Typical 
was the portentous declaration of the Lon- 
don Sunday Times: “The dot.com era has 
changed for ever with the collapse of one of 
its brightest stars.” 

Stuff and nonsense. It is true that many 
pure play “e-tailers” on both sides of the At- 
lantic are belatedly learning that profits mat- 
ter; that money is not free; that strong brands 
are not created overnight; that attracting cus- 
tomers is different from keeping them; and 
that not all bricks-and-mortar firms are web 
know-nothings, just waiting to be “Ama- 
zoned”. It is also true that a great many will 


follow boo.com to the wall. But boo went 
bust not because it was a dot.com, but be- 
cause it was a badly run business. Its man- 
agement was inexperienced, over-ambi- 
tious, guilty of serial execution errors and 
uninterested in controlling costs. Online or 
offline, that is a rap-list long enough to sink 
most firms. 

The passing of boo would matter only if 
it undermined investor confidence enough 
to stall funding of more deserving busi- 
nesses. But, depressed as e-commerce shares 
are, compared with the heady valuations of 
a few months ago, there is little sign of that. 
One company that completed a successful 
funding round this week—$25m in private- 
equity finance—was iForce, a nine-month- 
old British firm that, like FingerHut in Amer- 
ica, specialises in handling the back office 
and logistics requirements of Internet retail- 
ers “from purchase click to parcel drop”. 

If European online retailing were really 
doomed, iForce would not have much of a 
future. Although an infrastructure company 
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rather than a retailer, the firm’s revenues are 
-< a direct function of the flow of orders from 
its customers’ websites. But boo or no boo, 
the European arm of Forrester Research, an 
American technology consultancy, forecasts 
that online. consumer purchases (goods, 
tickets for events and leisure travel) in Eu- 
_ rope will double annually to reach €174 bil- 
n ($158 billion) by 2005, That could be more 
of all retail spending in that year. In 
some markets, such as Britain, nearly 10% of 
spending may have moved to the web. Such 
a prospect gives iForce’s chief executive, Mat- 
thew Peacock, a former investment banker, 
the confidence that itcan become a $1 billion 
business within five years. 

He also reckons that the range of services 
that iForce offers may be one of the things 
that will make such rapid growth possible. 
As many dot.coms have found, attracting 
customers to a website is one thing, but pro- 
viding the sort of service that persuades 
them to return is something else. Even 
boo.com might have stayed afloat for a bit 
longer if it had outsourced the running of its 
European logistics network to iForce rather 
than doing it (slowly and very expensively) 
itself. Mr Peacock is relieved that it never 
asked him. 

Yet if it had, Mr Peacock might well have 
turned it away. Picking e-commerce winners 
is crucial to the firm’s success. Most of what 
iForce does for its clients—transaction pro- 
cessing, stock management, fulfilment, re- 
turns handling and customer-relationship 
management—requires.a high level of sys- 
tems integration. Implementing a “turnkey 
solution” for a dotcom takes around 12 
weeks, although the effort needed to inte- 
grate with the back office of traditional re- 
tailers, trading online for the first time, can be 
considerably greater. If the client’s website 
takes too few orders, iForce does not get paid 
for its costly work. 

Mr Peacock says that it is essential to 
screen potential clients. He reckons that 
iForce has agreed to take on only one in ten 
dot.com firms that want its service. By the 
same token, he has been keen to work for 
business-to-business customers in order to 
create “a balanced portfolio”. That said, the 
portfolio is heavily weighted in favour of 
dot.coms, including @xt.com, an auctioneer, 
Toyzone.co.uk, an extreme-sports goods 
firm called 9Feet.com and Splendour.com, a 
lingerie site backed by Marks and Spencer. 

The core of iForce’s service is a propri- 
etary suite of software it calls smart (stock 
management and related transactions), a 
constellation of three highly automated 
warehouses (or “fulfilment centres”) that 
will be joined by three more at the end of the 
year, and two call-centres for dealing with 
customer inquiries. The extra warehouses 
will make it possible to extend its same-day 
delivery service, called NowNowNow|, from 
the London area to other large towns. 

The company offers a complete out- 
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sourced service to clients. It will manage cus- 
tomer and product databases; deal with tele- 
phone calls, e-mails and faxes from 
customers; provide warehousing and stock 
control; pick, pack and dispatch; process 
payments; track parcels; and guarantee de- 
livery to the right place at the right time. For 
companies that do not want to outsource 
their entire fulfilment operation, iForce will 
provide consultancy services as well as ac- 
cess to the sMarT system. 

As to the strategic question of whether 
Internet retailers should go down the out- 
sourcing route or keep fulfilment and cus- 
tomer-relationship management in-house, 
there are differing opinions. Forrester argues 
that bigger dot.coms can use the scale of their 
operations to provide a differentiated ser- 
vice, which could be vital for their survival if 
they mainly sell the same low-margin goods 
as dozens of competitors. 

On the other hand, Bain, another con- 
sulting firm, argues that it becomes econ- 
omic for a company to own its own ware- 
house only when it handles at least 15,000 
transactions a day. If your fulfilment strat- 
egy requires four warehouse locations, it 
may not be sensible to build your own facili- 
ties unless you expect more than 60,000 
transactions a day—nearly twice as many as 
the web’s biggest retailer, Amazon.com 
(which may help to explain why that firm 


Privacy on the Internet 


Could try harder 


SAN FRANCISCO 


VEN administration officials immedi- 
ately poured water into the wine. No, 
they said, they did not agree with the recom- 
mendation of the Federal Trade Commis- 
sion (FTC), issued on May 22nd, that legisla- 
tion is needed to protect consumer privacy 
on the Internet. They would rather 
the online industry tried harder to 
regulate itself. Congress is in any 
case highly unlikely to pass any 
privacy legislation before the No- 
vember election: time is too short. 
Online privacy is also an issue 
from hell for the presidential can- 
didates. Al Gere is generally pro- 
privacy—but ne wants the sup- 
port of the high-tech industry. 
George W. Bush would prefer self- 
regulation—but has to accept that 
even many Republican voters 
want tougher privacy protection. 
That said, the rrc’s recom- 
mendation is another sign that 
America is inching towards legis- 
lating on privacy on the Internet. 
Until now, the rrc had always fa- 
voured self-regulation. But in its 
report the agency now concludes 
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continues tolose money despite its sales suc- 
cess). Even the retailing giant Wal-Mart has 
handed its online fulfilment to FingerHut. 
Mr Peacock is confiden: that nearly all 
European cules will need a firm like his to 
istics. He is sceptical about 
rentiated service. 
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parcel companies,m 
ditional fulfilment hor 
spin-off from Dataforce, a 
specialises in database marketing). At 
sight, the big parcel companies, such as Fed“ 
Ex and ups, look like formidable rivals, with, 
lots of cash and cutting-edge rrt systems. But 
Mr Peacock argues that, because their busi- 
nesses are based on huge scale and a com- 
moditised service, they will find it difficult to 
achieve the degree of vertical integration 
needed to take on the specialists. 
In the next few months, iForce will hit 
the acquisition trail in continental Europe, 
with old-style mail-order companies at the” 
topof its shopping list. Just like boo.com, itis 
convinced thata pan-European online retail 
market is coming. But unlike boo, it mightac-. 
tually be around to see it happen. 


that “industry efforts alone have not been © 
sufficient.” Independent observers expect : 
Congress to pass some kind of online privacy” 
law by summer 2001. oe 
The reason for the shift is simple: public: 
pressure is mounting. More than 80% of- 
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Americans want government regulation of 
corporate use of personal information, ac- 
cording to an April study by Odyssey, a mar- 
ket-research firm. And Forrester Research, a 
technology consultancy, found that web us- 
ers spent $2.8 billion less online in 1999 than 
they would otherwise have done because of 
concerns about privacy. 

The online industry has not done much 
to allay these fears. A survey conducted by 
the Frc shows that, although 88% of websites 
now display a privacy policy of some sort, 
their quality leaves much to be desired. Only 
20% of sites collecting personal information 
implement all four widely accepted “fair in- 
formation practice” principles: notice about 
the collection of information, choice of how 
the information is used, reasonable access to 
a consumer’s own collected data, and pro- 
tection of its security. 

The states are leading the charge towards 
legislation. Many have already passed or are 
about to pass online privacy laws—a trend 
that alarms Internet companies. The web's 
leading person-to-person auction site, eBay, 
recently called for federal legislation to pre- 
empt individual states’ efforts and avoid the 
nightmare of 50 states with 50 different pri- 
vacy standards. 

The online industry’s opposition to legis- 
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LAGS of convenience have always hada 

rather suspect air. Never more so, 
surely, than when they are run up by a 
country without a coastline. But to land- 
locked Bolivia, that is part of the point: it 
hopes that its flag of convenience, formally 
launched this week, will not only attract 
foreign shipowners with tax-free incen- 
tives, but also strengthen its claim to a part 
of the Pacific coastline that was lost to Chile 
in a war in 1884. 

The flag will come under the auspices 
of the defence ministry in La Paz (at 3,600 
metres, the world’s highest capital 
city). There, it will benefit from con- 
tact with the Bolivian navy, a Gil- 
bert and Sullivan affair with admi- 
rals but no warships. Bolivia is also 
taking advice from a former leader 
of the world’s biggest flag-of-conve- 
nience country, Panama. 

The ambitious scheme has al- 
ready had one setback. This month, 
Pellis Papadopoulos, its represen- 
tative in Athens, was sacked as a 
deputy registrar after refusing to al- 
low a visiting Bolivian delegation 
see his books. A replacement is be- 
ing sought for the key job of selling 
the flag to Greek shipowners. 


Meanwhile, Bolivia continues to 
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lation may be weakening, too, because tar- 
geted online advertising—the main reason to 
collect personal data—does not seem to be 
living up toits promises. Most advertisers say 
that itis more important on the Internet than 
it is in other media to know precisely what 
users do, rather than who they are. It is more 
effective to try to sell tennis rackets to con- 
sumers when they visit a sports site, for ex- 
ample, than when the same consumers are 
checking stockmarket prices. 

What kind of privacy legislation, then, 
can American consumers expect? Probably 
nothing sweeping. Even the rrc does not 
want to see self-regulation replaced by legis- 
lation, but rather complemented by it. The 
agency recommends that Congress merely 
establish some basic privacy rules for con- 
sumer-oriented commercial websites, and 
then give the Frc or another agency more 
power toenforce these rules. 

This should be music to the ears of Euro- 
pean privacy advocates, particularly in Brus- 
sels. Some think the “safe harbour” rules 
(under which American companies, when 
dealing with European citizens, must ob- 
serve the stringent eu privacy rules to obtain 
“safe harbour” from prosecution), on which 
America and the £u agreed in March, do not 
do enough to protect the privacy of Euro- 
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pean citizens. If the eu’s member states de- 
cide to renegotiate the agreement and de- 
mand, for instance, better enforcement, they 
now have an excellent argument to employ: 
even the Frc says the United States could do 
better. 
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Unfashionable businesses 


Roll up, roll over 


NEW YORK 


HERE isa standard curefor being a small 

dull business: buy lots of other small dull 
businesses. “Roll-ups”, as the practice is 
commonly called, became a hugely fashion- 
able way to transform unfashionable, but 
necessary, mature businesses into some- 
thing more interesting. The problem is that 
interesting doesn’t always mean better. 

For examples, look no further than two 
Canadian companies that succeeded in roll- 
ing up vast swathes of American business: 
Loewen and Laidlaw. Loewen became a 
huge presence in the least fashionable, most 
necessary, business of.all: funeral homes. It 
went into Chapter 1 last June, under a 
mountain of debt. Not far behind is Laidlaw, 





Bolivia waves the flag 


press its claim for access to the Pacific. Al- 
though it has no diplomatic relations with 
Chile, it holds regular talks with the Chil- 
ean government. With Chile unlikely to 
hand the land back, a corridor linking Bo- 
livia to the sea appears to be the only realis- 
tic option. 

Apart from international shipping, Bo- 
livia is also making a bid for seagoing and 
riverborne trade within Mercosur, the 
South American free-trade group. Bolivia is 
an associate Mercosur member and has al- 





carry soyabean and sugar down the Para- 
guay and Parana rivers. 

Being landlocked is no barrier to the 
flag-of-convenience business, as Luxem- 
bourg has already demonstrated. Bolivia’s 
plan will, however, bring it to the attention 
of the International Transport Workers 
Federation (rrF), which blacklists flags of 
convenience and tries to make shipowners 
sign agreements guaranteeing crews inter- 
national rates of pay. 

The rrF has recently announced that it 
wants its benchmark pay rate to rise on 
January 1st 2001, from $1,200 to $1,400 a 
month. That has angered shipowners, who 
criticise the rrr for ignoring market reali- 
ties. A strong dollar means that seamen 





ready signed up Argentine barges, which 
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from developing countries such as 
Poland, India and the Philippines 
take home more money, though 
their wages are already high in rela- 
tion to their domesticeconomies. 

Pay talks between the itr and 
employers, including rao, Shell and 
American oil companies, have 
stalled. A final meeting is scheduled 
for early July, days before a key rrF 
committee meets to ratify the new 
contract. At the same meeting Bo- 
livia may find itself added to the 
rTF’s blacklist. But inclusion is not as 
bad it sounds. Flags of convenience 
now account for more than half the 
world’s merchant tonnage, and they 
show no signs of slowing. 
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Is this the end of the road? 


which defaulted on its bonds last week. 

Although Laidlaw is hardly a household 
name, it has become one of the most perva- 
sive companies in North America. Its yellow 
buses carry more than 2.3m children to 
school daily, more than any other private 
operator. It runs coach tours in several cities, 
and in 1999 it acquired Greyhound, Amer- 
ica’s biggest bus company. Indeed, in spite of 
looming disaster, Laidlaw went on buying 
bus operators until early this year. All told, 
the company may be the single largest peo- 
ple-mover in the United States, 

At the root of Laidlaw’s problems, 
though, is that these deals produced scale 
without economies. Net margins have not 
been in double digits since 1990. With that 
kind of limited profitability, it can be better 
to be small. Any blow is traumatic, and the 
bigger the company, the greater the risk of re- 
ceiving one. A tight job market and higher 
fuel prices in the past year have added to 
costs. Greyhound may be agreat name, butit 
went bankrupt once in the past decade and 
could have gone bankrupt twice. It added 
lots of revenues, but scant returns. 

The company was already fragile when 
earlier roll-ups finally rolled over. A stake in 
Safety-Kleen, a processor of industrial waste 
left over from a period when Laidlaw at- 
tempted to roll up the rubbish business, 
blew up amid charges of accounting fraud 
(all too common in the garbage industry), re- 
quiring one write-off. An attempt to move 
into the ambulance business failed, requir- 
ing another: as Laidlaw’s chief executive, 
John Grainger grumbled, in the American 
health-care industry, the real expertise 
needed is not in moving people, but paper. 

Writing off Safety-Kleen and the ambu- 
lance business has cost $1.4 billion, 75% of 
Laidlaw’s capital. The market mistrusts the 
remainder. Laidlaw’s stock price has fallen 
below $1a share; its debt attracts no bids. The 
company, in short, could be had for almost 
nothing—if it had not already bought up all 
the potential buyers. 
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UAL and US Air 
Flying into 
thin air 


NEW YORK 


NYBODY surprised by the hostile reac- 
tion to the bid, on May 24th, by UAL, op- 
erator of United Airlines, for us Airways 
must not fly much. In the two decades since 
the American industry was deregulated, it 
has seen wild expansion, with more than 100 
new carriers launched in the 1980s, followed 
by equally manic consolidation, with more 
than 100 failures and takeovers in the 1990s. 
Throughout, the one constant was poor ser- 
vice and high prices: business travellers to 
some destinations, such as Houston, Texas, 
still pay fares that could take them around 
the world on international airlines. 

Through it all, the airlines have contin- 
ued to lose money. As recently as 1995, after 
years of mergers and cost-cutting, the cumu- 
lative earnings of the industry over its entire 
history were still negative. No wonder regu- 
lators, investors, employees and passengers 
all doubt the wisdom of another large acqui- 
sition. Shares in uar fell by as much as 15% 
after the merger was announced. 

On the face of it, what United wants to 
do appears to make some sense. Although it 
is the world’s largest airline, it is not strong 
everywhere. Domestically, its routes tend to 
go east-west, mostly longer trips. us Air, the 
country’s sixth-largest carrier, specialises in 
shorter trips, especially north-south on the 
two coasts. It is strong in the north-east, 
where United is weak. United wants us Air 
to broaden its services nationally, along with 
increasing its economies of scale. For this Un- 
ited is offering to pay more than a 100% pre- 
mium on us Air’s share price, for a total deal 
value of $11.6 billion. 

But history shows just how hard it is to 
realise such apparent advantages. For one 
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thing, it is hard to get a deal done. When Un- 
ited and us Air last tried to wed, in 1995, the 
carriers’ powerful pilot unions blocked 
them. The pilots have said they oppose the 
new deal, too. Antitrust authorities are an- 
other barrier. The Department of Justice's 
trustbusters, who say the airline industry is 
their biggest concern after Microsoft, are su- 
ing to block a partial merger between North- 
west and Continental Airlines. And, even 
when mergers take place, they often stumble 
over combining routes, computer systems 
and cultures. us Air lost money for nearly a 
decade after buying Piedmont in 1987. 

Even if the deal can be done, there is 
good reason to question whether it should 
be. Whatever efficiencies there may be in 
mergers, they rarely result in savings for fli- 
ers. Instead, bigger carriers tend to have more 
weight to throw around, locking up landing 
slots at hubs, offering incentives to travel 
agents for preferential bookings and tempo- 
rarily slashing prices to fend off competitors 
(the poy is suing American Airlines for alleg- 
edly doing just that). 

A study last year by the congressional 
General Accounting Office concluded that, 
between mergers and alliances, two-thirds 
of American travellers will soon fly to mar- 
kets dominated by a single airline. This con- 
centration is already harmful. Since 1994 do- 
mestic prices, measured in cents per 
passenger mile, have steadily risen, even as 
fuel costs were falling. Indeed, the new- 
found profitability of the industry is mostly 
explained by the failure of airlines to pass 
the fuel savings on to the customers, which 
suggests a lack of effective price competition. 

This is not a problem unique to America: 
airline markets everywhere remain bastions 
of monopoly. But in the age of Internet travel 
auctions and online pricing, the cost of the 
industry’s inefficiencies has never been 
more glaring. Whether this latest merger goes 
through or not, the greatest consumer bene- 
fit may come from the antitrust scrutiny that 
the deal will inevitably bring. 
ss 





Cadbury Schweppes 


Of sweets and appetites 


BOURNVILLE 


Having cut its last executive tie with its founding family, Cadbury Schweppes 


needs to take some risks 


HE scent of liquid chocolate that per- 

meates Cadbury Schweppes’s Bourn- 
ville factory, near Birmingham, is almost as 
overpowering as the aura of the past. Despite 
gleaming metal conveyor belts, along which 
roll 2,000 creme eggs a minute, the atmo- 
sphere is strangely Victorian. That seems ap- 
propriate. The Cadbury family, stalwart 
Quakers, moved their fledgling chocolate 
firm out of Birmingham’s slums to the utopia 


of Bournville in the 19th century. Today, airy 
cottages with lawns and fruit trees built for 
the workers still dominate thestreets. Bourn- 
ville remains “dry”. The town, like Cad- 
bury’s distinctive, caramelly chocolate, 
seems as English as cricket and warm beer. 
Yet Cadbury is changing—and is likely to 
change more. This month, Sir Dominic Cad- 
bury, the chairman (and also chairman of 
The Economist) stepped down after 36 years 
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with the company. Sir Dominic’s successor, 
Derek Bonham, who made his name at Han- 
son, will become only the third non-family 
member to chair the 176-year-old company. 
For the first time, there will be no Cadbury 
on the board. Though Sir Dominic finds talk 
of Cadbury as a family firm “mildly irritat- 
ing”, John Sunderland, the chief executive, 
calls it “the end ofan era”. 

The company enters the new era armed 
with cash. Having managed, despite regula- 
tory problems, to sell most of its drinks oper- 
ations outside America to Coca-Cola for 
nearly $1 billion, it has some £4 billion ($6 bil- 
lion) to spend. And it has a new board struc- 
ture that should ease change. It has brought 
in John Brock, who oversaw the acquisition 
of Dr Pepper/Seven Up and built up Cad- 
bury’s bottling network in America, to take 
charge of day-to-day operations. Appoint- 
ing a chief operating officer, says Mr Sunder- 
land, frees him to think about strategy. 

In one sense, the departure of the last 
family director changes little. Having gone 
public in 1962 and then merged with 
Schweppes, makers of fizzy drinks, in 1969, 
it has long had a negligible family share- 
holding. Today it is a big international 
business, which generated pre-tax pro- 
fits of £686m on revenues of £4.3 billion 
in 1999. Yet the food and drinks indus- 
tries are becoming more competitive 
and gradually consolidating. 

Unless Cadbury seizes the initia- 
tive and becomes a predator, it risks 
ending up as prey. Mr Bonham knows 
about that: he broke up one of the fierc- 
est predators of all time, dismantling 
everything that Lord Hanson had built 
up over three decades. But Cadbury has 
two problems that make change harder. 
One is finding chances to grow. The sec- 
ond, more serious, is the need to take risks. 

The obvious move would be in the busi- 
ness that Cadbury knows best: confection- 
ery, 53% of group sales, though only 43% of its 
profits. The confectionery market is one of 
the largest bits of the global food industry, 
with sales of $111 billion last year. It is still sur- 
prisingly fragmented; most chocolate 
brands (and tastes) remain local. That, plus 
the fact that chocolate is usually an impulse 
buy from the corner shop rather than a 
planned supermarket purchase, has al- 
lowed sweets to sustain quite high margins. 

Although Cadbury has the world’s 
fourth-largest confectionery sales, it owes 
this ranking to its strength in Britain and for- 
mer Commonwealth countries. In most of 
continental Europe, it has failed to build 
much presence. In America, it is hobbled by 
a long-standing agreement with Hershey, 
which makes mostCadbury products under 
licence. As Véronique Adam, an analyst at 
J.P. Morgan, notes, only one Cadbury pro- 
duct, its Dairy Milk bar, is truly intemational 
(meaning it has more than 1% of the market 
in more than five of the top 25 countries)— 
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and it is relatively small. J.P. Morgan/Euro- 
monitor says that Nestlé, including KitKat 
and Smarties, has nine of the 30 biggest 
brands; Mars, with Snickers and Mams, 
seven; and Ferrero, with Kinder and Tic Tac, 
five. All are bigger than Dairy Milk. 

Yet in sweets, Cadbury looks stuck. Al- 
though this week it plugged a gap in chewing 
gum, one of the fastest-growing markets, by 
opening talks to buy Kraft’s sweets business 
in France (a business Kraft has been trying to 
sell for years), most other sweets companies 
are either family-owned and resistant to 
change or already parts of larger conglomer- 
ates, Examples include Rowntree, owned by 
Nestlé, or Suchard, which belongs to Kraft, it- 
self part of Philip Morris. The most likely buy 
might be the sweetsdivision of Wamer-Lam- 
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bert, a drugs group, which may come up for 
sale for about $2 billion after Warner-Lam- 
bert’s acquisition by Pfizer. But under Amer- 
ican divestment rules, it will not be available 
for another two years. 

The real prize would be a merger with 


Hershey, America’s leading chocolate 
maker. Having failed to move outside its 
home market, Hershey needs a deal even 
more than Cadbury. A merger would create 
a truly global business with dominance in 
the world’s two biggest confectionery mar- 
kets. Hershey is within financial reach, given 
Cadbury's market capitalisation of £9.1 bil- 
lion ($13.4 billion). and itis already familiar to 
its management. It has an uncannily similar 
heritage, which might produce a good cul- 
tural fit. Like Cadbury, Hershey is a family 


business founded on utopian principles. 
Unlike its British cousin, though, it never 
moved away from Hershey, Pennsylvania, 
and isstill dominated by a family trust. 

Here is the snag. The Milton Hershey 
School Trust controls 76% of the voting 
shares of Hershey Foods. With half the 
trust’s $5 billion of assets tied up in high- 
yielding Hershey stock, and an operating 
budget of just $70m a year, Robert Vowler, 
the trust’s chief executive, says: “There is no 
need to sell. The company is not for sale.” 
This appears to rule out a dream merger, fa- 
voured by Sir Dominic, who says it would 
bring many benefits, including scale in dis- 
tribution. Sir Dominic points to the example 
of the Wellcome Trust, of which he is also 
chairman, which in 1995 recognised its fidu- 
ciary duty to diversify and sold its stake in 
Wellcome to Glaxo, a hostile bidder. But, as 
long as the financial needs of the Hershey 
Trust’s school are being met, appeals to fidu- 
ciary duty will fall on deaf ears. 

In its carbonated soft-drinks business, 
Cadbury also looks trapped. Having re- 

trenched to America, Cadbury has a profit- 
able, cash-generating business built upon 
the strength of its Dr Pepper brand— 
number four in America behind Pepsi’s 
Mountain Dew. But here, too, it has little 
room to grow. There are no big brands or 
bottlers left to buy, so Cadbury will re- 
main a distant and vulnerable number 
three behind Pepsi and Coke. 


Risks ahead 


For the past few years Cadbury's man- 
tra has been managing for value. It has 
promised growth in earnings of at least 
10%a year, and a doubling of shareholder 
retums within four. A share buyback 
would be a safe short-term option; paying a 
big premium for an acquisition would not. 
Mr Sunderland insists that a buyback 
“would not be an admission of defeat”. But it 
may not be the best use of Cadbury’s cash. 
The other option may be less exciting but 
more feasible: to develop a third big revenue 
stream from its non-carbonated drink and 
foods products, such as Hawaiian Punch 
and Mott’s cocktail mixers and apple sauces. 
That would emulate Pepsi, which now de- 
rives most of its profits from snacks. Cad- 
bury thought of buying Britain’s United Bis- 
cuits earlier this year. It recently confirmed 
that it was interested in parts of the Nabisco 
food group, maker of LifeSavers sweets and 
Planters Nuts, which is on the block. Though 
food assets are plentiful and cheap, particu- 
larly in America, good ones—such as Quaker 
Oats, which owns the successful Gatorade 
energy-drinks brand—may still be hard to 
find at the right price. To secure good long- 
term growth Cadbury will have to be bold. 
But the trouble with too much chocolate is 
that it can kill the appetite—and Cadbury 
needs an appetite for risk. 


— 
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Inventing broadbandcasting 


Adam Singer is good at making something out of nothing. That is a skill 
the British cable industry needs 





HERE was general surprise when Adam 

Singer got the top job at Telewest in April. 
After all, Telewest is a big cable operator in 
Britain, and Mr Singer was running Flextech, a 
television-content company a quarter of its 
size which Telewest had just swallowed. But 
working in his favour, Mr Singer had John Ma- 
lone, America’s original cable mogul, who 
owns 25% of the merged company. He is a 
long-time boss and supporter of Mr Singer’s— 
and, presumably, a fan of Mr Singer's line 
about how a firm as vulnerable as Telewest 
can survive. 

Mr Singer’s line is a good one. He is a famil- 
iar figure at conferences, not because of his 
clout but because, stuck in the middle of a pro- 
gramme of soporific company pitches, he can 
rouse a laugh and a thought from an audience. 
The talk may be a way of compensating for a 
difficulty with writing. Mr Singer is dyslexic, 
and left school at 16 with one o level—even fewer than Princess Di- 
ana. He tried being a probation officer, but soon moved to televi- 
sion. Although his father was a big spc honcho, he joined Britain’s 
first cable channel, Ten. 

It may have been a historic moment; but that is not the way it 
looked at the time. Everybody in Britain knew perfectly well that 
multi-channel television would die. After all, who would want 
choice, when the ssc offered a wealth of high-quality program- 
ming made by the nation’s finest Oxbridge graduates? 

Still, multi-channel television grew, and so did the little com- 
panies making programming for it. But what made the difference 
for Flextech (which Mr Singer’s firm was by now called) was a deal 
with the ssc in 1996. The spc had wonderful content but no 
money. Flextech had not much content but a wonderful ability, 
shared by Mr Singer and his colleague, Roger Luard (now dead), to 
spin a story that the markets liked. “Flextech was always a bit of a 
smoke-and-mirrors operation,” says an industry insider; but the 





wireless firms and everybody else. And they 
all offer everything—fixed-line, mobile, voice, 
video, high-speed Internet access. Since there 
is not much difference between one sort of 
connection and another, it is in danger of be- 
coming a commodity business. 

One option is to build scale. The more peo- 
ple you connect, the cheaper the digital set-top 
boxes that you can offer, for instance, and the 
more efficient the marketing. That is NTL’s 
chosen route. But the danger is that it simply 
leads to ever lower margins, 


New religion 

Mr Singer’s answer is to offer content. That is 
the rationale for the merger with Telewest. No 
other telco, he maintains, has the same con- 
tent skills. And Mr Singer is buying, as well as 
building: last year he took stakes in a ticketing 
firm and a map company, and this year he is 
said to have been in talks to take over pc, one of Britain’s biggest 
magazine publishers. 

But there are two problems with Mr Singer's scheme. One is 
that telcos have often flirted with the content business in the past, 
and it has usually been a disaster. arar, the world’s biggest, appar- 
ently takes that view; when it merged with Tc! last year, rc1’s pro- 
gramming arm was hived off. Culture, Mr Singer admits, is every- 
thing, and the telcos’ culture has not nurtured creativity; but 
perhaps Telewest, with a content man in charge, can change that. 

The tougher challenge is that, to make his plan work, Mr Singer 
has to invent a new sort of content. There is no point in Telewest 
trying to make Hollywood films (Hollywood does that better) or to 
create websites (there are plenty already). “We want to be a broad- 
bandcaster,” says Mr Singer. The word passes without comment, 
but he evidently does not like it, for he becomes a little defensive. 
“Look, when Turing invented the computer, there would have 
been exactly the same linguistic struggle. What is it called? It’s a 





two turned the illusion into substance through 


typewriter you feed punch cards into. Then 


a deal that gave the company 30 years of exclu- 
sive access to the pec’ library of content. 

Britain’s cable operators, meanwhile, were 
starting to extricate themselves from a decade- 
long mess. Over the past four years, the indus- 
try has consolidated to the point where there 
are only two big firms left (see chart). And when, 
last year, NTL merged with Cable & Wireless 
Communications, it was assumed that Tele- 
west would be absorbed too. Instead, Telewest 
merged with Flextech, leaving Mr Singer with a 
company that today is worth £6.7 billion ($9.9 
billion) and another idea in need of a bit of sub- 
stance. 

The problem for telcos, says Mr Singer (he 
regards cable companies as telecoms firms, 
since that is their primary business in Britain) is 
competition. It is not just other fixed-line telcos 
and cable operators that are piling into the busi- 
ness of providing connections, but also mobile- 
phone companies, satellite-ry companies, 
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they called ita computer, and that wasall right.” 

But it is not just a linguistic problem. No- 
body really knows whether, when fat pipes 
pour limitless quantities of information into 
people's houses, they will want limitless re- 
peats of “Who Wants To Be a Millionaire?”, or 
content that combines the virtues of television 
with those of the Internet into something that 
looks like a new medium. Broadband, Mr Singer 
admits, “has not found its voice yet. But when 
television was first invented, they stuck radio 
presenters in front of a camera...look,” he says 
with some fervour, “thisis all religion, all vision. 
But whoever gets it right wins.” 

The biggest thing working against Mr Singer 
is Telewest’s size. The company may well be 
swallowed up before he can implement his vi- 
sion. The biggest thing working in his favour is 
the uncertainty that now prevails in his busi- 
ness. Nobedy knows anything. It is a good time 
toconjure something out of nothing. 
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VENTURE CAPITAL 


Money to burn 


NEW YORK AND SAN FRANCISCO 


America’s venture-capital industry has had a great run. But will it survive the 


stockmarkets’ recent jitters? 


CCT MGONNA buy myselfa 7470n theday 

we go public, tocelebrate,” said a young 
man named Dave, one rainy San Francisco 
Tuesday in March. Six months earlier, he had 
jumped on to the Silicon Valley bandwagon 
by starting a venture-capital “incubator” 
that, in return for some shares, tries to help 
turn good ideas into well-run start-up busi- 
nesses. He expected to sell shares in his own 
business in an initial public offering (1ro) 
later this year, at a price that would have 
given it a market capitalisation “easily north 
of $10 billion”. 

Such outrageous confidence has long 
been common in the Bay Area. Investors 
have repeatedly shown themselves willing 
to pay a small fortune for shares in all sorts of 
firms with nothing to offer besides a bright 
idea with a“new-economy” flavour. But two 
months later, reality has kicked in. The high- 
tech-dominated Nasdaq stockmarket has 
taken a tumble, and is now back to its levels 
of six months ago. Investors have duly lost 
interest in all but the most blue-chip iros. 
Dave, now reluctant to repeat, at least on the 
record, his plans for buying a jumbo jet, was 
perhaps guilty of taking the public stock- 
markets for granted. 

If so, he was not alone. Over the past 
year, hundreds of similar incubators have 
beencreated. And they are merely the trendy 
vanguard of a broader rush by investors into 
all forms of venture capital, meaning private 
equity for start-up companies that usually 
plan to go public. As much venture capital 
has been raised in the past two years in 
America (which is reckoned to account for 
over three-quarters of the global total) as in 
the previous 20. 

Indeed, these days, it often seems that 
everybody wants to be a venture capitalist. 
In 1999 investors pumped a record $56 bil- 
lion into American venture-capital funds, 
according to Venture Economics, a research 
firm. As recently as 1990, the total was a mere 
$3 billion (see chart 1). The amount actually 
invested in start-ups by American venture- 
capital funds also rose sharply. In the first 
quarter of 2000 alone, some $22.7 billion 
went into start-ups, compared with $6.2 bil- 
lion in the first quarter of 1999. 
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And these headline numbers do not in- 
clude money invested by big companies in 
their own venture funds. Over 200 firms did 
some venture investing in 1999, twice as 
many as a year earlier. Nor does it include 
money invested directly by wealthy individ- 
ual “angels”, who probably stumped up 
twice as much for start-ups last year as did 
traditional venture-capital funds, according 
to John Taylor of the National Venture Capi- 
tal Association. 


Annual returns 
on funds under 
management, % 











A host of new entrants are now dabbling 
in venture capital, ranging from ad hoc 
groups of Harvard meas, to blue-blooded in- 
vestment banks such as J.P. Morgan, to 
sports stars and even the cia. Firms are creat- 
ing venture funds specifically so that their 
staff can invest in promising start-ups, as a 








way of luring them in or keeping them on 
board. Other companies, from law firms to 
advertising agencies, are starting to be trans- 
formed into venture capitalists by accepting 
pre-1ro shares in start-ups in lieu of fees. 

Online brokerages such as wr Ham- 
brecht are also allowing individuals, who 
used to make venture investments only if 
they were super-rich, to put their money into 
pre-iro funds—though they must be ap- 
proved as “accredited investors” by the Se- 
curities and Exchange Commission. Private 
bankers are hawking venture-capital “funds 
of funds”. And for online share-trading jun- 
kies, meve was recently launched by Draper 
Fisher Jurvetson, a high-profile venture-cap- 
ital firm, to allow individuals with a net 
worth as low as $50,000 to invest as little as 
$5,000 in selected start-ups. 


Venturing forth 

Whether the venture boom will continue 
now that some of the froth has been blown 
off the stockmarket is a matter of feverish ar- 
gument. Optimists note that the rro market 
often closes for a while, only to reopen un- 
scathed when confidence returns. Some in- 
deed see the rro market as a mere extension 
of the venture-capital boom, and not its 
cause. Anybody can invest in publicly 
traded shares, and some of these have now 
taken on the characteristics of a venture-cap- 
ital portfolio. That is because many more 
firms have recently been going public so 
early in their development, at a point where 
they have no profits—nor, in some cases, 
much prospect of making any (see chart 2). 

It is clear that venture capital has been 
prone to periods of extreme boom and bust, 
as investors pile in after a period of good re- 
turns, bidding prices up and driving returns 
down. On this basis, the Nasdaq plunge, 
which has hit recent venture-backed 1roses- 
pecially hard, may mark the start of just an- 
other downturn in the venture cycle. But 
given the heights to which the stockmarket 
soared, such a downturn could easily turn 
into a nasty fall. And there are other reasons 
for worrying about whether the past two 
years’ venture-capital binge may yet lead to 
an almighty hangover. 

The seeds of this are to be found in the 
answer to the question: why has venture 
capital proved so popular? The main ex- 
planation is simply recent performance. Last 
year saw a 19.5% increase in the sap 500 index, 
but a spectacular 85.6% rise in the Nasdaq in- 
dex. According to Venture Economics, dur- 
ing 1999 alone venture-capital funds gener- 
ated an internal rate of return to investors of 
a whopping 150%—though, by the very na- 
ture of venture capital, turning that return 


THE ECONOMIST MAY 27TH 2000 





into hard cash is notsimple. 

Any investor hoping for a repeat of this 
sort of retur is almost bound to be disap- 
pointed. According to Jesse Reyes of Venture 
Economics, as much as two-thirds of last 
year’s gains have not yet been realised, either 
byan rro or through a private sale of the 
start-up. Still, the 50% return a ready pock- 

veted is hardly to be sniffed at. It is well above 
‘the long-term average rate of return on ven- 
“ture capital of around 20% a year, let alone 
the negligible gains recorded in the late 1980s, 
‘previous boom in venture investing. 
1uge gap between recent and long-term 
returns is making some nervous. Mr Reyes, 
for one, fears that average returns could soon 
head back into the 20% range, and that a re- 
peat of the late 1980s is a distinct possibility. 
Others are more optimistic. Paul Gom- 
pers, an economist at Harvard Business 
School, says that “the interesting question is 
not ‘why so much venture capital now? but 
‘why was there so little venture capital be- 
fore?” ” Even today, venture capital accounts 
for only a relatively small slice of total busi- 
ness investment (ie, gross non-residential in- 
vestment) of $1.2 trillion last year by Ameri- 
can companies. The potential of venture 
capital, Mr Gompers thinks, may only now 
be starting to be fulfilled, as its advantages 
for financing innovation, compared with in- 
house investing by established firms, begin 
tobe better understood. 





Illiquidity’s rewards 


The argument goes as follows. Before ven- 
ture capital could really take off, big institu- 
tional investors, such as pension funds, have 
first had to overcome their risk-aversion toa 
new asset class. But after the past few years 
they increasingly recognise that, as part of a 
diversified portfolio, they can earn higher re- 
turns as a reward for holding assets that, 
compared with bonds and publicly traded 
shares, are illiquid. So many instituional in- 
vestors now allocate a fixed chunk of their 
total holdings to venture. And thanks to the 
bull market in shares, the sums represented 
by that fixed chunk have soared. 

More companies now want to be in- 
volved in venture capital, too, whether as an 
investment, or to achieve such strategic goals 
as persuading start-ups to use your technol- 
ogy, or getting an inside track on a rival tech- 
nology. (This has not always been popular 
with entrepreneurs, who mutter darkly 
about the “Microsoft Trojan Horse strategy” 
of buying stakes in potential competitors.) 
Intel says its $2 billion of venture invest- 
ments during the 1990s were worth around 
$10 billion at the end of March. Chase Man- 
hattan made $1.3 billion in revenues from 
private equity in the fourth quarter of 1999, 
having invested in more than 100 dot.com 
firms. However, a recent proposal by the 
Federal Reserve to raise to 50% the capital 
that banks must hold in reserve against their 
stakes and loans to start-ups could soon re- 
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duce this bank venture capitalism. 

Many of America’s new rich grew 
wealthy thanks to venture capital. They are 
now becoming big suppliers of venture capi- 
tal in their turn. They are courted by venture 
firms, as well as by start-ups, because they 
can bring their own experience and deals as 
well as capital. The growing demand from 
the less wealthy to invest in early-stage firms 
also makes sense if these high-risk invest- 
ments are part of a well-diversified portfolio. 
(The portfolios stuffed with dot.com shares 
that, legend has it, are owned by taxi-drivers 
and grandmothers across America hardly 
count as well-civersified.) 

And then there is the idea, expressed in 
Clayton Christensen’s book “The Innova- 
tors Dilemma” (Harvard Business School 
Press), that innovation is more likely to be ex- 
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ecuted successfully outside an established 
firm whose existing product would be su- 
perseded by the innovation. Although this 
claim is, at best, unproven, established firms 
and creative people increasingly believe it, 
and expect innovation to take place in ven- 
ture-financed start-ups—a belief that can 
prove self-fulfilling. 

Today’s start-up managers also claim to 
be more efficient and effective than their 
forebears. Many entrepreneurs are starting 
their second or third businesses, so they 
know the ropes—though they may also 
know not to stay with a firm too long, Entre- 
preneurship itself is fashionable. Talented 
people now lock to work for a start-up 
rather than spend their careers within an es- 
tablished firm. And there is an infrastructure 
to help start-ups survive, including a score of 
law firms that cater only for new tech com- 
panies, specialist accountants, and soon. 

Yet even if all these trends last—-and cyn- 
ics point out thar similar things took place, 
temporarily, during previous tech-share 
booms in the 1960s and 1980s, albeit on a 
smaller scale~-a huge risk remains. This is 
that its very growth could rob the venture- 
capital industry of some of its magic. No- 
body knows for sure exactly what has made 





















VENTURE CAPITAL 
America’s venturing so uniquely successful 
at creating new firms. But strong personal 
connections and clusters of like-minded 


firms and people have certainly played a 
part. Can these survive the expansion? 


Popularity’s risks 


The venture-capital industry has not only 
raised as much in the past two years as in the 
previous 20; it has also changed Imost as 
mutch. Venture firms have become m 
cialised, and the gap between th 
the rest has widened. Gill Cogan, of 
Peck & Greer, a long-established ven 
firm, believes the industry will beco! 
dominated by a handful of big firms wi 
some boutique operators around the fringes, 
much like investment banking. 

The biggest firms now have so muc 
money to manage that they are turning som 
investors away, and doing less early-stage. 
seed investing. Instead they are adopting 
more passive portfolio strategy of just select- 
ing a diversified basket of big bets. The 
opportunities are supplied by a feeder net- ` 
work of regional and industry specialists in 
the earliest stage of financing. These special- 
ists come to them for later money; and for 
the valuable branding as a hot rro prospect 
that a start-up gets when it is chosen by the 
likesof Kleiner Perkins Caulfield & Byers, an- 
other huge venture firm that includes among 
its progeny Amazon and aot. 

In theory, such specialisation should in- <- 
crease the efficiency of the venture-capital - 
process, as it does in other industries. But 
Paul Koontz, of Foundation Capital, worries. 
that a business whose strength and flexibil- 
ity ate largely based on personal relation- 
ships is now becoming institutionalised. 
This may leave no room for many of the es- 
sentials of traditional venture capital, such 
as mentoring management and the individ- 
ual venture capitalist’s personal account- 
ability to his partners for a specific invest- 
ment. Information channels may not be as 
effective within vast, increasingly global, 
venture networks. 

Two changes exemplify this institu- 
tionalisation of venture capital. Until last 
summer, the only venture “incubator” of 
note was idealab!, run by Bill Gross, which 
has hatched eToys, CitySearch and 
GoTo.com, among others. Now there are sev- 
eral hundred incubators, each offering entre- 
preneurs some combination of office space, 
accounting and legal services, and other 
components of “instant corporate infra- 
structure”. But is this an improvement in the 
technology of company creation—or simply 
an attempt to cash in on the stockmarket 
bubble? Ominously, because of the stock- 
market’s recent troubles, Divine Interven- 
tures, one of the biggest incubators, this 
week fired 29 employees. 

It may be true that many start-ups fail 
because of bad management rather than 
bad ideas. An incubator, with its economies 
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of scale, can help them avoid many basic er- 
rors. It can also accelerate a firm’s launch, 
which may be crucial if, as everybody in Sili- 
con Valley now believes, speed is of the es- 
sence. Austin Ventures, a big venture firm in 
Texas, recently created an incubator. This 
will do “semi-custom manufacturing” of 
new firms, aiming to get start-ups to the next 
round of financing within three months in- 
stead of the traditional 12-18 months, says 
Rob Adams, head of av Labs. 

Yet few of the new incubators have ex- 
perienced venture capitalists in charge. 
Many are little more than real-estate opera- 
tions, in which firms with offices fill space 
and get some potentially lucrative equity in 
return. That is a far cry from traditional ven- 
turing. Such incubators typically take a large 
chunk of equity, which may scare off the en- 
trepreneurs with the best ideas. 

Recently idealab! announced plans togo 
public, highlighting a second trend that is 
helping to institutionalise the venture-capi- 
tal industry. There are now a handful of pub- 
licly traded venturing businesses, including 
Softbank, cma, Safeguard Scientific and In- 
ternet Capital Group (icc). These claim huge 
advantages over traditional venture-capital 
partnerships. They can hire a larger profes- 
sional staff: 1¢G has 25 in-house executive re- 
cruiters, to hire managers for the firms in 
which it invests. Until the recent market 
tumble, they have been able to raise cash by 
selling shares. And, also until recently, they 
have been able to use their equity as a cur- 
rency to buy stakes in companies. 

Many other venture partnerships have 
also considered going public in recent 
months. Few have actually done so, not least 
because America’s 1940 Investment Com- 
pany Act imposes tough restrictions on pub- 
lic firms that are principally an investment 
portfolio. The main temptation has been to 
cash outat the sortof valuation multiples en- 
joyed by other firms that have gone public. 
1cG’s share price rose 27-fold last year, mak- 
ing it the top-performing iro of 1999—al- 
though its shares have fallen sharply since. 

This blurring of the distinction between 
private and public equity markets might 
make sense if a publicly quoted firm 
proved to be the best vehicle for pro- 
viding venture capital. But it is more 
likely that the trend towards going 
public is caused by astockmarket bub- 
ble which shrewd financiers want to 
ride. There are good reasons to be scep- 
tical about the claims of greater effi- 
ciency made by the industry. 

For one thing, going public re- 
quires fuller disclosure of the valua- 
tions and strategies of portfolio firms. 
It means more bureaucratic corporate 
structures. The daily scrutiny of stock- 
market analysts, and the likely high 
volatility of quarterly results, may 
mean no end of hassle from investors 
for the managers. One of the greatest 
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strengths of traditional private venture capi- 
tal is its illiquidity. Investors lock in their 
money for ten years, and do not hear much 
about what it is being used for or how it is 
performing until the fruits are harvested. 


The bottom line 


Money is now flowing into venture capital 
mainly because investors expect it to flood 
out in even larger volumes when the start- 
ups created with their cash go public. Yet not 
only has the 1ro market shut down, at least 
temporarily: it will actually need to get much 
bigger if it is to have any hope of absorbing 
the vast number of offerings in the pipeline. 
Last year’s record iro revenues came from a 
moderate number of offerings, points out 
Robert Mellman, an economist at J.P. Mor- 
gan. Because of the long lead-time in going 
public, last year’s ros typically reflected 
only the incentives provided by market and 
economic conditions in early 1996. 

Stockmarket investors last year were 
willing to invest in younger and less profit- 
able firms than ever before. Jay Ritter, an 
economist at the University of Florida, calcu- 
lates that in 1999 only 25% of firms going pub- 
lic were profitable at the time, compared 
with an average of 68% during the past 15 
years. The recent fall in the value of many of 
those ro shares does not necessarily mean 
that stockmarket investors are becoming 
less willing to buy such “venture” shares. 
Perhaps they thought these firms were 
worth a gamble a few months ago, but now 
believe they are unlikely to succeed. 

This is precisely the sort of thought pro- 
cess familiar to traditional venture capital- 
ists, who make most of their money from 
20% of the firms in which they invest, and get 
almost nothing from the rest. On the other 
hand, the share prices of even the best of the 
profitless iros have tumbled recently, 
suggesting growing scepticism among inves- 
tors. The long-run average returns from in- 
vesting in 1Pos, apart from in the initial allo- 
cation of shares, have lagged the sap 500. 

If some of the increase in venture capital 
stems from investors regarding it as less risky 
than they once did, rather than from an ir- 











Risks and returns _ 
Annual % returns, by quartile* 
Ñ Bottom quartile © Median- 








fey o 
US fixed income | 
US equity 


US small campany 
shares 


International equity 














Property | 
Leveraged buyouts ben 
Venture capital ; | : 
o Fund “average for ten years to end-t 997 





rational bubble, the risk premium that in- 
vestors earn on average from venture capital 
should fall. In the past. this risk premium has 
been around 500 basis points over the return 
on publicly-traded equities. A lower risk pre- 
mium would partly account for the higher 
prices paid for tras, and at all the earlier 
stages of venture financing. It would alsoim- 
ply lower average returns in future from in- 
vesting in venture capital. 

Average returns are anyway a mislead- 
ing guide to the performance of venture capi- 
tal. According to David Swensen, who runs 
Yale University’s Endowment Fund, the di- 
vergence in performance of professional in- 
vestors is already greater in venture capital 
than in any other asset class. Over the past 
ten years, the annual average returns of the 
top quartile of venture capitalists exceeded 
the returns of the third quartile by 21 percent- 
age points. This compares with a gap of only 
2.5 points between the top and third quar- 
tiles of equity investors (see chart 3). Current 
trends in venture capital increasingly favour 
the firms with the best track records over the 
rest. So the divergence in performance may 
widen, says Mr Swensen. 

The opportunities for venture capital 
may be greater than they were. The industry 
may even be getting more efficient, though 
there is little hard evidence of this. There is 
scope for more innovation. So the industry’s 
long-term prospects should be good. 

But the short term looks trickier. The ven- 
ture-capital industry may have repeated 
some of the mistakes of the 1980s 
growth surge. Partly thanks to its 
growing institutionalisation, it has 
become less cautious about valua- 
tions and has financed too many 
competing companies with du- 
bious business plans. In many 
ways, it has paid too much atten- 
tion to merely providing capital, 
and toolittle tothe other side of the 
business: helping risky ventures to 
succeed. Investors in the best 
funds may have little to worry 
about. But for the rest of this year’s 
record crop..of investors, 2000 
could be a year in which some- 
thing venturedis nothing gained. 
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Europe's biggest bond market surges ahead 
Total Pfandbriefe outstanding surpass € 1.1 trillion 
Jumbo Pfandbriefe outstanding soar to € 330 billion 
New initiatives to enhance liquidity 


Mortgage banks post another strong year 
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Jumbo Pfandbriefe continue to boost liquidity 


Pfandbrief market 
strengthening its top 
position in Europe 


Since its launch in 1995, the Jumbo Pfandbrief has posted 
uninterrupted growth. By the end of April 2000, the out- 
standing volume in the Jumbo Pfandbrief sector had 
reached € 330 billion, about 30% of the entire German Pfand- 
brief market - Europe’s biggest bond market. This means 
that Jumbos alone continue to strengthen their position as 
the fourth-largest market segment in Europe, after Italian, 
German and French government bonds, and the largest indi- 
vidual non-government fixed- income instrument. 





In recent years, Germany’s mortgage banks have been com- 
mitted to broadening the international appeal of the Pfand- 
brief principally by enhancing liquidity in the instrument, 
which was the main driving force behind the launch of the 
Jumbo market in 1995. Size has clearly been one important 
barometer of liquidity in the sector, with the guidelines dic- 
tating the criteria for Jumbo deals stipulating a minimum | 
size of €500 million (formerly DM 1 billion), although most 
mortgage banks have issued benchmark transactions com- 
fortably exceeding this minimum. Individual bonds of up to 
€5 billion have been successfully targeted at institutional 
investors attracted by the combination of liquidity, security 
and yield pick-up offered by Jumbo Pfandbriefe over gov- 
ernment paper. 





Aside from basic size, however, a range of other measures 
have contributed to the enhanced liquidity of the Pfand- 
brief and hence to growing its international popularity. These 
have included the commitment of domestic as well as inter- 
national banks to making continuous markets in the Jumbo 
bonds, as well as the devel- 
opment of a flourishing repo 
market for Jumbo Pfand- 
briefe. One result of these 
initiatives was that in 1999, 
an estimated 40% of Jumbos 
sold went to buyers outside 
Germany. 





In the first quarter of 2000, 
the issuers’ main focus was 
once again on enhancing 
liquidity. In the first few 
months of the year the 
preference among the 
mortgage banks that were 
most active in the new 






Growth of the Jumbo Pfandbrief Market 





existing issues rather than to launch new, large benchmark 
bonds. Their motivation was at least two-fold. 


First, in common with frequent issuers throughout the 
Euroland bond market, the mortgage banks have recog- 
nized that investors are increasingly ranking liquidity above 
other considerations. 


Second and probably most important, Pfandbrief issuers 
have been eager to ensure that their bonds qualify for trad- 
ing on the new EuroCreditMTS platform scheduled for 
launch in May. This new system will encourage even higher 
liquidity by providing investors with lower bid-offer 
spreads and by dictating that each Jumbo bond traded on 
the system must be supported by at least five market-makers, 
compared with three at present. For bonds to be included 
in the system, however, they will need to have a minimum 
size of €3 billion. With several Pfandbrief issuers now adding 
to existing deals in order to reach this threshold, it is pro- 
jected that the average size of each Jumbo issue will rise sub- 
stantially by the end of this year compared to € 1.1 billion at 
the end of 1999. 


Strong Growth Expected in 2000 


Although the first few months of 2000 saw a concentration 
of add-ons, new issuance of larger-sized benchmarks started 
to gather pace in March and April, especially in the 10-year 
maturity. An important development of the Pfandbrief mar- 
ket was the issue of the first global Jumbo incorporating an 
e-bookbuilding feature. 


Although new issuance conditions for all triple-A borrowers 
were challenging in the first quarter of 2000, with swap 
spreads in the US and Euroland rising sharply, gross 
issuance volume of Jumbo Pfandbriefe is expected to pick 
up speed in the second half of 2000. This is happening at the 
same time that existing Jumbo issues are now starting to 
reach maturity in meaningful volumes. Redemptions in the 
market that will need to be refinanced are projected to 
reach € 25 billion this year, rising to € 36 billion in 2001 and 
€37 billion in 2002. This is a reflection of the many five-year 
Jumbo transactions launched so successfully in 1996 and 
1997 as the popularity of the new liquid instrument started 
to gather momentum following its launch in 1995. 


The outstanding volume 
of Jumbo Pfandbriefe is 
expected to increase in 
the second half of 2000 to 
reach €3860-370 billion. 
Starting with EMU, 
Pfandbrief issuers have 
increasingly placed their 
bonds outside Germany, 
the lion’s share of this 
demand has been gener- 
ated among institutions 
based in Euroland who 
are no longer taking on 
currency exposure risk. 
Some issuers have placed 
50% and more of individ- 
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ual issues outside Germany, the vast majority of which was 
accounted for by European investors. 


Germany’s mortgage banks have in recent months continued 
to conduct extensive roadshows in Asia and in the US pre- 
paring for a long overdue firming of the euro. It is expected 
that Pfandbrief issuers’ preparedness to pay close attention 
to investors outside the euro-area even during lean times 
will yield rewards in the future. Cash-rich Japanese life 
insurance companies, for example, are expected to look with 
increasing favor towards the potential of Euroland, given 
the recent strength of the yen versus the euro. 


With agencies such as Fannie Mae recently paying as much 
as 100 bp over Treasuries in the US dollar market, demand 
from the US may be more difficult for European issuers to 
harness over the short term. However, the Pfandbrief mar- 
ket would be among the first bene- 
ficiaries of an improvement in sen- 
timent among US investors 
towards euro-denominated securi- 
ties. This is principally because of 
the weight of the Jumbo Pfandbrief 
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Although Pfandbriefe have been and 
will remain in the future the most im- 
portant funding instrument, it is widely © 
expected that Germany’s mortgage 
banks -in keeping with their univer- | 
sal banking counterparts ~ will make’ 
increasing use of the mortgage-backe 
securitization market over the comin 
years. Among German banks, securitiz- 
ation of residential and commercial pro-: 
perty, as well as a range of other assets, 
has become an increasingly popular 
means of (1) making more efficient use 
of regulatory capital, (2) improving 
return on equity (ROE) levels and (3) 
reaching out to a broader investor base 


The most striking recent example ofa 
German mortgage bank turning to the securitization mar- 
ket for these reasons came in March, when RHEINHYP 
Rheinische Hypothekenbank launched its highly innovative. 
“Europa One” € 1.345 billion deal backed by commercial 
mortgages in five different European jurisdictions. It is 
essential, however, that investors understand that there are 
a number of very important differences between Pfandbriefe. 
and mortgage-backed securitization structures as 
summarized in the table below. 


The Development of Pfandbrief-Like Products 
Elsewhere in Europe 


One of the most striking developments in the European 
capital market over the last 12 months has been the energy 
with which a number of EU countries have promoted the 





Comparison of Pfandbriefe and MBS 


MBS 


_Generally off-balance sheet 
~ Collateral cashflow 








within several of the most widely 
tracked European bond and espe- 
cially credit indices. For any inter- 
national fund manager adopting a 
passive policy towards fixed-in- 
come investment in Euroland, the 
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Pfandbrief is an instrument which 
cannot possibly be overlooked. 
For example, in December 1999, 





254 Jumbo Pfandbriefe accounted for oe 








“Dependent on quality and 
overcollateralization of underlying 
assets and/or quality of guarantor 








39.5% of the widely-followed 
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development of their own markets for 
Pfandbrief-like products. France (with its 
Obligations Fonciéres), Spain (Cédulas 
Hipotecarias) and Luxembourg (Lettres de 
Gage) have been at the forefront of this 
process. Finland has recently drawn up leg- 
islation allowing for the issuance of bonds 
modelled on the Pfandbrief, and Ireland and 
Belgium are both studying the possibility 
of following suit. 


The development of Pfandbrief-like mar- 
kets elsewhere in Europe is in principle 
welcomed by the German mortgage banks. 
This is because the promotion of the prod- 
uct by other issuers can only help, over the 
long term, to enhance its reputation globally 
and to contribute to the process of in- 
vestor education about the structure of the 
market. By extension, the broadening of a 
market for Pfandbrief-like products else- 
where in Europe would support the cre- 
dentials of the instrument as an asset class 


The mortgage b 


work in 1999 


Another solid year 
in lending and issuing 
activity 


In 1999, the member institutions of the 
Association of German Mortgage Banks 
again recorded solid levels in lending and 
Pfandbrief issuance. Total new loan com- 
mitments advanced by 3.6% to € 198 billion. 
Of this amount, loans to the public sector 
increased by 6.1% to €143 billion. Mortgage 
lending, however, dipped slightly by 2.1% to 
€55.3 billion in a phase of rising interest 
rates. In other European markets, the mort- 
gage banks continued to bolster their lend- 
ing volume, making new commitments of 
€ 33.6 billion compared to €8.8 billion the 
year before. 
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that has a sufficient combination of liquidity 
and credit quality to emerge as Europe’s 
equivalent to the US Agency market. 


Today, although the regulations governing 
issuance of French Obligations Fonciéres 
and Luxembourg’s Lettres de Gage are 
closely modelled on the German precedent 
that has served the Pfandbrief market so 
well for 100 years, there are a number of 
important differences between these legal 
structures, To add to the superior strength 
of the Pfandbrief in terms of size and li- 
quidity, moves are under way to broaden the 
seope of German mortgage banks’ lending 
operations for Pfandbrief cover pools beyond 
EU member states to certain countries with 
top ratings, namely the US, Canada and 
Japan. This would expand the cover pools 
for Pfandbrief issuers and act as another 
critical landmark in the successful evolution 
of a pan-European market for the Pfand- 
brief and Pfandbrief-like instruments. 







The market for Public and Mortgage Pfand- 
briefe reached a volume of € 624.1 billion. Of 
this total, Public Pfandbriefe issued rose by 
19.4% to € 441.6 billion and Mortgage Pfand- 
briefe advanced to € 182.5 billion, up by 4%. 
By end-1999, all German Pfandbrief issuers 
had Pfandbriefe outstanding of €1.1 trillion. 
The mortgage banks accounted for around 
60% of this market. 


Jumbo Pfandbriefe outstanding at the end 
of the year surged to € 300 billion compared 
to €205 billion a year earlier. About four- 
fifths of this total were issued by the pri- 
vate mortgage banks. 


In 2000, the mortgage banks are set to con- 
tinue expansion of their lending activities 
outside Germany and to further strengthen 
the Pfandbrief’s leading position in the 
European fixed-income market. 

























Association of 
German Mortgage 
Banks 


HypoVereinsbank AG, Munchen 


Deutsche Hyp, Frankfurt and 
Hamburg 





Eurohypo Aktiengesellschatt, 
Frankfurt and Lübeck 


RHEINHYP, Frankfurt 
Hypothekenbank in Essen AG, Essen 


Deutsche Genossenschafts- 
Hypothekenbank AG, Hamburg 


Allgemeine Hypothekenbank AG, 
Frankfurt 


Berlin-Hannoversche Hypotheken- 
bank AG, Berlin and Hannover 


WESTHYP, Dortmund 
Bayerische Handelsbank AG, Munchen 


Wirttemberger Hypo, Stuttgart 





Rheinboden Hypothekenbank AG, 
Köln 


Dexia Hypothekenbank Berlin AG, 
Berlin 


Süddeutsche Bodencreditbank AG, 
Müncher 





Münchener Hypothekenbank eG, 
München 


Deutsche Hypothekenbank (Act.-Ges.}, 
Hannover | 


Nürnberger Hypothekenbank AG, 
Nürnberg | 
BfG Hypothekenbank AG, Frankfurt 


Schleswig-Holsteinische Landschaft 
Hypothekenbank AG, Kiel 


Wüstenrot Hypothekenbank 
Aktiengesellscheft, Ludwigsburg 


WL-Bank, Minster 





Düsseldorfer Hypothekenbank AG, 
Düsseldorf 


M.M. Warburg & CO Hypotheken- 
bank AG, Hamburg 


HKB Hypotheken- und Kommunal- 
kredit-Bank AG, Hallbergmoos 


Guest member: 

Deutsche Schiffsbank AG, Bremen 
For further information about 

the Pfandbrief please cantact: 
Association of German Mortgage 
Banks (VDH), Bonn, Germany 

Fax (449-228) 9 59 02 44 

eMail: vdh@hypverband.de 
Attp:/iwww.ptandbrief.org 
Bloomberg: HYP<GO> 

Tokyo liaison office: 

Tel. (+81-3}) 5532 8057 

Fax (+81-3) 5532 8367 Py 
eMail: b.takee@pr-liaison.com 
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Only connect 


TOKYO 


The skies are darkening over Japan’s big bank mergers 


T SAYS much about the faith that the Japa- 

nese have in their many merging banks 
that, with the ink barely dry on the marriage 
invitations, gossips are already speculating 
about the first divorce. Things are not going 
well, itis whispered, at Mitsui and Chuo, two 
weak trust banks that are clinging to each 
other in a desperate embrace; or at Mizuho, 
the name hatched for the merger of Fuji, Dai- 
Ichi Kangyo Bank (pKs) and Industrial Bank 
of Japan (18}). These three enfeebled lenders 
now seem hopelessly lost in their labyrin- 
thine construction of what is meant to be the 
world’s largest bank. Most of Japan’s 
big bank marriages have fallen behind 
their already slow schedule. There are 
even fears that some may never be 
consummated. 

It has not all been doom and 
gloom. There were gasps in Tokyo fi- 
nancial circles when Sumitomo and 
Sakura announced last month that 
they were speeding up their merger. 
The plan is now to finish the job by 
April 2001, a year ahead of the original 
target date set last October. Another 
pleasant surprise is that Sumitomo 
and Sakura have settled on a single 
boss for their new bank, which will be 
known as Sumitomo Mitsui. The top- 
heavy Mizuho plans to have three 
chief executives, two chairmen and 
one president. Sumitomo Mitsui also 
plans a more modern board, with 
“just” 30 directors, including outsiders. 
The merger of Tokyo and Mitsubishi in 
1996 created a board of 67. The new 

- bank struggled to find a room big 
enough for board meetings. 

Sumitomo and Sakura also plan a 
proper merger. That cannot be said for 
Sanwa Bank, whose announced marriage in 
March to Tokai and Asahi, two big regional 
banks, seems to promise almost nothing. 
When Kaneo Muromachi, Sanwa’s presi- 
dent, met analysts after the announcement, 
a representative of Nomura Asset Manage- 
ment, a big Japanese fund manager, asked 
him about his vision for the new bank. 
Nothing had been decided yet, replied Mr 

.. Muromachi, . adding, somewhat disarm- 
ingly, that management might seek to create 
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three separate, specialist regional lenders. 
Bank of Tokyo-Mitsubishi’s merger with 
Mitsubishi Trust also seems to lack focus. 
Briefing journalists after the news last 
month, Akio Utsumi, Mitsubishi Trust’s 
president, confessed that what really 
warmed him to the “alliance” was that his 
bank would keep its independence. Such at- 
titudes hark back to previous bank “merg- 
ers”, such as that between Dai-Ichi Bank and 
Nihon Kangyo Bank in 1971. Under the 
merged bank's “dual management struc- 
ture”, pKB famously maintained two sepa- 





rate personnel departments for more than 20 
years: one for Dai-Ichi staff and one for Ni- 
hon Kangyo staff. 

One reason why Sumitomo and Sakura 
are pulling ahead of the pack is that the hard- 
nosed Sumitomo is in the driving seat. But 
that has not kept a lid on in-fighting. Sumi- 
tomo’s bold retail strategy, fronted by Tatsuo 
Kubota, who comes from America’s Citi- 
bank, is taking flak from staider counter- 
parts at Sakura, for instance. But this seems 
mild compared with the feuding at Mizuho, 







where as many as 100 ¢ 
to reach aconsensuson 
fee machines to accounti ig 





















create Mizuho claim that their j iy 
easier because, with three parties inv 
and not two, there is no chance of 
vote. Yet much effort is still being devo 
balancing interests. Each of the committees 
has exactly the same number of staff from 
each bank, and each is headed by a perfectly. 
balanced troika. With little leadership from 
the top, strife is spreading below. Bankers at 
iy, who think of themselves.as an elite even 
among Japan's elite bankers, are especially 
fed up. Much of the best talent has been 
draining away. 


Systemic risk 
Itisnot only the sheer size of these banks that < 
maxes the task of managing their mergers es- 
pecially hard. Creating four of the world’s 
five biggest banks (ranked by assets) has 

quickly become a horribly difficult 
technical job, too. 

Their ‘systems. departments. are 
mainly. to-blame. Good computer syss 
tems areamainsourceotabank’scom- 
petitive strength, so doing a decent job 
of combining systems is crucial. In 
America; says John Karr of Emst & 
Young, a consultancy, banks often take 
6-12 months to integrate their systems. 
Japan's banks:plan to take-up to three 
years. Mr Karr thinks they will miss 
even these deadlines. 

Why? Purchases of information 
technology at American banks are- 
largely shaped by the people who useit: 
the investment bankers who trade 
shares on screens, for example, or the 
retail marketing men who “mine” cus- 
tomer data. At Japanese banks, these 
decisions.are made by powerful rr de- 
partments, These intricate bureaucra- 
cies make even the simplest decision 
seem arduous. 

Take, for example, the récent caseof 
two banks trying to choose an internal 
accounting system that could produce 
consolidated accounts, a new requirement 
in Japan for the fiscal year just ended. Hav- 
ing taken several months to decide whether 
they already had such a system (they did 
not), the banks took several more debating 
whether to build or buy one (they built). 
When they failed to agree who should do the 
building, they brought in consultants, who 
quickly became part of the political ping- 
pong game. This decision should have taken 
no more than a couple of days. 

Sluggish decision-making is not the only 
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problem with banks’ 1r departments. Ameri- 
can banks outsource their rr or buy cheap, 
off-the-shelf packages, so the software is 
usually standard. Japanese banks do their 
own, bespoke programming in-house. 
American banks are overwhelmingly inter- 
ested in getting their hands on the right soft- 
ware. For Japanese rr departments, deciding 
about hardware comes first, with each bank 
tied through ancient relationships toa single 
manufacturer: pKs to Fujitsu, 187 to Hitachi, 
and so on. And whereas systems at Ameri- 
can banks are “open”, which means that bits 
can easily be unscrewed or bolted on, Japa- 
nese systems tend to be closed. 

The cost of such defects is high. A single 
rr system where there were two before ought 
to do the same job for half the cost. That 
would free up money for investments in the 
sorts of retail-banking systems that the 
banks desperately need if they are to com- 
pete internationally. Big Japanese banks 
spend about $500m a year on systems, 
whereas big American banks spend $2 bil- 
lion or more. The main difference lies in their 
retail-system budgets. Yet with mergers forc- 
ing the banks to pump most rT spending into 
integrating systems, they will have even less 
to spend on new kit. That leaves them espe- 
cially vulnerable to growing competition 
from retailers, manufacturers, consumer- 
loan companies, convenience stores, stock- 
brokers and foreign banks, who all want to 
get into retail banking. 

With mergers promising so little, it 
should perhaps come as no surprise that 
shareholders have become distinctly luke- 
warm to the banks of late (see chart). Of 
course, there are other reasons, too. For all 
their newish talk of shareholder value and 








focusing on profitable activities, not one of 
Japan's merging banks has announced that 
it will quit a single business. Nor have any of 
the new groups adopted a target for retum 
onequity. 

And merging does little to solve banks’ 
biggest underlying problem: masses of loans 
to big companies that earn derisory returns, 
at best. Although the big banks returned to 







profit this year, much of that was down to 
gains in their large equity holdings. If Japan's 
stockmarket continues to perform as dis- 
mally as it has done recently, those are likely 
to evaporate. Worse still for the banks, many 
Japanese companies are heavily indebted 
after their borrowing binge of several years 
ago. At the moment interest rates are so low 
that interest costs are negligible. But when in- 
terest rates rise, as at some stage they must, so 
too will bankruptcies. 

If merging offers little chance of improv- 
ing banks’ profitability, why bother to do it? 
Self-interest is the most plausible motive. 
“The banks have been putting themselves 
beyond the possibility of failure, takeover or 
nationalisation,” says Brian Waterhouse of 
HSBC, a British bank. If only for this reason, 
talk of divorce could be premature. 





| War of the worlds 
| 


A THE trade imbalance between the 
two blocks widens, the most serious 
trade war of all time is surely looming. 
| America and Japan? No, their trade gap is 
| modest compared with this. According to 
| official statistics, the whole world is now 
| running a massive current-account defi- 
| cit. It appears that we are importing much 
more from Mars than we export to it. 

In theory, individual countries’ cur- 
rent-account deficits and surpluses 
should cancel each other out. But because 
of statistical errors and omissions they 
never do. Figures from J.P. Morgan show 
that the world is expected to run an over- 
all current-account deficit this year of 
$245 billion, equivalent to 3% of world ex- 
ports of goods and services—and that the 
gap is widening. In 1997, the world had a 
small current-account surplus. 

The reason for the increasing global 
deficit is, by definition, unknown. A simi- 
lar problem emerged in the early 1980s 
when the world also had a large current- 
account deficit with itself. Then the pro- 
blem mainly involved investment in- 
come: countries were more scrupulous 
about recording payments than receipts, 
so as interest rates rose sharply the gap 
swelled. Today, however, the problem 
seems to relate mainly to merchandise 
trade. Since 1997 global imports have been 
growing much faster than exports. 

Philip Suttle, an economist at J.P. Mor- 
gan, suggests three possible causes. The 
first, ironically, is freer trade. With less red 
tape it has become harder for govern- 
ments to measure trade accurately. A sec- 
ond reason is the surge in sales over the In- 
ternet, which official number-crunchers 
find hard to track. A third could be greater 
uncertainty about exchange rates since 

















| 
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| 
| 
the 1997 Asian crisis. At such times in the | 
past, exporters have understated export | 
revenues as a way of exporting capital il- 
licitly. The snag with this theory is that to- | 
day there are fewer exchange controls that | 
exporters need to dodge. 

Does the world’s black hole matter? It | 
might. Since 1997 the increase in the global | 
discrepancy almost matches the increase | 
in America’s current-account deficit (see | 
chart). In theory, it is possible that the | 
alarming jump in America’s deficit is an il- 
lusion caused by mismeasurement of its 
exports. Sadly, that seems unlikely. Amer- 
ica’s Department of Commerce has put | 
much effort in recent years into improv- | 
ing the quality of its trade numbers. It is | 
more likely, suggests Mr Suttle, that the er- | 
rorsliein theemergingeconomies:thecur- | 
rent-account deficits of Latin America or 
Eastern Europe may be smaller than re- 
ported, or Asia’s surplus may be bigger. 

Our preferred explanation, however, | 
is that the Martians have been dumping 
cheap exports in world markets. And 
come to think of it, some of those “green” 
protesters in Seattle last year did seem 
rather other-worldly. | 
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Stockmarket mergers 


Signed but not 
sealed 


FRANKFURT AND LONDON 


HEN they unveiled their merger on 

May 3rd, the London and Frankfurt 
stock exchanges were at pains to stress that 
they had done their homework. The docu- 
ments ran to 100 pages and most interested 
parties were on board. There would be no re- 
peat of the farcical collapse of the merger be- 
tween Germany’s Dresdner Bank and Deut- 
sche Bank, whose chairman, Rolf Breuer, 
also happens to chair the Deutsche Börse. 

Not so fast. In the weeks since the deal 
was struck, it has begun to look wobbly. Nu- 
merically, the merger may be one of equals, 
but each side has begun to suspect that the 
other has won the better terms. In Frankfurt, 
there has been much angst over the decision 
to put the headquarters of the new exchange, 
dubbed iX, in London. Meanwhile, there is 
anger in London that iX will use Frankfurt’s 
Xetra trading system. The economics minis- 
ter of the German state of Hesse, which regu- 
lates the Frankfurt market, has even threat- 
ened to block the deal, though he has now 
backed off. Investment banks worry that the 
merger was signed before several key issues 
had been resolved. In that respect, it now 
seems just like the Deutsche/Dresdner deal. 

The merger passed a crucial test on May 
23rd, when the Frankfurt exchange’s super- 
visory board voted it through almost unani- 
mously. Members who had pushed to delay 
voting were persuaded otherwise by Werner 
Seifert, the exchange’s chief executive, who 
gave firm assurances that iX’s market for 
technology stocks would be based in, and 
managed from, Frankfurt. But the merger 
still faces an uphill struggle—and it may yet 
failin London. 

Many London stockbrokers, especially 
small ones, are unhappy at having to ditch 
sets, an electronic order-driven trading sys- 
tem that was introduced at great expense 
less than three years ago. The small brokers 
matter, because they have a higher share of 
votes than of trading volume, thanks to the 
recently shed mutual status of the London 
Stock Exchange (tse). Some brokers are 
miffed that the £100m ($150m) that they were 
to share from the exchange’s demutualisa- 
tion later this year may now instead be spent 
on the switch to Xetra. And many are also 
concerned that the hundreds of small and 
mid-sized companies that fall between the 
blue-chip and technology stocks that are the 
merger’s focus will be neglected. 

Big investment banks, who might have 
been expected to be the merger’s biggest 
boosters, harbour reservations too. Their 
real desire is a consolidation of back-office 
operations, such as clearing and settlement, 
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Breuer and Seifert in happier times 


which account for the bulk of trading costs. 
Yet so far, there is little prospect of that—in- 
deed, the Germans had to leave their clear- 
ing operation out of the deal, so that both ex- 
changes would have a 50% share. 

Big banks are also angry at the agree- 
ment’s lack of detail on costs and on regula- 


Deutsche 
Borse 















tion. “They have said more about what iX 
should not be than whatit should be,” grum- 
bles the equities chief of an American bank. 
Others worry that a compromise may have 
led to an unworkable carve-up: while the 
tech-stock market will be located in Frank- 
furt, its marketing folk and its joint venture 





Could B2B B4U? 


$ THE share prices of dot.com firms 
collapse and once-bright prospects 
run out of cash, it is tempting to conclude 
that the economic benefits of the Internet 
must have been hugely exaggerated. They 
probably have been. Yet the biggest im- 
pact of the Internet was never likely to 
come from companies such as boo.com, 
an online sports retailer that was recently 
forced to put up its virtual shutters for the 
last time. A more plausible driver of pro- 
ductivity gains is business-to-business 
(B2B) e-commerce, through which the 
new economy promises to help lift the 
productivity of the old. 

So far B2B e-commerce has mainly in- 
volved big firms setting up online ex- 
changes to buy industrial inputs, such as 
| steel, chemicals or car components. Yet 
some of the biggest potential gains from 
B2B may lie in smaller firms’ purchases of 
so-called indirect inputs, such as tele- 
phone charges, office furniture or electric- 
ity. Although small individually, together 
they account for 30-60% of firms’ total 
non-labour costs. And they are usually 
bought inefficiently and expensively. 

That is mostly because small firms 
lack buying clout; and rooting around for 
the best deal is time-consuming and ex- 
pensive. By pooling the buying power of 
small businesses, online intermediaries 
can negotiate discounts. And by making 
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the procurement process more efficient, 
they can also cut processing costs. In other 
words, smaller firms can enjoy some of 
the economies of scale of big ones. 

Anew study by London Economics, a 
consultancy, commissioned by Group- 
Trade, a British Internet firm that negoti- 
ates bulk discounts on office equipment 
and other supplies for smaller businesses, 
tries to quantify how much online pro- 
curement of indirect inputs could cut 
costs and increase productivity. 

It concludes that bulk buying by an 
online intermediary might lop 10-20% off 
the cost of indirect inputs. But the study 
also reckons that this accounts for less 
than one-third of the total cost savings 
that small firms could reap. As much as 
70% of total savings come about because 
placing and processing orders online is 
much quicker and cheaper. Whereas the 
first kind of saving is mainly due toa shift 
in income from suppliers to buyers, this 
second form of saving represents a perma- 
nent gain in productivity. 

The study estimates that if all small 
and medium-sized firms in Britain used 
the Internet to buy indirect inputs, it could 
save them up to £24 billion ($36 billion) a 
year. The overall boost to productivity 
would be equivalent to 2% of cpp. And 
presumably the benefits to GroupTrade 
would not be insubstantial either. 
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with America’s Nasdaq stockmarket will sit 
in London. 

Even as London and Frankfurt flesh out 
details, the competition is moving. This 
week, Tradepoint, a British-based electronic 
stockmarket, started talking with the Swiss 
stock exchange about a new market for 
European blue-chip shares. The deal has 
raised eyebrows in Frankfurt, which was 
supposed to be close to the Swiss: the two 
jointly run Eurex, the world’s largest deriva- 
tives exchange. Swiss bankers clearly remain 
unconvinced that the Anglo-German 
merger will fly. 

Tradepoint, which is controlled by a 
group of big investment banks, has not done 
much so far. It accounts for less than 1% of 
trading on the tse, but that could change. It 
has put in place a central counterparty, an 
idea that iX also wants, but the details of 
which it has not yet agreed. In July, Trade- 
point also plans to integrate trading and set- 
tlement, to introduce new, more efficient 
software that boosts trading, and to start 
quoting blue chips from all over Europe. 

As things stand, the London exchange is 
far from certain to get the 75% support from 
its members that it needs for the merger. The 
question is whether Don Cruickshank, its 
new chairman, can change enough minds 
before members vote in September. He has 
already had to withdraw the initial aim that 
all shares should be traded in euros, after a 
public outcry. tse shareholders have been 
demanding clarity on everything from cor- 
porate governance to clearing and settle- 
ment, over which it has nodirect control. 

One senior banker suggests that, with 
some differences between London and 
Frankfurt still “irreconcilable”, the two sides 
should step back into a looser co-operation 
to rebuild trust among users. Having got this 
far, however, the exchanges would prefer all 
or nothing. Mr Seifert fears that a return to 
go-slow would see Frankfurt overtaken by 
new rivals such as Tradepoint, Jiway, a 
Swedish-American venture, or Euronext, an 
alliance of the French, Belgian and Dutch 
stock exchanges. Moreover, loose alliances 
rarely work well: witness the snail-like pro- 
gress of the two-year-old alliance between 
eight European stock exchanges. 

Were the merger to fall apart, both sides 
would be hugely embarrassed. Few doubt, 
though, that Frankfurt would be better 
placed to pick up the pieces. It has decent 
technology, good links to other markets, 
strong derivatives and clearing businesses, a 
dynamic tech market and clear plans 
(shelved when the London deal material- 
ised) to float its own shares and chase listings 
from European blue chips. The London ex- 
change is bigger but also more isolated, with 
no derivatives arm.and only a small high- 
tech market. its members may not be thrilled 
by the deal with Frankfurt, but they will find 
any alternative evenless palatable. 
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online braking 
Fizz, pop 


NEW YORK 


ISASTER, for an Internet broker, is not 

when the market goes down; it is when 
the wires stop pulsing. In the current slow 
slump in share prices, that is just what has 
happened. As if a switch had been thrown, 
the buzz has gone from online trading. 

The result has been that the tech bubble 
is deflating not with a bang and a panic sell- 
off, as had been feared, but with a whimper. 
Since its peak on March ioth, Nasdaq, home 
to all that is best, brightest and outrageously 
overvalued in America, has fallen more or 
less steadily. By May 24th it was down more 
than 35% from its high. Yet despite huge falls 
in what were, until March, many of the hot- 
teststocks, there have been no mass redemp- 
tions nor outright dumping of portfolios, 
both of which occurred when the last sus- 
tained bull marke: ended in the early 1970s. 
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Today’s investors have simply taken a 
breather from staring at their favourite fi- 
nancial network, cnsc, and clicked off their 
discount broker. 

The result is that trading on America’s 
stock exchanges is down by around 30% this 
month, compared with lastmonth. But trad- 











Chase’s beacon of hope | 
| 
NEW YORK | 
N THESE days of mega-mergers, Chase mergers and acquisitions (maa) during | 
Manhattan's purchaseof Beacon Group _ the takeover-obsessed 1980s. He wasatthe | 
for an estimated $500m might appear tri- heart of every big deal, from Philip Mor- 
fling. Actually, the deal, announced on ris’s purchase of General Foods to the | 
May 24th, could propel Chase, after years most famousleveraged buy-out, the battle | 
of unsuccessfid striving, up towards the for gyr Nabisco, without getting hisname | 
bulge bracket of big investment banks splashed in the papers alongside other 
that increasingly dominate the industry. Masters of the Universe (though he has an 
| Beaconitself may notbe all thatexciting;it impressive index entry in one defining | 
is an investment-banking boutique with 1980s text, “Barbarians at the Gate”). He 
| 14 partners and 100 or so other staff. But plans a similarly low profile approach in | 
| what Chase is buying is Beacon’s boss, his new job: “I don’t want to read about | 
| Geoffrey Boisi, whose slice of the pur- my name. I want to read my client’s name, 
| chase price may be the largest signing bo- and Chase’s name,” he says. How strange. | 
| nus in Wall Street history. Chase was frustrated in its desire to 
| Mr Boisi will now head Chase’s in- buy Mr Boisi’s old firm, Goldman Sachs, a 
| vestment-banking arm, replacing Jimmy deal that is rumoured to have foundered 
| Lee, who only last month starred on the on Mr Lee’s role. None of America’s big | 
l cover of Forbesas“thenew poweron Wall commercial banks has succeeded in | 
Street”. Apparently, Mr Lee now wants to building an equity-underwriting and | 
‘achieve a “better work-life balance” by maa business on a par with Goldman, 
concentrating on relationships with big Morgan Stanley Dean Witter, or Merrill 
clients and spending more time with his Lynch, which Chase has also courted 
family.Cynicssuspect thatthe Forbesarti- (along with most other investment banks, | 
| cle proved toomuch for Mr Lee’s boss, Bill it seems). l 
Harrison. It may not take very long before Instead, the bank has done a fine job, | 
| the new power will find a new Wall Street thanks largely to Mr Lee, in becoming the | 
home. dominant player in the corporate-debt | 
If you have not heard of Mr Boisi,that market. It has edged into the equity busi- 
| is the point. He was the youngest ever ness by hiring star bankers and buying up 
| partner at Goldman Sachs, and later one small investment banks, such as Ham- | 
| of the first senior partners to quit afterlos- brecht & Quist and Robert Fleming. But 
| ing a power struggle with Robert Rubin— MrLee wasnever going toturn Chase into | 
| ironically, to spend time with his family. a Goldman Sachs. Mr Boisi, with his deal- | 
| Atthatimmensely quiet immenselypow- makingexpertiseandquiet efficiency, just |. 
| erful investment bank he wasinchargeof might. And ifnot,hecouldjustsell Chase. | 
ores ih 
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ing in Internet-related companies, says Jim 
Marks, of Credit Suisse First Boston, which 
has created an index to track trading vol- 
umes in 400 such companies, has “fallen off 
a cliff” (see chart on previous page). Online 
brokers, which were the main beneficiaries 
of the high-tech bubble, have suffered badly. 
 Whata turnaround. In the first quarter of 

this year, accounts at online brokers surged 
by 40%, thanks to the bull market, cheap 
trading, and some of the largest marketing 
campaigns in America. E*Trade spent $175m 
in advertising in this period, and Ameritrade 
over $50m-—more than a third of their reve- 
nues. Oddly, without rising share prices, 
their advertisements seem to have lost their 
power to pull in the punters. 

The flood of money into equities has 
slowed to a trickle. Compared with March, 
new money invested in equity mutual 
funds fell by half last month, to $6 billion a 
week, according to AMG Data Services, a fi- 
nancial-information company. Weekly 
flows into technology funds have declined 
from $3 billion to $600m. The amazing thing 
is that it continues at all. The hugely popular 
otc & Emerging Growth Fund, run by Put- 
nam, a big fund-management firm, has lost 
55% of its value in 12 weeks; and yet new 
money continues to be invested in it, albeit 
at the rate of $50m a week, instead of some 
$200m. 

Second-quarter results for e-brokers are 
likely to be awful. Trading fees, their main 
source of revenue, will be sharply down. But 
the greatest pain will come from the recent 
fall in margin debt (until recently, the main 
source of revenue growth for e-brokers), ei- 
ther because customer positions have been 
forcibly liquidated to cover losses, or be- 
cause whisps of prudence are in the air. 

Not surprisingly, their share prices have 
suffered even more than the overall market. 
Wit Capital (part-owned by Goldman 
Sachs) has fallen from $38 to $8; pty Direct 
has sunk from $45 to $9. Nor have big ad- 
vertising budgets offered much protection. 
Shares in E*Trade have fallen from $54 to $15, 
and those in Ameritrade from $50 to $12. 

Last year, the market capitalisation of 
Charles Schwab surpassed that of Merrill 
Lynch, an event that was interpreted asa sign 


that a new order had risen on Wall Street. In . 


March, just before Nasdaq began tocrumble, 
Merrill’s market capitalisation peaked at $44 
billion and Charles Schwab's at $57 billion. 
The recent tumult has singed Merrill (now 
valued at $38 billion) but scorched Schwab 
(value: $35 billion). 

Many suspect that demand has dried up 
not only for shares bought through Schwab's 
discount-broking arm but also for funds 
from its mutual-fund supermarket. One 
thing that traditional stockbrokers such as 
Merrill have always been good at is holding a 
client’s hand during tough times. Try doing 
that with a mouse. 
secant eth tee Rah Sel A ves els =” 
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German investment banking 


Down but not 
out 


FRANKFURT 


HEN the merger between Germany's 

Deutsche Bank and Dresdner Bank 
collapsed in ignominy last month, their am- 
bitions in investment banking took a clob- 
bering. This, after all, was the business in 
which they kad hoped to build a global 
powerhouse together. But you can’t keep a 
commercial bank with deep pockets down. 
With egg still fresh on their faces, both Deut- 
sche and Dresdner, as well as their cross- 
town rival Commerzbank, seem as deter- 
mined as ever to base their future on invest- 
ment banking. 

At Dresdner, Bernd Fahrholz, who re- 
placed Bernhard Walter as chairman after 
the merger fell through, has moved quickly 
to fill a strategic void. On May 19th, he set out 
his blueprint for an overhaul. Dresdner will 
shed branches.and cut its corporate lending. 
Dresdner Kleinwort Benson (px), the in- 
vestment bank that Deutsche had wanted to 
pull apart, will become the new centre of 
gravity. It will focus on investment banking 
and asset management in Europe, dropping 
any ambitions to conquer America (Mr 


Walter had toyed with buying a New York . 


investment bank). pkg, which makes more 
than half of Dresdner’s profit, has.also been 
given management autonomy: Tim Shack- 
lock, its top corporate financier, is expected 
totake a seat or: the Vorstand, or main board. 

Analysts welcome the sharper focus as 
an improvement on Mr Walter’s naive stra- 
tegic fumblings. So do Dresdner’s invest- 
ment bankers. After losing some of its best 
people during the merger chaos, pKB can 
now, asone insider puts it, “start nailing back 
the planks that were smashed off.” It has 
even started poaching again: this week, it 
nabbed a utilities team from Merrill Lynch. It 
also hired Connie Voldstad, a former top 
Merrill executive, as a strategic adviser. Mr 








FINANCE AND ECONOMICS © 





Voldstad should feel at home, say wags, as he 
is used to dealing with the lame: he repre- 
sented Merrill in-the rescue of Long-Term 
Capital Management, a hedge fund. 
Dresdner’s new niche strategy puts it in 
the company of Commerzbank, which has 
built organically around a modest equities 


business. Unlike Dresdner, however, Com- 


merzbank is mulling a transatlantic link. All 
eyes are on the 17% stake that Rebon, a priv- 
ate investment fund, has amasse: 
bank in recent months, and which itis’ 
to sell at a mark-up. Commerzbank 
hinted that it would be happy if as muc! 
20-30% of itself went to an American inve: 
ment bank, such as J.P. Morgan. The idea 
presumably, would be to trade access toGer- 
many’s Mittelstand firms, which increas- 
ingly. look to raise capital in markets, for in- 
vesrment-banking clout and technology. 

‘Unlike its Frankfurt rivals, Deutsche 
Bank is still striving fora place in investment 
banking’s “bulge bracket” of big American 
firms. This week, in a sign of its renewed 
determination, it emerged that Deutsche’s 
two top investrnent bankers, Edson Mitchell 
and Michael Philipp, will become the first 
Americans to join the hallowed Vorstand, 
probably in July. Their closest ally on the 
board, Josef Ackermann, is favourite to suc- 
ceed Rolf Breuer, the bank’s battle-worn 
chairman, who may bow out well before his 
contract expires in 2002. 

The Americans’ elevation. marks a shift 
in. the balance of power. Until recently, 
Deutsche’s investment bankers struggled to 
get themselves heard at board level. But as 
markets have boomed, their share of group 
profits has risen to over 60%, greatly increas- 
ing their clout.So much so, in fact, that their 
reluctance to integrate px played a key part 
in derailing the merger with Dresdner. 

Do Messrs Mitchell and Philipp deserve 
their promotions? Deutsche’s investment 
bank is doing well, and its integration of 
Bankers Trust, an American bank, has gone 
more smoothly than many feared. But its 
business mix is far from rounded. It relies 
heavily on low-margin, volatile, commodi- 
tised businesses such as bond trading or for- 
eign exchange. It is weaker 
in higher-margin brand 
businesses such as equity 
underwriting and cor- 
porate finance. It hopes to 
use its trading profits to fi- 
nance expansion in these 
areas. But its chances de- 
pend on how durable the 
existing businesses prove 
in a downturn. Analysts 
suspect that the answer is: 
not very. If they are right, 
Deutsche, like Dresdner 
and Commerzbank, may 
have tosettle for being only 
aniche player. 








Growth is good 


definitively refuted 


TIS striking that few, if any, of the back- 
lash crowd argue that globalisation is 
| bad for growth in an overall sense. Their 
| complaint is rather that growth serves the 
interests only of the rich. As the prosperous 
become more so, inequalities widen and 
the poor are left out. 

This is a claim you could make about 
rich and poor countries, or about rich and 
poor people within any given country. 
Most backlashers seem to believe both ver- 
sions. The evidence on the first has long 
been clear. Poor countries that cut them- 
selves off from the global economy and fail 
in other ways to establish a platform for 
growth can indeed stay poor; the rest doin 
fact “converge”. 

As for the second version, 
difficulties in gathering and 
examining the data have 
clouded the issue. But a new pa- 
per* by David Dollar and Aart 
Kraay of the World Bank puts 
matters straight. Its findings 
could hardly be clearer.Growth 
really does help the poor: in fact, 
it raises their incomes by about 
as much as it raises the incomes 
of everybody else. 

The authors look at data on 
growth, incomes and a variety 
of other variables for a sample 
of 80 countries extending over 
four decades. On average, in- 
comes of the poor rise one-for- 
one with incomes overall. There is rela- 
tively little variation around that average. If 
you plot incomes of the poor against over- 
all incomes, the points all lie close to that 
one-for-one straight line. For instance, the 
data yield 108 episodes of at least five years 
in which overall incomes per head grew by 
2% or more a year. In all but six of these 
cases, incomes of the poor also rose. As the 
authors emphasise, this is not “trickle- 
down”-—meaning that the rich get richer 
and then, after a while, the poor do better 
as well. The rich, the poor and the country 
as a whole are all seeing their incomes rise 
simultaneously at about the same rate. 

The paper then looks at some other 
ideas about the course of poverty in de- 
velopment. The oft-cited “Kuznets hypoth- 
esis” holds that intra-country inequality 
increases in the early stages of develop- 
ment and then falls later on. Not so, it now 
appears. Dividing the sample between rich 
countries and poor countries, Messrs Dol- 
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Critics of global capitalism often claim that, when it comes to helping the 
poor, growth is beside the point. This view, never plausible, has now been 





lar and Kraay find that the link between in- 
comes overall and incomes of the poor is, 
as before, roughly one-for-one in each case, 
and that in this respect the two sets are sta- 
tistically indistinguishable. 

Another myth: in crises, the poor see 
the biggest falls in income. Again, dividing 
the sample into crisis and non-crisis epi- 
sodes, the authors find that the one-for- 
one link remains intact. (This is not to deny 
that a 10% fall in income hurts a poor man 
more than a rich man. But if the claim is 
that incomes of the poor fall in crises by 




















proportionately more than the incomes of 
the rich, itis wrong.) And yet another myth: 
it is often argued that growth used to bene- 
fit the poor, but in the new world economy 
no longer does so. Dividing the sample into 
two halves at 1980, the connection between 
incomes of the poor and incomes overall 
remains one-for-one in both periods. 
Finally, the authors ask whether par- 
ticular policies and institutions have a sys- 
tematically different effect on the poor. For 
instance, does globalisation increase intra- 
country inequality? The answer to that is 
no. The paper looks at the effect of open- 
ness to trade (measured by the sum of ex- 
ports and imports relative to Gop) first on 
incomes overall, and then on the distribu- 
tion of income. it finds that openness spurs 
growth to a statistically significant extent, 
and has no discernible effect on distribu- 
tion. In short, globalisation raises incomes, 
and the poor participate in full. 
Economists have long argued that the 


rule of law is crucial in development. The 
authors confirm this: stronger property 
rights promote growth. But do stronger 
property rights skew the benefits of growth 
away from the poor, as some might sup- 
pose? Again, no. The effect on distribution 
is statistically indistinguishable from zero. 
What about democracy? The income ef- 
fects are small and statistically insignifi- 
cant through both channels. Even primary 
education, surprisingly, has no perceptible 
pro-poor bias, although it does, as ex- 
pected, promote growth, and therefore 
helps the poor to that extent. 

Only two policies appear to have a sys- 
tematically biased effect—that is, they af- 
fect the distribution of income as well as 
growth in incomes overall. One is cutting 
inflation, and the other is cutting public 
spending. Both of these raise growth, as 
you might expect. What you 
might not expect is that they 
also improve the distribution 
of income, benefiting the poor 
twice over. 

Surveys often show that 
the poor hate inflation more 
than the rich. Now you know 
why: the evidence in this study 
shows that inflation causes a 
proportionately bigger drain 
on the incomes of the poor 
than on the incomes of the 
rich. The public-spending re- 
sult seems more surprising. 
High public spending is often 
justified as a way to help the 
poor. So far as their incomes 
are concerned, it seems to do 
the opposite: it retards growth, which di- 
rectly reduces the income of the poor and 
everybody else, and then on top of that it 
tilts the distribution of income to the poor’s 
disadvantage. “Social spending”, the cate- 
gory of public expenditure most explicitly 
targeted on the poor, is merely neutral, 
having almost no effect.one way or the 
other on either growth or distribution. 

it is hard to believe that this study is go- 
ing to change many backlashers’ minds. 
After all, the authors are from the World 
Bank, so their work can be put in the bin 
unread. But perhaps it is not too much to 
hope that governments will be a bit less 
apologetic, a bit less pandering, now that 
they have been shown so plainly that 
growth is as good for the poor as it is for 
everybody else. 





* “Growth Is Good for the Poor.” The paper can be 
downloaded from = www.worldbank.org/research/ 
growth/absddolakray.htim 
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SCIENCE AND TECHNOLOGY 


Some baseless speculations 


Genes are not all there is to heredity 


Y THE middle of June, if the latest pro- 

nouncements are to be believed, a draft 
version of the human genome—in other 
words a list, in order, of the 3 billion or so 
chemical bases that form the letters of the ge- 
netic message needed to assemble and runa 
human being--will be complete. That will 
be both an end and a beginning. The end will 
be the list itself, although it will be subject to 
refinement and revision over 
the coming months and years. 
The beginning will be the task of 
interpreting it. 

This will not be easy. In- 
deed, as the box on the next 
page points out, geneticists are 
having difficulty even agreeing 
how many genes the genome is 
likely to contain. But beyond 
the questions of how many 
genes there are, and what they 
all do, lies another: how much 
can their function be modified, 
and to what extent can those 
modifications be passed down 
the generations? 

This is the realm of epige- 
netics, the science of how the 
activity of pna can be altered 
semi-permanently, not by mu- 
tations in which the sequence 
of the bases is changed, but by 
other chemical processes. The 
importance of epigenetics is 
hotly debated. But if those who 
think itis important are right, it 
may lie at the heart of many 
differences between individuals and even 
between species, and may also be an impor- 
tant mechanism in disease. 


Anexpression of dissent 
Genes contain instructions for making pro- 
teins, a process known as expression. But ge- 
neticists have long known that expression 
can be modified by chemical groups attach- 
ing themselves to the bases that make up a 
DNA strand and thus affecting the genera- 
tion of proteins from the genes they tag. In 
` particular, when methyl groups (made up of 
a carbon atom and three hydrogen atoms) 
-are plastered on to a gene, they can stop that 
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gene from being expressed altogether. 

In mammals, this kind of epigenetic 
modification has been assumed to last only 
during the life span of a particular animal, 
because such changes are usually erased in 
the sperm and egg cells. But last year Emma 
Whitelaw, a biochemist at the University of 
Sydney, demonstrated that epigenetic traits 
could be inherited in mice. Genetically iden- 





tical mice in her experiment ined to look 
more like their mother than their father, be- 
cause they inherited a pattern of methyl- 
ation like the one on the pna from their 
mother’s egg. This methylation pattern 
played as great a role in determining a 
mouse’s coat colour as did the underlying 
gene sequence. 

Dr Whitelaw’s work is one part of a 
growing body of evidence suggesting that 
understanding inherited epigenetic features 
may be necessary to work out how animals 
pass on physical characteristics or suscep- 
tibility to disease. If epigenetic features are 
heritable, then they may cause diseases that 









run in families as much as ordinary genetic 
mutations do. Indeed, in the latest issue of 
Mammalian Genome, Dr Whitelaw andher 
colleagues show how epigenetic “me 
a mouse gene can silence its expression Q 

several generations. 

In this experiment, Dr Whitelaw plac 
a gene (known as a transgene) for makin 
particular type of red blood cell into the 
nomes of a strain of genetically identical 
mice. When. the modified offspring of these 
mice were examined, she anc her colleagues 
found. that the transgene was being ex- 
pressed in widely varying ways. 

Some of these mice expressed it in 40% of 
their red blood cells, while others did notex- 
press it at all. As with the coat-colour study; 
an increase in methylation on the relevant: 
DNA was associated with the silencing of the - 
transgene’s expression. But, in’ 
thiscase, the epigenetic modifi- 
cation could be mherited from — 
either the mother or the father: 

Intriguingly, though this si- 
lent legacy could persist for.at 
least three generations, it was 
not an irreversible alteration: 
When mice of the younger gen- 
erations were crossed with 
those of a separate and unre- 
lated strain, the methylation 
and the silencing—disappeared 
in their offspring, The transgene 
began to be expressed again in 

the resulting litters. If such si- 
lencing and reactivation 
takes place in naturally oc- 
curring genes, itcould account. 
for a lot of the variation be- 
tween individuals and between 
generations. 

Epigenesis may even. at- 
count for differences between. 
species. In a study published in: 
the May issue of Nature Genet- 
ies, researchers at Princeton 
University disrupted the epige- 
netic imprints.on several mice genes by 
crossing two related strains of mice. These 
strains do not ordinarily mate with each 
other, and their hybrid offspring tend to 
show abnormal growth. Shirley Tilghman 
and her colleagues correlated this abnormal 
growth with disruptions of the methylation 
patterns on the hybrid offspring’s genes. 
They hypothesise that epigenetic effects 
may be so dramatic that merely altering 
these imprints can create a new species. 

The dominant theory of speciation is. ©. 
that it results from a slow accumulation of 
genetic mutations. But, as Dr Tilghman 
points out, some species emerge more rap-” 


a 











idly than this hypothesis can explain. So the 
epigenetic hypothesis of speciation has an 
edge. Methylation, for instance, can turn off 
an entire gene instantly, which makes for 
much more radical change. This change 
could be radical enough to prevent the new 
strain from interbreeding with the old, sig- 
nalling the birth of a new species. 


The expression of a dissenter 


Fair enough, many biologists would re- 
spond. Gene sequences may not entirely ex- 
plain an animal's characteristics. But they do 
at least explain some of its diseases. 
Proponents of the genetic-mutation hy- 
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pothesis of disease point to cancer as the 


classic example of how mistakes at the level 
of individual bases in the pa can result in 
biochemical errors that cause tumours. But 
Peter Duesberg of the University of Califor- 
nia, Berkeley has disputed this view, arguing 
that cancers are caused not by malfunction- 
ing genes but rather by misbehaving chro- 
mosomes--another type of epigenesis. 
According to the genetic-mutation hy- 
pothesis of cancer, mutations in the genes 
that direct a cell's division and death sabo- 
tage the process altogether, making the cell 
multiply uncontrollably. But in a recent is- 
sue of Proceedings of the National Academy 








Out for the count 
S$ GENETIC information pours into da- 
tabases around the planet in the 
run-up to the announcement next month 
of a draft human-genome sequence, the 
world’s geneticists are turning their atten- 
tion from producing data to analysing it. 
One of the first questions they need to an- 
swer is “how many genes does the human 
genome contain?” 

Unfortunately, finding the answer is 
not as easy as you might expect. For it re- 
quires, in turn, an answer to the question 
“how do you recognise a gene in the first 
place?” Three papers to be published in the 
June edition of Nature Genetics, all of 
which offer different answers to this sec- 
ond question, duly come up with wildly 
different answers to the first. One suggests 
the number is around 30,000. A second 
proposes 35,000. The third pitches for 
120,000. Somebody is going to end up with 
egg on his face. 

Possibly everybody. For all these num- 
bers differ significantly from the conven- 
tional figures that are bandied about when 
the number of human genes is dis- 
cussed in public. Those conven- 
tional figures suggest that the an- 
swer is in the 80,000-100,000 
range—although participants in a 
sweepstake at a recent genomics 
meeting in Cold Spring Harbour, 
New York, favoured a figure 
around 60,000. That there is still 
such huge disagreement about as 
fundamental a question as this 
shows that, for all the successes of 
the genome sequencers, molecu- 
lar genetics is still a relatively 
primitive science. 

The problem is that the genes 
themselves constitute only 2-3% of 
the DNA in a human cell. Picking 
this out of the remaining “junk” 
may not be quite as hard as find- 
ing the proverbial needle in the 
haystack, but itcomes close. 


One way to try to identify genes is to 
look for the “start” and “stop” signals along 
the pna sequence. These mark the points 
where the enzymes that transcribe the ge- 
netic message into a form (known as mes- 
senger RNA) that can be used by the pro- 
tein-making machinery of a cell begin and 
end their tasks. 

The space in between is known as an 
open reading-frame. But such frames are 
merely provisional genes. The start and 
stop signals may be accidental readings 
caused by “frame shifting”. This is because 
the pNA message is written in groups of 
three bases. Begin reading at the wrong 
base and the whole message will be gob- 
bledegook which could easily include false 
start and stop signals. Indeed, it is worse 
than that, for pna is a double-stranded 
molecule, and genes are found on both 
strands. So, to be sure that you have a real 
gene, more concrete evidence is required. 
And that is where the arguments begin. 

The estimate of 120,000 genes comes 
from the Institute for Genomic Research 





of Sciences, Dr Duesberg argues that nobody. 
has yetidentified the mutant genes thatcon- 
vert a normal. human cell into a cancerous 
cell. Moreover, he points out, cancer some- 
times develops months or even years after 
the mutations said to cause it have taken 
place~which is odd, if mutant genes are 
supposed to have such a dramatic effect on 
cell division. These puzzles, he asserts, can be 
explained by the epigenetic phenomenon of 
aneuploidy, in which a cell possesses the 
wrong number of chromosomes. 

During the process of cell division, 
copies of chromosomes are lined up and dis- 
tributed between the daughter cells by a 


(TIGR) in Rockville, Maryland. It works on | 
the principle that because messenger RNA | 
is transcribed from genes, it can be used to 
estimate how many genesexist. 

A group of T1GR’s researchers, led by 
John Quackenbush, has been looking at 
pieces of messenger RNA—or, rather, 
pieces of pwa known as expressed-se- 
quence tags (ests), which have been cop- 
ied from messenger RNA molecules by the 
reverse of the process thatcreated the mes- 
sengers in the first place. By working out 
what fraction of the human genes already | 
identified in the main public database | 
(known as GenBank) could be matched | 
with the ests found in the main est data- | 
base, they were able to arrive at a figure for | 
the number of genes waiting to be discov- | 
ered, and thus the total nurnber of genes. 

Brent Ewing and Phil Green, of the Uni- | 
versity of Washington, Seattle, who came | 
up with the figure of 35,000, used a similar | 
method, but instead of comparing their 
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Ests with GenBank, they compared them 
with the genes on chromosome 22, one of 
the two small human chromosomes that 
has been thoroughly investigated so far. By 
contrast, Jean Weissenbach and his col- 
leagues at Genoscope in France 
made their estimate by comparing 
the raw human sequence now 
available (about 60% of the total 
when their paper was written)with | 
thatofa puffer fish. | 
This unlikely comparison de- 
pends on the fact that all animals 
(or, at least all those examined so 
far) share a surprisingly large frac- 
tion of their genes. Puffer fish were | 
investigated early in genome re- | 
search because their pNa contains | 
very little junk. That makes identi- | 
fying and testing open reading- | 
frames much easier, so lots of | 
puffer-fish genes are known. Com- | 
paring raw humar- gene sequences | 
| 

| 

l 





with known puffer-fish genes sug- 
gests that the human total is 
around 30,000.: Unless that, too, is.a 
puffed-up figure. 
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scaffold of proteins known as the spindle. Dr 
Duesberg speculates that carcinogenic 
chemicals affect the spindle and thereby 
leave the resulting cells with too many or too 
few chromosomes. Since these improperly 
distributed chromosomes are unstable, they 
mix with each other and recombine in un- 
natural ways as the cells divide. 

Most of these recombinations will prove 
fatal to the cell they inhabit, but eventually a 
cell may crop up that is capable of out-re- 
producing its fellows. The odds of evolving 
such a cell by chance are very low. This low 
probability, Dr Duesberg says, explains why 
such a long time can pass between exposure 
to a carcinogen and uncontrolled cell divi- 
sion. The right combination takes a long time 
to hit. Nevertheless, cellular aneuploidy is a 
known feature of over 5,000 sorts of tumour. 

Adding or subtracting whole chromo- 
somes is a much more plausible way to get 
drastic alterations in cell behaviour than the 
mutation of individual bases, Dr Duesberg 
argues. By changing the activity of thousands 
of proteins instead of just one or two gene 
products, aneuploidy can overwhelm a cell's 
ability tocontrol its division. Ifhe turns out to 
be right, then current attempts to try to con- 
trol cancer by targeting and repairing hypo- 
thetical cancer genes may be missing the 
pointentirely. 

Dr Duesberg achieved notoriety more 
than ten years ago for his hypothesis that the 
human immunodeficiency virus, H1v, does 
not cause Arps. In terms of challenging con- 
ventional wisdom, that was a hard act to fol- 
low. The aneuploidy hypothesis, however, 
appears a worthy successor. 

In the case of Hiv and aps, all subse- 
quent research has shown that Dr Duesberg 
was wrong. That has damaged his reputa- 
tion, previously quite a high one, in the eyes 
of many colleagues. It would, therefore, be 
easy to ignore another unconventional idea 
from him. But ignoring a hypothesis is not 
the same as refuting it. And the ubiquity of 
aneuploidy in cancers does need explaining. 
Science develops fastest when its paradigms 
shift suddenly. It would be a nice irony ifepi- 
genetics were to take the limelight at pre- 
cisely the moment when genetics is achiev- 
ing its greatest triumph. 


Microlasers 


Precipitate 
action 


OST improvements in modern elec- 

tronics are driven by the ability to 
shrink the size of components to truly di- 
minutive proportions. The success of mod- 
ern photonics—in which computer circuits 
use light rather than electrons to shuttle in- 
formation around—may depend on a simi- 
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Extracting information with a table-top laser 


lar ability to miniaturise, For many key com- 
ponents of photonic circuits, such as small, 
efficient lasers, miniaturisation is already 
possible, but it involves expensive equip- 
ment and a lot of skilled labour. A paper in 
this week’s Applied Physics Letters could be 
the first step to doing away with all that. Hui 
Cao, a physicist at Northwestern University 
in Illinois, has found a way to make lasers a 
thousandth of a millimetre across in a bea- 
ker of chemicals. 

Large, table-top lasers come in many va- 
rieties, but all have the same basic ingredi- 
ents. A cavity filled with a light-amplifying 
(or “gain”) medium is surrounded by mir- 
rors that prevent light from leaking out of the 
cavity. When the gain medium is pumped 
with energy, some of the electrons in its at- 
oms get kicked into higher energy levels. As 
these electrons fall back into their original or- 
bitals, they give off light, which bounces 
back and forth between the mirrors. Because 
this light is unable to escape, it stimulates the 
emission of even more light from the gain 
medium, until a single frequency begins to 
dominate. That frequency is strong enough 
to leak out of the cavity through one of the 
mirrors that has deliberately been made 
more weakly reflecting than the rest. 

Lasers less than a thousandth of a mil- 
limetre across, or microlasers, function in ba- 
sically the same way as their table-top coun- 
terparts, with carefully grown crystals (often 
made of a semiconducting material, such as 
gallium arsenide) acting both as the gain me- 
dium and as the mirrors. That is why these 
microlasers are so difficult and expensive to 
make. It takes fancy techniques such as pho- 
tolithography or electron-beam lithography, 
which employ controlled beams of light or 
electrons, to carve out cavities that are just 
the right size and scatter virtually no light. 

Dr Cao's lasers are cheap and easy to 
make because they are based on an entirely 
different principle. Instead of trying to mini- 
mise the light-scattering in a cavity, they ex- 
ploit it. The idea behind these so-called ran- 
dom lasers is simple. If light is scattered so 
strongly that it goes almost everywhere, 
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some is bound to bounce 
back into the cavity and get 
trapped there. 

This phenomenon is 
called Anderson localisa- 
tion. It was first discovered 
decades ago with electrons 
in solids. Since Anderson lo- 
calisation depended on the 
wave nature of electrons, 
physicists quickly realised 
that it could work with 
light, too. 

To get Anderson locali- 
sation to operate in a ran- 
dom laser has not been 
easy, mainly because it is 
hard to find a substance 
that both acts asa high-gain 
medium and scatters light very strongly. 
Prior to Dr Cao’s work, a few other groups 
did indeed get powders and suspensions 
containing small particles to emit light, but 
that light—-known as amplified spontane- 
ous emission or Ase—did not have true laser- 
type qualities. The differences between Ase 
and laser emission are subtle (laser light is 
created by stimulating electrons toemit light 
rather than having them emit it spontane- 
ously), but they matter for practical applica- 
tions. Laser emission is far more efficient, 
and thus more likely to be useful in inte- 
grated circuits. 

Dr Cao’s group first solved the problem 
of using Anderson localisation to create a 
true laser last year, but the resulting devices 
were a millimetre across. That is too large for 
them to be considered true microlasers. 
Now, the team has shrunk the product to the 
requisite thousandth of a millimetre across, 
which will easily fiton a chip. 

The biggest appeal of these new micro- 
lasers, however, lies in the simplicity with 
which they can be synthesised. They consist 
of clusters of zinc-oxide crystals, which are 
easily precipitated from a solution of zinc ac- 
etate in diethylene glycol (better known as 
antifreeze) at the right temperature. The clus- 
ters form the cavity that traps the light, and 
the zinc oxide itself acts as the gain medium. 

Currently, Dr Cao's microlasers need to 
be pumped optically—that is, with a large, 
table-top laser—to do their job. This makes 
them difficult to use in integrated circuits. So 
she is now working out how to pump them 
electrically, using a tiny source of electrons 
that would also fit on a chip. The electron 
source of choice is another new piece of mi- 
crotechnology, the carbon nanotube. Such 
tubes, which are cylindrical versions of 
“buckyballs”, or soccer-ball-shaped carbon 
molecules, would be ideal sources of fo- 
cused, energetic beams of electrons, as they 
are tiny and can be mass produced. Cer- 
tainly, Dr Cao has found in carbon and anti- 
freeze splendidly cheap materials for her mi- 
crolasers—so long as they work. 
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Dear horse-pisser 


Kingsley Amis and his son, Martin, disagreed about many things. But they 
were surprisingly close, as both their new books prove 


INGSLEY AMIS did all sorts of things 

with words. He wrote novels with them, 
poems and limericks too, and hundreds if 
not thousands of letters. The one thing he 
didn’t do, right up to his death in 1995 at the 
age of 73, was to mince them. Now that 1,200 
pages or so of his letters have been edited 
with scholarly care by Zachary Leader, lov- 
ers of Amis’s writing and victims of his occa- 
sional lash can see just how unminced his 
words could be. 

He was never, of course, politically 
correct. His long and, in places, moving cor- 
respondence with his closest friend, Philip 
Larkin, a British poet, is crammed with all- 
but-unprintable adolescent smut. The sec- 
ond largest exchange, with another poet, 
Robert Conquest, who is in addition a great 
historian of Soviet terror, is equally full of 
obscenity. That said, it would be grudging to 
withhold an example: 


Charlotte Bronte said, “Wow, sister! What a man! 
He laid me face down on the ottoman: 

Now don’t you and Emily 

Go telling the femily- 

But he smacked me upon the bottom, Anne!” 
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] 
THE LETTERS OF KINGSLEY AMIS. 

| Edited by Zachary Leader. Harper- | 

| Collins; 608 pages; £24.99 | 


Noteverything in the letters is as casually 
innocent. The snobbery is predictable and 
plentiful, and there is some sniggering anti- 
Semitism. When a photographer called John 
Goldblatt is sent to work with him on a mag- 
azine assignment, Amis writes to Larkin that 
Goldblatt “ate a couple of pork chops un- 
hesitatingly enough,” and thereafter refers to 
him as “the pork-chop chap”. And it brings 
you up with a bump when he remarks of a 
well-known London journalist, whose poli- 
tics put him on the rightward end of the La- 
bour Party, that he is “either off his head ora 
colonel in the Ks or both.” Although Amis 
wrote admiring and affectionate letters to his 
friend, Anthony Powell, the author of “A 
Dance to the Music of Time”, which many 
consider to be one of the masterpieces of 
post-war English literature, it is disconcert- 
ing to find him writing to Larkin the next day 
calling Powell “the horse-faced dwarf”. 


Such lapses, together with his ideologi- 
cal ravings, tempt one to tum back upon 
Amis hisown judgmentof D.H. Lawrence (or 
rather, his estimate of the general opinion 
about Lawrence, which he thought was too 
indulgent): “Here’s this GRINDING suit who 
never did anything nice to or for anybody, 
and yet he’s written all this stuff which is 
supposed to be frightfully good.” Tempting 
to do, but wrong. For one thing, Amis did 
many nice things for a great many people. 
And the evidence is here in the letters that he 
often did good by stealth, though he could 
be severe on anyone who tried to take ad- 
vantage of his good nature. 

There is, however, a serious question 
about how, and especially how much of his 
own stuff was “frightfully good”. After a 
dozen rejections for a first novel—never 
published—he hit the jackpot at the rela- 
tively early age of 32 with “Lucky Jim”, which 
even his detractors admit is one of the half- 
dozen funniest books in English literature. 
He never quite recaptured the rapture, 
though he came close several times. Some of 
his poetry is brilliantly tumed. though rarely 
did he achieve Larkin’s candour and ele- 
gance. But then Larkin’s work was ground 
out by isolation and despair: call no man 
happy, but Amis was too jovial, too devoted 
to friends, to women and to booze to distil 
his talent into great verse more than just oc- 
casionally. There are those who have seized 
on the signs of Amis’senvy of his son, Martin. 
The feeling was well mixed with pride, and 
often exaggerated. Always remembering 
that the letters were intended for publica- 
tion, Kingsley may well have been faking 
envy of Martin as a kind of literary joke. 

Indeed, it seems likely that, for all their 
crudities and imperfections, the occasional 
tedium of the scatology and the unaccept- 
able prejudices, the letters will come to be 
valued more highly than anything he wrote 
except, perhaps, two or three of the novels 
and a dozen of the poems. In the letters, you 
never know who or what you are going to 
meet next. There is the pompous clubman, 
and the devotee of adolescent vulgar word 
games (“Prick, said the turd’), known to 
Amis and Larkin as “horse-pissing”. There is 
also the severe moralist. Not since Dr John- 
son wrote to Lord Chesterfield, perhaps, has 
anyone received a letter as crushing as the 
one Amis sent to Henry Fairlie when the lat- 
ter proposed to run off with his wife, Hilly. It 
worked. Hilly stayed with him for many 
more years. For all the faults they reveal, 
these letters will last and be cherished. In the 
end, the verdict may well be: better than Eve- 
lyn Waugh, but not quite up with Flaubert. 
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Martin Amis’s memoirs 


The ties that bind 


EXPERIENCE. By Martin Amis. Talk Miramax Books/Hyperion:; 406 pages; $23.95. Jonathan 


Cape; £18 


HERE’S nothing so simple here as begin- 

ningat the beginning, going on to the end 
and then stopping. Perhaps because he is 
famous and his father is famous, Martin 
Amis assumes, in his memoirs, that you 
know the story. What he does may seem 
“staccato, tangential, stop-go”, but it reflects, 
he says, “the geography of a writer's mind”. 
So,one moment he’s six, the next he’s 26; here 
his parents are divorced, a page later mar- 
ried. The point is the parallels and connec- 
tions. His book is cross-hatched with them, 
running across from fathers to sons and 
back; between marriages and books, be- 
tween books and books, between births and 
deaths. He says autobiography meant being 
able to write without artifice, but his writer’s 
cunning is everywhere. 

Take, for example, this bare outline of 
one of his sequences: winning the Somerset 
Maugham prize for “The Rachel Papers” in 
1973, when he was only 24, puts him in mind 
of his father winning the same prize 20 years 
before; the prize stipulated foreign travel 
which took the family to Portugal; which 
takes Amis fils (pictured above with his sec- 
ond wife, Isabel, and their daughter) to Spain 
to visit his mother; which reminds him of a 
later holiday there; which raises a memory 
of his visiting aunt, who stirs thoughts of her 
vanished daughter, Lucy Partington, one of 
the victims of Frederick West, a British serial 
killer. She had disappeared the Christmas 
before, and so we wind back. 

A rambling concatenation, it seems. But 
the reason for bringing up the aunt and Lucy 
Partington in precisely that place in the book 
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is that on the previous page he has just de- 
scribed a conversation with his mother 
(which, incidentally, happened three years 
later) about his possible paternity of a little 
girl by a married friend. The child, Delilah 
Seale, and Lucy Partington, are the two 
ghosts of “Experience”, his “missing”, as he 
calls them (though Delilah Seale was re- 
stored to him later). Their photographs keep 
company in his study, and they conjure each 
other in his mind. Thus, the geography of the 
book circles and doubles, with long foot- 
notes to take the spread. Why footnotes? “To 
preserve the collateral thought,” says he. In 
fact, the whole thing isa lattice of collateral. 
But to come to what Amis-followers 
have been waiting for. In fact, there’s not 
much dirty linen: his break with Julian 
Barnes; his repudiation of the “Biographer”, 
as he calls him, Eric Jacobs, whocame “buck- 
ing and blundering” through the mourning 
family’s feelings with his “rude” (Martin 
Amis’s mother’s word) articles about Kings- 
ley Amis; reviewers, the press in general, and 
that’s it. His copious tears over the failure of 
his first marriage do him credit, were it not 
that they become a cartoon before they're 
dry: “I was vexed by the thought that there 
was an indicator flashing something like the 
watering-can symbol on the dashboard of a 
car, telling me I had used up all my spray.” 
The same characteristic eye for absurd- 
ity serves him better elsewhere: himself as a 
“reeking” adolescent, slowly transferring 
socks from one end of the room to the other, 
or as a 1970s Osric (Hamlet's “water-fly”), 
peacocking it in crushed velvet flares; his 


friend Rob, ex-public school,ex-Wormwood 
Scrubs, teaching him how to talk posh; god- 
father Philip Larkin, doling out five and 
seven pennies in tips for himself and his 
brother; Christopher Hitchens, at Saul Bel- 
low’s dinner table, in a “cerebral stampede” 
over their host’s Jewish sensitivities; and in 
among all the good stories, the epic of his 
crumbling and excavated teeth. 

But the best part of “Experience” is 
Kingsley Amis, or rather Martin-and-Kings- 
ley Amis. The father was a prey to phobias 
and drink; women were a prey to him; father 
and son disagreed on almost every issue— 
politics, Jews, feminism, the bomb. But Mar- 
tin Amis’s understanding of and affection 
for the man comes across movingly, and his 
last days in hospital are the most sustained, 
the least “stop-go” in the book. His affection 
for his mother is equally touching. And for 
his brother. His sister too. And aunt. In fact 
Martin Amis, the bad boy, turns out to be an 
exemplary family man. 

But with his father there was the special 
bond of language. And that too is what this 
book is about. “Style is morality”, says the 
son in one place, defending “Lolita”. Words 
stop Mr Amis mid-track—his own, Nabo- 
kov’s, Joyce's, Milton’s. He chooses, defines, 
thesaurises, to the point of mannerism. “Ex- 
perience” makes play, throughout, with the 
idea of innocence. To make an Amis-like 
connection: his praise for Elizabeth Jane 
Howard, his one-time stepmother and a 
novelist herself, contains a touch of nostal- 
gia. As an “instinctivist”, she is the kind of 
writer he himself could never be. 








“Berlioz: Servitude and Great- 
ness”, the second and final part of 
David Cairns’s magisterial bio- 
graphy of the French composer, 
has won Britain’s richest non- 
fiction award, the Samuel John- 
son prize. It will be published in 





France next year. 
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Collective guilt 


Blanket apology 


The ability to deal decently with demands for apologies and compensation 
for historical injustices is a sign of maturity, a new book argues 


HAT history is written by the winners is 

a cliché which, while true once, now de- 
serves to be retired. The determination of 
many of history’s losers to unearth theirown 
past, supported by cadres of professional 
historians looking for new fields to conquer, 
has prompted a wave of revisionism. The re- 
sults have not been confined to university 
history departments, but have come to play 
a growing role in contemporary politics. 

Over the past decade, national apologies 
and restitution for historical injustices, and 
claims for both, have become something of a 
fad. Emperor Akihito this month offered the 
Dutch his standard expression of regret for 
events during the war. He is only 
the latest. Over the past few years, 
Holocaust victims, indigenous 
peoples, Japanese-Americans, and 
the descendants of slaves have all 
put forward their cases, with vary- 
ing degrees of success, Not every- 
one believes this is a good idea. 
While many consider apologies 
and restitution a long-overdue 
righting of grievous wrongs, many 
sceptics question whether guilt can 
really be inherited by today’s gen- 
eration, and argue that digging up 
the past in this way exacerbates 
current social and racial conflicts. 
Even when admitted, can huge his- 
torical injustices ever really be rec- 
ompensed or corrected? And 
where should the line be drawn? 
The list of groups that can lay some 
claim to victimhood seems endless. 

Into this minefield steps Elazar Barkan, a 
history professor at Claremont Graduate 
University in California, whose new book, 
“The Guilt of Nations”, is being published in 
America this month and in Britain in Sep- 
tember. Given the emotional nature of the 
cases he examines, Mr Barkan manages a re- 
markably lucid and even-handed account 
of the best-known examples of restitution 
claims. Mr Barkan clearly welcomes the 
vogue for apology, but he gives due weight to 
the sceptics and his analyses of why some 
restitution campaigns have succeeded and 
others have failed are illuminating. 

One of the most straightforward cases 
should have been that of Holocaust victims. 
The events of the Holocaust were undenia- 
ble,and have been heavily documented. The 
official repentance embraced by West Ger- 
many’s Adenauer government after the sec- 
ond world war, together with monetary rep- 
arations to Israel, set an encouraging 
precedent. Many survivors, or their families, 
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| THe GUILT OF NATIONS: RESTITUTION 

| AND NEGOTIATING HISTORICAL IN- | 
yustices. By Elazar Barkan. Norton; | 
464 pages; $29.95 and £21 | 


were still alive and could be identified. The 
extent to which companies, banks and in- 
surance companies, not all of them German, 
had enriched themselves through slave la- 
bour, connivance with the Nazi extermina- 
tion of the Jews or the theft of Jewish assets 
could be estimated, at least somewhat reli- 
ably. And yet it took decades for restitution 
claims against the banks and companies to 





Don’t keep me waiting too long 


be recognised and then, eventually only un- 
der duress, negotiated. Mr Barkan’s detailed 
account of the stonewalling and bureau- 
cratic obfuscation of the Swiss banks in par- 
ticular, and of their wholesale confiscation 
of dormant Jewish accounts, makes dismal 
reading, and a fascinating case study of how 
not to respond to well-founded claims. 

The case of Japanese-American citizens 
incarcerated during the second world war is 
a more optimistic tale, and in Mr Barkan’s 
view serves as something of a model both for 
how restitution claims can be pursued and 
how they should be dealt with. After the 
war, most Japanese-Americans, though bit- 
ter at being held for years behind barbed 
wire, wanted to forget the episode as quickly 
as possible and to assimilate. But a small 
group of radicals campaigned long and hard 
for an apology, and for some form of mone- 
tary restitution. Only when they moderated 
their demands, and reached out toconserva- 
tive Republicans, as well as their more natu- 
ral allies among liberal Democrats, were 
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they successful. The apology, and the rela- 
tively modest payments, passing through 
Congress because the wrong done to Japa- 
nese-Americans was accepted as a violation 
of values embraced by all Americans, not 
just special pleading by one small group. 

Efforts by African-Americans to make 
similar claims for restitution have failed fora 
variety of reasons. Some of the monetary 
claims have been outlandish. One activist 
has put a price tag of $4 trillion to repay 
African-Americans for the injustices of slav- 
ery and the continuing burden of its legacy. 
No government could agree to this. To some 
the wrong of slavery seems too vast ever to 
correct with cash. To others, it is now too far 
into the past to lay an obligation on today’s 
white Americans, most of whom are the de- 
scendants not of slave-owners but of immi- 
grants who also had to overcome economic 
and racial hurdles to establish themselves. 
For many, the affirmative-action policies of 
the past few decades have been restitution 
enough. And many successful Afri- 
can-Americans want nothing todo 
with either affirmative action or 
claims for restitution, viewing both 
as embodying the racism which 
they have managed to surmount. 

Given the complexity and in- 
tractability of such issues, are apol- 
ogies and restitutions worth con- 
sidering? Mr Barkan admits that 
there will always be anomalies, 
and these in themselves can seem 
unjust. Some groups will win rec- 
ognition, others will not. Some will 
be satisfied with an apology, for 
others this will be just a prelude to 
restitution. There is no single set of 
principles to apply to all cases, 
whose circumstances vary so 
much. Not all claims are justified. 
And even for those that are, restitu- 
tion will rarely change the economic pros- 
pects of the victims or repay them fully for 
past wrongs. Moreover, there are uncomfort- 
able contradictions between individual hu- 
man rights and the kind of group rights often 
represented by such claims. 

And yet Mr Barkan makes a persuasive 
case that, despite all these difficulties, the re- 
cent vogue for apologies and restitution 
should be welcomed. Negotiations over 
these claims are not really about the past, but 
the future. However they are resolved, they 
give victims, usually the poor and dispos- 
sessed, a voice and a reason to believe that 
they have a stake in their society. And such 
negotiations force the better-off to recognise 
their obligations to those beneath them in 
the pecking order. A society which can face 
the ugly episodes in its own history, and 
agree a way to repudiate them, is also a soci- 
ety capable of setting moral standards for it- 
self, of constraining its own worst instincts, 
and of aspiring to a better future. 
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Cannes film festival 


Courting controversy 


RUE to last year’s form, the Cannes jury 

has made perverse if predictable choices, 
and ignored many fine, enjoyable films. 
“Pop thrush lacks acting smarts” was the ver- 
dict of Variety, an American trade paper, on 
the performance by Iceland's favourite pop 
singer, Björk, in Lars von Trier's glum ex- 
travaganza, “Dancer in the Dark”, It was a 
judgment many British and Americans en- 
dorsed. But, sure as fate, the jury headed by 
Luc Besson not only gave Mr von Trier the 
Palme d'Or, but also proclaimed Bjork (pic- 
tured below) the festival's “best actress” —an 
award that should have gone to Lena Endre 
in Liv Ullmann’s haunting film, “Faithless”, 
from an Ingmar Bergman script. 

The French were overjoyed that Mr von 
Trier and Bjork won. Others were under- 
whelmed by the tale of a Czech single 
mother in America facing hereditary blind- 
ness but hoarding her factory wages to save 
her son from the same fate. When a rough- 
neck neighbour steals the cash, there’s a fatal 
struggle, and she hangs for his death. Trade- 
mark von Trier, one might say, harping on a 
weird waif’s woes: but made idiotically pre- 
tentious by dim, tuneless, ineptly staged 
song-and-dance interludes, supposedly the 
girl’s fantasies, and allegedly inspired by 
Jacques Demy’s “Les demoiselles de 
Rochefort”. 

After this long-expected aberration, the 
jury, like the festival, went east. The Far 
East dominated the official selec- 
tion—as did that legendary dramatist, 
Fah Tuh-long. Champion for length (at 
3 hours, 37 minutes) was “Eureka” by 
Shinji Aoyama, a Japanese director, on 
the slow and majestically crafted post- 
traumatic stress of three people caught 
up in a bus hijacking. This won the crit- 
ics’ “Fipresci” prize. Its runner-up for 
length (at 2 hours, 53 minutes) was Da- 
vid Yang’s absorbingly soap-operatic, 
Taiwanese film, “Yi Yi”, about the tribu- 
lations of a computer businessman, 
which won the jury’s “best director” 
award. The choice was less than whole- 
hearted, though. Some thought its cine- 
matographer, Yang Weihan, deserved 
recognition for the multi-level reflected 
images that echoed precisely its charac- 
ters’ interlocking solipsism. Only 
slightly shorter (at 2 hours, 44 minutes) 
was the winner of the Cannes 2000 
“grand prize”, Jiang Wen’s “Devils on 
the Doorstep”, which portrays a remote 
Chinese village being fairly amiably oc- 
cupied by the Japanese during the sec- 
ond world war, only to be liberated af- 
terwards with far more dire results. 

Brisker eastern fare also scored. 
Wong Kar-wai, who in 1997 won the 
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“best director” award for “Happy Together’, 
this year presented another love story, this 
time heterosexual. “In the Mood for Love” is 
about two potentially adulterous neigh- 
bours who discover their spouses are having 
an affair. Though not quite through post- 
production when it was screened, it won the 
“best actor” award for its star, Tony Leung 
Chiu-wai. “In the Mood for Love” also car- 
ried off the “technicians’” prize for its de- 
signer and photographers—including Chris- 
topher Doyle, an Australian veteran—who 
confined the players in claustrophobic Hong 
Kong apartments seen through doorways 
like Sickert paintings. 

Just an hour and 38 minutes long, this 
was orientalism “lite”. Equally refreshing 
were the jury’s other three main awards. The 
“best screenplay” went to Neil Labute’s 
witty blackish comedy “Nurse Betty”, about 
a diner waitress who confuses her nasty real 
life with her favourite medical soap opera. 
The “jury” prize was shared by “The Black- 
board”, a film about itinerant Kurdish teach- 
ers which was directed by a 20-year-old Ira- 
nian, Samira Makhmalbaf (who two years 
ago made “The Apple”), and “Songs From 
Another Floor” by Roy Andersson, a Swed- 
ish director, whose edgy sense of humour- 
cum-tragedy resembles that of a British 
maverick, Chris Morris. 

Yet, reeling into the sunlight after view- 





ing some 60 films in ten days, in the com- 
pany of 4,000 fellow-reporters and 200,000 
other visitors, your critic feels bound to ask 
an impertinent question. Would any normal 
audience spend money, fares, petrol and 
parking fees to see this jury’s worthy 
choices? “Nurse Betty”, yes: it leaves an in- 
dulgent taste in the mouth. But at least six 
films ignored by the jury were the un- 
crowned kings of this 53rd Cannes festival. 

The most beguiling, chilling, and enter- 
taining of them was Dominik Moll’s Hitch- 
cockian “Harry, a Friend Who Wishes You 
Well”, in which a harassed father driving his 
family on vacation meets a man ina service 
station who seems to be an old school chum. 
A burr? A bore? A benefactor? A...butcher? 
This will grip you to the last frame. So will “A 
Conversation with Gregory Peck”, a mon- 
tage of sessions by Barbara Kopple, who in 
1997 made “Wild Man Blues” about Woody 
Allen. “The Golden Bowl”, Merchant-Ivory’s 
latest Henry James film, is their best work 
since “The Remains of the Day” in 1993; it 
easily matches “The Europeans” and “The 
Bostonians”. The only Italian film in compe- 
tition, Mimmo Calopresti’s “I Prefer the 
Sound of the Sea”, is a subtle and touching 
study of family dysfunction. It will not out- 
strip Roberto Benigni’s “Life is Beautiful”, but 
it proves that Italian cinema can still pro- 
duce art as well as kitsch. 

Finally, the two most attractive pictures 
in Cannes were what would once have been 
called le cinéma de papa. The first was “Les 
destinées sentimentales”, by Olivier As- 
sayas, based on a roman-fleuve by Jacques 
Chardonne. Essentially a rocky love- 
story, it nevertheless takes in, like Zola 
or Thomas Mann, the impact of busi- 
ness, and—even 80 years ago—of 
globalisation, on the private lives of 
communities in Charente and Limoges 
making brandy and porcelain. Sumptu- 
ously photographed by Eric Gautier, it 
has fine performances by Emmanuelle 
Béart, Charles Berling, and Isabelle 
Huppert, and a ball scene to rival “The 
Magnificent Ambersons”’. 

More sumptuous still, and virtually 
edible, is “A la verticale de l'été”, filmed 
in Hanoi by Tran Anh Hung, who is 
rightly famous for a film he shot in 
France in 1993, “The Scent of Green Pa- 
paya”. Using the same set director, Be- 
noit Barouh, Mr Tran has produced 
tints and images that imbue its cheery- 
sad tale of three sisters with a poetic de- 
light that shows life as precious, evanes- 
cent, and infinitely rich. This is the kind 
of film that Cannes is made for, and 
that its délégué-général, Gilles Jacob, 
has discovered over and over during 
the past 17 years. Mr Jacob now moves 
upstairs to become the festival's presi- 
dent. May his successor—and future ju- 
ries—match his discerning taste. 
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Barbara Cartland 


OF the past year or two the 
name Barbara Cartland has 
been mentioned by writers in The 
Economist at least six times, usu- 
ally as a synonym for romanti- 
cism of one sort or another. No 
doubt other publications have 
found it equally useful. Perhaps 
the adjective Cartlandish may 
even creep into the dictionaries. 
Barbara Cartland would have ap- 
proved of that. She was worried 
about her prospects for immor- 
tality, as indeed she had reason to 
be. Some time ago she sent to the 
editors of London newspapers a 
thick folder containing “The His- 
tory of Barbara Cartland”, and 
subtitled “How I want to be re- 
membered.” 

Such an offering was bound 
to be treated with suspicion by 
the media’s guardians of truth, 
even though, as in Barbara Car- 
tland’s case, it was bound with 
pink ribbon and smelt of scent. 
Those who actually read it were 
intrigued with its detail. Being 
made a dame (a knighthood for a 
woman) was recorded, of course. 
But so was being honoured by the 
National Home Furnishing Asso- 
ciation of Colorado Springs. Her 
entries in reference books show 
the same anxious attention to de- 
tail. For the benefit of scholars L 











But the Cartland novels have 
their own artful form of foreplay, 
extended over the first 100 pages 
or so, with relief finally provided 
by the sanction of marriage. Just 
as the routine of courtship is con- 
stantly renewed in humans, so 
the Cartland stories are served by 
a simple plot in which only the 
scenery and the characters are 
changed. She liked historical set- 
tings. She wrote a biography of 
Metternich, though academics 
were discouraged by its title, “The 
Passionate Diplomat”. Her 
quickie method of dictating a 
book to a team of secretaries re- 
sembled that of Edgar Wallace, a 
thriller writer famous in the 1920s, 
although he managed a mere 175 
novels. 

Wallace’s name never made it 
into a dictionary, but some of his 
quotable remarks have survived. 
A highbrow, he said, is a man 
who has found something more 
interesting than women. If being 
quotable is the way to be remem- 
bered, Barbara Cartland did her 
o era ‘ very best. She was asked in a radio 

i» interview whether she thought 

y that British class barriers had bro- 

é ken down. “Of course they have,” 

2X foe! * she said, “or | wouldn't be sitting 
; here talking to someone like you.” 

: She came from a middle-class 





delving into her oeuvre she notes 
helpfully that “Cupid Rides Pil- 
lion”, one of her 723 novels, is also 
known as “Dangerous Love”. Her 
entry in “Who's Who” is the longest in the book. 

There might indeed be a doctorate awaiting someone brave 
enough to read through her millions of words and offer plausible 
conclusions about why she became a household name. An early 
surprise might be that as a young woman Barbara Cartland 
showed signs of being a gifted writer. In those days she took a year 
over a book, not the couple of weeks she gave to her later work. She 
worked too for the Daily Express, which under Beaverbrook never 
allowed a sentence of sloppy writing. But she was perpetually 
hard up, a grave inhibition for a pretty woman who wanted toen- 
joy the high life of London. She decided that the quickest way toget 
rich was to write trash. Lots of writers do that, but she was among 
the best, becoming a power in the vast trash industry that envel- 
ops popular culture, in pop music, films, television and in the arts. 





When the moon beams 

Respectability was important to Barbara Cartland. No one “rolls 
around naked in my books,” she said. “Ido allow them togo to bed 
together if they're married, but it’s all very wonderful and the 
moon beams.” She said she was born into a more innocent age 
than today’s. She claimed that Muslims appreciated the moral 
tone of her books. Colonel Qaddafi of Libya was said to be a fan. 





Barbara Hamilton Cartland, a romantic, 
died on May 21st, aged 98 


family, but had aristocratic 
yearnings. Her daughter, Raine, 
married the father of Princess Di- 
ana. Barbara Cartland thus be- 
came Diana’s step-grandmother, and was fiercely defensive of her 
against other members of the royal family. “This royal family are 
Germans,” she said. “The princess is English.” Like many of her 
generation in Britain, she found it difficult to regard Germany as 
other than an enemy. Her father was killed in the first world war 
and her two brothers in the second. 

She lived in a statelyish house in Hertfordshire, where journal- 
ists were always welcome, and they usually came away with the 
material for a readable article. Sometimes she would abandon her 
prudish public mask and talk about sex with remarkable candour. 
Yes, she believed that a woman should remain a virgin until she 
was married, but that a man should be experienced, so that one of 
the partners would know what to do. How would the man get ex- 
perience if all women were virgins? He would go to a brothel, of 
course, she said. 

She told a photographer, “I have the body of a young girl, with- 
outa line in it.” By then she was an old old lady, and looked it, de- 
spite the layers of make-up. He declined her offer to be photo- 
graphed in the nude. Perhaps, despite her strong will and 
intelligence, Barbara Cartland’s human weakness was to see her- 
self as eternally young. Our photograph is of her when she was a 
mere 50. 








THE ECONOMIST MAY 27TH 2000 


107 


ae ee ea ve 


n 
= 


“a ce lai leads 


—s a 
ee 


© ieee 


a obec di 


buds Aiti d eRT 


mare 


— 


The Oxford Advanced 
Management Programme 


18 June — 15 July | 1— 28 October 2000 | 7 January - 3 February 2001 


Presents a global overview of the business enterprise and its strategic challenges. This 
programme at Templeton provides a unique opportunity to stand back and pursue your own 


learning agenda, assisted by a world class team of individual tutors and in the company of 
some of the most international and high calibre senior executives. 


Name 
Please send details of: 


The Oxford Advanced Management Programme Address 
Return to 

Caroline Lomas 

Templeton College, University of Oxford 

Oxford 0x1 5NyY, England Tel 


Tel +44 (0)1865 422771 Fax +44 (0)1865 422501 
Email amp@templeton.oxford.ac.uk 
www.templeton.ox.ac.uk Email 


Pax 


Templeton College is a graduate college established under Royal Charter within the University of Oxford 
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MSc Trade, trantaae! & Paca 
MSc Shipping, Trade & Finance 


If you bring the talent we will provide the knowledge and Call us for more information on 
skills for a successful international business career in areas such as 


banking, finance, shipping, transport, international trade, or +44 (0)20 7477 8606 


stockbroking. We have over 900 graduates from 75 coun:ries who 


enjoy international careers E-mail: stf@city.ac.uk 
But success is not easy. Our 14 month full-time courses are intensive 
and demanding, taught by our own academic staff, many with 
international reputations, and also by high calibre practitioners from Our next Information Session: 
the City of London 9 June 2000 


www.city.ac.uk/cubs/stf 


CIT Y City University Business The University for business and the professions 
London School 


FIRST IN E-COMMERCE Carne ge on 


STRATEGIES FOR E-COMMERCE EXECUTIVE UCATION 
July 17-21, 2000 


October 23-27, 2000 
in Pittsburgh, Pa. 


LEARN ABOUT: 
* Electronic commerce trends ¢ E-commerce Technologies 


* Developing strategies for competitive advantage * Internet marketing and Process management 


LEADERSHIP IN THE GLOBAL MARKETPLACE 


THE PROGRAM FOR EXECUTIVES 

September 24 - October 20, 2000 in Pittsburgh, Pa. 

FOR MORE INFORMATION: 
John Lankford 

Graduate School of Industrial 
The global environment Leadership in complex organizations Administration 

Corporate strategy Strategic marketing Carnegie Mellon University 
Financial management Management accounting Pittsburgh, Pa. 15213- 3890 
E-commerce Operations management Phone: (412) 268-2305 


Our top-rated program consistently achieves 100 percent executive customer satisfaction. 
The curriculum covers: 


Email: jrl@cmu.edu 


Wes Srre: http://cmu-execnet.gsia.cmu.edu 
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“If you’re 
serious about 
going further, the Ashridge 

MBA will help you get 





there — faster” 


Cross-border management learning, multi-cultural 
exposure, international work experience, whichever 
way we put it, it means that learning in different 
places, in different languages, with 120 faculty 
members from different countries and 2600 
students from around the globe will enable you to 
get ready for the challenges of a multi-cultural 
world, Add to that the inputs of our faculty research, 
our multi-country corporate network, our global 
academic partners and our world-wide alumni 
community, and you'll understand better still the 
advantages of our transnational management 
programmes and campus organisation. 
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Stephen Robinson, MBA Programme Director 


Real life strategic project 


Designed for experienced managers 





Puts theory into practice 


* MBA - Full time and Executive 
* ESCP-EAP Master's 
* MS - 16 Specialised Masters Ts. 


+ MEB - Master's in E 
European Business 


* Executive Development 


Small class sizes 





High focus on personal development 


For more information contact Doris Boyle or Jane Tobin 


Telephone: +44 (0)1442 841143 
Facsimile: +44 (0)1442 841144 
Email: doris.boyle@ashridge.org.uk 


ESCP-EAP 


Graduate School of Management 


Internet: www.ashridge.org.uk 
Ashridge, Berkhamsted, Hertfordshire HP4 INS, UK 


Regrstered æ Ashndge (Bonar Law Memonal) Trust 








Charity number 311096 





The Ashridge MBA is validated by City University 


© ASHRIDGE 


Do you want to go further? 








+ 33 1 49 23 20 18 infol! @escp-eap.net 
+ 44 1865 263 200 Aw www.escp-eap.ne 
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ic nal Certification Program Amsterdam 
CG Institute of Finance 
CHARTERED Treasury MANAGER 


In cooperation with the faculty 
INSEAD 
Upcoming Courses 2090 


Banking and Risk Management 
in Emerging Markets 


‘The Association of Chartered Treasury Managers 
‘offers the International Certification Program leading 
to the designation, "Chartered Treasury Manager" 
(CTM). 


Valuation 





The CTM Program coverage includes courses in Foundations of Finance (June 29 July 20) 
Treasury Management, Risk Management and Measuring and Implementing : 


Forecasting Tools/Techniques. Economic Value Added (Aug. 28 - 30)" 


i Rational Valuation of Internet Companies 
After successful completion of study and and High-tech Projects (Oct. 2 - 3) 


examinations, the candidates earn the charter and Advanced Corporate Finance 


right to use the CTM designation. ~- Financial Innovation (Oct. 9 - 13) 
- Mergers and Acquisitions (Set. 16 - 20) 


N | ! Advanced Financial Statement Analysis (Oct. 23 - 25) 


: Advanced Valuation Topics 
The Association of - Valuing Commercial Banks (Det. 30 - 31) 


Chartered Treasury Managers - Real Options (Nov. 3 - 4) 
Negotiation Analysis (Nov, 6 - 8) 





Visit us at www.actm.org 
For more details and a free brochure, please contact us at For information, please visit our Web site or contact us directly. 


Telephone : | 408-241-4895 (international); 1 877-410-3702 (US} 
Fax : 1 419-710-8860 Email : info@actm.org AIF - Herengracht 205, 1016 BE Amsterdam, The Netherlands 
telephone: +3 1-26-5200 162/160 ~ fax: +31-20-5200161 
ACTM, CTM and Chartered Treasury Manager are trademarks. e-mail: info@aif.nl - internet: www.aifal 
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To make the right 
decision, you need the 
right tools... 


> Contact 


Management 
Centre Pere 
University of @® MSc in Finance 

Leicester r i 

New Building @ MSc in Marketing 

University Road ; 

Leicester. @ MSc in Management 

LE1 7RH, UK oo i 

Tel: +44 (0) 116 @ Certificate in Management Taking 
252 5520 a é 
Fax: +44 (0) 116 
On ae @ Distance learning or campus based 
mai: 
LUMC@le.ac.uk 


You need the 
Leicester MBA! © 


@ Diploma in Management 


Your best decision yet 
a6 University of 
w” Leicester Other Masters available at Exeter: 


Delivering excellence in University The Exeter MBA * MSc Finarice.& Management + MSc international Management 
teaching and research MA Finance & investment + MSc Economics « MSc Economics & Econometrics... 
MSc Economics & Finance.« MA European Econornic Union = MA Leadership 


Management 
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WASHINGTON INTERNATIONAL UNIVERSITY 


l N ‘Bachelor ¢ Master * Ph.D. 
Americas Business (GMBA Majors) - Engineering 
Liberal Arts - Computer 


its, carn your AMERICAN degree + 






Create Yourself 


Re-create yourself by earning your graduate degree online. 
Get your MBA, MS in Information Management, or MS in 
information Technology-- without setting foot on a campus. 
That means no time out from your career. 






















‘RO. Box 1138, Bryn Mawr, P PA 19610- USA 


fax: 610,527.1008 © e-mail: admissions@washinuedu * www.washintedu 





Log on and you're there, Network as you learn. Interact with 
respected technology leaders and fellow professionals from 
around the globe. 
















EUROPEAN 
CENTRE FOR 
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S 


Your fast track to Bese 


Working with the EU 
Institutional Relations and Public Affairs 







Join us at www.isim.edu, the award-winning, accredited 
ontine International School of Information Management. 
Applications are now being accepted for the Spring, Summer 
and Fall terms. Apply online or call our admissions mentor 
Robin Thompson at: 303.333.4224, ext. 177. Or Toll-free in 
the US, at 1.800.441.4746, ext. 177. 
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MA Programmes 
September 2000 


A unique mix of academic, practical and 7o EU-CHINA 
regional expertise. " junior Managers Training Programme 


Ca a ee aa | 
international Studies and Diplomacy à 
This programme will suit those wishing to deepen their 
academic and practical understanding of international affairs, 


Core courses are offered in General Diplomatic Studies and A Programme for. high potential 


Practice, International Relations, International Law, 


international Economics and International Boundary Studies, EU managers and professionals 

Chinese Business World w i m as 

This programme is aimed at managers, entrepreneurs, __ doing business with China 

consultants, business analysts, business journalists and ESE EI TCU tea Ue 

others with a particular interest in China, Core courses Contact: 

are offered in business environment, international te 

management, Chinese management and commercial law, The Administrator An 1 1 or 1 5 month European Union funded programme 
Ske o based in China for ambitious professionals aged early twenties 

International Boundary Studies Schoo! of Oriental and to late thirt ith ith t nsorna tomban 

This programme is designed for policymakers and 0 fate inirlies with or without a Sponsoring pany. 


fessionals working in the field of boundary di NEO BANOS 
professionals working in the field of boundary dispute fussent Suite 


resolution or international relations. London WCLH OXG For further information and application forms please visit 

For all programmes a wide variety of elective courses | 

ate offered from SOAS ‘MA Area Studies" programmes. Tel: 020 7898 4830 | http :‘//www.hamkk.fi/ ip /euchina 
You can take. the programmes. in one year (fulltime) or 020 7898 4840 | : s " ` 

or two-or three years (parttime). | Fax: 020 7898 4839 | contact: Häme Polytechnic. 

Al core. courses: are taught iy the early evening, i Ms. Lu Wei Tel: (858-3) 646 4920 or 

Graduate Open Evening KER | Mr. Vesa Tuomela Tel: (358-3) 646.4612 

If you would ‘ike more information on any of these Fax:(358-3) 646 2230 E-mail: euchina@hamkk:ti 
programines you are very welcome to attend the Graduate J a 

Open Evening on Wednesday June 7th, Bom-Spm in the i 

Brunel Gallery, SOAS (nearest tube: Russell Square). diplomacy /home.htral 
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bal > 
your management potential Op ECONOMIC/INDUSTRY ANALYST 

+ One year full time »: Two years part time + Distance a Metal Bulletin Research Ltd (MBR} is one of the leading suppliers: of 

+ Open Access/non-graduate route economic research and consultancy services to the metals and mining 

* Innovative CourseWare and world wide web support industry. MBR is looking to recruit an analyst to contribute to a wide range 

* MSc in a variety of specialisms including Marketing and e-Commerce Management. of research products. The ideal candidate will possess an economics 

Surrey European Management School, University of Surrey, Guildford, Surrey GU2 SXH degree and have excellent analytical and written skills. Language skills are. 

POU rere oct oe ren mene tere: aaa noe! also desirable given that overseas travel is required. More experienced. |. 

ie AS TA candidates with relevant experience will also be considered, as will those 
with knowledge of the metals/mining industry. A competitive salary and 
benefits package are offered, and there are excellent promotion prospects 
for the right person. Candidates must have the right to work in the EU. 


Please send your c.v. to: Research Director, MBR 
111 Westminster Bridge Road, London SET 7UL 
Email: nbuxton@metalbulletin.com MBR 


UNITED STATES AGENCY FOR 
6 ge INTERNATIONAL DEVELOPMENT 


| poe is accepting applications far the position af 
cma 1C d ‘upe FISCAL REFORM ADVISOR 


The USAID Regional Mission in Kiev, Ukraine, has program responsibility for 
technical assistance projects in the western Burasia countries of Ukraine, 
Moldova and Belarus, The Mission is currently seeking the services of a Personal 


BEGINNING Service Contractor who will lead in the design, implementation and coordination 

| Í | of USAID-funded fiscal and macroeconomic reform programs. This position 
fl d Ce JANUARY involves a range of advisory and monitoring responsibilities and involves 
2001 technical, economic, institutional and environmental factors in areas that are 


undergoing rapid political and economie changes. 

PART-TIME PROGRAMME is ~~ 3 E 
The Fiscal Re e 

SEVEN 4-DAY: RESIDENTIAL MODULES conceptualization and design stills to aaa an priority sector programs s Helshe 
will be responsible for managing the f i dad macroeconomie assistance 

DESIGNED ESPECIALLY FOR QUANTS portfolio for Ukraine and will provide overall intellectual and techaical guidance 
to help design, implement, monitor and report on assistance activities, The 
Advisor will serve as liaison with other donors, agencies and private 
organizations, and will participate in senior level discussioas in relation to 
programs, policies, and future directions. 


POSTGRADUATE DIPLOMA in 


allocation models Current USAID-financed activities are designed to promote a macroeconomic. 
environment conducive to economie growth and sound fiscal policy and fiscal 
Equity, currency and commod ity management practices, Activities address the areas of macroeconomie policy, wax 
derivatives policy and tax administration, budget reform, intwreavernmental finance and 
public administration 
Interest rates and products foes 
f d fed candidates will have an advanced university degree in a related field of 
Numerical techniques study, preferably economics, strong conceptual and technical skills and a 
; n RA minimum of {2 years relevant experience. international development experience, 
Advanced topics and latest research preferably in Eastern Europe or Burasie, is required. Strong mange and 
; interpersonal skills, a demonstrated ability to work in a collegial, team-based 
nformation and a brochure contact: environment and excellent written and oral communication skills are also 
essential, Familiarity with USAID policies and procedures will be considered a 
67 St Giles, Oxford OX1 3LU, UK major factor. Relevant language capability is an asset. 
+44 (0)1865 288 164 +44 (0)1865 288 163 Competitive salary and benefits package provided. Applicants must be U.S. 
tiffany. fliss@conted.ox.ac.uk Citizens. Interested and qualified persons should submit a detailed resume 
and/or Optional Form 612, complete with three references, by July 3, 2000 to 
www.conted.ox.ac.uk/courses/mathsdipioma USAID/Kiev, Ukraine, fax (380-44) 462-3834 (Attn: Denise Herbol, Executive 
Officer) or via e-mail: dherbol© usaid.gov. ' 
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London SW1 
C £30,000 to £40,000 plus benefits dependent upon qualifications and experience 


Our Aim 


The Office of Gas and Electricity Markets has been created by the merger of the gas and 
electricity regulators. 


As an economic regulator independent from government, we are committed to providing 
customers with more choice and better value for money in buying energy through the 
promotion of competition and effective regulation of network monopolies within Europe’s 
most liberalised energy markets. 


The Role 


We are currently seeking a number of economists to take a pro-active role in developing 
policy and managing staff within our Competition and Trading Arrangements Directorates. We 
have a number of intellectually challenging positions, each offering a unique opportunity to 
work at the very heart of a leading edge organisation, on work that has a real impact on 
people’s everyday lives. 


With the ongoing reform of wholesale electricity and gas trading arrangements and the 
introduction of the Competition Act, you will be tackling difficult issues of market design, 
monitoring and structural reform in wholesale and retail energy markets with annual turnover 
in excess of £23bn. 


In each of these positions, you will be a promoter of change, overcoming barriers and 

| developing proposals that will make the market more effective and deliver greater choice and 
value to customers through greater competition. You will also act as the voice of the regulator 
with stakeholders from customer groups to government departments and will contribute to the 
ongoing creation of policies within the organisation. 


Experience & Qualifications 


In order to apply for any of these positions you should have at least a first degree in economics 
or a related discipline and/or experience in developing and applying policy in a commercial, 
economics or regulatory environment along with experience of staff management. A familiarity 
in dealing with quantitative analysis is desirable, as is experience of the energy markets. 





To apply for any of these positions, and to receive an application pack, you should either 
contact our response handling line on 020 7932 1616 or email recruitment@ofgem.gov.uk 
quoting reference $Q23. The closing date for despatch of application: will be 12 June 2000 
and for receipt is 16 June 2000. 
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‘APPOINTMENTS _ 


Fighting Poverty in Asia & the Pacific 
Asian Development Bank's overarching goal is to reduce poverty and improve the quality of life of people in the Asian & Pacific 


PENNANEN EADS 


SENIOR T. RAN SPORT EC ONOMIST 


The Position 


+ Developing regional and country specific transport sector policies and 
strategies, including appropriate institutional structures and incentives 
for transport infrastructure planning and maintenance and capacity 
building initiatives to improve sector performance and to involve the 
private sector 
Evaluating the economic viability and social desirability of projects in 
transport sector based largely on ADB's strategic objectives 
Supervising project implementation and monitoring af development 
impact, including project monitoring, procurement matters and 
consultant selection 


The Requirements 


+ An advanced degree in economics, iveterubiy à PAD and at least: 
seven years relevant professional. experience, including. project 
formulation and administration s 
Thorough understanding. of transport and: communications sector 
issues and familiarity with davelooment banks’ operational policies and i 
procedures y 
Strong interpersonal, technical, diplomatic, and prose ciltira ~ 
liaise effectively with developing: member. countries’. gowernr 
axecuting agencies, and other donot agencies i inthe field 

+ ~~ Excellent written and oral communication skills. a must 


Established in 1966 and headquartered in Manila, Philippiries, ADB's multicultural staff come from over 45 member countries. ADB offers an internationally competitive 
salary paid in US dollars. Salaries and benefits are generally {ree of tax except for citizens of some countries, primarily the USA and the Philippines, whose incomes 
are taxed by their respective governments. Applicants should be nationals of one of ADB's member countries. For further information ‘on ADB, please visit 


www.adb.org and look for Employment Opportunities under Business Cenier. 


Send CV and cover letter by fax œ mail quoting Ref. 


by 19 June ie 


Ted: (63-2) 632-4444 HUMAN RESOURCES DIVISION 


Fax: (63-2) 656-2550 
E-mail: iobs@adb org 


oF 
Women are actively encouraged to apply 


Lae. DIREKTION FUR ENTWICKLUNG UND ZUSAMMENARBEIT DEZA 
DIRECTION OU DEVELOPPEMENT ET DE LA COOPERATION DDC 
DIREZIONE DELLO SVILUPPO E DELLA COOPERAZIONE DSC 
SWISS AGENCY FOR DEVELOPMENT AND COOPERATION SDC 
AGENCIA SUIZA PARA EL DESARROLLO Y LA COOPERACION COSUDE 


ASIAN DEVELOPMENT BANK 
P.O. BOX 789, 0980 MANILA, PHILIPPINES 


$ Only shortlisted candidates will ba notified: 


The Swiss Agency for Development and Coordination (SDC) is charged with the conception and execution of 
development cooperation, humanitarian aid and disaster relief as well as cooperation with Eastern Europe and the: 
Commonwealth of Independent States (CIS) within the overall framework of Swiss foreign policy. 


For our Health Programme in Rwanda we seek a 


Health Advisor 


Tasks: 

You advise the Coordination Office in Kigali in the 
planning, preparation, implementation, and the monitoring 
of the SDC health program and projects in Rwanda. (This 
includes drafting of credit proposals and project 
agreements, support to project managers/collaborators, 
project monitoring and related reporting, control of the 
efficient use of financial resources according to project 
goals, objectives and agreements, preparation and support 
to project appraisals and evaluations). 

Under the responsibility and mandate of the Coordination 
Office, you establish and maintain links with the relevant 
ministries, public and private organisations, other donor 
agencies, supporting agencies and projects beneficiaries. 


Requirements: 
You are a specialist in public or tropical health, with good 
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knowledge on finance and management. Experience in | 
health related work, preferably in Africa, and it 
reproductive health or decentralisation of public 

is an asset. You are a professionally competent personalit: 
committed to improving the health sector in Rwanda. 
Fluency in written and spoken French, good knowledge in 
English. 


Duration: 1-year contract renewable, beginning: August 
2000. 


Please send your application until June 10, 2000 to SDC, 
personnel section, Walter Portillo, Ref. POW 317e, 
CH-3003 Bern. 


Further information regarding this organization can be 
found on the internet at: www.sdc.admin.ch 





NATIONS UNIES 






















FACULTY OF ECONOMICS AND BUSINESS ADMINISTRATION, ENTREPRENEURIAL 
STUDIES AND INNOVATION MANAGEMENT INSTITUTE 
Research associate and doctoral student for up to five years, 
full-time employment (Ila BAT-O) 
Obligations: You will contribute to research and teaching of our institute. In research you will 
predominantly be occupied with the design and organization of experiments on decision making 
under risk 











The United Nations will be holding examinations for the following Janguage positions: 
T-a) French Language Translators/Précis Writers, Editors and Verbatim Reporters 
{scheduled to be held on 17, 18 & 19 July 2000). 

b) English Language Transiators/Précis Writers, Editors, and Verbatim Reporters 
(scheduled to be held on 24, 25 & 26 July 2000). 

All candidates must hold a higher education degree at a suitable level. Candidates 
for English language posts must have English as their mainlanquage and an 
excellent command of French and at least one other official language of the 
United Nations (Arabic, Chinese, Russian and Spanish}. Candidates for Franch 
language posts must have French as theirmain Janquage and an excelignt 
command. of English and at least one other official language. 

Successful candidates may be recruited for posts at United Nations Headquarters 
in New York or at other United Nations locations (Geneva, Vienna, Nairobi, 
Santiago, Bangkok, Beirut and Addis Ababa). 

Detailed information and application forms may be obtained tom the Internet 
(www.un.org/Depts/OHRM/examin/fexam.htm), by contacting any of the UN 
regional offices or information centres, or by writing to the following addresses: 













Education and knowledge: You havea master’s degree in business, econoniics, or mathematics 
from a major European, American, or Asian university, Knowledge in marketing, management, or 
finance is important, You are good at mathematics, and you are prepared to learn the methodology 
of experimental economics, Working experience with mathematical software, eg. Mathematica, 
would be great. 






















Please send your cv, exams etc, within three weeks to the following address: Humboldt 
Universitit gzu Berlin,  Wirtschafiswissenschaftliche Fakultit, Institut für 
Entrepreneursbip/Innovationsmanagement, Prof. Dr Christian Schade, Spandaver Sir. 1, 10178 
Berlin, Germany, or send an email with attachments m schade@ wiwihu-bertinde. Please add the 
following identification code: DRAB4/0. 
Please notice that in order to realize s higher percentage of female doctoral students we especial: 
encourage female applicants. Also, hiring disabled persons has a priority when they are equ 
qualified. In order to economize on mailing costs, please do not use any presentation material, 



















Candidates living in Europe shouid apply to:| All other candidates should apply to: 
Training and Examinations Section Examinations and Tests Section 
Villa Le Bocage, 4 - UNOG Room S-2878-E. 

8-14, Avenue de la Paix United Nations Secretariat 

CH-1211 Geneva 10, Switzerland New York, NY 10017, U.S.A. 

Fax: (41-22) 907-0006 Fax: (1-212). 963-3683 


Deadline for applications: 9 June 2000 far the French examination and 
16 June 2000 for the English examination. 



































Internationales, in 14 Landern tatiges und weiter expan- 
dierendes Einzelhandelsunternehmen der Luxusgüter- 
industrie sucht nach einem 





University 


Junior Financial Officer een 


der als (stellvertretender) Geschäftsführer in Zusammen- 
arbeit mit dem Commercial Officer die Expansion des 
Unternehmens in Deutschland vorantreiben soll. Die 
Position ist gleichermaBen für Frauen und Manner 
ausgeschrieben. 


ECONOMICS DEPARTMENT 
Chair in Economics 


A leading international figure in Economics is sought fora new Chair in our 
expanding Department of Economics and Finance. Applications from those 
with expertise in any area of economics are welcome, although candidates 
with research interests in Labour Economics, industrial Economics and 
Bei erfolgreicher Arbeit besteht die Möglichkeit einer Macroeconomics/International Finance will be given preference. 
Tätigkeit in anderen Positionen in Deutschland oder in 
anderen Ländern. Weiterhin bestehen Aufstiegsméglich- 
keiten in höhere Managementebenen sowie Tätigkeiten 


in verschiedenen, auch strategischen Bereichen. 


The successful candidate, who will have an excellent record of research and 
publications, will be expected to provide academic and practical leadership 
to the Department to build on its existing strengths, and he able to contribute 
to postgraduate and undergraduate degree modules as well as attract and 
supervise PhD students. 
‘The salary will be by negotiation within the professorial range. 

Reference: C082 
Anforderungen: 


Reader/Senior Lecturer/Lecturers 


The Department alsa wishes to appoint a Reader, or Senior Lecturer, and a 
number of Lecturers, preferably in any of the following areas: 


Die Fahigkeit, in einem Team zu arbeiten, 


Gute Auffassungsgabe und Vielseitigkeit, i i 
* Finance / Corporate Finance » Industrial Economics 

e Applied Econometrics + Macroeconomics / International Finance 
¢ Microeconomics + Public Sector Economics 


Gute Allgemeinbildung, 


Studium mit Schwerpunkt Finanzen oder einschlägige 
Berufserfahrung, 


Candidates with a strong research record, or demonstrable research potential, 
in other areas of economics and/or finance will also be given. serious 
consideration. We welcome applicants who have just completed their 
doctoral studies. Reference: C083 (Reader/SL)  A158C (Lecturers) 


All appointments are tenable from 1 September 2000 or'the earliest date that 
can be arranged thereafter, For informal discussion of the gosts, please 
contact Professor Tony Antoniou (tel: 0191 374 7248 or e-tnail: 
Antonios.Antoniou@durham.ac.uk), 


Ausgepriigte analytische Fähigkeiten sowie EDV- 
Kenntnisse. 


Bitte richten Sie Ihre Bewerbungsunterlagen (hand- 
schriftliches Bewerbungsschreiben) an folgende Adresse: 


Box-Number -4105 to- The Economist Newspaper, 
25, St. James`s Street, London, SWIA IHG, Great Britain. 


H.Stern 


u6 THE ECONOMIST. MAY 29TH VOGO 


Further details and an application form may be obtained from the 

Director of Personnel, University of Durham, Old Shire Hall, Durham DH1 
3HP, to whom applications should be submitted, including the: names of three 
referees. (Candidates outside the British Isles may submit one copy only) . 

(tel: 0191 374 7258, fax: 0191 374 7253 or email: |.a.codk@durham.ac.uk), 


Closing date for all posts: 23 fune 2000. Please quote the: 
appropriate reference. 








APPOINTMENTS _ 





“PLAN international is one of the world’s leading 
international, non-governmental organisations delivering 
humanitarian child focused development Programs in over 
40 of the world’s least developed countries. PLAN has no 
religious, political or governmental affiliation. PLAN 
employs over 4,500 staff worldwide. We raise $300m a year, 
< mainly through child sponsorship but with an increasing 
amount of grant funds from government donors. We are 
“currently recruiting for a number of positions in our 
Regional Offices based in West Africa and South East Asia. 


Regional Health Advisor 
West Africa 






































Regional Learning Advisor 


West Africa 


Regional Learning and 


Education Advisor 
Asia 


Water and Sanitation Advisor 
West Africa 


Regional Growing Up 
Healthy Advisor 
Asia 


All of these positions will be concerned with the planning, 
implementation and evaluation of Regional and Country 
„program strategies with the aim of continuously improving 
the quality of Health, Education and Sanitation programs 
within the communities with whom we work. 





Applicants will require a Master degree or equivalent 
experience in a related field and at least 3 to 5 years’ of 
experience in the related field within developing countries, 
including working with children. Applicants will need good 
interpersonal and communication skills, and a sensitivity to 
cross cultural issues within the work environment. Good 
written and verbal English Language skills are essential and 
for West Africa, French language skills are preferable. 
Advisors will be expected to travel both within and outside 
of their region. 


To apply for any of the above opportunities, please send your 
CV with a letter explaining how you meet the requirements, 
your availability and your current salary to Tracy Gill-Parker, 
Human Resources, PLAN International HQ, Chobham House, 
Christchurch Way, Woking, Surrey GU21 1JG. Fax 01483 756505 
or email:parkert@plan.geis.com. For additional information 
on PLAN International please visit our website at 
http://www. plan-international.org. The closing date for 
applications is 20th June 2000, 


Working toward equal opportunities 


RO PLAN 
INTERNATIONAL 


PLAN is committed to achieving lasting improvements 
in the lives. of poor children worldwide. 
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| Economic/ 


CIVIL AVIATION HB 
AUTHORITY 












The Civil Aviation Authority is responsible for the eco 
regulation of the. UK civil aviation industry, Two new post: 
been created in our Economic Regulation Group. 















Policy Analyst.. 


You will be responsible for advising on developments in integrated 
transport and envirenmental policy and on the optimum 
development of aviat.on policy within this broader. context and . 
its implications for our regulatory and operational: policies, You 
will also be responsible for providing analysis and advice on. 
optimum public policy, including economic regulatory, institutional: 
and service delivery pclicies forthe provision of air traffic services 
and aviation infrastructure more generally within Europe. 





















You will have a good degree and preferably a post-graduate 
qualification, in economics or a related discipline together. with... 
strong networking, relationship management and communication. 
skills. You will need to tackle problems and. identify opportunities 
in a pro-active and energetic manner putting analytical outputs 
into a broader. policy context. and communicating the implications 
to senior management and externally. 












In return, we offer a5 year pensionable appointment with salary. 
in the region of £30,000 (more foran exceptional candidate) 
and a performance related bonus scheme. 
























Economic Policy Analyst 


You will be part of a team applying economic and econometric 
analysis to develop policies relating to airport and air traffic. 
control infrastructure with particular focus on economic 
regulation and competition policy. 




























You will have a good degree and. preferably a post-graduate 

qualification, with a strong microeconomics and econometrics i 
content together with quantitative skills and a pro-active 
approach to problem solving. Applications. from new or recent. 
graduates would be welcomed. ~ Oey 















In return, we offer a.5 year pensionable appointment, with.an 
attractive salary package, subject to experience but at least 
£22,000 and a performance related bonus scheme. 











For either post please write with a full CV to Katie Randell, 
Personnel, Room (216, CAA House, 45-59 Kingsway, London 
WC2B 6TE by Friday 9 June 2000. 












The CAA is an equal opportunities employer. 


Practice Leader 
Utility Reform 


The Adam Smith Institute (International Division) is 
seeking to recruit a consultant to lead the 
expansion of our growing international utility 
reform and regulation practice. 


We are looking for an experienced international 
consultant with a proven track record in: 


e providing advice on utility reform and 
regulation; 


developing new business; and 


managing and delivering large, complex 
consultancy projects. 


Central London based. Salary package up to 
£100,000. 
Please send your detailed CV to: 


CVs@AdamSmithinstitute.com | 


fax 44-20-7793-0090 
www.AdamSmithinstitute.com 


Commonwealth Secretariat 
Deputy Director 
(International Finance & Capital Markets Department) 


The Economic Affairs Division is responsible for carrying out the Commonwealth Secretariat's 
programmes on consensus building and policy development on national and international 
economic issues 

The Role: 

SD Reporting to the Director of the Division and heading the Department, the Deputy Director will 
be responsible for economic analysis and policy development in the area of money, finance, 
debt and macro-economic management, capital markets and private sector development. The 
officer will lead a team in the preparation of specialist papers for the annual Commonwealth 
Finance Ministers Meetings, meetings of Senior Finance Officials on national and international 
economic issues, expert groups and workshops, and also contribute w the Division's work 
relevant to Heads of Governments Meetings. 

Lead country missions and form strong links with international financial institutions for the 
development of collaborative activities. 

O Develop proposals for work programmes taking account of the Division's objectives and 
resource availability and assist in the mobilisation of resources from external sources. 

Qualifications 

© Applicants should have a good post-graduate degree in economics, extensive experience in 
economic analysis and policy formulation {especially monetary, financial and macro-economic 
issues) and a good knowledge of capital markets and financial institutions, A PhD in economics 
specialising in international finance and experience in an international organisation would be 
desirable, 

O A-strategic thinker. Excellent communication and people management skills are essential as is 
IT skiftis. 

‘The post is for a period of three years in the first instance and js open to nationals of all 

commonwealth countries, 


Salary: £31,932 — £37,764 pa. net plus housing & other allowance for overseas appointee 
£48,043. ~ 39,303 p.a. gross for UK. 

Application is by detailed CV which should be forwarded onty after applicants have received the 

information pack available from: Gladys Mbene, Tel No. 020 7747 6181; Fax No. 020 7747 652 

Email: gomhone commonwealth. int, Marlborough House, Pall Mail, London SW1Y SHX. 

Closing date: 20 June 2000 

Commonwealth Secretariat Website: httpy//yww.thecommenwealthorg 





The Commonwealth Secretariat is an Equal Opportunity Employer 


u8 





Executive $75K-500K+. Career searching into, within or out of 
Asia / Europe / M-East / U.S.? Contact for Free Info & Critique 


www.careerpath.co.uk 


Fax: Email 






USA/Canada +1202 4781698 — cpamerica@careerpath.co.uk 
Europe +44 20 75048280 — cpeurope@zareerpath.co.uk 


Asia / M. East / Aus +662 2674688 cpasia@bkk. loxinfo.co.th 








WESI The United States Agency for International Development is 
- seeking candidates for the position of Senior Capital Markets 
Fi Advisor. Applicants should have significant financial markets 


ETT experience (10 years or more}, centered on New 
hl tj ¥ Independent States and/or Southeastern Europe, 


The Advisor will actively lead in the strategy development, design, 
implementation, coordination, and supervision of non-bank financial 
institution activities. As appropriate, the Adviser will provide counsel 
and advice to senior USAID and other high-level government officials at 
both the policy and technical levels on matters relating to the 
development of the legal, regulatory, and institutional environment for 
the development of bank and non-bank intermediaries financial markets. 
The Advisor will provide hands-on supervision of technical teams in the 
implementation of financial markets projects im the region, as well as 
have supervisory responsibilities of USAID contractors. 





This position will be contracted for two years under a personal service 
contract, with the possibility of up to three more years and is based in 
Washington, D.C. This position is graded within the GS 15 salary range. 
Interested applicants should mail two sets of U.S. Government Standard 
Form 171 or Optional Form 612 to: 


Ms. Cheryl C. Bennett 

U.S. Agency for International Development 
Office of Procurement 

Ronald Reagan Building, Room 7.09-043 
1300 Pennsylvania Avenue 

Washington, DC 20523-7900 





The Secretariat hosts the Ministry’s Divestment Unit which is handling the creation of 
the National Forestry Authority (NFA) as the successor institution to the present 
Forestry Department (FD). NORAD has agreed to support the recruitment of the 
Head of the Unit. A negotiated package on international terms:s on offer. The post is 
available for immediate filling. 





(minimum 9 month contract) 


Job Profile 


e organise the work required to launch the NFA and help with its initial year of 
operations 


ensure that the Secretariat provides appropriate and effective support to the NFA 
Working Group 


maintain the progress schedules describing the NFA planning and launch process 


undertake the preparation of briefing papers and progress reports to the sector's 
Co-ordination Committee 


plan communications exercises to ensure that stakebalders are informed about 
the NFA 


æ plan the staff selection and training process 


Qualifications & Experience - A degree in either economies, business studies or an 
equivalent professional qualification. Seniorlevel experience inthe restructuring and 
management of commercial or public enterprises, plus a minimam of 20°years of 
relevant work. Experience of the forestry sectar is highly desirable. Proficiency in 
Microsoft Word and Excel; good team and presentational skills; gender awareness 
and sensitivity; and an excellent writing style Ih plain English, 


Applications - An application letter, C.V., and details of availability, plus the names 
and addresses of three referees to: Head of the Fores? Secretariat, £0 Box 27314, 
Kampala, Uganda, fax 256 41 340683, tel 2564) 340684, e-mail 
ufscs@infocom.co.ug to arrive by Friday 9 June 2000, 
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_International 


The position 





style 

















English Translator / Editor 


i To join the English language team in the Bank's Translation Service 


Settlements " editing texts drafted in English for * English mother tongue - 
` correctness, consistency, clarity and 


* translating economic, financial, legal, =» eciting skills 
technical and general texts into 


English «desirable: 
« translation, studies at first has 
* preparing abstracts in English for : postgraduate level 
The Bank for International internal/external distribution * eN A na major 
Settlements i international ; ; intaini : 
|. agahisation that promotes contra * inputting and maintaining data in the  « knowledge of economics and finance 
bank a pperalion and provides eulogy PE eure ne = familiarity with terminology database. _ 
jatabase i 
banking services to central banks , HRI Ep as ora 
and international organisations. * contributing to maintaining and knowledge of Spanis 
Pased in Basel, Switzerland, with a updating the house style guide * flexibility, adaptability, team spirit 
representative office for Asia and ; 
the Pacific in Hong Kong, the BIS -~ The BIS offers attractive conditions of employment in an international environment . 
has rig 500 staff from some 35 and excellent welfare benefits. 
countries. 
: Please send applications, together with references, to Human Resources, Bank for 
www. bis.org international Settlements, CH-4002 Basel, Switzerland, quoting reference 00611. 























The requirements. 


* good university degree in Fr : 
German 








gù The trade association for the scheduled airline industry, 

ah representing 268 member airlines, has a vacancy in the 

I AT A Aviation Information and Research Department 
(AIR) in London. 


Manager Information Services 


An exciting opportunity to lead a professional team producing 
and developing commercial information services for the 
international aviation industry. 

Reporting on key developments within the international aviation market 
and monitoring economic performance and operational change, the 
Manager, Information Services is a key role for the industry. 
Managing a team of five, the primary responsibility lies with the 
production and distribution of statistical and economic/tinancial 
information products o looking increasingly to electronic channels. 
International laison with airlines and other aviation industry partners is an 
essential part of the role, which ensures quality and timeliness in the 
delivery of AIR publications, information products and services, 
Candidates should possess the following: 

Proven project and team management skills 

Interest in developing information products and services using a 

range of new and traditional options 

Excellent written and verbal communication skills 

3-5 years relevant experience, probably in the air transport field 

Highly developed PC skills, including database experience 
Please send a cover letter with details of expected salary and cv by June 7th to: 

Human Resources Manager, LATA, 
75-81 Staines Road, Hounslow, Middx TW3 3HW UK, 
by Fax; 020 8572 4929 or by e-mail maloned@iata.org 
pisit www.iata.org, 


INTERNATIONAL PROPERTY 


JUST ONE CLICK 
& YOU’RE THERE! 





www.bennelongsydney.com.au 
Australia’s finest harbourside city apartments. Now for sale. 
Occupy in time for the Sydney 2000 Olympic Games, 
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Financial Pi enh ns and An alysis Manager. seeking a oe and energetic leader t 


eae * specific resaoneltil ties will include financial 
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follow-up. and preparation of internal business performance reviews. Coordina 
and lead activities to maximize cash flow and productivity in a cross-fune: tional 
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HYDEA, a Conga. 
Engineering Firm, “ba in 
Florence, Italy, is urgently seeking 


ENGINEERS 


EU nationals, holding a University 
degree (or equivalent), with at 
minimum § years experience in 
developing countries, particularly 
in Latin America and Africa, and 
specialised in: 


Water / Waste water 


Urban development - CO MPANY & 


Roads 


Interested persons can send TRU ST S E RV | C ES 


detailed CV at: mail@hydea.com 
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to make appropriate enquiries and take 
appropriate advice before sending money, 
incurring any expense or entering into a g 
binding commitment in relation to an E cE F 
advertisement, The Economist Newspaper ~ o 

Limited shall not be liable to any person for Chester fi (2 d 
loss. or damage incurred or suffersd as a a 

result of his / har accepting ot ofering to Group 
accept an invitation contained in any y H 
advertisement published in the Economist. 
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FIRST PAN-AFRICAN 


24-26 July 2000 SUMMIT 


Johannesburg, South Africa 
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CONFERENCE APART 


@ Focus on the challenges of African banking and 
finance in a new era 
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© Top speakers from Africa and other continents 
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Business to business meetings @ Exhibition 


Top representation by leading African banking and 
financial institutions 


Networking and business building opportunities 
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Business in Africa Conferences (South Africa) Tel: +27 11 807 0948. 
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Fax: +44 20 7495 7966. Email: businessin africa@compuserve.com 







120 


EUROPE'S LEADING LIGHT 
Crossair of Switzerland, Europe's largest regional airline offers more than 28 daily 
departures from the UK and ireland to Switzerland. In addition, Crossair also offers a 


network that encompasses over a 100 destinations in over 30 countries through its 
EuroCross hub at EuroAirport Basel, 
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OUTPUT, DEMAND AND JOBS French Gop grew by 3.3% in the year to the first quarter, up 
from 3.2% in the previous quarter. Dutch cpr grew by 4.2% in the same period. Britain’s Gop 
growth was revised up to 3.1% in the year to the first quarter of 2000. In March the 12-month 
growth in industrial production rose to 4.4% in France; it fell in Spain, though toa still rapid 9.9%. | 
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PRICES AND WAGES Canadian consumer prices fell in April, by 0.4%; the 12-month rate 
slowed to 2.1% from 3.0%, the lowest since August last year. Core inflation is close to the bottom 





March, a real rise of 0.2%. Swedish producer prices rose by 3.3% in the 12 months to April. 
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of the central bank’s target range. Austrian workers received a pay rise of 2.1% in the 12 months to | 


























COMMODITY PRICE INDEX 
wi The Association of Coffee Pro- 
ducing Countries, backed by five non- 
members, has agreed a two-year plan to | 
keep surplus coffee off the market. This is 
an attempt to raise prices, which have fallen 
to a seven-year low. The producers aim to 
hold back 20% of their exports from the next 
crop year, until average prices reach 95 
cents a pound--almost 40% above current 
levels. If prices move above 105 cents, stocks 
will slowly be released. Brazil will begin im- 
plementing the scheme in June and has set 
aside $167m to finance the necessary stor- 
age. Colombia expects the plan to cost 
$400m over two years; but its national cof- 
fee fund is already in deficit. Vietnam and 
Indonesia may also not be able to finance 
thescheme. Traders doubt that the plan will 
work, since coffee production is rising fast 
and Brazil has often broken export quotas. 
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E COMPETITIVENESS The weakness of the 
euro in 1999 has pushed up the cost of run- 
ning a business in America, Britain and Ja- 
pan relative to the euro area. However, 
points out Alison Cottrell, an economist at 
Paine Webber, an investment bank, there is 
more to competitiveness than the exchange 
rate. British firms’ loss of competitiveness in 
recent years also reflects the fact that British 
unit labour costs have risen faster in sterling 
terms than they have in the euro area. With- 
in the euro area, Dutch, Irish and Portu- 
guese costs rose faster than the average last 
year. In lreland’s case, this reversed some of 
the gain in competitiveness of earlier years. 
In Finland, where relative costs have fallen 
from the average in 1987-98 by 12.2%, a drop 
in the markka in the early 1990s was fol- 
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lowed by strong productivity gain 
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‘FINANCIAL IN DICATORS 


MONEY AND INTEREST RATES Anena: 30-year Treasury bond prices dipped on news 
that the Treasury is buying back fewer long-term bonds than expected. In the 12 months to April, | 
Britain’s broad-money supply growth slowed to 4.8%; Canada’s rose to 8.8%. 
4 Money supply* interest rates % p.a. (May 24th 2000) 
>`% rise on year ago over- 3-mth money y market banks 
RE narrow broad night latest year ago 
| Australia. +78 +80 ma 600 631 48 








B STOCKMARKETS Finland has the most 
valuable stockmarket in the world, relative 
to its national output. Thanks largely to No- 
kia, a much-fancied:.mobile-phone com- 
pany, which dominates its stockmarket, 
Finland’s shares are worth more than three 
























































| oe : times its Gor, Switzer land i is the only other 
Ce a | Sy cr wh sas 
“Denmark na Ado wa 370 458 316 675 563 s66 saz zag | more than twice its cpe. Despite a fall in 
Japan 4129 +29 Ap 001 0.03 0.03 138. O44 168 136 24l American share prices, the market capital 
Sweden {BO 484 Mx 375 395 +298 473 498 5.17 4.46 5.70 isation of the world’s most equi 
Switzerland -13 -18 a 235 310 102 400 364 na 249.74 ~ | nation was still 85% bigger than 
United States 307 +83 ay 644 676 483 950 680 646 580 811 | theendof April. At the opposite 
Eurot +99 +65 Mw 403 455 258 440 489 526 397 620 | scaleis Austria,acountry with only a hane 
TFrance 5.40, Germany 5.26, Italy 5 69. Benchmarks: Japan No.222 1,71, US 30-year 6,19. Germany for prime and bonds. ful of publicly traded companies, which: to- 








"Narrow. WY except Britain MO, 
Handelsbanken, Warburg Dillon 





d. M2 or M3 except Britain M4.Sources, Commerzbank, Den Danske, J.P. Morgan, Royal Bank of Canada, Svenska at 
, WEFA Group, Westpac, Primark Datastream. Rates cannot be construed as banks’ offers. gether have a market value barel y one: 
oe en tenth as big as its national income. 


STOCKMARKETS ‘Technology shares took another battering, on fears of higher interest rates 
and weak dot.coms. The Nasdaq Composite fell by 10.3%; it is now 35% below its March high. The 
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| 
| revamped Nikkei 225 fell by 7.8%. Zurich and world bonds were the only markets to show a rise. | i 
| Market indices _% changeon o o | 
| cee 200 one Dec 3ist 1999 
May 24th high low week inlocal in$ | 
iia tee te a woe . _surrency _terms | i 
Australia (All Ordinaries) 2,9722 3,274.1 2920.0 - 22 -57 -07 || 
Austria (ATX) 1129.0 1236) 1,0294 = 10 57 14.6 | 
| Belgium (Bel 20) 29009 3,340.4 2,5322 - 0.0 -132 -24 f 
| Britain (FTSE 100) 61186 69302 59946  - 13 E 2 it? 193 
Canada (Toronto Composite) 9,144.2 10,0527 81142. ~ 43 34.8 E +87 + 46 
| Denmark (Copenhagen SE) 859.4 896.6 755.1 ~ 4A 4109 + 02 
France (SBF 250) "73,7936 42179 35128 -73 ~ 05 = 89 
Germany (Xetra DAX) 6,8349 8065.0 64749 ~ 52 ag -n 
Italy (BCI) esie 2.1823 1,6664 - 60 -138 +36 - 62 
Japan (Nikkei 225) 16,0444 20,8332 16,0444  - 78 -588 -15.3 -188 
| Topi) 15049 1,7548 1,5049  - 80 -478 -126 -163 
| Netherlands (EOE) e5 6879 6124 = 38 ~ 66 - 43 -134 
| Spain (Madrid 5E) "954.1 1,146.2 9521 4? 168 - 54 - 144 
| Sweden (Affarsvariden Gen) 5,738.9 6.9606 51763 ~ 84 ~176 +43 ~- 30 
| Switzerland (Swiss Market) (7,846.1 7,6064 67814 +15 ~ 67 +36 -37 
| United States (DJIA) "05354 11,7230 97960  - 22 =- 16 -109 =- 84 - 84 
| “(S&P 500) 7399.1 1,5275 013334 = 34O -84  - 48 -48 
i "(Nasdaq Comp) 3.2706 5.0486 3,164.6 -103 +347 -352 -196 -196 
| Europe (FTSE Eurotop 300)* 1,548.4 1,6680 1,4725 - 46 +210 -~ 72 - 22 -115 
Euro-11 (FTSE Ebloc 100)* 73022 15076 1,2777 - 57 +316 - 7? +05 -90 
World (MSC)? 1,300.4 1,448.8 13004 - 34 + 91  =102 na - 85 
World bond market (Salomon)' 4209 4400 A48 $ 15 28 = BS č n -37 
tin guro terms, Thorgan ! Stanley Capial international index iratudes individual markets listed above plus eight others, in dollar terms. gg 
| #salomon Smith Barney World Government Bond index, total return, ia dollar terms. 
LA NLT LEA prepa 
TRADE, EXCHANGE RATES AND BUDGETS Sterling fell toa six six-year low against thedollaranda two-month low against the euro. In trade- 
| weighted terms it shed 2.6% over the week. America’s visible-trade deficit widened yet again in Marzh, to $37, billion, increasing the 12-month 
gap to $379.9 billion. In the same period Britain’s 12-month trade deficit narrowed slightly, to $41.8 billion. 
_Trade balance*, $bn_ ___ Current account = Exchange rate _Currency units _ Budget 
“latest latest 12 Sbn_ The Economist poll trade-weightedt per per per balance 
month months latest 12 mths % of GDP, forecast May 24th year ago $ £ BM euro %of GpP 
a Sa e eee eee a 2000 2001 ~ May 24th year ago eee ae 1999 
Australia = 0.50 Mar "96 ~ 22.3 04 “4.9 5 847 SSG 258 081 0159 07 
Austria (O57 fes -= 53 = 4.3 Mat 23 99.8 102.1 “i82 13.4 2234 703 J38 21 
Beigium + 4.25 febi + 158 + 119 Dec 44 EA 101.4 a5 385 655 206 403 “1.0 
Britain 2.97 Mar ~ 418 “220.7 o 19 “4058 1042 oa 063 “= 032 062 07 
Canada + 2.66 Mar + 25,7 = 2.9 04 0.1 789 802 151 1.47 222 070 137 16 
| Denmark + 027 fee + 4A eee 1003 104.6 822 709. #412) 381 7.46 29 
France + iit Mar + 170 + 35.8 Feb 24. a “Tort 1046 723 626 106 335 656 22 
Germany + 5.88 Mat + 671 ~ 186 Mar — -05 377 102.2 216 1.87 317 = 1,96 “16 
italy (OO Feds + 117 + 87feb L2 921 746 “2.154 1,848 3,142 9900 1,936 23 
Japan + 9.22 Mar — 124.3 113.1 Mar 155.5 1293 17 122 158 498 97.39 “76 
Netherlands + 1.01 MaS + 118 + 22.7 Q4 372 1007 243 210 358 1.13 220 “0.6 
Spain 3.00 Fed 3593 Feb 738 760 163 159 270 851 166 ç EEN 
Sweden + 149 Mar + 160. + 61 Ma 23 835 80.8 319 856 135 426 8.34 23 
Switzerland - 0.13 ApS: + 04 + 292 04 97 1045 106.6 172 152. 254 080 1.56 na 
| United States -3705 va -3799 -33840 43 -39 ize 1097 A 0e ON 10 
Euro-11 + 0.30 feos + 499 F 214 Feb 08 08 78.2 B68 10 0.95 162 0.51 = 16 
* Australia, Britain, France, Canada, japan and United States imports fob, exports fob. All others cif/fab. 149902100, Bank of England. #OECD estimate. 
Not seasonally adjusted. * *New senes. 
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E ASIAN BUDGETS The 1997-98 financial 
crisis took its toll on Asian countries’ fiscal 
balances. According to a new report by the 
Asian Development Bank, between 1996 
and 1999 budget balances worsened in two- 
thirds of the Asian countries shown on our 
chart, including almost all the region’s big 
economies. Thailand’s budget balance, for 
instance, swung from a surplus of 2.4% of 
GDP in 1996 to a deficit of 3% in 1999. Even 
Singapore, traditionally one of the region’s 
highest savers, saw its budget surplus fall 
from 8.6% of Gop in 1996 to 2.5% in 1999. 
However, the biggest budget deficits, mea- 
sured relative to the sizeof theeconomy, are 
in the region’s smaller, poorer countries. 
Laos, for instance, ran a deficit of 9% of Gop 
last year, and Mongolia’s hit 10%. A few 
countries have bucked the trend and 
slimmed their budget deficits in recent 
years, most notably Pakistan, Cambodia 
and Fiji. 
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ECONOMY South Korea’ SGDP egendedh by 12.8% in the year to the fm guarir: helped by a 
surge in exports and strong capital investment. Over the same period, Malaysia’s economy 
grew by 11.7%, Singapore's by 9.1% and Taiwan’s by 7.9%. China’s current-account surplus nar- 
rowed to $15.7 billion in 1999, down from $29.3 billion in 1998. 
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| FINANCIAL MARKETS Moscow fell by bai the Pu Putin euphoria is fading and foreign inves- 


tors are losing confidence. Bangkok had the next biggest fall, of 8.7%, also thanks toselling by for- 
eigners. Shanghai rose by 7.5% in anticipation of a positive American trade vote and the easing 
of tensions over Taiwan. Caracas rose strongly on the back ofa takeover battle. 




















































































































Currency units Interest rates Stockmarkets % change on 
pers “perf short-term  May2&th Dec 31st 1999 
May 24th year ago May 24th % p.a. one inocal  in$ 
week currency terms 
China 3.28 8.28 122 198" 1,973.1 +75 + 359 + 359 
HongKong 7.79 776 ns 704 13.9340 -60 - 179 - 180 
india a4 429 650 820 39337 -71 =- 2a -225 
indonesia 8510 8100 12533 1183 493.2 -42 ~ 271 ~ 396 
Malaysia 380 3.80 5.60 3.20 ~ 903.8 -20 F 113 4 913 
Philippines 330 381 63.3 9.07 1,418.8 -75 -338 - 379 
Singapore 1743 2.56 2.88 18714 -70 - 245 - 275 
South Korea 1,133 1,191 1,669 7.16 675.0 ~72 = 343 - 344 
Taiwan 30.9 328 45.4 5.05 8,500.4 -64 + 08 + 22 
Thailand 39.3 37.2 57.9 3.00 "319.7 -87 ~ 37 - 366 
Argentina Too 100 14? 811 445.6 -34 - 188 ~ 188 
Brazi BSNS 184814, 166.4 -47 = Wl = 198 
Chile 526 496 774 55gt 5,0243 -24 ~- 28 - 20 
Colombia 2143 1679 3157 1167 -8236 263 > Ma = 278 
Mexico 9.54 3.70 14.6 15.36 5,800.0 -63 - 187 - 192 
Venezuela 683 598 1,005 11.84 6,833.5 +82 + 263 + 199 
Egypt 3.44 34 5.07 9.09 11,0528 -85 -183 - 188 
Greece ya 30o 5a EE 4,557.1 -32 = 
israel T 497.6 ~ 47 
South Africa 2 26.4 
Turkey 619,980 403,910 ~ 15,8198 
Czech Republic 40.1 36.1 3 se i 
Hungary z8 a wos 8,308.5 
Poland 18,4617 
Russia i? Ro — Igi 








"Proxy, because of lack of interbank market 

a banks and stock exchanges; Primark Datastream; ERI Reuters; Warburg Dillon Read; LP torgan, Hong Kong 
Centre for ons toring indian Economy, PEL, EFG-Hermes, Bank Leumi Le-israeh: Standard Bank Group: Garanti Bark; Deutsche Bank, 
Russian Economii Frends. 


tinflation-adjusted. #New series, Sin dollar terms, 
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Throughout the years, we've made it our business to know a wide 
variety of sectors and how they work. ABN AMRO Bank is therefore 
a recognized expert in areas as diverse as shipping, telecom, aero 
space and energy. That's experience you can use, to turn complex 


business challenges into a powerful advantage 








A gift from The Economist Collection 
makes business sense. 


Our Business Gift Service shares all of the attributes for 
which The Economist is internationally renowned. As such, 
you can rely on us to deliver the highest standards in 


everything we do, from product design to service. 


Exclusive articles. 


All of our diaries, accessories, reference books and 
publications are highly valued, whether for their handcrafted 
production or the extent and accuracy of their contents. 
Our Corporate Sales Team can offer advice on choosing the 
best gifts for your company's requirements, according to 
your profile, clients and budget. 


Unique features. 


You can customise any of our gifts to create a truly 
personal and enduring reminder of your company. Names, 
initials and logos can be embossed on to any of our 
products to give an individual touch, but the options do not 


stop there. 


We can, for example, include a special foreword within our 
diaries to promote your company, or highlight corporate 
events for the year ahead on the relevant pages. We can 


even add your logo to our Business Card Holder before 


delivering it with your business card already inserted. 
In fact, the possibilities are endless, so why not challenge 
us with a request we have not met before? Our Corporate 
Sales Team will be happy to help. 


First-class delivery. 





We always aim to deliver the very highest levels of service. : 
So in addition to offering advice on choosing and Economist business gt packaging 
customising your gifts, our Corporate Sales Team will help 
you to make the most of your budget with our generous 
discounts. They will also be happy to advise you about gift 


presentation and door-to-door delivery options. 


To find out more about how we can help with your business 
gift requirements, please call our Corporate Sales Team 
now on +44 (0) 20 7830 7000, quoting reference AOEB1. 
Alternatively, complete and return the form below today. 
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Introducing i2i. Now there's an industrial-strength e-marketplace 
that offers businesses around the world an unprecedented 

level of security and confidence. It’s called i2i. A revolutionary 
new concept in online trading. By creating a worldwide network 
of rigorously screened member companies, i2i connects buyers 
and sellers in every part of the world, every minute of the day. 
And with i2i you work with leading service partners to facilitate 
every step of your transaction. These include SGS and Bureau 
Veritas (inspection/verification of goods), Danzas (logistics and 
transportation), and Deloitte Touche Tohmatsu (import/export 
and taxation). And because of our strategic partnership with 
SAP. you can seamlessly integrate your company’s operations 
with our trading platform. i2i. Who says you can't trust someone 
you meet online. 


Yi 


Trade With Industrial Strength” 


industrytoindustry 


To become a member today, please visit us at www.i2i.com or call +44 171 638 6000. 
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ON THE COVER 


America may well be right to build a na- 
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the awkward consequences of such a move 
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Reprogramme the BBC 


Srr—One model that you do not 
mention in your discussion of the 
future of the Bec is America’s 
Public Broadcasting System 
(“Greg's glasnost”, May 2oth). It 
survives well as a series of affili- 
ated radio and rv stations estab- 
lished as not-for-profit corpora- 
tions. It is funded from a variety 
of sources including the gov- 
ernment, individual and cor- 
porate donations, and advertising 
that is discreet and tasteful. I vol- 
untarily contribute a total of $240 
to four stations I listen to. 

As the spc already produces 
many of the programmes aired 
on pss, there is a strong link be- 
tween the two. There could be a 
great deal of synergy in closer 
links. Perhaps the future could see 
an international network of affili- 
ated but independent anglo- 
phone public-broadcasting orga- 
nisations. In the world of behe- 
moth chain stores there is still 
room for the quality boutique, 
even in America. | suggest that 
this is the niche that the BBC 
should seek rather than trying to 
compete with Time Warner AOL. 


Princeton function, ANDREW 
New Jersey BLELLOCH 
apace EES AA E IEA AEA a a eo a onl 


Canada’s war 


Sir—Peter Eady (Letters, May 
20th) displays a tendency, regret- 
tably common among Canadians; 
considering Canada as the centre 
of the universe. Contrary to his 
assertion, the war of 1812 was not 
an “attempt to free [Canada] from 
the yoke of British imperialism”. 





The Economist. 25 St James's 


Its purpose was to end British sei- 
zures of American cargoes, ships 
and sailors during the Napoleonic 
wars; the Canadian campaign 
was just one front among many. 
With Napoleon’s fall, questions of 
free trade and sailors’ rights be- 
came moot and the two sides 
agreed to re-establish the pre-war 
status quo. Despite Mr Eady’s 
typically Canadian obsession 
with wins and losses, Americans, 
with their more nuanced view of 
international affairs, have learned 
to think of the war as a draw. 

New York FREDERIC SCHWARZ 


Surprise party 


Sin—Bagehot’s suggestion that 
Robert McCartney mp is “a one 
man political party” came as æ 
surprise to me as deputy leader of 
the United Kingdom Unionist 
Party (“Flying the flag”, May 20th). 
It also surprised our 26-strong rul- 
ing executive, our elected council- 
lors, our province-wide constitu- 
ency association chairmen and all 
the activists and supporters who 
endorse our party throughout 
Northern Ireland. While we un- 
derstand that our political rivals 
seek to discredit our ever-growing 
party, we are sure you would 
want to set the record straight. 
DaviD VANCE 
Bangor, Deputy leader 
County Down ur Unionist Party 





Apologies: We should have said | 
that Robert McCartney is the Un- | 
| ited Kingdom Unionist Party's | 
| only mp. | 
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Licence to call 


Sm—In. supporting the govern- 
ment’s decision to auction third- 
generation mobile-phone licences 
you say that “auctions are a good 
way of selling state-owned assets” 
(Economics focus, May 6th). In 
what sense are airwaves state- 
owned? The state controls their 
use as it controls their activities 
through regulation, licence and 
permit. That does not mean that 
the state should profit from its 
position. State intervention is jus- 
tified only by the chaos that 
would be caused by a free-for-all 
over the use of the frequency 
spectrum. 

The state is an agent acting on 
behalf of telephone users to en- 
sure that they get the best possi- 
ble service. It does this by licens- 
ing temporary monopolies over 
parts of the radio spectrum while 
ensuring that a number of net- 
works compete in this market. An 
auction may be more revealing of 
a candidate's potential than a 
“beauty contest”, but selling a 
monopoly levies a tax on phone 
users. The Economist would not 
approve of granting monopolies 
to other businesses through mo- 
nopoly-conferring licences. 

Even if this is the best way of 
handing out licences, why should 
the proceeds be annexed by gov- 
ernment as a tax? ] propose that 
the total amount received should 
be returned to the winning net- 
works in proportion to the num- 
ber of air minutes that each net- 
work sells. This would make the 
competition far more interesting 
and provide far lower charges 
than are now likely to prevail. 
New York James MACDONALD 


Warming to a theme 


Sır —Here is an idea that will res- 
cue Maldives from rising sea lev- 
els due to global warming (“Not 
sinking but drowning”, May 13th). 
In the mid-1980s the fashionable 
2co-catastrophe was nuclear win- 
ter—millions of tonnes of smoke 
deposited in the upper atmo- 
sphere as the result of a nuclear 
war causing a drastic drop in the 
surface temperature of the world. 
Presumably a comparatively 
modest drop in the world’s sur- 
face temperature would cancel 
cut presumed global warming. 





ways of getting smoke up there 
that could be encouraged. 

Not only the inhabitants of 
Maldives would prosper as the 
sea level dropped. Other horrors 
caused by global warming would 
decrease, such as tropical dis- 
eases, violent weather and fam- 
ine. The only people who should 
be worried by this proposal are 
those whose faith in the accuracy 
of forecasts of global climate 
trends is less than wholehearted. 
Seattle RICHARD Levy 


Germany's specialists 


Sin—It is not quite true, as you say 
in your survey of business in Eu- 
rope (April 29th}, that German 
companies are run. by. techni- 
cians. They are run. by graduates. 
In most companies the personnel 
manager will have a degree in 
business administration, having 
majored in labour. relations; the 
marketing manager will have ma- 
jored in sales and marketing; the 
graduates in the corporate plan- 
ning and accounting departments 
will have the same degrees but 
with their relevant specialisation, 
atid so on. It means they are all 
hellishly clever and knowledga- 
ble, but whenever you present a 
number of them with the same 
business problem they all come 
out with an identical answer be- 
cause they have all learnt it from 
the same book. 

Donaueschingen, 

Jim WALKER 


Re-engineering words 


Sir—I must take issue with your 
baffling attack on management 
consulting. (“Thought follower- 
ship”, May 20th). Having been a 
key player in this cutting-edge in- 
dustry for many years, I have 
seen its value added. 1 have seen 
paradigms shifted. 1 have seen 
goalposts moved. I have seen the 
envelope stretched. 1 have seen 
the industry deliver the goods: 
quality-driven, client-focused, 
synergistic, implementable in- 
sights that generate win-win situ- 
ations. If that is not “thought lead- 
ership”, 1 do not know what is. 
While I hold this to be a no-blame ` 
situation, | submit that you are 
out of the loop. a 
Chicago LAURA Jones MACKNIN | 
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First rate? 


Associate Director, Marketing STANDARD 
Sovereign Ratings Group, London & POOR'S 





Standard & Poor’s, the world’s leading credit rating services company, is seeking a highly motivated marketing professional to join its 
Sovereign Ratings Group. The Group maintains ratings on over 140 sovereign governments. ereign-supported entities and supranational issuers 
worldwide, As Associate Director, Marketing you will join a team of 30 analysts and staff based in London, New York, and Singapore, 

The successful candidate will report ro the Managing Director, Global Sovereign Ratings based in Londons; and will assist the regional practice leaders 
of Europe, Asia/Pacific, and the Americas with formulating and executing agreed marketing tactics. You will also work closely with the Marketing 
Director for Financial Inst ief Marketing Officer in New York, 





itutions group in Europe and the departments 


A changing marker environment will require considerable day-to-day flexibility in this position. It isanticipated thar three years prior 
marketing and/or credit experience in a major international financial institution, a grasp of sovereign credit issues, and strong foreign 





language skills would be major advantages. Key responsibilities will include: 


e MARKET RESEARCH & PLANNING - Research busir 


The re 





opportunities among unrated issuers and help design new products for clients, 
search will support an integrated plan that sets global origination goals for the year and marketing, tactles designed to achieve these goals, 





* CUSTOMER SERVICE - Manage database of key investors, bankers, and new business prospects. Ensure prompt responses to external 
inquiries about group services. Help develop new value-added services for clients. 

* CALLING ON INVESTORS AND BANKERS - Research institutional investors and intermediaries and design and implement calling 
program. Ensure targeted distribution of sovereign research to key investors and gain intelli zence/feedback on the group's effectiveness in 
prog E & : B 8 
the market place. 

* MANAGEMENT OF NEW PROSPECTS - Track bond and bank debt by all unrated issuers and make contact with prospects. Develop 
targeted calling programs for candidates for debt and counterparty ratings, and rating evaluation services, 








We offer a challenging career path and an attractive salary and benefits package. 


Please write enclosing a full cv and detailing your current salary package to: Susan Venton, Human Resources, 
Standard and Poor's Garden House, 18 Finsbury Circus, London EC2M IN] ar fax 0207 826 3592 A 
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calis for press information work in 


Workexperience with the media is essential. The applicant shouid have an advanced degree in joumalism/communications or 
econemics, together with a strong background in economic and financial journalism, or the equivalent relevart experience. 


MINUTE WRITER/ANALYSTS (reference R00068B) 


As part of a team of minute writer/analysts covering the IMF's internal discussions on economic and financial issues 
in member countries and the world economy, and the policies and operations of the IMF itself. He or she will assist 
the Secretary of the IMF in all aspects of work connected with preparation, conduct, and follow-up to the regular 
meetings of the Executive Board and its committees, as well as of meetings of the Board of Governors and the 
international Monetary and Financial Committee. The writer/analyst's main duties will include investigation and 
analysis ahead of meetings of issues to be discussed, keeping an accurate tally during meetings of views 
expressed, and preparing both formal and informal records of the discussions. Candidates must have a good 
understanding of macroeconomic concepts as well as an interest in contemporary international economic issues 
generally. A graduate degree in economics (or international relations or another related discipline) is highly desirable, 
as is previous writing and editing experience on economic and financial subjects. 

























All these vacancies require an excellent command of English. Pre-selected candidates will be required to take a written 
test. Nationals from all member countries are welcome to apply. 


Interested candidates should send their resume in English, by June 23, 2000, preferably by fax or e-mail. Please 
send:only one copy and make explicit reference to vacancy code. 
Fax: (202) 623-7333 
E-mail: recruit@imf.org 
INTERNATIONAL MONETARY FUND 
Recruitment Division, IS 9-100 
700 19th Street NW 
Washington, DC 20431 


Further details about the role and function of the IMF are provided on its website: 
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“dotlue lencing developments at the most senior levels of busi 


ss and public life. 


Providing strategic advice to leaders of many of the in major companies, 


Challe about what works and what doe 
consultancy at McKinsey is all about. 


ging preconceptions 


If you have an outstanding academic record, and an impressive first wh 
to take up the 


-been doing for less than two years, then you could be ideally place 


This is 


what 


you've 


challenge. Succeed, and you'll have the chance to work alongside outstanding 


business leaders. And become one. of them yourself, 


Visit our website to find out more. 
www. mckinsey.co.uk 


To apply, please send your GV including full academic 


Sarah Paton, McKinsey & Company, 1 Jermyn Street, 
Email: sarah_paton@mckinsey.com by 23 June 2000. 


McKinsey&Company 


The International Finance Corporation (IFC), a member of the World Bank Group, 
promotes private sector investment in developing countries which will reduce poverty and 
improve people’s lives. It finances private sector projects-that are profit-oriented, environmentally 

and socially sound, and that foster development. The Corporation has a staff of 2000 highly 
qualified and motivated professionals from around the world seeking creative and profitable 
solutions to complex business issues, The IFC headg harters are in’ Washington, D.C., and there 
are some 75 field offices around the world, 


The growing importance of these field ofie has led the Corporation to recruit two Human 
Resources Officers who will be in charge of all, HR i issties in. their respective regions. Reporting to a 
HR Manager at the Corporation’s’ headquarters, the AR Officers will assist regional managers on 
human resources policies and best practices; ag well-as on Of ‘comaguged development and design issues. 


ae Qualif tions and experience: 
Regional compensation and benefits studies $ > Uni 
Staff planning and tecrairment 
Career development and training 
Staff coaching and promotion issues 


Responsibilities: 

degree in. Human Resources, Business 
Management or equivalent 

| Atleast 5 years of professional experience, 

preferably in an international environment, and 

Efficient and timely execution of performance with some focus on human resources; experience 

appraisals in the banking sector would be a plus 


Terminations and separations » Excellent communication skills in English 


regions. The TFC offers a stimulating work 
environment and internationally competitive conditions, For Corporate information, please visir TFC's 
web site www.ifc.org/, Please send applications to TFC-RecruitEnrope@worldbank.org , or IFC 
Recruitment, 66 Av. d’lena, 75116 Paris (France), Fax 33.1.47 2077 71 


Candidates should expect to travel extensively in their 
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record to: 
London SW1Y 4UH. 


Human Resources Officer 
Sub-Saharan Africa 

(200 regional staff) 

located in: Abidjan, Nairobi or 
Johannesburg 

Required language skills: 
English and French 


Human Resources Officer 
Eastern Europe and Russia 
(300 regional staff} 

located in Moscow 

Required language skills: 
English and Russian 





MINISTRY OF NATIONAL ECONOMY (MNE) 


Position Vacancy Announcement 


Power & Related Water Industry Privatization 


The Sultanate of Oman has decided to corporatise, commercialize and privatize its electricity aia related water. 
industry. The process has now reached the implementation stage and MNE wishes urgently to make two senior 
appointments to the posts of Unbundling Manager and Regulatory Specialist for the Power and Water related 
Industry Privatization as follows: 


1- The Unbundling Manager: 





$ Will be an engineer or an economist or a combination of the two with over 10 years of experience in 
restructuring / privatizing electricity / water systems. 


Will be responsible for day-to-day management of the corporatisation process of the existing Ministry of 
Electricity and Water. si 


Will be involved in the preparations for and implementation of the power and related water industry: 
privatization proposals. 


Shall have experience at a senior level within the public or private sector or as a consultant on 
corporatisation and privatization projects. 


Shall be equipped to manage internal government teams and to manage the Government's relationships 
with its external advisers. 





2- The Regulatory Specialist: 


Will be responsible for the day-to-day management of the development of the regulatory framework, new 
legislation and establishment of the regulatory body. 


Will be on the Board of the Regulatory Body, once it has been established. 


Shall be an economist (or possible a lawyer) with at least 10 years experience in the electricity (and/or) water and 
at least 5 years experience in regulatory economics in a sophisticated regulatory system. A proven track record of 
managing competition issues, price setting procedures and the monitoring and enforcement of licenses desirable. 


Knowledge of Arabic would be an advantage for the positions. 


The successful candidates will work full time in Muscat at an attractive annual salary of approximately £100,000. } 
for the Unbundling Manager and £115,000 for the Regulatory Specialist. This salary will riot be subject to local | 
taxation and along with other benefits in accordance with the laws and regulations in force in the Government of | 
the Sultanate of Oman. 


Applicants are requested to register their interest with MNE by 9th June, 2000. Appropriate registered applicants 
will receive an information pack and will be asked to make an application for the position by no later than mR i 
June, 2000. To register, please contact i 


The Director of Personnel Affairs 
Ministry of National Economy 
P.O. Box 881 Muscat, P.C. 113 

Sultanate of Oman 
Via Telefax: 00 (968) 698908 
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its clients, its people and its commnnnitios. 


Owing to substantial grey 
to be part of our dynai 
partnership, : 








Africa region, we are looking for outstanding individuals 
ic. team and who may eventually be part of the East Africa regional 


Based in Dar es Salaam and 
management consulting and finan n the respective practices, In consultation 
they will have overall responsibility for leading service 
nc these Projects will be predominantly within the 

ay be required. The Uganda position will also involve 
overseeing our Rwanda practic : 


The ideal candidates will have pritr professional practice experience at a senior level and a broad 
knowledge of general financial or public. sector consulting preferably with an emphasis on 
privatisation and/or public sector reform initiatives, They will also have an advanced level of 
education commensurate with the seniority of this position. Successful candidates will have a clear 
commitment t delivering value for improved service delivery and demonstrate a track record of 
s well as an ability to interact with senior government and international funding agency 
officials at the highest level. This is a superb opportunity for seasoned professionals at the senior 
level to join the firm on a fast-track to partnership, 





We are looking for dynamic, results-oriented individuals who are able to immediately identity with 
KPMG» vision and mission, and can contribute to the achievement of it. The respective positions 
require the ability to work and facilitate teams in diverse conditions, recognising and respecnng 
focal practices 


AS KPMG we recognise that the realisation of our vision is dependent on our people and we aim to 
attack, motivate and retain the right individuals through a transparent recruitment and promotion 
process, as well as an attractive remuneration and benefits system. 


Hybu believe you ure qualified for the above position, please submit your application indicating 
how: you expect to fulfil our expectations, including x detailed CV with three references and detils 
of your current remuneration, Your application should be received at the following address by 17 
June 2000. Nationals of the target countries with relevant experience are particularly encouraged 
to apply. 





The Managing Partner 
KPMG Consulting 
16th Floor, Lonrho House 

PO Box 40612 

Nairobi, KENYA. 

Email: peappleton @kpmg.ca.ke 








its time for clarity. 
wwwkpmgcoke 





DRATF 


UNITED NATIONS RELIEF AND WORKS AGENCY 
FOR PALESTINE REFUGEES IN THE NEAR EAST 
UNRWA 


UNRWA, the largest United Nations programme in the Middle East, provides education, health 
care, relief assi and social services to 3.6 million registered Palestine refugees in Jordan, 
Lebanon, the Syrian Arab Republic. the West Bank, and the Gaza Strip. UNRWA is seeking 10 
employ a well quafified and experienced 


Field Finance Officers, P4 
Syria & Jordan 
Ref: (VN/M/18/2000) 


UNRWA is currently seeking qualified candidates for the positions of Field Finance Officers. 
Under the administrative supervision of the Director of UNRWA Affairs, technical supervision 
from the Comptroller and in accordance with the UN Financial Rules Regulations, the incumbent 
is responsible for the management of a field annual budget of $ 71 million for Jordan and $22 
million for Syria and supervision of some twenty financial and clerical support staff, The Field 
Finance Officer is responsible for the field finances and must be capable of carrying out similar 
functions to that of a branch Comptroller. ESSENTIAL QUALIFICATIONS: at least 8 years of 
incteasingly responsible professional experience in the fields of financial accounting, budgeting 
and treasury, a university degree in finance and professional accounting qualifications, 
(designation). Extended managerial abilities, supervisory skills at the international level, ability ta 
work with computerized financial systems are musts. Initiative, sound judgement and 
demonstrated ability to work in harmony with T members of different national backgrounds 
are required. 














also 
essential, UNRWA offers an attractive compensation package including gross annual salary 
starting at $ 78,424 (86,380 net tax free with dependents, $ 52, 503 single), post adjustment 
multiplier (currently 24.7% for Syria and 9.2% for Jordan) plus an attractive fringe benefits 
package, (education grant, dependency allowance, home leave: pension fund, health insurance, 6 
weeks annual leave) Initial contract: | year, extendable to two, on completion of a one year 
probationary periud. Depending on the performance of the incumbent and the conunuing need for 
the post, the contract may he extended beyond the two-year period. Applications can be faxed to 
4+972-7-677-7694 or electronically forwarded to: unrwa-ahr@unrw rg. Resumes can also be 
sent (ò Acting/Head, Recrulimem Section; UNRWA HQ Gaza, via UNRWA, PO. Box 700, A- 
1400, Vienna, Austria, Please quote ref VN/M/18/2000. The deadline for ree: ipt of applications 
is 30 June 2000. For more information, please refer ta UNRWA website hip: wwwunrwa orgy, 
Only those applicants in whom the Agency has further interest will be contacted 

















THE ECONOMIST JUNE 3RD 2000 





KPMG is a glebal advisory firm awhosi'aim is to turn knowledge into value for the benefit of 











in privatisation 
and public sector reform Sub-Saharan Africa 
















KPMG is a global advisory firm whose aim is to turn knowledge into value for the benefi: of its chie 
its people and its communities, 


We are seeking both fulltime consultants as well as independant associates or consulting: Meme to FOR 
KPMG or associa with us on steategic privatisation and public sector reform projects acros Central: 
and West Africa, For independent associates or consulting firms, formal and informal associations will 


considered. 
Privatisation 


We seek full-lime consultants: independent 
associates or consulting firms tú work with as in 
Sub-Saharan Africa particularly in: 

B Kenya, Tanzania, Uganda, Rwanda; Ethiopia. 
Sudan, Eritrea, Nigeria, Ghana ahd Zambii 


We require skills in the following areas of the 
privatisation process: 

M privatisation strategy, legal und regulatory 
Jramewark, business and asset valuation, corarate 
finance, financial restructuring. public relations, 





Public sector reform 


We seek consultants and independent a 
will assist KPMG to del 
Services tO BOverNMents HE 
B ie Kast, West and Cenal Africa Regions. 


We require skills in the following arcas 
B public sector strategy. public 
resource management and capacity building: 
sector performance improvement. publie secti 
financial management and control. public sdens 
enabling technologies. i 




































And in the following sectors: 
M poss and selecommunications, power; water, 
agriculture, ports nnd rail, airports, generat 
industrial, banking and finance, 




















Consultants: We a king for dymimic, commited want players, 
of our goals, At KPMG we have proactive polig 

have a transparent reerditment and promotion prowess, as 
system. If you believe you are qualified for the above position, please submit your applicati 
f bow you expect to Tulfil our expectations, inchiding a detailed CY with throe references 
ChIrent remuneration, 


independent associates/consulting Tiems: We gre flexible in our approach to associations 
individuals or consulting firms for these project areas, The as 

assignment basis or on a more formil ise independent 

in association should be able to identify with KPMG's 
delivering high quality wihse-added serv 

current and previous relevant assi 







































SFM: Bo 
a of ctedentials, 








All applications should be received at the folowing address Hy 17 June 2000, Nationals and consulling Gime 
with the relevant experience in the target countrios.are particdlarly encouraged to. apply. i 











The Managing Partner 


ae KPMG Consulting 
i tih Fleas, Lonrho House 
PO Box 40612 
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Nairobi, KENYA. 
Emaik pcappleton@kpmg.co.ke 

















Opportunities in Local Government and Legislative Strengthening || 


Development Alternatives, Inc. (DAI) is seeking experienced candidates 
for current and potential positions as Chief of Party and/or senior. 
technical advisor for local government and legislative strengthening 
projects, primarily in Central and Eastern Europe, New Independent 
States, the Middle East and Latin America. 

















Qualifications: Candidates should have a minimum of ten years ofe 
professional experience, and a track record of successful implementation off 
USAID- funded projects, 







e Chief of Party candidates must have a strong record of excellence in 
managing teams of longe and short-term specialists, establishing 
project offices, working with project clients, and providing overall 
direction to project staff. 









e Local government specialists should have a minimum of 10 years of | 
experience in decentralization policy, association strengthening, | 
economic development, municipal management, budgeting and 
finance, and/or citizen participation. 







* Legislative strengthening specialists should have experience establishing 
and managing committee structures, building research and analysis 
capabilities, creating legislative tracking systems, managing schedules 
and parliamentary staff. 






Interested candidates should send a resume and cover letter to: 






Sherie Valderrama 
Ref. GPSM 
Development Alternatives, Inc. 

7250 Woodmont Avenue, Suite 200 

Bethesda, MD 20814 












Fax: 301-718-7968 
Email: sherie_valderrama@dai.com 





Opportunities in Environment and Natural Resources 


Development Alternatives, Inc. (DAI) is seeking specialists in 
environmental policy and economics, natural resource management 
(water related), and water resource economists with extensive 
technical and project management experience in developing and 
transition economies. 


Qualifications: an advanced degree (Ph.D. highly preferred); a 
minimum of 15 years of increasing levels of professional 
responsibility, with recent experience in providing advice to private 
and public sector clients on environmental policy measures and issues 
of environmental change at the highest level. Experience in the areas 
of participatory policy formulation and implementation of 
environmental and social programs would be advantageous. 
Candidates should have expertise in conducting economic valuations 
and recommending regulations and financial incentives to optimize 
resource allocations and promote integrated resources management. 
Experience with USAID, the World Bank or other donors is essential. 


DAI is also seeking individuals for short term assignments with 
expertise and development country experience in the areas of global 
climate change, water management, river basin resources planning, 
and GIS. planning and development. 


“Interested candidates should send a resume and cover letter to: 


Sherie Valderrama 
Ref. ENR. 
Development Alternatives, Inc. 
7250 Woodmont Avenue, Suite 200 
Bethesda, MD 20814 


Fax: (301) 718-7968 or email: sherie_valderrama@dai.com 


T OTANI NE CHOP RARON EY ti SHERRATT $ 


OECD (@ ocne 


“DAR aN FOR HEHEA Sk HEMIAON AN HOEDORRERT 


SENIOR ECONOMISTS 
DIRECTORATE FOR SCIENCE, TECHNOLOGY AND INDUSTRY 
www.oecd.org/dsti 


The OECD is an international organisation based in Paris. We are looking for policy- 
oriented senior economists with a strong quantitative background. 


One job invotves... Ref: ECO(00)39 
Applied analysis of structural policy, particularly relating to micro-level factors 
contributing to industrial growth and competitiveness. 


The other job involves... Ref: ECQ(00)42 
Quantitative analysis of the relationships between technology, innovation and economic 
performance and the assessment of science and technology policies. 


The persons we are looking for should each have... 
Advanced university degree in economics. 
Ten years’ experience in government or research including project management. 
Proven record of analytical work using quantitative methods and relevant statistical 
indicators. 
Ability to draft policy relevant reports in excellent English or Franch. 


We are offering... 

+ An attractive tax-free package above 460K FrF + benefits depending on resident 
status and family situation. 

* An initial appointment for two or three years. 

* The opportunity to work in Paris in a stimulating multi-cultural environment. 


We are an equal opportunity employer and encourage applications trom female 
candidates. 


For full job descriptions and our on-line application form. see www.oecd.org/hrin. 
Applications (from nationals of OECD Member countries} should quote the relevant 
reference and be sent on-line or by mail (typed letter + CV) to OECD, HRM/MSPD, 2 rue 
Arndré-Pascal, F-75775 Paris Cedex 16, France, by 22 June 2000, 


Only candidates selected for interview will be contacted. 











| for the following three positions in its School of Business 
+. Administration: 


Lecturer/Assistant Professor 
of Quantitative Methods 


Associate/Full Professor 
of Operations Management 


| Associate/Full Professor 
of International Management 


Successful candidates have PhDs in their respective fields, strong 
teaching skills, and a research record appropriate for the level of 





students, initiate research, and network with partner companies. 


1U's School of Business Administration seeks to establish core 
compe-tencies in Entrepreneurship, international Management, and 
Management of Information Technology. it offers an MBA and a 
BBA degree as well as management courses for our information 
technology programs. 


The International University in Germany is an English language 
institution that strives for academic excellence in Information 
Technology and Business Administration, The university seeks to 
achieve an international reputation based on its close contact to 
industry. and its excellence in teaching and research. Further 
information about the International University in Germany can be 
found at http://www.i-u.de 


Applications including a detailed CV, evidence of teaching skills, 
publication list, and other relevant material should be sent to: 





“Professor Dr. Tomas Bayón 
_faternational University in Germany 
D-76646 Bruchsal Germany 


~ ternational 


versity 


ie Germany 
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The International University in Germany (IU) invites applications 


employment. They are expected to teach undergraduate and graduate | 


Cast is a consultancy firm with a significant experience in international 
technical assistance programmes financed by the EC (Phare, Tacis, Meda, 
Obnova, etc) and other international donors in the folowing sectors: 


CAST Consulting ; 





- Enterprise Restructuring (textile, clothing and leather; woodworking 
and furniture, agro-industry and food processing, mechanic, 
metallurgical, electronic and electric; machinery, etc). 

- Privatisation; 

- Finance (Systems, restructuring) and accounting; 

- SME development & credit schemes; 

- Regional Development (EU structural funds, ISPA and SAPARD); 

- Export Promotion; 

- Foreign Direct Investments; 

- Management Training; 

- Institutional development; 

- Policy advice (finance, tax, trade, WTO, competition, etc). 


Cast consulting is seeking to expand its pool of consultants for long and short 
term assignments in the Mediterranean, Central and Eastern Europe, Balkans, 
NIS, Latin America and Asia in the above mentioned sectors. 


We are seeking highly qualified Project Managers (with a minimum 15 
years experience) and Experts (with a minimum 5 years experience). 
EU or above mentioned areas citizenship is an advantage. f 

Interested candidates should register for project: opportunities: by sending 
detailed CVs in EC format (it can be obtained by: e-mail) with references and 


a letter outlining suitability for specific sector and country experience by e- 
mail to Ms, Tiziana Dimasi: 


CAST Consulting 
Via del Vecchio Politecnico 3, 20121: Milan, italy- Tel: (39) 02 777961 
Fax: (39) 02 796843 - E-mail: castint@castconsulting.com 








“nt 
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BANCA D'ITALIA 








In last week’s edition of The Economist 
the incorrect date was published for the 
qualifying exam. 






This examination will be held on 
Monday, 3 July 2000. 








The deadline for applications is Monday, 
12 June 2000. Details about the 
application and selection procedures can 
be found on the Bank’s web site 
(http://www.bancaditalia.it) 


INTERNATIONAL FUND-FOR 
AGRICULTURAL DEVELOPMENT (IFAD) 
Via del Serafico No. 107, 00142 Rome, Italy 
Fax: 39 06 5043463, E-Mail: Lmclachlan@ifad.org 
seeks 
DIRECTOR- Africa I Division (D-1) 

Duties: Under the general supervision of the Assistant President, 
Programme Management Department, the successful incumbent will be 
leading a team of eight Country Portfolio Managers, one Regional 
Economist, Associate Professional Officers, administrative staff as well as 
a number of consultants. Together with Senior Management, the 
incumbent will establish the objectives and priorities of the Division, and 
ensure that its work plans and human and financial resources are managed 
to meet those objectives. 
Qualifications and Experience: Advanced university degree or 
equivalent in economics, agricultural economics, development 

ement or similar fields. Excellent knowledge of Intemational 
Development Agencies and Institutions. Minimum 15 years’ experience 
at progressive senior levels in project planning and management in 
developing countries, preferably in West and Central Africa. 
Understanding of Africa’s potential and needs in rural development. 
Demonstrated ability to lead and inspire people. Innovation and ability to 
think strategically. Strong communication and negotiation skills. Ability 
to manage a team in a multicultural working environment. Excellent 
knowledge of English and French. 
The successful candidate will be appointed initially at the D-1 level, with 

prospects of future promotion to D-2. 
Net Salary Range from USD 68, 893 to USD 78, 459 per annum plus 
post adjustment and United Nations benefits package. 
Applications from women candidates are particularly encouraged. 
Please send application to Personnel Division no later than 20 June. For 
more details please visit our web site at www.ifad.org 
Due to the number of applications anticipated, 
only short-listed candidates will receive an acknowledgement. 
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INTERNATIONAL INSTITUTE 
OF TROPICAL AGRICULTURE (IITA) 
IBADAN, NIGERIA 


DIRECTOR GENERAL 


The International Institute of ‘Tropical Agriculture (ITA) invites | 
nominations and applications: for the position of Director General. This 
position will become vacant by the end of 2001. IITA is one of the 16 
international centres of ‘the Consultative Group on International 
Agricultural Research (CGIAR). The: institute has its headquarters in an 
attractive 1000 hectare campus ‘outside Ibadan, Nigeria, and has excellent. 
research as well as recreational and other facilities, IITA also has stations 
in other parts of Nigeria, and in Benin, Cameroon and Uganda. 



























The Institute is governed by an. international autonomous Board of 
Trustees (BoT) and is staffed by ever 100 internationally recruited 
scientists and other professionals from about 30 countries as well as 1300 
locally recruited staff. TTA’s missionis to enhance food security, income 
and well being of farmers of sub-Saharan Africa by conducting research 
and related activities to increase agricultural production; improve: food 
systems, and sustainably manage natural. resources in partnership’ wi 
national and international stakeholders. More eee about HTA can 
be found at the Institute’s website Wwww.cgiar.o} : 





















The Director General is ‘the chief executive. officer: of HTA and is | 
responsible to the BoT. The institute has an annual budget of over US$ 30 
million provided as grants mostly through the CGIAR. The Director 
General is responsible for the overall management of the institute | 
including research planning and implementation, resource mobilisation” 
and allocation, as well 2s participation In the BoT decision making 
process. 
















The Director General is expected. to have a substantial share of the |. 
following background, experience and qualities: successful and extensive | 
record of management of agricultural research and development 
activities; ability to. communicate and inspire staff of different 
nationalities and disciplines; ability to command respect at the highest | 
levels of governments, donor and international development agencies, as 
well as scientific associations; extensive experience in managing complex 
structures; be of good health, able to travel extensively and preferably less: 
than 55 years old. Candidates should be fluent in English and able to | 
communicate in French. The position provides. an opportunity for. an: 
experienced leader to contribute to’ the resolution of one of the current 
most serious problems of international agricultural development. 


















The remuneration package is internationally competitive and includes 
housing, personal car, educational allowance, health insurance and annual 
home leave travel, The Director General is appointed by the Board of 
Trustees on a five-year. renewable contract. Nominations of potential 
candidates will be received up to 15 August 2000, while applications from 
interested candidates and those from nominated ones will be received up 
to 30 September 2000. Nominations should include postal, telephone/fax’ 
numbers and e-mail addresses of candidates, All applications must | 
include a Curriculum Vitae and names and addresses of three referees, 













All nominations and applications should be sent in confidence, to; 





Dr. Geoffrey C. Mrema 
Chairperson, ITTA DG-Search Committee 
c/o ASARECA, Plot 5; Mpigi Read: 
P.O, Box 765, Entebbe, Uganda. 

Fel., 256-41-321389; 320212; 320556 


Fax: 256-41-321126; E-mail: sciita@infocom.co.ug 
























When you take huge positions in 
the global securities markets, you 
don’t want your broker taking posi- 
tions Opposite yours. 
That’s why you turn to Instinet. 
We have no portfolio, so we never 
compete with you. 

We give you electronic access 
to some of the broadest, deepest, 
ng opportunities 








You can handle any compe 
Unless it's your broker. 


And since we are truly neutral, 
our research is as objective as it is 
insightful. 

Our only goal is to help you get 
the fastest trade at the best price — 
to add that much more to your total 
performance. 

For more information, call our 
international freephone number 
+800 INSTINET (+800 4678 4638) or 
visit www.instinet.com 


br ome between its clients and the best price. We do not commit capital, make markets.or make profits 
$ 1999 lasime preh rights reserved INSTINET and the INSTINET marque are registered service marks and “Instinet” 
is the marketing name for instinct: ae member NASD and Instinet OK. Limited regulated in che UK. by the SEA. 























Ome: be saying goes, is often the 
best form of defence. Since the destruc- 
tive force of the atom gave mankind the 
power to blow up the world, this military dic- 
tum has been elevated to high moral principle 
and guaranteed by treaty. For almost 30 years, 
America and Russia have agreed to leave 
themselves vulnerable to attack by limiting 
their use of defences that could protect them 
from each other’s most destructive weapons: 
long-range missiles carrying nuclear war- 
heads. The logic of such mutually assured de- 
‘struction--MAb, for short—required both to 
renounce an effective missile shield, since its 
‘owner might be tempted to attack the other 
in the belief that it would be safe from a counter-strike. This 
“balance of terror’ gives America and Russia the confidence 
to go on cutting their huge nuclear arsenals. But Bill Clinton 
now wants to persuade his Russian counterpart, Vladimir Pu- 
tin, starting at their summit on June 4th, to rewrite the rules. 

Mr Clinton proposes to amend the 1972 Anti-Ballistic Mis- 
sile (ABM) treaty to allow limited land-based defences against 
a limited missile attack, not from unthreatening Russia, but 





from hostile regimes, such as North Korea’s. Is this the start of 


an easy shift to a defence-dominated world? Or are America’s 
proposed national missile defences (Nmp) destined to cause 
new offence all round (see pages 19-21)? 

To judge by recent rhetoric, they already have. Russia’s 
Duma threatens to tear up the Start-2 arms-cutting treaty it 
belatedly ratified in April if America abandons its ABM vows. 
China would review its (minimal) participation in arms con- 
trol. Some Europeans at first pooh-poohed nmo as another 
wacky idea out of Washington-like the 1980s “star wars” 
plan for an (unachievable) impenetrable shield over the Un- 
ited States. But the Americans are pressing on. Can their har- 
shest critics and their closest friends all be wrong? Or is nos- 
talgia for a MAD world a relic of cold-war thinking? 


New world, old strategic realities 


The ABM treaty, though it has been amended several times al- 
ready, was indeed written for a different world. Its core pro- 
position, however, still holds: in the nuclear age, an attempt 
by America or Russia to make itself uniquely invulnerable to 
the other's rockets would fundamentally upset the strategic 
balance. Even short of that, it would be folly for America to 
build defences against one set of limited threats only to un- 
leash a new arms race with Russia whose likely result was re- 
duced security for all. Whether nmb spells No More Disarma- 
ment therefore depends on whether America strikes out 
alone or manages to do a stability-preserving deal with Rus- 
“sia: a “grand bargain” that preserves both the essentials of the 
ABM treaty and the hope for deeper weapons cuts. 
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tedinaloey and. timing are stil! 
even in America, many of N 
cluding Russians and Europeans, acknowl-_ 
edge that the threat it has been designed to- 
defend against is real; it is smaller than in 
cold-war times, but also less predictable. 
North. Korea’s launch in 1998 of a far- 
flying rocket showed that the big-power mo- 
nopoly over such weapons had been broken. 
Within the next decade, several other coun- 
tries—Iran and Iraq are the main suspects— 
are likely to develop similar rockets, thanks to © 
the Russian, Chinese or North Korean technology they have... 
already been given. So, with allies to defend in dangerous 
places, American officials worry that they may soon find -< 
themselves squaring off against an aggressive regime with the.” 
capacity to threaten New York or Los Angeles. Knowing that 
America was unprotected, that country might calculate—or 
miscalculate—that aggression was easier to get away with. 
Moreover, as NMD’s advocates point out, Russia has long 
kept an anti-missile shield around Moscow. Shorter-range 
systems are already in service, and regional ones—theatre 
missile defences—are being discussed. These are not limited 
by the asm treaty, because they do not call into question the 
Russian or American deterrent. Mr Clinton’s nmo plan would 
not do that either, since it would defend against just a few 
warheads, not the hundreds Russia could muster in minutes. 


First a small shield, then a carapace? 


But what happened to good old deterrence, ask sceptical Eu- 
ropeans—the trigger-blocking threat to respond to any attack 
on America or its close allies with massive retaliation? They 
worry that in a crisis America might just hunker down under 
its shield, decoupling its security from that of its friends. The 
Americans respond that their proposed defences could at: 
best complement deterrence, not substitute for it. And Amer- ` 
ica’s first resort would still be diplomacy, arms limits, export ` 
controls and sanctions to prevent or contain such threats. Still, = 
the allies worry that Mr Clinton’s plan, if achieved, would not 
be the end of the matter: grander schemes would follow. 
They arè not alone. Mr Putin knows that, though Mr Clin- 
ton’s plans offend the letter of the asm treaty, not its spirit, 
many other Americans would like much more ambitious, 
treaty-busting alternatives. Yet Mr Putin also wants deeper 
cuts in nuclear weapons, since Russia cannot keep up those it 
has. He would rather negotiate a cut in numbers—hence the 
possibility of a bargain—than be at a unilateral disadvantage. 
Nothing America does will mollify China, though, since 
its deterrent is small (albeit expanding), and it objects particu- 
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LEADERS 


larly to America’s plans for regional missile defences: what 
can protect American forces in Japan from North Korean mis- 
siles could one day protect Taiwan from China. After all 
China, which has often been ready to provide missiles to 
dodgy regimes, has repeatedly threatened Taiwan. Yet, if 
America can do a deal with Russia, China might be per- 
suaded to trade upper limits on its nuclear forces and proper 
export controls in return for an American pledge to keep de- 
fences limited. There is certainly a risk, however, that China 
will build lots more weapons, prompting others, such as India 
and then Pakistan, to do likewise. 

As threats change, so the balance of offence and defence 
may need to change too, and missile defences could have a 
role to play. But they are no magic fix, and could provoke a 
destabilising arms race, leading to general proliferation. So if 
America is to go ahead with them, it should proceed cau- 
tiously, in co-operation with others, not just on a technologi- 


cal whim and a timetable set by its election calendar. 

America’s Democrats and Republicans need to agree that 
such a controversial decision should be for a new president to 
make. Though America and Russia can probably agree that 
the ABM treaty is worth preserving, Russia needs to accept 
that its preservation may involve its modification. That would 
give time to weigh the technologies available against their 
shortcomings, costs and benefits. If subsequent talks with 
Russia produced no agreement, both countries would have 
the right they have always had to withdraw from the asm 
treaty and defend themselves as they see fit. 

Far better, though, that they should look to their defences 
in co-operation, rather than in confrontation. And far better, 
too, if all those affected—America, Russia and their allies— 
have more time to consider the implications of Nmp. At best 
it will offer some protection against only one way of de- 
livering a nuclear bomb. It is too big a decision to be rushed. 





Class warriors 


New Labour’s attack on class bias at Oxford and Cambridge is a demagogic 


evasion of the real issues 


ONY BLAIR has declared that the class war is over. He ob- 

viously forgot to tell his chancellor, Gordon Brown. By an- 
nouncing that it is “an absolute scandal” that Laura Spence 
did not get into Oxford University he set off a torrential row 
that is still raging. Miss Spence goes to a state-school in the 
north of England. She had excellent grades at school, and yet 
still Oxford tumed her down. What better evidence that 
snobbery and elitism still holds back ordinary British people? 

In fact, it swiftly transpired that Mr Brown had got his 
facts hopelessly mangled. Miss Spence does indeed have ex- 
cellent qualifications. So did the other 22 candidates applying 
for five places to study medicine at Magdalen College, Oxford. 
Of the five accepted, two were from state schools and three 
were from ethnic minorities. This was hardly a case of privi- 
lege rewarding privilege. The chancellor, in fact, was guilty of 
a cavalier disregard for the facts, and of exploiting the privacy 
of an individual schoolchild for his political aims. And the 
whole government, in pressing home this attack, while being 
led by Mr Blair, a privately-educated, Oxford graduate who 
sends his son to an “elitist”, selective school, is guilty of hy- 
pocrisy and opportunism. 


The real inequalities 


It has also been attacking completely the wrong target. Yes. 
education in Britain is still highly unequal. But the entrance 
procedures of Oxford and Cambridge are not the source of 
that inequality. The truly pernicious effects of Britain's un- 
equal schooling are felt by the children of the poorest and 
least educated people in the country (see pages 65-68). 

But addressing the deep-rooted social problems which 
lead to so many children leaving school without any quali- 
fications at all is much harder than attacking Oxbridge and 
the private schools. That is why, all this week, ministers have 
been pointing out that almost 50% of Oxbridge entrants come 
from private, fee-paying schools—which are attended by just 
7% of Britain’s children. Scandalous? Not really: the inequality 
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is in application, not admission. Of applicants to Oxford, 56% 
are from state schools, and they get 53% of the places. And it is 
not Oxbridge’s fault that relatively few state-school students 
apply. The roots of that problem lie in Labour's last great at- 
tack on elitism, 30 years ago. 

In 1969 just 38% of Oxford students were the graduates of 
fee-paying private schools. But the Labour Party decided that 
the state grammar schools—which had provided many able 
working-class children with an education that rivalled the 
best in the private sector—should be closed down. Such 
schools were considered “elitist” because they selected chil- 
dren by academic ability. At a stroke, the abolition of gram- 
mar and “direct grant” schools made Oxbridge more of a priv- 
ate-school domain. The Labour Party is thus complaining, 
rather cheekily, about a situation it largely created, or at least 
made far worse. 

Indeed, in its current campaign, the government is confus- 
ing two aims—a legitimate desire to broaden access to the best 
universities, and a dangerous desire to attack “elitism”, re- 
flected in remarks this week by John Prescott, the deputy 
prime minister. To assault leading universities for being elitist 
is nonsensical. You might as well attack the England football 
team on the same grounds. Institutions which seek to select 
and foster the best are inevitably elitist. The crucial thing is 
that Oxford and Cambridge combine high standards with 
open access. They can do that only if they are blind to any- 
thing but academic attainment. 

Rather than attacking the symptom—the fact that pri- 
vately-educated pupils account for 30% of those getting the 
top grades at a-level—Labour should attack the cause: the rel- 
ative under-performance of state schools. It would be wrong 
to go back to a pure form of the grammar-school system. By 
selecting just a small proportion of pupils at the age of 1, 
grammar schools did winnow out too many children at too 
young an age. But the government should allow more state 
schools to control their admissions policies, just as private 
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schools do. That would allow them once again to compete 
with the private sector.on an equal footing. 

The Old Labour- solution for inequality, now being 
brushed down in some quarters, was to try to tax the private 
schools out of. existence—once again punishing success in the 
name of a war on litism. The intelligent response would be 
to widen. access to the best. schools, and to stimulate state 
schools to select, and improve. Most people cannot afford to 
educate their children privately. But if the government moved 
to a system of ition: vouchers, buttressed by means 
tests—giving parents the spending power to shop around the 
school syster education would suddenly become 


Losing their sparkle 














How to stop diamonds paying for nasty African wars 


E BEERS'S nightmare has shifted from a flood of dia- 

monds to blood on diamonds. For decades the diamond 
giant has manipulated the supply of the earth’s hardest but 
most overrated natural substance, successfully keeping it one 
of the most valuable. It has survived slumps by stockpiling 
and booms by keeping prices ahead of inflation, all the while 
telling consumers that, in the words of its long-running ad- 
vertising slogan, “a diamond is forever”. De Beers has run its 
cartel by buying diamonds, whether from the Soviet Union or 
anybody else—no questions asked. 

That is now its biggest problem. At least three wars in Af- 
rica are “fuelled” by diamonds. In two, rebel movements con- 
trol mines and sell diamonds to buy weapons. unrta rebels 
in Angola and the Revolutionary United Front in Sierra Leone 
have been condemned internationally for breaking peace 
agreements and committing atrocities, The United Nations 
wants to cut off their source of cash: diamonds. A campaign, 
partly financed by Britain, is seeking to alert consumers to 
“conflict diamonds”, Seeing what animal-rights campaigners 
did to fur, this has terrified the whole industry. 


Only here for De Beers 


A consumer campaign that broke the De Beers cartel and 
created a free market in gem diamonds would be a splendid 
idea. But there is a long way to go, America is the only country 
that has tried any serious antitrust action against the com- 
pany. Europe, where De Beers’s Central Selling Organisation 
is based, could do far more. Even if trust-busters fail, however, 
the cartel is under pressure, not just from conflict diamonds, 
but also from newly discovered deposits mined by compa- 
nies that do not work with De Beers. But it will take years for 
such a cartel to unravel. And there is a risk that the process 
might temporarily raise prices of conflict diamonds if big 
mining houses, finding their huge deep mines uneconomic, 
were to close them down—for that would mean a better price 
for rebels, scratching around river beds for alluvial diamonds. 
The question is what else to do in the short run to cut off 
rebels’ diamond income. De Beers claims to have stopped 
scooping up loose gemstones on the open market that might 
have come from African war zones. It has withdrawn buyers 
from these areas, promised not to buy diamonds from war 
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affordable to millions, good schools would expand, and state 
schools would also be stimulated by the need to appeal di 
rectly to parents. 

The case of Laura Spence is so poisonous and so emotive, 
not because of Oxbridge snobbery, but because of the real. 
differences in the life chances of people educated at state and 
private schools, and especially those in the poorest areas. The | 
answer to this is not to punish Oxbridge, or private schools. It 
is to encourage state schools once again to compete with the 
best in the private sector, and ultimately to try to break down. 
and obscure the division between the two sorts of schools—. 
the biggest barrier to opportunity in Britain. 








































zones at source or in Antwerp, the main market for. dia- 
monds, and is offering guarantees that the diamonds it sells’. 
have no “blood” on them. De Beers also says it has leant on 
wholesale purchasers who buy from its stockpile, but also 
buy diamonds on the open market, to follow suit. 

So far, so good—if also, rather obviously, good for De 
Beers’s own interests. The firm is now considering ways of © 
marketing diamonds as branded luxury goods, marked with 
the De Beers guarantee of quality and untainted origin (see 
page 81). But even if most conflict diamonds no longer sail un- 
checked through Antwerp or London, the evidence is that 
many are merely diverted to Tel Aviv and Mumbai. The rebels 
might get lower prices; but if their trade is to be dented any ` 
further, more concerted international action is needed. 

The solution is that all rough. diamonds should be certi- 
fied, with the certification made open to outside scrutiny. De 
Beers has long maintained that this is impossible: that dia-. 
monds are harder to police even than drugs, because once cut. 
and polished, their origin is impossible to determine. But ex- 
perts can tell the origin of a packet of rough diamonds, even if 
individual stones or mixed parcels are harder to identify. -=> 

Until now the diamond trade has been barely regulated. 
Most smuggled diamonds, stolen or illegally mined, have- 
turned up in Antwerp, where both the Belgian government 
and the ev have turned a blind eye. Other countries, includ- 
ing Israel and India, have been. worse. That must change. Cus- 
toms officers should be trained to ensure that all diamonds 
are declared on entry, with certificates of origin provided (not. 
just the country of shipment) and values registered. If De 
Beers and other big companies want to keep their business: 
blood-free, they must help to police these measures. 

Britain, whose troops are facing the rebel movement in 
Sierra Leone, is particularly keen to stem the trade from that 
country, where at present the government controls not a sin- 
gle diamond. But Britain, where De Beers holds its stockpile, 
has itself done little. Acceding to De Beers’s requests for se- 
crecy, it refuses to disclose figures on the import and export of 
rough diamonds, their origin or their value. This is just the sort 
of complicity that must stop if conflict diamonds are to be 
curbed and a proper market established. 
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Fiji's terrorists 


Allow them to succeed, and it could destroy the country 


T IS little wonder that George Speight is known as a “failed 

businessman”. The foundations of Fiji's economy are its cit- 
izens of Indian descent, who farm the sugar and own many 
of the country’s trading and tourism businesses. Before a mili- 
tary coup in 1987, Indians made up over half the country’s 
population. Since that coup stripped them of many political 
and other rights, tens of thousands left for more welcoming 
climes. The economy foundered, and the remaining Indians’ 
rights were restored in a new, 1997 constitution—which, last 
year, gave rise to the election of Fiji’s first ethnic-Indian prime 
minister, Mahendra Chaudhry. So on May 19th Mr Speight 
and other rebels took the government hostage, in a bid to 
drive more Indians away and to hurt the economy further. 
The trouble is, he is proving to be a successful terrorist. 

The Fijian authorities are in a terrible bind. Solving just a 
hostage crisis would be hard enough, with many ministers 
among those held, including the daughter of the country’s 
venerable president, Ratu Sir Kamisese Mara, the man who 
led Fiji to independence from Britain in 1970. But this two- 
week-old crisis is also a constitutional one, because Mr 
Speight has demanded the scrapping of the 1997 document 
and has support from some other indigenous Fijians. The in- 
digenous Fijians’ Great Council of Chiefs, which is mainly a 
symbolic body, has not supported the terrorists but has felt 
unable to condemn them outright. 

Mr Speight keeps changing his demands, but the authori- 
ties—even the army, which has nominally taken power— 
keep giving into them. The 1997 constitution has been 





scrapped, Sir Kamisese has resigned as president, prime min- 
isters have been suggested and withdrawn, amnesties have 
been offered to all and sundry, including the egregious Mr 
Speight. But still the stand-off goes on. What can be done? 

The first answer is that Mr Speight’s bluff must be called. 
The concessions must cease. The Fijian army has already gone 
too far in scrapping democracy and thereby sanctioning the 
rebels’ efforts to strip the Indians of their rights. A line must 
be drawn, and Mr Speight expelled from Fiji. 

In the longer term, a solution is needed for the underlying 
dispute between Fijians and Indians, which is over land. A 
colonial-era compromise, confirmed by Sir Kamisese’s post- 
independence government, reserved the ownership of 80% of 
Fiji’s land to the indigenous race, but granted long leases to In- 
dian farmers. These will soon expire, and suspicions over the 
terms of renewal, under an Indian prime minister, have 
stoked the racial fires. The proper answer would be to abolish 
racial preference. The practical answer may well be new long 
leases, with cash for ethnic Fijians. The onus to solve this 
peaceably must lie on the Fijian elders, for only they can per- 
suade their fellows to live harmoniously with the Indians. 

And if they cannot? There will be further riots. Those Indi- 
ans with skills and money will rightly leave. Outsiders, nota- 
bly Australia, New Zealand and the wider Commonwealth, 
should use sanctions to pressure the Fijians to reach a demo- 
cratic solution. As in Zimbabwe, aid money could help ease 
the land issue, as long as the political structure is there. What- 
ever happens, Mr Speight must not be rewarded. 





Monitored polls, ignored reports 


The logic of observing elections is that offenders should be punished. Too often 


they have not been 


NE of those jobs that did not exist when your father left 
school was that of election monitor. The spread of dem- 
ocracy in the 1990s, however, created a remarkable appetite 
for elections and, since many of them showed signs of being 
less than “free and fair”—the expression became inseparable 
from “elections” in all the handbooks of best practice—a de- 
mand soon arose for election monitors. Nowadays, it is politi- 
cally very incorrect in new democracies to hold an election 
without monitors; they turn up in the strangest of places. Un- 
fortunately, no one quite knows what to do when they cry 
foul, which they are increasingly having to do. The risk is that, 
unless their strictures lead to action, the monitors’ job will 
seem pointless—and go the way of the crossing-sweeper, 
typewriter designer and hula-hoop maker. 
In fact, election observers, so long as they perform their 
task honestly, are worth keeping in business. They can help 
make campaigns more fair, especially if they arrive in good 
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time. By drawing attention to broadcasting bias, intimidation, 
ballot-rigging and other shortcomings, they may not overturn 
the outcome, but they can encourage the opposition, perhaps 
strengthening it for later battles. Better sti!l, however, if there is 
a sting in their tail. This is the hard bit, as Peru shows. 

President Alberto Fujimori, hoping for a quick victory in 
the first round of Peru’s presidential election in April, took 
steps to steal it. They failed, so he did his best to steal the sec- 
ond round last Sunday. His opponent, shrewdly assessing the 
odds, boycotted the poll. Observers from the Organisation of 
American States (oas)—eyes, ears and mouths wide open— 
withdrew before the voting, disgusted at the government's be- 
haviour (see page 43). Unperturbed, Mr Fujimori is digging in 
for a constitutionally dubious third term. 

In Zimbabwe, the election has not yet taken place—it is 
due on June 24th and 25th—but one group of monitors has al- 
ready issued a report condemning the entire exercise. No 
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: Now is not a good time for telecom offerings. 


Now is not a good time for tech secondary offerings. 
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wonder: the electoral roll is a travesty of what it should be, 


and violence and intimidation are widespread (see page 50). 
Even so, many members of the opposition think it is worth 
pressing on. The voters gave the president a bloody nose in a 
referendum in February, much to everyone's surprise, and 
they may think it can be done again, even if the punch has lit- 
tle chance of displacing the president’s party from power. The 
scene is thus set for an outcome much like that in Peru: an un- 
fair election, condemned by independent observers. 


Tut-tut isn’t good enough 

And then what? In Peru, the cheating was so flagrant that the 
United States was quick to condemn the election and talk 
about a regional response, though the measures announced 
later by the oas are unlikely to make Mr Fujimori tremble. In 
truth, it is always hard to think of sanctions that do not hurt 
the innocent—including, in Peru and Zimbabwe, the cheated 


Emerging sickness 


Poor economies are better placed to deal with rising American interest rates and a 
stronger dollar than they were in the 1990s. But they are not immune to trouble 


IFE can seem so unjust. Only two months ago, the outlook 
for emerging economies was rosy. Asia was booming: 
South Korea’s pp grew by 12.8% in the year to the first quarter 
of 2000, and Hong Kong’s by 14.3%. Latin America’s GDP grew 
at an annual rate of 7% between October 1999 and March 
2000. But in the past few weeks talk of a new emerging- 
market boom has faded. Wall Street's slide, global interest-rate 
rises, a strong dollar and whispers of a slowdown in America, 
have all brought new shadows to the emerging world. Many 
economies are still growing fast; but, from Brazil to South Ko- 
rea, equity and bond markets have fallen and currencies have 
weakened. 

It is not hard to see why the prospect of higher interest 
rates sends jitters through emerging economies. Higher rates 
mean that foreign capital is more costly and harder to come 
by. That hits countries that rely on foreign capital, such as Ar- 
gentina and Brazil. If America’s economy slows, it will also 
take in fewer imports. That could batter countries such as 
Mexico, Malaysia and South Korea. And if the slowdown is 
global, falling commodity prices could deliver a further blow. 
The last time the Federal Reserve began a sustained campaign 
of monetary tightening, in 1994, emerging bond markets col- 
lapsed, and by the end of the year Mexico, and then most of 
Latin America, had plunged into the Tequila crisis. 

Yet though this history may not be pretty, it need not ab- 
ways repeat itself. Both investors and emerging economies 
have learnt something since 1994. The boom that went before 
the 1994 crash saw share prices soar and debt spreads plum- 
met, aş many institutional investors discovered emerging 
markets for the first time. Similarly, in the years before Asia’s 
financial crash, banks were falling over themselves to lend to 
the new miracle economies. Today, the jitters are in assets that 
are already modestly priced, and among investors who are 
less exposed. Not only have emerging markets seen smaller 
inflows of private capital over the past two years, but much of 
the capital that has arrived has come in the less flighty form 
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voters—more than the regime responsible. Stil, it is no good 
dispatching monitors if the response is simply to be a shrug of 
the shoulders and business as normal. This is what happened — 
in Cambodia after an appalling election in 1998, though in - 
that instance the un observers were so keen to avoid any 
awkwardness that they blessed it even before the votes had 
been counted. It would be scandalous if a flawed election in 
Zimbabwe were not followed by some form of sanctions. 
The best groups to impose those sanctions are the uN and 
the regional organisations, though all foreign donors have an 
interest in seeing that the countries in which their money is 
spent have responsible, representative governments. The 
group that may find it hardest to justify its actions is the Euro- 
pean Union: it is busy punishing one of its members, Austria, 
not for rigging an election but for respecting one. Perhaps 
Latin Americans and Africans have a thing or two to teach 
Europeans about the purpose of elections, monitored or not. 





of direct investment. 

Emerging economies have also made themselves less vul- 
nerable. The most visible change has been a shift in exchange- 
rate regimes. Many of the pegged (or quasi-pegged) systems 
that were once common, from Brazil to Thailand, and which 
then blew up, have been replaced by floating regimes. In the- 
ory, the blow of higher rates can be softened by letting curren- 
cies fall. But in practice, the freedom to float is exaggerated. 
Fear of tumbling currencies and higher inflation means that 
most Latin countries must keep their monetary policy tight. 
And in countries that have kept rigid pegs, such as Argentina 
or Hong Kong, higher American interest rates translate di- 
rectly into higher rates at home (see page 46). 


Buckle up 


But emerging economies’ stoutest armour against a tougher 
global environment is greater liquidity and stronger financial 
systems. Many countries, especially in Asia, have built up big 
war-chests of foreign-exchange reserves. Few are running big 
current-account deficits; indeed, in Asia, many are still in sur- 
plus. All have improved the maturity structure of their debt. 
Mexico’s government, for instance, has no foreign bonds ma- 
turing this year and very few next. And most are busy 
strengthening the liquidity, capitalisation and asset quality of 
their banking systems. 

These changes should prevent another meltdown, even 
more than much-ballyhooed efforts to improve the “interna- 
tional financial architecture”. But there is still a lot more to be 
done. In Asia, financial and corporate restructuring is far from 
complete. Laggards such as Indonesia have barely begun. 
Even the most advanced, such as South Korea, face troubles 
(see page 85). In Latin America, low saving remains a big pro- 
blem. In Argentina, where fiscal policy is still ropy, that weak- 
ness has become acute. Unfair as it can seem, when the going 
gets tough it is the weaklings who suffer most. 
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A shield in space 









x€ ice melts and 
the wind subsides: to a moderate gale, 
barges based in Seattle may well be making 
the 3,000-mile voyage to deliver building 
materials to an Alaskan island called She- 
mya. The erection of an ultra-sensitive radar 
installation on this unforgiving terrain, 
where building is possible only for a few 
weeks every summer, would mark the first 
step in a crash programme to provide the 
United States with a shield against certain 
limited types of rocket attack. 

Although the Pentagon has already em- 
barked on half-a-dozen other programmes 
cee to stop missiles in mid-flight, this 
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new system of missile defences. This is not popular 
lies or potential foes 


will be the first time a nuclear power has 
openly set out to defend its entire territory 
from such attacks. But before the barges can 
start plying the north Pacific, a big change 
will have occurred, for better or worse, in in- 
ternational diplomacy. From the moment 
the first concrete is poured into Shemya’s 
soil, the United States will be in breach of the 
current terms of the 1972 Anti-Ballistic Mis- 
sile (ABM) treaty, under which America and 
the Soviet Union agreed that neither would 
build a comprehensive defence against the 
other’s long-range nuclear arsenal. 

That accord, designed as a guarantee 
against a “first SEIRE by either side, has been 
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widely criticised, especially on America’s 
political right, as a hangover from the cold 
war that isno longer useful in a world where 
any rogue’state can acquire deadly missiles. ` 
Russia and China, on the other hand, have 
expressed horror at the idea of abrogating 
the treaty. They fear (plausibly in China’s., 
case, less so in Russia’s) that their own nu- 
clear arsenals could be rendered useless by 
an American shield—while America could’: 
still useitsrockets with impunity. 

Among the main provisions of the treaty 
are strict curbs on the construction of radars 
powerful enough to track incoming missiles 
in space. So, before starting to build the 
$500m radar in Alaska, the American gov- 
ernment must do one of two things. It could 
exercise its option to withdraw from the ABM 
treaty on six months’ notice—which would. 
delight Republicans in Congress, but could 
plunge relations with Russia and China into 
crisis and strain the Atlantic alliance. 


The alternative course, which President. 
Bill Clinton hopes to follow during his final =- 


months in office, is to negotiate with Russia» 
the changes to the treaty that would be 
needed to make a limited national missilet <: 
defence (nmp) system possible. In order to: < 
do this, America must convince Russia that - 
its proposed anti-missile shield is designed 
toward off'a handful of rockets from a North 
Korea or an Jran—not a massed attack from 
the still-formidable Russian arsenal. 

‘The treaty changes America is now pro- 
posing are only the bare minimum required 
to allow. workin Alaska to begin. Broader 
changes would be ‘needed before imple- 
menting in full the Pentagon's current plan 
for an anti-missile system with a second in- 
terceptor site, in North Dakota, and super- 
high-frequency radar stations in Greenland, 
Britain and possibly South Korea as well as 
other parts of the United States. The immedi- 
ate plan is to deploy 20 interceptors, able to 
stop a few crude missiles, in Alaska by 2005; 
but by the end of the decade there could be 
as many. a8 250: interceptors, capable of’. 
knocking outa “few dozen” missiles. 


Reassuring Russia i 
American diplomats are working hard 4 to 


convince the Russians that, even at its maxi- 
mum stretch, such a'shield would not render. ` 


Russia's nuclear deterrent ineffective. This 
would still be true, they say, even if, as Russia 
has proposed, a new agreement were to cut 
the number of warheads deployed by Amer- 
ica and Russia to1,500 each. Under the Start-2 
accord, each side’s total will come down to 
3,500 by 2007. Follow-on Start-3 talks aim to 
cut to 2,000-2,500 warheads. The Pentagon 
said last week it would be “uncomfortable” 
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MISSILE DEFENCES 
about going lower than that. 

Even if it successfully deploys a limited 
shield, and both sides’ arsenals are slashed, 
the United States would still not be able to 
strike Russia with impunity, American offi- 
cials have assured their Russian counter- 
parts. The Pentagon would have to assume 
that Russia still had a huge number of war- 
heads, based on land and sea, primed for 
“launch on warning” of an American attack. 
By sending this message of reassurance, the 
Clinton administration has exposed itself to 
the charge that it is positively encouraging its 
cold-war foe to maintain a large, sophisti- 
cated arsenal on hair-trigger alert. 

In any case, Russia’s new president, 
Vladimir Putin, whom Mr Clinton will be 
meeting on June 4th, seems so far to be un- 
impressed. Senior American officials admit 
that Russia is not yet convinced of the need 
to amend the agm treaty, so the presidents 
will also focus on other arms-control mea- 
sures, such as a deal todestroy large amounts 
of plutonium. 

If the two presidents find they disagree 
sharply over asm issues, the stage could be 
set for a hot diplomatic summer. America’s 
European.allies have concerns of their own 
about the proposed missile shield. Their big- 
gest worry is that the asm issue will cause a 
general downturn in relations with Russia 
and China, whose consequences would be 
felt in Europe. “Quitting the asm treaty 
would send an unfortunate signal about 
America’s readiness to play by agreed rules 
rather than unilaterally,” says Francois Heis- 
bourg, a French security analyst. 

Mr Clinton's room for manoeuvre in this 
political and diplomatic game is small. The 
Pentagon says a decision to start the NMD 
programme must be made by this autumn; 
otherwise it will be impossible to start work 
in Alaska next year, and there will be no 
hope of meeting the goal of erecting a mod- 
est anti-missile shield by 2005. 

According to the White House, the time- 
table is based on estimates that North Korea 
could have developed a missile capable of 
hitting the United States in five years’ time, if 
not sooner. But Zbigniew Brzezinski, a for- 
mer national security adviser, believes one 
aim of the timetable is to shield Vice-Presi- 
dent Al Gore from charges that he would be 
less keen on “defending American families” 
than his Republican rival, George W. Bush. 
Mr Bush said last week that, as president, he 
would deploy anti-missile defences as soon 
as possible. But he questioned the need for 
an immediate decision. 

In political terms, the anti-missile net- 
work proposed by Mr Clinton, calling for the 
eventual deployment of 250 interceptors, is 
nowhere near robust enough to satisfy the 
keenest supporters of anti-missile defence 
on the Republican side. They want to with- 
draw from the asm treaty immediately and 
start constructing a multi-layered system of 
interceptors, based at sea and in space as 
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well as on land. 

Meanwhile, American citizens—and the 
rest of the world—are left wondering 
whether they will be safer or in greater dan- 
ger if work starts on anti-missile defences. 
They want to know whether the perceived 
threat from rogue missiles is real, whether 
the proposed shield would work and what 
the economic and di¢lomatic costs will be. 


The real threat 


The strongest arguments in favour of de- 
veloping anti-missile defences have to do 
with the proliferation of ballistic missiles— 
and of the know-how needed to tip them 
with nuclear, chemical or biological war- 








believed to be pursuingother research.» 

But would such rockets ever be fired 
against the United States? It would seem sui- 
cidal. It is possible, nonetheless, to imagine a 
regional crisis in which America’s freedom 
to support local allies would be hampered 
by the knowledge that its territory could, 
however hypothetically, be attacked with 
missiles. Yet for the Pentagon to feel that the 
homeland was immune, it would need to be 
sure that its shield would be able to stop all- 
comers; and that degree of certainty has still 
not been reached. 

There are also more immediate dangers: 
the use of crude short-range missiles in re- 
gional conflicts, against American bases or 





heads, which are lumped together under the 
catch-all term of “weapons of mass destruc- 
tion” (wap). General Ronald Kadish, the 
head of the Pentagon’s ballistic-missile-de- 
fence programme, has said that at least 20 
countries possess either short- or medium- 
range ballistic missiles, while “twodozen” ei- 
ther have developed or can develop a wMp 
capacity. Because countries like North Korea 
will sell rocket technology to anybody who 
has the money, the pace of proliferation has 
been accelerating. “Co-operation between 
rogues is getting deeper and wider all the 
time,” according to Ranger Associates, a 
Washington missile consultancy. 

But how many of these regional pariahs 
could develop missiles of long enough range 
to threaten the United States with non-con- 
ventional weapons? Only a handful. The 
Central Intelligence Agency has projected 
that over the next 15 years, in addition to the 
existing arsenals of Russia and China, Amer- 
ica is “likely” to face a missile threat from 
North Korea. Such a threat is “probable” 
from Iran and “possible” from Iraq. 

Regimes may change for the better, of 
course. Still, the pace at which anti-American 
regimes can develop ballistic-missile tech- 
nology has often been underestimated by 
western experts. North Korea's launch in Au- 
gust 1998 of a three-stage rocket shocked the 
world; since last autumn it has been observ- 
ing a freeze on new flight tests, although it is 





American allies; or a non-conventional at- 
tack on the United States by some means 
other than long-range ballistic missiles, such 
as truck bombs or even sea-launched rock- 
ets. This has prompted some defence spe- 
cialists, not all of them doves, to suggest that 
the nmp programme involves spending far 
too much money, and incurring huge dip- 
lomatic costs, for a threat which is by no 
means the most acute. 


How it would work 


The cost of Mr Clinton’s proposed system-- 
estimated by the Pentagon at $27 billion over 
20 years for a single interceptor site, plus ra- 
dars-~looks small compared with some 
other defence programmes. The Congres- 
sional Budget Office reckons the full system, 
without extra satellites, could cost $50 bil- 
lion. Obviously the more complex the de- 
fences attempted, the higher the price tag. 

How would Mr Clinton’s proposed NMD 
system deal with a rocket attack? The idea is 
that far above the atmosphere, near the top 
of its flight path, the rogue rocket would be 
stopped in its tracks. An American missile, 
guided by one of the most powerful radar 
systems ever built, and equipped with de- 
tectors of its own, would home in on the in- 
truder—-by this stage a cone-shaped object, 
five feet long—and smash it to pieces. 

The hostile launch would first have been 
detected by space-based sensors. Then a net- 
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work of ground-based radars would erect 
“search fences” to detect the intruder and 
consider how to stop it. The powerful x- 
band radar, based initially at Shemya, would 
follow the attacker as it soared above the at- 
mosphere, while a command centre deep in 
Colorado’s Cheyenne mountains directed 
the launch of an interceptor. Once the inter- 
ceptor or “kill vehicle” got close enough to 
the target, it would start using its own sensors 
to tell the real rocket from any decoys. 

So far, the Pentagon has tried out the 
concept with two attempted intercepts, each 
costing about $100m. One, last October, was 
a success (although its terms of reference 
were restricted), while the second, in Janu- 





ary, narrowly failed. As a result of this fail- 
ure, a third test (of a total of 19) has been post- 
poned from April to July. The Pentagon is 
then due to give the president an estimate of 
whether the system can be deployed in five 
years’ time. General Kadish describes the 
2005 timetable as “high risk”, because five 
very sophisticated components have to be 
developed concurrently and then tied to- 
gether, much faster than military planners 
would like. 


Decoys and alternatives 


One of the strongest arguments put forward 
by the sceptics (on both right and left) is that 
the system currently proposed would be too 
vulnerable to counter-measures. A report is- 
sued in April by the Union of Concerned Sci- 
entists argued that any country clever 
enough to design ballistic missiles would 
also be able to make decoys of sufficient 
sophistication to fool the interceptors. Ac- 
cording to the ucs, decoys can be particu- 
larly effective outside the atmosphere, 
where there is no resistance from the air, and 
where objects of different weights and 
shapes behave in the same way. 

One technique would be to wrap the 
warhead in a material called aluminised 
mylar and simultaneously to release bal- 
loons coated with the same substance; an- 
other would be to cool the warhead with a 
shroud of liquid nitrogen, making it harder 
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for the interceptor to home in. If a rogue 
wanted to tip his rockets with chemical or 
biological warheads, they would almost cer- 
tainly be split up into “bomblets” or sub- 
munitions which, the ucs believes, would 
be too numerous for interceptors to stop. 

In short, it would be hard to stop missiles 
in space with land-based interceptors. So 
why not stop them earlier in their flight, 
from the sea? 

The main argument against sea-based 
defences is that these would require a much 
more radical rewriting of the asm treaty. In 
other words, they would be harder to sell to 
the Russians. Already the Pentagon’s effort to 
develop a sea-based shield against medium- 





range missiles, known as Navy Theatre 
Wide, has been limited in scope—or ascritics 
would say, “dumbed down’ —in order to re- 
assure Russia that it will not be used as a 
proxy fora system to defend America. 

The advantage of a system like Navy 
Theatre Wide, which should be operational 
by 2007, is that it aims, ideally, to stop mis- 
siles in their ascent phase—in other words, 
before they reach their highest point. This 
makes it harder for the enemy to use coun- 
ter-measures, although the ships themselves 
would be vulnerable to attack. 

Better still, in theory, would be a system 
that knocked out enemy missiles in their 
boost phase, a few minutes after being 
launched. The only Pentagon effort that is 
explicitly designed to achieve that purpose is 
the air force’s Airborne Laser programme, 
which is probably a decade away from de- 
ployment. Tantalising as it sounds, the suc- 
cess of this effort is far from assured—and it 
would be anathema to the Russsians. 


The diplomatic costs 


The diplomatic, economic and military con- 
sequences of the American decision are al- 
ready being felt in many different parts of 
the world. In Greenland, local politicians are 
worried that the upgrading of an American 
radar station, as part of the nmp network, 
will make the vast, icy landmass a target for 
enemy attack. In Canada, which might well 





MISSILE DEFENCES. 
have a role to play in tracking incoming mis- 
siles, officials are furious about a remark, by 
an American admiral, that a missile headin 
towards Ottawa might not be stopped un 
less Canada joins the shield. In Nato capi- 
tals, diplomats are fretting over the “decou- 
pling” of the United States, protected by an ` 
anti-missile shield, from its European allies. 

In China, which has threatened to accel- 
erate its own strategic arms build-up in re- 
sponse to the American shield, officials are 
convinced that the shield is directed against 
them; they speak ominously about a new 
cold war. Although the Chinese are not party 
tothe agm treaty, they are—like the other mi- 
nor nuclear powers—a beneficiary of its 
curbs on anti-missile defences. They have 
suggested that playing about with the treaty 
could wreck the fabric of arms control. Such 
talk is a veiled threat that China would not” 
only boost its own arsenal but withdraw 
promises to stop exporting dangerous de- 
fence technology. 

On Capitol Hill, meanwhile, Republican 
hawks such as Senator Jesse Helms have 
given warning that any deal with Russia to 
keep the asm treaty, and prevent America 
building a more ambitious anti-missile 
shield, will be “dead on arrival” in Congress. 

All this has prompted supporters of mis- 
sile defences to suggest that more imagina- 
tive ways ought to be found of maintaining 
Russian confidence, while giving Americà a 
free hand to defend itself. Russia itself has 
put forward proposals for countering the 
threat of rogue missiles, and for reducing the 
risk of an accidental nuclear exchange. 

The Russian proposals include “broad 
international participation” in an arrange- 
ment to swap information about missile 
launches; and a set of incentives designed to 
encourage rogue missile-makers to abandon 
their efforts by offering them commercial 
space technology, and security guarantees. 

America rejects the idea of security guar- 
antees and is wary of any formal system of 
incentives, available to any country that 
starts making rockets and then stops. More- 
over, help for space programmes could be 
misused to develop longer-range missiles. 
But the Americans have not ruled out ex- 
tending an information-sharing regime be- 
yond Washington and Moscow. 

What about bolder initiatives from the 
American side, designed to reassure Russia 
while ensuring greater freedom of action for 
the Pentagon? Ever since the “star wars” pro- 
gramme of the 1980s, advocates of anti-mis- 
sile defence have insisted that it should be 
possible to break the “balance of terror” logic 
without alienating Russia. In practice, it is 
hard to think how this might safely be done. 
But unless it can, America could find itself in 
the worst of all worlds: incurring the huge di- 
plomatic cost of withdrawal from the asm 
treaty, without any real guarantee that rogue 
missiles could be stopped. 
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Democratic and Popular Republic of Algeria 
Telecommunications and Postal Sector Reform Project 


CONSULTING SERVICES 


Expressions of Interest 


This request for expressions of interest follows the general procurement notice for this project which appeared in Development Business No. 535 of 
May 31, 2000. 


The Government of Algeria has applied for a credit from the International Bank for Reconstruction and Development (IBRD), and intends to apply part 
of the proceeds of this credit to payments under the contract for an International Consortium to Award GSM license(s). 


The services include the following - The consultant will prepare a detailed transaction strategy for the award of GSM. license(s). Once a specific 
transaction strategy is agreed, the consultant will assist the Government in executing this strategy, by: (i) preparing an initial prospectus. (ii) inviting 
initial expressions of interest from: potential investors; (iii) short-listing investors; (iv) selecting and negotiating; and (v) finalizing the: transaction. 
Consultant services are expected tobe provided from September 2000 to April 2001. 


The international consortium should be composed by: (i) an Investment Bank and, (i) a Legal firm. 


The Ministry of Posts and Telecommunications now invites eligible consultants to indicate their interest in providing the services. Interested 
consultants. must provide information indicating that they are qualified to perform the services (brochures, description of similar assignments, 
experience in similar assignments, availability of appropriate skills among staff, ete). Consultants may associate to enhance their qualifications. 


A consultant will be selected in accordance with the procedures set out in the World Bank's Guidelines: Selection and Employment of Consultants by 
World Bank Borrowers, January 1997 (revised September 1997 and January 1999). 


Interested consultants may obtain further information at the address below. 


Expressions of interest must be delivered to the address below by July 1, 2000, 


Unité de Coordination et de Suivi du Projet 
des Télécommunications et de la Poste 
Ministère des Postes et Thécommunications 
4, Bd Krim Belkacem, Alger, Algérie 
Tel: +213 273 17 69 
Fax: +213 2 71 28.87 


Democratic and Popular Republic of Algeria 
Telecommunications and Postal Sector Reform Project 


CONSULTING SERVICES 


Expressions of Interest 


This. request for expressions of interest follows the general procurement notice for this project which appeared in Development Business No. 535 of 
May 31, 2000. 


The Government of Algeria has applied for a credit from the International Bank for Reconstruction and Development (IBRD), and intends to apply part 
of the proceeds of this credit to payments under the contract for an International Consortium to Establish the regulatory framework and prepare draft 
licenses for operators and service providers. 


The services include: (i) the establishment of the regulatory framework (drafting new decrees; interconnection regime; tariffs regime; national 
frequency management plan; universal. service policy; Class ficense/authorization/declaration), and (ii) the set-up and design of the Regulatory 
Authority. Consultant services are expected to be provided from September 2000 to December 2001. f f 


The international consortium should be composed by: (i) a Telecommunications Legal firm; (ii) a specialized firm in regulatory aspects in the Telecom 
sector: (ii) a specialized firm for setting-up frequency management systems. : 


The Ministry of Posts and Telecommunications now invites eligible consultants to indicate their interest in providing the services, Interested 
consultants must provide information indicating that they are qualified to perform the services (brochures, description of similar assignments, 
experience in similar assignments, availability of appropriate skills among staff, ete). Consultants may associate to enhance their qualifications. 


A consultant will be selected in accordance with the procedures set. out in the World: Bank’s Guidelines: Selection and Employment of Consultants: by 
World Bank Borrowers, January 1997 (revised September 1997 and January 1999). 


Interested consultants may obtain farther information at the address below. 
Expressions of interest must be delivered to the address below by July 1, 2000. 


Unité de Coordination et de Suivi du Projet 
des Télécommunications et de la Poste 
Ministère des Postes et Télécommunications 
4, Bd Krim Belkacem, Alger, Algérie 
Tel: +213 2 731769 
Fax: +213 2 71 28 87 
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Clinton on tour 


President Bill Clinton began 
| an eight-day tour of Europe, 
taking in Portugal, Germany, 
Russia and Ukraine. He of- 
fered to share anti-missile de- 
fence technology with allies, 
but stopped short of matching 
a proposal by George W. 
Bush, the Republican presi- 
dential candidate, to include 
other countries in an anti-mis- 
sile shield. 


Poland's centre-right coalition 
| government neared collapse 
after its junior component, the 
Freedom Union, said it would 
withdraw. The party said it 
would not rejoin the govern- 
ment until the prime minister, 
Jerzy Buzek, was replaced. 


Rebels in Chechnya killed a 
top Russian official as he 
drove out of the republic’s 
capital, Grozny. Sergei Zverev, 
the territory’s deputy adminis- 
trator, was killed by a land- 
mine, along with Nureda Kha- 
buseyeva, Grozny’s deputy 
mayor. 





| Goran Zugic, a security aide to 
Montenegro's pro-western 
president, Milo Djukanovic, 
was shot dead. The killing 

| raised fears of an attempt to 

| destabilise the small coastal 
republic. 


Mugur Isarescu, Romania's 
prime minister, warned 
against panic after at least 
10,000 people withdrew their 
savings from the country’s 
largest state-run bank, Banca 
Comerciala Romana, fearing 
that it was about to collapse. 
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Germany’s cabinet agreed to a 
proposal to recruit 20,000 
computer specialists from 
outside the Eu, to be allowed 
into the country as short-term 
immigrants. 


Northern Ireland's power- 
sharing executive resumed 
work after Unionists agreed to 
return to office. The deal fol- 
lowed an earlier iRA an- 
nouncement that it would put 
its guns “beyond use”. 


Enough war? 








Hopes rose for an end to the 
Ethiopian-Eritrean war 
after Ethiopia, which launched 
a successful offensive three 
weeks ago, declared it over. 
But a decision to stop fighting 
may not bring a permanent 
end to the dispute. 


The Zimbabwean govern- 
ment announced that it 
would seize more than 800 
white-owned farms by decree 
before the election on June 
24th-asth. This sank a compro- 
mise plan by South Africa’s 
President Thabo Mbeki, who 
said he had raised $14m from 


buy 18 farms in Zimbabwe 
for land redistribution. 


Trials began in northern Nige- 
ria of about 200 people ar- 
rested during last week's riots 
between Muslims and Chris- 
tians in Kaduna. The police 
say 43 people were killed in | 
the riots. Eyewitnesses say 
over 100 died. 





Israel's prime minister, Ehud 
Barak, flew to Lisbon to dis- 
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cuss with President Bill Clin- 
ton whether the time was 
now right for a Camp David- 
style conference with Yasser 
Arafat, intended to clinch an 
Israeli-Palestinian framework 
agreement. 


Israel's immensely popular 
president, Ezer Weizman, 
said he would resign on July 
10th, three years before the 
end of his second term. He 
gave health reasons but an of- 
ficial report had criticised him 
for accepting unreported gifts. 


Trouble in Fiji 


Fiji’s military chief, Frank 
Bainimarama, proclaimed 
martial law and scrapped the 
constitution that ethnic Fijians 
claim favours Fijians of Indian 
descent. But the prime minis- 
ter, Mahendra Chaudhry, re- 
mained a prisoner of ethnic 
Fijians demanding different 
concessions. 





Ex-President Suharto of Indo- 
nesia was put under house 
arrest to await possible trial 
for corruption. 


Hong Kong closed its last 
camp for Vietnamese refugees. 
Over 200,000 boat people 
have passed through the for- 
mer British colony since the 
Communist victory in Viet- 
nam in 1975. 


Kim Jong Il, the leader of 
North Korea, was reported 


to have made a two-day visit 


to Beijing, presumably in con- 
nection with the meeting of 
the two Koreas due on June 
12th-14th. 





The Sri Lankan army claimed 
to have halted an advance by 
separatist Tamil Tiger fight- 
ers in the north of the island. 
But eight policemen died 
when their lorry hit a mine set 
off by the Tigers. 


Third time “lucky” 





In a run-off vote, Peru's Presi- 
dent Alberto Fujimori was 
re-elected for a third term. 
“Fraud,” said his challenger. 
The United States and, less 
publicly, much of Latin Amer- 
ica agreed, but the Organisa- 
tion of American States could 
agree on no sanctions. 


In Venezuela, a planned vote 
for every elected post from 
the presidency down had to 
be abandoned: the electronic 
voting machinery was not 
ready. 


In Argentina, thousands 
protested against the 1mr and 
new public-spending cuts pro- 
posed by the government to 
help it meet fiscal-deficit tar- | 
gets agreed with the Fund. 
The United States’ Federal 
Communications Com- 
mission proposed easing 
rules that prevent newspaper 
owners from owning televi- 
sion stations in the same city. 


The acting deputy director of 
the US Immigration and | 
Naturalisation Service in | 
Miami was found guilty of es- 
pionage. He disclosed govern- 
ment secrets to a friend who 
had connections to Cuba. 
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DP growth forecasts _ 
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liminary 
edition of its Economic Out- 
look, said that prospects for 
the world economy were more 
favourable than they had 
been for over ten years. Strong 
growth in Europe, America 
and Asia led to a forecast 4% 
growth rate for all oxep coun- 
tries this year. However, the 
orcp added the caveat that, if 
central banks were mindful of 
inflation, interest rates would 
have to rise steeply. This is 
particularly true in America, 
where the orc suggested 
that rates might have to go 
above 7% by August in order 
to avoid a hard landing. 


Germany's economy re- 
corded growth of 3.3% in the 
first quarter compared with a 
year ago, as investment, gov- 
ernment spending and exports 
all expanded. In France, the 
unemployment rate fell to 
9.8% in April. It has not been 
below 10% since 1991. 


Hopes that eu leaders might 
reach agreement on a Europe- 
wide withholding tax on 
savings at next month’s sum- 
mit in Portugal have dissolved. 
Britain was blamed for insist- 
ing on relaxing banking se- 
crecy $0 as to facilitate ex- 
change of information 
between Eu members, instead 
of accepting the tax. 





A consortium led by Soft- 
bank, a big Japanese Internet 
group, failed to reach agree- 
ment with the government 
over terms for the purchase of 
Nippon Credit. Bank, a na- 
tionalised lender. The govern- 
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ment may now sell ncs to a 
foreign buyer. Softbank’s 
shares have fallen by over 70% 
since February. 


Fresh Orange 


France Telecom is to acquire 
Orange, Britain's third-largest 
mobile-phone operator, from 
Vodafone AirTouch for £25.1 
billion ($37.6 billion). The deal 
will create Europe's second- 
largest mobile-phone com- 
pany, worth perhaps €100 bil- 
lion. France Telecom is ex- 
pected to float 15-20% of the 
operation, and to use the cash 
and shares to make further 
mobile acquisitions in Europe 
and perhaps America. 


Vodafone AirTouch, Brit- 
ain’s largest company, threat- 
ened to relocate its headquar- 
ters overseas in a dispute with 
the government over pro- 
posed changes to tax rules for 
multinationals. The govern- 
ment intends to make it illegal 
to mix profits from overseas 
operations through offshore 
subsidiaries in order to mini- 
mise British taxes. 


A $130 billion merger between 
WorldCom and Sprint, al- 
ready in trouble with Amer- 
ica’s regulators, has also fallen 


foul of the European Commis- | 


sion. The commission is con- 
cerned that the deal, which 
would combine the two tele- 
coms companies’ Internet 
backbone businesses, will con- 
fer excessive market power. 


MTS, a mobile-phone oper- 
ator, announced that it would 
be the first Russian company 
to enter the foreign iro market 
since Russia's financial crisis in 
1998. Despite Russia’s bad re- 
cord on shareholder rights, 
corruption and unsettled poli- 
tics, the company hopes to 
raise as much as $384m 
through a flotation on the 
New York Stock Exchange. 


Lucent Technologies, the 
world’s largest telecoms-equip- 
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ment maker, plans to buy | 
Chromatis Networks, an 
American maker of fibre-optic 
networking equipment, for 

$4.5 billion. Lucent has fallen | 
behind other traditional tele- | 
coms-equipment companies in 
expanding into fibre optics. 
Chromatis specialises in the 
latest growth area, local net- 
works that connect users to 
Internet backbones. 








Source: Primark Datastresm 
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| Dixons, a British electronics 

| retailer, announced that it 

| would auction its 80% stake in 
| Freeserve, the leading British 
_ Internet service provider. Dix- 
ons is said to be looking for a 
| valuation in excess of £6 bil- 
lion ($9 billion). Germany’s T- 
| 

| 

| 

f 





Online, 90% owned by Deut- 
-sche Telekom, which had been 
rumoured to be planning a 
| bid for Freeserve, is still a 
likely front-runner. Freeserve’s 
shares jumped on the news. 


Invensys, a British engineer- 
ing firm, agreed to buy Baan 





for €762m ($707m). Baan is a 
struggling Dutch business-soft- 

| ware group that had been 

| plagued by consistent losses 
for seven consecutive quarters 
and faced bankruptcy. Share- 
holders were displeased: In- 
vensys shares lost 14% of their 
value in two days. 


Air France reported net pro- 
fits up by 42% for the year to 
the end of March, on a 14% in- 
crease in revenues. Most other 
big European carriers have 
seen profits decline. Improving 
; management and labour rela- 
tions, and declining govern- 
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ment intervention at the 57% 
state-owned airline have 

helped it to gain at the ex- 
pense of its rivals. In a boost 
for the Airbus consortium, Air 
France also said it was consid- «| 
ering the purchase of ten A3Xx 
superjumbos. 


J Sainsbury, Britain’s sec- 
ond-biggest supermarket 
chain, announced a 23% drop 
in annual pre-tax profits to 
£580m ($87om). The company’s 
shares fell by 1% on the news; 
they are 37% down since the 
start of 1999. 


Spain’s government blocked a 
€2.7 billion ($2.5 billion) bid 
by one Spanish power com- 
pany, Union Electrica Fe- 
nosa, for another, Hidroe- 
lectrica del Cantabrico, on 
competition grounds. TXU 
Corp, an American electricity 
company that had spurred Fe- 
nosa’s bid with its own offer 
of €2.25 billion, may now 
make a fresh approach. 


Hyundai. the biggest of 
South Korea's giant conglomer- 
ates, or chaebol, hastily an- 
nounced a plan to tackle the 
company’s debts of 52 billion 
won ($46 billion) and restore 
investors’ confidence by selling 
assets worth 3.7 trillion won. 
Hyundai also said that its 

founder, Chung Ju Yung, and 
his two sons would retire from 
the company. 





Carlsberg, a Danish brewer, 
acquired the brewing interests 
of Orkla, a Norwegian con- 
glomerate, to become Europe's 
sixth-biggest brewer. Orkla 
will get a 40% stake in the 
new joint company, which is 
valued at around: DKr 10 bil- 
lion ($1.24 billion). 
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They were separatists 





Talking and killing in Kashmir 


SOPORE 


Obstacles to negotiations between the Indian government and Kashmiri 
separatists are huge, but not insurmountable 


OPORE, an apple-growing centre 4okm 

(25 miles) north of Srinagar, has seen 
more than its share of turmoil during Kash- 
mir’s decade-long insurgency, but on May 
25th it was perversely quiet, its streets de- 
serted but for nervous, helmeted police. The 
bodies of six young men from the area had 
just been brought back from graves near the 
“line of control” that divides Kashmir into 
areas administered by India and Pakistan. 
They were killed while sneaking into Pak- 
istan for training in terrorism, say the au- 
thorities. They were murdered, say the lo- 
cals. Their protest the day before prompted 
the undeclared curfew. 

Not far down the road back towards Sri- 
nagar, Syed Ali Shah Geelani, intercepted on 
his way to console the young men’s families, 
sat with several comrades on the verandah 
of a police station. The Indian government 
caused a flurry of excitement recently by of- 
fering to talk to the All Party Hurriyat Confer- 
ence, an umbrella organisation for separatist 
groups, of which MrGeelani is chairman. He 
is not in a talking mood. “Is this an atmo- 
sphere for dialogue?” he asked. The govern- 
ment's offer of talks is aimed at “deceiving 
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the world community”. Where Mr Geelani 
sees deceit, normally despairing Kashmir 
watchers see a smidgen of hope. The Indian 
government recently released several Hurri- 
yat leaders from jail, under pressure, it is 
widely thought, from Bill Clinton, who had 
visited India and Pakistan in March. Around 
that time, India suggested talks. 

“Itis an enormous shift on Delhi's side to 
be suggesting dialogue at all,” said a western 
diplomat in the Indian capital. 


how. Corruption and injustices by the cur- 
rentstateand central governments fuel sepa- 
ratist sentiment; it will not go away if anew 
dispensation delivers the same bad sort of 
government. 

And there is something of a deadline for 
progress: if the Hurriyat boycotts the state- 
assembly elections due in 2002, the current 
initiative will have been a failure. Two for- 
mal obstacles stand in the way of talks. One 
is India’s insistence that they should take 
place within “the framework of the constitu- 
tion”, which no group in the Hurriyat ac- 
cepts. The second is the Hurriyat’s demand 
that the talks must include Pakistan, which 
controls about a third of the state and re- 
gards the rest of it as its rightful territory. In- 
dia considers Kashmir an integral part of the 
union and is not about to negotiate with Pak- 
istan over its sovereignty. 

The hurdles are surmountable. India can 
treat its constitution as sacrosanct without 
insisting that the Hurriyat does likewise; per- 
haps India can avoid talking to Pakistan and 
the Hurriyat at the same time or in the same 
place. The bigger snares are thickets of poli- 
tics and ideology in which all the principals 
are enmeshed. The Indian government, led 
by the Bharatiya Janata Party, which has lit- 
tle tolerance for special claims by minorities, 
is ambivalent about talks and likely to be 
more so about the sort of autonomy that 
some separatists might accept in lieu of se- 
cession. The Hurriyat has two dozen constit- 
uent groups, which disagree about such ba- 
sic ideas as whether Kashmir should be 
independent or part of Pakistan and 
whether itshould be secular or religious. 

Outsiders read the failure so far to find a 
successor to Mr Geelani, whose term as 
chairman expired in April, as evidence of 
rifts. The most dangerous and implacable 
foes of Indian rule fall outside the Hurriyat’s 
large tent. They include Pakistan-based mili- 
tant groups such as Jaish-i-Muhammad, 





Though the offer has yet to be made 
formally, the separatists are think- 
ing about it. Dialogue, if it hap- 
pened, would be merely the first 
knot in a giant carpet. Peace would 
have to take account of Kashmir’s 
minorities—including the Hindus 
of Jammu and the Buddhists of La- 
dakh—as well as the Muslims of the 
Kashmir valley, which the Hurriyat 
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which supply much of the manpower to the 
insurgency, in which 25,000-70,000 people 
(depending who you believe) have so far 
died. These largely foreign fundamentalists 
are uneasily allied with the Hurriyat; they 
could turn hostile to leaders thought insuffi- 
ciently committed to Islam or to Pakistan. 

Pakistan itself has little reason to cheer 
better relations between India and the sepa- 
ratists. India refuses to talk to Pakistan since 
its forces seized and briefly held territory on 
India’s side of the line of control last year. If 
talks between India and the Hurriyat make 
headway, it is likely to be at the expense of 
Pakistan’s aspiration to rule the state. 

Pakistan’s military-led government may 
not have enough influence over militant 
groups to deliver peace, but it has enough 
clout to veto it. Yet the prospective partici- 
pants also have something to gain from dia- 
logue. Pakistan, potentially the biggest loser, 
faces international pressure not to stand in 
the way. India may spy an opportunity tode- 
tach the Hurriyat from Pakistan, and parts of 
the grouping from each other. The Hurriyat’s 
leaders must balance the risks of being co- 
opted against the chance to be recognised as 
the representatives of the valley's Muslims 
and todo them some good. 


An explosion a day 


“Peace with honour” is a formula often 
heard on the lips of moderate Kashmiris. At 
the moment there is neither. The insurgency 
is running at full tilt, with bomb attacks on 
the security forces and other official targets. 
On May 15th, the state’s power minister and 
four ofhiscompanions were killed in a blast. 
Hardly aday seems to go by in Srinagar, the 
summer capital, without an explosion. In- 
dia’s efforts to contain the menace are win- 
ning it no friends. Kashmiri leaders say the 
number of custodial killings—essentially, 
murders.of suspected militants held in cus- 
tody—has risen, a claim backed by human- 
rights groups in Delhi. 

The authorities insist that such charges 
are cooked up by separatists for political 
purposes. Perhaps, but without indepen- 
dent investigations and punishment of the 
guilty, few Kashmiris will believe that. The 
father of 15-year-old Riaz Ahmed Kaboo, 
one of the dead boys from Sopore, expects 
“no justice” for his son. The comments of a 
senior policeman would not change his 
mind. He indicated that it was an open and 
shut case of legitimate force and the investi- 
gation would take a “couple of days”. 

Talks with the Hurriyat would not clean 
up the justice system, satisfy Pakistan's am- 
bitions, reassure Kashmir’s minorities or 
turn separatists into loyal Indians. They 
might lower the level of violence and of hos- 
tility between the security forces and the 
people they ought to be protecting. Kash- 
mir's Muslims might even begin to feel that 
India’s government was listening to them. 

a 
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China 
An alchemist’s 
downfall 


BEUING 


HEN China was still in the throes of 

the Cultural Revolution, Mou Qiz- 
hong wrote an essay entitled “Where is 
China Headed?” For that, he was sentenced 
to death because, he would later relate, he 
advocated capitalism before Deng Xiaoping 
had thought about doing the same. Deng cer- 
tainly gave Mr Mou his break, if only by re- 
leasing him before he was executed. True, he 
went back to prison for a year in 1983, as 
atonement, it seems, for making what for the 
times were obscene amounts of money. 

Yet, in the money-crazy atmosphere a 
decade later, Mr Mou, who bears a striking 
resemblance to Mao Zedong, was being 
hailed by the Chinese government as 
China’s richest entrepreneur, a symbol of all 
that was possible in the Brave New China. 
He was, indeed, China’s reform hero. Today, 
Mr Mouis back behind bars, this time for life. 

Mr Mou has long been full of philosoph- 
ical theories—like Mao, he has had them 
published—and he also used to have a good 
story to tell. He started out with 500 yuan 
(then, about $100), but like an alchemist 
transmuted that into billions. His magic was 
to profit from an economy which in those 
days had great unmet demand but little cash. 
His biggest deal was to swap some hundreds 
of railway cars full of basic Chinese goods, 
socks notably, for two Soviet-built aircraft. 
The planes went to Sichuan’s new provincial 
airline, and the deal is said to have netted Mr 
Mou tens of millions of dollars. 

His ambitions grew grander. He wanted 
to get China a Russian aircraft-carrier. He 
wanted to dig a tunnel through the Himala- 
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yas from India to China and, using turbines, 
waft moist air over the dry northem prov- 
inces. He wanted also to become China’s 
king of privatisation, setting up overseas 
holding-companies to acquire state-owned 
assets, taking advantage of tax concessions to 
foreigners. This last, he failed to note, was il- 
legal. As Mr Mou dreamt, so his company, 
which by now was in property develop- 
ment, bled money. 

The blow came last year, when he was 
charged with defrauding banks of $75m by 
using fraudulent letters of credit. Whether 
the charges are true is unclear. The authori- 
ties took a long time to come to judgment, 
knowing perhaps that their case was not 
watertight. What is clear is that Mr Mou is be- 
ing used to show how the authorities are 
cracking down on corruption, never mind 
that the most flagrant corruption happens 
inside the apparatus of the state. It was Mr 
Mou’s mistake to think that his party ties 
made him invincible. He will have to wait for 
another upheaval in government, akin to 
Deng Xiaoping’s revolution two decades 
ago, before he can try his alchemy again. 





Fiji 
The trouble 
ahead 


SUVA 


WO things can be said with reasonable 

confidence about the confused events in 
Fiji. A hardline ethnic-Fijian regime is likely 
to take over. And the country will face en- 
during economic difficulties. 

The country’s military chief, Com- 
mander Frank Bainimarama, declared mar- 
tial law this week and conceded most of the 
demands of George Speight, who entered 
Suva’s parliament buildings on May 19th and 
seized the prime minister, Mahendra Chau- 
dhry, and other ministers. Mr Chaudhry’s 
elected coalition government is finished. 
And the country’s 1997 constitution, which 
gave greater rights to Indo-Fijians, is gone. But 
the country’s political crisis keeps unravel- 
ling to reveal new points of friction. 

Having dislodged Mr Chaudhry, Mr 
Speight then demanded the resignation of 
Fiji’s president, Ratu (Chief) Sir Kamisese 
Mara. When Sir Kamisese stepped down and 
retired to his power-base, the island of La- 
keba, Mr Speight tumed on Commander 
Bainimarama, appealing to the armed forces 
foranew coup within the army itself. He also 
rejected the president’s son-in-law, Ratu 
Epeli Nailatikau, as prime minister. That was 
the position at mid-week, with Mr Chaud- 
hry still held prisoner. 

When the dust has settled, Fiji's new po- 
litical regime will have to count the cost of 
May’s events. Looting and arson in Suva’s 
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town centre have closed down the Indo- 
Fijian business district. Australia and New 
Zealand have threatened sanctions. Many 
plans for big resorts, including the schemes 
for Denerau and the superb surfing beach at 
Natadola, will now probably collapse. 

Already the fall-out has started. The 
Olympic torch will no longer pass through 
Fiji on its way to Sydney this year. Threats of 
sporting sanctions are taken seriously in this 
rugby-crazy nation. Fiji plays world-class 
rugby and has excellent players abroad. 

After the 1987 coup, when Colonel Siti- 
veni Rabuka seized power from a predomi- 
nantly Indo-Fijian regime, the economy no- 
sedived. At least 80,000 Indo-Fijians are 
reckoned to have left the country for Austra- 
lia, New Zealand or Canada. People still talk 
about the 1990s brain drain. The coming re- 
gime may face something similar. 


Anew industry 


Yet, whatever the problems of the ethnic- 
Fijian-dominated regime of the early 1990s, 
the economy eventually recovered. Exports 
were boosted as a result of devaluation, 
structural reforms aimed at reducing indus- 
try protection, a reformed tax system and the 
freeing of the labour market. Investment lev- 
els remained low, but Fiji was able to reduce 
its dependence on sugar, the former main- 
stay of the economy. Strong growth in tou- 
rism and the emergence of a clothing and 
footwear industry, along with the country’s 
gold mines at Vatukoula and Mount Kasi, 
provided foreign exchange. 

Had strong growth continued, Colonel 
Rabuka, who became prime minister, might 
well have been re-elected. But the two years 
before the May 1999 polls were years of 
slump. A severe drought hit the sugarcane 
harvest in 1998. Mr Chaudhry’s Labour Party 
was fully able to exploit a message of econ- 
omic mismanagement. During his single 
year in office, prospects improved. Last year 
brought a bumper sugarcane harvest, and 
Fiji’s palm-fringed resorts welcomed rising 


aw and order in Fiji 


numbers of visitors. Australians avoiding 
trouble-spots such as Indonesia or the Phil- 
ippines came instead to peaceful Fiji. 

Under the new government, Fiji may 
well become a pariah state, boycotted by its 
more powerful neighbours. Trade sanctions 
have been threatened. Severing Fiji’s rela- 
tively easy access to South Pacific markets 
could seriously damage the clothing and 
footwear industry. Yet Australia has already 
indicated its reluctance to engage in a con- 
certed effort to impoverish the small island 
economy. The Australian foreign minister, 
Alexander Downer, points out that such a 
course would worsen the plight of the belea- 
guered Indo-Fijian community in Fiji. And 
bringing Fiji to its knees would also weaken 
some even smaller island states, such as Tu- 
valu and Kiribati. 

Under the Rabuka government, Fiji left 
the Commonwealth in disgrace and tried to 
shift away from traditional trading links 
with Britain, Australia and New Zealand. Ef- 
forts were made, with some success, toestab- 
lish ties with more sympathetic regimes in 
East Asia, such as Malaysia. Senior army offi- 
cers suggest a similar policy this time. The 
Rabuka regime also followed the Malaysian 
model in its job-preferment programmes for 
ethnic Fijians in the civil service and in busi- 
ness. Fijian nationalists are calling for more 
jobs for Fijians throughout the civil service. 

Despite the probable hardline ethnic 
policies of the next regime, there are some 
enduring problems that will not go away. In 
particular, thousands of Indo-Fijian cane 
farmers are facing possible eviction as their 
30-year leases expire under an act passed in 
1976. Many have already been evicted. Mr 
Chaudhry’s government tried to renew the 
act that gave them their original tenure, but 
faced stiff opposition from Fijian landown- 
ersand politicians, Even a regime that will be 
less sympathetic to the plight of Indo-Fijian 
farmers will have to deal with the likely 
threat to the country’s sugar industry caused 
by mass evictions. 
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Sorry Mori 


TOKYO 


SURE sign that Japan's ruling Liberal 

Democratic Party (Lpp)isabout to make 
a disastrous showing in the coming general 
election is the way the country’s leading con- 
servative newspaper, Yomiuri Shimbun, has 
become so rattled. Instead of its usual mea- 
sured tone when dealing with politics, it has 
offered emotional outbursts about the op- 
position’s unfair tactics. Itisclear that the un- 
fortunate Yoshiro Mori, who became prime 
minister after Keizo Obuchi collapsed on 
April 2nd, and later died, will win no votes 
for the Lpr on June 25th. His approval rating 
in the opinion polls plummeted to 19% in 
May from 41% in April, the lowest ever fora 
Japanese prime minister who is about to 
fight a general election. 

Out in the constituencies, Lpp officials 
are hurriedly taking down the prime minis- 
ter’s picture and cancelling plans for him to 
speak. Low as it is, Mr Mori’s popularity 
could sink lower. On May 30th, four of the 
main opposition parties tabled a no-confi- 
dence motion in the Diet (parliament) aris- 
ing out of Mr Mori's remarks to a Shinto pol- 
itical league about Japan being a “divine 
nation with the emperor at its centre”. 


Cracking the whip 


The prime minister certainly meant no 
harm. He was a member of a now-defunct 
group of right-wing Diet members who 
sought to revive the spirit of the old Meiji 
constitution, which enshrined the emperor 
as “sacred and inviolable”. But Mr Mori does 
rather put his foot in it. Earlier, he claimed 
that the “imperial rescript on education” of 
1890, which laid the foundation for Japanese 
militarism and emperor worship, was notall 
bad. Unabashed by the reaction to his latest 
remarks, Mr Mori professed to have nothing 
to feel sorry about. But that was before the 
Lpp’s chieftains cracked the whip and forced 
the prime minister to bow deeply and make 
a formal apology. 

Hiromu Nonaka, the Lpp’s tough secre- 
tary-general, reminded Mr Mori that he was 
prime minister 24 hours aday and whenever 
he opened his mouth he did so as the leader 
of the country. Unfortunately, the prime 
minister only made matters worse for him- 
self, and the Lpr: he offered regrets but then 
refused to retract his remarks. 

The opposition parties cannot believe 
their good fortune. What is so worrying for 
the Lor is that Mr Mori’s gaffe, which harps 
back to Japan’s militaristic past, has not in it- 
self bothered many people. The Japanese are 
far too sensible to fear for their democratic 
institutions, But they are appalled by the 
prime minister’s lack of political astuteness. 
Mr Mori has become that most unaccept- 
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able of things in Japan:an embarrassment. 

Some senior Lop members have even 
been talking about dumping Mr Mori before 
the June 25th election or getting the polling 
day put off for a month or two. That is now 
impossible. The Diet was due to be dissolved 
on June 2nd. To limit the damage, the ruling 
party has started telling its supporters in the 
field to plan for an even worse election result 
than previously expected. Hidenao Naka- 
gawa, a senior party official and a close 
friend of the prime minister, puts the party's 
expectations at no more than 215 seats (down 
from its present 267) out of what will be a 
480-seat lower house. By Mr Nakagawa’s rea- 
soning, anything better than that ought to be 
considered a success, and Mr Mori might 
then be spared from resignation. 

Although a considerable loss, such an 
outcome could still give the Lor, with its two 
small coalition partners, the New Komeito 
and the Conservative Party, a majority in the 
house and allow it to keep control of the 
main committees. But the Buddhist-backed 
New Komeito is still smouldering over Mr 
Mori's allusions to the ethnic purity of state- 
sponsored Shintoism, and may demand Mr 
Mori's head as the price for staying in the co- 
alition. The New Komeito was given the final 
say about making Mr Mori prime minister. 
He should really have been more respectful 
of New Komeito’s main sponsor, the Soka 
Gakkai, whose founder, Tsunesaburo Maki- 
guchi, was imprisoned during the war be- 
cause of his opposition to state-sponsored 
Shintoism. 

As the campaign gathers pace, the LDP 
leadership is doing its utmost to keep the 
prime minister out of harm’s way. A record 
turnout is expected, another plus for the op- 
position. Mr Nonaka must be regretting that 
he manipulated events to put the amiable 
but disaster-prone Mr Mori in charge. 
a = 
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Indonesia 


The wheels of 
justice turn 


JAKARTA 


l krai SUHARTO of Indonesia 
as placed under house arrest this week, 
pending a possible trial for corruption. Al- 
though he has been blamed for many of In- 
donesia’s misfortunes, it came as a surprise 
to many in the country that this former 
strongman, a towering figure in Asia, should 
now be treated as a possible criminal. It is 
more than two years since 
Mr Suharto stepped down. 
The present investigation 
into his activities is the sec- 
ond he has faced. The first 
one was dropped. This one 
has proceeded only at a 
snail’s pace. 

The attorney-general, 
Marzuki Darusman, says 
he plans to lay the results of 
his investigation before a 
court by August 10th, the 
last day Mr Suharto can be 
held unless he is about to 
be charged. For its part, Mr 
Suharto’s legal team has got 
a little of its own way. The 
attorney-general’s office 
backed away froma plan to 
move him from his posh 
house in Jakarta’s Menteng 
suburb, after his lawyers said they would 
fight tooth and nail to prevent the move. In 
recent months, riot police have repeatedly 
used batons and bullets to disperse protes- 
ters trying to break into Mr Suharto’s house. 
Presumably, they will have to remain in 
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Time’s up for Suharto? 


place, as much to keep Mr Suharto from leav- 
ing as to stop the protesters from getting at 
him. His lawyers also say that Mr Suharto, 
whois nearly 79and had a stroke last year, is 
too ill to face further questioning. 

A successful prosecution of Mr Suharto 
would win some praise for President Abdur- 
rahman Wahid’s government, which has 
disappointed many Indonesians, not least 
because it has failed to end the bloodshed 
that threatens to tear the country apart. At 
least 44 people died this week in new vio- 
lence between Muslims and Christians in 
the Moluccas. Concerns about economic 
and political stability sent the rupiah to its 
lowest point for eight months on May 30th. 

But one trial may not be 
enough to satisfy the critics. 
Mr Darusman’s present in- 
vestigation is confined to 
possible corruption at 
seven charities Mr Suharto 
once controlled. Other ac- 
tions of Mr Suharto’s, such 
as his decision in 1975 to in- 
vade East Timor and start a 
conflict that killed around 
200,000 of its people, are 
not at present under con- 
sideration for possible pro- 
ceedings. In any event, if 
Mr Suharto were to be 
found guilty of any crime, 
Mr Wahid has said, per- 
haps unwisely, that he 
would pardon him. 

Nevertheless, his arrest 
is an unwelcome turn for 
the once-feared president. It is possible that, 
if he is indeed seriously ill, he may end his 
days as did the man he ousted in the 1960s: 
Sukarno, Indonesia’s founding president, 
who died under house arrest in 1970. 














Oil and the seals of Kazakhstan 


ASTANA 


HAT is killing the seals of the Cas- 

pian Sea? Might their deaths be con- 
nected to the oil-drilling off the coast of 
Kazakhstan? Over the past four weeks, 
about 4,000 seals have been found dead on 
the shores of Kazakhstan. 

The Russian Fisheries Institute, whose 
interest in the Caspian dates 
back to Soviet times, says that 
a preliminary examination 
shows that the seals were suf- 
fering from salmonella poi- 
soning and _pasteurellosis, 
both caused by bacteria. The 
next step will be to determine 
how and why they caught 
these bacteria and why 





young seals have been chiefly affected. No 
other animals in the Caspian appear to 
have suffered. 

Local environmentalists blame an in- 
ternational oil consortium now drilling its 
first well in the shallow waters of Kazakh- 
stan’s sector of the Caspian Sea. Early indi- 

l cations are that they could 
have struck a major oil de- 
posit. Before drilling began 
last August, environmental- 
ists said they were worried 
about its possible impact on 
the Caspian’s seal and stur- 
geon populations. The sea is 
enclosed and a discharge of 
toxic waste might cause dey- 








astating harm to the wildlife. There was in 
facta discharge from a drilling rigin March, 
but the oil people say it consisted of mud 
containing no substances that would af- 
fect the environment. 

Another possible culprit is gas, a by- 
product at the nearby Tengiz oilfield, 
which is released into the air. Or the waters 
of the Ural and Volga rivers that flow inte 
the Caspian. which are polluted with 
heavy metals, could be to blame. No one is 
sure how many seals live in the Caspiar, 
but it is believed that most are in Kazakh- 
stan’s sector. They have not been exploited 
commercially for years, and their numbers 
are thought to be rising. Politicians are as« 
ing whether it is wise to risk the country’s 


wildlife for the potentia) material riches oF 
oil. The government optimistically hopes 
Kazakhstan canhave both:a balanced eco 
system and lotsofojl, 
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Proven partnership. 


Five banks with a European heri- 
tage, including Generale Bank and 
MeesPierson, have joined forces 
under a new name: Fortis Bank. 
You too can benefit from the long- 
standing experience and expertise 
of the new Fortis Bank. Our core 
activities range from financial mar- 
kets to trade finance, corporate 
banking to investment banking, 
asset management and informa- 
tion banking. So for flexible solu- 
tions, information and advice you 
can now rey on a new relationship 


with a proven, solid partner. 


For more information, visit our 
website at www.fortisbank.com 


or e-mail info@fortisbank.com 
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The timing of the shrub 


WASHINGTON, DC 


George W. Bush has opened up a big lead in the opinion polls. The first of 
three stories looks at how he has reinvented himself; the next at how he is 
squirming through a tricky issue in Texas; and the last at why Al Gore may 


yet triumph 


HE only way that George W. Bush's 

presidential campaign could go any bet- 
ter these days would be for Al Gore to an- 
nounce that, as well as smoking a little dope 
as a student, he also joined the Communist 
Party. The election is being fought on Demo- 
cratic issues (education, health care and wel- 
fare) at a time of extraordinary prosperity. 
Yet Mr Bush is dominating the policy debate, 
sounding intriguing Republican variations 
on familiar Democratic themes. 

The latest opinion polls show Mr Bush 
ahead by between six and ten percentage 
points. He is ahead among almost every im- 
portant demographic group—men and 
women, Catholics and north-easterners, 
married couples and independent voters, 
and, in all probability, among married 
swingers as well. Meanwhile Mr Gore’s con- 
stituency seems to be shrinking to what 
might be unkindly described as geezers and 
losers: the over-65s and people earning 
$20,000-40,000 a year. 

There are still good reasons for thinking 
that the vice-president is a much more pow- 
erful candidate than he currently appears. 
But, at the very least, Mr Bush has justified 
some of the hopes that the Republican 
establishment invested in him. He has not 
only made far better use of the two months 
following the major primaries than Mr Gore; 
he has also outperformed him on what 
ought to be Mr Gore's strongest ground, pol- 
icy wonkery. No wonder Mr Gore is being 
deafened by criticisms from his fellow Dem- 
ocrats, while Mr Bush basks in the praise of 
the Republican faithful. 

The public face of Mr Bush’s makeover 
has been a series of well-choreographed 
press conferences. More interesting has been 
what has gone on behind the scenes. Mr 
Bush has established a friendly relationship 
with the press corps, a group that he initially 
tried to micromanage and spoon-feed. 
Within his own party, he has cleverly used 
his struggle with John McCain to silence the 
right-wingers who have often seen the 
Bushes as wet Rockefeller Republicans. And 
he has proved a master of using the full range 
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of his party’s resources—from its intellectual 
leaders such as Steve Goldsmith and Larry 
Lindsey toclean-scrubbed young activists. A 
party that threatened to fall apart during the 
McCain insurgency is now pulling in the 
same direction. 

The main aim of all this activity has been 
toeliminate Mr Bush’s two big negatives. The 
most obvious is the fear that he is a prisoner 
of the far right. This is always a risk if you are 
governor of a state that executes more peo- 
ple than most countries do. But the risk be- 


The message usually gets through 


came a serious political liability when Mr 
Bush aligned himself with Ralph Reed, the 
former head of the Christian Coalition, and 
Bob Jones 111, the head of a university that 
banned inter-racial dating, in order to crush 
Mr McCain in South Carolina. 

Ever since then Mr Bush has tried to re- 
brand himself as “a different kind of Repub- 
lican”. He regularly boasts that he won the 
support of 50% of Latino voters and 25% of 
blacks in his last election as governor. He has 
perfected an aggressive new form of affirma- 
tive action relating to photo-opportunities: 
he is always surrounded by minorities, even 
when he is in the whitest of suburbs. And he 
hasalso belatedly made friends withthe Log 
Cabin Republicans, a gay pressure group. 

This might look like gesture politics. Mr 
Gore's aides talk about Mr Bush going on a 
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A change of mind in Austin 


AUSTIN 


SK any southerner what was the moti- 
vating cause of the Confederacy and 
the answer is often states’ rights. Four 
months ago, if you asked a Republican 
presidential nominee why he refused to 
take a stance on the flag of the Confederacy 
fluttering above the South Carolina state- 
house, the same answer was given. As 
George W. Bush put it, repeatedly, the flag 
was a matter for “the good people of South 
Carolina” to decide. Now Mr Bush is trying 
to defuse a controversy in his home state 
over the display of Confederate 
symbols in government build- 
ings—and as governor of the 
good people of Texas, he cannot 
duck the issue. 

At issue are two plaques 
that hang outside the state Su- 
preme Court chamber in Aus- 
tin. Both are dedicated to the 
Texas regiments that fought in 
the civil war, and one of them 
bears the Confederate battle 
flag and a quote from Robert E. 
Lee declaring that the soldiers 
“fought grandly, nobly”. The 
monuments are there because 
the Supreme Court building 
was erected with funds taken 
from the Confederate widows’ 
pension fund. 

In the midst of the South 
Carolina imbroglio in January, 
the Texas Chapter of the Na- 
tional Association for the Ad- 





“Bob Jones Redemption Tour”. But the tour 
is currently selling out most of the arenas. 
And Mr Bush has been busy burnishing his 
ideology as well as his image. 

Mr Bush has not only marched happily 
into Democratic territory such as schools, 
housing and, in the next few weeks, family 
policy. He has borrowed a clutch of bright 
ideas from Bill Clinton’s favourite think- 
tank, the Democratic Leadership Council, 
and endorsed Medicare reforms suggested 
by one of the Democratic Party’s brightest lu- 
minaries, Louisiana’s John Breaux. It is hard 
to dismiss somebody as a right-wing nut if 
they spend more time talking about educa- 
. tion than anything else. 

Marshall Whittman, a political analyst at 
the Heritage Foundation, a conservative 
think-tank, points out that this policy offen- 
sive is also eroding Mr Bush’s second big neg- 
ative: his reputation as a lightweight. Mr 
Bush will never entirely escape from his frat- 
boy image—indeed his very likeability may 
be one of his strongest weapons against the 
cold Al Gore. But the flurry of policy initia- 
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vancement of Coloured People wrote a let- 
ter toGovernor Bush protesting against the 
plaques in a building of justice. The chap- 
ter’s president, Gary Bledsoe, called the use 
of the flag “immoral, given its connection 
to slavery, and more recently, neo-Nazi 
and other hate groups”. 

The next month, the NAACP received 
an opaque response from Mr Bush’s execu- 
tive assistant, Clay Johnson. It did not shed 
light on whether Mr Bush supported or op- 
posed displaying the Confederate flag, yet 





: PEA ein 
it did argue that such monuments “reflect | 
the history and diversity that make Texas | 
unique.” When asked about the matter on | 
the campaign trail, Mr Bush suggested that | 
new plaques explaining the reason for the | 
Confederate symbols could go up along- | 
side the original ones. The response did lit- | 
tle to mollify the naacr, which considered | 
marching on the Capitol. | 

Now it would seem that Mr Bush, | 
whose office has been in intensive negotia- 
tions with the naacp, has changed his 
mind. Mr Bush’s camp deny that any offi- 
cial decision has been made. But, according 
to Al Gonzalez, a judge who has been in- 
volved in the meetings, “the current think- 
ing is that the plaques will be re- 
placed.” Another participant, 
Denne Sweeney, commander of 
the Texas Sons of Confederate 
Veterans, says that new plaques 
will say that the Supreme Court is 
dedicated to justice regardless of 
race, colour or creed, 

Mr Sweeney dismisses such 
language as “motherhood and ap- 
ple pie”. He is upset that Texas 
seems so apologetic for the state’s 
Confederate past. The plaques he 
argues are historical, “no different 
from any other memorial at the 
state Capitol.” From his point of 
view, their removal would be part | 
of a pattern of southern symbols | 
being hidden from view. Coinci- | 

{ 
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dentally enough, it is just those 
sort of “red-neck” symbols that 
seem to annoy centrist non- 
southern voters that Mr Bush now 
seems to be attracting. 








tives is meant to suggest that young George 
sometimes kept a copy of the latest Brook- 
ings policy paper concealed inside his Play- 
boy, and that he also knew who to call when 
the homework assignment was due. 

It is perhaps not surprising that Mr Bush 
has closed the gravitas gap on issues such as 
education. But he has also notched up more 
unexpected gains. One such is foreign policy. 
Mr Gore was a leading architect of the Clin- 
ton administration’s Russian policy. Mr 
Bush, by contrast, was until recently best 
known for referring to Greeks as “Grecians” 
and having trouble naming the leaders of 
large countries. Yet Mr Bush’s team has been 
working hard to close this gap. 

In retrospect, the China-trade bill, which 
the House of Representatives passed last 
week, was something of a gift for Mr Bush. 
Whilst Mr Gore, conscious of his union sup- 
porters, held back a little in his support for 
permanent trading relations with China, Mr 
Bush, who comes from the free-trading, pro- 
immigration side of his party, was more effu- 
sive about giobalisation. He also seized on 


the opportunities to appear both bipartisan 
and statesmanlike—praising Bill Clinton as 
well as the House Republicans. 

Missile defence, by contrast, is one of Mr 
Gore's specialities. Yet on May 23rd, Mr Bush 
put forward the case for substantially reduc- 
ing America’s stockpile of nuclear weapons. 
The speech was a little vague on details, but 
Mr Bush surrounded himself with some of 
the mightiest membersof his party’s foreign- 
policy establishment—Henry Kissinger, 
Brent Scowcroft, Colin Powell and George 
Shultz. Excited talk about both Mr Powell 
and Mr McCain finding their way into.a 
Bush cabinet is also closing the gravitas gap. 

Putall these things together and itis clear 
that over the past two months Mr Bush's 
team has done more than just downplay 
negatives. They have begun to substantiate 
Mr Bush’s often-repeated claim to be a 
“leader”. It takes leadership to suggest radi- 
cal reform of the social-security system, 
something that even a retiring politician like 
Mr Clinton is loth todo. Indeed, the Bushites 
have thoroughly colonised a territory that 
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Mr Gore has bizarrely decided to leave 
empty: that of intelligent social reformer. 

In the process, Mr Bush has begun to put 
more flesh on the bones of “compassionate 
conservatism”, positioning it as more cau- 
tious than Gingrichism but more pro-market 
than his father’s “country club” Republi- 
canism. On education, he offers a mild form 
of school choice and teacher accountability. 
(Pupils who are trapped in persistently dis- 
mal schools will be given vouchers to leave.) 
On social security, he wants younger work- 
ers to be able toinvest asmall portion of their 
payroll taxes on their own. On welfare, he 
supports a bigger role for voluntary orga- 
nisations, particularly those that try to 
change people’s character, not just tide them 
over from day today. 

By contrast, Mr Gore seems forever to be 
objecting to “risky schemes” but never ad- 
vancing any interesting ideas of his own. (“If 
Al Gore would have been around in Phila- 
delphia when they were signing the Declara- 
tion of Independence”, Tom Ridge, the gov- 
ernor of Pennsylvania, has quipped, “he 
would have refused to sign it because it wasa 
risky document.”) Mr Gore seems increas- 
ingly allied with the most stick-in-the-mud 
elements in the Democratic coalition—the 
people who think that New Deal liberalism 
is too perfect to need redesigning. 

New Democrats such as Bob Kerry, the 
senator for Nebraska, and Will Marshall, the 
head of the Progressive Policy Institute, 
worry that Mr Gore’s liberal fundamental- 
ism will condemn their party to defending 
entitlement programmes (particularly for 
the old) that eat up an ever greater share of 
federal spending. Senator Daniel Patrick 
Moynihan has used the pages of the New 
York Times to argue the case for retirement 
saving accounts. Brian Lunde, a sometime 
executive director of the Democratic Na- 
tional Committee, has even announced that 
he is supporting Mr Bush. 

All this suggests that, if he is elected in 
November, Mr Bush will be able to form 
working links with the New Democratic Co- 
alition—a group of 65 pro-business Demo- 
crats in Congress who regularly champion 
high-tech issues and who broke with their 
party last week to secure the passage of the 
trade deal with China. By contrast, a Gore 
administration might squander one of the 
greatest opportunities in modern politics: 
the chance to redesign the welfare state at lei- 
sure, while the coffers are full, rather than be- 
ing forced to redesign it by a crisis. 

Polls can change. But the battle for ideas 
is usually a slower-moving process. What- 
ever the result, one of the lasting ironies of 
the 2000 campaign may prove to be that the 
“lightweight” Mr Bush grabbed the intellec- 
tual edge from the “heavyweight” Mr Gore. 
If there is any such thing as a “vital centre”, it 
now belongs to the Republicans rather than 
the Democrats. 

s 
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Al Gore’s chances 
Remembering 
Dukakis 


WASHINGTON, DC 


HAT can Al Gore do to lift himself out 

of his current doldrums? Change from 
earth tones to black leather, to up the ante on 
last October's Alpha-male makeover? Re- 
place Naomi Wolf with Tina Brown? Appear 
on Oprah Winfrey? A more modest strategy 
would be to sit back and reflect on the cam- 
paign of the last Democrat to lose. 

Michael Dukakis’s defeat at the hands of 
George Bush senior not only stands as a 
warning against reading too much into early 
opinion polls. It also provides, courtesy of 
George senior, a perfect playbook of how to 
destroy George junior. 

In the spring of 1988 Mr Dukakis was 
beating George senior by as much as 17 per- 
centage points in the polls. The governor of 
Massachusetts had a reputation for being a 
pragmatic liberal—“this election is not about 
ideology; its about competence,” he told the 
Democratic convention. George senior, on 
the other hand, was regarded as an awkward 
holdover from the previous regime. And the 
result of the election in November? The 
“wimp, wasp, weenie” and “every woman’s 
first husband” trounced “the architect of the 
Massachusetts miracle” by eight points. 

The vice-president can draw three big 
lessons from the Dukakis debacle. The first is 
that being the governor of a freak state can 
be a huge liability. Massachusetts and Texas 
are both well outside the American main- 
stream. In the 1980s Massachusetts was fam- 
ous for liberal north-eastern public policies 
that struck most Americans as utterly crazy, 
such as buying a modern art sculpture for a 
prison. For its part, Texas is often seen as a 
red-neck state, famous for public policies 
that strike most Americans as utterly bar- 
baric, from allowing people to carry guns in 
houses of worship (unless signs specifically 
forbid the practice) to letting oil firms dictate 
environmental policies. 

The second lesson is that attack politics 


No protection against Lee Atwater 
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can work. As the older Mr Bush’s negative 
rating topped 40 points, twice thatof his op- 
ponent, the reluctant patrician took the deci- 
sion to go negative. His campaign aide, Lee 
Atwater, famously told his side-kick, James 
Pinkerton, “We're gonna have to use research 
to win this campaign. You get me the stuff to 
beat this little bastard and put it on this 
three-by-five card.” A relentless series of at- 
tacks on the Dukakis record followed. 

Mr Gore is much happier with attack 
politics than George senior, as Bill Bradley, 
for one, can testify. Mr Gore is busyppresent- 
ing Texas as the Appalachia of the south- 
west, a place where you cannot breathe 
without choking, where preachers carry 
guns while delivering sermons, and where 
children drop dead ata third-world rate. 

The third lesson is that incumbents al- 
most always win when the economy is doing 
well. In 1988 people asked themselves 
whether they were doing better than they 
were under the last Democratic president, 
and pulled the lever for Reagan’s chosen 
heir. The five academic forecasters who have 
got the best track records of predicting elec- 
tion results (usually based on a combination 
of the state of the economy and public opin- 
ion) predict that Mr Gore can expect to win 
53-60% of the two-party vote in November. 

The parallels between 1988 and 2000 are 
far from perfect. Mr Gore is more likely to 
take a book on Swedish land planning on 
holiday, as Mr Dukakis once did. Kitty Duka- 
kis tried to dispel her husband’s reputation 
as a robotic calculating machine by dubbing 
him her “passionate partner”; now Tipper 
loyally boasts about the sexual tiger lurking 
within her own besuited automaton. More 
seriously, the number of Americans who say 
thatthe country ison the right track has been 
steadily slipping since the beginning of the 
year. And Mr Gore is also finding it surpris- 
ingly hard to attract contented voters, either 
because they give him little credit for the 
“Greenspan boom”, or because they do not 
see Mr Bush as a threat to prosperity. 

All these things should be enough to 
guarantee an exciting race. But in the end the 
smart money is still in the same place that it 
was this time 12 years ago: on the luckless 
vice-president rather than the governor. 
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Optimist of the week 
“I still believe strongly that I could walk in 
and steal this election at the 11th hour.” 





Minnesota governor, Jesse Ventura, com- 
| menting on the presidential election, 
| Newsweek, June 5th 

kek 
Runner up 
Pat Buchanan has now won the support of 
210 delegates for the Reform Party conven- 
| tion, more than a third of the possible total. 
| That means that the convention in August 
cannot overturn his nomination—provid- 
ing of course that the former Republican 
wins the party’s presidential primary in 
July. There has been talk of Mr Ventura 
throwing his hat into the ring. 


usa Today, May 3ist 
Kwek 


Whisper of the week 
“Total gossip.” 
George W. Bush on media speculation 








that he would ask John Danforth, an ex- 
Missouri senator, to be his vice-president. 
Associated Press, May 30th 

kkk 
Slogan of the week 
“The fiscus campaign offers a real choice: 
politician or potted plant” 
Michael Moore, a comedian who is 
putting forward fiscus plants as candi- 
dates in 24 congressional races against 
well-entrenched incumbents, Associated 
Press, May 31st. 

kkk 
First lady of the week 
Tipper Gore is beating Laura Bush by 32% 
to 30% according to the latest Fox News/ 
Opinion Dynamics poll. 

kkk 
Contributors of the week 
Mr Gore's campaign contributors include 
such luminaries as Steven Spielberg and 
Martha Stewart. Mr Bush couldn't match 
such famous names, Fat Boone and Mi- 
chael Eisner winning the Tve-vaguely- 
heard-of-them award. 
usa Today, May 30th 

*** 
Poll of the week 
Concerned that the vice-president is losing 
ground among female voters, the Gore 
campaign convened a focus group of 


’ And we kind of high-fived.” 























| 

| 
women to find out who they would rather 
date. Mr Gore was victorious. He was de- | 
scribed as “thoughtful, reflective and inter- | 
ested in what women have to say.” On the l 
other hand, the women imagined Mr Bush | 
would drive a convertible, honk the horn, | 
chew gum and “spend all night talking 
about himself.” | 
Wall Street Journal, May 26th l 
tik | 

What are friends for? 
“At one of these governors’ conferences, | 
George turns to me and says, ‘What are | 
they talking about?’. I said, ‘I don’t know, 
He said, ‘You don’t know a thing, do you?’ I 
said, ‘Not a thing’ He said, ‘Neither do L 


Governor Gary Johnson introducing “his 
good friend” George W. Bush to potential 
supporters in New Mexico, Washington- 
post.com, May 31st 


| 
| 
i 
| 
t 
: 
i 
i 
i 
| 
i 
i 
i 
| 
| 
i 
| 
j 





Politics in New Jersey 
Buy! 


ISELIN, NEW JERSEY 
eer THAT'S a politician,” the old lady tells 
her son outside New Jersey’s grim 
Metropark railway station. “The tall guy”. If 
nothing else, the $30m or so spent so far by 
the politician in question has ensured that 
Jon Corzine’s face is recognised, if not neces- 
sarily his name. The beard may help, re- 
tained despite advice that a shave would 
win votes. On June 6th, Mr Corzine will find 
out if he is to be the Democrat candidate in 
this year’s Senate race. If he triumphs, as 
looks likely, Jim Florio, his rival, will blame it 
on the former boss of Goldman Sachs being 
a “walking arm machine”. 

Mr Corzine admits to being “troubled” 
by campaign spending that may already bea 
record in a Senate race, even if it has not 
made much of a dent in a personal fortune 
estimated at around $4oom. By the time he 
has finished he will surely have spent more 
than other tycoon. candidates, such as Mi- 
chael Huffington, who failed to become a 
senator for California, and Al Checchi, who 
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failed to become Califernia’s governor. But 
Mr Corzine says he had no choice, because 
current campaign financing and advertising 
rules (which he opposes) are “an incum- 
bent-protection act”. 

As recently as March, despite a year of 
low-key, low-budget campaign- 
ing, his name was recognised by a 
mere 25% of voters in the Garden 
State. Since unleashing his ad- 
vertising blitz in two of America’s 
priciest media markets, his name 
recognition is up to 75%. During 
the same period, polls show him 
moving from laggard to clear 
leader over his Democrat rival. 

Despite a relatively tiny cam- 
paign budget, Mr Florio’s name is 
already well-known to the voters 
of New Jersey. His biggest pro- 
blem is what they associate it with. 
He was an unpopular Governor 
during 1990-94, before losing to 
Christine Todd Whitman, a Re- 
publican. A large tax increase that 
broke anelection pledge is remem- 
bered especially clearly—helped 
no doubt by Mr Cerzine’s unsub- 
tle “Remember” ads. 





Despite being a political virgin and hav- 
ing something of a reputation as a refined 
thinker amongst investment bankers (he 
shed tears when he was ousted from the top 
job in a coup at Goldman), Mr Corzine has 
readily got down and dirty with his experi- 








An expensive name to remember 


THE ECONOMIST JUNE 420-2000 


enced opponent. Mr Florio has painted his 
rival as a “greed is good” Gordon Gekko fig- 
ure, who raided pension funds with Robert 
Maxwell and financed both the gun indus- 
try and the “terrorist” government of Sudan. 
This week he accused Mr Corzine of hiring a 
private eye to dig for dirt. 

Mr Corzine rejects criticism of things 
that went on whilst he ran Goldman, and 
points out that he argued for a speedy settle- 
ment of claims arising from Mr Maxwell's 
demise. Indeed, he remains proud of the 
economic contribution made by the invest- 
ment bank through raising capital; and he 
even brings up—in a nice touch of the 
Gekko—the gains from restructuring poorly 
performing firms. 


Hostile takeover 

In trading, timing is everything. So too in pol- 
itics. Itseems that Mr Corzine has not lost his 
touch. If he gets the nod, Mr Corzine will 
start the senate race proper as favourite, bet- 
ter known than his Republican opponent. 
With the increasingly unpopular Mrs Whit- 
man having decided not torun, Mr Corzine’s 
team suspect it will be Bob Franks, a moder- 
ate Congressman. 

Mr Corzine’s political Achilles heel is 
probably not his Gekko-like characteristics 
(the cuddly beard protects him against that). 
Rather it is that he is too liberal. Despite his 
private-sector pedigree he does seem an in- 
stinctive believer in government's ability to 
provide solutions. His proposal for universal 
health care has been independently costed 
at $30 billion a year, though he claims that it 
would pay for itself over the long run by re- 
ducing the expensive use of emergency 
wards by people without insurance. 

Weirdly, given his background, Mr Cor- 
zine also opposes replacing some part of so- 
cial security with individual retirement ac- 
counts. He says such accounts have heavy 
administrative costs, that people may not 
have adequate information to make good in- 
vestments, and that if some generation has 
the bad luck to retire in a bear market there 
would be immense political pressure to 
make good their shortfall. Instead he favours 
investing some of the general Social Security 
fund in stockmarket index funds—some- 
thing that has still allowed Mr Florio to paint 
him asa threat toold people's pensions. 

Sometimes Mr Corzine sounds all too 
political. It is hard to believe that such a 
global businessman really believes the em- 
bargo on Cuba makes sense (New Jersey has 
alotof Cuban voters). Yeton the whole, espe- 
cially when set alongside Hillary Clinton, Mr 
Corzine sounds reassuringly unscripted: in 
fact he might add more to the Senate than 
she would. On the other hand, Mrs Clinton is 
plainly being put through the political ringer 
in New York. Mr Corzine, thanks in large part 
to all that money, has by comparison barely 
been tested. 
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Range land in the West 
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HE devastating dust storms of the 1930s 

were, in the words of one Washington, 
DC, politician, “the most tragic, the most im- 
pressive lobbyist, that has ever come to this 
Capitol.” In 1934, Congress passed the Taylor 
Grazing Act to “stopinjury to the public graz- 
ing lands by preventing overgrazing and soil 
deterioration, to provide for their orderly 
use, improvement and development [and] to 
stabilise the livestock industry dependent 
upon the public range.” 

Cattlemen balked at first, calling the act 
“a land grab”, but eventually came to enjoy 
the protection the act gave them. Unless a 
stockman does abominable things to the 
range, his federal grazing permit has become 
de facto personal property. It can be traded, 
passed on to his heirs, put up for collateral, 
and most certainly fenced. 

Now these privileges are under threat. In 
May, by a unanimous verdict, the Supreme 
Court gave the Department of the Interior 
greater power in controlling federal grazing 
leases. Specifically, it said that ranchers were 
not entitled to a guaranteed “baseline” of 
forage. This hurts because it is not as if the 
ranchers have enjoyed a plethora of grass 
anyway. Grazing on government-run range 
land declined steadily from about 18m ani- 
mal-unit months in 1953 to about 10m in 1998 
(an aum is the amount of forage needed to 
support one cow for a month). 

The current tussle began in 1995 when 
Bruce Babbitt, the Secretary of the Interior, 
announced plans to accelerate this process 
of restoring the range, and making the farm- 
ers pay more. The stockmen argued that by 
getting rid of the notion of a guaranteed 
amount of forage, the new rules contra- 
dicted the Taylor Grazing Act's commitment 
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to “adequately safeguard” their grazing 
rights. The court backed Mr Babbitt, saying 
that the term “safeguard” did not offer the 
ranchers anything like absolute security. 

There is at least a hintin thenew ruling of 
a stockman’s worst nightmare: conserva- 
tionists being able to buy grazing permits. 
Since 1942 only those engaged in the live- 
stock business have qualified for grazing 
permits. The new regulation eliminates this 
qualifier. But the Supreme Court also made 
clear that introducing outsiders will require 
Congress to change the law. The ranchers, 
who have powerful political allies in the 
capital, grimly swear that it will be acold day 
in Death Valley before a conservationist gets 
a permit. 

The official stance of the cattlemen has 
been outraged surprise. The National Cattle- 
man’s Beef Association pronounced itself 
“shocked and deeply disappointed”. Le- 
gally, however, the precedents are pretty 
clear. With a few exceptions, the courts have 
upheld the rights of the federal government 
to manage grazing land the way it sees fit. As 
early as 1918, the Supreme Court stated un- 
ambiguously: “Congress has not conferred 
upon citizens the right to graze stock upon 
the public lands. The government has 
merely suffered the lands to be so used.” 

The more serious question is what will 
happen to the cattlemen’s way of life. Of the 
1m or so cattle and sheep ranchers in the Un- 
ited States, only 23,000 permit holders graze 
public land. Three-quarters of the Bureau of 
Land Management permit holders run less 
than 100 head of cattle. 

For years, these marginal operators have 
teetered on the brink; banks will look at 
them with even greater disfavour now they 
have lost guaranteed forage. But no easing of 
federal regulations or additional forage will 
save these ranchers from a bleak future. And 
when they go, a movie mogul or software 
baron will be there to snap up the ranch— 
and with it, preferably, their grazing rights. 
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Y THE zany sartorial standards that prevail on the Santa Mon- 

ica boardwalk, a man wearing a cardboard box daubed with 
the words “Big Hotel” barely merits a second glance. The panto- 
mime staged outside one of Los Angeles’ ritzier hotels by left-wing- 
ers protesting against the low wages paid to chambermaids was 
passionate enough. But it did not distract the muscle-heads swing- 
ing on the nearby parallel bars. When Ralph Nader, the Green 
Party's probable presidential candidate, rose to speak, the most 
conspicuous outsider he attracted was a heckling drunk. 

A slightly scruffy sideshow is just what left-wing activism 
looks like to the political establishment in Washington, pc, at the 
moment. Bill Clinton ushered the China trade bill through Con- 
gress by a surprisingly large major- 
ity of 40 votes, despite relentless 
opposition from the AFL-cio, the 
country’s largest trade-union orga- 
nisation and one of the building 
blocks of the Democratic Party. 
Even the rowdier forms of activism 
that wrecked the Seattle trade talks 
last year look as if they are running 
out of steam: the repeat perfor- 
mance in Washington in April 
failed toclose down the joint meet- 
| ing of the International Monetary 
| Fund and the World Bank. 
| Yet from the perspective of 
| Southern California, the idea that 
| 
| 
| 
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the left is on the march again looks 
alittle less zany. The body builders 
might have paid scant attention, 
but the campaign to institute a 
| minimum “liveable wage” for 
workers in Santa Monica’s hotels 
and restaurants has so rattled local 
business owners that they have 
| started their own petition for a rival “living wage” law. The aim of 
| this week's demonstration was to point out that this was not good 
enough: there were too many loopholes for the businesses. 
| More generally, labour activism is ona roll in Southern Califor- 
nia~-galvanised by the union bosses dropping their opposition to 
| immigration. This year has already seen one big success: a popular 
strike for better wages by janitors, 98% of whom were Latinos. 
Mexico has a strong union tradition in which noisy strikes and de- 
monstrations are routine. Last year home-care workers in the re- 
gion became unionised, proving that unions can reach out tc a 
| highly dispersed workforce. The cheering chambermaids of Santa 
Monica were joined at their rally by placard-waving comrades 
from the Screen Actors Guild, currently striking over pay for com- 
| mercials reshown on cable television (a strike that is costing the 
entertainment industry $1m a day). 
| And there is Mr Nader. A craggy figure in a battered suit, the pe- 
| rennial hero of consumer-rights crusades is also on a roll. The 
| Green Party is scoring about 5% in nationwide polls, but 9% in Cali- 
fornia. A pool-side fundraising party after the union rally pulled in 
| 





a string of $2,000 contributions from a Hollywood crowd, edging 
the campaign a little closer to its goal of $5m. A few years ago, Mr 
Nader seemed something of a relic—the man who made cars safer 
and then seemed to goslightly bonkers about trade. Now he seems 
ahead of the curve—one of the first people, for instance, to argue 
that Microsoft was a monopoly and needed to be broken up; one 
of the strongest supporters of widescale campaign-finance reform; 
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Ralph Nader's green bananas 








and, from some perspectives, the godfather of all the non-govern- 
mental organisations. 

Another California maverick, Jerry Brown, sounded some of 
these themes in 1992. So far Mr Nader can claim slightly more suc- 
cess in terms of the great challenge of the left in America—bringing 
the movement together. Ever since the 1960s, when the Vietnam 
demonstrations pitted blue-collar workers against university radi- 
cals, who not only wheedled their way out of fighting for their 
country, but even spat on returning heroes, the left has had a class 
problem, In Seattle, tree-hugging environmentalists marched 
alongside car workers. John Sweeney, the head of the art-c1o, did 
his bit by sending out organisers to college campuses to fan the 
flames of protest against “sweat- 
shop” employers. But most of the 
organisation for Seattle seemed to 
come from the NGos—and from 
the Naderite Public Citizen orga- 
nisation in particular. 

For Mr Nader, this new co- 
alition is a logical result of money 
politics. When money alone buys 
access to politicians, he says, civil 
society starts to shutdown. The tri- 
umph of global capitalism over so- 
cial equity is creating an alliance 
between all sorts of people who 
have previously been at odds. The 
alternative for voters is “the pro- 
life corporate party or the pro- 
choice corporate party”, “George 
W. Bush, he of the oil industry”, or 
“Albert Gore, he who doesn’t 
know his own identity”. 

Mr Nader’s immediate chal- 
lenge is to clinch the Green Party 
nomination at its convention on 
June 24th, (His rivals are Jello Biafra, a punk rocker campaigning to 
abolish the army and introduce a maximum wage, and Stephen 
Gaskin, a hippie campaigning to legalise marijuana.) Providing he 
can overcome this little local difficulty, his next target is to secure 
5% of the vote in the presidential election, thus winning federal 
funding for a campaign in 2004, and thereby laying the founda- 
tion for a viable third party. 

Not a large target—yet one that could have a profound effect 
on Mr Gore’s chances. Mr Nader says that he attracted only three 
Democrats for every two Republicans in the 1996 race (when he 
did not actively campaign). That looks far too balanced a split. Al- 
ready Democrat bosses are waking up to the idea that, in a tight 
race, Green votes could swing some states for the Republicans. 
Even in California, strong support for the Greens in the latest polls 
means that Mr Gore’s lead over Mr Bush has narrowed. At the very 
least Mr Nader could force Mr Gore tothrow money atraces which 
he would otherwise take for granted. 

This presents a problem for the Democrats. But it also presents 
a problem for Mr Nader’s new left coalition. Mr Nader says that 
“we owe Gore nothing”, reeling off the subjects on which the envi- 
ronmentalist left feels betrayed by the Clinton-Gore administra- 
tion, from automobile safety and fossil fuels to biotechnology and 
forestry. But the labour unions in particular want Mr Gore to win. 
If Mr Nader delivers victory to the party least sympathetic to the 
left, it is hard to believe he will not run into all sorts of problems 
with Mr Sweeney—not to mention Messrs Biafra and Gaskin. 
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After Fujimoni’s ‘ 


LIMA 


As everyone ex 





rue 


‘victory” 


ted, Peru’s president won a third term, in a largely bogus 


election. But what should be done about it? Not everyone agrees on that 


(19 EMOCRACY is dead,” declared 
President Alberto Fujimori’s de- 
feated challenger, Alejandro Toledo, to 
50,000 supporters in Lima’s central San Mar- 
tin Square after the polls had closed in the 
presidential run-off on May 28th. “Fujimori, 
murderer,” chanted the crowd. Much of 
Latin America tacitly agreed. So, loudly, did 
the United States. But what were they all, Pe- 
ruvians or others, to do about the result: a 
president re-elected to power, however bo- 
gus the count, in a sovereign country and 
with a firm grip on its election authorities, 
media, judiciary and, it appears, soldiery— 
and this in a continent with a historic dislike 
of foreign intervention? That was less clear. 
After a first-round count plagued with 
irregularities (though it credited Mr Fujimori 
with a fraction less than 50%), Mr Toledo had 
refused to take part in the run-off last Sun- 
day. Election observers from the Organisa- 
tion of American States then proposed a 
face-saving way out: postpone the vote for at 
least ten days, while they checked new 
counting software. Private opinion polls 
showed Mr Fujimori’s lead growing, so this 
might have favoured him. But, after some 
negotiations, the electoral board said no. 
Unsurprisingly, Mr Fujimori won, poll- 
ing about 51%, against 17% for Mr Toledo, 
whose name remained on the ballot. But 
nearly a third of the voters spoiled their bal- 
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lot papers, after Mr Toledo had urged them 
to write “No to fraud”. That protest and op- 
position rallies on election night—the Lima 
meeting was the biggest in the capital in ade- 
cade—are significant. In the past, many Peru- 
vians inclined to opposition have been 
afraid of being labelled “terrorists”, like the 
guerrillas whom Mr Fujimori crushed in the 
early 1990s. Now he must reckon with a new 
readiness for political activism. 

How will he react? He has never been a 
man of compromise: witness his “self-coup” 
in 1992, when, with army support, he sent 
Congress packing. But then he had wide 
public backing. Today, Peru is split roughly 
down the middle between those who back 
him and those who have had enough. De- 
spite his post-election message to the nation 
promising conciliation and more democ- 
racy, Mr Fujimori today looks a lonely man. 
Riot police had to disperse demonstrators in 
Lima and several provincial cities; violence 
may not be far off. The generals and the intel- 
ligence-service boss, Vladimiro Montesinos, 
may well foresee their already large role in 
the state growing larger still. 

Abroad, Mr Fujimori’s style of govern- 
ment, unravelling what feeble institutions 
Peru had, has tried the patience even of for- 
mer ex-admirers. The Americans called the 
election invalid, and Mr Fujimori’s response 
tocomplaints about it “a serious threat to the 





inter-American system and its commitment 
to democracy”. Later, however, they drew 
back: a “flawed” election was now the word. 
One can guess why. Though the oas mission 
did much to expose the flaws, Latin Ameri- 
can countries do not like to meddle, or see 
the United States do so, in each other's af- 
fairs. The election was rigged, butit was with- 
in Peruvian law; “the business of Peruvians,” 
said Mexico's foreign minister. The Venezue- 
lans, whose President Hugo Chavez has no 
wile esteem for the formalities of democ- 
racy, are swayed by Mr Fujimori’s argument 
that half of those who voted voted his way. 
When oas ministers met this week, the Un- 
ited States won no agreement even to con- 
demn the election, let alone apply sanctions. 
It will have to twist arms hard todo better ata 
fuller oas meeting next week. 

Mr Toledo has vowed to go on cam- 
paigning until Mr Fujimori steps down. But 
without an organised political party struc- 
ture, he may be hard-pressed to keep the mo- 
mentum of opposition going, even if resent- 
ment continues. The United States will be 
reluctant to cut aid off altogether: Peru is a 
major ally in its war on drugs. And even Mr 
Toledo thinks that the sort of half-hearted 
sanctions that might drag on, slowing Peru's 
economy without bringing down its presi- 
dent, would hurt those Peruvians who are 
worstoff already. 

One option that Mr Toledo claims has 
been discussed within government circles is 
that the vice-president, Francisco Tudela, 
might take over from Mr Fujimori after a few 
months. That might offer a convenient way 
out for foreign governments anxious to see 
any sign of official penitence. But the result 
might merely be a change of face, as in the 
old days of everlasting one-party rule in 
Mexico. It certainly would not satisfy Mr To- 








“Out with the dictator,” they say 
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CARACAS 


WELVE million Venezuelans were 

ready to vote on May 28th. The only 
people in the country who could actually 
do so were 17,000 expatriate Peruvians. 
Venezuela’s Supreme Court had pulled the 
plug on an electoral process marred from 
the outset by haste, controversy and, above 
all, incompetence and deceit on the part of 
the electoral council (Cne). 

The day was to have been one of tri- 
umph for President Hugo Chavez's “fifth 
republic”: the “relegitimisation” of every 
elected position from that of president 
down to parish councillor, under the new 
“Bolivarian” constitution approved, at his 
behest, in December. But to organise con- 
tests involving over 36,000 candidates and 
every imaginable permutation of electoral 
alliances in just four months proved be- 
yond the capacity of acne directorate that 
cheerfully admitted to no prior experience. 

The Supreme Court was ruling on an 
emergency injunction brought by a hu- 
man-rights group and a voters’ organisa- 
tion. Their case was that the electorate had 
not been provided with the information to 
make an informed choice. But when the 
CNE admitted, just three days before the 
vote was due, that its automated voting 
system was full of glitches anyway, the 
judges could do little but approve the mo- 
tion and suspend the whole process. 
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A non-voting fiasco in Venezuela fiasco, having set an unrealistic timetable 


The search for culprits began at once. 
The cne directorate stuck to its story that 
the suppliers of its equipment, a Nebraska- 
based company called Electoral Systems & 
Software, had broken its contract by failing 
to produce on time the programmed 
“flashcards” to read the marked ballot pa- 
pers. The American company retorted that 
the cne had never produced a stable data- 
base, because it had failed to respect the 
time limit for modifications. The public 
prosecutor began investigating possible 
criminal charges, and declared that the 
ene had modified the technical procedure 
in such a way as to make it virtu- 
ally impossible to produce a reli- 
able database. Publicly vilified, 
the cne directors were obliged to 
resign. 

The task of fixinga fresh elec- 
tion date, and the composition of 
a new CNE directorate, was back 
in the hands of the interim legis- 
lature (popularly known as the 
congresillo, the little congress, a 
slimmed-down offshoot of Mr 
Chavez’s original constituent as- 
sembly) and of its chairman, Luis 
Miquilena. He was under pres- 
sure. Many commentators felt 
that he and President Chavez 
were ultimately to blame for the 





“Out with the incompetents,” they say 


and selected a cne open to accusations of 
slavish devotion to the ruling party. This 
time, they said, let Mr Miquilena abide by 
the new constitution, fixing a date that did 
not merely suit the government's electoral 
agenda, and picking a CNE more represen- 
tative of civil society at large. The national 
ombudsman, Dilia Parra, threatened the 
congresillo with legal action if it failed to 
respect the constitution. 

Mr Miquilena, however, was his usual 
haughty self. Professing not to know what 
“civil society” was (“How do you eat that?” 
he asked), the man who chaired the very | 
assembly that drew up the constitution ar- 
gued that to abide by its terms would be 
just too time-consuming. 





| 





ledo: Mr Fujimori and Mr Tudela alike, he 
says, are both illegitimate. More important, 
perhaps, would the notion satisfy Mr Fuji- 
mori? He had to work hard—not least on the 
judiciary—to get the constitutionally ques- 
tionable right torun fora third term at all. His 
friends had to rig the electoral machinery. 
Has he really gone through all that just to 
step down, without being pushed? 

— = = 





Nicaragua 


Curious chance 


MANAGUA 


HAT sort of supreme court issues rul- 

ings based on laws that have been re- 
pealed? What sort of boundary authority re- 
draws a city limit to prevent a man from 
running for mayor? What sort of audit office 
twiddles its thumbs while the newspapers 
flow with stories alleging corruption at the 
highest levels of government? 

The answer in each case is: the Nicara- 
guan sort.Such things are getting the “consul- 
tative group”, a collective of donor countries 
and agencies that gives aid to poor Central 
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American countries, increasingly worried. 
Last week the group and the Nicaraguan 
government met in Washington to evaluate 
the country’s recovery from the destruction 
wreaked by Hurricane Mitch in 1998, and the 
use of aid pledged at a similar meeting in 
Stockholm a year ago. 

Aid money has not, it is said, gone astray, 
and there was praise in Washington for the 
economy's growth, averaging nearly 5% a 
year under the government of President Ar- 
noldo Aleman. The main concern is a pact 
signed in March between his right-wing Lib- 
eral Party and the left-wing Sandinists, the 
main opposition force, who ruled the coun- 
try from 1979 to 1990 during the years of the 
American-backed “contra” war and trade 
embargo. The pact, ostensibly designed to 
improve government, actually strengthens 
the two main parties’ control by allowing 
them to make appointments to more of the 
top posts in the Supreme Court, electoral 
council and official audit office. It also makes 
it harder for small political forces to win 
representation. 

Thus the audit office, originally headed 
by one man—Augustin Jarquin, who had 
spent much time investigating President 
Aleman’s surprising (and self-declared) en- 


richment while in office—is now run by a 
council of five men, two of them picked by 
the Sandinists and three by the Liberals. Mr 
Jarquin himself was jailed late last year, on 
fraud charges that foreign officials in Mana- 
gua suspect were trumped up. After an out- 
cry, he was released and put back in as a 
member of the council. Since then, however, 
the audit office has closed the investigation 
into Mr Aleman, despite much publicity for 
his acquisition of properties, on the ground 
that presidential immunity from arrest 
makes any investigation futile. And the of- 
fice was slow to react to a string of alleged 
corruption scandals involving Byron Jerez, 
the chief of the tax office. 

Another of Mr Jarquin’s probes, into last 
year’s sale of the biggest state bank, was re- 
cently ruled out of order by the Supreme 
Court because he did not present his report 
within 15 days of the deal, as the law suppos- 
edly requires. In his office, Mr Jarquin 
showed The Economist a copy of the court’s 
ruling, the law it quotes—and the revised 
law, passed in 1984, which repeals the 15-day 
limit. Luis Duran, the technical secretary to 
the presidency, was dismissive when ques- 
tioned about it: “It is hard to believe that 
there is a great plot to get the Supreme Court 
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to rule in contradiction of 
the law. That seems to me 
like some sort of novel.” 
Maybe. But it would not 
be the first case of life look- 
ing like fiction. On January 
18th, Pedro Solorzano woke 
up to find he was no longer 
in Managua. The boundary 
authority, INETER, had re- 
drawn the capital city’s lim- 
its, leaving his house a bit 
short of 100 metres outside. 
By curious chance, Mr So- 
lorzano was the non-Lib- 
eral, non-Sandinist, favour- 
ite to win the mayor’s job 
this November. And would-be mayors have 
to have lived in the city for at least two years. 
One INETER Official resigned in protest, 
claiming the change was indeed a great plot 
against Mr Solorzano, but the case remains 
unresolved. And, by nochance atall, the Lib- 
eral-Sandinist pact of March abolished the 
system of candidacy by “popular subscrip- 
tion”, whereby a Nicaraguan could stand for 








Property-owner Aleman 





office without a party’s 
backing if he collected 
enough signatures—as Mr 
Solorzano had. 

Foreign countries, other 
than the United States, or 
aid agencies might not nor- 
mally think it their busi- 
ness to meddle in such in- 
ternal squabbles. But the 
money pledged to Central 
America after Hurricane 
Mitch was destined not 
only for reconstruction but 
for “transformation”. That 
gives them some reason. 

Moreover, in Decem- 
ber, Nicaragua—which has nasty current- 
account and fiscal deficits, and some hefty 
tranches of foreign debt falling due in the 
next two years—hopes to be admitted to the 
Highly Indebted Poor Countries Initiative 
and get relief on its debt of $6.3 billion. 
Among the preconditions are not just econ- 
omic performance, but better structures of 
government and more openness. 

— 





Argentina 


No fund of love for the IMF 


BUENOS AIRES 


HE people of Argentina this week gave a 

visiting imF delegation its most rousing 
reception for years, as 40,000 demonstrators 
gathered outside the presidential palace in 
Buenos Aires on May 3ist to let the visitors 
know they were unwelcome. The protesters 
had had enough of the fiscal austerity that 
the Fund always demands, and that the gov- 
ernment in March agreed to. And so have 
some members of that government. 

The demonstration was headed by the 
hardest-line trade unions—no surprise, 
given their long-standing antipathy to the 
Fund and its long-standing belief, as they see 
it, that a balanced budget is the highest form 
of public good, and public jobs largely a 
waste of public money. But support also 
came from less expected quarters. Cardinal 
Raul Primatesta, the Argentine church's 
leading political strategist, also backed the 
demonstration—“as a gesture of solidarity 
with the suffering of vast sectors of the popu- 
lation,” achurch spokesman explained. Sev- 
eral of the governing Alliance's members of 
Congress were conspicuously present. 

The protesters blame the mr for a series 
of harsh economic adjustments. The latest 
came two days before the protest in the form 
of a bundle of public-spending cuts, suppos- 
edly of $938m a year. Almost two-thirds of 
that will be contributed by public employ- 
ees, with wage cuts of at least 12% for those 
earning more than $1,000 a month. The rest 
will come from reductions in special pen- 
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sions paid to senior former state employees, 
and cuts in cash for enterprises like Telam, 
the state news agency. 

Why? The governmentin April recorded 
a fiscal deficit of $630m—and its agreement 
with the imr sets a target of $700m for the 
three months, April to June. Officials deny 
the cuts will hit the economy. But that has 
done little to placate the protesters, tired of 
sacrifice as it recovers slowly from a long re- 
cession. President Fernando de la Rua, in of- 
fice since December, is still popular, but his 
administration’s 1mr-endorsed economic 
policies ever more plainly are not: opinion 
polls now give them 11% support. 

If the Fund deserves blame, however, it 
is perhaps for not raising the alarm sooner. It 
held the Argentine economy up as an exam- 
ple during the 1990s, when growth averaged 
5% a year and the government of ex-Presi- 
dent Carlos Menem carried out the region's 
first major privatisation programme, But the 
Fund largely turned a blind eye as public 
spending rose by almost half during the de- 
cade and public debt more than doubled. As 
the economy slowed in late 1998, state reve- 
nues flagged and the fiscal gap widened, 
leaving Mr de la Rua with the bill. 

In reality, nobody is twisting the presi- 
dent’s arm, says Fernando de Santibanes, 
head of the State Intelligence Secretariat and 
one of President de la Rua’s principal confi- 
dants. Mr de Santibanes, whose agency has 
been switched to economic tasks rather than 


political ones, is the very image of a modern 
minister, with a Bloomberg terminal behind 
his desk, an Economist screen-saver on his 
laptop and, the unions might add, a touch of 
the spin-doctor in his make-up. “Nothing 
that has been done was at the behest of the 
Fund,” he maintains. “It was done because 
the circumstances demanded it or because it 
needed doing anyway in the long term.” 

That, it seems, applies also to other mea- 
sures that accompanied this week's spend- 
ing cuts. These include further deregulation 
of the health system (now dominated by un- 
ion-run schemes), negotiations with the 
provinces to reduce central-government 
pay-outs to them, and lower future pensions. 
“Simple common sense,” says Mr de Santi- 
bañes. “Argentina can’t keep on borrowing 
in the long term, so it can’t sustain an annual 
deficit of $10 billion in the pensions system. 
And if you want to be competitive, you can’t 
have such an expensive health system.” 

Simple truth? Maybe, but though Mr de 
Santibaries’s views are shared by his four fel- 
low-economists in the cabinet, other minis- 
ters hold less orthodox opinions. Raul Alfon- 
sin, Argentina’s president from 1983 to 1989, 
was echoed by several senior figures in the 
Alliance (of which his—and Mr de la Rua’s— 
Radical Party is the largest element) when he 
declared that mr policies “have led us todis- 
aster.” Eleven Alliance members of Con- 
gress, mainly from its left-leaning Frepaso el- 
ement, have denounced the new cuts as 
“contrary tocommon sense”. 

As Mr de Santibanies tells it, in the end, 
despite the grumbling, ministers’ disagree- 
ments centred on what to cut, not whether. 
And the risk of admonishment by the IMF 
was only a minor factor in their decisions. 
There he may be accused of minor spin at 
most. Argentina has missed many earlier 
IMF targets. More worrying was the effect of 
the deficit on future foreign financing, after 
the recent leap in Argentina’s country risk, 
the interest-rate spread between its govern- 
ment’s (dollar) bonds and those of the Un- 
ited States. Foreign investors, rather than the 
IMF, are calling the tune. 

And what a rising spread signals is their 
alarm. Since 1991, Argentina’s governments, 
economists and citizens have been almost as 
one in their adherence to the rigid one-for- 
one tie between their peso and the dollar, 
and the monetary system that enforces it. 
But recent events have not been kind to Ar- 
gentina: the collapse of Brazil’s currency 17 
months ago, a recession last year, a sluggish 
recovery, and now higher interest rates and 
probably slower growth in the United States. 
After all this, the almost forgotten, word “de- 
valuation” has recently raised its head. 

Not far, nor in many mouths, and it has 
been promptly stamped on. But the fiscal 
balance is indeed red, and the world’s 
moneymen are indeed timid folk. And 
they've been bitten in Latin America before. 


——— 
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Party time for Palestinians 


A 





KFAR KILA 


ns a a m E Aa ee 
ee ou : 


| quiet on the Lebanese front 


Predictions of mayhem after Israel’s unilateral retreat from Lebanon have not 


come true, at any rate not yet 


SA procession of helicopters sweeps in to 
land, loudspeakers blast Wagner’s “Ride 
of the Valkyries” over the hillsides of south- 
ern Lebanon. The un peacekeepers’ noisy 
display is a deliberate reference to the Viet- 
nam war, as depicted in the film “Apoca- 
lypse Now”. Pundits had predicted an apoc- 
alypse in Lebanon if Israel made good its 
promise to withdraw from the country’s 
southern fringes even without a peace deal 
with Syria. The angry Syrians, it was said, 
would send mercenaries to fire over the bor- 
der, and the Israelis would respond with un- 
paralleled severity. But the Israeli-Lebanese 
border has remained remarkably quiet since 
Israel’s army retreated to its side of it on May 
24th, ending a 22-year occupation. 

The most persistent sound on the border 
these days is not Wagner’s martial bombast 
but the plonk and tinkle of vans bringing ice 
cream to merry-makers. At the former cross- 
ing at Kfar Kila, where the last Israeli tanks 
rolled out of the country, curious Lebanese 
buy vanilla-chocolate swirl in waffle cones 
before strolling to the border fence for their 
first glimpse of Israel—or Palestine, as many 
of them call it. Indeed, many Palestinian 
families, separated by the conflict, have met 
at the border fence to reacquaint themselves 
for the first time in 50 years. 

The only disturbers of the peace are the 
hotheads shouting insults under the noses of 


THE ECONOMIST JUNE 3RD 2000 


the po-faced Israeli sentries standing just 
three metres (ten feet) across the barbed- 
wire fence. In the first days after the evacua- 
tion, gun-toting youths threw stones and 
tried to rush the flimsy barricade. The Israelis 
turned them back with warning shots, injur- 
ing a couple. But these, along with several 
Lebanese civilians killed or wounded by 
landmines, have been the main casualties. 

Israel, too, is celebrating the fact that the 
withdrawal, however hasty and sloppy, was 
carried out without any Israeli casualties at 
all. The approval rating of the prime minis- 
ter, Ehud Barak, has soared, and he is now 
turning his attention to the Palestinians in 
talks with Bill Clinton. Even the embarrass- 
mentof the army’s unsentimental abandon- 
ment of its Lebanese allies is quickly dissi- 
pating as the government offers cash 
handouts and resettlement promises to the 
mercenaries and their families who strag- 
gled in as refugees. 

The Lebanese army has now reimposed 
restrictions on travel to the former occupied 
zone, making it difficult for trouble-makers 
to get near the border. Although the govern- 
ment, in deference to its ally Syria, refuses to 
send troops to “guarantee Israel’s security”, it 
has filled the border area with policemen. 
And Hizbullah, the guerrilla group that 
spearheaded resistance to the Israeli occupa- 
tion, is also behaving responsibly. The gun- 





men who swarmed through the area in the 
first days after liberation have disappeared. 
Instead, bulldozers bearing Hizbullah ban- 
ners are building earth barricades to keep 
cars away from the most sensitive spots 
along the frontier. 

Hassan Nasrallah, Hizbullah’s leader, in- 
sists that the struggle against Israel will goon 
until Lebanese prisoners are freed from Is- 
raeli jails, and a disputed patch of land, the 
so-called Shibaa farms, is returned to Leba- 
non. The idea, it seems, is not to restart any 
fighting straightaway, but to reserve the right 
to make mischief in the future. 

Locals are busy adjusting to life in Leba- 
non. One Christian shopkeeper announces 
that the Shia Muslim guerrillas of Hizbullah 
are his “cousins”, as he hides his last cases of 
Israeli beer. There has been some looting, 
and one or two reports of beatings, espe- 
cially in the Christian villages considered 
most sympathetic to the Israeli occupation. 
But most residents profess astonishment at 
the prevailing peace. The situation seems so 
calm, in fact, that several hundred of the 
5,500 Lebanese who fled with the departing 
Israelis have now announced that they want 
to return. Heartened by the peaceful atmo- 
sphere and the absence of a pogrom against 
supposed collaborators, they have started 
trickling back across the frontier. 

The un says that it is close to setting its 
seal on the proceedings by certifying Israel's 
full withdrawal. Teams of soldiers, cartogra- 
phers and mine-sweepers have worked their 
way along the front line, trying to chart the 
old international frontier. The Israeli army, 
eager to eam the inspectors’ approval, has 
been demolishing fortifications that straddle 
the border. It blew up a communications 
mast that stood a few metres inside Lebanon 
on May 29th, and other minor salients are 
due toget similar treatment. 

Yet things could still turn sour. The Leba- 
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nese government, like Hizbullah, disagrees 
with the un about the Shibaa farms, at the 
eastern end of the frontier. If, as expected, the 
UN tries to defer this question and endorses 
the withdrawal, the Lebanese government 
may refuse to accept itsfindings. At best, that 
would mean the continued threat of cross- 
border attacks by Hizbullah. At worst, Leba- 
non could refuse to allow UN peacekeepers 
to patrol the disputed border. Without their 
checkpeints, a Lebanese with a grudge, or 
any of the hundreds of thousands of Pal- 
estinian refugees in Lebanon, could take a 
pot-shot across the border. 

The same thing could easily happen in 
reverse. The Israeli government has started 
handing out machineguns to residents of 
border villages, along with stern but unen- 
forceable warnings to use them only in self- 
defence. Even if the governments on both 
sides intend to frighten, not fight, one an- 
other, the distinction may be lost on some of 
their more lawless citizens. 

= m 





Iran 


Bruised 
reformers 


IBERAL-MINDED Iranians are a vigorous 
majority in the new parliament, despite 
the conservative tweaking when votes cast 
in Tehran in February were recounted in 
May. The turnaround from the previous, 
conservative parliament is remarkable. But 
the reform movement, bruised by the judi- 
cial beating it has taken over the past few 
months, has lostits earlier ebullience. 

Parliament is one of the few institutions 
of state not under thedirect control of the su- 
preme leader, Ayatollah Ali Khamenei. Yet 
parliamentarians, too, can go only so far. 
Their pressing task is to revise antiquated 
laws—preventing freedom of speech, for in- 
stance, and restricting women—that were 
devised during more repressive times to pro- 
tect the interests of an entrenched clerical 
establishment. But the Council of Guard- 
ians, a conservative watchdog, is there to en- 
sure that parliamentary rulings do not of- 
fend constitutional and Islamic edicts. 

In principle, Ayatollah Khamenei en- 
dorses the reforms set in motion by President 
Muhammad Khatami. But when he decides 
that Mr Khatami and his allies have deviated 
too far from established norms, threatening 
the strict clerical framework of the state, he 
intervenes to slow down the pace. His recent 
interventions have been brutal. Some 17 lib- 
eral newspapers have been closed down, 
and several activists and journalists impris- 
oned. “So long as I am alive, I will not allow 
anyone to toy with the interests of the coun- 
try,” he thundered. 

Mr Khatami himself has never tried to 
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TEHRAN 


E WAS resigning from parliament, 
said Ali Akbar Hashemi Rafsanjani 
on May 25th, “to save the revolution”. In 
fact, Mr Rafsanjani, who was Iran’s presi- 
dent between 1989 and 1997 and had 
hoped to be speaker, had become such a 
liability to his supporters that he had to 
quit to save the Servants of Construction, 
Iran’s first pro-reform faction, which he 
helped to create in 1996. With his popular- 
ity at an all-time low, he could have dis- 
credited other faction members, such as 
Tehran’s ex-mayor, Gholam-Hossein Kar- 
baschi, who had drafted Mr Rafsanjani’s 
resignation speech some weeks earlier. 
The election in February had left Mr 
Rafsanjani fighting for the last of Tehran’s 
30Seats. Blatant jiggery-pokery by hiscon- 
servative backers in the Council of Guard- 
ians, a body charged with supervising the 
election, resulted in the announcement 
on May 20th that he had somehow fin- 
ished in 2oth place. Mr Rafsanjani’s candi- 
dacy became a joke. He was lampooned 
in the conservative press. Reformers rid- 
culed him in public. At a Tehran Univer- 
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contest the boundless powers of the su- 
preme leader, however incompatible these 
may be with his vision of a democratic soci- 
ety. He has largely kept to the shadows, using 
his considerable talents to try to persuade 
the ayatollah of the need to reform an un- 
workable system that has run deep into so- 
cial and economic trouble. 

To some extent, his strategy has paid off. 
Iranian society has indeed been trans- 
formed. But Mr Khatami’s achievements are 
psychological rather than institutional. His 
campaign for a more civilised society has 
raised social and political awareness; it has 
heightened sensitivity to the abuse of hu- 
man rights, But this new awareness has yet to 
be institutionalised in any way.The judiciary 
is firmly in Ayatollah Khamenei’s grip, and 
dissenters justifiably fear punishment. The 
latest crackdown came quickly when the in- 
dependent press started digging into and ex- 
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sity rally, two days before his resignation, 
students chanted: “Down with the shah! 
Which shah? Akbar Shah!” 

Mr Rafsanjani’s failure to loosen so- 
cial restrictions while he was president 
lost him a lot of support. His frail, and al- 
ways ambiguous, reformist credentials 
were further dented. People have chipped 
away at his legacy, exposing financial cor- 
ruption within his family and drawing at- 
tention to his complacent response to the 
murder, by rogue agents in the intelli- 
gence ministry, of several secular intellec- 
tuals during his presidency. 

But Mr Rafsanjani should not be writ- 
ten off. He is a consummate insider in a 
country where personality politics and 
behind-the-scenes dealing still predomi- 
nate. He will continue to hold the power- 
ful post of the head of the Expediency 
Council, a body charged with settling dis- 
putes over legislation between pazlia- 
mentand the Council of Guardians. In ad- 
dition, several important conservatives, 
including Iran’s supreme leader, remain at 
least outwardly loyal to him. 

Five years ago, during a three-hour 
televised press conference, Mr Rafsanjani 
was asked by a woman journalist why Ira- 
nian women’s veils have to be black, a de- 
pressing colour. Mr Rafsanjani, the quint- 
essential pragmatist, replied that they 
could wear the shade of their choice. The 
next day, headlines in the state-run news- 
papers declared that the president had 
granted women the right to change the of- 
ficial dress code. But black still remains the 
primary colour on the streets. Mr Rafsan- 
jani’s retreat from politics may be as fleet- 
ing asa pink chador. 





posing the regime’s past misdeeds. 

Some of the president's allies, especially 
those with links to the clerical establish- 
ment, are now intent on protecting their 
backs, avoiding the supreme leader's dis- 
pleasure. A few have expressed remorse for 
the reform movement's “excesses’, which 
they blame on the idealists within their 
ranks. And to set themselves apart from “lib- 
eral” dissidents, several have rushed to re- 
claim their revolutionary heritage. 

It was a sign of the times that, when the 
new parliament opened on May 27th, the 
deputies, many of them ex-revolutionaries 
turned reformers, repeatedly sang the 
praises of the late revolutionary leader, Aya- 
tollah Khomeini. laying a wreath on his 
tomb. Significantly, the new speaker, Mehdi 
Karroubi, is an old revolutionary with a 
strong power-base in the establishment. 

m 
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INTERNATIONAL 
Zimbabwe 


Intimidation 


HARARE 


HE general election on June 24th and 

25th could be the most important in Zim- 
babwe’s 20-year history. Voters will be 
choosing between a parliament that has de- 
stroyed the country’s economy and one that 
might rescue it. Other issues concern respect 
for civil rights, Zimbabwe's involvement in 
Congo's war and land reform. But it is fear, 
not any of these issues, that has dominated 
the electioneering so far. 

Long before the date was announced, 
President Robert Mugabe’s ruling ZANU-PF 
party had its campaign in full swing. Intimi- 
dation is its main feature. More than 1,300 
white-owned farms have been invaded. As 
well as claiming the properties to be their 
own, the militant squatters have assaulted 
thousands of farm workers in a crude warn- 
ing not to support the opposition Movement 
for Democratic Change (mpc). 

The white owners, five of whom have 
been killed, have been told to support 
ZANU-PF Or risk losing their farms and 
maybe their lives. The result has been the 
sorry sight of white farmers clumsily danc- 
ing to African drumming, pledging alle- 
giance to Mr Mugabe and his party. 

Their public humiliation may not save 
their farms. On May 31st the government an- 
nounced that, before the election, it would 





be seizing 841 farms by decree. In his rush to 
take the farms. Mr Mugabe seems to have 
scuttled a compromise deal worked out by 
South Africa’s president, Thabo Mbeki, to 
raise international money for land reform. 
Mr Mbeki had received an offer of £9m 
($14m) from Saudi Arabia and Norway, but 
Mr Mugabe's men were dismissive. 
Intimidation is rampant in the country- 
side, where an estimated 65% of the voters 
live. Peasants are told that their votes are not 
secret and that they will suffer if they do not 
give them to the ruling party. People sus- 
pected of supporting opposition parties 
have been threatened, beaten and in some 
cases killed. Rural clinics and hospitals have 
been ordered to refuse treatment to opposi- 
tion supporters. Teachers in the countryside 
have been singled out for attack, dragged 
from their classrooms and beaten in front of 
their students. Some female teachers have 
been stripped naked. More than 260 rural 





Ethiopia and Eritrea 


Peace? Maybe 


HE war is over and we won, says Meles 

Zenawi, the prime minister of Ethiopia. 
Then why, snarl the Eritreans, don’t you stop 
fighting and get off our territory? It is not an 
auspicious start to peace but a lethal war— 
causing 120,000 deaths in two years, accord- 
ing to some estimates—is at a turning-point. 
A ceasefire may soon be signed. 

Even so, the war could be ending in stale- 
mate rather than victory. After starting the 
latest fighting on May 12th, the Ethiopians 
scored an early success, invading deep into 
Eritrea’s western lowlands, though they are 
now pulling their forces back from there. 
They then launched a huge frontal offensive, 
driving the Eritreans out of their trenches 
and into the hills. To avoid more punish- 
ment, the Eritreans announced on May 25th 
that they had pulled back from all the bor- 
der areas they had occupied at the beginning 
of the war two years ago. America has con- 
firmed their withdrawal. It also appealed for 
peace, as did the Organisation of African 
Unity (oau) and the un. 

The Ethiopians seemed hell-bent on 
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making sure that Eritrea’s army would never 
again challenge them, and chased it up into 
the mountains. However, although they 
have shown that their tactics, high morale 
and air power can defeat the Eritreans, they 
cannot fight the mountains and the weather 
as well. Heavy rains that would inevitably 
bring the war toa halt are due in a week or so. 
The Eritreans, who will not utter the 
word surrender, have taken a beating, but 
now hold both the physical and the moral 
high ground. None of their troops are on 
Ethiopian soil. The Ethiopians have never 
stated what precisely they consider to be 
their territory in the border area, but they 
hold large chunks of Eritrea. Never mind, say 
the Eritreans: when the border is eventually 
demarcated by international arbiters, most 
of the land Ethiopia has seized will have to 
be handed over. Ethiopia may disagree. 
Delegates from both sides are in Algiers, 
talking to peace-brokers, though not to each 
other.On the table isa ceasefire that could al- 
low a buffer zone to be established between 
the two armies. This will be monitored by 
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schools have been closed by the violence. 

The police have done little to stop the at- 
tacks. At least 23 opposition supporters have 
been killed. The government shrugs off the 
deaths and violence as less horrific than the 
incidents during South Africa’s elections last 
year, and comparable to the election turmoil 
in many other African countries. 

But there is a big difference. All the evi- 
dence suggests that Zimbabwe's violence is 
sponsored by the government. And itis hap- 
pening in a country that once had wide- 
spread respect for the rule of law. 

Mr Mugabe is not relying on intimida- 
tion alone. The government did not release 
the roll of registered voters, nor the bound- 
aries of constituencies, until it was taken to 
court by the mpc. The voters’ roll is a sham- 
bles. Married couples find themselves in dif- 
ferent constituencies. While the names of 
dead people abound, many living people 
find their names missing. Others have multi- 
ple listings. With the election three weeks 
away, there is no time to audit the roll. 

It was no surprise, therefore, when an 
American-sponsored team of election ob- 
servers, who had already spent several 
months in the country, came to the conclu- 
sion that free and fair elections were not pos- 
sible under current conditions. Other inter- 
national monitors are now beginning to 
arrive: the Commonwealth is sending 44 ob- 
servers; the European Union 160. But what 
chance do they have, in this climate of fear, 
of convincing voters that they should vote as 
they want to, not as they are told to? 
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the oau and the un until the final demarca- 
tion of the border is decided by international 
arbiters. 

The problem is that, though the border 
was the trigger for this dispute, the real 
causes are political and economic—and the 
personal hostility of the two leaders. The 
border can be demarcated but the bitterness 
between these former friends and allies can- 
not. The peace—if peace it is—is very fragile. 
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EUROPE 


A duel act by Europe and 


America 


BRUSSELS. 


Defence is overtaking trade on the allies’ agenda 


O SEE the main trend in America’s rela- 

tions with the European Union, look at 
the workload of the American ambassador 
to the eu in Brussels. A few years ago he was 
spending 90% of his time on economic is- 
sues, mainly in the areas of trade and invest- 
ment. Now those issues are down to half his 
time. Defence and security eat up the rest. 

The new balance was evident at Wed- 
nesday’s meeting between Eu and American 
leaders in Lisbon. It was the first such sum- 
mit at which European security and defence 
policy had claimed a formal place to them- 
selves on the agenda. It was also the 14th and 
probably last eu summit for Bill Clinton, at 
the start of a trip taking him on to Germany, 
Russia and Ukraine. He was due to have his 
first full meeting with the new Russian presi- 
dent, Vladimir Putin, on June 4th. 

Trade issues do still weigh heavily on £u- 
American relations. The arrival of the World 
Trade Organisation has not made matters 
easier. If anything, it has given disputes a 
higher political profile, and a forum in which 
they can be argued over incessantly, but 
seemingly never quite solved. The Lisbon 
meeting changed nothing here. America will 
goon harrying Europe to accept its bananas 
and its hormone-treated beef and its noisy 
aircraft. Europe will go on demanding 
the abolition of “foreign sales cor- 
porations”, an American tax dodge 
for exporters, in what may prove the 
biggest bilateral trade row yet—un- 
less it is overtaken by American calls 
for European governments to stop 
subsidising Airbus, an aircraft-making 
consortium. 

But defence is starting to matter too, as 
the case for the status quo, a large American 
military presence in Europe, becomes less 
obvious, or at any rate less urgent. European 
governments worry about American plans 
to build an anti-missile defence system for 
America alone, even though Mr Clinton did 
say this week the technology would be made 
available to other “civilised nations”. They 
fear it will encourage isolationism in Amer- 
ica and arms races elsewhere. But they also 
worry that if they grumble too loudly they 
risk becoming de facto allies of Russia on the 
issue, a.common front that would cost them 
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dearly in American goodwill. 

America, for its part, worries about plan- 
ning now under way in Europe for what the 
eu calls a “European security and defence 
identity”, meaning, at its crudest, the capac- 
ity for eu countries to plan and fight wars 
collectively, and, if necessary, without other 
NATO allies, It will be years before the tu's 
countries get anywhere near that stage, if 
they ever do. But they include America’s 
main partners in the world, so it is important 
for America that their efforts at least goin the 
right direction. Which means, mainly, that 
they donot collide with anything—Navo, for 
example--along the way. 

Richard Haass, a vice-president of the 
Brookings Institution, an American think- 
tank, says America should “senda very clear 
message” that it supports a stronger Europe, 


































because that means : a stronger partner for 
America. Mr linton said as puchi M Lisbon. 


be a Europe less aeleient 
wishes--and that is where th 
the alliance. ; 
The Americans still want reass 
that any European policy. will be 
mined by a desire to bolster intema 
curity, and not merely by a desi 
some new purpose in life for the E fting 
and unpopular institutions. Europe cannot 
quite offer that assurance, because the desire 
togive the eu more substance is, indeed, pa 
and parcel of the defence project. Britain, : 
main backer, with France, of more all- 
pean defence, has gone down this.road pr 
cisely to prove itself a “good European”, ni 
because its vision of the world has changed 
insome fundamental way. 
America. also: warts reassurance that 
European countries that are members of | 
aro, butnotof the eu, will havea say in Ei 
rope’s plans. Itis thinking mainly of Turke: 
Here the Europeans agree in principie. 
Then there is pecking order. Wil the E 
give Nato first refusal on ee planned ac- 
tion, as America wants, and only use itsown 
pulativeresources if naro demurs? Or willit 
claim freedom of choice between naro and 
its own structures? There is no.answer yet to. 
this question. Noris one really needed inthe 
short term, since Europe will certainly not 
have the luxury of any such choice for many 
stOCOMEe. o - 
“But French leaders do seeminclined:to 
view -the European defence identity as a 
long-term alternative to naro, whereas Bri 
ain sees it as merely a supplenient orreserv 
Any differences: may become more visible: 
` when France takes over the presidency of — 
the eu for the second. half of 2000, and 
starts managing relations: with NAT? 
-President Jacques Chirac (seë next arti- 
cle) called on: European government 
this week to push Tora with ots 






special force might also be necessary for 
south-east Europe alone. 
Diplomats on both sides say that ten- © 
sions between the United States and the £u 
in trade, defence and most other matters are 
inevitable. Similarity makes them rivals as- 
well as allies. So far the problems are being © 
managed well. But with a disunited Europe 
striving for more clout in the world, and 
America having more clout already than it 
quite knows what to do with, accidents are 
going to happen. The American ambassador 
tothe ev will remain a busy man. 
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PARIS 


NNOCENT musing by a well-inten- 

tioned intellectual? Or deliberate provo- 
cation by an impatient politician? What- 
ever the motives behind his speech on May 
12th, Joschka Fischer, Germany’s Green 
foreign minister, has stirred up quite a fuss 
in France, which on July 1st takes up the 
EU's Six-month rotating presidency. 

Speaking not as a minister but “in a 
personal capacity”, Mr Fischer had called 
for a European federation, complete with 
| its own constitution, government and per- 
haps directly elected president. Even for 
French politicians, those are divisive ideas, 
especially for that majority who, when it 
comes to what ex-President George Bush 
once called “the vision thing”, would 
prefer to sit on the fence. 

This week’s fence-sitter is President 
Jacques Chirac. In normal times, he likes to 
present himself as an enthusiast for Eu- 
rope, not least to distance himself from 
centre-right rivals such as Philippe Séguin, 
a fellow member of the Gaullists’ Rally for 
the Republic, who has belatedly tempered 
much of his own scepticism, and Charles 
Pasqua, from the breakaway Rally for 
France, who is as Europhobic as ever. 

But Mr Chirac is a Gaullist too, and soa 
defender of French sovereignty and the na- 
tion-state. In that regard, Mr Fischer's pro- 
posals would push France to go too far, too 
fast for Mr Chirac’s liking. Which is why 
the president, in a speech on May 30th that 
was meant to be about European defence, 
brushed aside Mr Fischer's federal idea asa 
dream for the distant future. Until the pop- 
ular will exists for such a project, there is 
surely “no point in wanting to define Eu- 
rope in the abstract,” he declared. 

Quite so, at least for those who want to 
calm passions rather than to raise them. 
That, presumably, is the intention of Lionel 
Jospin, the Socialist prime minister and Mr 





Germany 


The Euro-confusion in France 


Chirac’s probable opponent in the 2002 
presidential election. He has already been 
embarrassed by the reaction of his interior 
minister, Jean-Pierre Chevénement, to Mr 
Fischer’s speech. Within hours of a recent 
Franco-German summit, Mr Chevéne- 
ment spoke of a Germany which had yet to 
recover from the “derailment” of Nazism, 
and which wanted to restore a sort of Ger- 
manic Holy Roman Empire. 








Chirac eyes the fence, as usual 


Overlooking that gaffe, Mr Jospin sim- 
ply says fuzzily that Europe is both a “un- 
ion of nations” and a “deepening of the na- 
tion”. Meanwhile, his minister for Euro- 
pean affairs, Pierre Moscovici, says, with a 
no-less-fuzzy smoothness, that, though 
“federalism is not the solution for Europe”, 
nonetheless “federalism or elements of 
federalism already exist in Europe”, for ex- 
ample, the European Central Bank and the 
European Court of Justice. 


Is consensus under threat? 


BERLIN 


Germany’s famously steady trade unions sound unusually turbulent 


UST when everything was beginning to 
look as if it was at last going right for Ger- 
many’s chancellor, Gerhard Schröder, Eu- 
rope’s biggest economy is threatened with its 
first big public-sector strike since 1992. On 
May 30th, the union negotiators represent- 
ing 3.4m public-sector workers voted, in de- 
fiance of their own leaders, to reject an inde- 
pendent arbitration award for a 1.8% pay rise 
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this year and a further 2.2% next year. A 
strike ballot will be put to the rank-and-file 
next week. If, as expected, at least three- 
quarters vote in favour, stoppages could be- 
gin from June 13th, bringing public services 
such as hospitals, rubbish collection and 
some city transport systems toa halt. 

A crumb of comfort, however, both to 
the chancellor and to the public, is that an- 


This hardly clarifies matters. In short, it 
is unclear what exactly France wants from 
Europe right now, at a time when it is sup- 
posed to begin steering the debate. The eu 
is committed to doubling its present mem- 
bership of 15 within a decade or so, and 
France is meant to end its eu presidency in 
December with a new treaty in Nice out- 
lining the institutional changes needed in 
order to carry out that expansion. This 
means that at least some of the ideas raised 
by Mr Fischer—many of which can claim 
French parenthood from such figures as 
Valéry Giscard d'Estaing, a former presi- 
dent, Edouard Balladur, a former prime | 
minister, or Jacques Delors, a former head | 
of the European Commission—will have 
to bediscussed. 

So far, Mr Jospin’s chief contribution, | 
much resented by the European Central 
Bank, is to suggest that EU governments us- 
ing the single currency should increase 
their political and economic co-operation. 
That idea is shared by his finance minister 
and rival, Laurent Fabius. This week, in a 
speech coinciding with the 200th anniver- 
sary of the Bank of France, Mr Fabius was, 
in a way, as provocative as Mr Fischer. The 
single currency, he said, was a success that 
was “making us less French, Italian, Span- 
ish or German, but more European.” Mis- 
chievously quoting Charles de Gaulle, who 
at the start of the 1960s had said of a Euro- 





pean federation, “Why not, but in 50 
years?” Mr Fabius pointed out that in 2007 
the founding Treaty of Rome will be 50 
years old. It would be “a fine ambition for 
our generation to prepare by then”, he 
wenton, a “federation of nation-states”. 

Will that be a step too far for French 
voters, who in 1992 approved the Maas- 
tricht treaty, leading to the single currency, 
by only the narrowest of margins? Notnec- 
essarily. Whatever the misgivings of 
Messrs Chirac or Jospin, an opinion poll 
last week claimed that 59% of the French 
are either entirely or reasonably favourable 
to Mr Fischer's notion of federalism. 





other 1.7m public-sector workers with the 
privileged Beamte, or civil-service, status, in- 
cluding teachers, the police, central- and lo- 
cal-government employees, should not be 
affected, as they are forbidden by law to 
strike. Their pay is normally based on what 
the non-Beamte public-sector workers get. 
The two sides in this wage row started 
much farther apart. The government and lo- 
cal authorities had originally offered an in- 
crease of just 1% this year and 1.3% next, in 
line with expected inflation. They agreed 
only reluctantly to accept the mediator’s 
proposal, which slaps an estimated extra 
DM15 billion ($7.2 billion) on to public-wage 
bills. They insist they cannot do more with- 
out endangering the government's plans to 
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trim public spending and reduce Germany's 
huge public debt. 

For their part, the public-sector unions 
had demanded a 5% pay rise this year. They 
also want wages in eastern Germany, cur- 
rently only 86.5% of western levels despite a 
go-minute-longer working week, brought 
into line with those in the west. The govern- 
ment and local authorities refuse to go be- 
yond the mediators proposal to boost 

wages to 90% of the western level by 2002. 

` This strike, if it happens, will come as an 

upset. Thanks in part to its tradition of con- 






sensus-based collective wage bargaining 


and, more recently, to falling trade-union 
membership--down by nearly a third over 
the past decade—-Germany is now one of the 
most strike-free countries in the world. Be- 
tween 1989 and 1998, it lost an average of only 
days per 1,000 workers a year through stop- 
pages, compared with 47 in Britain, 54 in 
America and 346 in Spain. 

The last really big strikes in Germany 
date back to 1984, when a post-war record of 


STOCKHOLM 


ORAN JOHNSSON, who heads 
Metall, Sweden’s largest trade union, 
is the pragmatic, even-tempered, consen- 
sus-seeking, pro-European, modern- 
minded sort of labour leader who has 
helped keep his country fairly strike-free 
over the years. So when he launched a vit- 
niolic attack against the size of the pay 
awards taken by the bosses of many top 
Swedish companies, a lot of Swedes took 
notice. 

Ordinary workers, he said, were af- 
fronted by the windfalls being won by 
“greedy managers”. It would, he said, be 
| much harder for him to restrain his mem- 
bers from demanding inflationary wage 
| increases in the round that starts early 
next year. Sweden’s economy has been 
ticking along nicely; this year it is expected 
togrow by more than 4%, while annual in- 
flation is running at just over 1%. 

Latest bonuses for the past year, in- 
cluding cashed-in share options, mean 
that some topexecutives have taken home 
increases of over 100% of their salaries. 
Claes Bjork, head of Skanska, a big build- 
ing firm, saw his year’s take jump three- 
fold to SKr34.47m ($3.76m). Leif Ostling, 
the top man at Scania, a lorry-making 
company, saw his emoluments jump by 
62% to SKr7.8m. Chief executives of Swe- 
den’s top dozen companies now usually 
get SKrsm-10m a year. 

All told, say trade unionists, managing 
directors’ and chief executives’ pay at 
Swedish companies listed on the stock ex- 
change soared, on average, by 61% be- 
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Those egalitarian Swedes" 


5,6m days were lost in a single year, as work- 
ers throughout what was then West Ger- 
many downed tools in support of a 35-hour 
week. These days, the issues likely to arouse 
workers, particularly in the private sector 
where employees are ever in fear of their 
jobs, are harder to come by. An attempt last 
year by ıc Metall, the country’s biggest un- 
ion, to push for a 32-hour week and a full 
pension from the age of 60 instead of 65, fiz- 
zled out for want of rank-and-file support. 

The situation in the relatively cosseted 
public sector has been rather different. 
There, half of all workers still belong toa un- 
ion, compared with around a quarter in the 
private sector; and all enjoy virtual job secu- 
rity. But even they are beginning to feel ner- 
vous. As part of its austerity drive, Mr 
Schröders government has been acting 
tough: it is seeking to cut numbers through 
natural wastage, by 6% this year, and to keep 
wage rises down to the level of inflation for 
the next two years, well below what private- 
sector workers are getting. 


| 
| 
i 
| 
tween 1996 and 1999, while blue-collar | 
workers’ pay in the private sector went up | 
by 16% in the same period. In acountry as | 
egalitarian as Sweden, that growing dis- | 
crepancy alarms a lot of people, including | 
the rich. The conservative Moderates have | 
also deplored the big corporations appar- | 
ent lack of restraint. l 
Goran Persson, Sweden’s Social | 
Democratic prime minister, has echoed 
Mr Johnsson. He calls the bosses’ pay | 
awards “provocative”, fearing that Swe- 
den may follow in the steps of next-door 
Norway, where big pay rises for bosses 
have prompted bigger-than-usual wage 
demands from ordinary workers, which 
in turn led toa general strike in April. 
Sweden's top firms, however, sound 
unconcerned. Goran Tunhammar, head 
of the employers’ club, says Swedish com- 
panies are only adapting to a global mar- 
ket where top dogs at American and Brit- 
ish companies, for instance, get much 
bigger salaries than their Swedish coun- 
terparts—and lose much less than the 60% 
that high-earning Swedes pay in income 
tax. Swedish firms like Skandia, the Nordic | 
region’s biggest insurer, which have been 
doing much more business in the United 
States, say they must pay world-class sala- | 
ries to win the best talent. Lars-Eric Peters- 
son, Skandia’s boss, whose pay went up 
by 29% last year, says he understands | 
Swedish misgivings but adds that keeping 
top salaries down would prompt Swedish 
companies to move more of their opera- 
tions abroad. Some have done so already. 
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The unions are hoping that the m 
threat of a strike will persuade the govem- 
ment to reconsider its offer. Although priv- 
ate-sector wage settlements have been sur- 
prisingly moderate this year, averaging 
around 2.5%, their rises are still far more than 
the. government’s offers to public-sector © 
workers. But Mr Schröder has been buoyed. 
bya stronger-than-expected: economic: 
upswing—Gpp grew by a year-on-year 3.3% 
in the first quartera fall in unemployment 
to below 10%: for the first timein over four: 
years, high popularity ratings and recent 
electoral successes. This time, he may not be 
willing tocavein. 


Poland 
Coalition adrift 


FTER months of backbiting, hiccupping 
and. stuttering, the ramshackle right- 
wing coalition that has been running Poland 
for the past two-and-a-half years began, this 
week, to come apart. But, at mid-week, it was 
still refusing actually to fall. Whether it goes 
soon or—-unless it gains'a dramatic rush of 
popularity--at the general election. that ` 
must be held late next year, the chances are 
that Poland will in due course have both an 
ex-communist ‘president (the incumbent,’ 
Alexander Kwasniewski, who looks set for 
re-election this autumn) and a government: 
led by ex-communists now revamped as So- 
cial Democrats. If that happened, reform = 
would continue, perhaps more slowly, But: 
doing the drastic things needed to get Poland 
into the European Union, as all the country’s 
main parties want, might get even harder. 
The reason for the latest crisis is the same 
one that has dogged the coalition virtually 
since it was formed. Its junior partner, the 
Freedorn Union, led by the finance minister, 
Leszek Balcerowicz, is too radical ineconam- 
ics for the coalition’s main component, the 
lumbering Solidarity group, which is made 
upof over 40 parties, ranging from anti-com- 
munist trade unionists at its core to Christian 
Democrats, civil servants and small busi- 
nessmen, many of whom want to protect 
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themselves against foreign competition and 
tread more warily towards economic reform. 

By contrast, the Freedomites want to 
tighten the proposed budget under debate 
for next year, cut subsidies across the board, 
let market forces thin out Poland’s farmers, 
close dud mines and mills, sell off state assets 
faster, and lower taxes at the top as well as 
further down the scale. It was the refusal of a 
score or so of Solidarity members of parlia- 
ment to back Mr Balcerowicz’s latest radical 
plans, in particular his tax proposals, and the 
refusal of Solidarity’s leaders to whip them 
into line, that prompted all the Freedom Un- 
ion ministers in the government, on May 
28th, to resign. 

Jerzy Buzek, the beleaguered prime min- 
ister,in a move that confounded many con- 
stitutionalists (not to mention Mr Kwasniew- 
ski), then refused to accept the resignations, 
and the ministers have continued to “work 
in cabinet” to resolve the erisis. The only 
thing everyone seemed to agree on was that 
Mr Buzek should himself go. 

But an alternative was not immediately 
in the offing. A liberal economist with a Soli- 
darity ticket, Boguslaw Grabowski, said he 
did not want the poisoned chalice. The Free- 
dom people said that parliament's Solidarity 


speaker, Maciej Plazynski, might fit the bill. 


Russia 





Krzaklewski, Sobdarity's leader; who had 
been steeling himself to challenge Mr Kwas- 
niewski for the presidency this autumn. But 
with the polls running so strongly for the in- 
cumbent, Mr Krzaklewski may now reckon 
that a bout of French-style cohabitation, 
with himself at the head of government, 
might be best for his longer-term future. 

Whether, however, he would let Mr Bal- 
cerowicz and his Freedom colleagues con- 
tinue to dole out the sort of harsh medicine 
that has so far impressively transformed Po- 
land’s economy while hurting a lot of Soli- 
darity’s supporters, is another matter. And 
even if the two bits of thecurrentcoalition do 
patch up their differences again, the govern- 
ment will probably continue tojudder. 

Another tantalising suggestion is that 
the Freedom Union might eventually take a 
leaf out of the book of one of its smarter and 
more ambitious members, Pawel Piskorski, 
mayor of Warsaw. Earlier this year he out- 
raged Solidarity by agreeing to govern the 
capital in a coalition with the ex-commu- 
nists. In some respects, the reinvented left 
these days looks more amenable to radical 
reform than does Solidarity’s traditional 
right. Could Mr Fiskorski’s ploy be a harbin- 
ger of things toceme? 


No place to be an ecologist 


MOSCOW 


VEN in the democratic heyday of post- 
communism, Russia was a tough place 
for greens, Where the right laws existed, they 
were hard to enforce. A combination of 
abundant natural wealth, plenty of space 
and careless habits meant that few Russians 
took environmental housekeeping seriously. 
Now, a mix of business interests, crimi- 
nal activity and government paranoia 
threatens to make matters even worse. Last 
month President Vladimir Putin abolished 
the main agency for environmental protec- 
tion, handing over its central functions to its 
chief bureaucratic rival, the Ministry for Nat- 
ural Resources. Environmentalists say that 
this amounts to putting an alcoholic in 
charge of the vodka store. Though it is true 
that, like many of its other laws, Russia’s 
environmental rules (and the bureaucrats 
who enforce them) can be maddeningly pe- 
dantic, contradictory and susceptible to cor- 
ruption, abolishing the agency that monitors 
them seems an unhelpful solution. 
Environmentalists believe that the 
agency was axed under pressure from pow- 
erful business interests, which argue that 
green regulation is blocking development. 
“The people now in power think that ecol- 
ogy is for rich countries,” says Alexei Yablo- 
kov, president of the Centre for Environ- 
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mental Policy, a pressure-group. Gangsters 
who profit hugely from illegal logging and 
fishing are another powerful force. Their ac- 
tivity contributes to a largely invisible envi- 
ronmental catastrophe in the remoter parts 
of Russia. Natural resources are plundered 
on a stupendous, unsustainable scale. 

The ministry now in charge at once an- 
nounced thar it would “simplify” the envi- 
ronmental rules governing industry, sug- 
gesting a further relaxation of controls that 
have already proved ineffective. The govern- 
ment has made a few rhetorical nods to the 
environmental cause, for example by pro- 
mising to protect the embattled sturgeon, the 
fish that produces caviare. It has also al- 
lowed Russia's best-known environmental 
campaigner, Alexander Nikitin, to leave the 
country after his acquittal on charges of trea- 
son. But there is little sign that Mr Putin cares 


about the environment. Last year, when he. 


was still head of the security service, he ac- 
cused ecological groups of providing a “con- 
venient cover” for foreign spies. 

Russia’s greens have been squawking. 
They hope their American friends can help 
them put the issue on the agenda for Bill 
Clinton’s visitto Moscow this weekend. And 
the main green groups have called an emer- 
gency joint congress for June 13th. 


ng prospect was Marian 












































Since last year, the government has been 
increasingly treating environmental cam- 
paigners as a subversive menace. Some have 
been arrested, and then released, on drug 
and terrorism charges. Some groups have 
been subject to threatening financial audits, 
allegedly ordered by the federal prosecutor’s 
office. A spokeswoman for that office has 
said that a number of green groups are in- 
deed being checked for “confidential” rea- 
sons. Greenpeace’s Moscow office briefly 
faced closure this year on flimsy-sounding 
bureaucratic grounds, “It looks as though 
they have organised an attack on the envi- 
ronmental movement as the avant-garde for 
civil society,” says a worried Mr Yablokov. 
Some environmentalists fear that later this 
year they will face new legal obstacles, espe- 
cially if they receive grants from abroad. 

On top of all this, the new government 
announced ambitious plans on May 25th to 
build 40 new fast-breeder nuclear-power 
stations in Russia over the next 30 years. And 
it is considering another alarming project: 
the export of floating nuclear-power plants 
to Asia. Just the sort of thing for environmen- 
talists to shout about—if the government 
willlet them. 

pee te ei ar DEI i AE etek a Sot Be id a i A 


Turkey 
Hitmen hit? 


ANKARA 


ANGLED corpses, gunmen with star- 

ing eyes, stacks of Kalashnikov rifles. 
Over the past few months these are the im- 
ages that millions of Turks have been ab- 
sorbing nightly on national television as the 
government keeps up the momentum of its 
drive to destroy armed Islamic factions. Led 
by Turkey's zealous interior minister, Sadet- 
tin Tantan, the police have all but crushed 
Hizbullah, as the most vicious of Turkey's 
paramilitary groups is known. Its leader has 
been killed, thousands of its members have 
been arrested, and the bodies of more than 
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SADAKHLO 


GOTIPHEY fight, we don’t.” Mukhta, a 
| trader from. Azerbaijan, expresses 
| this formula for friendship in the Cauca- 
sus, while putting his arm round his Arme- 
| nian colleague, Ashot. The two black- 
| moustachioed men, whose rival national- 
“> ities would be hard to tell apart by looks 
alone, are standing in front of a sea of an- 
cient box-shaped Soviet-era cars and a 
heaving crowd of traders. The 
wholesale market at the dusty lit- 
tle town of Sadakhlo that sits on 
the Georgian-Armenian border, 
where the two men ply their 
wares, shows how commerce 
| across the Caucasus could take off 
| if old animosities between gov- 
| emments in the region were put 
| aside. As it is, Sadakhlo is the larg- 
| est market in the Caucasus. 
| Set up virtually from scratch 
| in 1994, it is not just proof of local 
| traders’ talent for getting the most 
| basic goods at the lowest prices. It 
| 
| 








also suggests that ordinary Arme- 
nians and Azeris generally rub 
along perfectly well when their af- 
fairs concern trade rather than politics; re- 
lations were soured by the fighting over the 
disputed territory of Nagorno-Karabakh, a 
mostly ethnic-Armenian enclave interna- 
| tionally recognised as part of Azerbaijan 
| but conquered by the Armenians several 
| years ago. 

/ Sadakhlo is close to the hinge on the 
| map where the three Caucasus republics 
| meet. Buses from Azerbaijan’s capital, 


100 of its victims unearthed. 

Police now say they have arrested the 
men responsible for the murders, carried out 
years ago and never solved, of several promi- 
nent academics whose sin was to be secular- 
minded. The cases include that of Ugur 
Mumcu, an investigative reporter for the left- 
wing daily Cumhuriyet (the Republic), who 
was killed by a car bomb in 1993. 

Sadly for Mr Tantan, few Turks believe 
his men are any closer to revealing the whole 
truth--and with good reason. Different 
Turkish governments have claimed, on at 
least six occasions, to have got Mumcu’s kill- 
ers. Each time, the alleged assassins were said 
to have been ‘armed, trained and paid to do 
the job by Iran. Each time, the cases foun- 
dered for lack of solid proof. 

The latest claims of success sound even 
less credible, not least because within the 
space of a single month the police have pro- 
duced two different sets of murderers, with 
wildly conflicting accounts of what actually 
took place. Once again, the main purpose of 
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“An uncommon market in the Caucasus 


Baku, from Armenia and even from Na- 
gorno-Karabakh itself queue up at the edge 
of the village. The Azeris exchange food, 
clothes and flour from Turkey and Russia 
for assorted Armenian produce and an Ira- 
nian washing-powder called Barf. The 
time-lag in seasons helps both sides: “Soon 
there will be new carrots from Armenia, 
then later they will buy ours,” explains 
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Ashot. “In summer we sell our tomatoes. In 
autumn, when ours are over, they bring in 
lots of theirs.” 

The market fills vital economic needs 
for the people of an extremely poor region, 
whose longest border is closed. Perhaps 
half the population of the Armenian capi- 
tal, Yerevan, dress in Turkish clothes 
bought at Sadakhio. Rebel Armenians in 
the self-proclaimed Nagorno-Karabakh re- 


exposing the villains seems to be to take the 
opportunity to pile all the blame on lran— 
thereby absolving Turkey itself of respon- 
sibility for their misdeeds. 

All the same, though it is fair to doubt 
whether Mumcu’s killers have really been 
found, many people with blood on their 
hands have clearly been rounded up. Why? 
The most plausible theory, of several swirl- 
ing around Ankara, Turkey’s capital, is that 
the government knows the country stands 
no chance of achieving its declared aim of 
getting into the European Union unless its 
human-rights performance gets very much 
better. It has therefore decided that Turkey 
must undertake a thorough cleansing of its 
dirtiest parts—from bottom to top. 

It is no secret, for example, that Hiz- 
bullah, which does indeed have Iranian 
links—like the Lebanese outfit of the same 
name-—was at first egged on by Turks in high 
places because of its initial willingness to kill 


_ guerrillas or sympathisers of the Kurdistan 


Workers’ Party, who were Marxists as well as 
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public happily drink Azerçay (Azerbaijani 
tea) produced by their supposed enemies. 
The Georgians seem content to keep cus- 
toms duties toa minimum. “The trade cen- 
tre here is not a free-trade zone,” 
Jamal Bediev, the market’s Georgian diy 
tor. “Still, it solves lots of inter-state 
blems, Everyone here is a citizen of the cts 
[the Commonwealth of Independent 
States, the club that loosely embraces most 
of the former Soviet Union's republics}, the 
conditions are good. People Fee en 
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Karabakh dispute. Were the A 
menian-Azerbaijani and the A 
menian-Turkish borders to open. 
goods would flood freely fr 

east to west, lowering prices ar 
increasing supply. In a study pu 

lished in 1999, Richard Beileck, an 
economist at the University of 
Florida, estimated that, if the bor- 
ders. were reopened, transport 
costs between Armenia and Tur- 














































and a half and Armenias cpp 
would soar by $180m. 

The blockade is especially 
frustrating for the impoverished cities that 
face each other across a closed frontier. The 
mayors of Kars in Turkey and Gyumri in 
Armenia have held several meetings over o 
the past year todiscuss how they might get 
round the blockade. In the end, ail this 





pent-up trade depends on settling the Na- 
gorno-Karabakh dispute. The Armenian 
and Azerbaijani presidents are due to start 
negotiating again this month. 


separatists. Some of those arrested over the ` 
past month in connection with the Mumcu 
case had also previously been linked, not 
only to Iran, but also to ultra-nationalist 
groups. In the past two decades, these pro- 
vided death-squads to kill thousands of left- 
wingers, as well as Kurdish dissidents. ‘If 
these killers are put behind bars, many Turks 
will breathe more easily. 
But then comes the scepticism. Mr Tan: 
tan, a former police chief who madea career | 
out of fighting corruption before gaing into 
politics, has spoken courageously. of ‘the. 
need to “look towards the sky” forthe real 
culprits. Presumably, he meant nat those 
who pulled the trigger but people high up in 
state organs, or in the mafia, who may have ` 
ordered them to do so. If such people are 
brought to justice, Turkey will truly have 
taken a gigantic step towards becaming a 
full-blooded democracy. As the Turkish say- 
ing goes, “If you want to get rid of the mos- 
quitoes, you have todrain the swamp.” 





Gareth Evans, crisis clairvoyant 


66 IO VANS to take top job solving world crises”, ran the encourag- 
ing headline in the Canberra Times last year when Gareth 
Evans, foreign minister of Australia for eight years until 1996, 
moved to Brussels. Since January, he has been running the Interna- 
tional Crisis Group, an independent body that tries to shape the 
foreign policy of governments. In March, the ice added a new 
chairman, Martti Ahtisaari, the newly retired president of Finland. 
It says much for the place of non-governmental organisations 
in world affairs these days that ex-ministers and ex-presidents 
compete to run them. The ice is one of the newer arrivals. 
Founded only in 1995, it has a dozen staff in Brussels, a second 
main office in Washington, and 20 or so field officers around the 
world, To say it is “solving world crises” is to risk underestimating 
its ambitions, if overestimating its achievements. It aims to see cri- 
ses coming, and to tell governments 
how to head them off while events are 
still in their early and perhaps contain- 
able stages. 

A main designer of the ica five 
years ago was an American former dip- 
lomat, Morton Abramowitz. Finance 
came from a score of western govern- 
ments, as well as from private dona- 
tions. The question was whether, given 
the climate of pragmatism that suc- 
ceeded the rigidities of the cold war, an 
NGO could operate usefully in the 
mainstream of international dip- 
lomacy, trying to make policy much as 
a foreign ministry might. The answer 
seemed to be yes. The icc put a strong 
team into Bosnia, and quickly started 
influencing the policies of the western 
powers there. 

But in the past year or so the group 
has been through something of a crisis 
itself, losing several of its best staff and 
suffering a sharp decline in the per- 
ceived quality of its research. Its influ- 
ence in the Balkans has been chal- 
lenged by that of the European 
Stability Initiative, a think-tank 
founded last year by some former icc 
staff and based in Berlin. 

Mr Evans wants to put things right. 
He intends, he says, to “completely restructure the place in terms of 
finances and process”. He wants more of “a genuinely global orga- 
nisation”. The Balkans will remain a preoccupation. $o tao will Al- 
geria and central Africa. But more resources are going towards 
Asia, the part of the world Mr Evans knows best. This year the 1cG 
is opening an office in Indonesia and beginning an exploratory 
mission in Central Asia. Myanmar (Burma) will probably be next. 
“What we are doing is what a well-focused foreign ministry would 
be doing for itself,” says Mr Evans. “But even the best of them tend 
tolet things drop between the cracks.” 

The ico’s field officers are ex-diplomats, ex-journalists, law- 
yers and academics. They have been successful in establishing the 
group as a credible source-of information about dangerous and 
obscure places, notonly togovernments but also to the media. The 
group makes a poirit of publishing all its reports on its website, 
where anybody can read them. 

Butthe icc has been muchiess successful of late in prescribing 





courses of action that governments have then implemented. Mr 
Evans thinks he can make his mark here too. He is, as he says, “a | 
previous foreign minister who has sat at the desk and dealt with | 
this sort of stuff.” He knows that, when picking up the file on some 
far-flung hot spot, “almost the last thing you want is to get a report 
saying: The international community should do something here. 
You want ta know what.” The ica, he believes. should be saying di- 
rectly to governments: “ox, that is the rhetorical approach you 
have been adopting. So here is what you ought to be doing right | 
now in Montenegro. Here is what you ought to be domg right now 
in Central Asia. Our recommendations should have a whom, a 
what, a when, a where, a how attached to them,” 

The instructions for Central Asia will be a while coming yet. 
On Montenegro, the 1cG view is that the naro allies should de- 
clare bluntly to Serbia that any coup 
against the present government of 
Montenegro, the only other republic 
left in the rump Yugoslavia, would be 
met with “a forceful military re- 
sponse”, and that Nato should al- 
ready be starting its planning and 
moving its forces accordingly. Not 
everybody is convinced. Several Euro- 
pean governments doubt the useful- 
ness of new threats tobomb Serbia, ar- 
suing instead for quiet efforts to shore 
up Montenegro’s own security forces. 

But in whose name does the 1cG 
speak, and seek to fix policy for demo- 
cratically elected governments? “We 
are not really accountable to any- | 
body,” Mr Evans acknowledges. “We | 
just have to be judged on our merits 
and the quality of our product. Every- | 
thing we do is in the public domain.” | 
He ‘does not deny that there isan ide- | 
ology of sorts in the background. Mr | 
Evans locates it at “the reasonably | 
hard-headed end of the western lib- 
eral spectrum”. But mainly, he says, 
“We go for what works”—and that 
may- well include sanctions, or the 
threatened use of force. 

This is not the usual lexicon of do- 
gooders, and in part it reflects. the 
American origins of the icc. Mr Evans admits that his own back- 
ground is slightly different. “Coming from a smaller country, m 
more instinctively committed to multilateral diplomacy. anc to 
rule-based responses more than power-based responses. But in 
the end lama realist.” 

Those last nuances should help him make friends in Brussels, 
where the icc is still much less well-known than itisin Washing- 
ton. Indeed, having a head office in the heartland of the European 
Union has notse far been all that much of an asset to the ica atall. 
The Union is still years away from getting very far with its plans for 
a “common foreign and defence policy”, which would make it an 
entity more worth lobbying. 

So, for the moment, even in the European Union, national gov- 
ernments are still the target: And they can be tough. Mr Evans.ad- 
mits that when cos lobbied him in his ministerial days, he some- 
times wondered: “Who are these buggers coming to tell me my 
business?” Now he knows: 


TRE ECONOMIST JUNE JED 2000 


STRAT GY. 


D SIGN. 


INFRASTRUCTUR . 


ANSW RS. 





OUR E-BUSINESS SERVICES ARE 


COMPLETE. 


E-(STRATEGY. DESIGN. INFRASTRUCTURE. ANSWERS.) 


PRICEWATERHOUSE( COOPERS 


Join us. Together we can change the world. 





WAS as 


rang $ 





Why work w a multitude of companies to solve your E-Business problems, when there’s one that does it a 

PricewaterhouseCoopers provides complete E-Services for companies big and small. Just ask the one in every four Fortune 50 
companies that have turned to our consultants for their E-Business solutions. They choose to work with us because we integrate 
E-Services into an all-around business strategy designed to transform entire companies. To uncover new markets and customers 
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We are developing a new model of E-Cash for one of the largest global financial organisations. 
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BRITAIN 


Back to class war? 


Class still matters in Britain. But its most pernicious manifestations are to be 
found at the bottom of the social heap, not under the dreaming spires of 


Oxford and Cambridge 


HY should one girl’s inability tosecure 

a place at Oxford University spark off 
a national controversy? The answer is that 
the story of Laura Spence has allowed La- 
bour politicians to press hard on one of the 
most sensitive spots in British life—class. 
Miss Spence, a student at an ordinary state 
comprehensive in the north-east of England, 
applied to study medicine at Magdalen Col- 
lege, Oxford. She failed to get a place, but was 
accepted instead by Harvard, one of Amer- 
ica’s elite universities. To Gordon Brown, the 
chancellor, this state of affairs was an “abso- 
lute scandal’’—a sign that Oxford and Cam- 
bridge still favour privately-educated pupils 
rather than more-deserving students from 
poorer backgrounds, 

The grip that Oxford and Cambridge still 
exercise on the British imagination is in 
many ways regrettable. Miss Spence was of- 
fered places at several other excellent univer- 
sities, including Edinburgh, Mr Brown’sown 
alma mater. By treating her failure to get into 
Oxford as some sort of personal and na- 
tional tragedy, Mr Brown may have bol- 
stered the very elitism he is seeking to attack. 

But it remains true that, whatever the 
strengths of other universities, many of the 
most cherished positions in British society 
are occupied by Oxbridge graduates. Eight of 
the last ten prime ministers went to Oxford. 
Three out of four senior judges went to Ox- 
ford or Cambridge. Two out of three of the 
most senior civil servants are Oxbridge grad- 
uates. The top ranks of the media are heavy 
with the products of Oxford and Cambridge. 





Indeed, both the editor and the deputy edi- 
tor of this paper went, gasp, to Magdalen 
College, Oxford. (They both, however, previ- 
ously went to state-funded schools—so 
where this leaves them in Mr Brown’s class 
system remains obscure.) 

Unfortunately for Mr Brown, the case of 
Laura Spence could not bear all the weight 
he had laid upon it. Oxford University was 
swift to debunk his claims. Medicine is a 
very hard course to get in for, and Magdalen 
is a sought-after college. The successful ap- 
plicants had qualifications just as good as 
Miss Spence’s. Indeed most of the students at 
Oxbridge are no longer the gilded, privately- 
educated white men of Mr Brown’s imagina- 
tion. A majority of the students are now from 
the state sector, just like Miss Spence. Ethnic 
minorities are well represented. And soon. 

So what was Mr Brown up to? Oxbridge’s 
alleged elitism is something that clearly 
bothers him. He has referred to it in the past. 
But the timing of this speech was notan acci- 
dent. It came when Labour is—for the first 
time during the Blair government—genu- 
inely flustered by evidence that the Tory 
party is gaining ground. There is much talk of 
Labour’s failure to connect to its heartlands. 


Mr Brown’s speech sounded like a calcu- 
lated attempt to show that Labour is still the 
party of “the many, not the few.” To ram the 
point home, it was followed up by speeches 
and interviews by the most senior ministers 
in the government—the foreign secretary, 
Robin Cook, and John Prescott, the deputy 
prime minister. 

The intriguing question is whether the 
Spence case will mark a real change in tack 
for the government. For one of the central 
messages of New Labour was that, in Mr 
Blair's words, “the class war is over". New La- 
bour, unlike Old Labour, did not threaten a 
frontal assault on the privileges and bank ac- 
counts of the middle classes. Private schools 
would not be penalised. Taxes would not be 
raised. The task instead would be to ensure 
that opportunities for social mobility are 
more widely spread. In a recent interview, 
Mr Blair expanded on this idea: “The class 
war is over, but that is not to say that there 
still aren'tclass divisions. You are not going to 
liberate the potential of the people who are 
down at the bottom of the heap by waging 
war on the middle class today. That is not 
what the game is about at all.” 

The Spence controversy raises the ques- 
tion of whether Labour is going back to play- 
ing that older game. Government ministers 
have tried to reconcile Mr Brown’s assaulton 
Oxbridge elitism with Mr Blair's earlier at- 
tempts to end the class war. They have in- 
sisted that they are not against wealth or suc- 
cess. While the government's language may 
now be more confrontational, they say its 
aims remain the same: a meritocracy in 
which opportunities are equal. 


From Wilson to Blair 


But this call to create a classless society is less 
revolutionary than Mr Brown might like to 
believe. In fact it has been the clarion call of 
most governments since the 1960s. At that 
time, with the empire gone and Britain slip- 
ping rapidly down all the world league ta- 
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bles of industrial and economic productiv- 
ity, a widespread agreement emerged on 
both the left and right of politics that class 
was largely responsible for Britain’s inept 
economic performance. 

Britain’s much vaunted social and politi- 
cal stability had been bought at a price. The 
rest of the world had changed, often brutally 
and violently. But Britain had not. By stunt- 
ing the ambition of so many and excluding 
the majority from the opportunities open to 
a narrow elite, the class system was deemed 
to be not only archaic but wasteful of the 
country’s human resources as well. 

By 1960 a full-scale inquest was under- 
way on Britain’s decline, and class was the 
chief suspect. Books began to appear with ti- 
tles like “The Stagnant Society” and “The 
Establishment”. All placed class at the rotten 
heart of a country failing to come to terms 
with its post-imperial status. A new genera- 
tion of satirists and comics—Peter Cook, Du- 
dley Moore, “Monty Python”—made their 
reputations by lampooning class privileges 
and prejudices. Even the Germans got in on 
the act. During yet another of Britain’s recur- 
ring economic crises during the 1970s, the 
German chancellor Helmut Schmidt was re- 
ported as telling James Callaghan, the prime 
minister: “As long as you maintain that 
damned class-ridden society of yours, you 
will never get out of your mess.” 

The politician who captured this mood 
and made it into a political crusade was the 
Labour leader, Harold Wilson. He was made 
leader of the party in 1963, at a time when of 
the four previous prime ministers, all from 
the Conservative Party, three were old Eto- 
nians and one (Churchill) was an old boy of 
Britain’s second-poshest school—Harrow. 


Unequal peers 
Wilson made the link between class and 
amateurism, and argued that the class sys- 
tem was responsible for the conservatism 
and lack of innovation that had condemned 
Britain to lag behind. He made a famous 
pitch for a classless society at the party con- 
ference in 1963: “For the commanding 
heights of British industry to be controlled 
today by men whose only claim is their aris- 
tocratic connection or power of inherited 
wealth is as irrelevant to the 2oth century as 
would be the continued purchase of com- 
missions in the army by lordly amateurs.” 
Wilson was the high priest of modern- 
isation. As a state-school educated, region- 
ally-accented, mackintosh-wearing com- 
moner he personified the break with the old 
elite. He teased the prime minister and Tory 
party leader mercilessly about his impecca- 
bly aristocratic roots, always referring to him 
as the 14th Earl of Home. In the wake of Wil- 
son’s populist assault on class, politicians of 
all persuasions rushed to embrace the new 
classless Britain. The Tories quickly sidelined 
the old Etonians, and state-educated boys 
and girls have led the party ever since. 
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But the greatest class warrior of all was 
Margaret Thatcher. She declared war on the 
upper-class amateurs in her own party, 
whom she liked to call the “so-called gran- 
dees”. She culled her cabinet of most of 
them, the Gilmours, Soameses and Pyms, 
and marginalised them politically. Outside 
her own party she confronted what she re- 
garded as a complacent establishment, 
whether in the sac or the Foreign Office. 

But Mrs Thatcher also declared war on 
the organised working-class, breaking the 
power of the unions in a series of set-piece 
confrontations in the mid-1980s, culminat- 
ing in the year-long min- 
ers’ strike of 1984-85. She 
stood for laisser-faire, the 
entrepreneurial ethos and 
the sturdy individualism 
of the middle classes. The 
wealth creation that she 
championed was meant 
to render class irrelevant, 
and so to spur further 
economic advance. 

Yet even after the rig- 
ours of Thatcherism, poli- 
ticians still felt it worth- 
while to play the class 
card. John Major, Mrs 
Thatcher's successor as 
Conservative leader and 
prime minister, made his 
humble origins central to 
his political strategy. In his 
campaign for the leader- 
ship of the Conservative 
Party Mr Major famously 
declared that his aim was 
to create a “classless soci- 
ety. Not in the grey sense of drab unifor- 
mity—but in the sense that we remove the 
artificial barriers to choice and achieve- 
ment.” 

His comments were said to be aimed at 
his rival for the Tory leadership, Douglas 
Hurd. Mr Hurd had been educated at Eton, 
that quintessential bastion of English privi- 
lege. He is a patrician in his manner and 
dress. By positioning himself as the rags-to- 
riches populist candidate, the Brixton-boy- 
made-good, Mr Major stole the crown from 
his more obviously experienced rival. Mr 
Hurd never recovered his composure, des- 
perately trying toexplain toan amused press 
that he was the son of a tenant farmer and 
had got to Eton only on a scholarship. Mr 
Major had played the class card, and won. 

Until this week it seemed possible to ar- 
gue that in Tony Blair's Britain class had fi- 
nally disappeared from the political agenda. 
After all, the prime minister had said so him- 
self. The leaders of the two main political 
parties seemed to make the point that con- 
ventional class categories are no longer rele- 
vant. Labour is led by the privately-educated 
Mr Blair; the Tories by a comprehensive- 
school boy, William Hague (who, yes, went 





The 14th Home 





to Magdalen College, Oxford). Indeed as Mr 
Brown wenton the attack over Oxbridge, the 
Tories’ response was to say that his class rhet- 
oric referred to a bygone age. 


Does class still matter? 


There is no doubting that both the Wilson 
and the Thatcher years put a substantial 
dentin the class system. Lord Dahrendorf isa 
sociologist by profession, and a German by 
birth. Now an adopted Briton, he first came 
to the country in 1952 and has been able to 
gauge the changes in British society as a 
semi-detached observer over half a century. 
He argues that over that time, 
England has changed “mas- 
sively”. 

Just listen to the voices. In 
1960, the queen’s English spo- 
ken in a suitably clipped accent 
was de rigueur for official Eng- 
land, especially on the ssc. To- 
day, those voices sound as 
though they belong not so 
much to another age as another 
planet. Indeed, today a sort of 
inverted snobbery operates, so 
accents either have to be re- 
gional or a curiously bland 
monochrome, often called “Es- 
tuary English”. Whereas Ted 
Heath, a Tory prime minister of 
the 1970s, signalled his upward 
social mobility by adopting a 
strangulated upper-class ac- 
cent, Mr Blair seems to have 
gone in the opposite direc- 
tion—he is often accused of us- 
ing Estuary English to connect 
with middle Britain. And there 
are those who say that Mr Hague’s Yorkshire 
accent has become more pronounced in the 
last couple of years, as his spin-doctors try to 
stress his credentials as a man of the people. 

Changing accents are not the only sign of 
the “collapse of deference”. Whereas in the 
1950s critics of the monarchy could be at- 
tacked in the street for airing some mild dis- 
sent about the size and cost of the royal 
court, now all royalty is regularly satirised 
and attacked on prime-time television. 

Everywhere, the traditional class distinc- 
tions in England have been breaking down. 
As often as not, government merely legiti- 
mised the dilution of class barriers that hap- 
pened rapidly after 1960. 

Itis tempting to argue, as a result, that the 
British obsession with class no longer reflects 
reality. Indeed a recent book by an econo- 
mist, and immigrant-made-very-good, Lord 
Bauer, argues that the English elite has al- 
ways been unusually open (“Class on the 
Brain”, Centre for Policy Studies, £7.50). Ac- 
cording to Lord Bauer, class has never been a 
great impediment to getting to the top in Eng- 
lish society. 

It is certainly true that the class system 
has always allowed a greater degree of social 
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mobility than is usually realised. How closed 
can British society be if Benjamin Disraeli, 
the son of a Moroccan-born Jew, could be- 
come prime minister at the height of the Vic- 
torian era? But Britain's relative social mobil- 
ity has. also staved off the revolutions that 
swept away. aristocracies in France (1789), 
Russia (1917) and Germany (19308). As a re- 
sult, many argue, Britain has retained rem- 
nants of the class system that no longer exist 

_elsewhere—not least the monarchy and a 
prominent titled aristocracy. One genuine 
blow to the class system struck by the Blair 
government has been the abolition of the 
right of hereditary peers to sit in the House of 
Lords, and exercise some sway over the gov- 
ernment. The monarchy’s position remains 
sacrosanct, for now. 

Arguably, however, the flummeries of 
the court are largely irrelevant to an increas- 
ingly mobile and undeferential society. Lord 
Bauer happily trots out any number of rags- 
to-riches stories to prove his point. He is one. 
Mr Major is another. So is Bernie Ecclestone, 
by some estimates Britain's richest man, and 


"Classification 


| 
| 
ARX said that if you owned nothing 
| but your labour, you were a pro- 
| letarian. The British government takes a 
| more nuanced view. The government 
| statisticians who devised a scheme of six 
| classes (professional; managerial and 
+ technical; skilled non-manual; skilled 
| manual; partly-skilled and unskilled) for 
| the registrar-general at the beginning of 
the 2oth century did so as part of an at- 
| tempt to refute the arguments of eugeni- 
| cists by showing that inequalities in 
| health had social rather than genetic 
| causes. The advertising industry’s ABCI 
| classification is based on the registrar-gen- 
| eral’s scheme, but pays more attention to 
differences in income. 
From the spring of 2001, however, the 
government will adopt a new “socio- 


economic classification” (the Office of Na- ` 


i 
| 
| tional Statistics doesn’t like the c-word) to 
| reflect the big social changes of the past 
century, such as the withering away of the 
old manual working-class. The inventors 
of the new scheme argue that social class 
| depends mainly on a person's position in 
| the labour market. Their scheme divides 
| people up according to the nature of their 
employment “contract”. Those at the bot- 
tom make a short-term exchange of cash 
for labour. Those at the top are involved in 
| a longer-term contract in which they are 
| rewarded not only by income but also by 
| promises of rising income and perks. 
| The new scheme yields seven classes: 
- higher professional and managerial; 
| lower professional and managerial; inter- 
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the son of a fisherman who now owns and 
runs Formula One racing. Lord Irvine, Brit- 
ain’s chief law officer and so the very epit- 
ome of establishment man, comes from 
humble origins in Scotland. Lord Jenkins, the 
chancellor of Oxford University, went to a 
modest school in Wales. One could go on 
andon. 

Anecdotes, however, are not enough to 
prove that class is an irrelevance. A degree of 
social mobility can still mask big variations 
in life chances, But on at least one standard 
measure of class distinction—inequality of 
wealth—Britain does not come out too 
badly. Wealth is less evenly spread than in 
much of Western Europe, but more evenly 
than in the United States—usually cited as 
the model ofa meritocratic society. 


Education, education, education 


But background does still matter in Britain, 
And the easiest way to put your finger on itis 
to look at the educational system. Class is 
still the major determinant of educational 
achievement. Recent research from the Insti- 
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| 
mediate (secretaries, policemen, etc); self- 
employed and small employers; lower | 
technical (eg, skilled manual workers); 
lower-level services and sales (shop assis- | 
tants and the like); and routine occupa- | 
tions (mainly semi-skilled or unskilled | 
manual workers). David Rose of Essex 
University, who helped devise the | 
scheme, says that it turns out tobe a good | 
predictor both of income (even though it 
is not based on income) and health (ex- 
cept-—intriguingly-—for the self-employed 
in class four, who are just as healthy as 
those in classes one and two). 
For most British people, however, | 
such careful delineations miss the point. | 
They will continue to pick up class signals | 
from a myriad of small signs. Not just the | 
obvious things like accent and education. | 
Just as telling are a taste for loud striped | 
shirts, cuff links, signet rings and Barbour 
coats--which are definite signs of a toff. | 
Oran urge todrive a white van, sportatat- | 
too and drink lots of lager—the post- 
Marxist definition of a proletarian. 








BRIT. 


tute of Education’s Centre for Longitudinal _ 
Studies shows this only too well. “Class im- 
pact on qualifications was just as great for 

the 1970 cohort as for the 1958. The average 

gap between the daughter of an educated. 
professional father and the daughter of an. 
unskilled man who left school at the mini- 

mum age represents about three rungs of a 

six-rung educational ladder. For sons the gap 

in each cohort is about two-and-a-half 
grades.” And again, “Class of origin and: 
childhood poverty make educational attain- 
ment moredifficult,even forchildsen of sim- 
ilar test scores.” In 1998, only a fifth of those: 
whose parents were in unskilled manual 
jobs achieved five ccsr passes at grades A to 
C. In contrast, more than two-thirds of chil- 
dren from. the professional and managerial. 
classes got five Gcses at this standard. 

But is Britain any worse in this respect 
than other countries? Yes, it is. The latest 
OECD report on world education shows that’. 
37% of people between the ages of 25 and 34 
in Britain do not have a good ccse-level 
qualification. That compares with an aver: 
age for all industrialised countries of 28%. 
Countries which do much better than Brit- 
ain include Germany, the United States,” 
Norway and Switzerland. British levels of 
“functional illiteracy” are around double 
those in Germany, according to another te- 
cent report. 

On the bright side, according to the 
OECD, Britain is now sending more young 
people to university than ever before. The 
British rate is 35%, higher than the interna- 
tional average of 23%, and the American rate 
of 30%. 

It remains the case, however, that your 
chances of getting to university are substan- 
tially affected by your origins. The Sutton 
Trust is an independent education think- 
tank, which has just finished analysing the 
intake into the country’s top 13 universities. 
Among other findings, their research shows 
that the chances of getting into a top univer- 
sity are about 25 times greater if you come 
from a private school than from a lower so- 
cial class or live in a poor area. Children from 
less affluent social classes account for 50% of 
the school population and only 13% of top 
university entrants—whilst children who 
live in poor areas account for 33% of the’ 
population but only 6% of entrants to top. 
universities. The bulk of these discrepancies ` 
are accounted for by the fact that the poor 
get worse qualifications than the well-off. 

Mr Brown suggests that part of the ex- 
planation is also snobbery at top universi- 
ties. Some research conducted at Oxford 
University two years ago did suggest that 
state-school pupils with the same qualifica- 
tions as privately-educated pupils were.. 
slightly less likely to be offered a place. But 
sirice then the proportion of successful state- 
educated applicants has risen. Oxford and 
Cambridge have also clearly made substan- 
tial efforts to widen access, including abol- 
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ishing their entrance exams—which were 
felt to favour well-coached private-school 
pupils. Ironically, the Spence case has led to 
accusations that selection by interview is 
even more class-biased. The government, 
like the Sutton Trust, is now pressing Ox- 
bridge and other universities to step up the 
search for talent in the state system, by em- 
ployinga network of talent scouts. 

But other recommendations for expand- 
ing access to the top universities are likely to 
be less palatable to the Blair government. 
Under Mr Blair Britain has abolished its sys- 
tem of “maintenance grants”, whereby all 
students qualified for means-tested help 
with their living expenses. University dons 
are almost unanimous in arguing that this 
has put pressure on poorer students to study 
at their home-town universities, since they 
can then live at home. Studying away from 
home—for example at Oxford or Cam- 
bridge—has become much more expensive. 
It may make sense for England to follow the 
example of Scotland, where fees are paid 
later and means-tested bursaries are pro- 
vided for the poorer students, instead of the 
old universal maintenance grants. 

The Sutton Trust is also running a trial 
scheme in which able students from state 
schools in Liverpool have their fees paid ata 
private school. This is meant to replicate the 
“assisted places” scheme, run by the Tories 
but abolished by Labour. 

In the final analysis, however, who goes 
to which university is the least important as- 
pect of the relationship between class and 
education in Britain. The likes of Laura 
Spence will do well whether they go to Ox- 
ford, Edinburgh or Harvard. 

The real problem remains the stubbom 
20-30% of the population who are not getting 
the necessary qualifications and who thus 
remain locked in relative poverty and social 
immobility. The New Labour term for this is 
“social exclusion”, but it merely recasts an 
old problem in different language. 

Whatever the problem is called, the gov- 
ernment is not ignoring it. It has launched a 





Meanwhile, outside Oxford 
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range of schemes to try to change matters— 
fromadrive toraisestandardsof literacy and 
numeracy in primary schools, to an effort to 
raise the incomes of low-income families 
and upgrade “sink” estates. But if Labour is 
to claim a real victory in eroding class divi- 
sions, it is here that the battle will have to be 
fought and won—not in the quadrangles of 
Oxford colleges. 


Northern Ireland 


Crisis control 


BELFAST 


UPHORIA never lasts long in Northern 

Ireland. For the past four months almost 
everybody has agreed that the restoration of 
the peace process depended on finding a 
way to restore devolved government to the 
province. On May 27th David Trimble, the 
leader of the Ulster Union- 
ists, won a vital internal 
party vote, allowing just that 
to happen. By a narrow mar- 
gin Mr Trimble’ party 
agreed that he could return 
to his post as first minister— 
and leader of a power-shar- 
ing government of Protes- 
tant unionists and Catholic 
nationalists. 

But no sooner were Mr 
Trimble’s feet back under 
the cabinet table than the 
doubts began to surface. Mr 
Trimble was able only to win 
his party’s support on the 
back of a promise by the IRA 
to demonstrate its commit- 
ment to peaceful politics, by 
allowing international in- 
spectors to look at some of 
its arms dumps. Most peo- 
ple expect the ira to deliver 
on this promise. The next question will be 
whether the republicans then proceed to 
real disarmament—or whether the impact 
of a viewing of their weapons dumps will be 
enough to defuse the unionist demand for 
decommissioning, 

The real struggles, however, threaten to 
be over reform of the police, the Royal Ulster 
Constabulary (ruc), and over the flying of 
flags over official buildings. John Taylor, Mr 
Trimble’s deputy, whose support was crucial 
to delivering the uur back into the coalition, 
said that he had extracted promises from the 
British and Irish governments over some rec- 
ognition or retention of the name of the 
RUC—an issue of huge symbolic importance 
to unionists. 

But any retreat from calling the new ser- 
vice by a deliberately neutral new title—the 
Police Service of Northern Ireland—will be a 
big worry to nationalists. They were already 





Trimble’s return 


concerned that reform of the ruc will stop 
well short of the full implementation of the 
report on police reform by Chris Patten, the 
former governor of Hong Kong. Aside from 
the question of the police service's name, na- 
tionalists worry that the revamped force 
may no longer be as accountable to local 
politicians as Mr Patten envisaged. This, they 
say, could undermine attempts to create a 
new policing service that commands 
nationalist confidence. 

If nationalists do decide that police re- 
form fails to achieve their basic objectives, 
the consequences could be serious. The re- 
publicans in particular would refuse to en- 
courage Catholics to join the new service, 
scuppering chances of creating a genuinely 
cross-community police force—at present 
the ruc is 93% Protestant. Republicans have 
also hinted that dissatisfaction with reform 
of the ruc could lead the ra to renege on its 
promise to allow inspection of arms dumps. 

But Mr Trimble is under pressure too. For 
now heretains a tenuous grip 
on his own party. But he is 
aware that the uur is losing 
ground in by-elections to the 
hardline Democratic Union- 
ist Party (pup), led by the 
Reverend lan Paisley. The 
pup is pledged to scupper 
the whole peace deal, and it 
thinks that it can displace Mr 
Trimble’s uur as the main 
voice of unionism in the 
province. 

In the meantime the pup 
has agreed to take up posi- 
tions in the power-sharing 
executive—but only, it says, 
to cause maximum disrup- 
tion. Its twocabinet ministers 
will constantly resign and be 
replaced by other pur mem- 
bers. Assembly meetings are 
also likely to be disrupted. 
Mr Paisley’s party loves 
nothing more than procedural trench-war- 
fare. Several of the likely nominees to the ex- 
ecutive specialise in disruption. Paul Berry, a 
24-year-old assemblyman from County Ar- 
magh, has been deployed at rallies and 
meetings to drown out opponents with non- 
stop hymns and anti-republican ballads. 
The Reverend Willie McCrea, a best-selling 
gospel and country and western singer, is 
also a fiery orator. 

And there is the lurking threat that vio- 
lence could yet undermine normal politics. 
Two men were killed in Belfast this week: 
one in a simmering inter-loyalist feud; the 
other death was possibly drug-related and 
perhaps the work of republicans. On June ist 
abomb wentoff under a bridge in London— 
raising fears that dissident republicans are 
back in business. But for now politics re- 
mains at centre-stage in Ulster. 

— —— = — = 
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Megaphone politics 


pe indulgence fora rant about the present nature of political 


discourse in Britain. What does Tony Martin, the Norfolk 
r shooting dead a burglar, have in common 
clever state-school girl refused a place at 
aus erviewers did not think her clever enough? 
Both illustrate Bagehot’s law, which says that the smaller the num- 















ber of people affected by some policy or proposal, the bigger the 
fuss politician in gtorisk making about it. 


The newsp; ve brimmed with Ms Spence ever since 
n, t ncellor of the exchequer, called her rejec- 
tion by Magdalen College “an absolute scandal”. But how bigis the 
universe of people affected by this “absolute scandal”? Even if you 
took it to include all those university 
applicants with the necessary 
straight a grades from state schools 
who apply to Oxford or Cambridge 
and fail togetin, youcome up witha 
few thousand at most. All that can 
be said in mitigation is that this is 
bigger than the number of people 
for whom William Hague, the Con- 
servative leader, claimed to be 
speaking when he advocated a 
change in the law on manslaughter 
following the Martin case. This uni- 
verse consists of householders con- 
victed of murder when their real 
motivation was self-defence. A 
mere handful of people—if any— 
fall into this category, and yet Mr 
Hague’s protestations on their be- 
half are credited (along with some 
ungenerous remarks about asylum- 
seekers) with having helped the 
Conservatives to turn in a good per- 
formance in last month's local-gov- 
ernment elections and notch up a 
modest recovery in the opinion 
polls. What sort of politics is this? 

At a stretch, you could defend 
Messrs Brown and Hague by argu- 
ing that they have the right to care 
about every sparrow’s fall. But that 
gives them more credit than they deserve. With a general election 
said to be only a year away, the beauty of the Spence and Martin 
cases is that each offers a way for politicians to attach big signals to 
small or non-existent differences in policy. Thus Mr Hague seized 
on the Martin case to send the signal that although Jack Strawis one 
of the toughest home secretaries Labour has ever had, the Tories 
are just that smidgen harder-hearted when it comes to dealing 
mercilessly with burglars. Mr Brown seized on the Spence case to 
remind voters (and doubting members of his own party) that, de- 
spite some appearances to the contrary, the cause of equality 
burns no less bright in the heart of New Labour than in the Labour 
of yore, and that the government is determined to root out privi- 
lege wherever it may lurk. Mr Brown sees this as an important 
message, but few obvious policy implications flow from his egali- 
tarian fervour. The government might give top universities finan- 
cial help to recruit more state-school students. But whocares about 
the details of policy when so few people are affected directly in ei- 
ther case? The main pointis to make a noise. 

This is dispiriting stuff. On the one hand, a race to the bottom 
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on law and order; on the other, a phoney war about “privilege”. 
How did British politics descend to this? Bagehot’s law suggests 
that the reason is risk-aversion. It suits both of the main parties to 
concentrate on marginal symbolic issues because neither dares 
risk making too much fuss about the real issues that will have an 
impact on millions of voters, Consider two examples. 

The first is the dwindling debate on the euro. Only a few 
months ago, Mr Hague saw Mr Blair’s enthusiasm for early. mem- 
bership of the single currency as one of the governmen:’s few 
weaknesses. It was, after all an enthusiasm that few voters shared. 
Only a few months before that, Mr Blair saw the Tories’ hostility to 
Europe as one of Mr Hague’s vulnerable flanks: internal divisions 
on Europe had, after all, tarn the 
previous Conservative government 
apart. For different reasons, how- 
ever, neither party is as eager as it 
was to put the issue at the centre of 
“its campaigning. Their formal posi- 
tions have not changed. But with 
public opinion chilly on the euro, 
Mr Blair has had good reason to de- 
mote Europe as an issue for the gen- 
eral election. (A recent pro-euro 
speech by Peter Mandelson put 
other members of the cabinet in a 
spin.) And for the present Mr Hague 
has had good reason to conaive in 
this effort. “Saving the pound” is a 
less useful clarion call when its 
strength is hurting exporters. 

The second example is taxation. 
In the 1980s the size of the state and 
the level of taxation were the most 
vital points of debate between the 
main parties. There are still large dif- 
ferences between them, as there 
ought to be if voters are to be given a 
choice between bigger government 
and higher taxes and smaller gov- 
ernment and lower taxes. To his 
credit, Mr Hague has taken the risk 
of sticking to a controversial “guar- 
antee” that a Conservative govern- 
ment would reduce the share of national income absorbed by 
taxes during the lifetime of a Parliament. In March he put what he 
called “the moral case for low taxation”. But he refuses to acknowl- 
edge that reducing taxes over the long term implies that public 
spending will fall as well, or to specify which parts of state activity 
he would then transfer to the private sector. 

Labour is even less transparent. Raymond Plant,chairmanofa. . 
Fabian Society commission studying taxation and citizenship, 
complains that reasoned debate about taxation has almost disap- 
peared from public life. As the government completes the Com- 
prehensive Spending Review, due in July, extra billions are prom- 
ised for health, education, transport, law and order, and welfate. 
But Mr Brown still finds it hard to admit that he has raised the tax 
burden, still less that all of his budgets so far have redistributed 
wealth from the rich to the poor. If he is the egalitarian he claims to 
be, why so furtive and defensive? In the Spence and Martim cases 
the parties attach big signals to small issues. In the case of Ewrope, 
tax and the size of the state, they find it safer to attach small signals 
to big issues. Political debate is the poorer for it. 
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THE RIGHT RELATIONSHIP IS EVERYTHING 
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Italy’s Fiat ‘want 


of Fiat's soul 


become Europe’s equivalent of General Electric. But can it 


succeed i in adding services of all kinds to the things it makes? 


N JUNE ay Paolo Fresco, chairman of 

Fiat, Italy’s largest industrial group, will 
sit before its annual general meeting to an- 
swer shareholders’ questions. The occasion, 
rarely easy, will be more fraught than usual. 
Since the group's announcement on March 
jth of a joint venture in the car business 
with. General Motors (Gm), investors have 
questioned Fiat's future. If it can no longer 
compete by itself in cars, where is it hoping to 
compete? Should it be thinking of quitting 
the car business altogether? 

Mr Fresco’s answer will be tospell out his 
long-term strategy for Fiat. In the past two 
years, he says, the group has made enormous 
progress across a range of businesses that are 
poised for growth. A string of little-noticed, 
but important, deals have helped Fiat to be- 
come a world leader in businesses such as 
agricultural machinery and production sys- 
tems. But there is also something different. In 
future, Fiat will stretch into a host of new ac- 
tivities, trying to grab value from service- 
based businesses associated with the multi- 
tude of products it makes. 

For instance, its huge Iveco truck and bus 
division will not be content simply to sell ve- 
hicles. It will expect to sell financial leases 
and insurance as well, and to allow custom- 
ers to rent rather than buy vehicles if Bi 
prefer. Last year, services produced only 
around 4% of Iveco’s €3um ($331m) of op- 
erating profits. This year the figure should 
be around 20%. In a few years’ time, it 
could reach as high as 40-50%. 

Similarly Comau, a division that 
makes production and automation sys- 
tems for big car makers such as Ford and 
GM, as well as Fiat itself, has successfully 
branched into servicing those systems 
and into the maintenance of auto- 
mated factories. This year Comau’s 
service operation is expected to 
make net sales of €700m. Fiat's 
Toro insurance arm is growing 
equally fast and is a division in its 
own. right. In the first three months 


of this year, it made €7om in profit, up = — ~ 


from €39m in the same period last year. 
Mr Fresco can cite similar examples 
across the Fiat group. His goal is to see new 
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service-related businesses grow to the point 
where they represent a significant part of 
Fiat’s earnings, perhaps even a majority. 
There are three main reasons for the shift 
in strategy: 
e The automotive businesses, lorries as well 
as cars, are cyclical and profits are subject to 
downward lurches whenever overcapacity 
bites. In the past, Fiat tried to dampen this 
volatility by diversifying geographically, 
and particularly by expanding into emerging 
markets such as Brazil and China. In future, 
earnings diversity will also come from busi- 
ness services of all kinds; 
* Competition in many of Fiat’s businesses 
has made the production of physical ma- 
chines and products a low-return activity. 
Building everything from trains and tractors 
to aircraft-engine parts is capital-intensive, 
but tends to be poorly rewarded. The aim to- 
day is to enhance results by making money 
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Galore (financing and insurance) and after 
(servicing and maintenance) the sale of. . 
physical goods, Service businesses have: 
double-digit’ margins, significantly higher 
than those in cars, so the effect of more such 
activity should be to lift Fiat toa higher level 
of overall returns; and 
¢ The founding Agnelli family, which rê- 
mains Fiat's largest shareholder and whose 
senior member, Gianni, holds the position 
of honorary chairman, is running out of pa- 
tience with the group’s poor share-price per- 
formance and expects much better returns 
in future (see box on next page). 
In describing the new group strategy, Mr 
Fresco speaks with the zeal of the General 
Electric senior manager that he was. before 
joining Fiat's board in 1996. Indeed, he still 
sits:on. Ge’s- board. At that time, Fiat was 
fiercely cutting costs by bringing everything 
from payroll systems to building mainte- 
nance in-house. After 1998, when Mr Fresco 
became. chairman, many of these services 
were encouraged to begin seeking outside 
customers. “Our approach is similar to Ge’s,” 
he says, “in that we intend to build on our 
core competences, without straying too far 
from them.” 





Nuts and bolts 


What are Fiat's core competences? Mr Fresco 
says that five activities link car making with: 
other vehicle-based businesses such as 
Iveco. These are: marketing, research and de- 
velopment, manufacturing, purchasing and 
distribution. But a more recently acquired 
skill across the group is the servicing on 
which so much stress is now being placed. 
Already, the effect on businesses such as 
Comau, Teksid, the group’s metallurgical 
and foundries arm, and Magneti Marelli, 
which makes automotive components, has 
been dramatic. In 1998, 44% of Comau’s sales 
were within Fiat itself. This year, thanks in 


|. part to its acquisition in 1999 of Fico, an 


American rival, Comau will sell as nauch to 
Ford as it will to Fiat, which will account for 
one-fifth of sales. Teksid relied on in-house 
customers for almost half its sales in 1998." 
This year, Fiat will account for less 
than one-quarter of Teksid’s 
sales, with Renault looming 
close behind, and cm and 
DaimlerChrysler accounting for 
24% between them. Magneti Ma- 


id 
a! «Ñ relli has focused its operations, selling 
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its lubricants arm, but acquiring 500 
European outlets from the Midas quick 
auto-service business as the prelude to an 
ambitious continental roll-out. 

In general, Fiat has reduced its depen- 
dence on local demand. A decade ago, it re- 
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lied on Italy for 56% of its sales. Only 9% of | 


turnover was outside Europe. Last year, after 
acquisitions such as Case, an American agri- 
cultural-vehicles maker that has been com- 
bined with Fiats New Holland equivalent, 
26% of sales were outside Europe, and Italy 
accounted for only 38% of sales. All told, Fiat 
spent €6 billion in 1999 buying a string of 
firms to strengthen its non-car businesses. 

But Mr Fresco is adamant that car mak- 
ing will stay at the heart of Fiat’s long-term 
strategy, despite the fact that the division has 
been a drag on profits. Last year, cars ac- 
counted for 50% of Fiats €48. billion turn- 
over, but lost €121m, after losses of €108m in 
1998. Mr Fresco says that the profitable re- 
mainder of Fiat would lose a lot of solidity if 
it were to be deprived of the base that car 
making provides. Indeed, on May 23rd, Paolo 
Cantarella, Fiat’s chief executive, reassured 
an Italian parliamentary commission that 
there would be more cars, not fewer, in Fiat's 
industrial future. 

As for the joint venture with Gm, Mr 
Fresco argues that it is a novel effort to enjoy 
the benefits of a big merger without the asso- 
ciated pain. Fiatand cm will channel around 
80% of their total car-production costs into 
the venture, hoping to save €1 billion apiece 
in annual costs. More firms, including South 
Korea's Daewoo, are expected to join, creat- 
ing a confederation that will command 
enormous purchasing power. 

As transformations go, Fiat’s is in its early 
days. Mr Fresco and Mr Cantarella want the 
group to compete wherever it can be among 
the world’s leading firms, and are prepared, 
with the glaring exception of cars, to jettison 
businesses that fail to meet that standard. Mr 
Fresco emphasises that he wants Fiat to be 
seen notas a conglomerate in the usual sense, 
but rather as a set of related businesses built 
around a shared platform of skills. 

There is a simple test for this vision. The 
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group's shares have suffered in the past be- 


cause investors have seen Fiat as a troubled 
car company with a ragbag of businesses 
tacked on. Mr Fresco speaks with frustration 
of the “conglomerate discount” that Fiat 
shares bear. To deal with it, Fiat is trying to 
buy back minority shareholdings in several 
listed subsidiaries. But that is mere tinkering 
compared with the bigger challenge of emu- 
lating Ge. In future, Fiat needs to persuade 
the market that it is a services-to-manufac- 
turing powerhouse capable of top-class per- 
formance that happens to include a car- 
making arm. In other words, instead of wait- 
ing to be seduced by the latest model from 
Fiat or Alfa Romeo, investors should be 
watching only one nang the bottom line. 


UST do better: that is the verdict of 
IFIL, an investment fund that owns 
12.5% of Fiat’s shares and is its second-big- 
gest shareholder. If the chiding seems 
mild, consider that rrit’s chairman is Um- 
berto Agnelli, younger brother of Gianni 
and a senior member of the family that 
founded Fiat in 1899. 1F1L, one of two vehi- 
cles through which the family controls 
| Fiat, has long been relaxed about the 
group's financial performance, admits the 
younger Mr Agnelli, No longer: Fiat is now 
expected to do as well as the rest of the 
portfolio. By implication, more of the fam- 
ily fortune could be directed elsewhere if 
Fiat fails to shape up. 

The main Agnelli family holding in 
Fiat is in 11, which. has a direct stake of 
18.1% in Fiat’s ordinary shares and is also 
IFiL’s parent, with a 54.2% interest. The 
| family’s cassaforte (strongbox), a partner- 
ship called Gaec, owns all of rs voting 
shares. 1F1 itself is diversified, owning a 
stake of 1.2% in Sanpaolo ımı (a bank) and 
| other lesser investments that include 
| ownership of Juventus (a football club). 
| However, 1F1’s interest in Fiat represents a 
whopping 55% of the €3.6 billion ($3.4 bil- 
lion) net asset value in its portfolio, and its 
investment in trit is a further 31%. 

Clearly, the Agnelli family remains 
heavily exposed to Fiat’s fortunes. But the 
family has been spreading its risk, mainly 

| through re. The process has been only 
{ 
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gradual. In 1988, the year after it did its first 
significant deal (an alliance with Bsn, a 
French food group now called Danone), 
1F1t’s shareholding in Fiat accounted for 
53% of the value of its portfolio, then val- 
ued at €775m. Today Fiat represents one- 
quarter of the portfolio’s net asset value of 
€5.2 billion. 

Twelve years ago, food was the main 


Orang 








rance Telecom 


Cocky Snook 


HIS week, for the second time in little 

more than six months, Hans Snook, chief 
executive of Orange, a British mobile-phone 
operator, found himself sharing a stage at a 
London hotel with the new owners of his 
company. On the first occasion, Mr Snook, 
despite having pocketed £45m ($67m) in 
vested options, wore a black suit and a grim 
face. This time, as he and France Telecom’s 
boss, Michel Bon, went through the ritual of 
mutual backslapping and embarrassing 
photocalls, Mr Snook cozed self-satisfaction. 

Not surprisingly. At that earlier press 


diversification away from Fiat. Even after 
realising substantial gains (€164m in 1999) 
by selling most of its food interests, 1F1L 
continues to hold financial investments 
of 7% in Galbani, an Italian food group, 
and 4.2% in Danone, through Worms; a 
French subsidiary. “Our investment in 
Danone and the investment with them in 
Galbani give me most satisfaction,” says 
Mr Agnelli. 

During the 1990s, ırı diversified into 
banking (it has 3.8% of Sanpaolo 1m1), re- 
tailing (51.5% of La Rinascente, in an ar- 
rangement with France’s Auchan), hotels 
and tourism (interests include stakes in 
Club Med and Accor), and substantial in- 
dustrial investments, through Worms, in 
paper and sugar. It also moved into and 
out of cement, where a small investment 
remains, and telecommunications. IFIL 
booked a profit of €169m when it ten- 
dered its Telecom Italia shares to Olivetti 
in last year’s takeover. 

Mr Agnelli describes it’s strategy as 
active portfolio management through 
seats on the boards of companies in 
which it has stakes, as well as the con- 
tribution of financial and operational re- 
sources, The active tag also means that itis 
willing to dispose of investments that un- 
derperform or do not have the potential to 
add value. As well as the Agnellis, irit has 
other shareholders to keep happy: Mor- 
gan Stanley owns 2%, Société Générale 
1.5%, Pictet (a Swiss investment bank) 1.7%, 
a Kuwaiti pension fund 5.6% and Citicorp 
0.8%. Getting a better return out of Fiat, a 
stable investment, asserts Mr Agnelli, 
would help. He hopes that Fiat’s venture 
with om will bring good results, partly be- 
cause this will allow the automotive group 
to diversify further. A clear message to 
Paolo Fresco, Fiat's chairman. 
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conference, Orange was little more than a 
sideshow, albeit one that hiad triggered Eu- 
rope’s biggest takeover battle. Mr Snook was 
on hand to lend support to Mannesmann’s 
Klaus Esser as he began his doomed cam- 
paign to save the German telecoms firm 
from the powerful clutches of Vodafone Air- 
Touch. 

The reason that Mr Shook looked so un- 
comfortable was that Mr Esser’s defence was 
based largely on trying to persuade investors 
that Mannesmann’s approach to integrating 
mobile with fixed-line services was superior 
to Vodafone's pure wireless strategy. For Mr 
Snook, famous in the industry as the most 
passionate prophet of a “wirefree future”, in 
which mobile devices make fixed-line net- 
works redundant for all but the most data- 
intensive applications, it was pure torture. It 
was also clear that the ebullient and slightly 
eccentric Mr Snook-—Orange’s offices are ar- 
ranged on strict Feng Shui principles, and Mr 
Snook is passionate about the delights of co- 
loniċ irrigation—was not enjoying the ex- 
perience of being integrated. 

How ironic, ee that Mr Snook’s great- 
est business rival, Vodafone's Chris Gent, 
should turn out to be his saviour. It was al- 
ways a certainty that, ifit succeeded in its bid 
for Mannesmann, Vodafone would be re- 
quired by regulators to dispose of Orange. At 
first, however, it seemed that it would be 
hard to reconcile Mr Snook’s desire to see 
Orange relisted and restored to indepen- 
dence with Mr Gent's determination to get 
his hands on as much ready cash as possible 
by means of a trade sale. 

With Vodafone's precious single-a credit 
rating in danger, Mr Gent wanted not only to 
reduce the debt burden from acquiring Man- 
nesmann, but also to havea war chest tosup- 
port further bidding across Europe for “third 
generation” (3G) mobile licences. The British 
government’s success in April in raising an 
average $7 billion from each of five bidders, 
including Vodafone and Orange, has quick- 
ened the pulse of finance ministries in other 
countries. In France and Germany, for in- 
stance, some officials are urging that alloca- 
tion of licences to transmit high-speed data 
services should be by auction rather than by 
the “beauty contests” that have been held in 
Finland and Spain. 

The slightly galling problem for Mr Gent 
was that a large part of Orange’s value was 
seen to rest on keeping on board Mr Snook 
and his management team, including his 
deputy, Graham Howe. Together, they are 
credited with having created, since the 
launch of Orange six years ago, what many 
analysts believe to be one of the world’s best 
mobile-phone brands. 

Although still only the third-placed firm 
in the British market, with a 22% share, 
Orange is the fastest-growing operator, 
claiming a third of all net subscriber addi- 
tions in the six months to the beginning of 
April. The clear winner of most quality-of- 
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service surveys over the past three years, 
Orange is also providing the stiffest compe- 
tition to Vodafone's well-established leader- 
ship in the business market. It is that solid re- 
cord, as well as his talent for promoting 
himself asa visionary, that put Mr Snookina 
powerful position. In effect, while giving Mr 
Gent the cash he was so desperate for, Mr 
Snook has engineered a reverse takeover of 
France Telecom's mobile assets—businesses 
with a turnover last year of €5.1 billion ($5.4 
billion), compared with Orange’s €3 billion. 

Vodafone will get an immediate cash 
boost of €22.2 billion from the deal. It will 
also receive €18.1 billion-worth of shares in 
France Telecom, which it must hold for at 
least six months and which are subject to a 
two-stage repurchase agreement should 
they fall in value. But it will also get a power- 
ful and focused new European rival. 


Fizzy Orange 


The combined entity will be called Orange 
and led by Mr Snook’s team. It expects that 
the subsidiaries it controls, including Itineris, 
the biggest operator in France, with nearly 
half the market, will have 30m subscribers 
by the end of the year and a substantial pres- 
ence in 16 countries (see chart). In the next six 
to nine months, 15-20% of new Orange will 
be offered to the public, with listings in Lon- 
don, Paris and New York. While France Tele- 
com expects to use the proceeds to buy back 
its shares from Vodafone, the €100 bil- 
lion-150 billion value that investors may give 
Orange will provide Mr Snook with the ac- 
quisition currency that he needs to compete 
with Vodafone and Deutsche Telekom’s r- 
Mobil, as they drive consolidation through 
the European wireless market. 
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Most of all, the planned flotation sym- 
bolises the operational independence that 
Orange Appears to have won from its new 
parent. For competitors “hoping that Mr 
Snook will chafe under the wing of a state- 
owned former monopoly (the French gov- 
ernment still owns nearly two-thirds of 
France Telecom, although that will now fall 
to 54%), it is not good news. At the press con- 
ference, Mr Bon, who will chair the new en- 
tity, grinned indulgently as Mr Snook 
banged his now-familiar drum about how 
mobile technology would sweepall before it, 
consigning fixed-line networks to history. 
Even when Mr Snook gave a notably re- 
served response toa question about co-oper- 
ation with the British cable operator NTL, of 
which France Telecom owns 25%, Mr Bon 
kept his smile in place. 

Mr Bon is right to be delighted with his. 
acquisition, which, after the dissolution of 
the Global One alliance with America’s 
Sprint and Deutsche Telekom, restores some 
much-needed credibility to France Tele- 
com’s attempts toexpand beyond its (still se- 


cure) home base. Orange is also a wonderful. 


prize for which he does not seem to-have 
overpaid. But he will need all the skills asa 
conciliator and decentraliser that he learned 
when sorting out Carrefour, France’s largest ` 
retailer. Since France Telecom must have res- 
ervations about Mr Snook’s view of the wire- 
free future, conflict cannot be discounted. 
After Orange’s flotation, Mr Snook may dou- 
ble his already considerable personal for- 
tune, which is unlikely to make him any less 
independent-minded. Of course, everything 
could goswimmingly—a perfect meshing of 
opposing cultures and personalities. But 


where there is doubt about who is really the — 


bess, there is always potential for trouble. 
That, at least, is what Mr Gent will be hoping. 
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Investing in Brazil 


Trouble in 
paradise 


SAC PAULO 


ULTINATIONALS seem as convinced 
as ever that “Brazil is the country of | 
the future”—as it always has been. Foreign 
direct investment was a record $31 billion 
last year (among emerging economies, only 
China got more) and the government ex- 
pects a similar amount this year. Much of the 
money is going on snapping upexisting com- 
panies. But several recent cases show that 
buyers must watch out for nasty surprises. 
Consider Spain’s Banco Santander. In 
January it agreed to buy Bozano, Simonsen, 
an investment bank. Then it emerged that 
the Brazilian bank had been routing money 
through offshore “fiscal paradises” to avoid 
taxes. If the tax authorities judge the scheme 
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inadmissible, Bozano, Simonsen will have to 
pay perhaps 1 billion reais ($550m) in back 
taxes and fines, equivalent to more than half 
its market value. Fortunately for Santander, 
this bad news emerged in time for it to insist 
that the bank’s seller, Julio Bozano, deposit 
enough money in an escrow account to 
cover the possible tax bill. 

mci WorldCom, an American telecoms 
firm, may not be so lucky. After it bought 
Embratel, a long-distance operator, from the 
government, it was slapped with a 1.3 billion 
reais tax bill over profits made on interna- 
tional calls while Embratel was still owned 
by the state. The government insists that MCI 
knew it might face this bill when it bought 
the firm; mci insists otherwise. 

The peculiarities of Brazil’s tax and legal 
systems make such unexpected bills a bigger 
worry than in most other countries, says 
Steve Rimmer of KPMG, a consultancy. Else- 
where, past liabilities can be left behind by 
buying a company’s assets and goodwill, 
rather than the firm itself. Quirky Brazilian 
laws often rule out such dodges. And Brazil's 
judges enjoy broad autonomy in interpret- 
ing laws, which, like tax rules, have suffered 
frequent changes during the country’s past 
20 years of economic turmoil. 

Tax demands can also arise from local 
firms’ tendency towards downright illegal 
behaviour. Many companies divert part of 
their takings into a second set of accounts, 
known as a caixa dois, which the taxman 
never sees. Law-abiding foreign buyers can 
put a stop to such fiddles, but they still risk 
paying for the previous owner’s misdeeds. 

Another common danger is that a buyer 
will be sued by the acquired firm's former 
workers. Brazil’s labour laws are biased to- 
wards employees, and big firms have to hire 
lawyers to fight suits that would be laughed 
out of court elsewhere. Ex-employees often 
put in claims for up to five years of unpaid 
overtime. The burden of proof lies with the 
employer, A business may not officially 
have a pension scheme (and thus pension li- 
abilities), but if some retiring workers have 
received a payout in the past, the courts may 
tule that all workers must get one. It has be- 
come standard practice for a would-be ac- 
quirer to pore over the target’s employee re- 
cords and labour practices before 
committing toa deal. 

Business fraud is a serious problem in 
Brazil,as elsewhere in Latin America, and the 
climate of insecurity inside firms being sold 
can make scams more likely, says Marcelo 
Gomes of cee, a firm of financial detectives 
in Sao Paulo, The “due diligence” checks that 
buyers make on their potential purchases 
usually last only a few days, which is often 
too short a time to detect even simple fiddles 
such as the forging of invoices, he says. 

Frauds may begin only: after a firm has 
changed hands. For example, in one of Mr 
Gomes’s recent cases, the managers kept on 
by the new owner began diverting the firm’s 
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purchases through “brokerages” set up by 
those made redundant, the aim being to 
overcharge the firm and split the proceeds. 
Buyers of firms seldom have time to make 
background checks on key employees, to 
findout whether they haveother, conflicting 
business interests, or whether they enjoy a 
lifestyle out of all proportion to their salary. 
The sheer volume of investment pouring 
into Brazil means that a foreign buyer has an 
uncomfortable likelihood of stumbling 
upon dodgy dealings. But a simple solution 
is for buyers to demand, as in the case of Bo- 
zano, Simonsen, that part of the proceeds be 
set aside to cover any nasty surprises from 
whatever direction. Buyers can also insiston 
the right to renegotiate the price or even pull 
out if skeletons emerge in the first few 
months after they take over. Call it a new 
way of ensuring Brazil’s bright future. 
null 


Japanese chip makers 


All together, 
charge 


TOKYO 


HE boom-and-bust semiconductor 

business that floored Japan’s big elec- 
tronics groups a few years ago, when micro- 
chip prices collapsed, is hauling them back 
on their feet. A shortage of semiconductors 
for cellular phones, digital gadgets and net- 
work equipment has pushed chip prices 
skyward again. As is clear from their recent 
consolidated results, for the year to March 
zist, Hitachi, Toshiba, nec and Mitsubishi 
Electric would still be knee-deep in red ink 
had their chip-making divisions not 
bounced back so strongly. The “silicon cycle” 
is heading back up. 









Three years ago, when the cycle hit bot- 
tom, even mighty Hitachi seemed to be-on 
the edge of extinction. But, thanks to surging 
sales of semiconductors and. information- 
technology equipment, Japan’s largest elec- 
trical group has clawed its way backinto pro- 
fit. Wiping out a loss of ¥337 billion ($2.7 bil- 
lion) in 1998, it reported a net profit of ¥16.9 
billion in 1999, on ¥8 trillion of worldwide 
sales. Meanwhile, the bottomline at Toshiba, 
Japan’s second-biggest industrial electronics 
firm, would have been healthily back in the 
black (profit at the operating level was ¥101 
billion) had the company not opted to settle 
a class-action lawsuit relating to its laptops 
in America. 

Similarly, NEC went from a loss of ¥151 
billion in 1998 to a net profitof ¥10.4 billion 
on ¥5 trillion of revenue in 1999, thanks: to 
buoyant semiconductor sales. Even Fujitsu, 
the most focused and profitable of Japan’s 
five largest industrial electronics companies, 
with a robust ¥42.7 billion net profit on ¥5.3 
trillion of sales, has benefited from reviving 
semiconductor prices. 

The most surprising thing has been how 
fast the price of pram memory chips has 
risen. Even the industry’s elderly workhorse, 
the 64-megabit pram memory chip, has 
seen its spot price inch up from $8.50 late last 
year to $9.25 at the end of March. That may 
not sound much. But, although only around 
one-third of all chip sales are at spot prices, 
they are a leading indicator of how big semi- 
conductor contracts will be priced in the 
year ahead. Semico Research, a market-anal- 
ysis firm based in Phoenix, Arizona, expects 
DRAMS to regain their former status as the 
semiconductor industry's locomotive. $em- 
ico’s Sherry Garber thinks the growth in 
worldwide pram sales will slow only 
slightly, over the next couple of years, from 
its current 50% a year. 

After spending the past five years merg- 
ing production lines and shutting fabrica- 
tion plants (“fabs”), as they tried painfully to 
cut costs, Japan’s semiconductor firms now 
worry that they will have nowhere near 
enough capacity to benefit from the current 
DRAM boom. The urge to splurge on new 
fabs is spreading in Japan, so that even mi- 
nor producers such as Ricoh,a copier maker, 
are rushing to boost capacity. 

But hang on. Could Japan’s pram man- 
ufacturers be about to repeat the mistakes 
they made before? The last time that Tosh- 
iba, Nec, Hitachi, Fujitsu and Mitsubishi 
fought over the lion’s share of a booming 
new memory-chip market, they installed so 
much capacity that they wrecked margins 
for everybody, themselves especially. This 
time, they swear, things will be different. 

It is true that the microchips that are cur- 
rently in short supply around the world are 
not so much the plain old prams used in 
computers, copiers, fax machines and print- 
ers, but the more exotic “system-.si” devices 
used increasingly in digital equipment and 
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the so-called “flash” memory chips that are 
needed for mobile phones and other porta- 
ble gadgets that have to store information 
even when they are switched off. The mar- 
gins on such devices are not as razor-thin as 
those on DRAMS. 

More reassuringly, Japan’s electronics gi- 
ants no longer have money to burn; indeed, 
they want to share their investment costs. 
Over the past month, for instance, Toshiba 
has announced plans to build a new $700m 
fab in Virginia with the help of an American 
flash-chip producer called SanDisk. Fujitsu 
has said it will team up with Advanced Mi- 
cro Devices, another American semiconduc- 
tor firm, to build a $1.3 billion fab for flash 
chips in northern Japan. Other announce- 
ments are expected imminently. 

The real worry, however, is not so much 
about the compulsive tendency of Japanese 
chip makers to over-invest, but that their 
windfall profits from rising DRAM prices will 
encourage them to abandon many of the 
painful reforms that they had begun to put 
in place. Fujitsu apart, none of the others has 
shown any sign of concentrating on its core 
competence, as chip makers elsewhere have 
learned todo. 

Thus, none of Japan’s big microchip 
makers has suggested that it might be better 
off becoming a “fabless” firm that designs 
and markets its own devices, but gets others 
actually to make them. And none has hinted 
that it intends to exploit production skills by 
becoming a “foundry” producing chips for 
others. Instead, Nec, Toshiba, Hitachi, Mit- 
subishi and even Fujitsu all say the same 
thing: they will cut costs, reduce their depen- 
dence on low-margin prams and focus on 
the more lucrative system-Ls1 and flash 
memory chips. Shut your eyes, and you 
could be back in the early 1990s. 





Japanese retailing 


A yen tor cheap 
chic 


ORN of recession, a new group of chain 

stores is starting to reshape Japan’s ar- 
chaic retailing scene. Not before time. The 
country’s department stores, including Sogo 
and Seibu, have dominated the high street 
for far longer than is usual in most western 
countries. However, they have all been 
badly hit by the sharp drop in consumer 
spending over the past decade. As Japanese 
consumers have felt poorer, they have 
turned to a new kind of retailer—speciality 
stores that pile it high and sell it cheap. 

The most established is Muji. Its no-frills 
range of household goods, including tooth- 
brush holders and notebooks, has become 
the latest in spare chic, and is no longer con- 
sidered cheap. Nitori,a newer chain, is doing 
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a brisk business in cut-price furniture, Tsut- 
sumi sells mass-market jewellery, and 
Daiso’s “¥100” shops are taking business 
from big supermarkets such as Daiei. How- 
ever, until recently, there was relatively little 
change in the biggest category of all, clothing. 

Enter Fast Retailing. Although it opened 
its first store, branded UniQOlo, in 1984, the ca- 
sual-clothing retailer burst into the national 
consciousness only in late 1998, when it 
opened an outletin Tokyo’s trendy Harajuku 
district, brazenly up the street from an Amer- 
ican rival, Gap. Within weeks, teenagers and 
20-somethings were mobbing the store. 

The buzz shows no sign of fading. In the 
12 months to August 1999, Fast Retailing’s 
sales jumped by a third to ¥mı billion 
($927m). And just as Japanese retail sales for 
March showed their 36th consecutive 
monthly drop, Fast Retailing announced 
half-year sales that were up by 79%, and re- 
curring profits that nearly quadrupled to 
¥25.9 billion. Investors have caught on. Fast 
Retailing’s share price has jumped 23-fold 
since the start of 1999 and has outperformed 
Japan’s retailing sector by 1,600%. That is not 
bad for anon-Internet stock. 

Although there is nothing wrong with 
the quality of Fast Retailing’s clothes, their 
real selling-point is price. At ¥1,900, Fast Re- 
tailing’s fleece jacket is well below half of 
Gap’s price. Fast Retailing can sell this 
cheaply because itis a fully integrated opera- 
tion. Unlike traditional Japanese clothing re- 
tailers, which rely on a coterie of middlemen, 
Fast Retailing designs its own clothes and 
sources them directly from dedicated fac- 
tories in China. 

As both a manufacturer and a retailer, 
Fast Retailing benchmarks itself against 
Sony, Matsushita and Dell Computer rather 
than traditional retail stores. Among rival 
clothing companies, its models are Gap and 
Sweden’s Hennes & Mauritz, both sellers of 
cheap but stylish clothes with direct, tight 
control of supply. Fast Retailing’s economies 
of scale seem sure to grow as its chain ex- 
pands. Since Harajuku, it has opened around 
430 stores in Japan; and it plans another 80- 
100 each year. 

The startling thing is that its cheap 
clothes have become so cool. A few years ago 





BUSINESS 


teenagers loathed being identified with the 
company, throwing away their UniQlo 
shopping bags before leaving the store. But 
now, says Gen Tamatsuka, the company’s 
merchandising director, they are wearing 
UniQlo T-shirts with their Armani suits: 
“Japanese consumers used to believe that 
cheap meant bad. Now that perception has 
changed. They are learning that they can 
have good quality at low prices.” Fast Retail- 
ing’s image has also been burnished with 
some sharp advertising. 

Sceptics argue that cheap chic is a fad 
that will pass when Japan’s economy im- 
proves. However low prices train consumers 
to be more value-conscious even in better 
times. Spotting bargains is becoming cool in 
many countries, as the quality gap between 
discounted and pricier clothes narrows. 
Sales at Britain’s discount-clothing chains, 
such as Matalan, Ethel Austin and TK Maxx, 
are growing by almost 20% in a flat market. In 
Manhattan, home to some of the world’s 
most expensive boutiques, queues in 
Hennes’s recently opened flagship store on 
Fifth Avenue remain impossibly long, as 
shoppers crowd in to grab $15 dresses, by- 
passing the pricier, eerily quiet Gap nearby. 

In their early days, both Hennes and 
Gap were dismissed. Indeed Fast Retailing is 
threatening to become a real competitor to 
the big global chain-stores on which it has 
modelled itself. It plans to open its first inter- 
national store in Autumn 2001, although it 
won't say where it will be. At a time when 
both Hennes and Gap have issued their first- 
ever profit wamings and are under pressure 
from copycat chains such as Spain’s Zara 
and Mango, more competition is the last 
thing they need. And the last thing they 
might expect is that the competition would 
come from Japan. 


Heels piled high 
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American trucking 


Big rigs’ lucky break 


RICHMOND, VIRGINIA 


To survive the toughest market in their history, trucking firms built 
warehouses and logistics operations. Then e-commerce came along 


N A corner of a big warehouse in rural Vir- 

ginia, Bobby Thompson spends his days, 
amidst stacks of Teletubbies and inconti- 
nence products, waiting for e-mail. When 
the pc dings with a message, he follows its in- 
structions, picking some product off the 
shelf, then boxing and labelling it to be 
picked up. This is a new venture and still 
quiet, with hours between messages, so Mr 
Thompson fills in time by sweeping the floor 
and tidying up. Yet in this sleepy scene lie the 
seeds of a radical transformation of the 
trucking industry, one thatis catapulting it to 
the forefront of e-business. 

Although Mr Thompson's employer, 
Great Coastal Express, is a mid-sized re- 
gional trucking firm, the goods on the 
shelves around him belong to small Internet 
retailers and business-to-business (B2B) 
firms from as far away as Canada. They pay 
Great Coastal’s Gcx logistics subsidiary to 
handle their order fulfilment, its bricks com- 
plementing their own clicks. There is nothing 
particularly novel about that. After all, mail- 
order retailers have been outsourcing fulfil- 
ment to “pick and pack” logistics firms for 
years, and e-tailers, which are even more vir- 
tual, have adopted the model with a ven- 
geance. More telling is how Great Coastal 
and companies like it got into the business in 
the first place: as a fortuitous outgrowth of 
the desperate measures they were forced to 
employ tostay alive in an increasingly tough 
trucking business. 

Once, America’s trucking industry was a 
cosy, regulated semi-cartel, with a few big 
companies dominating most regions. cB ra- 
dio and the call of the open road made every 
boy dream of one day driving hisown rig; the 
18-wheel-culture boom created a bottomless 
pool of available drivers. But when deregula- 


fast, doubling and tripling in capacity even 
as prices dropped. The result was that trucks 
grabbed the lion’s share of the transport 
market from trains, and now account for 
more than 80% of the nation’s freight bill. But 
an ever-growing call for trucking services has 
combined with the diminishing appeal of 
the job to create an increasingly tight market 
for drivers. Today the industry is short of an 
estimated 50,000-80,000 drivers (out of 3m). 
And the average firm has to replace the 
equivalent of its entire workforce every year, 
a turnover rate five times as big as in the fa- 
bled tight job market in technology. 

This has forced the trucking firms to take 
desperate measures to attract and keep em- 
ployees. Carriers now have to pay well—the 
best drivers make more than $80,000 a 
year—and to offer such perks as chiroprac- 
tors, in-cab e-mail and special encourage- 
ment to husband-and-wife (and even pet) 
teams. 

But the most effective way to make the 
job more attractive has been to reduce the 
length of most trips to 300-400 miles, so that 
drivers can spend more time with their 
families. As drivers defected from long-haul 
firms to short-haul ones to recover a home 
life, trucking firms of all sorts had to change 
the way they worked to stem the tide. Many 
responded by setting up “terminals” and re- 
gional warehouse hubs at which one driver 
could hand over to another, Pony-Express 
style, or loads could be redistributed, both to 
limit the distance travelled and to avoid the 
bane of the industry, trucks carrying half- 
empty trailers for part of their journey. 

Once they had built these warehouses, 
trucking firms found new ways to use them, 
moving upstream into the logistics market 
that was rising to meet demand from manu- 





tion hit in the early 1980s, the 
business quickly lost its charm. 
Hundreds of thousands of 
small firms sprouted (there are 
now 450,000 trucking firms in 
America, compared with 
10,000 two decades ago), creat- 
ing vicious price competition 
that forced drivers to spend 
sleepless weeks ata time on the 
road merely to make a living. 
Burn out took its toll on experi- 
enced drivers, while drug test- 
ing and a requirement that 
drivers be at least 21 years’ old 
limited the inflow of new ones. 

Despite its lost mystique, 
the industry continued to grow 
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The shock of the new 





facturers looking for ways to save money by 
outsourcing their warehousing and ship- 
ping. Gcx, for instance, warehouses inven- 
tory for kB Toys and DuPont. Although own- 
ing and operating warehouses is expensive, 
it is also lucrative, allowing trucking firms to 
forge lasting relationships with manufactur- 
ers and to move beyond the cut-throat com- 
modity business of basic freight. Over the 
past decade, despite the trends of just-in- 
time manufacturing and shortening supply 
chains, total warehouse space in America 
has increased by 700m square feet. Most of 
the increase was in the third-party logistics 
industry, as it is known, which grew by 
nearly 17% to $45 billion last year, according 
to Armstrong & Associates, aconsulting firm 
based in Wisconsin. 


The homerun 


Then, by sheer coincidence, along came e- 
commerce. Suddenly the value of those 
warehouses became glaringly obvious. Few 
of the thousands of new e-businesses 
wanted the expense and trouble of building 
theirown fulfilment operations. If FedEx can 
package and ship computers for Dell (and 
the customer is none the wiser), surely the 
average trucking-turned-logistics firm can 
do the same for online firms. “Labour short- 
ages changed the industry, forcing us to 
move toward warehouses,” says Emmett 
Williamson, Gcx’s president. “It just so hap- 
pened that this plays well to e-commerce.” 

Today, reckons Armstrong, there are 
about 250 successful e-commerce fulfilment 
and logistics firms in America, of which 
around 25 have come out of the trucking in- 
dustry. But itexpects that number togrow, as 
more trucking firms capture the obvious 
opportunity. Already, some of the larger 
trucking and logistics firms, such as 
Schneider National, are building dedicated 
B2B e-commerce fulfilment operations. For 
instance, when a buyer clicks on the “ship 
now” button on paperloop.com, a bulk pa- 
per distributor, the order goes directly to 
Schneider, which fills it from its own ware- 
houses on its own trucks. 

“E-commerce is a paradigm shift much 

À more dramatic than deregula- 
tion was in 1980,” proclaimed 
David Stubblefield, president 
of asr Freight System, a big 
trucking and logistics com- 
pany, ata recentconference. “It 
will change all of us.” Whereas 
deregulation turned a cosy and 
profitable business into a thin- 
margin snakepit, e-commerce 
could restore trucking’s glory 
days.cp radio has given way to 
e-mail, Gps tracking and wired 
hubs. With all that seductive 
technology, a new generation 
of kids might even dream of 
being truckers again. 
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The energetic messiah 


By bending all the rules of the energy business, Kenneth Lay has turned Enron from a stodgy 
gas concern into a soaring new-economy company. But what has he learned along the way? 


XACTLY a year ago, the top brass from big 

oil and gas companies gathered in London. 
They brainstormed a bit, gossiped a lot and 
drank too much coffee. But when Kenneth Lay 
rose to speak, there was pin-drop silence. As 
the chairman of Enron sketched his vision for 
how liberalisation and deregulation would 
transform the world’s energy markets, his ri- 
vals were busily scribbling notes. Some nod- 
ded dumbly. Others shouted out half-baked 
questions. Having expanded Enron’s market 
capitalisation ninefold over the past decade, 
asked one boss, could he possibly top that? 
“We'll do it again this coming decade,” he re- 
sponded coolly. Mouths fell agape. 

Enron is blazing a trail for its industry. 
After his speech, Mr Lay commented to an 
aide, with some surprise, that “some of these 
guys finally seem to get it.” Yes, she responded smugly, “they were 
even using some of our language!” Spend long enough around top 
Enron people and you feel you are in the midst of some sort of 
evangelical cult. In a sense, you are. Mr Lay, with his “passion for 
markets”, is the cult’s guru. His disciples are Enron’s managers, an 
intelligent, aggressive group of youngish professionals, all of 
whom “get it”. The “it” is the rise of market forces in the long-staid 
energy business. 

Enron was born some 15 years ago in Texas, birthplace of many 
wacky cults, after the merger of two middling operators of natural- 
gas pipelines. At the time, the market for gas and electricity was 
heavily regulated or run by government monopoly almost every- 
where. But Mr Lay was convinced that things would change. So he 
lobbied hard for deregulation, and positioned himself to capital- 
ise on the slightest aperture or loophole in the law. Thanks to its 
take-no-prisoners attitude, and its highly sophisticated approach 
to managing risks, the firm has come to dominate America’s mar- 
kets for wholesale gas and electricity. The results are breathtaking: 
the firm’s sales have leapt from $4.6 billion a decade ago to $40. 
billion last year, with most of that coming from trading energy. It is 
trying to repeat the trick in Europe and Japan. 

Mr Lay is now setting out to remake Enron yet again, this time 
by forging into the digital economy. Ina flurry of initiatives, he has 
propelled Enron into trading wholesale power on the Internet, 
into web sales of electricity to retail con- 





EN 


characteristic confidence, Mr Lay responds 
that “we were a new-economy company be- 
fore it became cool”. 

In sum, the Enron tale is every bit as re- 
markable as it seems. And Mr Lay’s boast last 
year about growing his company ninefold 
once again, met with gasps at the time, cer- 
tainly seems less outlandish now, especially 
when he maintains that “Enron’s strongest 
growth is still ahead of us”. Yet does nothing 
stand in the way of Mr Lay’s domination of all 
he surveys? Is Enron really so flawless? 


Hark, hubris 

Mr Lay’s response to these questions is reveal- 
ing. Getting him to talk about the company’s 
strengths is easy; asking him to admit even the 
slightest mistake is tougher than pulling teeth. 
This is odd, for the blunderbuss approach to innovation that is in- 
trinsic to such an opportunistic firm as Enron is bound to produce 
a few failures. Given all his successes, surely failures should be 
proudly displayed as red badges of courage? After ducking the 
question several times, Mr Lay eventually talks about such mis- 
cues as the firm’s botched entry into the Californian retail market 
for electricity and a costly blunder involving North Sea gas some 
years ago. But his grudging replies, which tend to blame regulators, 
leave one wondering if he ever learns from such mistakes. 

A similar pointer comes when he is asked about Enron's 
controversial power project in Maharashtra, India, where it has 
been accused repeatedly of corruption, lack of transparency, in- 
sensitivity to local citizenry and complicity in human-rights 
abuses by police. The firm roundly denies all these charges as pre- 
posterous, and points out that Enron, unlike virtually every other 
foreign firm, has survived the Indian bureaucratic morass to com- 
plete a successful power station. Hats off—but what has Mr Lay 
learned from the experience? He responds with a blank stare. If he 
could doit again, might he do anything differently, if only to avoid 
the whiff of impropriety? Absolutely not, he roars. 

Arrogance, even such big fans as Mr Eassey agree, is Enron’s 
great failing. And how does Mr Lay respond to this charge? To illus- 
trate that itis baseless, he points to what he considers another great 
firm unfairly maligned by its critics as arrogant: Drexel Burnham 
Lambert, a freewheeling investment bank 
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Washed out of Africa 


The De Beers diamond cartel is seeking to transform itself into a modern 
luxury-goods firm. The changing economics of the business, as much as the 
new politics of “conflict” diamonds, explains why 


ICTURE the perfect De Beers moment. 
After a romantic dinner in New York, the 
young banker reaches into his pocket. He 
has spent months’ worth of his inflated sal- 
ary at Tiffany’s on a diamond engagement 
ring, as a token of love for his fiancée. But 
now picture the couple leaving, covered in 
red paint thrown by demonstrators scream- 
ing about her hand being tainted in blood. 
Such a confrontation has not hap- 
pened—yet. But the De Beers diamond cartel 
is an obvious target for protesters. For over a 
century the company’s bosses had no 
qualms about using whatever tactics were 
necessary to “mop up” diamonds, whether 
from disintegrating bits of the old Soviet Un- 
ion or from war-torn bits of Africa, that 
threatened the cartel’s grip on the market. 
Whenever a surge of gems threatened to re- 
duce artificially high prices, De Beers used its 
financial might to scoop them up and keep 
them off the market. In recent months, 
though, the firm has closed its operations in 
war-torn bits of Africa, and vowed not to 
buy “conflict” diamonds on the open mar- 
ket. It has even started a certification scheme 
designed to show that its gems are clean. 
What is going on? One explanation is the 
“fur factor”. Television images of wars in 
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Sierra Leone and Congo, where diamonds 
play a crucial role in fuelling conflict, have 
roused the passions of consumers in Europe 
and in America. The New York Post recently 
ran a prominent photo of a horribly maimed 
child in Sierra Leone, suggesting that this is 
what buying diamonds led to. The G8 clubof 
rich countries is contemplating regulating 
trade in diamonds more closely. 

But there is another force, more powerful 
than the fur factor, which is making De 
Beers’s bosses change their approach: the 
fast-changing economics of 
their trade. Thanks to unfa- 
miliar market-driven forces, 
the firm has had to rethink 
its business strategy. Its new 


Rock pile 
De Beers diamonds, Sbn 





nearly half of the world’s high-quality dia- 
monds by value. The company is also more 
prepared to withhold gems in its stockpile 
from the market. If combined with tougher 
international controls on the origins of dia- 
monds, De Beers’s new approach could 
make it harder for African rebels, or the 
dodgy dealers who work with them, to find 
easy markets or get top prices. 


Arocky ride 

Even so, this new strategy carries clear risks 
for De Beers’s control of the market. So why is 
the firm going this way? The answer is that it 
had little choice. The most dramatic wake-up 
call, says Gary Ralfe, its managing director, 
came with the collapse over the past two 
years in the firm’s share price. As Asia's econ- 
omic slump dragged the diamond market 
into a severe downturn, De Beers's shares 
plunged from a high of over $35 a share in 
mid-1997 to around $15a share a year ago(see 
chart on next page). Return on capital em- 
ployed plunged toa miserable 7.5% in 1998. 

Thanks mainly to the extraordinary 
economic boom in America, the firm’s sales 
have since rebounded. Sales of rough dia- 
monds in 1999 topped $5.2 billion, 57% higher 
than the previous year, and they are still bu- 
oyant. Yet the company’s share price has not 
rebounded in tandem. Indeed, most of the 
market value of De Beers is today accounted 
for by its holding in its conglomerate sibling, 
Anglo American. The implication is that, as 
with tobacco firms, the market takes a dim 
view of De Beers’s underlying value. 

Over a quarter of De Beers’s sharehold- 
ers are now American institutional inves- 
tors, and these “value investors” are clam- 
ouring for the firm to do better. The weak 
share price has also driven out talented man- 
agers, something that would have been un- 
imaginable when the company was the 
pride of the South African economy. It is this 
intense spotlight on shareholder value, says 
Mr Ralfe, that explains his 
sweeping strategic review, 
conducted with help from 
Bain, an American manage- 
ment consultancy. The re- 





approach, to be unveiled in 
early July, promises to set 
the company on a dramati- 
cally different course. 
Rather than spending a 
fortune mopping up surplus 
gems, the firm says it is 
keener to embrace other tac- 
tics, including being readier 
than in the past to cut pro- 
duction atits own mines. De 
Beers directly produces 








view concluded that De 
Beers should no longer be 
the default custodian of the 
market, cost be damned. 

Yet talk of an end to the 
firm’s market manipula- 
tion, or of the break-up of its 
cartel, is premature. Nicky 
Oppenheimer, the chair- 
man, insists that “this does 
not mean that De Beers is 
about to abandon the mar- 





81 


THE DIAMOND BUSINESS 
ket to its own devices.” The company re- 
mains committed to “minimising price vola- 
tility”. Mr Ralfe himself asks rhetorically: “If 
the sky fell on top of us, would we start stock- 
piling? Perhaps. But I want rigorous financial 
analysis of the options first.” 

What the review recognised is that a 
combination of controversy over conflict 
diamonds and the emergence of other big di- 
amond producers (such as Canada’s big 
Ekati mine) means that De Beers’s role as cus- 
todian of the market has to change. The firm 
says it is no longer in its interests to act on its 
age-old instinct whenever there is a surge of 
diamonds: “Step in, buy them, hold them as 
long as necessary, and sell later.” 

Simple economics, to which the cartel 
once thought itself immune, explains the 
change. The old approach worked only at 
enormous cost. At the beginning of 1999, De 
Beers had a stockpile of diamonds worth 
$4.8 billion; even after a stellar year, it is $3.9 
billion. To afford more expensive forays into 
the open market, it has lines of credit for sev- 
eral billion dollars with nearly three dozen 
banks; even when it is not tapping them, it 
must pay for this privilege. Under pressure 
to cut costs, the company wants to slash its 
diamond stockpile to $2.5 billion or less— 
only three to five months’ of sales—and keep 
it at that low level. That means that its ability 
to control prices must diminish over time. 

The real test of this strategy will come the 
next time the retail diamond market goes 
into cyclical downturn. When pressed on 
this, the usually unflappable Mr Ralfe lets 
down his guard: “Look, there is no textbook 
for what we are trying to do. We are making 
this upas we goalong.” Buton one point he is 
steadfast: De Beers must do better for its 
shareholders. The key to this, he reckons, is 
the most radical bit of the new strategy: to kill 
the cyclicality of the diamond business. 
Rather than sit back and ride out the cycles 
of boom and bust in demand, as the firm has 
done patiently (and expensively) for de- 
cades, Mr Ralfe says that he now wants to 
“drive incremental demand”. 

Over the past 50 years, diamond sales 
have grown at merely the rate of global econ- 
omic output. Now, De Beers wants that to 
rise to more like 5-6% a year, in line with the 
sales of other luxury goods. To do that, says 
Tim Capon, a director of De Beers, requires a 
big boost in marketing, so that it can “give de- 
mand a swift kick in the pants.” Previous ef- 
forts to boost demand were generic, though 
spectacularly succesful, exhortations to 
spend a few months’ salary on an engage- 
ment ring. Now, bosses want sharper, more- 
targeted marketing campaigns. 

How can De Beers do this,when it is also 
under intense pressure to cut costs? One 
way, confide insiders, is to get the deadbeats 
of what one calls the “dysfunctional” dia- 
mond industry to share the burden. The firm 
sees lots of untapped resources among the 
traders, gem polishers and jewellery manu- 
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facturers who, at the moment, spend almost 
nothing on marketing. By organising co-op- 
erative advertising, De Beers thinks it can 
boost sales of its baubles at little cost. Its mar- 
keting department and its rough-gems group 
are also working together on campaigns to 
promote the sizes and varieties of gems that 
De Beers actually has in stock.The company 
wants to see spending on the industry’s mar- 
keting efforts rise from the paltry 1% of sales 
to the levels of 10% or more that are typical of 
the luxury-goods industry. 

And this points to what may really be 
happening to this sleepy old South African 
mining group: bit by bit, it is transforming it- 
selfinto a luxury-goods group. Mr Ralfe may 
deny this, saying that “as long as I'm around, 
branded retail will always remain a niche 
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add-on to the firm’s core strengths of mining 
and marketing rough gems.” But some of Mr 
Ralfe’s colleagues openly talk of such pro- 
ducts as Gucci handbags and Montecristo ci- 
gars as their real competition. They also 
make nosecret of their envy of luxury-goods 
companies’ loftier earnings multiples. 

So will De Beers embrace branding? So 
far, it has merely toyed with the notion of 
etching its logo, invisible to the naked eye, 
into its gems; its promotion of branded mil- 
lennium gems, for example, was a runaway 
success. But De Beers has, so far, resisted 
wholesale conversion to the idea. One rea- 
son is fear of annoying its traditional part- 
ners down the value chain, from cutters to re- 
tailers, who might see the change as a threat 
to their own, unbranded, gems. 

Mr Ralfe is adamant that De Beers will 
never enter the unfamiliar downstream 
business of cutting and polishing diamonds. 
Instead, it intends to cement and even mod- 
ernise its age-old partnerships with its cli- 


ents, replacing ad hoc, secret deals with 
open, long-term contracts. Doing so would 
make the company appear less like a secre- 
tive cartel. It would also improve relations 
with those bits of the industry that might 
otherwise be most threatened by any brand- 
ing initiatives. 

But the changing dynamics of the dia- 
mond business are beginning to force the 
company’s hand. Already, smaller rivals, 
from Australia’s BHP to America’s LKI, are 
pushing ahead with branding. How long can 
the industry’s best-known name hold out? 


Brand new world 


If De Beers decides to embrace branding, it 
may open entirely new markets for the 
stodgy company. “Why limit the De Beers 
brand to diamonds?” asks Mr Capon. “Why 
not watches, or handbags?” Why not, in- 
deed? Indeed, if De Beers is really serious 
about shedding its old ways, why not sell a 
chunk of Anglo American and use the cash 
to buy a business that already sells such 
things: Gucci, for instance? The reply from 
Mr Capon is astonishing: “Well, we just 
might consider something like that.” For 
those familiar with De Beers’s conservatism, 
this is heady stuff. 

The decision by De Beers to transform it- 
self from keeper of the diamond cartel to the 
biggest company in a more competitive dia- 
mond market may have been inevitable. As 
Mr Ralfe says, rising competition in both the 
mining and marketing of rough gems ex- 
plains it. Yet it may create problems of its 
own. One is that an increased emphasis on 
retail markets will draw more attention from 
antitrust authorities, especially in America. 
At the moment, the company’s directors can- 
not set foot in their biggest market for fear of 
arrest. De Beers tried recently to arrange a 
quiet meeting with American antitrust offi- 
cials to discuss the situation, but was re- 
buffed. The day may well come when De 
Beers is forced by such difficulties to spin off 
its marketing from its mining arms. 

An even bigger risk is that, as its profile 
rises, it will become ever more vulnerable to 
consumer boycotts over bloodstained dia- 
monds. As Mr Oppenheimer concedes, the 
demand for diamonds “can only be assured 
if the consumer retains his or her beliefin the 
diamond asa symbol of love, purity and nat- 
ural and enduring beauty...and untainted 
by conflict.” This is what makes it so crucial 
for De Beers to wash its hands completely of 
conflict diamonds, and to push for con- 
certed international action to regulate the 
trade in rough gems. The tougher the laws, 
the bigger the premium that a De Beers 
branded diamond, independently certified 
to be clean, might fetch. Otherwise assaults 
on bejewelled couples in New York may not 
remain merely the stuff of nightmares—and 
diamonds might become as unfashionable 
as fur. 
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FINANCE AND ECONOMICS 


To the brink, and back again 


SEOUL 


South Korea’s financial system has been wobbling once more 


HE economy is galloping along and in- 

flation is nowhere to be seen. Yet once 
again, South Korea’s financial markets seem 
to be thoroughly rattled. Runs threaten big 
money managers, bankers are jumpy and 
the stockmarket is in a sorry state. For a brief 
moment this week, the country seemed tobe 
back on the brink of financial crisis. 

The immediate problem has been Hyun- 
dai, the biggest of South Korea’s giant family- 
controlled conglomerates, or chaebol. Hav- 
ing lost faith in the founding family’s resolve 
to cut Hyundai’s $46 billion-worth of debts 
and restore investors’ confidence, creditors 
have been demanding that the group be bro- 
ken up, and the family retired from manage- 
ment. On May 26th, their patience ran out. 
Lenders to two Hyundai companies refused 
to renew short-term loans. Hyundai plugged 
the hole with bank loans, but not before the 
stockmarket had plunged by 6%. This week a 
hasty restructuring plan was announced, in- 
cluding, at long last, the retirement of Chung 
Ju Yung, Hyundai’s 84-year-old founder. 
That restored some calm to the markets, 
even though his family is feuding and its de- 
parture is still not a foregone conclusion. But 
Korea’s financial sickness runs deeper than 
the actions of one elderly autocrat. It infects 
the entire system. 

Hyundai's latest troubles began in late 
April with fears over the health of Hyundai 
Investment Trust & Securities, the group’s in- 
vestment-fund company. Like other invest- 
ment trusts, it was a big investor in bonds 
and commercial paper issued by Daewoo, 
another of the big chaebol, which collapsed 
last year. Hyundai Investment Trust is now 
thought to have a 1.2 trillion won ($1.1 billion) 
hole in its finances, and has debts worth 
about 3 trillion won that fall due this year. 

Investment-trust companies are at the 
root of many worries about South Korea’s fi- 
nancial stability. Cross-ownership means 
thatacollapsing trust can putan entire chae- 
bol at risk. Hyundai Investment, for exam- 
ple, is 51%-owned by two other Hyundai 
companies, Just as worrying are the financial 
transactions between the chaebol, the in- 
vestment-trust companies and the banks. 

On the surface, both the banks and the 
chaebol seem to be on the mend. All of them, 
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for instance, have more than met the govern- 
ment’s condition, imposed after the crisis of 
1997-98, that they lower their borrowing to 
below 200% of their equity. Statistics, how- 
ever, hardly suggest that the chaebol have 
been feverishly ridding themselves of debt. 
According to the Federation of Korean 
Industries, the debts of the four biggest chae- 
bol stood at 139.6 trillion won by the end of 
last year, down by only 15% from 165, trillion 
won at the end of 1998. 

It is the investment-trust companies that 
have made this possible. When the banks 
ran into trouble in 1997, depositors fled for 
the investment-trust companies which, 
within a year, more than doubled the assets 
they controlled. The banks were calling in 
their loans, but the investment-trust compa- 
nies were flush with cash—so the chaebol 
tapped them instead. Partly, they issued new 
shares, and so reduced their gearing. But 
mostly, they sold more debt. 

This has left the chaebol, by interna- 
tional standards, still heavily indebted. And, 
because many of the investment-trust com- 
panies are bound by cross-shareholdings to 
the chaebol, their lending and investment 
decisions are suspect. Nor have the banks es- 
caped the mess. Not only have they been big 
buyers of debt issued by the investment 


Chung: the going was good 


trusts. They are also big shareholders in the 
trust companies themselves. Everybody, it 
seems, will sink or swim together. 


A question of trust 

At first, it seemed likely that the investment 
trusts would be bailed out by the govern- 
ment, which has already agreed to inject 8 
trillion won into the two biggest, Korea In- 
vestment and Daehan. But the politicians 
are being tougher with others, including Hy- 
undai’s. The government wants sharehold- 
ers to bear much of the cost of the clean-up. 

Meanwhile, confidence in the trust com- 
panies has been ebbing fast. In the nine 
months to April, their investors withdrew a 
net 84 trillion won. This has put the squeeze 
back on the chaebol. They can no langer tap 
the investment-trust companies for their 
borrowings. Nor can they go to the banks, 
which are still under strict orders to pare 
chaebol loans. And nor is the stock exchange 
in any shape to absorb chaebol share issues. 
The South Korean stockmarket has fallen by 
30% so far this year—partly because of des- 
perate sales of shares by trust companies 
forced to meet withdrawals (see chart). 

The good news is that this financial pres- 
sure seems at last to be forcing real change. 
But unfortunately, the government's tactics 
have also badly shaken Korea’s fragile finan- 
cial markets. That does not mean that the 
country isin danger of returning to the sort of 
foreign-exchange crisis that ripped through 
it in 1997 and 1998. The banks and chaebol 
have repaid or refinanced some of the short- 
term foreign debts that sparked thatcrisis. 

Moreover, thanks to big current-account 
surpluses in the past two years, the govern- 
ment has amassed big foreign-exchange re- 
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serves. With strong domestic demand suck- 
ing in imports, however, these surpluses are 
now coming to an end. That means South 
Korea will soon become a net importer of 
capital again, making a sound financial sys- 
tem all the more important. The govern- 
mentť’s willingness to play tough with the 
chaebol is encouraging. But it still seems re- 
luctant to present the National Assembly 
with a full bill for all the money it needs to 
finish cleaning up the financial sector. Hav- 
ing spent 100 trillion won on the banks, it 
says it needs a further 30 trillion won to fin- 
ish the financial clean-up—a figure that 


China 





some analysts think is too small, given the 
scale of the investment trusts’ problems. The 
government may still cling to the hope that it 
can conjure up the money without the as- 
sembly’s approval, which it needs if it wants 
to raise any of it by issuing bonds. 

But as long as the government continues 
to dither, the investment trusts will retain 
the capacity to cause serious financial jitters. 
Another scare like this week’s may not end 
so tidily—if indeed it has ended. As one se- 
nior Hyundai executive puts it, Hyundai In- 
vestment Trust is a “dormant volcano”, 
ready to erupt again at any time. 


Getting their skates on 


BEVING 


Long overdue reform of China’s capital markets is in the air 


ITH a capitalisation of $350 billion, 

China’s stockmarket is Asia’s second- 
biggest, behind Tokyo's. It is wildly popular 
with ordinary Chinese, 49m of whom in- 
vest. Yet it has serious flaws. Insider trading is 
rife; the rights of minority shareholders are 
brushed aside; private companies are dis- 
criminated against in favour of state enter- 
prises, most of which perform atrociously; 
company accounts are opaque, though it is 
clear that most listed companies have high 
debts and low profits. The market (based in 
Shanghai and Shenzhen) has recently been 
Asia’s only raging bull. But foreigners are 
largely excluded, restricted to the moribund 
“B”-share market, denominated in foreign 
currencies, Since domestic investors are also 
not meant to buy “sB” shares, these languish 
at a steep discount to the “a”-share market, 
denominated in yuan. 

For years the supervisory watchdog, the 
China Securities Regulatory Commission 
(csrc), seemed ineffectual. Then, early this 
year, Zhu Rongji, the prime minister, put 
Zhou Xiaochuan, a trusted ally and leading 
liberal, in charge. Sweeping change is in the 
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air. The csrc is hinting that it will be noslave 
to conservative ideology. Just like rich-world 
counterparts, it wants to set up a “second 
board” for unproven, high-tech or fast- 
growing companies. It wants to break the 


dominance of the state companies, from 
which it plans to demand much greater 
accountability. It wants to develop deriva- 
tives—equity options and futures—that are 
currently frowned upon, but which institu- 
tional investors will need if they are to lay off 
risk. Above all, it wants to let foreign fund- 
managers and brokers into the domestic 
share market. Since China at present has a 
closed capital account, the suggestion is radi- 
cal. But then, where else in the Communist 
Party’s senior echelons do you find cadres 
who keep a pair of roller blades in the corner 
of their office? 

At first blush, you might think that a sec- 
ond board is the last thing that China needs. 
As it is, China’s Internet-investment bubble 
is perhaps the world’s most speculative. 
Only a tiny proportion of the population is 
wired, and payment systems for e-com- 
merce do not exist. Yet there is a political 
pointto the planned reform. Currently, com- 
panies that seek a listing on the main boards 
in Shanghai and Shenzhen need permission 
from the central government or, more usu- 
ally, from their provincial government. This 
is one reason why only a handful of the 
1,000-0dd listed companies are privately 
controlled: state companies have govern- 
ment godfathers. The second board is a way 
of bypassing this system, allowing private 
firms to win access to capital they are at 
present denied. 

Fear of uncontrollable surges across the 
exchanges have kept China's capital account 
closed. Now, reformists are promoting the 
idea of allowing foreign institutions to invest 
in “a”-shares, India and Taiwan, they say, 
provide the models. In Taiwan, for instance, 
the “Qualified Foreign Institutional Inves- 
tors” system controls flows of funds using 
strict share-ownership ceilings. 

The csrc wants the expertise that for- 
eigners can bring, particularly in the area of 
institutional fund-management, more than 
it wants their money. To that end, it hopes 
that foreign fund-managers will form joint 
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ventures with local companies to launch 

open-ended funds and other forms of collec- 
tive. investment. Currently local managers 
offer a mere ten closed-end investment 
trusts, each with no more than 2 billion yuan 
{$240m) to invest. The next logical step is to 
allow foreign stockbrokers to form joint ven- 
tures. Undertakings China made to get into 
the World Trade Organisation will allow for- 
eigners to underwrite Chinese securities, But 
regulators acknowledge that this is a fatlot of 
good if they cannot distribute them too. 

Yet all this has not, so far, had foreign 
houses leaping up and down for joy. After 
all, there are still precious few decent compa- 
nies in which to invest, and all have stan- 
dards of governance and accountability that 
fall far short of international standards. But 
action is planned here, too. Anthony Neoh,a 
former head of Hong Kong’s Securities and 
Futures Commission and an outside adviser 
to the csrc, says that regulators have pro- 
posed copying another Taiwanese idea, a 
shareholders’ institute that buys a share in 
every listed company. That gives the govern- 
ment the power tochallenge abuses to share- 
holders’ rights. The csrc also plans to insist 
that the boards of all listed companies, even 
(that is, especially) state-controlled ones, in- 
clude truly independent directors. 

All these reformist noises have coin- 
cided with China’s bid to join the wro and 
with the American Congress’s vote last week 
on permanent normal trading relations. Yet 
the impetus for change is driven by internal 
necessity. Private companies, the country’s 
most vibrant, are starved of cash by both the 
stockmarket and the state banks. Ways have 
to be found to get capital to the deserving. 

The other side of the coin is that the Chi- 
nese state faces a growing pensions crisis, 
which in the long run can be solved only by 
developing the framework and the invest- 
ment vehicles suitable for professional 
money management. China’s population is 
ageing rapidly. Currently, the share of the el- 
derly in the population is 10.2%. Thanks 
partly to the success of the one-child policy, 
that proportion will rise to 16% by 2020, and 
to 22% by 2030. The OECD average is 18.6%. 
But, as the World Bank points out, it took 

. MOSt OECD countries a century for their pro- 
portion of old people to double; China will 
doit in one-third of that time. 

Meanwhile, state firms bear an insup- 
portable burden of retirees. In many, these 
number more than the present workers. Asit 
is, as many as one-third of all state enter- 
prises now fail to honour their pension ob- 
ligations. And if the unfunded, pay-as- 
you-go system is not abandoned, then by 
2030 workers would have to pay 38% of their 
wages to the retired. The pensions system 
cannot seriously be overhauled without ma- 
ture and efficient capital markets. This is the 
main reason to think that the roller-bladers 
will get their way over the central planners. 
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Softbank 


Hard landing 


TOKYO 


SIMPLE disagreement on price, claimed 

Softbank’s advisers, as the Japanese 
firm, a big investor in Internet companies, 
prepared to withdraw from exclusive talks to 
buy Nippon Credit Bank (ncs), a national- 
ised lender. This may allow Softbank a digni- 
fied exit, But the governments qualms 
clearly run deeper. 

Officially, Softbank’s consortium, which 
includes Orix, a leasing company, and Tokio 
Marine & Fire, an insurer, is still in the frame 
to buy NcB, whose sale may now be put off 
until the autumn, But now that the consor- 
tium has lost its exclusive right to buy the 
bank, other bidders will return to the contest, 
including foreign firms such as Lehman 
Brothers and Paribas, two investment banks, 
and Cerberus, a vulture fund. 

Softbank’s advisers claim its bid foun- 
dered on disagreements about the value of 
ncB’s loan book, and about who should 
bear the risk of more loans’ souring. These 
may indeed have been sticking-points. But 
there were other worries. For a start, officials 
at the Financial Reconstruction Commis- 
sion (Frc), which is responsible for negotiat- 
ing the sale of ncs, said that Softbank’s plans 
had changed since talks began in February. 

The frc also noted that the consortium’s 
members could not even agree among them- 
selves about what they wanted to do with 
ncB’s bad loans, or how to value them. Nor 
was it impressed with Softbank’s proposal 
that it use its own auditor to value the bank’s 
assets, saying it planned toappoint one itself. 
So far, Softbank has declined to open its no- 
toriously murky books to an audit by one of 
the big international accounting firms. In- 
deed, another obstacle to the deal was that 
Softbank shrank from subjecting itself to the 
scrutiny of financial inspections, a condition 
the Frc seemed likely to insist on. 

The Frc was right that the consortium’s 
strategy for ncs was confused. Orix has said 
it wants to use it as a springboard into the un- 
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dezdeveloped market in lending to small. 
and medium-sized companies. One faction 
at Softbank, led by finance director Yoshi- 
taka Kitao, seemed toagree with thissensible 
idea. But Masayoshi Son, Softbank’s. presi- 
dent, talked of using theb ik to help fi 
Softbank’s investments 
The thought that the | 
holder might med 
must also have unnerved 

| The negotiations 
been difficultona 
brash, commercial s 
tactful understandin: 
expects of Japanese banker 
ought to have been readily apparent fro 
the ‘outset, the government was notalone in 
misjudging Softbank. Shareholders were also 
caught up in the new-economy euphoria 
swirling round the group. Now they, too, 
seem to. be taking a closer look, and Soft- 0 
bank’s share price has collapsed (see chart)... © 
Inits favour, the government did at least give... 
one of Japan’s new entrepreneurs a chance 
to prove his mettle. If, in the end, MrSondid’ 
not measure up, few tears are being shed. As 
Ben Wedmore of nsec, a British bank, says, 
“this is good news for everybody’—Soft- 
bank's shareholders are spared another 
risky investment, and ncs has escaped a 
risky buyer. 
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The European Central Bank 


Tender bender 


FRANKFURT 


EW tasks are morecentral toceritral bank- 

ing than providing liquidity to bankseffi 
ciently and equitably. For the European: o = 
Central Bank, even that is proving a struggle: 
The system it uses to refinance commercial 
banks is not working. The ecg is unhappy, 
butit is not yet sure how to fix things. 

Money is currently doled out in “fixed- 
rate tenders”, in which banks ask for varying = 
amounts at a predetermined rate, set by the 
Ece. When, as always happens, the bids for 
funds by participating banks are greater © 
than the money available, the banks all re- 
ceive the same proportion of their bids. So 
banks have taken to asking for wild 
amounts, assuming they will getonly a small 
slice. In one recent tender, banks offered a ` 
combined €7 trillion ($6.5 trillion)—more 
than the total collateral held by banks in the 
euro area. Bids now outstrip allotted funds 
bya hundred times (see chart on next page). 

There are several reasons why this is a 
problem. Banks are becoming increasingly 
unsure how much they should bid to get 
what they really want. Smaller banks are 
livid. They say that overbidding by bigger ri- 
vals is crowding them out, in effect denying 
them access to the cheapest funds. The ecs 
frets that ineffective refinancing could even 














| The euro also rises 
| | 


TURNING-POINT, or just another 

breather on the way down? In the 17 
months since its launch, the euro has 
| taken a one-way ride, losing almost a 
| quarter of its value against the dollar. In 
| the past fortnight, though, it has found re- 
| verse gear, climbing from its trough of 89 
cents. At last, the markets seem to think, 
the long fall may be over. 

There are several forces driving the 
turnaround. First, the euro-area’s recovery 
is gathering pace. In the first quarter, Ger- 
many’s GDP rose by 3.3% over the year be- 
fore, and exports boomed (thanks in part 
| tothe weak euro); in France, business con- 
fidence is high and unemployment is the 
lowest since October 1991. 

The second reason is growing evi- 
| dence of economic vulnerability in Amer- 
| ica, and fears that a forced slowdown 

there will hobble demand. The chart, pro- 
| vided by Kevin Gaynor of uss Warburg, 
| shows a striking correlation between the 
| 
i 





level of the euro (and its predecessor cur- 
rencies) and the gap in the growth of do- 
mestic demand between the euro coun- 
| tries and America. With demand set to 
| slacken in America and toaccelerate in the 
euro area, the euro is due a rebound—at 
_ least, ifthe pastis any guide. 
Euro-bulls might also thank better co- 
ordination among policymakers. No lon- 
| ger are some politicians singing the virtues 
| of a weak currency for exporters. They 
have joined the central bankers in warn- 
ing that a weak euro could be bad for in- 








ho Oo) 



















Bure area rea 
domestic demand: 
‘minus that in USA 





flation and public confidence. The cur- 
rency, once the object of “benign neglect”, 
has become a key driver of monetary pol- 
icy. Largely because of the euro’s weak- 
ness, the European Central Bank is ex- 
pected to raise interest rates again soon. 

The euro is also being talked up. This 
week Ernst Welteke, the Bundesbank’s 
boss, reminded markets that intervention 
belongs to the “tool-kit” of central bank- 
ers. Nothing new, perhaps, but coupled 
with vocal support from other central 
bankers and strong comments about in- 
ternational exchange-rate co-ordination 
by Lionel Jospin, France’s prime minister, 
it marks a new level of rhetorical intensity. 
Even so, words alone cannot be given all 
the credit for the euro’s rise. 








cause some banks liquidity problems. 
Experts are divided on what to do. One 
option would be to keep tenders fixed, but to 
ask for collateral that covers the entire bid 
and not just the funds allocated. Such a sys- 
tem has worked in some countries, however, 
but bankers worry that it could not be ap- 
plied across the euro area without hitches. 
Some think the answer is a switch to 
“variable” tenders, where banks bid for the 
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amount they want, and also give an interest 
rate at which they are prepared to deal; the 
central bank then accepts only the best bids. 
Banks would be less cavalier about overbid- 
ding, as successful bids would be accepted in 
full. But this system brings headaches of its 
own. The rcs would cede much of its mone- 
tary powers to a fledgling capital market, 
which might increase uncertainty. Variable 
tenders also tend to produce higher rates. 
The Ecs’s governing council is split on 
the matter. While all 17 of its members accept 
that things have got out of hand, some are 
keener on radical change than others. Re- 
financing has been one of the loudest ideo- 
logical disputes within the ecs. The Finns 
and Spanish, among others, have never been 
keen on this sort of fixed tender, but they 
were outmanoeuvred early on by the Ger- 
mans, who grew up with the system. One 
EcB staffer says the topic remains a source of 
tension. Which leaves only one certainty: 
whatever the central bank does to remedy 
the current problem, it will upset somebody. 





italian banks 
Firm 
foundations 


ROME 


HE Tuscan city of Siena has a long tradi- 

tion of intrigue and conflict. For centuries 
it battled with nearby Florence. Now the 
mayor and other city leaders are drumming 
up support to fight legislators in Rome. The 
current set-to concerns the world’s oldest 
bank: Monte dei Paschi di Siena (mrs), 
founded in 1472, and now controlled by a lo- 
cal-government foundation. 

The Sienese blame Giuliano Amato, now 
prime minister, for the row. When he was 
treasury minister in 1990, Mr Amato was be- 
hind a law thatrequired public-sector banik- 
ing institutions (then making up about two- 
thirds of the banking system) to spin off their 
banking activities into shareholder-owned 
companies. Shares in the banks passed to lo- 
cal-government foundations. After a rear- 
guard struggle against the reform, the Sienese 
authorities running mps finally incorpo- 
rated the bank in 1995. 

Worse followed for the city’s traditional- 
ists in May last year, when legislation was 
passed to stop the foundations from control- 
ling banks. Mps’s foundation has three years 
in which it can sell its shares in the bank 
without incurring capital-gains tax, plus a 
further grace period of two years with no tax 
breaks. If it has still not knuckled under, 
Rome will then appoint a commissioner to 
oversee the forced disposal of mes shares. 

But Pierluigi Piccini, Siena’s mayor, and 
his political allies have no intention of seeing 
the foundation give up control of the bank— 
nor of losing control of the foundation. (Mr 
Piccini, as it happens, is on leave of absence 
from mrs where he worked before becom- 
ing mayor ten years ago.) Last year’s legisla- 
tion required Italy’s 89 bank foundations to 
draft new statutes to reduce the politicians’ 
presence on their boards. The treasury min- 
istry has recently vetted these. mps’s founda- 
tion, uniquely among those of the large 
banks, was found unacceptable. 

This is understandable. The ministry 
says more than half the board members 
should be independent. But under its new 
statutes, Mps’s foundation will have not a 
single independent board member. The 
mayor will appoint five, the provincial au- 
thorities four and Tuscany’s regional govern- 
ment one. Siena’s politicians, it seems, want 
to keep controlof decisions.on how tospend 
the income from the foundation’s assets of 
around 18 trillion lire ($8.5 billion). 

Last June the. foundation did (reluc- 
tantly) sell 28% of mps’s capital to the public. 
The share offering was ten times over-sub- 
scribed, but the share price has languished 
since then. Investors are put off by the con- 
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flict between the foundation and the au- 
thorities in Rome. This took a new tum on 
May 30th, when the foundation’s treasury- 
appointed chairman resigned. Mr Piccini’s 
term as mayor expires next spring. After pull- 
ing all the strings at mps, he may not relish 
going back 'to:work there as a humble em- 
ployee. A chair at the foundation might be a 
more appealing option. 


Men banking 
Built on sand 


MOSCOW 


ADLY constructed houses, feckless own- 
ers, buyers with impenetrable personal 
finances, an untested legal environment, 
crooked and incompetent banks, and al- 
most universal political interference in the 


economy. The reasons behind Russia’s lack © 


of mortgage lending are hardly mysterious. 

Yeton paper, the idea of a mortgage busi- 
ness looks splendid. That is why the Ameri- 
can government is backing it with a $ioom 
investment from a fund set up to promote 
private enterprise in Russia. Mortgages are 
just the thing to encourage the thrifty, long- 
term, middle-class habits that Russia needs. 
Handling them would also give Russia’s 
banks a chance to learn such novel skills as 
judging risk and lending long-term. And a 
pool of mortgage-backed securities would 
be d welcome addition to Russia’s murky 
capital markets. 

The American company managing the 
scheme, Delta Capital, is trying to find ways 
round the usual hair-raising obstacles. One 
advantage is that many Russians already 
have some equity in their homes: around 
60% of the housing stock is owned, debt-free, 
by private householders. Those wanting to 
move to a better home do not, therefore, 
need to borrow the full price. That cuts the 
risk, making it easier to overlook drawbacks 
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that would sink a mortgage application in 
the West—such as borrowers flatly refusing 
to write down full details of their income. In 
the event of repossession, the lender is ex- 
pected to provide a rented flat for a year. 
And even after a recent revision to encour- 
age mortgages, Russian law—still untested at 
the highest level—may forbid the eviction of 
families with children. 

Launched last summer, the scheme was 
attracting 80 phone calls a day by early this 
year. That was a flood of interest that the 
participating banks were unable to cope 
with. Delta has set up a telephone hotline to 
screen applicants. The completed applica- 
tion forms are then e-mailed to the banks, 
which can compete to make an offer. 

The programme lends only in dollars, in 
the richest regions of Russia: Moscow, St Pet- 
ersburg and a handful of other places. Un- 
surprisingly, Russian politicians from less 
creditworthy places also like the idea of 
cheap long-term loans, and have been lob- 
bying hard for their regions to be next. 

Indeed, political interference may prove 
the scheme’s weak point. A previous venture 
in Moscow failed because the mayor de- 
cided that the mortgage interest-rate should 
be only 10%, which was less than the cost of 
borrowing. And repossessing a house from a 
top local bigwig in the Russian provinces is 
easier said than done. “We try not to lend to 
anyone too influential,” says a western 
banker involved in the scheme. What, even if 
they ask nicely? 


Investment in Africa 


More than 
expected 


Were would invest in Africa? Only the 
brave or the foolhardy, most people 
would say. And yet, according to a recent 
study* by a Netherlands-based research in- 
stitute, there are more such risk-takers than 
they suspect. Investment in Africa, espe- 
cially portfolio investment, is far higher than 
the international financial institutions or Af- 
rican governments themselves believe. 

The report suggests the explanation is 
that African governments stopped monitor- 
ing movements of capital—apparently 
afraid that they would be suspected of pre- 
paring for a return to exchange controls. But 
the lack of data has made it harder to design 
good macroeconomic policy. It has also 
maintained the illusion that nobody is in- 
vesting in Africa, thereby discouraging other 
investors. This problem was compounded 
by the nature of the capital flows into Africa: 
largely portfolio investment and short-term 
bank loans. These tend to be volatile, and to 
dry up if there is bad news anywhere in Af- 
rica, even at the other end of the continent. In 


















recent weeks capital has flown fromall over” 
Africa because of the news from Zimbabwe. 

The surge in investment began in the 
early 19908, after many African countries be- 
gar: to democratise and to liberalise. their 
economies. Flows tripled between 1992 and 
1995, making Africa the world’s fastest-grow- 
ing recipient of investment—albeit from an 
extremely low base. South Africa got the 
most—in 1997 it was receiving 37% of direct 
foreign investment into Africa and 90% of 
portfolio investment. But other countries, 
and not just West African oil producers, also 
received substantial increases as foreigners 
sought opportunities in places such as 
Ghana, Mali, Zimbabwe, Uganda and Tanza- 
nia, Most of the money went into oil and 
mining, but, in these countries, investors 
diversified into areas such as agriculture and 
brewing as well. 

The new money is coming not just from 
traditional investors with colonial links, but 
from a wider range of European countries, : 


and from Asia. Malaysian businessmen. © 


have been particularly active, as have Indi- 
ans, Chinese and Taiwanese, and, in East Af- 
rica, returning or resident Asian families... 
Other sources suggest that, while South Af- 
rica is the main new investor in Africa, the ` 
Arab world is now the second:-biggest source: 
of foreign investment in sub-Saharan Africa. 

Clearly, these new figures are good news. 
Africa’s financial ostracism is not quite as 
acute as was thought. But, as the report also 
points out, governments are squandering 
some of the benefits of this investment. If 
they knew who was investing what, where 
and why, they mightprove rather better at 
reaping the benefits, as well as at attracting 
the interest of more timid investors. 


* “Private Capital Flows to Africa, Perception and Reality”, 
Forum on Debt and Development, the Netherlands 


EEPE ei tae E AEEA Sa ios teeta enantio 


a 








| 
l 








peee 


The health effect 


The economic benefits of medical 
wrought by information technology 


IFE may be priceless. But that has not 
stopped economists trying to put a 
value on it. This is not just because dismal 
scientists love to reduce everything to dol- 
lars and cents. There are practical reasons 
too. For example, some financial measure 
of whata life is worth is needed when tack- 
ling tricky questions such as how much 
compensation to pay the family of an air- 
crash victim or how much to invest in 
safety measures. Using some rigorous eco- 
nomics to calculate this value is probably 
better than the alternatives, such as pluck- 
ing a number out of thin air, or concluding 
that to put a price on life is simply too dis- 
tasteful—thus, in effect, valuing it at zero. 

Various methods have been tried. Sur- 
veys in which people are asked to put a 
value on a life have produced the highest 
estimates, sometimes $20m and up. But 
economists are increasingly sceptical 
of such surveys, which do not require 
people to take real decisions that 
cost money. More store is set by 
studies that look at real choices, 
such as how much people are 
willing to pay to have an air- 
bag in their car, or how 
much more they have to be 
paid to put up with a small 
increase in the chance of dy- 
ing while doing a job. Typically, 
these produce a valuation per 
life of $3m-7m. 

But how do you put a value 
onextra years of life? In America, 
life expectancy at birth was less 
than 50 years in 1900, and is now 77. Much 
of the rest of the world has enjoyed similar 
increases, though vodka, Arps and wars 
have recently caused a fall in life expec- 
tancy in Russia and in some parts of Africa. 

The question of how to put an econ- 
omic value on increased longevity is ad- 
dressed ina collection of articles by leading 
economists published in May*. Kevin Mur- 
phy and Robert Topel, of the University of 
Chicago Business School, use a value per 
life of $5m to calculate what the six years’ 
increase in average life-expectancy during 
1970-90 alone were worth to Americans. 
They arrive at the remarkable sum of $57 
trillion in 1992 dollars, equivalent to six 
times the value of America’s entire output 
of tangible goods and services in 1999. Put 
another way, the change in life expectancy 
during that period was worth, on average, 
$2.4 trillion a year to Americans. 

These papers were published by the 
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research may far exceed anything 





Mary Woodard Lasker Charitable Trust, 
which has an interest in the findings, since 
it promotes medical research. Even so, the 
arguments merit taking seriously. Messrs 
Murphy and Topel estimate that eliminat- 
ing deaths from heart disease would gener- 
ate economic value of $48 trillion; curing 
cancer would be worth $47 trillion. More 
realistically, reducing the death rate from 
either of these causes by 20% would be 
worth around $10 trillion to Americans— 
more than a year’s GDP. 

In 1995, around $36 billion was spenton 
















medical research in America. Set against 
the annual gains from increased longevity, 
such outlays are trifling, Of course, much 
of the rise in life expectancy may have had 
nothing to do with medical research. It 
could have been the result of higher in- 
comes, better diet, less smoking and so on. 
But even if just 10% of the increased longev- 
ity were down to medical research, that 
still adds up to $240 billion a year—a spec- 
tacular return on the investment. 

Until recently, economists have been 
sceptical of claims that higher health-care 
spending results in better health. A study 
of the years 1974-79 by the RAND Organisa- 
tion was particularly influential. It found 
that, everything else being equal, people 
who used less health care were no less 
healthy than those who used more. How- 
ever, David Cutler, an economist at Har- 
vard, points out that this conclusion prob- 
ably only applied to marginal short-term 


increases in health-care spending, not to 
the average long-term impact of higher 
health spending. 

The findings in these papers have a 
number of implications. One is that addi- 
tional spending on medical research and 
health care might generate huge economic 
benefits. So also would improving the effi- 
ciency of health-care provision. And itis vi- 
tal that there are the right financial incen- 
tives for private medical research. 


Live long and prosper 

Increased life expectancy also has implica- 
tions for how central bankers oversee their 
economies. Certainly, the issue is of con- 
cern to Alan Greenspan, the 74-year-old 
chairman of the Federal Reserve. He him- 
selfis still sprightly enough for golf and ten- 
nis. But he has often worried aloud about 
the economic impact of longer lives, which 
put up the costs of retirement incomes 
paid by the state. 

Longer lives also affect people’s 
spending patterns. There has been much 
debate about the “wealth effect” on the | 
economy of rising prices of shares and | 

houses. The uncertainty is over how | 

much more of their income peo- | 

ple will spend rather than save | 

because their wealth has in- | 

creased. Is greater longevity pro- | 

ducing a similar, or perhaps | 

larger, “health effect”? The | 

economic gains of longer lives | 

are not directly comparable to. | 

an increase in wealth from, | 

say, rising share prices. Even if extra | 
years of life are worth $2.4 trillion to 

the people enjoying longer lives, thatis | 

not necessarily the value of the increased | 

human capital, with its earning and thus | 
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spending power. 

But a health effect of some sort is cer- 
tainly possible. Its direction, however, is 
hard to predict. If people expect to live lon- 
ger, but do not plan to work any later in life, 
they may decide to save more now to en- 
sure they have enough money to spread 
across an extended retirement. On the 
other hand, if they expect to live and work 
longer, they may feel they can postpone 
saving for retirement until later. In which 
case, as life expectancy increases, so will 
current spending. In recent years, Ameri- 
cans have been spending more than they 
earn. Perhaps they are counting on being 
healthy enough to keep working well be- 
yond the current retirement age of 65. 


* "Exceptional Returns. The Economic Value of America’s 
Investment in Medical Research”, May 2000 
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Mining the digital skies 


SCIENCE AND TECHNOLOGY 





Astronomers of the future will use large databases as “virtual” telescopes that 
are capable of seeing things that real telescopes cannot 


N THE face of it, telescopes and data- 

bases sound like very different things. 
Telescopes sit on the tops of mountains, and 
are pointed at the skies; databases sit on 
computer hard disks, humming away and 
going nowhere. Yet they have something in 
common: both allow astronomers to explore 
the universe. 

Modern telescopes are highly auto- 
mated pieces of machinery equipped with 
digital sensors that produce reams of ob- 
servational data. Such data can be stored, 
processed and distributed just like other dig- 
ital information. This means it is no longer 
necessary for an astronomer actually to visit 
a telescope to make observations. Instead, 
detailed instructions can be sent to the ob- 
servatory’s staff and, once the observations 
have been made, the data can be sent back to 
the astronomer—a practice known as 
“service observing”. 

Many astronomers dislike this way of 
doing things, because they enjoy the ro- 
mance of observing under starry skies. But in 
some cases it might not be necessary to do 
any observing at all. If enough observational 
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data were available in a huge database, 
astronomers might find that the observa- 
tions they wanted had already been made, 
and that it was simply a matter of retrieving 
the relevantinformation. One setof observa- 
tions can serve many different scientific pur- 
poses, including some not considered when 
the observations were made. Large as- 
tronomical databases could also make en- 
tirely new discoveries possible through data 
mining—looking for patterns in data from 
different observations made at different 
times with different instruments. In short, 
databases could be “virtual observatories”, 
capable of looking at the whole sky at once, 
over a period of several years or decades, 
rather than at only a tiny patch of sky on a 
single night. 

The first steps towards establishing such 
observatories are now being taken. On May 
igth, America’s National Research Council 
recommended the allocation of $60m to set 
up a “national virtual observatory” (Nvo) as 
a key part of its plans for the next decade of 
astronomical research. A similar venture 
called Astrovirte. has already been 








created in Europe. el Turner, an astro- 
physicist at the University of 

gests that; as such databases. 
tools to extract: data’ froi 


"more and more astronom 


tothe virtual sky”. 


“tition for observing 
< est telescopes. On avera 
‘ier of. applications fo 


succeed. A virtual observatory would also 
prevent unnecessary duplication of ob- > 


“servations, while still giving astronomers the 


data they want. 

Nor is there any shortage of raw material 
from which. to construct virtual abserva-- 
tories. Instead, astronomers are now faced 
with vast quantities of data. (The Hubble 
Space Telescope alone churns out 2 billion: . 
bytes per day.) Traditionally, observations. 
remain the exclusive property of the astron- 
omer who made them for one year. They are © 
then released to the wider astronomical 
coramunity. The result is a deluge of data, 
making it increasingly difficult for research- 
ers to keep track of, and retrieve; potentially 
useful information. 

astrovirren, the European virtual ob- 
servatory, will be thefirst to open its digital 
doors. It is based on 7 trillion bytes (tera- 
bytes) of data gathered by the Hubble and 
several large. ground-based telescopes that. 
are operated by the European Southem Ob- 


servatory (eso) at Paranal and La Silla in = 


Chile. The database, stored at the eso’s head- 
quarters in Garching in Germany, is growing 
by 4.5 terabytes a year, and is expected to 
swell to100 terabytes by 2005. a 
Although the ultimate aim is for astrRo- ` 
virteL to be available online, astronomers 
will at first be invited to visit the facility in 
person. Indeed, it will be necessary to book 
observing time, just as with a real observa: 
tory. (Applicants have until June isth to sub- 
mit research proposals, and a handful will 
then be selected.) But the idea, says Benoit Pi- 
renne, head of archive operations at Garch- 
ing. is tofind out what sort of research virtual 
observatories can be used for; to help astron- 
omers to navigate around the various data 
formats; to provide heavyweight computer 
hardware; and to develop the necessary 
data-mining tools. The ASTROVIRTEL pro- 
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ATABASES are becoming increasingly 

important research tools in scientific 
fields from astronomy to genetics. But they 
can also have other, more surprising 
uses—in etymology, for example. Fred Sha- 
piroof Yale Law School, whois the editor of 
the forthcoming “Yale Dictionary of Quo- 
tations”, has been using a database of aca- 
demic journals called jstor to track down 
the origins of new words and expressions. 
His latest finding, announced in a note in 
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How software got its name 


the current issue of the IEEE Annals of the 
History of Computing, is of the earliest 
known published use of that now-ubiqui- 
tous word, “software”. 

This word was, he found, used in 1958 
by John Tukey, a mathematician at Prince- 
ton University, in an article published in 
the American Mathematical Monthly. Tu- 
key was a major figure in 2oth-century sta- 
tistics and, says Mr Shapiro, he also had a 
fondness for coining new words and 
phrases. His greatest contribution 














Software engineering 





to the vocabulary of computing 
was previously thought to be his 
invention, in 1946, of the word 
“bit”, short for binary digit. But it 
now seems that he is also 
responsible for introducing the 
term “software”, in the following 
sentence: 
Today the “software” comprising the 
carefully planned interpretive rou- 
tines, compilers, and other aspects of 
automative programming are at least 
as important to the modern electronic 
calculator as its “hardware” of tubes, 
transistors, wires, tapes and the like. 


The fact that “software” and 
“hardware” appear in inverted 
commas suggests that Tukey ex- 
pected these words to be unfamil- 


iar to his readers. Previously, the first re- 
corded appearance of the word “software” 
in print was in 1960. So this sentence may 
well be the original source of the term. 

Thisis not the first time that Mr Shapiro 
has used jstor to push back the first 
known use of a particular word. The data- 
base consists of over 100 scholarly journals 
in multiple fields, going back many years, 
and in some cases over a century. Journal 
pages are scanned in at high resolution, 
and the text is extracted using optical char- 
acter-recognition software. It is then possi- 
ble to retrieve journal pages that match 
particular search terms. (jstor is operated 
by a not-for-profit organisation and is 
available online by subscription.) Mr Sha- 
piro has previously uncovered uses of 
words and phrases including “double 
standard”, “post-modern” and “racist” 
that predate the earliest-known uses listed 
in the “Oxford English Dictionary”. 

But the oep could yet have the last 
word on “software”. Mr Shapiro says that a 
member of the oen staff has uncovered an 
example of the word dating back to 1850, 
though in a rather different context. At that 
time, “soft-ware” and “hard-ware” were 
terms used by rubbish-tip pickers to distin- 
guish compost from non-biodegradable 
matter. So a Victorian would have been 
baffled by the modem use of the term. 
Garbage in, garbage out, as computer 
programmers like to say. 











gramme will run for three years, at the end of 
which its organisers will have a clearer idea 
of the needs of virtual astronomers and will 
thus be better able to serve them online. An- 
other goal of the project is to develop ways to 
ensure that virtual observatories can share 
and exchange data easily. 

In America, the nvo is still in the plan- 
ning stages. By the time it is set up, however, 
mountains of data will have piled up from 
several automated sky surveys that are being 
carried out by robotic telescopes. A major 
part of the nvo will be the data from such ef- 
forts as the Sloan Digital Sky Survey (spss), a 
five-year project that is now under way to 
take images of most of the northern sky and 
to identify hundreds of millions of stars, gal- 
axies, quasars and other objects. Mining the 
resulting terabyte or so of data will allow 
astronomers to investigate the evolution of 
galaxies, for example, since the spss will pro- 
vide an enormous sample of them. 

And even the spss will represent only a 
single snapshot of the sky. The proposed 
Large Synoptic Survey Telescope, an even 
more ambitious automated survey, will 
carry out the equivalent of a “Sloan a week” 
for a decade, producing a terabyte of data 
per week and enabling astronomers with 
powerful enough computers toexamine sev- 
eral months’ worth of observations, so as to 
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investigate phenomena that change over 
time. Other surveys will scan the skies of the 
southern hemisphere, or the infra-red. The 
Hubble’s successor, the Next Generation 
Space Telescope, will also produce vast 
quantities of new data. 

Within a few decades, says Dr Turner, 
the entire observable universe will have 
been digitised. Combining all these data 
sources in a meaningful way, and extracting 
useful information from them, will not be 
easy. But virtual observatories will allow 
new kinds of questions to be asked—and 
new kinds of discoveries to be made. 

Admittedly, as astronomers spend more 
time in front of computers and less time 
peering through telescopes, some of the joy 
of their profession will have been lost. But 
the tradition of astronomical data-mining 
goes back a long way. In the early 17th cen- 
tury, Johannes Kepler worked out the laws 
of planetary motion as a result of years of 
analysis of the observations made by Tycho 
Brahe. Neptune was also discovered in 1846 
after two mathematicians analysed decades 
of observations of the anomalous motion of 
Uranus to reveal the gravitational influence 
of an unseen planet. So astronomers should 
not worry if, instead of looking up at things, 
they now look things up instead. 
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Stem cells 


Brain into brawn 


ITHIN the body, as in the wider 

world, some individuals lead more in- 
teresting lives than others. Most of the cells 
that make up a body's tissues are stuck in 
dead-end jobs, such as making hormones or 
lining blood vessels, with little prospect of a 
career change or even of reproduction. But 
an elite group, known as stem cells, have far 
wider opportunities. When given the right 
biochemical signals, these cells, which are 
found in many organs from skin to bone 
marrow, can divide and transform them- 
selves into a range of different cell-types as 
and when the need arises. 

Although cells in embryos have long 
been known to have this capacity for 
change, there is a growing understanding 
that many adult organs, too, contain stem 
cells which retain their youthful plasticity 
and can serve as a pool to replenish their 
daughter cells. This makes them a promising 
source of tissue for “lab-built” organs that 
might be used in transplants. But even these 
protean stem cells were thought to be limited 
in the types of cell they could yield. 

However, as a paper published in this 
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week's Science suggests, such adult stem 
cells are far more versatile than most re- 
searchers had imagined. Jonas Frisen and his 
colleagues at the Karolinska Institute in 
Stockholm have isolated stem cells that line 
the cavities of an adult mouse brain. They 
reckoned that such cells, known to produce 
neurons and other supporting cells in the 
central nervous system, might be coaxed 
into generating other sorts of cells when put 
in the right environment. So they transferred 
these cells into early-stage chick and mouse 
embryos to see how they developed. Since 
the neural stem cells were originally taken 
from a mouse which had been genetically 
engineered to produce a protein that turns 
them blue on contact with a particular 
chemical, tracking the cells in their new 
homes was a relatively easy matter of taking 
tissue samples from the embryos, staining 
them with the chemical and looking to see 
where the blue cells turned up. 

Surprisingly, the neural stem cells made 
their way far and wide in the developing em- 
bryos, from the nervous system to the liver, 
lung and intestine. And they were not there 
merely as neural interlopers, but had inte- 
grated into their new organs and settled in to 
become cells just like their neighbours. Some 
had even transformed themselves into heart 
muscle, beating away in over half the mouse 
embryos treated. 

Dr Frisen and his colleagues are not the 
first to show that neural stem cells can be 
turned into other cell types; last year, re- 
searchers at NeuroSpheres, a biotechnology 
firm in Calgary, Alberta, showed that such 
cellscould become blood cells when put into 
adult mice. But the Karolinska group has 
shown that, given a chance, stem cells are ca- 
pable of even more startling changes. 

The biochemical cues that prompt this 
transformation are, as yet, unknown. Em- 
bryos are awash with molecular signals 
which tell their few cells to divide and dif- 
ferentiate to become the many tissue types 
that make up the body. Dr Frisen’s team, to- 
gether with NeuroNova, a Swedish biotech 
firm, is busy trying to identify some of these 
chemicals, and working out the genes and 
molecular pathways that are turned on in re- 
sponsive neural stem cells. They would also 
like to push other stem-cell types, such as 
those found in the intestine, to the limit in 
their embryo experiments. There is already 
some evidence from other researchers that 
stem cells elsewhere in the body can be 
switched into new and exciting jobs, such as 
turning blood stem-cells into muscle. 

A better understanding of how to con- 
trol adult stem cells is also crucial for their 
prospects in “regenerative medicine” or tis- 
sue replacement. Dr Frisen reckons that they 
may offer several advantages over human 
embryonic stem cells which, although easier 
to manipulate, are a controversial source of 
new tissue because they are still mainly ob- 
tained from aborted fetuses. Adult stem 
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cells, on the other hand, might be “har- 
vested” from patients themselves and trans- 
formed in the laboratory into other, badly- 
needed cellular substitutes. When trans- 
ferred back to patients, such autotransplants 
would notonly avoid the problem of graft re- 
jection, butalsoovercome the worry of nasty 
viruses being passed from graft to host. 
Neural stem cells are, unsurprisingly, 
rather tricky to harvest from living patients. 
So some biotechnology companies are tak- 
ing stem cells from other, more accessible 
parts of the body, and are pushing ahead 
with them in clinical trials. Osiris Therapeu- 
tics, in Baltimore, Maryland, is testing stem 
cells from bone to. treat patients whose 
bones have been damaged by chemo- 
therapy. It is also evaluating their use to re- 
pair cartilage and heart tissue in animals. 
Curis, a firm based in Cambridge, 
Massachusetts, is building complex organs 


out of adult stem cells and testing them in 
patients with serious organ defects, such as 
bladder failure. Often these patients have 
surgery to transform bits of their bowel into 
bladder, but this is less than ideal since the 
bowel’s job is to absorb fluid into the body, 
whereas the bladder’s is to store it away be- 
fore expulsion. 

Among Curis’s more elaborate creations 
is the “Neobladder”, made from stem cells 
taken from a failing bladder, which are 
pressed into becoming sheets of muscle and 
cell-lining in the laboratory. The new tissues 
are then put back into the body, and con- 
nected up to the blood supply, growing into 
a functional bladder in animal models and, 
the company hopes, in the handful of chil- 
dren who have had the “synthetic” organ 
implanted so far. Inside the body, and out, 
there is no shortage of jobs for stem cells. 
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Survival of the fittest, and oldest 


T IS acliché beloved by scriptwriters of 

television wildlife programmes that 
predators prefer to take prey who are sick, 
old or young. That would make sense, for 
such prey would presumably be easier to 
catch. But until recently there has been 
surprisingly little evidence to show that it 
is actually true. 

The theory has, however, now been 
put to the test. Anders Moller and Johan- 
nes Erritzoe of Université Pierre et Marie 
Curie in Paris have compared the health 
of birds killed by domestic cats with those 
killed in accidents such as flying into win- 
dows or moving vehicles. Their results 
have recently been published in the jour- 
nal Oecologia. 

Dr Moller and Dr Erritzoe examined 
the size of the dead birds’ spleens. They 
chose the spleen because it is an impor- 
tant part of the immune system. Birds suc- 
cumbing to lots of infections, or inun- 
dated with energy-sapping parasites, 
have smaller spleens than healthy birds. 
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Looking at what the cat dragged in 
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The size of the spleen is thus a good indi- 
cator of how immuno-compromised—in 
other words, sickly—the bird is. 

In total, they examined more than 500 
birds from 18 species. In 16 species they 
found that the spleens of individuals 
killed by cats were significantly smaller 
than those of individuals killed acciden- 
tally. The difference in size was substan- 
tial: the spleens of the species in question 
were, on average, a third smaller in the 
birds that had been killed by cats than in 
those killed by accidents. In five—sky- 
larks, house sparrows, blackcaps, lesser 
whitethroats and spotted flycatchers— 
the difference was more than half. In only 
two species, robins and goldcrests, was 
there no discernible difference in size be- 
tween the spleens of those pounced on by 
cats and those killed in collisions. 

Dr Moller and Dr Erritzoe also 
checked for other differences between 
predator-prone and accident-prone birds, 
tosee if they had an effect. Weight, sex and 
wing length, all of which might 
have been forecast to be signifi- 
cant, were not. But age—or 
rather youth—was. Almost 70% 
of the birds killed by cats were 
youngsters. Of those killed acci- 
dentally, half were young and 
half were adult. 

So two-thirds of the cliché 
appears to be true. Sick birds 
and young birds are at greater 
risk of ending up in a predator's 
stomach than healthy adults. 
But old ones, at least according 
to this study, are not. Perhaps 
age and guile count for some- 
thing after all. 
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MOREOVER 


Blame the steaks 


As American labour unions attract hundreds of thousands of new members, 
an age-old question is being asked once more 


N 1906 a German sociologist, Werner Som- 

bart, published a book entitled “Why Is 
There No Socialism in the United States?”, 
which was notable for its splendid conclu- 
sion that “on rafts of beef and apple pie, so- 
Cialist utopias of every description go down 
todestruction.” 

This conclusion is too simple for Sey- 
mour Martin Lipset and his co-author, Gary 
Marks. There has been, for one thing, as they 
show, quite a lot of socialism in the United 
States, even if it never attained the influence 
social democracy achieved at different times 
in Britain, Germany, Scandinavia, Australia 
and New Zealand. In New York city, in Ger- 
man-settled Wisconsin, in Scandinavian- 
settled Minnesota, in the Pacific north-west 
(especially among the Oregon Finns) and 
among Dutch farmers-turned-industrial- 
workers in Reading, Pennsylvania, socialist 
parties and socialist candidates could and 
did attract substantial support over many 
decades. 

Yet in the Great Depres- 
sion, when the moment ar- 
rived, America’s socialists 
muffed it. Norman Thomas, a 
patrician socialist leader who 
saw the issue as Socialism v 
Capitalism, insisted on stand- 
ing against Franklin Roosevelt, 
and won only 187,000 votes na- 
tionwide. The unions turned 
away from socialism and fol- 
lowed Fpr within the Demo- 
cratic Party. Their refusal to en- 
dorse the second world war 
completed their discomfiture. 
As for the American commu- 
nists, for all their success in in- 
filtrating the intelligentsia and 
the leadership of some indus- 
trial unions, their appeal was 
largely limited to the foreign- 
born and to intellectuals: in the 
late 1930s, as much as 44% of 
the membership were white- 
collar workers. 

In “It Didn't Happen Here”, 
Messrs Lipset and Marks show 
that this was neither predict- 
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Ir Drpn’r Happen Here: Wuy 
SOCIALISM FAILED IN THE UNITED 
States. By Seymour Martin Lipset and 
Gary Marks. W.W. Norton; 384 pages; 
$26.95 and £19.95 


able nor inevitable. America had been ex- 
pected to turn socialist precisely because it 
was the most developed country industri- 
ally. Foreign observers, stretching as far back 
as de Tocqueville, cited the high levels of so- 
cial egalitarianism and social mobility, to- 
gether with the absence of feudal legacies 
such as fixed social classes, as reasons for 
making the same prediction. Yet, even if this 
is counter-intuitive, American socialists 
were historically more Marxist, not less so, 
than their brothers in Britain, Australia or 
anywhere else except Russia. They were also 
more pugnacious. Victor Berger, a pragmatic 
early socialist leader in Milwaukee, argued 





First person singular 


more than once that “every socialist should 
havea good rifle and so cartridges.” 

The authors painstakingly test many 
theories that have been put forward to ex- 
plain why America did not follow the social- 
democratic pattern. They dismiss the idea 
that the failure of socialist parties was a spe- 
cial case of the failure of third parties gener- 
ally. The character of the American political 
system—divided, checked and balanced as 
well as federal—may explain the general 
weakness of third parties, they argue, but it 
does not explain the specific failure of 
socialism. 

A more plausible explanation is the divi- 
sion between socialist parties and organised 
labour. Why were these two organisations, 
both theoretically devoted to the welfare of 
the working people, “locked into intense 
mutual hostility”? One reason, the authors 
suggest, was that because manhood suffrage 
was established by the late 1820s, earlier than 
in any European country, the main political 
parties had already staked out their claim to 
represent the working man. 

In addition, they say, an “anti-statist 
strain” in American culture led labour to op- 
pose precisely the practical reforms labour 
parties campaigned for in Britain, Scandina- 
via. Canada, Australia and New Zealand. 
The authors do not say so, but the roots of 
that anti-statism were to be found both in 
the original colonial resentment against 
royal government and in various ethnic tra- 
ditions: Irish hostility to gov- 
ernment by British Protestants; 
German liberal, and Catholic, 
suspicion of the Prussian state; 
Russian and especially Jewish 
fear of Tsarist militarism; Slav 
and Italian hatred of foreign 
rulers. The experience of immi- 
grants before they ever arrived 
in America fed the primal 
suspicion of government. 

Immigration was alsoa fac- 
tor, though here Messrs Lipset 
and Marks miss the point. 
“Only a minority of immi- 
grants were socialists,” they 
rightly point out, “but for ex- 
tended periods of time most 
socialists were immigrants.” 
True enough. But they do not 
fully explain why immigration 
made American workers con- 
servative. One reason was that 
immigrants and especially 
their children were exposed to 
socialising influences far more 
powerful than any socialist 
ones. From the moment they 
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MOREOVER 


Why there is no soccer in America 


S$ THE Euro 2000 championship looms 
and the continent again becomes 
football-crazy, an old question is being 
asked once more: will Americans ever 
leam to love football—European football, 
that is—or are the rhythms of the world’s 
most popular game somehow out of sync 
with the American spirit? 

Soccer is the fourth most popular game 
in American playgrounds after basketball, 
volleyball and softball, and the fastest- 
growing recreational activity among 
schoolchildren. America has hosted two 
hugely successful World Cups and is rap- 
idly emerging as an international force. 
Football's place alongside more traditional 
American pastimes would seem assured. 

But when it comes to a professional 
league of their own, Americans remain 
blissfully indifferent to this variety of foot- 
ball. Currently in its fifth season, Major 
League Soccer (Mts), the long-awaited suc- 
cessor to the North American Soccer 
League (Nasu), is still playing mostly to 
empty seats. True, the Los Angeles Galaxy 
and the defending champions, pc United, 
have cultivated small but deeply loyal fol- 
lowings. And the calibre of play has clearly 
improved. Seamus Malin, America’s fore- 
most football analyst, reckons the Mts is 
now a credible second-tier league and be- 
lieves some of its clubs could well hold 
their own against many European sides. 
Yet, although the Mts drew 17,000 specta- 
tors a match during its inaugural season, 
the average attendance is now just 14,000. 
The league does even worse on television; 
its games barely register a rating. 





Selling football to Americans requires 
patience, say MLs executives. Above all, 
they want to avoid repeating the experi- 
ence of the Nast, which folded in 1984. The 
NASL, they say, depended too much on one 
star-studded team, the New York Cosmos, 
and its free-spending owner, Warner Com- 
munications. The Cosmos fielded a line-up 
that included Pele, Franz Beckenbauer, 
Carlos Alberto and a host of other legends 
who, though no longer in their prime, were 
still highly entertaining. But when Warner 
lost interest in football it pulled the plugon 
the Cosmos—and on the entire league. 

Given the money top internationals 
now command, the Mts does not have the 
option of importing superstars. The league 
has a few big-name foreigners, but it be- 





ache for these very reasons. The lack of 


$100m in its first four seasons), the league 
caps team payrolls at $1.73m and salaries at 
$270,000, though exceptions are occasion- 


of the tournament at last year’s under-17 


joined Bayer Leverkusen, a German club. 


just a matter of time before he too departs 


lieves that Americans generally prefer to 
watch Americans and that its main pur- 
pose is to serve as a showcase for home- 
grown talent. 


Keeping the talent at home is a head- 


world-class competition diminishes the 
league’s appeal and the pay is uncompeti- 
tive. To help contain costs (or at least limit 
the bleeding: the Mts reportedly lost over 


ally made for high-profile imports. Thus, 
some of America’s finest, among them Joe- 
Max Moore, Claudio Reyna (pictured left) 
and Tony Sanneh, have taken their studs 
abroad. Up-and-coming stars are also de- 
fecting. Landon Donovan, named player 


world championship in New Zealand, has 


Another promising junior, DaMarcus 
Beasley, Mr Donovan's runner-up in New | 
Zealand, is, for the moment, sticking with 
the Chicago Fire. But several European 
clubs, including Arsenal, Barcelona, and 
psv Eindhoven, are said to be interested in 
the 17-year-old midfielder, and it may be 


for greener pitches. 

Possibly, the inferior quality of the Mis 
is keeping fans away. More likely, though, 
Americans just find football too slow and 
maddening. Whereas basketball guaran- 
tees 48 minutes of slam dunks, football 
threatens 90 minutes of dashed hopes. 
Americans, not always known for their pa- 

tience, seem to prefer more gratifica- 
tion—that is, more scoring—from their 
pastimes. 








stepped off the boat they were exposed to 
propaganda about the superiority of “the 
American way”, an ideological battering that 
left little room for communitarianism as op- 
posed to individualism, or for equality of 
condition as a value that might be preferred 
to equality of opportunity. 

Another was that immigrants were pre- 
disposed to accept this teaching. They 
needed, after all, to justify the decision to 
leave their homeland and the sacrifices that 
had to be made before and after the journey. 
The second generation, especially, were de- 
termined to be as good Americans as those 
who had arrived before them. 

And finally the immigrants were di- 
vided, where the working classes of Europe 
had been united within their own ethnic 
and language groups. The Irish were divided 
from the British Protestants, the Germans 
from the Jews, each European immigrant 
group from its neighbours; and Mr Lipset 
and Mr Marks give many instances of how 
ethnicity defined both socialist parties and 
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their opponents. Above all, white immi- 
grants were in competition with, and 
desperate to distinguish themselves from, 
non-white fellow workers, African-Ameri- 
cans—but also, on the west coast, Asians. 

In general, of course, immigrants were 
better off than if they had stayed at home. 
On the whole, that remains true today, 
though the comparison with traditional em- 
igrant countries, such as Italy and Ireland, 
has narrowed. It is important to remember 
the circumstances in which international in- 
come comparisons came to be made in “pur- 
chasing-power parities”. This measure, 
which dates back to before the first world 
war, became widely used at precisely the 
moment when unadjusted northern-Euro- 
pean incomes came closest to catching up 
with or, in the case of Scandinavia, overtak- 
ing American ones. 

Mr Lipset and Mr Marks have the can- 
dour to admit (and it is this that distin- 
guishes their version of American excep- 
tionalism from mere flag-wagging) that 


America has paid a hard, quantifiable price 
for missing out on the social-democratic ex- 
periment. They demonstrate that, if America 
has remained the wealthiest country in the 
world, it is also, by many incontrovertible 
measures, the most unequal of the rich 
countries. Though far behind, the next most 
unequal countries are those that have re- 
cently followed the American model—Brit- 
ain and Australia. 

American workers, they conclude, were 
not able to shape American culture “as a 
counterweight to individualism and anti- 
statism”. But, the authors say, “the seemingly 
universal shift to support for capitalism and 
the free market may be of short duration.” 
New movements and new ideologies can be 
expected to appear, either because capital- 
ism will be seen to fail economically, or be- 
cause it cannot appeal to idealism. Will it be 
Ralph Nader's Greens? Or will some future 
Sombart be asking, “Why is there no Green 
party in the United States?” 


nms 
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Wildlife conservation 
Animal farm 


KISSAMA, ANGOLA 


HE recent crres conference, where 
South Africa and Kenya nearly came to 
blows over how best to protect the African 
elephant, was just a recent example of the 
controversies in African animal conserva- 
tion. Two months later, another project, this 
time in Angola, is bound to raise hackles 
both in Africa and beyond. 

Twenty-five years of civil war in Angola 
have knocked the country right off the 
beaten track. Yet, if the war ever ends, Angola 
does have incredible eco-tourism potential. 
Precisely because of the conflict, which has 
depopulated most of this vast country, An- 
gola offers one of the most “unspoilt” eco- 
systems in the world. This vision of a post- 
war Angola swarming with cash-laden eco- 
tourists is the driving force behind an ambi- 
tious and somewhat starry-eyed project to 
rehabilitate the country’s defunct animal re- 
serves, starting with the Kissama National 
Park which lies in the relatively safe area just 
to the south of the capital, Luanda. 

In contrast to the seething city, Kissama 
is a 10,000-square-kilometre (3,900-square- 
mile) haven, with white beaches, rolling 
grasslands and exotic forests of baobabs and 
giant candelabra cactus trees. Until about 
ten years ago many visitors, mainly expatri- 
ates based in Luanda, still came game- 
spotting here. The park was home to 2,000 
elephant, as well as lion, leopard, hyena and 
all sorts of antelope. But then the war came 
too close to Luanda, food grew scarce, and 
the poachers began to outnumber the tour- 
ists. The death knell sounded for Kissama’s 
animals in 1992, when the army’s elite unit, 
the Commandos, set up their headquarters 
at Cabo Ledo, right in the middle of the park. 
Hunting with automatic weapons from low- 
flying helicopters they wiped out most of 
what was left of Kissama’s wildlife. 

Perhapssurprisingly then, it was the gen- 
erals whose men decimated Kissama who 
first thought of reviving the park. In 1996, 
during a period of relative peace, two 
brothers, Luis and Antonio Faceira, respec- 
tively heads of the Angolan army and of the 
Commandos, acquired the concession to ex- 
ploit the tourism potential of Kissama and 
immediately assigned 20 Commandos to 
help stop the poaching. Hoping that the 
peace would last, their long-term plan was to 
tum 10,000 demobilised soldiers into game 
wardens to be deployed nationwide. Unfor- 
tunately, fighting started again in 1998 and 
most of the demobilised men went back to 
the army. However, in between running the 
war, the Faceira brothers have pressed on 
with their plans for Kissama. 

Realising that they had no experience of 
tourism or conservation, they approached 
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A movable feast 

Wouter van Hoven, a professor of wildlife 
management at the University of Pretoria, 
who has been their chief fundraiser and 
publicist ever since. Mr van Hoven set up a 
charity, the Kissama Foundation, which has 
raised nearly $2m in donations, predomi- 
nantly from oil companies. Of this, $600,000 
is being used to build fences. The restis for re- 
building roads, training and equipping war- 
dens, and buying and transporting animals 
from other African countries. 


MOREOVER 


The plan initially is to import elephant, 
white rhino, warthog, giraffe, zebra, wilde- 
beest and a range of antelope. Carnivores 
will be introduced ata later date, when there 
is something for them to eat. The first ship- 
ment of animals is due to arrive by plane 
later this month. In theory the park’s popula- 
tion should be self-sustaining by 2004. The 
generals can then move in with their private 
companies to build the money-spinning 
lodges, camps and restaurants to accommo- 
date all those tourists they hope to attract. 

This seems to be a rare good news story, 
in a country better known for calamities. Yet 
not everyone is happy about it. Potential 
overseas backers have withdrawn their sup- 
port, stating that there is no way that the ani- 
mals’ safety can be guaranteed while Angola 
is still at war and 70% of its human popula- 
tion lives below the poverty line. Under 
these circumstances, they say, it is uncon- 
scionable to export protected species like ele- 
phant and rhino to Angola. And officials in 
Angola’s Ministry of the Environment fear 
that they are seeing the de facto privatisation 
of vet another valuable national resource— 
especially given the decision of a few weeks 
ago to award the Kissama Foundation the 
rights to develop every single national park 
in Angola. 








Natural style 


TRIVERO 


IGH fashion and nature are unlikely 
partners, not least in Italy where a 
natural attachment to elegance is often 
matched with a disdain for countryside 
and wildlife. Yet Ermenegildo Zegna, a 
manufacturer of high-quality textiles and 
menswear, has been involved in environ- 
mental education and conservation for 
more than 60 years. During the 1930s, the 
firm’s eponymous founder built recre- 
ational facilities for workers employed in 
his factory in Trivero, the small town at 
800 metres (2,600 feet) in the Alpine foot- 
hills north-east of Turin where the com- 
pany is still based. Zegna then turned his 
attention to the area’s natural resources. 
Between 1938 and 1960, he built a road, 
repaired footpaths and muletracks, and 
reafforested the area behind Trivero. Con- 
cerned about how industrialisation 
eroded workers’ links with their moun- 
tain origins, Zegna saw easier access as a 
way to maintain roots and widen public 
appreciation of the area’s beauty. His 
grandchildren have continued the pro- 
ject. In 1993 they established the Oasi 
Zegna, a 100-square-kilometre (40-square- 
mile) reserve of meadows and forest that 
pushes towards Monte Rosa, Europe’s 
second highest peak, into an empty, wild 








area crossed by a few trails. 

As well as maintaining paths and 
putting up educational signs, the orga- 
nisation is thinning the hundreds of thou- 
sands of spruce that Zegna planted. Its 
most recent initiative was a festival cele- 
brating transhumance, the ancient cus- 
tom of moving animals between winter 
and summer pastures. Just before mid- 
night on May 26th, a herd of nearly 200 
cows started out along an old track to Al- 
pine pastures at 1,300 metres within the 
Oasi in the Upper Sessera Valley. Arriving 
in meadows carpeted with white narcissi 
and deep blue gentians, the cowherds 
were greeted by a village band and plates 
of polenta. A further 800 head from other 
herds will be taken up by truck, and they 
will pasture there until mid-September. 

Yet keeping mountains alive, in a re- 
gion one hour from Milan and Turin, is 
tricky. Laura Zegna, the head of the Oasi, 
regrets that her grandfather's mountain 
road is often mentioned in motorbike 
magazines; exhaust-roar sometimes 
blasts along a 26-kilometre strip on the 
southern edge of the reserve. But across 
the Oasi’s mountain ridge, north towards 
Monte Rosa, the wilderness and its eagles 
are still undisturbed. 
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MOREOVER 
Modern American painters 


Frank Stella's panatellas 


HE idea came to Frank Stella one winter 

night 17 years ago while he was lecturing 
at Harvard about painting. The blow- 
heating went off in the hall where he was 
staying, and the air suddenly became still. 
Watching the whorls of smoke from his cigar, 
he found it harder and harder to concen- 
trate. The sight of the smoke, as sharply out- 
lined as any solid, electrified him. He 
thought to himself, “I have to paint that.” 

Technically, it wasn’t possible, not to the 
optical standard he wanted. But, being tena- 
cious, he clung to the idea. Now, with the 
help of digital-imaging, Mr Stella has cap- 
tured those swirling smoke patterns in paint. 
Three of these huge works, as good as any- 
thing he has ever done, are on show, together 
with three of his sculptures, in a special 
room at the Royal Academy’s summer show 
in London (May 29th-August 7th)*. 

People who have not paid Mr Stella 
much attention since his dark canvases with 
their enamelled pinstripe made him an 
overnight sensation, in the mists of 1959-60, 
will be taken aback. The flickering surfaces 
of these latest works recall the bursting vi- 
sual energy of Jackson Pollock. But anyone 
who has stuck with Mr Stella through his 
critical peaks and troughs will not be sur- 
prised. He has always been fascinated by 
new materials and new technical challenges. 
He has always been ready to drop one style 
or approach and reinvent his work afresh. 
And amid the changes—too many, moan 
the critics—he has stuck to a simple guiding 
idea: the magic of painting and sculpture lies 
for him, he says, in a capacity to infuse static 
materials with a sense of action and motion. 

In Hollywood, the Frank Stella story 
would follow a well-known arc: he’s up; he’s 
down; he’s up. He caught the notice of his 
first New York dealer in 1959 when he burst 
into his gallery, a fearless 23-year-old from 
Princeton, and sat down on the floor. For all 
the attention, the critics were divided and his 
geometric abstractions did not sell well. Un- 
deflected, he went on experimenting. In his 
“notch” series, he cut triangular shapes out 
of the canvas stretchers to make a sort of flat 
proto-sculpture. There was broader praise, 
but still no pay-dirt. Not till the “protractor” 
paintings (1967-71) did he hit the spot. Cus- 
tomers for these brightly banded circles and 
semi-circles had to be beaten away by his 
dealer, Leo Castelli. In 1970 came the laying 
onof hands:a one-man show at the Museum 
of Modern Art in New York. 

Others might have relaxed or repeated 
themselves. Not the restless Mr Stella. His 
work began to bend out from the wall. Soon 
it peeled and exfoliated in looping strips and 
coloured tendrils until the question, “Paint- 
ing or sculpture?” came to seem pointless. If 


102 








pressed to mark the change exactly, Mr Stella 
dates it to the moment when a museum wall 
could no longer take the weight of one of his 
increasingly turbulent reliefs. He and his stu- 
dio assistants propped it against a floor easel, 
and he found himself exhibiting a walk- 
around three-dimensional work. 

Mr Stella has done very small paintings 
(one foot square) and very large ones. The 
scale he has never much worked in is the one 
private buyers like best—what he calls 
“over-the-fireplace” size. Businesses and 
banks, by contrast, like his work, one reason, 
perhaps, that Mr Stella lost his reputation as 
the very glass of cool,and came to be seen by 
many as a safe taste. His second MOMA one- 
man show in 1987—he is the only living artist 
to win this accolade—winched him on to a 
modernist pedestal. 

On the whole, the 1970s and 1980s were 
not happy years for painters. Performance, 
conceptual, video and installation art all 
seemed, at one time or another, to have put 
paid to canvas. In a city that worshipped 
Jean-Michel Basquiat and Nancy Spero, Mr 
Stella appeared to have quit “the scene” to 
watch car racing (he travelled on the pro cir- 
cuit) and to own racehorses (he designed his 
colours in magenta and dark green). 

Friends attribute his capacity to reinvent 
himself to various things. He has intelli- 
gence. He will take risks. He has an American 
confidence and a readiness to say, “I can do 
that.” Lately, he has taken to architecture. His 
bandshell of exuberant reach will be fin- 
ished next year outside the new basketball 
arena in Miami. Philip Johnson and Richard 


Meier have praised his designs. But probably 
the key is Mr Stella’s love of work. When in 
New York, he can be found hard at it with his 
team of helpers in his Manhattan studio or at 
a foundry, seven daysa week. 

In talking about his art, Mr Stella is nei- 
ther tongue-tied nor theory-bound. He has 
always had clear ideas about what he was up 
to, and he could explain them simply with- 
out patronising his listeners. His Charles El- 
iot Norton lectures at Harvard in 1983-84 are 
remembered by all who heard them. Their 
neatly ambiguous title, “Working Space”, 
sums up what he thinks the artist is up to, 
and where. In them, he pleaded for the con- 
temporary vitality of painting that was spa- 
tially expansive and dramatic, like the art of 
the Baroque, particularly his beloved Cara- 
vaggio. Not one to mystify his profession, he 
is friendly and accessible. After a talk or atan 
opening, people crowd round for a chat— 
and an autograph. 

To begin with, Mr Stella sought to take 
away, to reduce, to subtract. It was exhilarat- 
ing at first, but before long came to seem dry. 
Now hecontinues to put back, to build up, to 
add. The basic aim hasn't changed. “It’s to 
make art,” he says, adding with 1960s hipster 
humour, “Most of the time, it’s like Werner 
von Braun. He aims for the stars, and some- 
times he hits Philadelphia.” 


“Work by Mr Stella is also currently on show at the Richard 
Gray Gallery in Chicago until June 25th. A show of his 
opens at the Marion Locks Gallery in Philadelphia on 
October 13th. 
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Erich Mielke 


FTER the East German state 
collapsed in 1989, revenge 
was in the air. At the top of many 
people’s lists for retribution, ifnot 
lynching, was Erich Mielke, the 
head of the Stasi, East Germany’s 
secret police. He was put on trial 
for being jointly responsible, with 
the East German leader Erich Ho- 
necker, for the deaths of 49 peo- 
ple trying to escape to West Berlin 
over the Berlin Wall. The trial was 
abandoned, partly because the 
killings were proving hard to pin 
on those at the top, and partly be- 
cause Honecker was dying, while 
Erich Mielke complained that he 
could not follow the proceedings. 
Mr Mielke was put on trial 
again, this time, to many people’s 
astonishment, for murders he 
had been involved in back in 1931, 
in the days before Hitler came to 
power. On the orders of the Com- 
munist Party, he and a colleague 
had shot dead two policemen 
who had incensed the party by 
breaking up its demonstrations. 
Young Mielke had escaped, but 
the German police had never for- 
gotten the murders of their finest. 
This time there was no problem of 
providing proof of his misdeed, 
and in 1993 he was sentenced to 
six years in prison; not enough, 
said some, but at least he had not 
eluded justice entirely. 

Perhaps Erich Mielke was 
himself impressed that his police 
file had survived through more 
than 60 years of war and peace, passed on from regime to regime. It 
was a tribute to the thoroughness of German bureaucracy. Mr 
Mielke was an obsessive bureaucrat. His speciality was collecting 
personal data. Of course, all governments do this, democratic ones 
as well as dictatorships, as do commercial organisations; and laws 
are made to try to restrain their enthusiasm for intruding on the 
privacy of individuals. 

Mr Mielke operated with few restraints. In 1957, when he be- 
came head of the Stasi, an abbreviation of Staats (state) and Sicher- 
heit (security), it was just one of a number of bodies designed to 
protect East Germany against the western “imperialists”. Mr 
Mielke so expanded the Stasi that, by the time he was toppled 
some 30 years later, he was the most powerful man in East Ger- 
many after the party leader: “the master of fear”, as West German 
popular newspapers liked to call him. 


Family treacheries 

Erich Mielke scrutinised the lives of East Germany's 17m people 
with a thoroughness that probably even exceeded the Gestapo’s. 
No detail was too minor to be noted on the Stasi files. Political 
views of course, but also reading tastes and sexual inclinations, 
even a preferred drink. From a dossier, a decision might be made 





Erich Mielke, East Germany’s secret 
police chief, died on May 22nd, aged 92 


about a citizen considered a 
threat to the security of the state, 
and consequently jailed, or shot. 
When the Berlin Wall was built in 
1961, as a result of Mr Mielke’s urg- 
ing, the entire population became 
prisoners of the state. 

It is estimated that some 2m 
people were informants for the 
Stasi at one time or another. Most 
of the files kept in the Stasi’s vast 
complex in Berlin’s Normannen- 
strasse have become accessible to 
those deemed entitled to view 
them. As a result people are dis- 
tressed to find that close friends 
provided information about 
them; that there were treacheries 
even within families. Mr Mielke’s 
own reflections to his subordi- 
nates are there. One is, “All this 
twaddle about no executions and 
no death sentences, it’s all junk, 
comrades.” Sometimes he would 
leave his desk and conduct his 
own interrogations. “I'll chop 
your head off” was one of his cus- 
tomary threats to anyone he sus- 
pected of betraying the party. 

The Stasi tentacles extended 
into West Germany, where Mr 
Mielke had informants in many 
government ministries, among 
opposition groups, in NATO, 
American military bases, even in 
the churches. In 1974, the then 
chancellor, Willy Brandt, re- 
signed after a Stasi spy was found 
to be working in his office. The 
East Germans knew about Hel- 
mut Kohl’s misdemeanours long before they were revealed to the 
world. Even those who loathed Erich Mielke acknowledged that 
he ran an extremely well-informed service. As more Stasi files are 
made public it may turn out that the East Germans were also privy 
to intrigues in other European countries whose participants 
would prefer to remain secret. 

Yet there was a sort of innocence about Erick Mielke. He 
seemed unable to comprehend why anyone should want to be 
other than a communist. The party had always looked after him, 
recognising that there was talent in the poor boy from a Berlin 
tenement; giving him an education in Russia, followed by experi- 
ence among the comrades in Spain and France. In East Germany 
after the war he rose swiftly in the Stasi until he was allowed to 
fashion it his own way. Wanting “to know everything, every- 
where”, as he put it, seemed the only way to protect the state. 
When an angry crowd confronted him after he was deposed, he 
shouted back, “But I love you all.” 

In prison the unloved Erich Mielke was said to be cheered up 
when he was provided with a disconnected red telephone with 
which he could talk to imaginary agents. It was assumed that he 
was going mad, although sceptics, suspicious to the last, said that 
he was just feigning madness to avoid facing new trials. 
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The Oxford Advanced 
Management Programme 


18 June — 15 July | 1-28 October 2000 | 7 January — 3 February 2001 


Presents a global overview of the business enterprise and its strategic challenges. This 
programme at Templeton provides a unique opportunity to stand back and pursue your own 
learning agenda, assisted by a world class team of individual tutors and in the company of 
some of the most international and high calibre senior executives. 


Name 
Please send details of: 


The Oxford Advanced Management Programme Address 
Return to: 

Caroline Lomas 

Templeton College, University of Oxford 

Oxford 0X1 5NY, England 


Tel +44 (01865 422771 Fax +44 (0)1865 422501 
Email amp@templeton.oxford.ac.uk 
www.templeton.ox.ac.uk Email 


Fax 


Templeton College is a graduate college established under Royal Charter within the University of Oxford 
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COURSES 


IMD eo , 


Discovery k Distance In-Company Flexible 


EXECUTIVE MBA F Expeditions A Learning % Assignments ï Timing i 


Get your MBA `` 
Discover the World 
-Stay on the Job 
Build yourself for the Future 


See how to do things Innovate, create & Learn how to leam 
in new ways implement better & faster 


Real World. Real Learning’ 


For full details on the EMBA Program or other Executive Development Programs, _ 
please contact: E.C. Vuichoud 
Tel: +41 21/618 09 31 Fax: +41 21/618 07 15 E-mail: emba.economist@imd.ch 
IMD-International Institute for Management Development, Lausanne, Switzerland. 


www.imd.ch/emba.cfm 
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A transnational 
boost to your future 


Our one-year, English-language MBA in Paris is ranked among the 
most international in the world. It brings together 55 experienced 
participants from 25 countries. In small groups, with faculty from 15 
countries and with seminars in Berlin, Brussels, Madrid and Silicon 
Valley, you will develop multi-cultural mindsets and business skills 
for a world without boundaries. This transnational focus and our 
strong emphasis on innovation and entrepreneurship have led our 
graduates to top positions worldwide. 





Britta Delhay 
www.escp-eap.net 


+ 33 1 44 09 33 32 


Next Session - January 2001 _ 
mba @ escp-eap.net 





ESCP-EAP 


Graduate School of Management 


Learn everywhere. Manage anywhere. 


w CHAMBRE DE COMMERCE ET D'INDUSTRIE DE PARIS 


The MSc in Finance at the City University Business School is 
an intensive 10 month course integrating theory and practice 
It provides: 


e a thorough and comprehensive grasp of the principles of 
finance together with enduring technical and conceptual skills 


e a genuinely international, multicultural perspective with a 
global focus 


è a highly flexible qualification suitable for a wide range of career 
openings in the financial sector 


Y 


City University Business School 
London 





It takes experience and 
a wide range of skills 
to perfect a luxury product. 


ESSEC 


MBA 


INTERNATIONAL 
LUXURY BRANI 
MANAGEMENT 


The same goes for its managers. 


To move ahead in the Luxury and Prestige industry, the ESSEC MBA 
in Intemational Luxury Brand Management offers the world’s only executive 
program to groom tomorrow's top managers in this field. 


© ESSEC, the first European School of Management to be accredited 
by AACSB - The International Association for Management Education, 
organises this 11 month course (taught in English) at the very hub 
of the world's luxury sector - in France. 


e This unique program is endorsed by over 50 leading luxury brands and companies. 


e Participants benefit from individual coaching and counselling from a personal 
Mentor - a top executive with one of the partner companies. 


This exclusive course at ESSEC in Paris is open to international professionals 
from all sectors. 


For more information, contact Ms Corinne Degoutte 
33 (0) 1 34 43 32 26 





degoutte@essec.fr |ACTING FIRST www. essec. fr 


st Eun ~ 3 recited by AACSB 
shor 


$ 


ESSEC BUSINESS SCHOOL PRIVATE INSTITUTION OF HIGHER EDUCATION 
ATFIUATED WITH THE CHAMBER OF COMMERCE AND INDUSTRY OF VERSAILLES, VAL D OISE - YVELINES 





oO} Finance 


Information sessions will be held on the following dates at the 
Business School, Frobisher Crescent: 


7th June 
5th July 


5.00pm - 6.00pm 
5.00pm - 6.00pm 


Tel: +44 (0)207 477 8660 
E-mail: MScFin@city.ac.uk 
www.city.ac.uk/cubs/af/index.htm 


The University for business and the professions 
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O ESSEC (RNa ; fot 
A manager in the Hospitality 


MBA Industry must master all 


INTERNATIONAL the aspects of his trade 
HOSPITALITY " pects of his : 


MANAGEMENT 





IN TODAY'S BUSINESS CLIMATE YOU NEED THE:-IMHI-MBA ADVANTAGE. 












The THMI-MBA in Inte al Hospitality Mana gement : 





* Paris location: a world class business and tourist city. 
* Cornell University - ESSEC partnership. 


e International by nature: 25 nationalities, international faculty, 
alumni in 55 different countries, program in english. 


* Industry implication: internships, management apprenticeships 
and proessional events with industry leaders. 












wwwessec.fe/imhi 
zidane@essec.fr 


Tel :00 33 1 34 43 3175 


fax :00 33 1 34 43 39 91 L ACTING FIRST 

















Robin Thompson à at 303. 333. 4224, ¢ 177, 
the US, at 1.800.441.4746, ext. 177. 


isim university 


Become tomorrow's eStrategist 


Online Learning-since 1987. Accredited Member DETE 
Denver, Colorado e. www.isim.edu 





The world’s only MBA 
to really give you 
food for thought. 





ESSEC 


M MBA” A 


INTERNATIONAL 
AGRE FOOLS 
MANAUEMENT 


The ESSEC MBA in International Agri-Food 
Management is a unique program. 







© ESSEC organises this 14-month course (taught in English) in one of the wartd’s 
leading countries for food processing and retailing - France. 





© The program is endorsed by over 50 leading agri-food brands and companies 
including Bel, Cargill, Carrefour, Danone, Kraft Jacobs Suchard, Perrier-Vittel, Yoplait... 


a Participants benefit from individual coaching and counselling from a personal 
Mentor - a top executive with one of the partner companies. 


+ For further information about the MBA, please contact Mrs. Manique Merizio: 


tél. 33 (0) 134 43 30 95 
fax. 33 (0) 1 34 43 32 60 








imia@edu.essecfr |ACTING FIRST |  www.essec.fr 





pd 
A ‘Dist Europesn Business School ta be accredited by AACSB 
The Tntestational Association for Management Education, 


ESSEC BUSINESS SCHOOL PRIVATE INSTITUTION OF HIGHER EDUCATION. 
AFFILIATED WITH THE CHAMBER OF COMMERCE AND INDUSTRY OF VERSAILLES, VAL D OISE- YVELINES, 
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T City University Executive 
Cil :: Business School Development 
London 


Strategy and Marketing Series 


City University Business School is a leading provider of 

Executive Development; Building on our expertise in the 
financial services sector, we have developed a series. of 

programmes in the marketing and strategy area. 


a Marketing Financial Services 
G Randall and G Harris, 22 ~ 23 June 


Electronic Commerce Management: 
Strategy, Implementation and Exploitation © 
C Holtham and N Courtney, 18 - 19 September 


For information on these programmes and our 
Mastering Finance Series visit our website at: 
www.city.ac.uk/cubs/ed 


Please contact our Client Support Co-ordinator: 
Tet: 020 7477 8716 

Fax: 020 7477 8882 

Email: execdevelop@city.ac.uk 








The University of Reading 


gateway to the best careers 
in the global financial markets 


Tel: +44 (0)118 931 6675- Fax: +44 (0}118 931 4741 - email: admin@ismacentre.rdg.ac.uk - web: www.ismacentre.rdg.ac.uk 


| ET THE BUSINESS SCHOOL 
| CENTRE] FOR FINANCIAL MARKETS 


ENGLISH 


in ENGLAND, in JAPAN, in BELGIUM 


GERMAN 


in BELGIUM 


COURSES FOR 
MOTIVATED PEOPLE 
+ ADULTS from 19 years 
* RETIRED PEOPLE OF 55 AND ABOVE 
(Special conditions available) 
* JUNIORS from 1} to 18 years 
» FRENCH in BELGIUM 
- ENGLISH in ENGLAND, 
in BELGIUM 








FRENCH 


in FRANCE, in BELGIUM 


in BELGIUM 


66 HOURS PER WEEK 
IN THE TARGET LANC 


up to 45 private and/or group lessons 
and pedagogical activites 
& 
Putting into practice with our teachers: 


at breaks, meals and evening socio-cultural activities 


SPANISH 
in SPAIN 


JAPANESE 


in JAPAN, in BELGIUM 


CERAN LINGUA 
international information 
and reservations: 


Tel. + 32- 87-79 11 22 
Fax: + 32- 87-79 11 88 
Since 1975 E-mail: 
in USA: Languagency Customer@ceran.be 


Tel.: 1 (413) 584-0334 Internet: 
Fax: (4137 584-3046. -httpy/www.ceran.com | 








The Wellcome Trust 


Research Training Fellowships Through Master’s Programmes 
in Demography, Population or Reproductive Health 
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As part of the Wellcome Trust's Population Studies initiative. nominations are 
invited for these Fellowships, which will offer ane year's training at Master's 
level in a centre of research excellence, followed by one year's support for a research 
project in the Fellow’s home country. Research projects in the following areas are 
particularly encouraged: demography; epidemiology; health and the environment; 
health economics; improvement of reproductive health in adolescents and adults: 
reproductive biology relevant to contraceptive research and development: 
safe motherhood, infant and child wellbeing: sexual health: social sciences. 
Candidate Eligibility: Candidates should be residents of developing countries 
in Africa, Asia or Latin America, or the restructuring countries of central and 
eastern Europe, including the former Soviet Union, They should be educated 
at least to first degree level in a relevant subject, and hold a position with a 
university or government department, or a non-governmental organisation 
with a remit to implement programmes in population and reproductive health, 
Nomination: Candidates must be sponsored by the centre where they wish to 
train and their local employer, who should also guarantee that the candidate 
will be given sufficient time to pursue a research project during the second 
year of the award, Each centre may nominate no more than three candidates, 
Direct applications from individuals will not be considered, 

Tenure: Awards will be offered for a maximum of two years’ duration, Exceptional 
Fellows may be offered the opportunity to extend their training to PhD level. 


Value: Whilst undertaking their Master's training, Fellows will receive a 
stipend according tó age, experience, and local costs of living. Support may be 
requested for approved tuition fees, up to a maximum of 12 months, which 
should cover all the costs associated with the course. For the research project 
in the second year, support may be requested for materials, consumables and 
{where appropriate) equipment and field assistance. 

‘The Trust does not provide support for undesignated institutional overheads. 
The closing dates for receipt of applications are: Monday 30 October 2000 
(decisions will be notified in January 2001); Monday 12 March 2001 
(decisions will be notified in June 2001). 

Late and incomplete applications will not be considered. 

Nominations and requests for application forms and further information 
should be sent to: 

The Grants Section (Population Studies}, The Wellcome Trust, 
183 Euston Road, London NW1 2BE, UK, Tel: +44 (0)20 7611 7296/7284; 
Fax: +44 (0)20 7611 7268. E-mail: population@wellcome.ac.uk. 

Web site: www.wellcome.ac.uk/international 

Scientific enquiries may be addressed to Dr. Gunvanti Coding, Scientific 
Programme Officer, at the same address. 

NB: Applicants may not apply for more than one Trust fellowship scheme 


The Wellcome Trust is a Registered Charity, No. 210188, and ita mission is to 
promote and foster research with the sim of improving humas and animal health 
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“ate An unconventional, no-hassle, 
Rushmore No real-world MBA for those with 


Vey, 
A A 7 á 
University B.S. 3/ no time or money to waste 


BBA degree completion & DBA/Ph.D. degrees also available. One-year MBA program tuition only $3995. 
Why pa $70.000+ ior a non-custom degree. Distance Learning using e-mail and the web, not classes. 
No bachelors degree (B.S.) needed if you have significant real-world experience. Transfer students 
welcome, Learn from successful faculty with extensive real-world experience, not retired-on-the-job 
tenured professors. No required courses or irrelevant readings covering material you already know or 
dont need to know, Wanted as faculty members: highly successful professionals ar authors with good 
communication and teaching skills who are intemet savvy. We are in Dakota Dunes, South Dakota, USA. 


www.distancemba.com 605-232-6037 ec@rushmore.edu 


NISTI 
Aliseda 


ii, 15. 28009 Madrid (Spainy 
2 839} Fax: +34 914 315 054 











UNIVERSITY DEGREE 
BACHELOR'S * MASTER'S ¢ DOCTORATE, 
Barn a recognized, tegal and acoredited degree 
entirely through work or life experience or wore on- 
gampus or off-campus, 

ST. GEORGE UNIVERSITY 


Distant Education Centre, JAPAN-UK: 

ge, Tel: (00 or O01 or O11) BB-16511-14459 
IEE E-Mail: oxford Gstgeorgeuniversity.edy 
Websites httpa//wwwistgeorgeuniversityeda 








Teaching French to adults for 29 years 


INSTITUT DE FRANCAIS 


Overlooking the Riviera’s most beautiful bay 
A UNIQUE TOTAL IMMERSION PROGRAM 
8 /: hrs a day with 2 meals. 8 levels : Beg. I to Adv. II 
ACCOMMODATION IN PRIVATE APARTMENTS 
Next 2-4 week course starts 4 Sept., 2 Oct. and all year 
06230 Villefranche/Mer EF3, France. Tel: (33) 493 01 88 44 Pax: (33) 49376 9217 
www.ingtitutdetrancais.com 








School of Law 


Senior Lectureship and 
Lectureships in Law 


Applications are invited for a permanent Senior Lectureship, a 
permanent Lectureship (salary on Lecturer A/B scale) and a 
Five Year Fixed Term Lectureship in Law from 1 October 2000. 


Applicants for the permanent posts must be able to contribute to the 
development of its successful postgraduate programme in 
International Economic Law (IEL). Applications are welcome from 
candidates with interests in areas such as international trade law, 
international litigation and arbitration, corporate finance and banking 
law, international taxation, competition law, telecommunications law, 
environmental law, and European Community law. 


Applicants must have an excellent research record and be able to 
make a significant contribution to the teaching and other activities of 
the School. 


For the Ternporary Post, strong preference will be given to research 
active candidates who can contribute to the School's clinical teaching 
programme. Applications from those familiar with experiential 
learning methods and having a research interest in legal education 
will be particularly welcome, 





Application forms and further particulars can be obtained from the 
Personnel Office, University of Warwick, Coventry CV4 7AL 

(tel: 024 7652 3627; e-mail: recruit@admin.warwick.ac.uk) and from 
jobs.ac.ukiobfiles/AC753.btml 


Please quote reference 44/A/99. 
Closing date for applications is 23 June 2000. 


UNIVERSITY OF 
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14TH ANNUAL PROGRAMON 
BUDGETING & FINANCIAL MANAGEMENT 
IN THE PUBLIC SECTOR 

July 17 - August 18,2000 
Cambridge, Massachusetts, 


Designed for budget directors & analysts and { 
responsibilities for budget planning and mane 
transitional economies. Topics incl 






























Approaches to macrolevel public ex 
Public expenditures and economic 
Fiscal adjustment in industrial and devel 
Organization and management of the budget p 

Conceptual approaches to allocation of 1 Bs 
Managing budget implementation: 
Institutional issues in the management of | 















budgetws@hiid.harvard.edu www hiid harvard edu/training/tmdget html | 


eat 












Founded in 1823, Birkbeck 
is based in Bloomsbury and 


has the highest proportion of | 
research active staff of any 
college or university in the 
greater London area. 


Postgraduate evening study in 
Management and Economics 


Department of Management 

MSc Internationa! Business 

MSc Internationa’ Business by Research 

MRes Management and Organizational Behaviour 
1 year fulltime or 2 years part-time 


MPhil/PhD programme 


http:/ /www.bbk.ac.uk/manop/man/ 
c.caldwell@mbs.bbk.ac.uk 


Department of Economics 

MSc Economics 

MSc Finance 

1 year full-time or 2 years part-time 





Postgraduate Certificate in Economics or Finance 
1 year part-time 


Postgraduate Diploma/MS&c in E-Commerce 
1-2 years part-time 
http://www.ecommerce-london.org 


MPhil/PhD programme 


http://www.econ, bbk.ac.uk 
courses@econ.bbk.ac.uk 


Further details and application forms from The Registry, 
tel: 0845 601 0174, admissions@bbk.ac.uk 
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AT THE HEART OF 
GOVERNMENT POLICY MAKING 


Economic Advisers in HM Government Economic Service 


Government Economic Advisers work at the heart of government policy making; for economists there can surely be no greater challenge and no greater responsibility. 
We currently have vacancies in the following departments: 


Ministry of Agriculture, Fisheries and Food (London) Salary range £31,642 to £46,342 (or higher for exceptional candidates) 


This post as Head of Branch in the Economics (Resource Use) Division has responsibility for two important areas. The recently announced. England Rural 


Development Plan is a significant development in taking forward policy on the redirection of the Common Agricultural Policy. The successful candidate will provide 
advice on developing, monitoring and evaluating these new policies. In addition they will have responsibility for providing economic advice to help get the best 
value from the Ministry's Research and Development expenditure. 


HM Customs & Excise (London) Salary range £35,745-£44,035 plus Recruitment and Retention allowance of £1,812. 

HM Customs & Excise is looking for 2 expericnced and motivated economists to join its Analysis Division. Analysis Division is responsible for providing economic 
advice and analysis on all aspects of the Department’ s work including indirect taxation, cross border trade, tax compliance and smuggling. One post will focus on 
excise duties, in particular on alcohol and tobacco, the other on tax fraud and evasion, The posts involve working closely with policy makers and operational staff 
in Customs & Excise, colleagues in HM Treasury, other Government Departments, trade bodies and academic groups. 


Department for Education and Employment (London/Sheffield) Salary range £30,921-£46,327 (London) £27,913-£42,565 (Sheffield) 


‘There are a number of jobs in the Department for Education and Employment in London and at least one in Sheffield. The posts in London are‘in the Economy” 


and. Labour Market Division which deals with economic advice on welfare to work issues such as the New Deal for Young People and other labour market 
developments. The job(s) in Sheffield will either be in providing economic advice to the Employment Service or on the transition from school into further education 
or work. 


Office of Gas & Electricity Markets (London) Salary range £35,000-£55,000 plus benefits depending upon qualifications and experience 
Weare currently seeking a number of economists to take a pro-active role in developing policy and managing staff within our Competition, Trading Arrangements 
and Price Control Directorates. In each of these positions, you will be a promoter of change, overcoming barriers and developing proposals that will make the market 
more effective and deliver greater choice and value to customers through greater competition. You will also act as the voice of the regulator with stakeholders from 
customer groups to government departments and will contribute to the ongoing creation of policies within the organisation. 


Department of Health (London) Salary range £30,000-£49.050 

We need top-flight economists to ensure that resources are invested wisely. Our friendly London team of economists and operational researchers works closely. with 
policy and medical experts to influence important areas of policy, including pharmaceuticals, public health, social services efficiency and resource allocation, quality 
in the NHS and others arising from time to time. Our varied workload involves measurement, modelling, forecasting and appraisal to meet ministers’ priorities for 
a rapidly developing service. ` 


Inland Revenue (London) Salary range £37,000-£47,750 (with consideration for progression to £45,000-£57,550 after 3 years} 

‘The Inland Revenue is looking for an economist to provide advice on income tax (including benefits and expenses) and may also have opportunities for economists 
to work on other aspects of the tax system. The economist will form part of an expanding team in Analytical Services Division which provides economic advice 
to policy colleagues and undertakes/oversees related economic research and evaluation. 


Lord Chancellor’s Department (London) Salary range £32,000-£50,000 
‘We are looking for a new Head of Economics. The objective of the Lord Chancellor's Department is justice. This includes. good quality. legal services, and ensuring 


that civil and family law contributes to social and economic objectives. This is relatively new ground for economists and offers huge variety. A background in law. 
is not required, but interest in broader social issues (such as social exclusion) and current affairs (such as asylum) is important. The LCD is a small, friendly bat. . 


powerful Department at the heart of Government. 


Office of Water Services (Birmingham) Salary range £30,000-£40,000 

OFWAT is a non-ministerial body which regulates prices and competition in the water industry in England & Wales. An Economic Adviser position is available 
in Financial and Economic Affairs Division dealing with: Water Resource Economics and Tariff issues; Water Abstraction: Charges and Trading; Competition Issues; 
Metering and Incentives for Water Efficiency. 


There may also be vacancies in the Department of the Environment, Transport and the Regions and the Office for National Statistics. 


In addition to a good Economics degree and preferably a Master's qualification, you will need at least four. years professional economic analysis. 


experience. You will need strong analytical abilities, and developed critical faculties. And you will need excellent interpersonal, teamworking and- 


communication skills, together with an ability to identify and distil important issues rapidly and the flexibility to. cope with competing demands. The posts 
in Inland Revenue and Department of Health are. offered on a permanent basis although candidates available for two years or more will be considered. 
The other appointments are.offered on a two/three year fixed term basis with the possibility of extension or conversion to permanency. 

For further details and an application form (to be returned by Wednesday, 21 June), write to Anne Bateman or Harjinder Chana, EGMU, HM Treasury, 
Parliament Street, London SW1P 3AG or telephone 020 7270 5073/4835. Fax: 0207270 4862. E-mail: harjinder.chana@hm-treasury.gov.uk 


The Civil Service is an equal opportunities employer. 
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Economics Department 
Temporary Lectureships 
(fixed term 1 year) 


£19,372 - £32,199 p.a. incl. 


The Department of Economics is seeking to appoint four 
temporary lectureships tenable from 1st September 2000 for 
one year, Salary is in the lecturer's range. The Department 
offers various additional incentives to successful applicants. 


Applications are invited from strong candidates with 
fe relevant teaching experience in microeconomics, 

: macroeconomics, econometrics and mathematical 
economics at undergraduate and graduate level. 
Candidates should have a strong first degree, a completed 
or virtually completed PhD, and proven research ability. 


For further details, please contact 020 7955 6183 or 
email recruitment@lse.ac.uk with your postal address. 
Please quote reference number L106. 


The closing date for applications is Friday 23rd 
June 2000. 





The London Schoo! of Economics and Political Science is committed 
to equal opportunities and excellence in teaching and research 


z ` . 
@ United Nations Environment Programme 
Aiert bamia al putin «AOE 
PROGRAMME OES NATIONS UNITES POL VENVIRONREMENT + PROGRAMA DE LAS MACHINES UNIDAS PARA EL METS) AMINENTE 
POF PANDA OPE ARASAN DEE AHEM HAJAR PIS ORPY RAISE CPERE 


UNEP 










GLOBAL ENVIRONMENT FACILITY COORDINATION OFFICE (GEF) 


TWO APPOINTMENTS FOR ADMINISTRATIVE 
AND FUND PROGRAMME MANAGEMENT OFFICERS: 


(1) Administrative and Fund Management Officer (P-4) - NA-00-35 
(2) Fund Programme Management Officer (P-3) - NA-00-34 
Duty Station: Nairobi 
Entry on Duty: As soon as possible 
Duration: Two years (renewable) 
DEADLINE FOR APPLICATIONS: 14 June 2000 
UNEP's primary role lies in catalyzing the development of scientific and technical 
analyses, advancing environmental management and providing guidance in global 
international environment agreements. The GEF is a financial mechanism that 
provides funds to developing countries and countries with economies in transition 
for projects and activities in the fields of Climate Change, Biological Diversity, 
International Waters and Protection of the Ozone Layer, UNEP’s GEF Coordinating 
Office provides overal! managerial, administrative, technical and communications 
support for UNEP’s GEF work Programme. 
The United Nations Environment Programme (UNEP) is seeking to recruit two 
Administrative and Fund Management Officers as follows: (1) P4 - the position is 
responsible for the overall financial and administrative management of UNEP's 
GEF activities; (2) P3 - the position is responsible for the financial management of 
| UNEP's project activities in its climate change portfolio with the following 
qualifications: 
Qualifications: Advanced university degree in Public or Business Administration, 
Financial Management or Accounting. Familiarity with financial software packages. 
For the P4 position at least ten years professional working experience and for the P3 
position at least six years professional working experience are required. Fluency in 
English is a must; working knowledge of other official UN languages is an asset. 
Internationally competitive salaries and benefits at standard UN rates will be 
offered. 


Applicants are requested to send a detailed C.V. including date of birth, nationality, 
educational qualifications, summary of professional skills, relevant work experience 
and languages spoken or to complete a United Nations Personal History Form (P- 
11} available at UN Offices. The applications may be sent or faxed before 14 June 
2000 to the Chief, Recruitment Section, Human Resource Management Service, 
United Nations Office at Nairobi (UNON), P.O. Box 67578. Nairobi, Kenya, Fax: 
(234-2) 5242 12/6241 34/6226 15/622624 


INALL CORRESPONDENCE OR INQUIRIES PLEASE QUOTE 
_ EHE RELEVANT VACANCY ANNOUNCEMENT NUMBER. 
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SENIOR TECHNICAL ADVISER, MINISTRY OF JUSTICE | 
AND CONSTITUTIONAL AF FAIRS, UGANDA 















The Government of Uganda is currently pioneering and developing a 
Justice/Law and Order Sector-wide Reform Programme. The process is’ | 
bringing together all the institutions in the Sector (including Police, the. | 
Prosecution Service, Judiciary and: Prisons) to agree an affordable: and | 
realistic reform and investment programme, which: 
Government and the donor community, 






















The developing Justice/Law and Order Sector Programme 
of the Government’s Poyerty Eradication Actio 
development objectives. The focus of the Progra 
service delivery for the. poor, focusing on effective ¢ 
justice systems. 



























5. the Government of Upandi 
iserin the Ministry of Justice an 
Affairs to replace its current Adviser who will be leaving at the end of July. The 
Senior Technical Adviser, will report directly to the Solicitor General (the 
Permanent Secretary inthe Ministry of Justice and Constitutional Affairs)’ 
Hissher role will be to assist the GOU to ~ i 


In order to support this, pr 
recruit a Senior Technical 










drive forward the design of a medium-term reform and investment Sector 
Programme that is realistic, affordable and “owned” by the astitution: 
concerned., 













* 


nurture the participatory process initiated by the GOU in developing the 
Programme, and work closely with institutions in the Sector: 


. 


Identify and address key policy and budgetary issues. including - a realistic and 
affordable policing, strategy for Uganda which delivers security to the poor; the 
rehabilitation of prisons, the development of alternatives to imprisonment; the - 
improvement of human nights; and ‘anti-corruption strategies: 







. 


develop Sector-wide budgetary. proposals, including output indicators, and 
identify and take forward efficiency savings, and 





liaise with donor partners, in particular with regard to the identification of of 
resources available to fund the proposed Programme: | 






The Senior Technical Adviser will work with a wide range of institutions in the SE 
sector. He/she will also advise on the recruitment of short-term consultants 
advising on specific technical issues. 










` Qualifications, experience and competencies 
The successful candidate will have: 










a law degree and or professional legal qualification., 


. 


5-10 years experience of high-level policy advisory work within a 
Government, 
highly developed inter-personal and analytical skills; 









a high level of self-motivation; 





the ability to generate new approaches, and yet to establish and maintain a 
consensus amongst stakeholders. 







The successful candidate is also likely to have - 





* an appreciation of budgeting in a public sector environment; 


* knowledge of sector-wide approaches; 





* experience in working in developing countries; and 






e experience of working with donor agencies 









Terms of appointment 4 
The appointment is for an initial fixed term of | year, with a possible extension 
for a further year.. The contract will be with the Government of Uganda, Funding 
for the post will be provided by a basket of donors (currently including DFID, 
Holland, Sweden, Ireland, and Norway) through a “Sector-wide Approach 
Development Fund”. The salary will be competitive and commensurate with.” 
qualifications and experience. 













Applications 
For further information about this post contact: Clare Manuel, Ministry of Justice iE 
and Constitutional Affairs, PO Box 7183, Kampala, Uganda: Fax ++ 256 4] 
254829: e-mail: emanuel @infocom.co.ug 











Applications by CV, including salary history to the Solicitor General, Ministry of 
Justice and Constitutional Affairs as above. 





Closing date for applications: 23rd June, 2000. 






Interviews are. expected.to. be held during the week beginning ard July, 2000. 
















EDITOR — Corporate Finance 


With entrepreneurial flair and at least two years’ experience as a financial 
journalist, you will be able to commission and edit features as well as 
write your own top-quality copy. With the opportunity to help define and 
implement the overall editorial focus and direction of the magazine, you 
will be responsible for generating ideas for features and news as well as 
new products. You will also be managing and training the editorial team 
and be involved with other departments within the magazine. 


Please send covering letter with Curriculum Vitae to 
Itraeger@euromoneyplc.com or to Lisa Traeger, Euromoney Institutional 
Investor PLC, Nestor House, Playhouse Yard, London EC4V SEX 



















UNICEF Innocenti Research Centre 
Florence, Italy 


unicef © 


United Nations Children's Fund http://www. unicef-icdc org 





RESEARCH POSITIONS 


Researchers are sought to work full-time in Florence in the Centre’s | 
Economic and Social Policy Programme on the following topics. 


1. Monitoring the Transition in Eastern Europe/FSU 

This well-established project analyses the economic and social 
consequences of transition on households and children in the 27 countries | 
of the region. 


2. Child Well-Being in the OECD 


This new project compares rich countries’ records on different dimensions 
of the well-being of children and young people. 


These jobs provide an excellent opportunity to do research that will have 
visibility and impact. Further details and information on how to apply are 
available from vacancy @ unicef-icdc.it. 
(Applications are due by 30 June 2000.) 









AVERS, 
» Dh 
bey x 


: , Appointment of 
warwick Vice-Chancellor 


The University of Warwick is seeking to appoint a 
Vice-Chancellor in succession to Sir Brian Follett, FRS, who 
will be retiring on 1 May 2001. 


The University has engaged Heidrick & Struggles as its 
consultants who would be pleased to receive all approaches 
regarding suitably qualified and experienced persons. 
Those wishing formally to apply or to suggest possible 
candidates are invited to write in confidence to Sarah 
Morgan from whom further details may be obtained. 


Sarah Morgan 
Heidrick & Struggles 
100 Piccadilly 
London W1V 9FN 


Fax: 0207 409 2767 
E-mail: sarabmorgan@h-s.com 


UNIVERSITY OF 
WARWICK 
























TING INTEI 


Executive $75K-500K +. Career searching into, within or out of 
Asia / Burope / M.East /U.8.? Contact for Free info & Critique 


www.careerpath.co.uk 
Fax: amd 
+1202 1781698 ‘ea 
+44 20 75048280 
+66 2 2674688 


aik: 
rpath.co.uk 
ucareerpath.co.uk 
aédbkk Joxinfo.ce.th 













USA/Canada 
Europe 
Asia / M. East / Aus 









Central Asian-American Enterprise Fund (*) 


Senior Country Loan Officer 


Candidates should possess a minimum of 5 years small business lending 
experience and an undergraduate degree in business or accounting 
(with an MBA degree preferred}. 


An applicant’s experience should also. include a history of successful 
accomplishments in areas such as business: development, loan 
underwriting, staff development, and portfolio management, Prior | 
work experience within the former Soviet Union with at least a basic 
level of Russian language skills would be a plus. 


Interested candidates should submit a detailed resume, including salary 
history and requirements, via email (in Microsoft Word format} to 
rkossmann@caaet.kz; or by mail to Central Asian-American Enterprise 
Fund, 1634 Eye Street NW - Suite 200, Washington, DC 20006 
(Attention: Virginia Macfarlan); or, by fax to +202-737-7077. 

(*) The Central Asian-American Enterprise Fund operares with offices | 
in the former Sevier Republics of Kazakhstan, Kyrgystan; Tajikistan,” 
Turkmenistan, and Uzbekistan to support the growth and development 
of the private business sector. 


Max Planck Institute 
for Demographic Research 


For information about 
research activities 
and 
open positions, 
please see 


http://www. demogr.mpg.de 
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Technical Adviser 


institutional Support To The Government of Republika Srpska 


Through its International Consultancy Group, the Civil Service 
College has been awarded a contract by the Department for 
International Development (DFID) to provide institutional support 
to the Government of Republika Srpska (GoRS) one of the entities 
within Bosnia-Herzegovina, Under the contract the College 
will manage a 3-year project, aiming to establish a professional, 
fully functioning entity-level government administration. 


A Technical Adviser, based full-time in Banja Luka, is required 
to provide GoRS with policy and planning advice and support 
on a range of issues concerning the reform programme. This 
is a challenging project which will operate in.a sensitive and 
complex environment. A flexible approach will be required 
and the Technical Adviser must:be resourceful and resilient, 
willing and able to adapt and respond to the changing and 
often uncertain political, economic scenes in the RS, in BiH, 
and within the region, 


Skill requirements include experience of team management 
and of working at senior levels of central government, and a 


salary range £29,120 - £44,572 


wide range of public adriinistration reform issues 
also need international knowledge, preferably in: 
countries. A proven track record of working in a 
changing environment, project managemen 
computer literacy (good basic word-processit 

and e-mail skills) are essential require 


Fuller details of the ‘post will be availab 


The successful candidate will take up post by nid- t 
and will be resident in Republika Srpska (Banja Luka) fo 
least 21 months. 





For an application form and information pack please 

contact the Personnel Unit, on 0044 (0) 1344 634306, 

fax 00 44 (0) 1344 634781 or write to the Civil Service 
College, Centre for. Management and Policy Studies, Larch 
Avenue, Ascot, Berkshire, SL5 OQE quoting reference 2/T/52. 
The closing date for receipt of applications is Friday 23 June 2000. 
The Civil Service College is committed to a policy 

of Equal Opportunities at work. 





Civil Service College — O 


MANAGEMENT IN GOVERNMENT 


INVESTOR TA PEOPLE 


Hindustan Construction 
Company - India 


Chief Engineer and 
Chief Equipment Engineer 


THE COMPANY Headquartered in MUMBAI this US Dollar 800 million (purchasing power parity basis} long 
established business specializes in major construction. works such as bridges, tunnels, ports, 


roads, dams and hydro-electric power stations, with an emphasis on 


Two senior expatriate engineering managers are required who will report to the Executive 
Director (Operations). One to ensure that the company identifies and uses the most appropriate: 
and cost effective technology across the board. He would implement the adaptation to site 
conditions and assimilation by the operating personnel. The Other responsible. for identifying, . 
procuring, installing and maintaining major construction: equipment.as.well as for training 
operators and maintenance crews. 


THE POSITIONS 


THE CANDIDATES Must have appropriate education and possess relevant construction industry experience at a 
senior management level. They would have acquired. professional standing in the industry and: 
empathy for multi culture work force. Leadership ability | Is essential and experience of working in 
developing countries would be an advantage. Their recent assignment should have been ona 


large project. 


A three year contract is envisaged with a salary near USD 100,000 and local benefits of furnished’ 
housing in Mumbai, chauffeured car, international medical benefits and annual repatriation leave. | 


THE REWARDS 


More information is available on the HCC website at www.hecindia.com 
~ CORDINER KING SELECTION Written applications should be forwarded to Ramesh Daga, Cordiner King Selection, 
P.O. Box 4245, New Delhi - 110 048 
E-Mail: rameshd@amrop-india.com and rkdaga@del2.vsni.net.in 
Fax: + 91-11-622 6853 and + 91-11-696 3162 
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MEDWAY UNIVERSITY CAMPUS 
NATURAL RESOURCES INSTITUTE (NRD) 


SOCIAL SCIENCES DEPARTMENT (SSD) 


OPPORTUNITIES FOR 
ECONOMISTS (7 POSTS) AND 
POLICY SPECIALIST 






































NÈ! partners developing countries, international aid 
agencies, private sector clients and NGOs in applied 
research and development, consultancy and advisory work, in 
rural poverty reduction and sustainable development. 


We employ 35 agricultural, development and environmental 
economists and 20 social anthropologists, working at 
household, enterprise, community, project and sector levels. 
They undertake challenging programmes of overseas and 
UK-based work, much of which is in collaboration with 
NRIs natural and environmental scientists. 


We wish to appoint seven economists to five-year posts in: 


* Agricultural marketing, rural 


development 


finance and enterprise 


* Environmental, land and water resource economics 
« Crop protection and biotechnology 


* Monitoring, evaluation and impact assessment systems and 
training 


* Social and environmental dimensions of business practice, 
including ethical trade. 


We also wish to appoint a policy specialist in social and 
environmental responsibility in business, initially for two years. 


Appointments will be made at Principal Scientist level for 
which five years” experience is required or at Senior Scientist 
level, for which three years’ experience is needed. 


£28,978 - £43,031 per annum 
£15,737 - £30,636 per annum 


A degree in agricultural, development, marketing or 
environmental economics and relevant experience is required 
for economist posts, and in international relations or political 
economy for the policy specialist. Enquiries from natural or 
environmental scientists with inter-disciplinary postgraduate 
qualifications and experience are also welcome, 


We aim to be an equal opportunities employer and welcome 
applications form all sections of the community. 


NRI is interested in receiving CVs in the above areas at any 
time. Beyond the immediate closing date, please contact the 
Head of Social Sciences Department, NRI, Chatham, Kent 
ME4 4TB. (Email: M.J- Hebblethwaite@gre.ac.uk) 


Salary: Principal Scientist 
Senior Scientist 


Further particulars and application form available from 
Personnel Department, 
University of Greenwich, 


Southwood House, the 

Avery Hill Road, 

London SE9 20G , UNIVERSITY 
(Email: Jobs@gre.ac.uk) of 

to be returned by 23rd GREENWICH 





June 2000. 
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WORKING IN DEVELOPMENT 


Search for Common Ground 
Country Director-Burundi 
Conflict resolution NGO seeks individual with project management/Africa experience & 
French proficiency to supervise ethnic reconciliation projects involving a radio studio, 
women’s center, and youth program. Bujumbura-based. 

Cover letter and CV to: The Burundi Project, Search for Common Ground, 1601 
Connecticut Avenue, NW, Suite 200, Washington, DC 20009. Fax: +1 202 232-6718, 
aarchibald@sfeg.org, www.sfcg.org,. 


OIL JOURNALIST 


Required to fill reporting post, based in Nicosia, with highly 
respected weekly journal covering oil, finance, and related 
developments in the Middle East. Primary requirements are: 
knowledge of the international oil industry and journalistic skills 
with English as first language. Prior acquaintance with the 
Middle East and knowledge of other languages (particularly 
Arabic/French) would be added advantages. 
Please send applications with CV’s to Middle East Economie 
Survey (MEES) at postal address: 
BO. Box 24940, 1355 Nicosia, Cyprus; 

Fax (357-2) 671988; or email basim@mees.com 


















































The creme always rises to the top, so 

why shouldn’t you? 
Looking for the way to achieve that higher level of income? If you're an 
international senior executive, over 40, and currently earning $100K+ per 
year, we can assist you in attaining your goals. Resume Broadcast 
international, will manage your career search with the personal contact 
necessary for success. Our commitment is not just 40 hours per week, but 
24 hours a day, 365 days a year. Contact us at Tel: (619) 224-9257, Fax: 
(619) 224-9268 or E-mail: 102224.3306@compuserve.com and open: the 
doors to opportunity today. 


Resume 
Croemi TE 
Intermetional 


The “Fundació Barcelona AIDS 2002”, appointed by the International AIDS Society 
UAS) as the organizer of the XIV International AIDS Conference (Barcelona, Spain, July 2002), 

is seeking to fill the following posts: Executive Secretary, Scientific Programme | 
Coordinator and Chair of the International Community Programme. 

The candidates must be proficient in english and have a working knowledge of spanish 
tknowledge of other languages will be appreciated) as well as professional experience at. the 
international level, preferably in the health sector. 

All posts will act under the direction of the chairs of the conference and will be based in 
Barcelona at least one and a half years. before the conference (July 6th to- 13th 2002). Salaries will 

be based on candidates” skills and experience. Duties and responsibilities are as follows: 


Resume Broadcast international 

P.O. Box 6390, San Diego, California 92168, USA. 
Tel: 619 224 9257, Fax: 619 224 9268 
Email: 192224.3306 @compuserve.com 








Executive Secretary duties: reporting directly to the chairs and the executive committee 
of the conference, this position will supervise and implement financial, public relations and 
supporvlogistical activities, He/she will also represent the organizers ia a number of committees. 
Requirements: experience in strategic and financial management, excellent organizational skills 
as well as initiative and ability to communicate effectively at afl levels, Experience with 
international agencies and donors, Advanced degree in economics, public or business 
administration, law or a related field. 


Scientific Programme Coordinator duties: coordinate and implement the scientific 
programme of the conference, His/her responsibilities will include both technical and logistical » 
issues, acting a5 a liaison between the organizers, the scientific community and international agencies, 
Requirements: technical understanding in public health, basic, clinical or social sciences inthe 
HIV/AIDS field. Experience in policy development and advocacy in this field preferred. Ability to 
take initiative and excellent organizational skills as well as experience at the international level, 
including developing countries. 


Chair of the International Community Programme duties: design and. implement 
the community programme of the conference, acting as a Hason between the conference 
organizers, international community and noo governmental organizations. 

Responsibilities: experience with based organizations. and NGOs working on HIV/AIDS at the 
international fevel and specific expertise with NGOs from developing countries. Strong technical 
skills in community-based HIV/AIDS programming and/or NGO support. Strong diplomatic. and 
project management skills. 


For further information, please e-mail alde2002@aids2002.com, To apply, send your CV with 
a COVER letter to: Fundació Barcelona Sida 2002, Edifici Apolo X. Balmes 200, AT. 9, 08006 
Barcelona (Spain). 





Application deadline: October 30th 
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USINESS OPPORTUNITIES 





is looking for high quality partner. 
ing, sales and marketing of i 
\ Broadband Communications se c 


F Our ideal partner has. communications licensing for international/regional voice, 
| ISP, VSAT, Wireless Local Loop, and/or Licensed Spectrum. Communications 
© service providers with high-level political connections are a bonus. 
Sakon is building fixed wireless Broadband systems using 
the latest LMDS technology in countries like Argentina, Brazil, Chile 
Colombia, Egypt, Philippines, Thailand, Venezuela and other similar developing areas. 





Our word clase wireless communications system offers: 
— «High Speed Internet and Voice Services 
iga ~«Corporate VPN 
-Carrier Transport 
~Rural Telephony 


F For more information, contact Phil Gibson via email at pgibson@sakon.com, 
phone at 001-978-663-7890 x235. Please visit Sakon on the web at www.sakon.com., 





BUSINESS & PERSONAL 


NEW AUTHORS 


PUBLISH YOUR WORK 


ALL SUBJECTS CONSIDERED 
WRITE OR SEND YOUR MANUSCRIPT TO: 
MINERVA PRESS 
318 ~ 317 REGENT ST LONDON WIR 7YB UK 
we. minerva-press.co.uk 


OFFSHORE 


Lowest Annua, Paes 
COMP ANGE Frady Made Companies 
Bank [ntroductions 
450 Nominee Services 
Oftshore Credit Cards 





Readers are recommended 

fo make appropiate enquiries and take appropriate 
advice before sending money. incurring any expense 
or entering inte a binding commitment in relation to ar 
advertisement. The Economist Newspaper Limited 
shall not be liable to any person for loss or damage 
incurred. ar suffered as a result of his / her accepting 
or offering lo accept an invitation contained m any 
advertisement published in the Economist, 


APPOINTMENTS 















HYDEA, a Consulting 
Engineering Firm, based in 
Florence, Italy, is urgently seeking 


ENGINEERS 


EU nationals, holding a University 
degree (or equivalent), with at 
minimum 5 years experience in 
developing countries, particularly 
in Latin America and Africa, and 
specialised in: 
Water /Waste water 
Urban development 
Roads 
Interested persons can send 
detailed CV at: mail@hydea.com 


INTERNATIONAL PROPERTY 


JUST ONE CLICK 
& YOU’RE THERE! 


www.bennelongsydney.com.au 


Australia’s finest harbourside c 


apartments. Now for sale. 


Occupy in time for the Sydney 2000 Olympic Games. 
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FELLOWSHIPS 


FELLOWSHIP PROGRAMME OF THE 
AFRICAN DEVELOPMENT BANK 
AND THE GOVERNMENT OF JAPAN 


The African Development Bank (ADB) is pleased to announce its. 
2000/2001 Fellowship Programme, which is supported by the 
Government of Japan. For the academic year 2000/2001, the 
Programme offers 10 ‘scholarships: for. a: Masters level postgraduate 
study programme: and covers costs: of tuition, fees, subsistence 
allowance, travel and other related’ expenses. To be eligible, applicants 
must satisfy the criteria.listed below: 


1, Be nationals ‘of aregienal member country of the African Development 
Bank, ; 
Be under forty years Of age, 
Be in good health: 
Be of good character, 


Hold a bachelor’s degree ‘(high hofriours);. or its equivalent, in as. : 
development-related field stich as those indicated (under-item no, 8)° | 


below. 

Have at least two years (preferably three to five) professional ; 
experience in a field related to economie development, usually in-their ] 
home country, and either m the public or private sectors. Applicants — 
who may at present be self-employed in any activity related ‘to the 
development of their country also quality. : 
Possess documentary. proof of admission to a Master’s level graduate: 
programme of studies at a distinguished university in a member 
country of the Bank The University should be recognized for its 
programme of studies in the selected area of development study. 
Propose a programme. of study related broadly to the promotion of 
economic development in the candidate’s home country. Sach a 
programme of study could include, but not be limited to, the 
following fields., applied economics, public administration, planning, 
business administration, public health, agriculture and related sciences, 
engineering, education, and other development-related fields such as 
environmental and gender studies, population, and inter-disciplinary 
programmes such as studies in poverty alleviation. 

Attach to his/her application a statement of purpose of no more than 
500 words explaining the need for further training, the choice of 
institution, and the intended use or the knowledge to be acquired. 

. After finishing the studies, the scholar must return to his/her native 
country to work for at least two years, applying his/her new skills to 
activities that contribute to the country’s economic and social 
development. If awarced a fellowship, the scholar is expected to sign a 
legal undertaking to this effect, He/she will also be expected to provide 
a verification /continuation of employment from the current employer 
(where applicable). 


While qualified applicants from all regional member countries of the 
African Development Bank are eligible, priority will be given to 
candidates from low-income countries, In selecting the candidates, the 
Bank will seek to achieve broad geographical coverage and institutional 
diversity, it will also take into account the cost of the proposed 
programme or study. Preference will be given to candidates who wish 
to pursue their studies in Asian universities. To obtain application 
forms, write to the address below, stating your postal address, ° 
telephone and facsimile numbers (if any). 


The Director 
African Development Institute 
African Development Bank 
01 B.P. 1387 ABIDJAN, Côte d'Ivoire 
Fax: (225) 20 20 55 44 / 20 20 49 90 
E-mail: F. Konan@afdb.org 


Applicants’ forms, together with all supporting documents, must be 
submitted no later than 25 July-2000. Successful candidates will be 
notified by 10 August 2000. 


(African Development Bank officials, regular bank staff and close 
relatives of the aforementioned excluded from consideration.) 










in collaboration with City University 
tes you to the international conference. 


Knowledge 
Solutions 


management in design-driven and 


London and Sparknot 















une 2000, City University 
on benefits of knowledge management 
aring and presents the Klee&Co solution. 
s a new approach to simplify knowledge sharing 
mise value creation for organisations investing in 
management. 

at this conference is free. 

lease fill in the electronic form on our web site 
andco.org or e-mail klee&co@irso-bep.it. 
information or fax registration, please contact: 
inent: IRSO-Butera e Partners, 

02-48016162, fax +39-06-68808207 

& ireland: Xerox Professional Services, 
A-771-5704287, fax +44-1895-843906 

























-Butera e Partners, Domus Academy, 
degli Studi di Milano Bicocca, Xerox 


























Y OENE VA 2000 


THE NEXT STEP IN SOCIAL DEVELOPMENT 


In parallel to the United Nations General Assembly 
Special Session on Social Development: 


THE GENEVA 2000 FORUM 





will bring together non-governmental organizations, academics, 
parliaments, trade unions, business and industry, professional 
associations, governmental and intergovernmental actors, civil 
society groups and the media, to share ideas and experiences 
on progress, obstacles to social development and ways to 
overcome them. 


Registration for the Geneva 2000 Forum is now open 
but places are becoming limited. 





Full details on the website: 
www.geneva2000.0rg 

or in a brochure from: Geneva 2000 Secretariat, 

9-11 rue de Varembé, CP 125, 1211 Geneva 20, Switzerland 














The portal www. iti-portal.org is a new site to find information = 
on IT for learning and training in industry. 


The LTI Portal to IT for Learning 
and Training in Industry 


The LTI portal is a front-end to the work of 16 highly innovative 
projects in the field of knowledge management and learning, 
including Klee&Co. 














Visitors to the portal site can find latest news, event information, 
content from the LTI projects, profiles of participating 
organisations and much more. 

















The site is mantained by the Kali 
supports the LTI programme in 
dissemination of results. 


Kalif project 









Kalif, Kiee&Co and the rest 
funded by the European Co 


mme are part- 






r the Learning 








Republic of Bolivia 


At Tender 


RIN/OS/00 1/2000 


The Government of Bolivia, by law, through its National Identification 
Registry put at tender, hereby, the provision, implementation and operation of 
an Identification System (System) and 3.51 million Identification Cards (Card) 
for citizens living in urban and rural areas. 








This high priority project, intended for international specialized companies, 
will permit the Government of Bolivia to modernize its identification 
procedures in order to distribute. to legal beneficiaries through private Pension, ` 
Funds, shares of privatized companies and yearly pensions. Benefits will be 
distributed only to citizens holding the new Card. ; 


The System should have enough initial capacity to host 4.5 million records. 
Each one of them with a picture, signature, fingerprints, and demographic 
information in text. Moreover, the system should incorporate the use of 
automated fingerprint identification System (AFIS) technology and follow 
international standards in terms of record uniqueness, access security, speed of 
process, and general reliability. 


Terms of reference will be available starting on May 29th throagh July Tst ala 
cost of five thousand US dollars. Further’ instrnetions will be-given upon 
reception of a letter of intent at NIR's Information and Support Center at: 


Telephone & Fax Number: +591 242 2456 
E Mail Address: Licitación @rin-gow.bo 
Proposals will be received. 5 
until July 26th in La Paz, Bolivia. 








| 
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EUROPE'S LEADING LIGHT 


Crossair of Switzerland, Europe's largest regional airline offers more than 28 daily: 
departures from the UK and Ireland to Switzerland. In addition, Crossait:also offers a 
network that encompasses over a 100 destinations in over 30 countries through its: 
EuroCross hub at EuroAirport Basel. 


C RO S S Al R For farther information contact yourlocal travel agent 
BB the Quatifyer Group $ or, +44 845 607 3000. www.crossair.com 


ASYSPaQce | | : 
| DOMAIN NAMES COMPANY & 


from TRUST SERVICES [il DRaa 
APARTM ENT s$ i N £ 5 p e a i } i a : ; , RE oee 
LONDON & EUROPE inc, internic/registrar fees ; - 
EURACOM : hice : 
A 420 7436 3201 Order Online: 1 : 31 Rosary Gardens, London SW7 4N 


p Be Fax 020: 7590 8060, 
FAX +4420 7436 3203 www.easyspace.com US Toll Free: 1 800 325 2810 


+ Www.euracom.co.k „com .net .org co.uk .org.uk s ouse |p Bumail: sates@astons-apartments.com 


: Internet ww w.astons-apariments.cony 
TENDERS 


per night per ‘person 





MW PRE-QUALIFICATION FOR ASSISTANCE 
DFID “= TO THE STATE DEPARTMENT OF 
vo STATISTICS: 

GEORGIA 


DFID will be shortly be seeking detailed competitive proposals for relating to management; analysis and dissemination of data. 


the above mentioned project. If you wish to be considered for inclusion-on the final short-list of 
The State Department of Statistics (SDS) of Georgia produces a those to be invited to submit proposals, please submit-a succinct 
range of statistics reflecting the economic and social changes capability statement (maximum four pages). The statement should 
taking place in Georgian society, They are working to ensure that address the points listed below with brief details of similar work 


these statistics are more representative of the changes, are of undertaken in this sector and any experience of working in the 
higher quality, and more completely meet the needs of users. Former Soviet Union region 


Georgian statistics play a key role in measuring and monitoring r f 
progress towards poverty reduction and other development goals, * Demonstrate how your team will take an overall developmental 
The overall goal of the project is to create a better understanding es of A project, eler T win Aba na 
of the dimensions of poverty and the social sector in Georgia. The SEROrINSEOrpa WAATI MAY BABEL INE: BTOJECT Wil DE Sensitive: 
specific purpose is to strengthen the capacity of the SDS to to cultural differences, will be aware of the main international 
produce and disseminate high quality relevant social statistics with and European standards applying to the sector, will know when 

a sound methodological basis, including improvements to the to move things forward sensitively but firmly and will ensure that 
international development indicators. the change process is moving at the right pace. 

The outputs will be trained staff who are able to add value to the + Demonstrate how your team will have:access to the varied skills 
work of the office and pass the skills on to others, improved and services required, including statistics, methodologies, 
systems relating to statistical production, and good practice user/producer relations, training, management and publications. 


Expressions of interest (quoting reference Cntr 00 0352) should be submitted by noon on Wednesday, 21 June 2000 to 
Kenneth Weir, Procurement Department, Department of International Development, Abercrombie House, Eaglesham 
Road, East Kilbride, G75 8EA. Telephone 01355 84 3120 fax 01355 84 3183. 

Please note that there are likely to be further opportunities for similar projects in the Former Soviet Union region. 








The Department for International poverty by 2015. concentrated on the poorest countries in 
Development (DFID) is the UK ' s DFID works in partnership with Asia and sub-Saharan Africa, but we also 
government department responsible for governments, international and national work in middle income countries, and in 
promoting development and the reduction non-governmental organisations, the Central and Eastern Europe. 

of poverty, DFID is committed to the private sector and institutions such as the DFID is committed to a policy of Equal 
internationally agreed target of halving the World Bank, UN agencies and the European © Opportunities and encourages applications 
proportion of people living in extreme Commission. Most of our assistance is from members of the ethnic minorities. 


Fulfilling Britain 5 commitment to 
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"BUSINESS & PERSONAL 





anpe ananasai inane 





Our Flexible Unwreckable™ 


FROM THE WORLDS No. 1 PROVIDER - 
rame protects your laptop. 


For over a quarter of the century, Hand finished cowhide: 
OCRA has offered unparalleled | choose natural, walnut or 
knowledge of international tax | | 

and asset protection planning for k 
individual and corporate clients. size, A4, or legal-size. 


$650 to $695. 


















black. Letter-size, fat letter- 


Now delivered through a network 

of offices in 26 world financial 

centres and all time zones, the col- 

lective experience, skills and i 

resources of more than 300 multi- We make Glaser Travel 
skilled professionals including 
lawyers, chartered accountants ! : 2 
and secretaries, economists and § 3 you. Talk with us about , C 
bankers are instantly accessible - , your luggage and briefcase Insiders™ dividers: 


wherever you are. needs. Any purchase may customize the way you 





Goods, and sell directly to 





be returned unused in ten organize your documents 
THE MOST COMPREHENSIVE Em days for a full refund. and gear. 
RANGE OF OFFSHORE SER- : 
VICES Please call for our free catalog. Toll free 800.234.1075. 


» GLASER DESIGNS 


Travet Goons MAKERS 
32 OTIS ST. SAN FRANCISCO, CA 94103 
PHONE 415-552-3188 FAX 415-431-3999 
TOLL FREE 800-234-1075 ECON@GLASERDESIGNS.COM 







The ultimate authority on the world’s best hotels 
hideawayreport.com 


COURSES 











































| 
| 
| 
| 
li 
| 
| 
| O FFSHORE 
an : ” 
| TAX - FREE s 
Companies world - wide AiG non = ul resume, 
| Dept. 34 ALBUQ, NM 87 110-USA s 
CREDIT CARDS Ñ @renturyuniversiy edu 
757 
| ACCEPTED nai ONLINE g 
» Head Office - 
| LAVECO Ltd 
| FOR OUR 110 PAGE COLOUR i Clos de Saignie, Sark, 
| BROCHURE CONTACT ? United Kingdom. GY9 OSF tut 
satiny Learn how gasy i become a Certified Professional 
| CW Forster (Director) By Raymond | Ferry Gi Caeden TOPO m eur ah nun wale ie fee 
e catatonic, 
| i The Consultants Institute 
26 Offices Worldwide 
PO Box 55, Ra 
Grant iat SO OGRA COMPUTATIONAL 
FAX: 444-1624 Freephone From USA: i 
E-mail: economi e 1 800283 4444 36- apply now 
| 4636-920 jor Fali 20001 
E-mail: cyprusdelaveco.com WWW.cse.0 i edu/Com Fini 
_____ www.ocra.com — BR .cse.ogi.edu/Comp 
Website: www.laveco.com j ` 








1509002 94 Certificated = A member of the Estate and General Group established in 1935 
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IMMIGRATION TO CANADA US TAXATION 


Experienced Canadian Immigration Lawyer np N 
will prepare Visa application for Skilled BY CPA IN LONDON 
Workers, Businessmen, Investors. Very US/UK tax return service and US/UK tax 
reasonable fees, Leonard Simcoe, Ref: E, advice for US citizens and US “green- 
1255 Laird Blvd, Suite 208. Mount Royal. card” holders living/working abroad. 
Quebec, Canada H3P 2T1. Fax: (341) 739- Servicing individuals and corporations. 
0795. E-mail: Isimeoe @simeoevisa.com 
Web: huipv/www.simecoevisa.com Mokhtar Edwards & Co 
65 London Wall, London EC2M STU 
Tel: 020 7588 8200 


Ministry of the Treasury 


Invest in Poland ` 


Privatisation of small te medium enterprises 








U.S. GREEN CARD (NO JOB OFFER) 
Provisions in U.S, Immigration law may make you 
eligible for a GR CARD without needing 
a job offer. If you are an experienced businessman 
or professional. pleas x your COV. resume, or 
list of qualifications for review to: 
Law Offices of 
DOBKIN & SHERMAN, P.C. 
32901 Middlebelt Road, Suite $00 
Farmington Hills, MI48334 U.S.A. 
Tel, (248) BSS BANK: Fax (248) 8550788 E-mail kgreencard!' dol com 

















Financed from the European Union funds 


2” CITIZENSHIP 
Henley & Partner, Inc. 


OFFICIAL PROGRAMS LEADING TO 
FULL CIiZeNsHip AND PASSPORT 
TEL +44 - 1481 - 832 880 
Fas +44 - 1481 - 832 88) 
WWW HENLEY-PARTNER.COM 
BY GOVERNMENT 
APPOINTMENT 
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International Calls Cost Up 


85% Less In the New World. 





2ND PASSPORTS, DRIVER'S 





LICENCES, DEGREES, BANK "Y fyou re looking for the finest international phone rates and service, 
A/Cs, CAMOUFLAGE PASSPORTS. | P ™ START YOUROWN ™ # | look no further than New World Telecommnunications. Because we 
GMC I IMPORT/EXPORT AGENCY I A. Save you up to 85% on all international calls. 


tay 3490.49 a No Capital or Exp. req. No Risk. Work from 
Fax £3120-3241407 Home. Part/Full time. Free Advisory Service, 
Est. 1946, Clients in 120 countries. 
Send for Free Booklet. 
WADE WORLD TRADE 
Dept 2024 50 Burnhill Road 
Beckenham Kent BR3 3LA UK 
Tel: +44 (0) 20 8650 0180 (24hrs) 
Fax: +44 (0) 20 8663 3212 


httpv/Awww.wadetrade.com 
um an me un eee 


# “LONDON'AN 


today and be calling globally at 85% less 
Quality serviced apartments offering best value } ay af 4 
a for money. Our apartments offer great savings a the day after tomorrow! 


compared to hotels. Fully serviced. private 
W omron. kitchen, TV, telephone, central a Call Toda | 1-201-28 -8408 
heating, elevator, y; 


To the U.S. and U.K. 4s atue callback innovator, New World 
provides state-of-the-art voice communica- 
tions and the lowest possible rates fer all 
intemational calls originating outside the 
United States through callback. 

Now you can call anywhere in the world 
t amazingly low rates. Perfect fer home, 
office, hotel, fax, or cellular phones. Call 






Email: 100413.3245@compuserve.com 
https www. global-money.com 





IMMIGRATE TO CANADA 
“We Can Help” 


25 Years Experience in immigration Matters 
The law firm of Somjen & Peterson 












































a Centrally located in Kensington area. a : 
sae ; E Tourist Board Approved W 1402 Teaneck Road, Suite 114 
jan Im i m Ashburn Garden Apartments m €anecs, New Jersey, USA 07666 
3 Ashburn Gardens Aj Fax: -201-287-8428 
t aoe, emMorld ' \ 0 sisi 
woot galas E pi UK wy telecommunieations — economist@newworldtele com 
u heh @ ashbamd ardonecork c A www. newworldtele.com 
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IREM “ys 
SOVEREIGN 
a 


Innovative and cost-effective solutions to protect your assets and minimise your tax. The Sovereign Group is a professional global practice of 
leading tax specialists, operating in 17 jurisdictions worldwide for over 10 years. For complimentary copies of our guides to international tax planning 
and trustee services, please contact your most convenient Sovereign office. Alternatively call for expert practical advice free of obligation or charge. 






Fax: ++44 207 370 6743 
SS SRR NN 





T Tel: ++44 207 370 2663 a 200 Now World Telecomramications New World i a tradesnark of New Warki Tekecommunicanens, AI mgh seen 












GIBRALTAR: Diane Dentith HONG KONG: Stuart Stobie TCL: Paul Winder UK.: Simon Benton USA: Bill Andrews 
Tel: +350 76173 Tel: +852 2542 1177 Tel: +1 649 946 5056/7 Tel: +44 (03207°479 7076 Tek +1 800 843 638) 
Fax: +380 70158 Fax: +852 2545 0550 Fax: +1 649 946 5052 Fa à (0)207 439 4436 Fax: +1 BOD 893 6382 















gib@sovereigngroup.com hk@sovereigngroup.com te 





savereigngroup.cam uk @soversigngroup.com 





Sovesnign Tust (TEN Led is Neenned hy the Fin 






Since 1977 The ICSL organisation has specialized in the establishment and administration of Offshore Companies, Trusts, 
Foundations and other structures with emphasis on Tax Mitigation, Asset Protection and Privacy. We also arrange no 

tax/low tax residency and alternative citizenship and passport. For information or an initial consultation: without obligation 
please contact your most convenient ICSL office. Our corporate aim: to provide Quality Service at Reasonable Cost. 











ISLE OF MAN - PETER HARRISON IBERIA - ROD RAMSDEN LLB LLM IRELAND - EILISH MURPHY 
International Company Services Limited ICSL Iberia Limited International Company Services Ureland) Ltd 
Tel: +44 1624 801801 Fax: +44 1624 801800 Tel: +351 21314 2030 Fax: +351213142031 Tel: +353 1661 8490 Fax: +353 1 661 8493 
Email: iom@ICSL.com Email: por@ICSL.com Email: ire@ICSL.com 






UK - PEYMAN ZIA USA - JERRY BAKERJIAN BBA URUGUAY - DR. CARLOS QUERALTO 












International Company Services (UK) Ltd International Company Services (USA) Inc International Company Services S.A, 
Tek +44 20 7493 4244 Fax: +44 207491 0605 Tel: +1954 943 1498 Fax: +1954 943 1499 Tel: +598 2 902 1165 Fax: +598 2 902 1191 w 
Email: uk@ICSL.com Email: usa@ICSL.com Email: wy@ICSL.com www.ICsL 
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OUTPUT, DEMAND AND JOBS Germany's GDP pev iby 3.3% in the year to the first quarter, 
the highest rate for two years. Japan’s industrial output fell by 0.4% in April, but was still 6.5% up 
on a year earlier. In the 12 months to March, industrial production in the euro area rose by 5.0%. 
In April France’s unemployment rate fell to 9.8%, its lowest since October 1991. 


% change at annual rate The Economist poli industrial Retail sales Unemployment 
ERR GDP GDP forecasts „production (volume) _ te rate 
3mthst 1year 1 year “atest year ago 














Australia + 40 





+ 43 Q4 


Denmark 
France 
Germany 
italy 
Japan 
Netherlands 
Spain 
Sweden 
Switzerland 
United States 
Euro-11 









































“Not seasonally adjusted. t Average of latest 3 months compared with average of pre 
in April. § Feb-Apr. **New seres 





PRICES AND WAGES Germany’s 12-month rate of consumer-price inflation in May stayed at at 

1.5%; Italy’s rose to 2.5%. Japan’s consumer prices fell by 0.8% in the 12 months to April; in the same 
period its workers’ pay rose by 2.3%. In the 12 months to April, producer-price inflation slowed in 
Canada, France, Italy and the Netherlands. 





% change at annual rate The. Economist poll 
„Consumer prices* consumer prices forecast Producer prices* © Wages/earnings _ 
3mthst 1year 2000 2001 3 mths? 1 year 3mthst 1year 































United States 
Euro-11 





months, at annual cate 
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` don Metal Exchange fell by nearly n% to be- 


COMMODITY PRICE INDEX 
The price of nickel on the Lon- | 


the- 
Ecoponysi 


low $9,000 a tonne on May 3oth, as funds 
sold on the first trading day after Inco, the 
biggest nickel producer, had reached anew 
three-year deal with workers at its plant in 
Sudbury, Ontario. Falconbridge, another 
nickel producer in Sudbury, has already be- 
gun talks on a new contract; the current one 
expires at the beginning of August. Boom- 
ing stainless-steel production and fears of a 
strike at Inco pushed prices to near ten-year 
highs in May. Prices may well stay firm in 
the short term. Commercial stocks have 
shrunk to only five weeks’ demand, and 
nickel stocks on the me have fallen by half 
this year to 22,500 tonnes, an eight-year low. 
Australia’s new low-cost acid-leach plants 
continue to have problems, and Russia will 
export less this year. 


19952100 % change on 
May 23rd May 30th* = one one 

Fo cr son wee ieee a MONT year 

Dollar index 

All tems 75.8 74,1 lcd 





Sterling index 
All items 


Speroe 27495 
Crude oil North Sea Brent 


$ per barrel 27535 


AR = 0. 











W BUSINESS CONFIDENCE According to 
Dun & Bradstreet’s quarterly survey of 

business confidence, the world’s business- i 
men are more optimistic than they have 
been for 11 years. The number of business- 
men expecting sales to rise in the second 
quarter of this year outweighs thoseexpect- 
ing them to fall by 58 percentage points. The 
balance of optimism has risen for five quar- 
ters running, and is at its highest since the 
third quarter of 1989. Only in two countries 
in the chart has confidence slipped this 
quarter: New Zealand (quite sharply) and 
Italy (slightly). In none do pessimists out- 
number optimists. The steepest climb in 
confidence has been in Hong Kong, where 
the surplus of optimists is now 64 points, 21 
points more than in the first quarter and 47 





| Sales expectations l 


Net % of businessmen expecting higher sales 


= Q3 1999 
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*Not available 








more than a year ago. 
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MONEY AND INTEREST RATES Tentative signs of a slowdown in the American economy 


pushed the yield on 30-year Treasury bonds down to 6.02%. In the 12 months to April, broad- 
money growth in the euro area rose to 6.5% and in Sweden to 9.9%. In Australia it slowed to 7.7%. 








W EXTERNAL BALANCES America’s cur- 
rent-account deficit is likely to widen to 
4.4% of cor next year, according to the 

















Money supply — oEcn’s latest forecasts. As a share of GDP, 
% rise on year ago over. this will be a record, surpassing the 3.6% 
narrow broad ight latest yearago prime gov't bonds latest’ year ago bonds reached in 1987. Despite the str ng 1 wf the 




















Australia i+ 8.8 00 6.27 ae oe = mE B pound, Britain’s current-account deficit is 
Britain +83 Ap 6.19 Bare 

= Ae — — expected to be a more modest 2.0% of GDP. 
Canada +209 +88 a 5605 5765 483 7,508 616 601 545 745 pe Ee 








Sea gee pass” | Japan’ssurplusis forecast to increase little, 
so oo NR oa iea re aa” .| 102.9%. Norway is expected to have the big- 
3755 3955 302 4735 500 51 47 5708 | gestsurplus asa share of GDP, at 14.0% 

















Switzerland = 316 106 450 365 pa 263 485 
United States +07 +83 Av 681 662 475 950 673 628 579 799 
Euro-11? +114 +65 Aw 465 465 260 440 493 513 4201 
Eurot EE EEE Ki = 










































































































































































































































































































































*Nacrow! MT except Britain MO, broad: M2 or M3 except Britain M4 Sources: Commerzbank, Den Danske, JP. Morgan, Royal 3ank of Canada, Svenska 
Ls Handelsbanken, Warburg Dillon Read, WEFA Group. Westpac, Primark. Datastream, Rates cannot be canstrued as banks’ offers, 
| STOCKMARKETS Most of the stockmarkets in our table rose this week. Nasdaq led the way 
with the Composite index rising by a record 7.9% on May 30th. The Dow Jones Industrial Aver- 
age was boosted by the buying of high-technology shares, though it fell over the week. 
Market indices % change on 
2000 one one record Dec 31st 1999 
May 31st high low week year high infocal in$ 
currency terms 
Australia (All Ordinaries) 3,040.6 3,2741 2,9200 + 23 
Austria (ATX) 11311 1,236.1 1,0294 + 02 
Belgium (Bel 20) 2,849.4 33404 2,5322 -18 ; 
Britain (FTSE 100) 6359.3 6,930.2 5,9946 + 39 
| Canada (Toronto Composite) 9,2520 10.0527 81142 + 12 
| Denmark (Copenhagen SE) 8832 8966 7551 + 28 
| France (SBF 250) 4047A A2179 35128 + 67 
| Germany (Xetra DAX) ` 71097 80650 64749 + 40 
| ttaly (B0) 1,9728 21823 1,6664 + 48 
| Japan (Nikkei 225) 163325 20,8332 160444 + 18 
Oop) 1,5228 1,7548 15049 + 12 | 
| Netherlands (EOE) č 6124 + 20 
| Spain (Madrid SE) 983.6 11462 £ EARE E i 
| Sweden (AffarsvaridenGen) 6,1175 6,960.6 5,176.3 + 66 
Switzerland (Swiss Market) 7,754.0 7,938.3 6,781.4 ~ 12 
United States (DJIA) 10,5223 11,7230 9.7960 
(S&P 500) 14206 15275 1,3334 + 15 = 70 E 
(Nasdaq Comp) 3,4009 5,0486 3,1646 + 40 
Europe (FTSE Eurotop 300)" 1,5954 1,668.0 1,4725 + 30 +22 - 44 +07 - 68 
Euro-11 (FTSE Ebloc 100)" 1,448.5 1,507.6 12777 + 40 +393 -39 +46 -32 
World (MSCI) 1,339.55 1,448.8 13004 + 30 +127 -75 na ~ 57 
World bond market (Salomon): 4269 4400 A48 +14 -0i -72 nma 23 
*in euro terms. Morgan Stanley Capital International index includes individual markets listed above plus eight others, in dollar terms. En 
Salomon Smith Barney World Government Bond index, total return, in doilar terms, §Provisional. WEEE: 
TRADE, EXCHANGE RATES AND BUDGETS The euro continued to recover, rising by 2.2% against the dollar. The euro area’s trade surplus 
widened to $2.4 billion in March, helped by record exports. Canada’s 12-month current-account balance swung into surplus in the first quarter. 
Our table shows updated budget figures from the orcn’s latest Economic Outlook. 
___Trade balance*, $bn Current account . Exchange rate Da Currency units B Budget 
latest latest 12 $bn The Economist poll trade-weighted* per per per — balance 
month months latest 12 mths % of GOP, forecast May 31st year ago $ £ bu euro % af GDP 
pi eae e Toate ae 2000 2001 May 3tst year ago _ 999* 
Australia = 0.33 Apr ~ 82 ~ 22.3 Q4 49 46 70 B41 175155 262 083 163 16 
Austria “= 0.57 Feds 53 ~ 4.3 Mar 23 23 100.0 101.9 “148 13.3 222 704 13.8 20 
Belgium + 1.25 feds + 158 + 11.9 Dec 4) 4a 98.7 101.0 43.5 38.9 650 206 403 -0.7 
Britain = 297v BS SOT OD -2.2 1058 1059 0.67 0.62 -032 06 T] 
Canada + 266 Ma + 257 + 220 01 02 73 738 r T O71 13 28 
| Denmark + 027 Feb + a4 + 15 fon 07 07 1006 1042 805 717 382 746 30 
| France + iti Mar + 170 + 35.8 feb 24 22 101 104.2 707 633 335 656 18 
Germany + 588 Ma + 671 *‘1B6 Mar 05 -0.2 "98.2 1017 adi 1.89 ~ aig Td 
italy + 070 MaS + 112 + 87 fe 12 4 O 2A JaA 2088 1,869 3,121 990 1,936 SSC 19 
Japan + 9.22 Ma +1243 +1131 Ma 25 22 «183.6 1309 108 121 161 51.1 100 -70 
Netherlands + +8 e227 a — aa a3 je 1002 238 213 355 113 229 05- 
Spain -13.7 fee -15 aa ao «+2957 — 47 161 268 851 166 II- 
23 2.0 “838 806 901 864 135 427 836 19- 
í oao 97 94 108.4 1063 170 054 253 080 157 na | 
United States -37.05 Ma 3799 1338.4 4 “43 “39 143 109.9 - z 150 047 093 T0 
Euro-11 + 240 Mas + 461 + 174 mart 08 DBE 792 858 “r08 097 16i 051) -a2 
* Australia, Bretain, France, Canada, Japan and Urated States imports fob, exports fob. All others ciffiob, 119902100, Bank of England. OECO estimate. < =: 
8Not seasonally adjusted. **New series, 
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@ DRUGS In 1999 consumers spent $82.5 
| billion on over-the-counter (non-prescrip- 
| tion) medicines. According to a new report 
| by Euromonitor,a market analyst, vitamins 
| and dietary supplements made up over a 
third of the world market in orc products. 
| These are especially popular in North 
| America and Europe, where alternative 
| medicine is gaining ground. 
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| Japan:and America are by far the biggest 
spenders on orc items. But, although sales 
| in China and India are still pennies per 
head, manufacturers look forward to grow- 


increasingly affluent populations. The 
| worldotc market has grown by 9.5% since 
1995, a modest gain compared with the 
| world's $328 billion prescription-drug mar- 
ket, which expanded by more than a third. 
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ECONOMY Hong Kong’seconomy continued to bounce back, with cor up by 14.3% in the first 
quarter over a year earlier, compared with 9.2% in the previous quarter. Colombia's and Ven- 
ezuela’s Gpr grew in the year to the first quarter, after more than a year of contraction. In April, 
the 12-month trade surplus shrank in Singapore and Thailand but widened in South Africa. 
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FINANCIAL MARKETS Worries over Hyundai's future helped to push share prices in Seoul 
| down by 61% on May 26th, to the market’s lowest level for over a year. However, strong buying 
| of technology shares and the easing of Hyundai's problems then prompted a recovery, and the 
| market rose by 8.4% over the week. Political unrest in Indonesia sent Jakarta down by 7.9%. 
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HAT 1S TYCO DOING TODAY? 


FIRE/SECURITY 


For millions of homeowners and businesses, Tyco’s brands have become synonymous with security. Our ADT® brand is the 
world’s leading provider of fire and intrusion detection and monitoring systems for homes end businesses. We're also at the 
forefront of access control and closed circuit television technologies. Tyco’s fire protection systems provide sprinkler technology 
and service to homes and businesses around the globe. Tyco is working to deliver peace of mind. Anytime. Anywhere. Across five 
diverse business segments, dozens of industries and throughout the global marketplace, 


Tyco is working in your world. For more information, visit us at www.tyco.com. ty 
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‘We're an investment bank that knows 
technology. Or is it the other way around? 


The answer is “both.” Our people are leaders in financing and advising high-tech 
businesses. And in providing ground-breaking technology research, But our stake in 
technology is larger than that. For example, through our. private equity funds, we're a 
leading investor in the technology industry. And we're a leading force promoting 
technology’s role in reshaping the financial markets. All in all, you could say that 


Goldman Sachs is synonymous with technology leadership. Or is it the other way around? gadman 
L 
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Hyundai Elect 
i Not Just A 


Hyundai Electronics offers an ideal combination 
Telecommunication handsets & systems, and LCD: 

Being the world’s leading DRAM maker is only one facet of Hyundai EI 1 

diversified business portfolio includes a Telecommunication Group, which Is recognized as the world's first 
commercial developer of CDMA, and a LCD Group, known for its advanced f 

development of new products via continuous R&D efforts. Now, to maximize sharehol fits, Hyundai 
Electronics has given first priority to making its management more transparent and profit-oriented. 


Hyundai Electronics! The very blue chip for success that you are looking for. s- y Ss 
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Growth and the poor 


Sir—What a curious institution 
the World Bank is. Its president, 
Jim Wolfensohn, has been saying 
for years that, from a poverty per- 
spective, the quality of growth 
matters as much as the quantity. 
He warns consistently that cur- 
rent patterns of growth under 
globalisation are failing the poor. 
Now a report from two of the 
bank’s researchers is sending a 
different message (Economics fo- 
cus, May 27th): all governments 
have to do is stabilise, liberalise, 
sit back and wait for globalisation 
to deliver the poor from poverty. 
The report sets out to dispel 
what the authors describe as the 
myth that growth is bad for the 
poor. Nobody ever said it was. 
Economic growth is self-evidently 
needed to raise the average in- 
comes of the poor and reduce 
poverty, but the rate by which 
growth is converted into poverty- 
reduction also matters. This is a 
function of the distribution of in- 
come and opportunity. For exam- 
ple, Brazil has to have growth 
rates three times higher than In- 
donesia to gain the same level of 
poverty-reduction. Crudely put, 
the larger the share of the cake 
captured by the poorest 20%, the 
faster the rate of poverty-reduc- 
tion. Hence Mr Wolfensohn’s em- 
phasis on the quality of growth. 
There is plenty of evidence 
that current patterns of growth 
and globalisation are widening 
income disparities and hence act- 
ing as a brake on poverty-reduc- 
tion. In Mexico, economic growth 
in the 1990s has been accompa- 
nied by an increase in poverty as 


the rural south gets left behind. In 
China and India, the linkage be- 
tween growth and poverty-reduc- 
tion is weakening as inequalities 
deepen between rich and poor re- 
gions and social groups. 

None of this should come as a 
surprise. Globalisation is creating 
the opportunities for those with 
the assets, skills and, crucially, the 
education needed to operate in 
increasingly competitive markets, 
Those without—the landless, the 
urban poor and the illiterate—are 
being left behind. The World 
Bank needs to throw its weight 
behind the redistributive policies 
required to achieve economic 
growth and greater equity. 

Justin FORSYTH 
Policy director 


Oxford Oxfam 


Sir—It will take more than the 
World Bank paper that you laud 
to convince many of the “back- 
lashers” against globalism that 
economic growth helps the poor. 
The paper appears to focus on 
cash incomes but many of the 
world’s poor are subsistence 
farmers. Even large relative in- 
creases in their cash income may 
not be very significant in absolute 
terms. And this has to be set 
against the negative effects of 
growth. Most of these cannot be 
readily quantified but are dis- 
proportionately important to the 
poor, who cannot afford to dis- 
tract or insulate themselves from 
them. Effects can include a de- 
graded physical environment, less 
predictable weather patterns, and 
social disruption leading to a loss 
of a sense of community, con- 
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tinuity, security and autonomy. 
Another, often disastrous, con- 
sequence of growth is that it en- 
riches corrupt and malicious re- 
gimes, allowing them to spend 
more on their military. The dolor- 
ous effects of this on the poor are, 
to your credit, frequently re- 
ported in your pages. But they are 
not captured by econometric 
analysis, however sophisticated. 





Wellington, 

New Zealand Ronnie HORESH 
ae ii Serene renee 
Swiss myths 


Sir—In your review of Elazar 
Barkan’s book, “The Guilt of Na- 
tions” (“Blanket apology”, May 
27th), you write that the author's 
“detailed account of the stone- 
walling and bureaucratic obfusca- 
tion of the Swiss banks in particu- 
lar, and of their wholesale 
confiscation of dormant Jewish 
accounts, makes dismal reading”. 
The recent Volcker report came to 
exactly the opposite conclusion; 
that there has been no confisca- 
tion—wholesale or otherwise—of 
dormant accounts of Jews or any- 
one else by Swiss banks. More- 
over, of the millions of non-active 
accounts investigated, few can be 
linked demonstrably to victims of 
the Holocaust. 

The vast majority of Holo- 
caust-related accounts were duly 
claimed at the end of the war or 
were uncovered between 1962 
and 1972 in a Swiss-initiated in- 
vestigation. The myth of Swiss 
banks having grown fat at the ex- 
pense of Holocaust victims does 
not stand alone. It is not widely 
known that between September 
and December 1942~-the crucial 
months when the “final solution” 
was implemented in occupied 
Europe—96% of the Jewish asy- 
lum-seekers who presented them- 
selves at the border gained admit- 
tance into neutral Switzerland. 





Lausanne, JEAN-CHRISTIAN 
Switzerland LAMBELET 
pave dee I 
Middle East morals 


Sır—You only hint at a moral co- 
nundrum that underlies the Mid- 
dle East conflict (“Exodus”, May 
27th). There are many situations 
in recent history where the origi- 
nal cause of a conflict was a 
wrong done to a country or peo- 
ple, and where most reflective, 





civilised people accept this cause 
as a wrong. The creation of the 
state of Israel was one of these un- 
equivocal wrongs. 

One can understand the moral 
seriousness of the architects of Is- 
rael in the immediate aftermath 
of the second world war. One can 
certainly see the need to provide 
the Jewish people with a security 
they had not had prior to the war. 
Nevertheless, the dispossession of 
the Palestinian people was an 
outrage. Many people see no 
moral problems at all and wish 
the Palestinians would stop mak- 
ing a fuss. Is it my moral antennae 
that are faulty, or theirs? 


West Bridgford, KIERON 
Nottinghamshire O'HARA 
act 





Flag of inconvenience 


Sin—Bagehot (May 20th) misses 
the greatest indignity of all in the 
matter of flags and Northern Ire- 
land: the addition to the Union 
flag of the red diagonal cross of St 
Patrick as a symbol of the incor- 
poration of the whole of Ireland 
into the United Kingdom in 1801. 
k would be hard to come up with 
a symbol to flash around North- 
ern Ireland that was more politi- 
cally incorrect. 

If Britain is to “rebrand” itself 
this would be a good place to 
start. Why persevere with a flag 
that represents Ireland, England 
and Scotland when Britain con- 
sists of Wales, England and Scot- 
land. No wonder the British are so 
inured to its burning. 





Stafford, 

Virginia RICHARD POLLARD 
; dt 

Sweet Dome 


Sir—~Your assertion that a further 
grant to the Dome is a “scandal” . 
is a knee-jerk reaction that does. 
not reflect the facts (“Another 
£29m down the drain”, May 27th). 
It is true that the grant to the 
Dome is a large sum of money, 
and the aim of attracting 12m visi- 
tors was too high. But even if only 
7m visit the Dome it will be 
nearly three times as successful as 
any other paying attraction in 
Britain. Also, we will have regen- 
erated the largest derelict site in 
southern England close to the 
heart of the capital. Public invest- 
ment in regeneration brings long- 
term economic and social bene- 
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Consultants and Analysts 
Competitive Salary + Bonus + Pre-IPO Equity 


"The key to successful value creation in an internet company lies in the talent and credibility of the management" 


Skilicapital works with early and late stage internet companies helping them to grow their businesses via the introduction of capital 
and/or senior management at CEO/executive board level. We already have an impressive track record of success and to meet 
growing demand, we are now seeking to rapidly expand the business on an international basis. 


To facilitate this dramatic growth, we need consultants to manage relationships with board level individuals and high value 
accounts across Europe with responsibility for originating new clients and negotiating deals throughout the telecommunications, 
software, hardware and internet sectors. in addition, we need analysts who will be responsible for contributing to a sophisticated 
knowledge base - producing critical market information, monitoring of key individuals and companies and leveraging this 
knowledge to target business opportunities. 


To be part of a team where your talents are recognised and applied, you will appreciate the importance of a client focused 

approach in a fast paced international area. Previous experience in the professional and financial services sectors or account 
management within a blue-chip environment is useful. You will have an outstanding education and be highly motivated to 
contribute to the internet economy. You are aiso highly creative, resourceful and a strategic thinker with exceptional interpersonal 
Skills. European languages and experience would be useful but not essential as our business expands throughout Europe. 
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How far do you want to go? 


Amadeus is the world’s most international electronic travel distribution system. Airlines, hotels, car rental companies, travel agencies and consumers 
rely on our system which handles more than 350 million travel bookings annually. 

Working in more than 130 countries on 5 continents, we develop products and propose solutions in some of today's key industries: travel, 
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ideal environment for enterprising professionals who want to develop their careers by assuming challenging responsibilities with a-global horizon. 
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fits. The international compe- 
tition among major private-sector 
bidders to buy the site and the 
Dome would never have hap- 
pened without the commission’s 
investment. 

You are wrong to personalise 
the issue by saying that Chris 
Smith, the culture secretary and 
the commission’s chairman, or- 
dered the grant to be made. It was 
a unanimous decision of all the 
commissioners. 

Mike O'CONNOR 
Director 
London Millennium Commission 


Offending India 


Sin—Your article on India’s cable- 
television industry (“The wiring 
of India”, May 27th) was interest- 
ing but the illustration was in 
rather poor taste. Shakti, the god- 
dess depicted, is of immense sig- 
nificance to all Hindus. Hindu 
mythology says the fate and fu- 
ture of the entire universe and all 
its inhabitants is but a conse- 
quence of the intricacies of her 
cosmic dance. Her depiction as a 
tongue-lolling, gawky and con- 
fused dancer entangled in spools 
of television cable was offensive 
to say the least. 

New Delhi Apriroop LAL 
Pe eel sae RED ENOR LE E EE LEIE aR LEE EAIN sone 


Hard landing 


Sir—In the several decades since 
economics guru (and former Civil 
Aviation Board chairman) Alfred 
Kahn sold the government on the 
dazzling virtues of airline deregu- 
lation, the resulting monopolistic 
practices of the industry have 
proven to be a disaster for the air- 
lines and travelling public (“Fly- 
ing into thin air”, May 27th). 

While proponents of deregula- 
tion point to lower fares between 
high density hubs, these bargains 
are subsidised by exorbitantly 
high fares for flights between the 
thousands of smaller cities across 
the country. This costs industry 
millions of dollars extra than was 
paid under fare regulation, when 
cost had a relationship to the dis- 
tance flown. The airlines are 
struggling to show a profit and to 
finance the replacement of an 
ageing fleet; the flying public is 
subjected to chronic delays, lost 
baggage and abominable in-flight 
service. 

Since the early 1980s scores of 
established commuter and re- 
gional carriers have disappeared 
into the enveloping arms of a few 
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developing monoliths. At all ma- 


jor'cities across America virtually 
all of the airport capacity is held 
ferociously by an ever-dwindling 
number of airlines and new carri- 
ers are precluded entry. If the Jus- 
tice Department permits UAL to 
acquire us Airways, further de- 
terioration will continue inexora- 
bly. The airline industry is a quasi 
utility and should be regulated as 
such for the benefit of all citizens. 


Reading, 

Pennsylvania ARTHUR Horst 
eeepc lhc item EEE E = 
Big and Baltic 


Sir—Stereotypically, you call the 
Baltic states “tiny” and give the 
impression that they are un- 
important (Face value, May 2oth). 
At least 12 European countries are 
smaller than Latvia, Lithuania or 
Estonia, including Denmark, Bel- 
gium, the Netherlands and Swit- 
zerland. One seldom hears these 
countries referred to as tiny. 

New York Astra Moors 
PEIE E naa hare Riese one D PA TEE Melman acl 


Filling Europe’s void 


Sir—Europe is voiceless (“The 
void in Europe”, May 20th) and 
there are two possible responses: 
delighting in that bleak outlook 
and widespread indifference, or 
trying to fill the political void by a 
striking initiative—a directly 


- elected president for the Union. 


Europe’s most influential heads 
of state and governments would 
probably rebuff such an idea. But 
I imagine that Europe's citizens 
would like a progress-minded, di- 
rectly elected and prominent fig- 
ure as the voice of Europe. 

Boulogne FRANCOIS ZWICKERT 


Sir—You express the European 
conundrum perfectly. Surely all 
electorates would wish to be in a 
“liberal, western, market system” 
provided that the state has 
enough cash to pay pensions, 
benefits, civil servants, etc. But not 
many electorates want to join a 
“process of European integration” 
and lose their identity. 


Sutton Valence, DaviD 
Kent NORTHCROFT 
EEE E pn ee en th emi E ET S E ei 
Hope for Africa? 


Sin—Your generalised conclusion 
that Africa has degenerated into 
hopelessness (“Hopeless Africa”, 
May 13th) is an over-exaggeration. 
You are likely to alarm many po- 


“tential investors who are not fa- 
~miliar with the continent. Admit- 


tedly Africa faces serious 
challenges but the majority of 
countries have been implement- 
ing strong political and economic 
reforms for several years that are 
now yielding positive results. 

Many countries now have 
multi-party systems and hold reg- 
ular elections. Liberalisation of 
the media has improved freedom 
of expression significantly. Far- 
reaching economic reforms are 
creating a friendly environment 
for investors. Efforts are being 
made to create economic trading 
blocks within the continent. Also, 
many governments recognise the 
threat from aips and many lead- 
ers have committed themselves to 
fighting it. 

Far-sighted investors should 
see Africa’s challenges as oppor- 
tunities and should consider in- 
vesting in the many safe countries 
on this continent. 

MICAH CHESEREM 
Governor 
Central Bank 


Nairobi of Kenya 


Str—-You highlight the pervasive 
corruption and theft of public 
funds by Africa’s leaders, whether 
military or civilian. While it is true 
that the solution has to come 
from within Africa it would be 
helpful if the brigands and their 
cronies were not allowed to enjoy 
their loot after leaving office. Al- 
ready, the administration in Nige- 
ria has a draft anti-corruption bill 
winding its way through the Na- 
tional Assembly. Would it be a 
forlorn hope to expect foreign 
governments to play their part? 
Hardly any European country 
of note has a law against bribery 
and corruption similar to Ameri- 
can legislation which makes it a 
criminal act for American compa- 
nies to offer inducements when 
tendering for contracts abroad. It 
is high time that large-scale cor- 
ruption is targeted in Europe. 


CLEM BAIYE 


Sin—I hope your African readers 
will be objective enough to ac- 
knowledge your criticisms of our 
continent. It is essential if we are 
to integrate fully with the process 
of globalisation. Africa can surely 
change if we, the people of Africa, 
make it a duty to weigh our 
strengths and weaknesses and 
contribute to a major “revolu- 
tion” of our social, cultural, politi- 









cal and economic: values. 1- am 
convinced that the necessary re- 
sources for these changes can be 
found within Africa. 

Bamako, 
Mali PIERRE TRAORE 
sevoririeinsenetn 





The art of self-defence 


Six—I would add one point to the 
arguments against rushing ahead 
with deployment of missile de- 
fences (“A shield in space”, June 
3rd). You say that as soon as 
America starts pouring concrete 
to construct anti-missile defences 
this will constitute a violation of 
the Anti-Ballistic Missile treaty. 
The Clinton administration is un- 
dertaking a review of what it be- 
lieves, or will maintain it believes, 
violates the treaty. 

President Clinton may attempt 
to have it both ways: decide this 
year in favour of deploying a na- 
tional missile defence, but declare 
that construction next year does 
not violate the treaty. This will 
force Russia to choose between 
crying foul and perhaps creating 
a crisis, or allowing the fudge. The 
implications for American and 
global security could be severe. 
Such intentional manipulation of 
binding agreements, primarily to 
protect presidential candidate Al 
Gore from appearing weak on de- 
fence, would weaken intema- 
tional law and not serve Ameri- 
can interests. 

STEPHEN YOUNG 

Deputy director 

Coalition to Reduce 

Washington, pc Nuclear Dangers 
Si cance tice 


Gunning for moms 


Sir—-Those “million moms” who 
marched demanding tighter gun 
laws were revealed as wanting the 
registration of all handguns so 
that one day they can all be con- 
fiscated (“A regiment of anti-gun 
women”, May 13th). In Britain the 
government recently took away 
legally owned, legally registered 
handguns. | wonder how those 
“million moms” will react when 
handgun owners all over America 
tell them where to shove their 
“common sense” registration 
ideas. I imagine that we will find 
out. One million moms against 
som gun owners. It should be 
quite a show. Especially with our 
media putting their good-liberal, 
anti-gun spin on events, as usual, 
Meridian, 

Mike CARTER 
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EUROPEAN CENTRAL BANK 


VACANCY AT THE EUROPEAN CENTRAL BANK 


The European Central Bank (ECB), established in Frankfurt am Main on 1 June 1998, is sesling to fill a vacancy in 
the Language Services Division of its Directorate Secretariat and Language Services. The ECB has its own terms and 
conditions of employment, including a competitive salary structure, retirement: plan, health insurance and relocation 
benefits. Candidates must be nationals of a Member State of the European Union. | 


GERMAN TRANSLATOR | 
(Ref.: ECB/03/00/II/TE) 


The Language Services Division is a central service unit which provides linguistic expertise and support in 

z. the 11 official Community languages to all the business areas of the ECB. The vacancy is for a translator 
of German mother tongue whose duties will include the translation of texts principally from English into 
German, the revision of texts drafted in German and the proof-reading of texts produced in German which 
are destined for publication. 


Qualification and experience 
+ A perfect command of German, excellent English and a very good knowledge of at least one other 
official Community language. 





An honours university degree - or equivalent qualification - in a relevant subject, preferably in modern 
languages and/or the financial and economic field. A postgraduate diploma i in translation would be 
an advantage. 

Several years‘ professional translation experience, preferably in the economic or financial field. 

A sound background knowledge of financial, economic and legal affairs. 

Strong interpersonal and communication skills: self-motivation and the ability to work as part of a team in 
a multicultural environment are very important. 

Advanced PC skills and a practical knowledge of standard MS Office applications are-essential. Familiarity 
with a terminology management package such as TRADOS MultiTerm and translation memory software 
such as TRADOS Translator‘s Workbench would be an advantage. 


Starting date 

Preferably autumn 2000. 

Applications 

Applications should be submitted in English and include a covering letter, a curriculum vitae and a recent 
photograph, together with references confirming the required experience and skills. They should be addressed, 
quoting the reference number, to the European Central Bank, Directorate Personnel, Postfach 16 03 19, 


D-60066 Frankfurt am Main and should reach us no later than 30 June 2000. Applications will be treated in 
the strictest confidence and will not be returned. 


To meet the deadline, applications may be sent beforehand by fax to fax number +49 69/1344 - 7979. However, 
this is not a substitute for the original, which must still be submitted by mail. 


This vacancy is also published on Internet: http://www.ecb.int but applications should only be submitted 
on paper via surface mail. 
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DBSA 


Development Bank 
of Southern Africa 


“Building foundations for development” 
www.dbsa.org 


The Development Bank of Southern Africa (DBSA), the 
leading development banking institution in the SADC region, 
is approaching the end of the five-year contract of its present 
Chief Executive, Dr Ian Goldin, and now seeks to appoint a 
new 


Chief Executive 


This position offers the opportunity to contribute significantly to 
sustainable development and the continuing transformation of 
South Africa and the 14 countries of the SADC region. The bank 
has assets of over R15 billion and staff of about 450, based in 
Midrand, near Johannesburg. The DBSA’s key purpose is to 
address socio-economic imbalances and help improve the quality 
of life of the people of Southern Africa, primarily through 
infrastructure investments. 


Key competencies required for the position include: 
* demonstrated leadership capability and strategic vision 
* commitment to development and knowledge of South African, 
regional and global development finance issues * proven general 
management experience in a multifunctional organisation 
+ ability to direct and provide corporate strategic guidance and 
take overall responsibility for all aspects of the Bank’s business 
e knowledge of banking, including treasury and risk management 
* knowledge of key project appraisal and investment issues 
* ability to act as the principal link between the Bank and 
stakeholders, including the government, donors, the private 
sector and communities * proven transformational competency 
and ability to provide vision and ensure its implementation. 


The position requires an exceptional and innovative leader with 
proven general management competencies and a progressive 
management and leadership style. 


The appointment will be in line with the DBSA’s Affirmative 
Action/Gender Policy and the remuneration package will be 
commensurate with the position. 


Lumka & Associates and Heidrick & Struggles have been appointed 
by the DBSA to manage this recruitment. Confidential applications 
giving full career details and a daytime contact number should be 
addressed to Brian Khumalo at Heidrick & Struggles, 15th Floor, 
The Office Tower, Sandton City, Sandton, PO Box 781213, Sandton 
2146, South Africa. Telephone +27 11 685-6910. Fax +27 11 685-6999. 
E-mail: bkh@h-s.com OR Lumka Funani at Lumka & Associates, 
48 Central Street, Houghton 2198, South Africa. PO Box 930, 
Houghton 2041, South Africa. Telephone +27 11 728-0277. 
Fax +27 11 483-0814. E-mail: lumka@icon.co.za, 


Closing date for all applications is Friday, 
23 June 2000. 


Herprick & STRUGGLES 
Convuliasis ia Bacnutive Beaeoh 


REDELINGHUYS & PARTNERS 3 
equality placements 
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Executive Director 


Integrated Resource 
Management Program 


Alberta, a Canadian province rich in resources and spectacular 
natural beauty, must manage dramatic growth in agriculture, energy 
and forestry resources, while assuring a high quality of life and 
healthy environment for its residents. To meet this.challenge, the 
Alberta Research Council inc. (ARC) is establishing the Integrated 
Resource Management Program (IRMP). 


IRMP will be the hub of a multi-disciplinary research program to: 

« identify and mitigate short-term and cumulative effects of 
resource development on human and animal health 

+ understand the interactions of relevant industry sectors, and 

* explore the mechanisms by which chemicals impact the 
natural environment. 


The Program will be a scientific leader in risk assessment and 
technology development with a mission to develop and promote 
holistic strategies for environmentally and socially sustainable 
resource development. It will serve as a forum to identify and 
resolve issues related to resource development and it will transfer 
knowledge on mitigating the risks associated with industrial 
development - with particular emphasis on environmental pollution 
and food safety - to producers, consumers and regulators. 


The Program: The Program will consolidate ARC's existing applied 
research activities in air monitoring, water treatment, toxicology 
and health. its multi-disciplinary program will include scientific 
research, protocols and monitoring systems to examine the 
linkages between resource development, air, water and land 
resources, human and animal health, and biodiversity. Its partners 
will include universities, Alberta and federal government 
departments, and other Canadian and international research 
organizations and agencies. 


The Leader: ARC seeks an Executive Director to establish and lead 
the integrated Resource Management Program. The successful 
candidate will have an established international reputation and be 
eager to take environmental science to the next level - 
understanding, interpreting and developing systems for mitigating 
both immediate and cumulative effects. The Executive Director will 
be skilled in multi-disciplinary research in environmental science, 
epidemiology or toxicology, and will have demonstrated ability to 
assemble and manage the human and financial resources needed 
to deliver large multi-stakeholder research programs. He/she will 
be comfortable working with senior executives in government, 
industry, academia and the public, and will have the presentation 
and diplomatic skills needed to sell the vision of the Program to the 
broad cross section of stakeholders in the community at large. 


Please reply in writing or electronically, enclosing a 
comprehensive CV to: 


Wolf Gut, Director of HR 





Alberta Research Council ALBERTA 
250 Karl Clark Road RESEARCH 
Edmonton, Alberta, Canada i 
n COUNCIL 
Gut@arc.ab.ca 


THE ALBERTA RESEARCH COUNCIL IS COMMITTED TO THE 
PRINCIPLE OF EQUITY IN EMPLOYMENT AND ENCOURAGES 
APPLICATIONS FROM ALL QUALIFIED INDIVIDUALS, 


WE WISH TO THANK ALL APPLICANTS FOR THEIR INTEREST, HOWEVER 
ONLY THOSE INVITED FOR AN INTERVIEW WILL BE CONTACTED. 
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_ tomorrow s leadership challenges. 


Marketing Manager 


T26-104921 
Requires a Bachelor s degree in Economics, Chemistry or Process 
Engineering (MBA preferred) and 15+ years experience in the 
< downstream oil industry, Experience in strategic, business and 
© operational planting; project appraisal and performance analysis relating 
“>to refining, supply and distribution, trading and marketing to final 
consumers is required. You must-also have knowledge of crade and 
product marketing, transfer pricing, supply and distribution; dynamics 
and contractual, regulatory and other practices of crude; product and oil 
‘freight markets (especially in the Eastern hemisphere); and refining, 
petrochemical and product trading economics. Product wholesale/retail 
outlets and Asia market area expertise is required along with knowledge 
-of competition and future prospects; crude selection and quality 
differentials; product yields, price relationships, comparative value, 
margins; and marine transportation economics. Additionally, knowledge 
of Linear programming for economic crude selection, basic olefins and 
aromatics markets (ethylene, propylene, BTX, paraxylene) and 
»- downstream derivatives markets (resins) is required. 


Refining Engineering Specialist 


T27-107716 
“We seek a Chemical Engineer, pictersbiy ‘with a: Masters in Finance or 
Business Administration, 15+ years experience in the downstream oil 
industry with a multinational company and 5 years in lube base oil 
; plant operations and planning, Demonstrated success of negotiating 
agreements and computer literacy (Microsoft word processor, database 
and worksheet) are a must. This position provides technical analysis in 
the refining and lube manufacturing economics/markets, 
‘Responsibilities include evaluating and monitoring company s 
¿performance and. performance of agreements, developing negotiation 
strategies and negotiating with multinational companies, as well as 
analyzing companies operating/business plans and evaluating 
technical/economical feasibility of projects. 


_ Asa Saudi Aramco employee, you will receive a very attractive compensation package including comprehensive benefits. For consideration, 

> please send a resume/salary history to: Aramco Services Company, Dept. O66E-ECONOMIST, in one of the following ways: E-mail: 

_ Fesumes@aramico.com (please cut and paste rather than send.an attachment); Fax: (713) 432-4600; Mail: P.O. Box 4530, Houston, 
z m 77210-4530. For a full listing of available positions, visit www.aramcoservicescom 
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Professional abilities 
fine jewels. 
2 They improve when placed i in a w 


SAUDI ARAMCO @ 


_ At the Saudi Arabian Oil Company (Saudi Aramco), an'unsürpassed international workforce and “can-do” teamwork have helped build one of 
"the world s greatest explorers, producers and exporters. Top-flight North Americans are joining forces with Saudi Arabs and other nationzlities 
_ from around the world to achieve even: greater success. Take your place in this global partnership in Saudi Arabia, as Saudi Aramco. meets 














setting. 


Engineering Consultant _ 
726-104923 


Requires a Chemical Engineer, preferably with a Masters in Finance = 
or Business Administration, 15+ years experience in the downstream ==: 
oil industry with a multinational company and 10 years in refinery and. 
petrochemical plant operations and planning. Computer literacy 
(Microsoft word processor, database and worksheet) and excellent 
negotiation skills are essential to your success, This position provides 
technical support to management staff, monitors/evaluates refinery and ` 
petrochemical company s performance and the performance of 
agreements, evaluates technical and economical feasibility of refinery 
and petrochemical projects, Additional responsibilities include 
developing negotiation strategies arid negotiating with multinational 
companies, analyzing companies operating/business plans and 
developing potential joint venture business. opportunities in the 

refining and petrochemical industries. 


_ Marketing Manager 


T27-107719 
Use your marketing experience to, mafas market studies for world 
scale petrochemical projects, develop marketing agreements between =: 
producers and distributors, analyze performance and establish 
benchmarks for petrochemical producing companies and prepare. 
market study reports and presentations tosenior management, To 
qualify, you must possess a BS in Chemical Engineering or Economics | 
(advanced degree preferred), 12+ years related petrochemical industry 
experience and proficiency in English, Requires knowlédge of global 
polyolefins market, trade patterns supply/demand balances, price 
structures and matgins. The ability to communicate comfortably with 
senior managemient, function in.a multi-cultural, large-company 
environment and integrate production, supply and marketing issues 
into commercial analysis to. identify relevant risks is required. 








Deputy Director (Geneva), 
Emergency Response Division (D-1) 


The United Nations Development Programme {UNDP} is the United Nations’ 
largest provider of grant funding for development. As countries emerge from civil 
upheaval and conflict, or begin the recovery process after a debilitating natural 
disaster, the UNDP country office plays a key role in designing and managing 
programmes that bridge relief, reconstruction and development interventions. 
The Emergency Response Division (ERD) provides operational and policy support 
to UNDP country offices in crisis and post-crisis situations, The Emergency 
Response Division is headed by a New York-based Director, with offices located 
in New York and Geneva. 


Responsibilities 


As.the manager of ERD's Geneva operations, the Deputy Director leads a team of 
some 15 staff which includes UNDP's Disaster Reduction and Recovery 
Programme, a $20-$30 million portfolio of country and regional projects annually. 
The Geneva team provides direct operational support to many of UNDP's 135 
Country offices in this field, as well as contributing to the development of 
UNDP's corporate policies in disaster reduction and recovery. Many of these 
activities are undertaken in close collaboration with other organizations, many of 
them also Geneva-based. The Deputy Director will also lead a recently created 
team of specialists available for rapid deployment in a range of areas such as 
reintegration of war-affected persons, and post-conflict rehabilitation. A large 
portion of the Deputy Director's time is spent coordinating with the Geneva- 
based humanitarian community and developing UNDP's institutional relation- 
ships in this field throughout Europe. 


Qualifications and skills 


Advanced university degree in international relations, economics of social 
sciences, with post-graduate specialization in development studies and/or 
international relations, or management. Additional background in international 
law, diplomacy and/or conflict resolution would be an advantage. 


Proven record of over 10 years of increasingly responsible field experience 
applying strategic planning, programme design, resource-mobilization and 
team-building skills in a humanitarian setting. Preference will be given to 

candidates that can also demonstrate an appreciation of: 


e Development studies in the widest sense, embracing socio-economic and 
political dimensions. 
+ International law, including international humanitarian law and human rights. 


e Humanitarian affairs, including coordination and management of complex 
emergencies, contingency planning, emergency response and disaster 
mitigation and management. 


© Rehabilitation, reconstruction and reintegration in post-conflict transitions. 


* Management, including financial and human resources management, donor 
liaison, needs assessment, strategic planning and evaluation. 


Full fluency in English and French is required. Additional working 
knowledge of a third language, e.g., Arabic or Spanish, is also desirable. 


For consideration 


UNDP offers a competitive salary and benefits package. Qualified women are 
strongly encouraged to apply. Interested individuals should forward cover letter 
and detailed resume by email to: erd@undp.org. Acknowledgement will only be 
sent to applicants in whom UNDP has a further interest. 
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THE FORD FOUNDATION 
320 East 43rd Street, Box 741E 
New York, NY 10017 


Program Officer: Higher Education, Southern Africa | 
Based in Johannesburg the Program Officer will develop and manage | 
program activities in South Africa, Namibia, Mozambique and | 
Zimbabwe. S/he will support efforts to address higher education's role | 
in a rapidly changing environment. Programming will focus on helping | 
higher education institutions broaden their missions, in particular in | 
strengthening their relevance and responsiveness to societal needs. The | 
portfolio will continue to support policy strengthening and the expansion | 
of educational opportunities for previously underrepresented groups. It |j 
may also facilitate links between applied research and cornmunity needs 


| and nurture changes in the higher education sector including the | 


development of new kinds of institutions, new curricula and 
administrative reforms. Grantmaking should also: encourage inter- 
connections and communication among the higher education institutions 
in the four countries; support the tertiary sector’s capacity to strengthen 
K-12 education; and complement and enhance other programmatic areas 
supported by the office. 


Qualifications: An advanced academic degree in a relevant field; senior 
level experience in affecting the policy environment, particularly 
working with institutions as they adapt to new circumstances, and a 
thorough understanding of higher education transformation in Southern 
Africa. Familiarity with grant-making institutions is desirable. Strong 
conceptual, organizational, and writing skills and the ability to work 
effectively with colleagues. Portuguese would be an advantage. 


To apply, please send resume, cover letter and brief writing sample to 
Ms. S. Gordon at the above address preferably by 31 July, 2000. 


Equal employment opportunity and having a diverse staff are 





IMS INTERNATIONAL - ECONOMISTS, LAWYERS 


The Center for institutional Reform and the informal Sector at the University of 
Maryland, Department of Economics is a well-known research and advisory 
assistance center targeting economic and social development in developing and 
transition countries. Founded in 1990 by the late Mancur Olson, IRIS emphasizes 
the role of institutions in development and the processes by which market- 
augmenting institutions evolve. 


IRIS programs are conducted in College Park, Maryland and in more than sixty 
countries. Significant research outputs as well as dozens of specific reforms are 
among IRIS’ accomplishments. Current projects include development of 
commercial law regimes, support for court improvement, decentralization 
research and training, micro-enterprise finance, research on the delivery of public 
services, governance, and anti-corruption work, IRIS is supported by international 
donors and foundations, as well as by the participation of the fulltime faculty of 
the University of Maryland. All staff members have varying degrees of intellectual 
and project responsibilities, including significant overseas travel. For more 
information about IRIS see: htto/www.inform,umd.ecuARIS, IRIS is an equal 
opportunity employer and both women and minorities are strongly encouraged 
to apply for the following positions based in College Park: 


Economists ~ Public Choice, Development, Microeconomics; 

Responsibilities include support for existing research and assistance projects; 
contribution to development of new activities. There may be opportunities for 
teaching. Ideal candidate has a PhD in economics. strong empirical skills 
(including survey design experience), at least three year's experience in 
development issues. Project management, and field work abroad is also highly 
desirable and may be a substitute for strong empirical skills. Foreign language 
capability a plus, Please e-mail letter, c.v. and a writing sample, to Dr. Anthony 





Lawyers - Governance, Commercial Law, Regulation: 

Responsibilities include research, project development, and management support 
for legal and economic reform projects. IRIS has mew research and project 
requirements in Indonesia, Eastern Europe and Africa, in addition to on-going 
activities in Romania, Russia, Albania, and elsewhere. Qualifications. should 
include: law degree, at least six year’s work experience, amd subject matter 
capability related to governance, rule of law and/or regulation: issues. Facility with 
economics and foreign language capability a plus. Please e-mail letter, ev. and if 
desired, a writing sample, to Dr. Cynthia Clement at clement@irisvecon.umd.edu. 


For best consideration please respond by june 30, 2000. 








THE ECONOMIST JUNE 10TH 2000 










P. The Inter-American Development Bank, he 
largest.regional multilateral development institution, based in Washington, DC, is 
now reviewing ‘candidates for the position of: 


PROJECT ECONOMIST 


PRINCIPAL FUNCTIONS: Selected candidate will: a) Lead, coordinate and 
provide technical expertise m the design, development, and administration of 
country-specific and regional transport projects, programs, sector loans and 
technical cooperations, including privatization and private sector infrastructure 
financing. b) Carry out or coordinate the technical, institutional, economic, and 
financial analyses of projects. e) Promote private sector investment in 
transportation including: establishment of regulatory framework, design of 
privatization strategies, and mobilization of financial resources. d) Coordinate or 
participate in inter-disciplinary working groups responsible for sector analysis, 
sector strategies and operational programming activities. 




















REQUIREMENTS: Education: Master's degree (Ph.D. preferred) in Transport- 
Economics or equivalent, with a minimum of eight (8) years of related public or 
private professional experience in the formulation, development, and economic 
analysis of transport programs and projects. Should include policy advice on 
formulation of sectoral strategies for transport privatization, regulatory framework 
and pricing mechanisms, and private sector participation in infrastructure/transport 
sectors, Candidate should have at least three years of recent experience, at the 
international level. Languages: Proficiency in English and Spanish. 












Interested applicants should send cover letter and resume (in duplicate} by June 
30, 2000, including salary requirements and a list of three references, to: 





Inter-American Development Bank, Stop E0507 
Cede: NA-0056-TE 

1300 New York Avenue NW, Washington, DC 20577 USA 

E-Mail: JOBS@IADB.ORG 


As a reflection of its commitment to its borrowing member countries, the Bank 
may require staff to accept assignments in both country offices and headquarters. 
Only applications which best match the requirements of the position will be 
acknowledged. The IDB encourages gender equality in its hiring practices. 















TSG 


Free Zone & industrial Estate Specialists 


The Services Group is recruiting 


to support our growing portfolio of technical assistance activities in the 
developing world. Applicants should have a strong background in specific 
areas of free zone or multi-use industrial property planning, development, or 
management. Specific expertise is sought in the areas of: 


* Free zone policy, legal, and regulatory regime design and analysis 


" Organizational and institutional design of free zone and industrial estate 
regulatory bodies 


* Strategic and operational management of industrial property projects 
* Investment promotion/marketing and property developer matchmaking 
* Technology park, science park, and industrial incubator development 
* Financial management & analysis of free zones and industrial estates 
















= Privatization, concession, and public-private development of free zones 
and industrial real estate projects 


* Customs administration & infrastructure planning for free zones 


. Land use & infrastructure planning for free zones and multi-use industrial 
property projects 
* Multi-modai logistics and transportation planning 


TSG advises public and private-sector clients on large-scale, multi-use free 
zone, freeport, special economic zone, industrial estate, and regional 
development planning projects around the world. If you are an experienced 
professional in one of the above technical areas, and are interested in joining 
our dynamic team on either a short-term consultancy basis or as part of one 
of our long-term projects, please forward a detailed curriculum vitae to: 


The Services Group, Ref. SEZ, 2300 Clarendon Boulevard, Suite 1110, 
Arlington, VA 22201, USA, fax +1 703 522 2329, email sez@tsginc.com, 
URL www.tsginc.com 








Only short-listed applicants will be contacted. No telephone calls, please. | 
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The Department of Economic.and Social Affairs 
of the United Nations seeks qualified 
candidates for the following posts: 






























1. Technical Adviser in Water Resources Mannin: i 
The successful candidate will. be expected to advise. and. 
participate in the preparation, appraisal, operational planning | 
and technical supervision of technical cooperation programmes 
and projects-in water resources; advise governments on the 
development and implementation of sustainable development’ 
objectives, policies relating to water resources and undertake» 
capacity-building activities as appropriate; prepare papers and: 
mission reports; and provide relevant technical support to the 
normative activities of the Department. The appointment would» 
be initially for a period of one year with a possibility of 
extension. 






























2. Interregional Advisor. on Computers and Informatics | 
and their Statistical Application. The successful candidate | 
will carry out short-term advisory missions in informatics and. 
the application of informatics in national statistical systems in 
developing countries and countries in transition. Specifically” | 
the advisor will: review existing infrastructure and applications. 
of computers and informatics; develop plans for more efficient 
utilization of those resources; provide advice on the use of 

informatics in statistical. applications; assist. in developing’ | 
policy for a national statistical information system. The 
appointment would be initially for a period of one year with a 
possibility of extension of up to four years. 


Qualifications: 
For the post of Technical Adviser in Water Resources 
Management, the appointee must have an advanced degree in 
water resources and environmental engineering aspects, with 
proven expertise in resources management. With at least ten 
years of practical experience in the development and 
management of projects in developing countries, together with 
the latest computer applications and modeling techniques. 
Language: English; proficiency in French and/or Spanish 
desirable. 

For the post of Interregional Advisor on Computers and 
informatics and their Statistical Application, the appointee must 
possess an advanced university degree in statistics or 
informatics/computers or closely related field. Minimum 15 
years of relevant and responsible work experience in a national 
statistics office in the implementation of information 
technology in statistical operations. Experience in international |) 
technical cooperation programmes and work experience in. 
developing countries desirable. Proficiency in English. Full). 
working knowledge of another official UN working language 
desirable. 
























































Successful candidates will receive the salaries, emoluments, 
allowances and benefits applicable to staff members of the 
United Nations on comparable assignments. 










For further information please write or call Mr. Yusuf 
Osman, Chief, Project Personnel Service, One United 
Nations Plaza, Room DC1-1280, New York, N.Y. 10017, 
USA. Tel: 1-212-963-6418, Fax: 1-212-963-1272. Deadline 
for applications is 15 July 2000. 







©2000 Ernst & Young: 


What if it is greener? 


Ernst & Young Corporate Finance. 


it may well be. Over here, we continually 
explore new opportunities to create 
corporate value. Over here, we team up 
with our. clients to create sound value 
creation strategies, and execute the 
transactions that make them happen. 
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America’s death-penalty lottery 


HIS year around 100 Americans will be 

poisoned, hanged, gassed, shot or electro- 
cuted. In a country where some 17,000 people 
a year are murdered, this would not seem ex- 
ceptional. But the killer in these 100 cases will 
be the state. The number of executions in the 
United States has been rising, spurred on by 
laws curtailing the number of years felons 
can wait on death row (see pages 19-22). It is 
hard to think of any well-known politician in 
America who disapproves of a punishment 
that two out of three Americans support. 

Yet just as this process has been accelerat- 
ing, doubts about its workings have increased. 
In the past 30 years, 87 people on death row 
have been set free. Last week, George W. Bush announced his 
first stay of execution, pending pna tests. Another Republican 
governor, George Ryan of Illinois, has announced a morato- 
rium, pending an investigation of the judicial system. 

These small signs of a rethink will be welcomed by all 
those people, including The Economist, who do not share the 
affection for the death penalty held by so many Americans. 
To those outside the United States, that country’s love of exe- 
cutions is surprising: surprising to find such a tolerant place in 
the same camp as China, Iran, Saudi Arabia and Congo (the 
only four countries to execute more people); surprising to find 
such a religious place addicted to a habit that most religious 
leaders abhor; surprising, too, to find the crucible of liberty 
decried in so many international reports on human rights. 


Land of liberty 


One reason why America has kept the death penalty is an ad- 
mirable one: because it is so democratic. In virtually every 
other country where the death penalty has been removed it 
has been done by the political establishment in the face of 
polls showing support for it. Most Americans believe, in the 
words of John Stuart Mill, one of Britain’s great philosophers 
of liberty, “that to take the life of a man who has taken that of 
another is [not] to show want of regard for human life. On the 
contrary, [it shows] most emphatically our regard for it, by the 
adoption of a rule that he who violates that right in another 
forfeits it for himself, and that while no other crime that he 
can commit deprives him of his right, this shall.” 

Conflicts about the proper respect for life can never be re- 
solved; there is also no solid evidence about the death pen- 
alty’s effectiveness as a deterrent. But both sides can agree that 
if such a punishment is to exist the courts must take the most 
painstaking care to establish the guilt of the accused beyond 
any reasonable doubt. As Mill himself conceded, there is “one 
argument against capital punishment which I cannot deny to 
have weight: that if by an error of justice an innocent person 
is put to death, the mistake can never be corrected.” It is here 
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that America’s courts are failing. 

Since 1976 (when the death penalty was 
reintroduced), America has executed 640 peo- 
ple (due to be 642 by the time you read this). 
So the 87 people exonerated after being sen- 
tenced to death amount to one reprieve for 
every seven killed. No one knows for sure 
whether innocent people have been killed. 
But there is surely a disturbing likelihood that 
this has happened. There are half a dozen 
cases in which people have been executed 
despite doubts about their guilt being ex- 
pressed even by the Supreme Court. In 1993, 
Leonel Herrera was executed in Texas even 
though a former judge submitted an affidavit 
that another man had confessed to the crime. 

Many examples of wrongful convictions have been dis- 
covered not by higher courts but by dogged journalism stu- 
dents. Such freelance rescues mitigate, but do not justify, the 
failure of the criminal justice system to reverse its own mis- 
takes. And these are legion. The system—courts, prosecutors 
and governors—is influenced by politics (it seems unlikely 
that Ricky McGinn would have received his stay of execution 
had Mr Bush not been running for president); prejudice 
(blacks are sentenced to death out of all proportion to their 
numbers); and, perhaps most important, plain inconsistency. 


But not always justice 


America has had hundreds of thousands of murder trials 
since 1976. Most of them were potentially capital cases. In 
practice, the public prosecutors sought the death penalty in 
fewer than 5% of the cases. Facing experienced and diligent 
defence lawyers, prosecutors rarely seek the ultimate punish- 
ment. But when they do so, it tends to be not because of the 
severity of the crimes committed, but because the defence 
lawyer looks easy game. The death penalty is also more com- 
mon in some places than others: Texas imposes it about 40 
times as often as New York, a state of comparable population 
and with similar crime problems. 

This random quality of capital punishment significantly 
undermines Mill’s notion that the death penalty is justified, 
because it—and it alone—pays proper respect to the impor- 
tance of human life. In America the state’s power over life 
and death is exercised neither neutrally nor consistently. 

Yet this lottery is not beyond improvement, in three ways. 
First, all states should give death-row inmates dispensation to 
have pna tests. Eight of the miscarriages of justice since 1982 
have been brought to light by the development of pna tests 
after the original convictions. But only New York and Illinois 
grant all death-row prisoners the right to have pna tests, and 
most have strict time limits for the presentation of new evi- 
dence. Clyde Charles spent nine years trying to persuade the 
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Louisiana courts to let him have a ona test done: When they 
relented, the test exonerated him: 

But even if this were done, pna evidence, especially in 
murder cases, is often unavailable or inconclusive. A more vi- 
tal problem is the gross inadequacy of defence counsel. Most 
people accused of murder get a lawyer appointed by the 
court. A few fall asleep during the trial; others turn up drunk; 
a horrifying number lack any experience in murder trials. 

New York state has set up a special Capital Defence Unit 
with experienced lawyers who specialise only in capital cases. 
Other states should copy the idea—and require that de- 
fendants in murder trials have at least two lawyers drawn 
from the pool. And they should pay them properly; some 
states pay just $u an hour. A sensible bill that embodies 
many of these ideas, sponsored by Senator Patrick Leahy, is 
now before Congress. Crucially, it offers federal funds to 
states that embrace these reforms: at present many small 
counties can barely afford the cost of a murder trial. 


a firm date for joining the club—and then stick to it 


HREE years ago, President Jacques Chirac of France was 

telling Poland it would be in the European Union in 2000. 
So would the Czech Republic, he hoped, and Hungary too. 
But now Mr Chirac and the evu’s other leaders have fallen sil- 
ent. The bid to expand the club has lost its momentum, if not 
quite its way. Though ten years have passed since the collapse 
of communism—ten years in which the Union thought 
mostly about its existing members, all but ignoring the conse- 
quences of the biggest event in Europe in the second half of 
the century—not a single newcomer is even near to joining. 
No one should be content with such progress. 

The eu says it will be “ready” to accept new members 
from 2003, but that does not necessarily mean it will be will- 
ing to let them in. Six of the 13 applicants together asked for an 
assurance this week that the doors would indeed open in 
2003. They are not likely to get it. Governments mutter pri- 
vately about starting in 2005 or 2006. Perhaps. 

What has happened? Three things, mainly. The gov- 
ernments of Germany and Austria are succumbing to their 
voters’ worries about East Europeans’ having the right to 
move and work freely throughout the ev. At the same time, 
the Union is struggling with the changes needed to stop its in- 
stitutions collapsing under the weight of the newcomers. 
Lastly, the European Commission, the Union’s executive arm, 
wants the candidates to achieve near-perfect conformity with 
the Ev’s voluminous laws and norms before letting them in. 
All of these obstacles can be overcome, but only with more 
political will than is at present on display. 

For their part, the candidates could do more to concen- 
trate minds. This week’s appeal by six of them was a good 
step. But six is too few, and 2003 is the wrong date to choose. 

Of the 13 candidates, Bulgaria, Romania and Turkey are 
long-term prospects; Turkey, in particular, has to show that it 
is a full democracy, with its generals in their proper, subordi- 
nate place and all its citizens accorded decent treatment un- 
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Make it ten, set a date 


The European Union should give the ten foremost applicants 






Third, the courts have to deal with prosecutorial miscon- 
duct. At present, prosecutors make up their own minds how 
to fulfil the legal obligation to hand over to the defence evi- 
dence that is “relevant” and “exculpatory”. In cases involving 
the death penalty, they should open all their files to the de- 
fence without reservation. This would force the prosecution 
to seek the death penalty only where it had incontrovertible 
proof. And until all these measures are put in place, American 
states should follow the example of Illinois and impose a mo- 
ratorium on further executions. At the moment, too many 
judgments are open to “reasonable doubt”. If an airline 
crashed once for every seven times it reached its destination, 
it would surely be suspended immediately. 

There is, of course, a paradox here. An execution system 
that killed only well-defended, clearly guilty people would be 
harder to dismantle, easier to defend. No matter. It would be 
fairer than the current lottery. And America, surely, stands for 
justice as well as for liberty. 











der the law (see our survey in this issue). The other ten have a 
fair chance of being ready within five years. They are the 
Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, 
Slovakia, Slovenia, Cyprus and Malta. The last two aside—and 
Cyprus’s divided state presents particular problems—they 
form a large expanse of the continent. It would be efficient for 
all practical purposes to admit them as a block. 

Accordingly, they would do well to stand together and 
make that case. Their best course would be to call jointly on 
the £u’s 15 governments for a clear public commitment in 
principle to a realistic common entry date. Since 2005 is the 
earliest date that the 15 might consider seriously, that is the 
one to propose. There would have to be a clause excluding 
any country manifestly unqualified to join when 2005 came. 
But a big bargain of this sort would be good for all parties. It 
would give the applicants renewed confidence and motiva- 
tion for reform. It would give the Eu’s governments a simple 
proposition to sell to voters. And it would allow the Union 
the time it needs for a proper reform of its institutions. 

Setting 2005 as the date for admission would also give 
more time to attend to the fears about jobs in Austria and 
Germany. The Eu is leaning now towards restrictions, lasting 
ten years or more, on the mobility of workers from all new 
members, That would be a mistake. The better answer would 
be to insist that any member afraid of the free movement of 
labour should fix temporary rules for its own territory alone, 
leaving the others to be more liberal if they wished. 


Risks worth taking 


A public pact on admitting the applicants, with a date at- 
tached, would carry one obvious risk: it might create pressure 
to accept countries before they were. ready. But there is also a 
risk that too much can be made of readiness and its fine print. 
In fact, no aspiring member will have mastered perfectly the 
EU’s 80,000 pages of laws and standards by 2005. But no exist- 
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ing member has mastered them perfectly, either, and yet the 
Union survives. Think of it this way. If all ten leading candi- 
dates joined the Union tomorrow, let alone in 2005, would it 
cause huge difficulties? 

In one.or two respects, yes. The EU would gain a long, 
leaky eastern border through which smuggled goods and ille- 
gal immigrat uld pour in. And, without doubt, the £u’s 
institutions would be overloaded. There would be too many 
commissioners and ministers for all to agree on anything at 
all. Sealing the border and reforming the institutions must 
therefore preced pansion of the club. 

But inec ep tei impact would be smail, even 
now, and ev 







































Hope for progress, don’t expect miracles from the summit 


“between the Koreas 


FTER more than 50 years of hostilities, a first handshake 
makes history. But whether next week’s meeting bet- 
ween South Korea’s Kim Dae Jung and North Korea’s Kim 
Jong Il will also make Asia a safer place is harder to fathom. 
These two cold-war siblings, one democratic and thriving, the 
other communist-cum-feudal and failing, have plenty to dis- 
agree about. Relations between them have long lurched from 
provocation to crisis and back again, and brought the region 
close to war. That cycle will not easily be broken. So what 
would mark out this unprecedented summit as a success? 

That it happens at all would be something. South Korea’s 
diplomats are still braced for surprises. Although a summit in 
1994 was called off after the death of North Korea's then 
leader, Kim Il Sung (the current Mr Kim’s dad), father and son 
had prepared the ground undiplomatically by fomenting a 
nuclear crisis over their illicit production of plutonium, from 
which nuclear bombs can be made. Since then, the current 
North Korean leader has more than once endangered the deal 
that sought to buy off his bomb-making by offering him in- 
stead two western-designed, less proliferation-prone nuclear 
reactors. His test of a far-flying rocket over Japan in 1998 
stalled the reactor project for a year; further deal-busting tests 
are periodically threatened. 

Even assuming the summit goes ahead, the traditional 
yardsticks—statements issued and agreements signed—may 
not mean much either. In 1991 and 1992, North and South Ko- 
rea put their signatures to deals covering everything from 
postal connections to mutual inspections of nuclear-related 
sites. They were never carried out. South Korean families 
seeking news of relations stuck behind the 38th parallel—the 
heavily-armed “demilitarised zone” that forms the border be- 
tween the Koreas—still have to bribe North Korean middle- 
men in China or Japan. And the military threat that North 
Korea poses to its neighbours has, if anything, grown. 

Put differently, it should not take a lot to improve on the 
past. Since 1998, South Korea’s President Kim has pursued a 
“sunshine” policy, encouraging economic contacts with the 
cash-strapped North in the hope that commerce and tourism 
would warm up frozen political relations. In March he offered 
huge dollops of aid—titerally building bridges, as well as 
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range of farm subsidies, as it intends. The candidates have 
free trade with the Union in most manufactured goods al- 
ready. They would fall short of eu norms in many areas of ine 
dustrial and economice policy, but with effects felt almost en- 
tirely within their own borders. 

In political terms there is even less to fear. The basic ele- 
ments of democracy are secure in almost all of the ten front- 
runners. If one country did go bad, the eu could suspend its 
voting rights. That so many governments have stayed the 
course of reform says much for the discipline of the admis- 
sions process and the preparation it demands. But the confi- . 
dence of those governments, and that of their voters, is start- 
ing to wear thin. It is time for a deal. 































roads and factories in North Korea—in return for a process of 
reconciliation, including contacts between divided families. 
He hopes that this first summit may lead on to a second, and 
that progress, however slow, can be sustained this time. 

South Korea has stretched out a hand. Will North Korea 
grasp it? There have been encouraging signs. It has suddenly 
buffed up relations with several countries, including Italy, = 
Australia, the Philippines and Japan. Next month it looks set’ 
to join the region's security talking-shop, the Asean Regional 
Forum. And last week the northern Mr Kim paid a surprise 
visit to Beijing, no doubt in part to ensure that the first pic- 
tures of his transformation from recluse to statesman were 
snapped with Chinese Communist friends, not southern cap- 
italist foes. But if North Korea is contemplating a wider open- 
ing, it also makes sense for its Mr Kim to seek political cover 
from the one country he can still call a sort-of friend. 


Thirty-eight degrees of separation 


After years of refusing to deal over nuclear and other North- 
South matters with anyone but America, on the ground that 
South Korea’s leaders were just America’s “puppets”, the sum- 
mit next week signals North Korea’s acceptance of South Ko- 
rea as a legitimate—-and equal—partner. Yet South Korea may 
still come away from the meeting disappointed. The northern 
Mr Kim’s priority is his own and his. regime’s survival. He 
could use all the South Korean economic help he can get, but 
he may try to pocket the newly promised assistance—as he 
has with recent aid from America, Japan and South Korea— 
without accepting the strings attached, including broader 
contact across the Korean divide. "i 
In any event, one summit does not make a reconciliation. 
If indeed the two Koreas can keep talking, they have plenty of 
difficult issues to deal with: not just family contacts and econ- 
omic assistance, but also ways to reduce the threat of military 
conflict at one of the world’s most dangerous borders. Yet 
someday the two will be reunited. The only question is 
whether that happens suddenly, perhaps viclently, through 
North Korea’s collapse, or peacefully through negotiations of 
the sort that, with luck, will get under way next week. 
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Europe’s regulatory muddles 


A single market and a single currency demand a single set 
of financial rules 


UNCHING this week with his European “Ecofin” col- 

leagues in the Council of Ministers in Luxembourg, Brit- 
ain’s Gordon Brown must have choked on his escargots. Not 
that he would have disputed the argument put by France’s 
Laurent Fabius, the incoming president of Ecofin, that confu- 
sion over Europe’s financial regulation needs sorting out. But 
Mr Fabius’s initiative seemed a transparent ruse to advance 
France’s idea of setting up a pan-European financial regulator, 
with its headquarters, naturellement, in Paris. This notion re- 
pels Mr Brown. But the fact is that the present system (or lack 
of one) is not working. 

Most of Europe now has a single currency, but it still lacks 
a true single capital market. The gap is becoming glaring. Last 
year, the value of mergers and acquisitions in Europe ex- 
ceeded those in America. But cross-border takeovers, such as 
Vodafone AirTouch’s of Mannesmann, often get bogged 
down in a morass of conflicting local rules and practices. 
Even one hopeful development-—-that Europe's numerous 
stock exchanges and clearing-houses are seeking to consoli- 
date—is raising concerns about regulatory differences. These 
could yet sink the proposed merger of the London and Frank- 
furt bourses: companies and investors are fretful about arbi- 
trage between the national and state regulators involved. 

Yet the growth of a pan-European shareholding culture, 
which Europe’s governments rightly wish to foster, needs a 
consolidated market—and more common rules. So far, most 
efforts to tidy up financial regulation, such as Britain’s Finan- 
cial Services and Markets Bill, which is likely to get its final 
parliamentary stamp of approval next week (see page 87) are 
exclusively national in scope. The irony is that this bill, de- 
signed to bring all of Britain’s mass of regulatory bodies under 
a single roof, should become law just as people are starting tc 
complain about too many such bodies in Europe. 


The Internet will need ground rules and a level playing-field if it is to 


keep thriving 


$ IT any wonder that “hands off the Internet” is the rallying 
cry of starry-eyed libertarians? Here is this amazingly use- 
ful, if disruptive, thing, built from the bottom up by idealists, 
largely self-regulated and beyond the reach of governments 
or big companies. It is a nice idea. Sadly, the Internet is neither 
as different nor as “naturally” free as wired Utopians claim. 
The sheer pervasiveness of the Internet makes it impossi- 
ble for even the best-intentioned of regulators to keep out. 
Such issues as privacy, consumer protection, intellectual- 
property rights, contracts and taxation cannot be left entirely 
to self-regulation if e-commerce is to flourish. And, as the 
judge’s ruling in favour of a break-up of Microsoft has just 
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This is what Mr Fabius’s proposal sought to address. He 
suggested a study by a committee of three “wise men”. But 
two of these—Michel Camdessus and Jacques de Larosiére— 
share the distinction of being former bosses of the ime, and of 
being French. The third, Alexandre Lamfalussy, is a Franco- 
phone Belgian. So it is not unreasonable to suspect that the 
three might suggest something the French government has 
long been keen on: a European regulator, along the lines of 
America’s Securities and Exchange Commission (sec). This in- 
deed has obvious attractions. Europe lacks not just a powerful 
supervisor with the remit to maintain transparent markets, 
but any consistent code of securities regulation. 


Start with the basics 


Big investment banks—led by the American “bulge bracket” 
trio of Morgan Stanley Dean Witter, Goldman Sachs and Mer- 
rill Lynch—are so frustrated at the lack of progress that they 
are toying with the idea of a Europe-wide self-regulatory 
organisation. This could eventually form the basis for a sat- 
isfactory European sec. In the meantime, however, it will be 
more effective to work through existing institutions than to 
adopt a new French-inspired blueprint. 

Here the European Commission, for once, has a useful 
role to play. It has the power to suggest a standard rulebook, 
and last year published a to-do list. National regulators have 
been helping to draw up common standards for the securities 
industry. But progress has been advancing at an escargots 
pace. Even the most urgent directives will not be enacted un- 
til 2002, and that on the most optimistic scenario. Instead of 
angling for another international body for Paris, Mr Fabius 
should be speeding up the establishment of a basic code of 
European securities regulation. And instead of worrying 
about French plots, his colleagues in Ecofin should help him. 
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Regulating the Internet 





confirmed (see next leader) antitrust action may be even more 
important online than off. The real question, alas, is not 
whether to regulate the Internet, but how. 

Organisations such as the Internet Engineering Task Force 
and the World Wide Web Consortium {w3c) have done a 
good job establishing the protocols and standards upon 
which the Internet is based (see pages 77-79). Their commit- 
ment to openness and consensus has made the net what it is. 
But though these bodies remain vital, it is doubtful whether 
they can play a much broader role. Tim Berners-Lee, inventor 
of the web, is right to say that the w3c is there to ensure that 
technology can allow. the widest. range of public policy 
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choices—but not to make those choices itself. 

Some have hopes that the Internet Corporation for As- 
signed Names and Numbers (1cann), the body that now ad- 
ministers Internet domain names, could evolve into a global 
regulator. ICANN is trying to gain wider legitimacy by holding 
elections later this year for five board seats; it is also scrupu- 
lous about posting details of its debates. But for now, ICANN 
has enough on its plate merely setting the rules under which 
arbitration takes place between domain-name and trademark 
owners, and in deciding the allocation of new “top-level” do- 
main names. 


Open and shut cases 


If neither CANN nor w3C is the answer, what is? Although 
they may draw the wrong conclusions, much of what liber- 
tarians say about the problems of policing cyberspace is right: 
laws that govern the conduct of business are largely country- 
specific, while the Internet acknowledges no geographic bor- 
ders; identity is easily hidden with encryption software; and 
net firms can move from one jurisdiction to another by 
switching the location of their servers. There is also the sheer 
speed of technological and business-model changes. Regula- 
tions designed to deal with a specific abuse may quickly be 
overtaken by events. 

Some of these problems can be dealt with at national 
level, at least by economic entities as large and powerful as 





Breaking up Microsoft 


After the long-drawn-out case, the ruling that Microsoft should be split in two 
was not a surprise. Yet the company still insists it did nothing wrong 


O JUDGMENT day has come at last. Almost since it began 

in October 1998, the antitrust trial against Microsoft has 
gone badly for the world’s biggest software company. After 
Judge Thomas Penfield Jackson had ruled that the company 
was an “abusive monopolist” in April, his decision to accept 
the proposal by the Department of Justice that Microsoft be 
broken up into an operating-system company and a separate 
applications company was to be expected. Indeed, as he 
made clear in hearings, he was tempted to go further and 
break the company into three or four pieces. 

This is not the end of the case, which is sure to go through 
an appeals process that could last as long as two years (see 
page 67). But it is, perhaps, the beginning of the end. And 
given not only the judgment but also the history of the case, 
Microsoft's obstinate refusal to accept that it might have done 
anything wrong is, at the very least, bad tactics. At one stage in 
the case, Microsoft proposed a few minimal behavioural rem- 
edies, but it promptly undid even this gesture by saying that it 
might appeal against its own proposals. Now it plans to ap- 
peal not just against Judge Jackson’s break-up ruling, but also 
against the interim conduct-remedies that he has proposed. 
Set alongside the company’s rejection of any hint of wrong- 
doing, that can only make it harder for it to win its appeal 
against break-up. 

Although the focus of attention will naturally be on that 
break-up, the most significant government-imposed remedy 
since the divestiture of aTaT in 1983, it is the court-imposed 
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America and the European Union. They can vigorously en- 
force antitrust laws and maintain a pro-competitive bias to 
securing equal access for service providers to such networks 
as telephone, wireless and cable systems. The Internet stimu- 
lates innovation so splendidly because it is an open, neutral 
platform. Attempts by would-be gatekeepers to make it 
closed and proprietary must be firmly resisted. National gov- 
ernments can also help by loosening intellectual-property 
laws; reform is especially urgent in America, following a spate 
of patents that have been awarded for Internet business mod- 
els and processes of doubtful uniqueness. 

But issues such as privacy or consumer protection that 
could undermine support for e-commerce need a different 
answer, albeit one that draws on laws and policies developed 
in the offline world. That means not just an international ap- 
proach but also a shift from closed procedural regulation to 
openness and collaboration. And it means a preference for 
voluntary, not purely legal, dispute-resolution channels, and 
a readiness to adapt policy to changing technology. 

Who should do all this? The long-drawn-out struggle to es- 
tablish ICANN is a warning that creating new institutions is a 
perilous business. Among existing organisations, the most 
promising are the oecp and the wro. But on one condition: 
they must first embrace new web-based forms of open and 
thus more-readily accountable government, without which 
they will struggle for legitimacy or even relevance. 








conduct-remedies, which are due to come into force in 90 
days’ time, that will matter more in the immediate future. 
These will restrain Microsoft from exploiting its desktop mo- 
nopoly by forcing new applications on to computer users. Be- 
cause the company will be required to offer a stripped-down 
version of Windows and to publish details of software codes, 
the effect will be to free pc makers everywhere from Mi- 
crosoft’s close control. 

Microsoft's response to all this is that the case, the judg- 
ment and the planned conduct-remedies amount to a chilling 
attack on the computer industry's ability to innovate and to 
build on its intellectual property to the benefit of consumers. 
Bill Gates, the company’s chairman, even had the chutzpah to 
say that this week’s ruling was a challenge to “healthy compe- 
tition in the software industry”. 

Yet as the trial has shown, Mr Gates’s tactics have consis- 
tently not been those of healthy competition. They have 
rather been characterised by attempts to obliterate by unfair 
means any competitors that might challenge Microsoft's grip 
on the rc desktop. There is not the slightest evidence, as the 
trial has rolled slowly towards this week’s judgment, that the 
innovativeness of the computer industry has suffered; nor 
that a break-up would do any such harm. The only percepti- 
ble damage has been to Microsoft’s share price, which has 
fallen by nearly half this year. Such is the punishment for bad 
behaviour—and bad tactics. 
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Dead man walki 


AUSTIN, TEXAS 


The United States is executing prisoners at a faster rate than ever 
before. But the doubting voices are getting louder 


S DAMASCENE conversions go, there 
have been bigger ones. But when 
George W. Bush, governor of Texas and Re- 
publican candidate for president, decided 
on June ist to stay the execution of Ricky 
McGinn, it seemed a turning point of sorts. 
Mr Bush has never before issued a stay of 
execution in his five years as governor. As for 
Mr McGinn, convicted of raping and mur- 
dering his 12-year-old stepdaughter, it was a 
break he could not have dreamed of. It came 
20 minutes before he was due to be strapped 
to a gurney and injected with chemicals that 
would have killed him. 

His case is still exceptional. It has been 24 
years since the United States ended a short- 
lived ban on capital punishment and re- 
sumed, in the words of Justice Harry Black- 
mun, “tinkering with the machinery of 
death.” Since then, 640 people have been ex- 
ecuted for capital crimes by the federal gov- 
ernment (very rarely) and by the 38 states 
that impose the death penalty. Last year 98 
prisoners were put to death, the highest 
number since 1951. This year the total is likely 
to be higher, approaching the level of the 
18708. 

It is striking, though not surprising to 
weary abolitionists, that the United States 
should be stepping up the rate of executions 
when so many other countries are abandon- 
ing them. The death penalty is now banned 
(except in exceptional cases, such as treason) 
in 108 countries; America, India and Japan 
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are the only big democracies that 
continue the practice. Of course, the 
United States also keeps much nas- 
tier company where death is con- 
cerned. According to Amnesty In- 
ternational, in 1999 America 
combined with China, Congo, 
Iran and Saudi Arabia to account 
for 85% of the world’s executions. 

Despite flirtations with abolition 
(the most successful of which, in 1967, 
procured the hiatus mentioned above), 
most Americans have always supported 
the death penalty. Every presidential 
candidate this year proclaimed his or 
her solid support for it, and Mr Bush 
would be the first to say that his re- 
prieve of Mr McGinn implies no 
change in his position. 

Yet cracks have begun to appear 
in this apparently solid phalanx of 
support. The cause is simple: in re- 
cent years, Americans have been 
confronted with mounting evi- 
dence that the system under which 
people are tried, convicted and exe- 
cuted works so badly that it makes 
amockery of the notion of justice. 
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Growing doubts 


The statistics are telling. Since 1973, 
87 prisoners have been released 
from death row after new evidence 
suggested they were innocent. That 
amounts to one release for every seven 
executions. And late acquittals are increas- 
ing. Between 1973 and 1993, an average of 2.5 
death-row inmates a year were found to be 
innocent. In the six years after that, the rate 
nearly doubled to 4.6. In just the first three 
months of 2000, three inmates were exoner- 
ated and released. If so many can be re- 
prieved, how many innocents might, over 
the years, have been sent to undeserved 
deaths? 

In January, Governor George Ryan of Il- 
linois lost patience with this. Condemning 
his own state’s “shameful record of convict- 
inginnocent people”, he announced a mora- 
torium on executions until the state was able 
toget its house in order. It is a messy house: Il- 


linois has exonerated 143 
death-row inmates since 1976, 
one more than it has aetually exe- 

cuted. 

Soon after the Illinois morato- 
rium, a Gallup poll revealed that 
support for the death penalty in 
the United States had dropped to 
66%—the lowest in 19 years. Mora- 
toriums are also under consider- 
ation in Pennsylvania, Maryland, 
New Jersey, Oklahoma, Alabama 
and Washington state. Seeking to 

build on this momentum, Senator 
Russ Feingold of Wisconsin intro- 
duced a bill in Congress in April 
calling for a temporary halt to exe- 
cutions nationwide. Another bill, 
sponsored by Senator Patrick Leahy 
of Vermont, promises more federal 
money for crime prevention to states 
that make an effort to improve the way 
death-penalty cases are handled. 
The increasing evidence of inno- 
cence on death row has shifted the 
terms of the debate. This is no longer 
an abstract question about the mo- 
rality of capital punishment; it is 
about the efficiency of Amer- 
ica’s machinery of death. 
Sometimes, the debate cen- 
tres literally on the working 
of aged technology. Flor- 
ida’s electric chair is now 
before the Supreme 
Court; it has set some in- 
mates on fire, and last 
year took much too long 
to killa 300-pound man, 
Allen Lee Davis, who 
was shown contorting 
and bleeding im pictures 
that were released to the 
world on the Internet. 
There is little evidence 
that capital punishment 
acts as an effective deterrent 
to violent crime. Even at Amer- 
ica’s shockingly fast clip, there are still far too 
few executions, applied too randomly, to put 
any would-be felon off. In fact, the system’s 
capriciousness embarrasses even its suppor- 
ters. A Texan is more likely toget death than a 
New Yorker,a black much more likely thana 
white. Blacks and Latinos account for 56% of 
death-row inmates and 42% of executions. 
Support for the death penalty therefore 
rests on two different pillars: the desire for 
retribution, which runs deep in a funda- 
mentally religious country, and the belief 
among the public that execution is the only 
way to prevent a criminal from one day kill- 
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ing again. Politicians have been quick to cap- 
italise on this fear, portraying the criminal- 
justice system as a revolving door that allows 
convicted killers to go free after serving only 
a fraction of their sentences. 

Yet the crime rate has fallen sharply over 
recent years: a fact which, in itself, has soft- 
ened America’s support for executions. 
Moreover, according to Richard Dieter of the 
Death Penalty Information Centre, an in- 
creasing number of death-penalty states 
now have an alternative sentence of “life 
without parole”. According to Gallup, only 
52% of Americans support the death penalty 
when offered the option of locking violent 
criminals up and throwing away the key. 


The promise of science 


Confidence in the death penalty is also fall- 
ing for another reason: better forensic meth- 
ods. Over the past decade, pna technology 
has played an ever-larger role in correcting 
the mistakes of police, prosecutors and 
judges. Eight people have escaped execution 
after DNA tests revealed their innocence, and 
scores more have been exonerated after 
serving time on lesser charges. 

At present, however, only New York and 
Illinois have systems in place to pay for DNA 
testing in old cases where the innocence of 
the accused is in question. Most are reluctant 
to re-open the books. Clyde Charles spent 
nine years trying to persuade the Louisiana 
courts to let him have the pna test thateven- 
tually exonerated him. Reconsideration of 
past cases has usually been done outside the 
judicial system: by journalism students, aca- 
demics and crusading defence lawyers. 

Two such lawyers, Barry Scheck and Pe- 
ter Neufeld, have set up the Innocence Pro- 
ject at Cardozo School of Law in New York 
city. Their work, which re-examines the DNA 
evidence from long-forgotten cases, has led 
to the release of 65 people from prison and 
death row. In their recently published book, 
“Actual Innocence” (with Jim Dwyer, Dou- 
bleday), they boast that “DNA testing is to 
justice what the telescope is for the stars: not 
a lesson in biochemistry, not a display of the 
wonders of magnifying optical glass, but a 
way of seeing things as they really are. It is a 
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revelation machine.” 

Mr McGinn will hope to agree; his execu- 
tion has been delayed precisely to allow time 
for DNA testing, which should have been car- 
ried out before. Yet such testing has only re- 
cently become common procedure in capi- 
tal cases; and since the physical evidence is 
no longer available in most past capital mur- 
der cases, there are limits to how much the 
“revelation machine” will be able to reveal. 

Moreover, state courts, pushed by pro- 
death politicians, have become much more 
zealous in restricting death-penalty appeals; 
and the federal courts (including the Su- 
preme Court) and Congress have followed 
suit. By passing the 1996 Anti-Terrorism and 
Death Penalty Reform Act, Congress re- 
stricted the number of federal habeas corpus 
appeals, limited the total amount of time 
such appeals can take, and cut off funding 
for legal-aid centres in 20 states. Perhaps 
most significant, the bill also devolved much 
of the authority in death-penalty cases back 
to the states—who show little sign that they 
are competent to wield it. 


The mess in Texas 


Consider George W.’s Texas, far and away 
America’s most execution-happy state, ac- 
counting for one-third of all executions since 
1976. The governor is proud of that. “I am 
confident that every person that has been 
put to death in Texas on my watch has been 
guilty of the crime charged and has full ac- 
cess to the courts,” he said recently. 

Maybe so. Yet when examining the jour- 
ney a capital murder case must take before it 
reaches the governor's desk, it is hard to 
share his confidence. From the moment a 
person is charged in a murder case in Texas, 
he faces a system concerned less with deter- 
mining whether he may actually be inno- 
cent, and more with ensuring that he ends 
up, neatly arranged, in the execution cham- 
ber in Huntsville. 

Along with a handful of other states, 
Texas does not have a statewide public de- 
fender system. Instead, the responsibility of 
assigning legal counsel to poor defendants 
falls to the counties, who must bear the full 
financial burden. High-profile murder cases 
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can cripple a small place: in Jasper, where a 
black man had been dragged to death by 
two whites behind their pick-up truck, the 
county had to jack up property taxes to pay 
for the trial. 

In capital murder cases, the defence 
counsel is assigned by the judge;since judges 
are elected in Texas, they tend to win votes 
by highlighting their record of saving time 
and money during court procedures. Not 
surprisingly, Texas ranks 4oth among states 
in the amount of money it spends on indi- 
gent defence. In 1998, Harris County (which 
includes Houston) spent a total of $26m to 
prosecute cases, as opposed to just $11.6m on 
lawyers’ fees for poor defendants. 

The scrimping shows. Calvin Burdine’s 
lawyer fell asleep repeatedly during his trial. 
Gary Graham, due to be executed next 
month, was represented by a part-time law- 
yer whorunsa bar, Buster’s Drinkery. On oc- 
casion, tax lawyers have been picked to de- 
fend capital murder cases. Lawyers are given 
precious little money to hire investigators 
and support staff in order to mount a de- 
fence. A 1999 study by the Houston Chroni- 
cle found that criminal defendants in Hous- 
ton with court-appointed lawyers were 
twice as likely to go to prison as those who 
were able to hire their own counsel. 

Once a defendant is sentenced to death 
row, he faces, as a guilty man, a famously 
sceptical state- courts system. Like the 
county judges, the Texas Court of Criminal 
Appeals is an elected body—and electoral 
success usually depends on promising to 
takea hard line with convicted criminals.On 
several occasions, the appeals court has up- 
held death sentences even in the face of 
proof that the defendant's lawyer slept 
through the trial. Last year, the court rejected 
an appeal in a rape and murder case even 
after two tests revealed that the pNa found 
at the crime scene was not that of the defen- 
dant. Newly discovered evidence of inno- 
cence, said the court, was not sufficient 
grounds for overturning a conviction. 

Once the appeals are exhausted and exe- 
cution day approaches, the case is consid- 
ered by the Board of Pardons and Paroles. 
This 18-member panel is charged with re- 
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SALE OF 51% OF 
GOVERNMENT OF INDIA’S STAKE IN 
BHARAT ALUMINIUM COMPANY LIMITED 


This announcement is neither a prospectus nor an offer or invitation for sale to the public of shares, | 
| Securities or debentures. 


EXPRESSION OF INTEREST 


rnment of India (“GOI”) as a part of its divestment programme wishes to sell 51% of its shareholding in 

at Aluminium Company Limited (“BALCO” or the “Company”) to a long term strategic investor (the “Strateg: 
vestor”), and to transfer control to manage the affairs of BALCO to the Strategic Investor. Jardine Fleming India 
Securities Limited, has been retained as Global Advisor to the GOI in connection with the proposed sale. 


BALCO is one of the leading integrated Aluminium manufacturers in the country. The Company has been closely | 
associated with the growth of the Indian Aluminium industry and has played.a pivotal role in promoting the use of — 
Aluminium in a range of household, industrial, strategic defence and aerospace applications. BALCO is vertically _ 
integrated from sourcing of bauxite from its captive mines, refining and smelting to producing aluminium and a variety. a 
of semi finished products. BALCO has two units. One unit is an integrated Aluminium Complex situated at Korba in 
_ Madhya Pradesh with a 200,000 tonnes per annum Alumina Plant and a 100,000 tonnes per annum Smelter and some 
¿downstream facilities. The second unit is a downstream fabrication facility in West Bengal at Bidhanbag. In the 
financial year ended 31st March 1999, BALCO had a turnover of Rs. 9237 million and a profit after tax of Rs. 763 
million. : 


Companies and joint ventures (incorporated and unincorporated) interested in acquiring shares from GOI and- 
participating in the proposed divestment in BALCO (“Interested Parties”) are required to submit to either of the under 
mentioned persons their Expression of Interest together with their latest audited Annual Reports and a Profile describing — 
the business and operations (the “EOI Package”) by no later than 30th June, 2000. In case of a joint venture | 
proposed to be formed specifically for the purpose of this investment, details of the members of the joint venture and 
the extent of their interest therein are required to be given as a part of the EOI Package. Further, changes in the 
membership of the proposed joint venture may be permitted up to the stage of the submission of the financial bid, 
provided that the quality of the joint venture is not adversely affected. GOI has the sole discretion. to determine the 
impact of the change in membership on the quality of the joint venture and reject a proposal for such reason. 


Mr. Roddy Sale Mr. R: Srinivasan 

Head of Investment Banking Director & Head of Delhi Office 
Jardine Fleming India Securities Ltd Jardine Fleming India Securities Ltd 
Amerchand Mansion, 16, Madame Cama Road 21-A, Janpath 

Mumbai-400 001, INDIA New Delhi-110-001, INDIA 

Tel: +91-22-2835841 (ext 261) Tel: +91-11-3737812 

Fax: +91-22-2835846 Fax: +91-11-3737813 

e-mail: roddy.sale@jfleming.com e-mail: r.srinivasan@jfleming.com 








Interested Parties which are deemed fit by the GOI and Jardine Fleming India Securities Ltd (“Qualified Interested 
Parties”) will subsequently be provided with further materials to enable them to assess the opportunity 


Further information on BALCO can be accessed at: www.balcoindia.com 


This advertisement constitutes no form of commitment on the part of the GOI or Jardine Fleming India Securities Ltd 

other than to provide further information on BALCO to the Qualified Interested Parties, which request for the same. | 
Furthermore, this advertisement confers neither the right nor an expectation on any party to participate in the divestment | 
process. The GOI and Jardine Fleming India Securities Ltd reserve the right to withdraw from the process or any part | 
thereof or to vary any of its terms at any time without giving any reason. 


“For professional investors only. Approved by Robert Fleming & Co. Ltd., member of 
the London Stock Exchange and regulated by the SFA, for issue in the UK. 
US investors should contact Robert Fleming Inc., member of the NYSE and NASD, 
Tel (212) 508 3600, Fax (212) 508 3959” 
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viewing whether due process was given to 
the defendant, and whether there is any 
question of his innocence. The board has 
great power, since the governor can grant 
clemency only on its recommendation. Yet it 
will hardly run against his inclinations, since 
he has appointed every member of it. 

Besides, the board does precious little de- 
liberating, The members review the cases 
separately, never meet in person to discuss 
the facts, and send their decisions to Austin 
by fax. Such methods have been condemned 
by a federal court, yet Mr Bush has always 
stood firmly behind his appointees. The 
McGinn case marks the first time he has gone 
against one of their decisions; the board had 
rejected the request for DNA testing. 

Last year, the Texas legislature consid- 
ered a bill to reform the system of indigent 
criminal defence, giving the authority of ap- 
pointing counsel to independent commis- 
sions and requiring a lawyer to be provided 
within 20 days. Surprisingly, the bill passed 
unanimously in both the House and Senate; 
but Mr Bush then vetoed it, after judges from 
all over Texas had persuaded him that the 
power to.appoint defence counsel ought to 
stay with them. The governor also criticised 
the 20-day time limit, even though most 
states require counsel to be provided within 
three days. He argued that the provision was 
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a threat to public safety, since, under its 
terms, defendants not given lawyers within 
20 days would have to be set free. 

Although the appetite for swift justice is 
perhaps keenest in Texas, it is also sharp else- 
where. In general, it is the states with the 
highest rates of execution that have the few- 
est safeguards to ensure that men or women 
are properly tried before they are executed. 
In Louisiana, Curtis Kyles had three retrials 
before he was reprieved; the prosecution did 
not reveal to the defence that their chief in- 
formant had himself been let off a murder 
charge in exchange for his co-operation. In 
Florida, a bill to limit death-row appeals was 
welcomed by the governor’s chief advisor on 
the issue with the words: “What I hopeis that 
we become more like Texas. Bring in the wit- 
nesses, put [the inmates] on a gurney, and 
let’s rock and roll.” 


Willie Horton’s legacy 


Despite growing public concern about how 
the death penalty is applied in the United 
States, the issue is still a distant flicker in the 
campaign. Since Mr Bush and Al Gore, the 
Democratic presidential candidate, are both 
supporters of the death penalty, there is 
nothing to debate on the hustings. Not so 
long ago, things were different. During the 
1980s, as violent crime plagued America’s cit- 
ies, the death penalty and law enforcement 
took centre-stage. Voters demanded tougher 
penalties for convicted felons, and being 
“soft on crime” meant certain electoral de- 
feat. “There are no more liberals,” quipped 
James Q. Wilson, acriminologist, at the time. 
“They have all been mugged.” 

The public's hysteria over crime reached 
a peak during the 1988 election. The Republi- 
cans sensed that Michael Dukakis’s opposi- 
tion to the death penalty was a weakness, 
and George Bush senior, then vice-president, 
brought it up often in debates. The strategy 
worked. So did a series of incendiary ad- 
vertisements about Willie Horton, a con- 
victed felon who went on a killing spree 


, while on a furlough programme supported 


by Mr Dukakis. Mr Bush won in a landslide. 

The Democrats learned their lesson; the 
next time round they put up Bill Clinton, a 
candidate who had learned his own lessons 
about being soft on crime. During his first 
term as governor of Arkansas in the 1970s, he 
regularly commuted the sentences of con- 
victed murders, and was swiftly booted 
from office for his “liberal” crime policies. By 
1992, Mr Clinton was a staunch death-pen- 
alty advocate. He even flew back to Arkansas 
during the campaign to oversee the execu- 
tion of Ricky Ray Rector, a prisoner with se- 
vere brain damage. This may not have pro- 
vided his narrow margin of victory, but it 
certainly did not hurt him. 

As president, Mr Clinton has re- 
mained hawkish on crime policy, in part 
from political necessity. After the Republi- 
cans took control of Congress in 1994 he was 
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forced to move to the right, and even sup- 
ported a plank in the Republicans’“Contract 
with America” that called for a reduction in 
death-row appeals. It has been a recipe for 
success. The Democrats have won two terms 
in the White House partly by learning never 
again to beon the wrong side of criminal-jus- 
tice issues, particularly death. 

Under such political conditions, it is un- 
likely that the United States will move any 
time in the near future towards the abolition 
of capital punishment. Although the inno- 
cence of several death-row inmates has been 
discovered only hours before their execu- 
tions, there is not yet incontrovertible proof 
that any innocent party has been put to 
death. Without such proof (and probably in 
several cases), public opinion is not likely to 
shift. The most that abolitionists can hope 
for is that more states will follow the Illinois 
example of halting executions until the sys- 
tem is reformed. 

Yet such reform could drive a stake 
through the heart of the abolitionist move- 
ment. The more the public becomes con- 
vinced that every person who sits on death 
row is guilty, the less of a groundswell there 
will be for ending capital punishment. It will 
be seen asa system that works efficiently. 

Opponents will retain a moral argu- 
ment: that it is wrong for the state to kill. That 
line has little force, though, in a country 
schooled in the biblical conviction of righ- 
teous revenge. The abolitionists’ most pow- 
erful argument in America is the one of 
which science may eventually rob them: the 
nagging thought that the authorities may 
have the wrong man. 
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In their first summit meeting, 
in Moscow, President Bill Clin- 
ton and Vladimir Putin, his 
Russian counterpart, dis- 
cussed nuclear-arms reduction 
and a proposed American 
missile-defence system. Mr 
Clinton spoke to Russia's 
lower house of parliament, the 
Duma, and visited Ukraine. 


The market-minded Freedom 
Union, the junior partner in 
Poland's ruling coalition of 
the right, formally withdrew 
from government, leaving the 
Solidarity group, the coalition’s 
main component, with a mi- 
nority in parliament. 





Ukraine's government said 
that the Chernobyl nuclear 
power plant, whose explosion 
| in 1986 was the world’s worst 
nuclear accident, would be 
closed for good at the end of 
this year. 


Jacques Chirac, the president 
of France, said his successors 
should serve terms of only five 
years instead of the current 
seven. The prime minister, Lio- 
nel Jospin, had urged the 
change. 





Amnesty International, a 
human-rights group, issued a 
report accusing NATO of 
breaking the rules of war dur- 
ing its bombing campaign 
against Yugoslavia last year. 
The International War-Crimes 
Tribunal at The Hague had 
earlier said that no investiga- 
tion into the campaign was 
needed. 
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POLITICS THIS WEEK 


A right-wing government, led 
by Andrej Bajuk, a returning 
émigré banker, took office in 
Slovenia. 


A British military attaché was 
shot dead in Athens by assail- 
ants thought to belong to a 
left-wing Greek movement 
known as November 17th. 


Alija Izetbegovic, the Muslim 
member of Bosnia’s three- 
man collective presidency, 
said he would step down later 
this year. 


Stay of execution 


Governor George W. Bush 
issued a stay of execution in 
Texas for Ricky McGinn, a 
convicted rapist and murderer, 
to allow time for DNA tests. It 
was the first time the governor 
had ordered such a stay, 
which was thought to be not 
unconnected with his cam- 
paign for the presidency. 


A federal appeals court ruled 
that the American government 
had acted properly in the case 
of Elian Gonzalez, the dis- 
puted Cuban boy, and re- 
jected an appeal by his rela- 
tions that Elian should be 
granted an asylum hearing. 


The Organisation of American 
States decided to send a mis- 
sion to Peru to explore demo- 
cratic reforms, but drew back 
from imposing sanctions, after 
a much-criticised election last 
month in which Alberto Fuji- 
mori claimed another term as 
president. 


A boundary dispute between 
Suriname and Guyana 
flared. A Surinamese patrol 
boat evicted an oil rig prepar- 
ing to drill in a concession be- 
longing to Guyana. 


Mexico's peso and financial 
markets slid, after Francisco 
Labastida, the ruling party's 
candidate, predicted unrest 
should he fail to win a large 
majority in next month’s 











presidential election. An opin- 
ion poll suggested that the 
steady increase in support for 
Vicente Fox, Mr Labastida’s 
main opponent, had halted. 


Chile’s Appeals Court pub- 
lished a verdict in which it 
ruled 13-9 to strip Augusto 
Pinochet, the country’s for- 
mer dictator, of his immunity 
from prosecution, opening the 
way for his trial. General Pino- 
chet's lawyers will appeal to 
the Supreme Court. 


On the brink 





Israel’s parliament voted for a 
bill that could eventually force 
Ehud Barak to call an early 
election. This undermined the 
efforts by Madeleine Albright, 
America’s secretary of state, to 
revive Israeli-Palestinian 
peacemaking. A new round 
of talks will start in America 
next week. 


An Iranian defector to Tur- 
key, Ahmad Behbahani, 
claimed, according to cps tele- 
vision, that Iran master- 
minded the bombing of the 
Pan Am jet over Lockerbie in 
December 1998 to avenge the 
shooting down of an Iranian 
airliner earlier that year. The 
CIA is interviewing him. 


Hopes that the Ethiopian- 
Eritrean war could be end- 
ing faded as fighting contin- 
ued on both the eastern and 
western fronts. 


Robin Cook, Britain's foreign 
secretary, accused Liberia of 
helping Sierra Leonean re- 
bels to smuggle diamonds to 
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fuel their war. He announced 
a crash training-course for 
1,000 Sierra Leonean soldiers. 


Uganda and Rwanda, 
whose troops are in Congo in 
support of different factions of 
the Congolese rebels, contin- 
ued to fight each other in 
rebel-held Kisangani—even 
though both had agreed to an 
internationally supervised 
withdrawal from the city. 


President Daniel arap Moi ap- 
pealed for aid to help Kenya. 
Four-fifths of the population is 
at risk from drought, famine 


and AIDS. 





Pacific violence 


After the coup in Fiji, an eth- 
nic militia in the Solomon 
Islands seized control of the 
capital, Honiara. It captured 
and then released the prime 
minister, Bartholomew 
Ulufa’alu, saying that parlia- 
ment should decide his fate. 
Fighting between different mi- 
litias intensified. 


In Sri Lanka, a government 
minister was blown up by a 
suicide bomber as he took 
part in a parade to honour 
soldiers who had died fighting 
the rebel Tamil Tigers. 








P 4 gy 


An earthquake registering 
7.9 on the Richter scale shook 
the Indonesian island of Su- 
matra and the surrounding ar- 
chipelago. Rescuers feared that 
the death toll would stretch 
well into the hundreds. Other 
earthquakes in the region 
shook China, Myanmar and 


Japan. 
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Break it up 
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The possible break-up of 
| Microsoft moved a step 
closer when an American fed- 
eral judge sided with the Jus- 
tice Department, which wants 
the software giant to be split 
into two companies. Judge 
Thomas Penfield Jackson ruled 
that Microsoft had abused its 
dominant market position. 
The company said it will ap- 
peal, to the Supreme Court if 
necessary. 
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A survey of readiness for e- 
business, carried out by the 
Economist Intelligence Unit, a 
sister organisation of The 
Economist, puts America at 
the head of the field. Coun- 
tries were assessed by their 
general business environment 
and communications infra- 
structure. Nordic countries oc- 
cupy the next three slots; Ja- 
pan is the lowest-ranked G7 
country, in 21st position. 
Dotcom entrepreneurs should 
avoid Iraq, which came last 
out of 60 countries. 
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Thomson, a Canadian media 
group, said that it would buy 
Primark, an American finan- 
cial-information company, for 
$842m. Thomson recently an- 
nounced plans to sell many of 
its smaller Canadian newspa- 
pers to concentrate on In- 
ternet-based media businesses. 


France Telecom, ignoring 

the recent reversal of fortunes 
suffered by dot.com ventures, 
is going ahead with an initial 
public oftenitig of Moundi 10% 
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BUSIN ESS THIS WEEK 


| of its Internet arm, Groupe 

| Wanadoo. Wanadoo, com- 

| prising an Internet service pro- 
vider and various e-commerce 

| ventures, could be valued at 

| up to €25 billion ($24 billion). 


Comdirect, a German In- 
ternet brokerage owned by 
Commerzbank, the country’s 
fourth-biggest bank, also de- 

| cided to chance an ro with a 
launch price that valued the 
firm at €4.3 billion ($4.1 bil- 
lion). The iro was ten times 

| oversubscribed, thanks to 
buoyant retail demand. 


| announced an alliance with 
Microsoft to create an appli- 
| cations-service provider, rent- 
ing software to small busi- 
nesses over the Internet. 

| Applications ranging from e- 

i mail to payroll programmes 

| will be available. 


| The sky’s the limit 





| The world’s biggest airlines 
| may get bigger if a fresh 
round of consolidation takes 
off. KLM Royal Dutch Air- 
lines confirmed that it was in 
talks with British Airways 
that could lead to an alliance 
or merger. Together the two 
airlines would form Europe’s 
largest and the world’s third- 
largest. 


Ba’s oneworld alliance 
partner, American Airlines, 
the world’s second-largest car- 
rier, was rebuffed by North- 
west, America’s fourth-largest 
airline and an alliance partner 
of KLM, Over a merger pro- 
posal. Now it is reported to be 
in discussions with Delta Air 
Lines. 
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Unilever, an Anglo-Dutch 
consumer-goods giant, agreed 


| to pay $20.3 billion for Best- 
| foods, a large American food 
_ company. Unilever, improving 


an offer of $18.4 billion made 


"last month, will thus make a 


significant acquisition while 


: undergoing a radical restruc- 


turing, aimed at concentrating 
on its leading brands. The 
move could herald more big 
mergers in the global food in- 
dustry. 


Durk Jager resigned unex- 
pectedly as chairman and 
chief executive of Procter & 
Gamble. The American con- 
sumer-goods firm also issued 
a profits warning, its third 
since March. Mr Jager carried 
the can for losing control of 
costs in pursuit of sales 
growth and for an overambi- 
tious reorganisation. His suc- 
cessor as chairman is to be 
John Pepper, a former pac 
chief executive; Alan Lafley is 
taking over as chief executive. 


The European Commission 
announced that a proposed 
£13 billion ($21 billion) merger 
between Warner Music, a 
division of Time Warner, and 
EMI, a British music com- 
pany, would be subject to a 
full scrutiny. The four-month 
investigation was prompted 
by fears that a combined com- 
pany would enjoy a dominant 
position in music publishing 
in Nordic countries. 


Volvo Cars, acquired by 
Ford last year for $6.5 billion, 
lost its president, Tuve Johan- 
nesson, who resigned after an- 
nual sales growth failed to live 
up to expectations. 


GEM of an idea 


The New York Stock Exchange, 
the world’s biggest, and nine 
others including Tokyo and 
members of the Euronext alli- 
ance, revealed plans to set up 
a non-stop global market 
for blue-chip shares. The new 
venture, p be called GEM 





| (global equity market) would 
compete with iX, the Nasdaq- 
backed merger between the `.: 
Frankfurt and London ex- 
changes. 
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Japan’s government said it | 
would sell Nippon Credit 
Bank, a nationalised lender, 
to Softbank, an Internet in- 

vestment company, for ¥ior | 

billion ($957m). The on-off | 

| 

| 

| 

| 

| 
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deal had most recently looked 
set to founder or disagree- 
ments over the value of NCB’s 
loan book and the unwilling- 
ness of Softbank to be sub- 





jected to rigorous financial 
scrutiny. 


Crash landing 
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| The annual report of the Bank 
| for International Settlements 

| warned that America’s domes- 
tic demand was unsustainable 
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and could be inflationary. As | 
spending and the current-ac- | 
count deficit both rise, a hard | 
landing for America (and the | 
world) threatens. But Amer- | 
ica’s economy seems to be | 
slowing down. Unemploy- | 
ment edged up to 41% in May | 
compared with 3.9% in April. 
Other data also suggest a cool- 
ing underway. | 
| 
| 
f 
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| The European Central 
Bank raised its key interest 
rate by half a percentage 
point, to 4.25%. It had been ex- 
pected to raise it by only a 
quarter of a point. The bank 
hopes its fifth tightening since 
November will curb the infla- 
tionary impact of “ample” li- 
quidity in the fast-recovering 
euro area. 
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The gathering storm in the 
South Pacific 


SYDNEY AND SUVA 


A second coup, this one in the Solomon Islands, brings more instability. 


Reports on West Papua and Fiji follow 


N THE Pacific, Fiji is a big—and influen- 

tial—country. Two weeks after its govern- 
ment was toppled by an armed group, rebels 
attempted a copycat coup in the neighbour- 
ing Solomon Islands. At dawn on June sth, a 
militia called the Malaita Eagle Force kid- 
napped Bartholomew Ulufa’alu, the Solo- 
mon Islands’ prime minister. He was held at 
gunpoint in Honiara, the capital. Two days 
later he was released as part of a deal to hold 
a confidence vote in Parliament. Meanwhile 
in Suva, the Fijian capital, the prime minister, 
Mahendra Chaudhry, remained a hostage as 
the stand-off between his captors and the 
armed forces continued. 

The Eagles did not have to face soldiers, 
as the Solomons has only an armed police 
force. Some of the police appear to have 
sided with militia, which set up road blocks, 
raided police armouries and took over a 
heavily-armed police gunboat. This was 
used to bombard a coastal village on June 
7th. The rebels said they were attacking a ri- 
val group, the Isatabu Freedom Movement, 
and that up to 100 of its members had been 
killed. Fighting between the two groups also 
broke out near the airport. 

The attempted coup in the Solomons 
seems to have been spurred by the events in 
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Fiji. In both Melanesian island nations, eth- 
nic divisions have festered since indepen- 
dence from Britain, which came in 1970 for 
Fiji and 1978 for the Solomons. But the source 
of the Solomons’ rebellion goes back to the 
second world war. 

When American marines landed in 1942 
on Guadalcanal, the main island in the Solo- 
mons, they brought over thousands of peo- 
ple from the neighbouring island of Malaita 
to help them push out the occupying Japa- 
nese forces. The Malaitans now make up 
about 30% of the Solomons’ population and 
are the country’s largest ethnic group. His- 


torically, they have been a more itinerant 
people, largely because their own island of- 
fers so few opportunities to earn money. 
When the Americans left Guadalcanal, 
many Malaitans stayed on and eventually 
came to dominate economic and political 
life. That has caused resentment among the 
Guadalcanal people, especially over the loss 
of their traditional lands to the Malaitans. 

Since independence, there have been 
other tensions. A western-style parliamen- 
tary system has tried to stitch together a 
country of more than 1,000 islands and 70 
different languages, but corruption has 
flourished and for most people the economy 
has never risen above subsistence level. The 
Solomon Islands’ native forests have been 
exploited by big companies, but with little 
return for ordinary islanders. 

The latest crisis started 18 months ago, 
when a group of men from Guadalcanal 
formed what became the Isatabu Freedom 
Movement (Isatabu is the traditional name 
of Guadalcanal). They stole guns and bullets 
from a police station and declared that their 
aim was to recover their lost lands. Over the 
past year, about 50 Malaitans on Guadalca- 
nal have disappeared or been killed. More 
than 10,000 have fled the capital, many to 
their home island. The Malaitans on Guadal- 
canal want the government to compensate 
the settlers who have left. In January, some of 
them seized arms and formed the Malaita 
Eagle Force. In May, one man from each rival 
militia was beheaded, and shooting broke 
out near the airport. 

The Commonwealth had sent an envoy 
from Fiji to the Solomon Islands in February 
to try to restore peace. He was Colonel Siti- 
veni Rabuka, a curious choice since he had 
staged a military coup in Fiji in 1987. Mr Ra- 
buka’s peacemaking came to nothing. He 
was due to return to Honiara last month, but 
the coupin Fiji has kept him at home. 

The Eagles’ spokesman, Andrew Nori, is 
a lawyer and a former politician. Like Mr 
Ulufa’alu, Mr Nori is from Malaita. Soon 
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after the prime minister was captured, Mr 
Nori claimed his group’s action was “not a 
police or civilian coup d'état”; rather, it was 
aimed at “bringing about changes”. What 
they were he did not specify. Once agree- 
ment had been reached on a confidence vote 
in Parliament, his group dropped its demand 
for Mr Ulufa’alu’s resignation. Mr Nori, how- 
ever, later gave warning: “This is a war that 
will continue for some time.” 

After a meeting in London, Common- 
wealth ministers dispatched a delegation to 
the Solomons and to Fiji in an attempt to end 
the two crises; they also imposed a partial 
suspension of Fiji’s membership. New Zea- 


land's foreign minister, Phil Goff, warned 
the Solomons that they should not follow 
the route taken by nearby Papua New 
Guinea, which has endured ten years of 
secessionist fighting on the island of Bou- 
gainville. West Papua, part of Indonesia, is 
also unsettled by demands for indepen- 
dence (see box). 

New Zealand and Australia, which has 
sent a frigate to evacuate its 700 nationals in 
the Solomons, have a lot at stake in the South 
Pacific. Both countries provide the small is- 
land nations with much of their aid and 
trade, and see themselves as guarantors of 
the region’s security. Australia has resisted 


calls to impose economic sanctions against 
Fiji, claiming they would devastate the coun- 
try’s economy. Critics of the Australian gov- 
ernment accuse it of not caring enough 
about the small neighbours. The prime min- 
ister, John Howard, abolished a ministerial 
post for Pacific island affairs when he be- 
came prime minister in 1996. Since then he 
has failed to attend half the annual meetings 
of the South Pacific Forum, traditionally the 
place for the leaders of Australia and New 
Zealand to take soundings from around the 
region. Such meetings are unlikely to be ig- 
nored in the future. 





Indonesia’s other separatists 


AYAPURA 


UT of sight, out of mind. West Papua, 
until recently known as Irian Jaya, isa 
long way from Indonesia’s capital, Jakarta. 
Its 2m people are spread over a vast and 
undeveloped terrain. That is one reason 
why the province's separatists usually get 
less attention than their counterparts in 
Aceh, at the other end of the archipelago. 
This week, though, they managed to grab 
their share after a special congress of West 
Papuans issued a statement reasserting 
theirclaim toindependence. Is the integrity 
of Indonesia threatened on a second front? 
The two provinces have some things in 
common. Among them are a history of 
brutality at the hands of the Indonesian 
armed forces and the carefree exploitation 
of their natural resources. But there are also 
differences. 
One is that many Indonesians see 
themselves as different from the Melane- 
sian people of West Papua. This has helped 


to steel many West Papuans against any 
talk of compromise. Another difference, 
however, is that West Papua is far less uni- 
fied than Aceh, both geographically and 
politically, making it hard for the separat- 
ists to claim any kind of consensus among 
the different groups of locals. 

Still, the separatists are determined. 
Theys Eluay, the leader of the Free Papua 
movement, deployed members of his priv- 
ate security force at the airport in Jayapura, 
the provincial capital, to prevent oppo- 
nents of the congress from going to Jakarta 
to lobby against it. Indonesia’s president, 
Abdurrahman Wahid, cancelled his plans 
to speak at the congress. Mr Wahid got 
more than he bargained for last year when 
he announced that he would allow the 
province to change its name. Many sepa- 
ratists took what had been intended only 
as a sign of good faith as a willingness to 
take independence seriously. Mr Wahid is 


now more direct and says that, though free 
assembly is fine, independence is not. 

Unfortunately, many West Papuans 
think they already have it, at least morally. 
They insist they staked their claim to inde- 
pendence in 1961, while West Papua was 
still a Dutch colony, and reject a deal be- 
tween the Netherlands and America, 
which handed over the territory to Indone- 
sia two years later. A 1969 vote on joining 
Indonesia, promised as part of the earlier 
deal, was clearly asham. Many West Papu- 
ans feel they have been robbed. 

Despite the reluctance of foreign gov- 
ernments to listen to such claims, Mr 
Eluay’s people are trying hard to get their 
message across. Some hope to set up a dis- 
creet consulate in East Timor, which has 
won its independence from Indonesia un- 
der un care, and might be sympathetic. So 
far they have had no luck. Mr Eluay, never- 
theless, exudes confidence, though he 
needs to polish his message. When asked 
what he was trying to accomplish, he at 
first replied: “Why do you want to know? 
This is Papua’s problem.” 








THE ECONOMIST JUNE 10TH 2000 


Fiji 
Whose coup? 


SUVA 


AS it a coup, or was it two? People in 

Fiji are not sure. When George Speight, 
a local businessman, accompanied by a 
band of gunmen, stormed into the national 
Parliamenton May 19th and took mostof the 
cabinet hostage, he said he had overthrown 
the governmentof Mahendra Chaudhry, the 
country’s first prime minister from the eth- 
nic-Indian minority, in order to restore the 
political dominance of indigenous Fijians. 
The armed forces responded by declaring 
martial law. Now Mr Speight accuses the 
generals of hijacking his coup, and taking 
power for themselves. 

He may be right. Many Fijians were glad 
to see their soldiers on the streets. Fiji's army 
is a professional one, with a good reputation 
for peacekeeping in troublespots around the 
world. After a slow start, when mobs took 
over the streets of Suva, it restored order and 
contained Mr Speight’s unruly supporters. 
But this week the rebels were still inside the 
Parliament compound with the prime min- 
ister and 30 other hostages. The negotiations 
over their release had broken down, al- 
though the army was still insisting it would 
not use force to free them. 

Who is the army backing? Not Mr 
Chaudhry’s government. On the contrary, it 
has acceded to most of the rebels’ demands. 
The head of the armed forces, Commodore 
Frank Bainimarama, has agreed that Mr 
Chaudhry will be replaced, along with the 
1997 constitution under which he won office. 
He has also dismissed Fiji's veteran presi- 
dent, Ratu (Chief) Sir Kamisese Mara, as Mr 
Speight had demanded, and installed him- 
self as head of state. Where Mr Speight and 
the soldiers differ is over who should now 
rule the country. Commodore Bainimarama 
says the army will stay in power until it has 
formed an interim government, but there 
will be no place in it for Mr Speight or mem- 
bers of his group. 

Itis the apparent ease with which Fiji has 
abandoned its existing constitutional ar- 
rangements at the point of a gun that is trou- 
bling other governments, including the 
Commonwealth’s foreign ministers. Com- 
modore Bainimarama has taken pains to ex- 
plain to diplomats in Suva that the armed 
forces took over only asa last resort. But why 
risk international isolation by legitimising 
the overthrow of the democratically elected 
government? The army may genuinely feel 
that it cannot oppose Mr Speight’s political 
platform. It is popular among ethnic Fijians. 

Mr Speight is a dubious champion of in- 
digenous rights. He is a bankrupt business- 
man, who is due to appear in court on cur- 
rency-fraud charges. But his claim that 
indigenous Fijians are losing out in the divi- 
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sion of economic spoils is widely supported. 
The 1997 constitution is also controversial. 
Drawn up after years of work by foreign ex- 
perts, it was the first to allow free compe- 
tition for seats in Parliament. Previously, 
they had been assigned to different ethnic 
groups. Even so, it was assumed that the new 
arrangements would retum a government 
led by anethnic Fijian. 

The army has now taken upon itself the 
formidable task of devising a political sys- 
tem that tries both to meet the fears of the 
ethnic Fijians and to avoid alienating the In- 
dian community, which dominates Fiji’s 
commercial life. It is doing so in a rapidly de- 
teriorating economic climate and will get 
only limited help from the only other au- 
thority in the country, the unelected Great 
Council of Chiefs. Fiji’s traditional leaders 
are themselves divided over Mr Speight’s 
coup—and many other issues. 

= | 


Sri Lanka 


Another bomb 
in the war 


COLOMBO 


T WAS “War Heroes’ Day” in Sri Lanka. The 

president, Chandrika Kumaratunga, de- 
cided that on June 7th the country should sa- 
lute its soldiers, who are suddenly doing 
rather better in their fight against the Tamil 
Tigers, the guerrilla group seeking a separate 
state in the north and east of the country. 
Temple and church bells would ring out, 
after which everyone would stop work for 
two minutes. It was a measure of Mrs Kum- 
aratunga’s growing unpopularity that the 
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Bad day in Colombo 
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ceremony was largely ignored. Life went on 
as usual in most of the country. 

One of the few to observe the ceremony 
was C.V. Gunaratne, the minister for indus- 
trial development. He was at the head of a 
procession from his own constituency of 
Ratmalana, a suburb of Colombo. It did not 
go far. A bomb exploded, killing Mr Guna- 
ratne and 21 others. 

Whoset off the bomb is unclear. The po- 
lice say it was the work of a suicide bomber. 
Ministers say the bomber was a Tamil Tiger, 
since the Tigers have used suicide bombers 
in previous attacks in the capital. As on such 
occasions in the past, the Tigers have re- 
mained silent. In suspicious-minded Co- 
lombo, not everyone is prepared to believe 
that the Tigers are the only killers in a coun- 
try where political assassination has become 
a way of life. But if the Tigers were not 
responsible, who might have killed Mr Gun- 
aratne in his own stronghold? 

Mr Gunaratne was oneof the few minis- 
ters whose loyalty to Mrs Kumaratunga was 
beyond question. It was widely believed that 
he would soon be made prime minister, re- 
placing the ailing 84-year-old Sirimavo Ban- 
daranaike, the president's mother. Mr Gun- 
aratne would have had plenty of enemies. 

Mrs Kumaratunga has twice been 
elected president, most recently in Decem- 
ber,ona promise toend thecivil war. The po- 
litical seers believe that her People’s Alliance 
government will be defeated in the par- 
liamentary election due by August. Apart 
from her failure asa peacemaker, her cabinet 
is divided and stories, true or not, are cir- 
culating of graft in the government. 

Her best hope of winning in August is 
that the voters will be grateful for a tuming- 
point in the long war against the Tigers, if 
that is what the country has reached. Such 
reliable news as comes from the battlefront 
suggests that the army is no longer in retreat 
from the Tigers. The town of Jaffna is being 
successfully defended. Instead of talk about 
the army being evacuated from the area, op- 
timists now say the Tigers will be driven 
back to the jungle. 

The army’s successes in the north are 
largely due to assistance provided by Israel. It 
has provided arms of a quality to match the 
Tigers’. Some reports say that Israeli officers 
are now helping to direct the army’s opera- 
tions. To pay for the arms, Sri Lanka is digging 
even deeper into its pockets to increase de- 
fence spending. 

The political cost may be more difficult 
to assess. Israel now has full diplomatic ties 
with Sri Lanka for the first time, which will 
not go down well with the bslamist lobby in 
Colombo. Moreover, though someone ap- 
pears to have put backbone into Sri Lanka’s 
previously demoralised troops, it was evi- 
dently not the generals. Pushed aside by the 
Israelis, they may feel almost as aggrieved as 
the Tigers. 
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Vietnam 


All go below, all caution above 


TUYEN QUANG 


Although foreign investors are disappointed with its progress, Vietnam’s 80m 


people are slowly getting richer 


HAM THI LO grins, showing her black- 

painted teeth. Life has greatly improved 
since 1996, when her small wooden home 
was flooded and her rice harvest washed 
away. Today she has a concrete house with 
electricity and two fans inside. Best of all, in 
the next flood she will go upstairs. Mrs Lo 
points towards the ceiling, grinning again. 
“We took apart the old house and put it back 
together on the roof.” 

Escaping the floodwaters is a boon for 
poor families such as hers. The commune on 
the edge of Tuyen Quang, a town in Viet- 
nam’s hilly north, has little to offer: no tour- 
ists spending money and little work apart 
from farming. Nearly 200km (124 miles) from 
Hanoi, it is too far away from the capital to 
share in its growth, but not near enough to 
China to cash in on the new cross-border 
trade. Yet poverty has been cut. The provin- 
cial government gives 5m dong ($350) to the 
poorest to build a new house; richer families 
pay for micro-loans for the poor, who buy 
animals and seeds or repair their homes. 

Now the paddy fields are heavy with 
rice. Some two-storey concrete houses are 
sprouting up and a new market has been 
built in the centre of town. Mrs Lo’s son, a 
farmer, proudly plucks rice stalks to show 
another good harvest is due soon. He will 
earn around 3,000 dong (20 cents) a kilo for 
the husked rice. That is down on last year’s 
price, reflecting abundant recent harvests. 
Vietnam had to import its staple 20 years 
ago, but today it is the world’s largest ex- 
porter of rice after Thailand. The benefits are 
clear. In Mrs Lo’s commune five years ago, 
400 families were considered poor or even 
hungry; now there are just 40. 


Street energy 


After its wars against France, America, Cam- 
bodia and China, Vietnam is slowly learning 
how to prosper in peace. Reforms begun in 
the 1980s promised more economic freedom 
and a door opened wide to foreign trade and 
investment. Vietnam’s large numbers of lit- 
erate and entrepreneurial people, coupled 
with its proximity to China, excited many 
foreign investors. Yet many reforms have 
been delayed or have stalled altogether. For- 
eign investors have grown tired of waiting 
for Vietnam to become the next South-East 
Asian tiger. Dismayed by corruption and im- 
possible bureaucracy, some have packed up 
and gone home. 

Yet by many measures a lot is happen- 
ing. The poverty rate has fallen by half in the 
past ten years, one of the sharpest declines 
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for any country. Income per person has 
passed the dollar-a-day milestone. When the 
large, informal economy is included, most 
people are better off than the official figures 
suggest. As the shopkeepers selling motorcy- 
cles, bicycles, electric fans, radios and refrig- 
erators along the streets of Tuyen Quang con- 
tend, business is going well. 

It is local business perhaps more than 
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A Dream from postcards 


anything that is set to drive change within 
Vietnam. Farmers now want longer leaseson 
their land, or to own it. Like other small busi- 
nessmen, they also want the chance to bor- 
row money from a trustworthy bank. The 
pressure is growing for such demands to be 
met. Each year an extra 1.2m young people 
must be absorbed into the workforce. Most 
come from villages like those near Tuyen 
Quang, but move to the cities seeking jobs. 
At first they work as beggars, shoe-shin- 
ers, postcard sellers, casual labourers or 
housemaids. What most want are Dreams, 
the sort made by Honda. The Japanese com- 


pany’s Dream motorbikes, which also serve 
as taxis, swarm through the cities. Some 400 
new ones are reckoned to be registered each 
day in Hanoi alone. 

Vietnam's Gpr is growing by about 5% a 
year, which is well above the rise in the 
population. Exports are being churned out at 
a quickening pace: their value rose by 23% 
last year. But foreign investors have plenty of 
other places to put their money and, despite 
the progress, Vietnam still has a long way to 
go before it even starts to catch up with its 
neighbours (see chart). 

The pace may start to quicken. For one 
thing, China’s entry into the World Trade 
Organisation is expected to prompt Vietnam 
to speed upits own reforms, for fear of losing 
even more foreign investment to its giant 
neighbour. A long-delayed trade deal with 
America may also be resurrected. This 
would normalise trade relations and could 
quickly double Vietnam’s exports to the Un- 
ited States. The deal was agreed on in July 
1999, but the Communist leadership then 
began to dither about opening up further. 

“We are integrating step by step into the 
world economy,” insists Nguyen Cong Tan, a 
deputy prime minister. “And we will sign the 
deal soon. But we want some revisions to 
reach a consensus.” It is because the Polit- 
buro insists on decisions by consensus that 
reforms have been soslow, even when a ma- 
jority in government wants change. In the 
past, a crisis has often helped force the pace: 
the American trade deal was agreed on dur- 
ing a downturn, but shelved when exports 
and growth picked up last year. 

There have been other casualties too. A 
new enterprise law, which would allow 
more private businesses, has yet to be imple- 
mented. And hardly a dent has been made 
in the thousands of state-owned companies 
that the government has listed for at least 
partial privatisation. 

Paradoxically, the Communist leader- 
ship is uneasy about fast economic growth, 
certainly if it were so fast that the business- 
dominated south zoomed ahead and pro- 
voked social disorder. So all the familiar old 
instruments of state control, including loud- 
speakers that squawk warnings against the 
“social evils” of drinking, gambling and 
crime, still survive. 

“Vietnam has gone through anguishes of 
a magnitude unknown elsewhere. The desire 
of all our people is to keep stable,” argues Mr 
Tan. How the government hopes to provide 
both growth and stability should become 
clearer soon. The ninth party congress, a 
gathering of leaders scheduled every five 
years to set forthcoming policy, is due in 
March 2001. It is also the occasion when older 
officials cede power. The next congress 
could, at last, be the one in which Vietnam's 
eager economic reformers finally gain the 
upper hand. If so, Mrs Lo may replace the old 
home on her roof witha new concrete storey. 

—— . 
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Another miracle 










s economy really slowing? 


"ALL STREET'S wags like to compare 
America’s economy to a supertanker: 
huge, powerful and hard to manoeuvre. 
Judging by financial markets’ recent gyra- 
tions, however, this supertanker economy 
can turn ona dime. Only weeks ago, the mar- 
kets were fainting as investors feared rising 
inflation and a further spate of interest-rate 
hikes from the Federal Reserve. Some invest- 
ment-banks were predicting that short-term 
rates would rise to 7.25%, by mid-August. 

A few statistical releases later, market 
sentimentis exactly the opposite. Pessimism 
about interest rates has disappeared. Shares 
and bonds rallied and then stabilised as in- 
vestors assumed the economy is slowing 
and the central bank’s work—at least for 
now—is done. Has America’s economy 
really changed gear that quickly, or is Wall 
Street being irrationally exuberant again? 

The answer to that question depends 
partly on examining the evidence of a slow- 
down, and primarily on putting that evi- 
dence into the broader context of an econ- 
omy that has been growing far faster than 
any serious analyst deemed sustainable. 

There is no doubt that a string of recent 
statistical releases suggests the pace of econ- 
omic activity is slowing. The most striking 
was the May jobs report, which suggested 
that private-sector employment fell by 
116,000 on a seasonally adjusted basis (see 
chart). This was the first such drop in four 
years and the largest since November 1991. 
Overall employment increased only be- 
cause of a massive hiring of 357,000 people to 
help process the decennial census. The un- 
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employment rate ticked up 0.2 percentage 
points to 4.1% (rising rather faster among 
blacks and Latinos), the average work-week 
fell marginally, and hourly eamings—which 
have recently been rising at a rapid 0.4% per 
month—rose by only 0.1%. 

Taken at face value, this report depicts an 
economy that has stopped dead in its tracks, 
albeit at an extremely low level of jobless- 
ness. However, the report also included a big 
upward revision to job growth in the private 
sector in March (to 374,000) and April (to 
296,000), suggesting that the reality of the la- 
bour marketis neither as taut as April’s num- 
bers suggest nor as weak as May's imply. 
After all, the number of new private-sector 
jobs grew by an average of around 185,000 
between March and May. Anyway, it would 
be a mistake to read too much into one 
month’s employment figures. 

However, the employment surprise ap- 
peared to confirm what other statistics were 
showing. Manufacturing output seems to be 
slowing. Factory orders fell by 4.3% in April, 
to a level below that at the end of 1999. The 
monthly survey of the National Association 
of Purchasing Management, an index which 
gauges manufacturing activity, fell to 53.2 in 
May, the lowest level since February 1999, 
compared with a 56.9 average in the first 
three months of the year. Though any read- 
ing above 50 suggests that manufacturing ac- 
tivity is still expanding, the napm’s numbers 
clearly hint ata slowdown. 

The housing market, too, is showing 
clear signs of a pause. Sales of new homes fell 
by 5.8% in April, more than twice as much as 
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most experts had expected. Sales of existing 
homes fell even faster. Even the ever ebul- 
lient American consumer seems to be taking 
a breather. Consumer spending rose by a 
mere 0.4% in April, its slowest pace since July 
1999. And car sales dropped in May. 

Putting all these bits of evidence to- 
gether, many economists have been cutting 
their forecasts for Gop growth in the second 
quarter of 2000. Chase Manhattan, for in- 
stance, now expects the economy to grow by 
4% in the second quarter, down from a previ- 
ous estimate of 4.5%. Economists at J.P. Mor- 
gan have revised down their growth forecast 
to 3.5% from 4.5%. 

Many analysts also put America’s sus- 
tainable growth rate at around 3.5-4%. Hence 
all the euphoria about a soft landing, and 
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widespread belief that there is no need for 
the further interest-rate hikes. Even the more 
hawkish analysts are less confident that 
there will be rate hikes in the near term. Until 
recently, for instance, J.P. Morgan had ex- 
pected rates to tighten by a further 0.75% per- 
centage points by the end of August. Now it 
expects only 0.25%, saying “the pressure for 
an immediate further round of tightening 
has been sharply reduced”. 


Too soon to tell 

Is the Fed’s job done? Conceivably, but pru- 
dence certainly suggests caution. First, it is 
still too early to gauge whether the economy 
is slowing down fora while, or whether once 
again a second-quarter slowdown will be 
quickly followed by booming growth in the 
second half of the year. As Robert Parry, 
president of the San Francisco Federal Re- 
serve Bank, said this week, “it is]too soon for 
the Fed to declare victory.” This month’s 
weak demand statistics also have to be bal- 
anced against the fact that consumer confi- 
dence—a good indicator of future demand— 
rose sharply in May. 

Moreover, the behaviour of financial 
markets is itself making it more difficult for 
the economy to slow sustainably. During the 
last week of May, share prices surged amid 
rising optimism about a soft landing. The 
Nasdaq rose by 19%, its biggest weekly rise 
ever. Bonds rallied and the dollar weakened 
on the premise that the Fed’s work was done. 

Although these rallies did not continue 
into this week, the overall result has been a 
considerable loosening of financial condi- 
tions. The Goldman Sachs Financial Condi- 
tions Index (GsFc1), an overall measure that 
takes into account the dollar as well as equ- 
ity and bond markets, eased from an average 
of 97.35 in the week of May 22th to 96.72 on 
June 6th. This reading is close to the 96.6 level 
that the Gsrci index reached at the end of 
June 1999, when the Federal Reserve first be- 
gan raising interest rates. It is a cruel irony 
that looser financial conditions can reignite 
rapid demand growth and undermine the 
very slowdown they are celebrating. 

Finally, even if demand is slowing to a 
level consistent with America’s trend growth 
rate, it is not clear that this will be enough to 
choke off inflationary pressure. As Laurence 





Meyer, one of the more hawkish members of 
the Fed’s policy-setting committee, pointed 
out on June 6th, America clearly faces condi- 
tions of excess demand in the labour market. 
The unemployment rate is still only 4.1%. Mr 
Meyer reckons that the jobless rate consis- 
tent with stable inflation (commonly known 
aS NAIRU) iS §-5.25%. To reach that level, econ- 
omic growth would have to slow below to- 
day's trend rate (now widely believed to be 
3.5-4%) for a while. 

The implication is that Mr Meyer, at 
least, thinks more interest-rate rises are nec- 
essary. Nonetheless, he also gave several rea- 
sons why the American economy need not 
face a hard landing, First, even if the econ- 
omy were to slow below the trend rate, it 
would still be speeding along faster than its 
25-year average. Second, changing supply 
conditions, especially falling oil prices, could 
help reverse price pressure. Third, people’s 
expectations of future inflation are low, 
which itself should help dampen inflation 
in the short term. Couple these factors with 
tighter financial conditions, Mr Meyer ar- 
gued, and you have the foundations for a 
soft landing. 

Others, particularly outside America, are 
much less sanguine. The Bank for Interna- 
tional Settlements, for instance, this week is- 
sued a blistering warning of a global hard 
landing, led by the United States. Only 
weeks ago, many on Wall Street were pon- 
dering a similar possibility. The reality is that 
the signs of a slowdown have reduced—but 
certainly not eliminated—that outcome. The 
supertanker may be turning, but the iceberg 
is still visible. 


Politics in California 
Quacking in his 
boots 


SACRAMENTO 


HEN a colleague describes you as a 

“card-carrying member of the Stupid 
Party”, and when, in so doing, he is trying 
helpfully to suggest that you are not part of 
the “Evil Party”, you are in trouble. Such is 
the fate of Chuck Quackenbush, California’s 
insurance commissioner. The man once seen 
as the bright—nay only—hope of his state 
party is now being conspicuously shunned 
by his fellow Republicans, while he writhes 
over several inquisitorial fires. 

Mr Quackenbush, a likeable figure who 
seemed to offer a more conciliatory brand of 
Republicanism than Dan Lungren, his 
party's last candidate for governor (who was 
trounced by Gray Davis in 1998), is under in- 
vestigation by the state attorney-general, the 
insurance committees of both the state Sen- 
ate and its Assembly, and the Fair Political 
Practices Commission. At issue is his treat- 
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Uninsured against political disaster 


ment of the insurance industry which it is 
his job to regulate. 

From the start the relationship has been 
cosy—the bulk of the funding for Mr Quack- 
enbush’s election campaigns in 1994 and 
1998 came from insurance firms. But the real 
complaints began only in March, when it 
emerged that Mr Quackenbush had used 
some of the contributions to cover loans re- 
ceived by his wife in her failed campaign for 
the state Senate in 1998. 

The investigations centre on whether Mr 
Quackenbush was too generous to donors he 
was regulating. In particular, they have ques- 
tioned Mr Quackenbush’s handling of 
claims against insurance firms by victims of 
the 1994 Northridge earthquake. Instead of 
pressing for fines and payments that might 
have reached $3.4 billion, the insurance de- 
partment he oversees allowed the firms to 
settle their disputes and contribute $12.8m to 
several charitable foundations it had set up. 

The foundations had little to do with 
earthquakes, and gave donations to causes 
that included the Sacramento Urban League, 
of which Mr Quackenbush is a director, and 
a football camp attended by his children. 
Some of the money went directly to make a 
television advertisement, at well over the go- 
ing rate, advising people about what to do 
when an earthquake strikes. The ad featured 
Mr Quackenbush in a double act with Sha- 
quille O'Neal, a popular basketball player, 
and gave the commissioner useful statewide 
publicity. Another slice of the money went 
to pay for a political poll testing public opin- 
ion about Mr Quackenbush and other state 
office holders. 

Confronted with his behaviour, Mr 
Quackenbush at first fought back, storming 
out of a hearing on May 23rd brandishing a 
print-out of an e-mail sent 18 months ago by 
one Democratic staff member to another 
plotting ways to sandbag him, which he said 
proved that the inquiries against him were a 
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Feudal tribute of the week 
“I told him I'd make fried chicken, mashed 
potatoes, cornbread and I'd even bake him 
a peach cobbler.” 
Tracy Mayberry, a tenant of Al Gore in 
Tennessee, who had complained repeat- 
edly about plumbing problems in her 
house. Aftera predictable media storm, Mr 
Gore promised to have the repairs made 
and to pay for alternative accommoda- 
tion for her family, New York Post, June sth 
Kee 
Money and mouth together 
“Make no mistake: I want to invest in 
America.” 
Jon Corzine who spent $34m of his own 
fortune to beat ex-governor Jim Florio for 
the New Jersey Democratic Senate nomi- 
nation, Washington Post, June 7th 
whe 
Victims of the week 
“This is slaughter...they just want to make 
things nice for the reporters and the politi- 
cians for the convention.” 
Laura Heisen of the Los Angeles Animal 
Services East Valley Kennel, on plans to 
kill stray dogs to spruce up the city for the 
Democratic convention, us News & World 
Report, June 12th 
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Attack site of the week 
Liberaldebbie.com, a website run by the in- 
cumbent Michigan Republican, Senator 
Spencer Abraham. It shows a picture of his 
Democratic rival, Debbie Stabenow, 
“morphing” into Hillary Clinton. 
Detroit Free Press, June 6th 

kee 
Squawk of the week 
“You are standing on our windpipe.” 
Pat Buchanan in an unpublished letter to 
the Washington Post complaining about 
the lack of coverage of his campaign to be 
the Reform Party's presidential candidate, 
The Hotline, June 6th 

Kae 
Honest statement of the week 
“That was not my finest hour in this cam- 
paign.” 
John McCain on his opposition to remov- 
ing the Confederate flag from the state cap- 
itol in South Carolina during the Republi- 
can primaries, a stance he changed once 
his campaign was over, “Meet the Press”, 
NBC, June 4th 

wae 
Vice-president of the week 
“Danforth is out. Too tall, too grown-up, 
too dignified, too everything. In short, way 
too much stature.” 
The St Louis Post-Dispatch on why ex-Mis- 
souri senator John Danforth won't be 
George W. Bush's vice-president, June sth 

“ae 
Poor petal 
“Politics is not fun”. 
George W. Bush, Los Angeles Times, June 
5th 

ake 
Theend is nigh 
The last of the presidential primaries took 
place on June 6th in Alabama, Montana, 





political “ambush”. The gesture failed to im- 
press Jackie Speier, chair of the Senate insur- 
ance committee, who still carries two of the 
five bullets that almost killed her in a real 
ambush in Guyana in 1978. She had Mr 
Quackenbush subpoenaed to bring him 
back before her panel. 

In the new hearings Mr Quackenbush 
has switched toa more stubborn defence, as- 
serting that he delegated responsibility for 
how money was used and does not know 
how the decisions were taken, although he 
has acknowledged that “mistakes were 
made”. Six of his deputies who appeared be- 
fore the Senate committee with him on June 
sth also claimed not to know or remember 
what went on. But insurance firms that have 
dealtdirectly with Mr Quackenbush say that 
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witnesses due to be called later in the ses- 
sion, including the former deputy who over- 
saw the setting up of the foundations, will 
contradict these assertions of ignorance. 

So far, it is hard to pinpoint anything 
technically illegal in what Mr Quackenbush 
has done. The case, however, speaks vol- 
umes about California’s lax campaign-fi- 
nance laws (surely it isa little absurd to allow 
insurance commissioners to raise money 
from insurers), and also about Mr Quacken- 
bush’s lack of judgment. Meanwhile Gover- 
nor Davis, who seems to have an almost 
Clintonesque luck in having enemies prone 
to self-destruction (but not, as yet, any of the 
president's knack for attracting opponents 
who loathe him), looks ever stronger. 
ae 








Not far to go 
Delegates 


New Jersey, New Mexico and South Da- 
kota. The turnouts were miserable. 

er 
Journalistic fantasy of the week (1) 
“I guess Hillary isn’t the witch I thought she 
was. She seems so warm and honest, and I 
love what she’s done with her living room.” 
William Saletan of Slate.com on Hillary 
Clinton’s new campaign ad 

“er 
Journalistic fantasy of the week (2) 
“Lazio is handed a slice [of corn beef] to 
taste, and he tilts his head back and slides it 
down in the most erotic performance on a 
luncheon meat I have ever witnessed 
...kind of ‘9'2 Weeks’ meets ‘Fiddler on the 
Roof’.” 
Dahlia Lithwick of Slate.comona visit toa 
delicatessen in New York by Mrs Clinton’s 
Republican opponent, Rick Lazio, June 6th 

xe 
Bygones 
Bill Bradley, the former Democratic candi- 
date for president, cast his vote in the New 
Jersey primary for his rival, Al Gore. He 
said he will begin actively campaigning for 
all Democrats including Mr Gore. The two 
men are not close. 


Politics in Chicago 
The counting 
machine 


CHICAGO 


ICHARD DALEY has been elected to of- 

fice 13 times by Chicago voters, includ- 
ing four times as mayor. Now he is turning 
his prodigious organisational skills to a dif- 
ferent purpose: counting Chicagoans. 

Census workers are scheduled to finish 
their work in Chicago on July7th. The mayor 
is now “pulling out all the stops” to make 
sure as many Chicagoans as possible stand 
up and are counted before then. The city will 
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Sometimes we introduce new stocks. 
Occasionally, new stock markets. In a joint 
venture* with the Pacific Exchange, a bold company named 


Archipelago is revolutionising the way stocks are traded. 
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spend $400,000 on television and radio ad- 
vertisements. And one of the western 
world’s great political machines is humming 
into action. The mayor is meeting leaders of 
assorted ethnic groups to urge their co-oper- 
ation; his foot-soldiers are out on the streets, 
talking to senior-citizen groups and tangling 
with the managers of high-rise apartment 
buildings whose over-zealous doormen 
have not allowed census workers past the 
lobby. 

This census blitz, which is happening to 
a milder degree in other cities, is about more 
than civic pride. Mr Daley's men reckon that 
159,000 residents were missed in 1990. (The 
census people put the undercount at just 
over 67,000.) A study by Pricewaterhouse- 
Coopers calculated that each missed resi- 
dent costs the city $3,391 in lost state and fed- 
eral aid. 


Road warriors 

Using the mayor’s figures, a similar under- 
count in 2000 would deprive Chicago of 
$539m in revenue over the next decade. 
Mayor Daley has been quick to put that fig- 
ure in concrete terms—literally. It is enough 
money to resurface every residential street in 
Chicago, he says, or to build ten new schools 
and renovate 200 others. The official census 
figures are also used to determine the num- 
ber of representatives Chicago sends to 
Washington, pc, and to Springfield, the state 
capital. 

Why so many people missing? Chicago 
has the same hard-to-count groups as other 
big cities: transient university students, im- 
migrants who would rather not answer 
questions from the government, large poor 
and homeless populations. The city’s older 
housing stock has been subdivided in elu- 
sive (and often illegal) ways. One of Mr Da- 
ley’s first ploys was to hire a consultant who 
helped to find 92,000 addresses that were 
not on the official census address list. 

There also seems to be something of an 
ethnic mismatch. One of the city’s largest im- 
migrant groups is Polish, and there has been 
a recent wave of immigration from Russia 
and the former Yugoslavia. Yet census work- 
ers are more likely to speak Spanish or one of 
several Asian languages. 

The Census Bureau used statistical sam- 
pling after the 1990 census to calculate that a 
net figure of 4m Americans (1.6% of the popu- 
lation) had been overlooked. The proportion 
was twice as high in some of America’s larg- 
est cities. Democrats, like Mr Daley, would 
like to see statistical patches applied to these 
census shortcomings. Republicans, recog- 
nising that the groups most likely to be 
missed (blacks, Latinos and the poor) live in 
Democratic districts and tend to vote that 
way, prefer the old-fashioned way of count- 
ing. The Supreme Court ruled last year that 
sampling cannot be used to apportion con- 
gressional seats among the states. 

The Census Bureau is confident that it 
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can round up more people this time. “This is 
nothing more than a manpower issue. We've 
been knocking on doors since 1790,” says one 
official. On the other hand it is plain that lo- 
cal enthusiasm counts a lot. From this per- 


spective, Mr Daley’s census blitz is good, old- 
fashioned machine politics at its door- 
knocking best. Pushing up the numbers will 
probably pay some political dividends for 
the mayor. But Chicago, too, should gain. 





Even a King’s plea could not help them 


Southern history (1) 


Don't forget... 
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The South is still fighting old battles. This story looks at the 1960s; the next at 


the 1860s 


HIRTY-SIX years ago, Michael Schwer- 

ner and Andrew Goodman, two white 
New Yorkers, travelled to Mississippi to help 
with the registration of black voters as part of 
the Mississippi Summer Project. The two 
men and a fellow volunteer, James Chaney, 
an 18-year-old black man from Mississippi, 
were arrested for a traffic violation on June 
2ist 1964 and taken to jail in Philadelphia, 
Mississippi. Released later that night, they 
were chased through the countryside by 
Klansmen, executed at point-blank range 
and buried in an earthen dam. 

For 44 days, “Missing” posters display- 
ing the young men’s faces were put up all 
over Mississippi. Martin Luther King joined 
in with the protests. Then a charred station 
wagon was discovered, along with their bo- 
dies. At the time, the state of Mississippi re- 
fused to hear the case. Three years later, in 
1967, a federal jury convicted seven men of 
conspiracy to pervert civil rights, acquitted 
eight, and could not decide on verdicts for 
three more. 

Now, 33 years after the federal trial, with 
many of the original 18 defendants still liv- 
ing, the state of Mississippi looks as ifit might 
stir itself. The state attorney-general, Mike 
Moore (best known for kicking off, with a 
state lawsuit in Mississippi, the nationwide 


crusade against Big Tobacco), is combing 
through hundreds of thousands of pages re- 
lated to the case. Mr Moore says it is “highly 
probable” that arrests could be made this 
summer. 

In all, 18 murders across the South are 
now being reinvestigated. In Alabama last 
month, Bobby Frank Cherry and Tommy 
Blanton, two former Klansmen now in their 
60s, were indicted on murder charges con- 
nected to the 1963 Sixteenth Street Baptist 
church bombing in Birmingham, which 
killed four young black girls. The trial, set for 
later this year, may reveal more about the ex- 
act timing of the bomb, which has fasci- 
nated civil-rights historians. The church was 
an important gathering place for civil-rights 
rallies in the 1960s and racial tensions were 
high as the Birmingham schools attempted 
desegregation. 

Last year, in Washington Parish, Louisi- 
ana, a local prosecutor reopened the case of 
the 1965 ambush and shooting of the first 
black deputy sheriffs there, Oneal Moore 
and Creed Rogers. In November, a jury in 
Humphreys County, Mississippi, convicted 
three men of manslaughter in the 1970 killing 
of Rainey Pool, a one-armed sharecropper 
whom they threw into a river. Earlier this 
year, the fsı in Louisiana reopened an inves- 


THE ECONOMIST JUNE 10TH 2000 





tigation into the deaths of two black men 
whose bodies were found in a swamp in 
1964. In December, a federal lawyer in Jack- 
son, Mississippi reopened the 1966 murder 
of a plantation caretaker who was shot 16 
times. Three Klansmen were accused of the 
murder; none was convicted. 

Thecharge sheets make grizzly reading 
not least for the many southerners who 
would. prefer to forget the horrific history 
that haunts. their region. Most of the mo- 
mentum to reopen these cases comes from a 
defiant group of young lawyers and pros- 
ecutors, determined to discover the truth be- 
fore time erodes the evidence or puts the sus- 
pects beyond reach. Many of this new 
generation grew up when the passions of the 
civil-rights struggle was still fresh in people's 
minds. The cases themselves are moving and 
dramatic, and would not be amiss in a John 
Grisham thriller. 

Paradoxically, the cases are also easier to 
investigate now. Thirty years ago the Klan 
was a more powerful—and far more viol- 
ent--force than it is today, and many wit- 
nesses. feared death or retaliation if they 
spoke out. Juries, which were then all white, 
often could not produce a verdict. One juror 
revealed recently that she could not agree to 
the prosecution of one defendant in the case 
of the three civil-rights workers because he 
had been a preacher. Bizarrely, she thought 
that convicting a man of God was unfair 
even if he had committed murder. 


Southern history (2) 


...what your 
good book said 


N THE South, even a small change in 

schedule can carry historical overtones. 
The Virginia Historical Society long held its 
annual meeting on General Robert E. Lee’s 
birthday. Eventually, the January sessions 
were abandoned: not because admiration 
for the Confederate icon cooled, but because 
of awful winter weather. When the meetings 
were reinstated several years ago, they were 
staged in April, during Richmond's usually 
glorious, dogwood-dappled spring. For 
some this innocent explanation was not 
good enough: they resented what they con- 
sidered a slight to the general. 

The South is plagued by tussles about 
Civil-War symbolism. The most noted is the 
long battle over the Confederate flag that 
flutters above South Carolina’s state house. 
This will disappear, on July 1st, because of a 
boycott by black groups that cost the state’s 
tourism industry $30m. In fact, South Caro- 
lina’s flag dispute is only one of several 
squabbles that are rumbling on in the 13 
states of the former Confederacy. 

The South has something of a fetish 
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about flags. In Mississippi, the state Supreme 
Court ruled in May that its current state 
flag~single red, white and blue bands 
paired with the Confederate diagonal cross 
and 13 five-pointed stars—was flown by tra- 
dition but not by law, having never been 
properly adopted by the legislature in 1906. 
Mississippi's new Democratic governor, 
Ronnie Musgrove, has appointed a bi-racial 
commission to design a new flag. But some 
Republicans are protesting that they want to 
hold on to the old flag. 

In Georgia, another of the five states 
whose flags include Confederate designs, 
civil-rights organisations are muttering 
about a South Carolina-type boycott. De- 
spite the rapid suburbanisation of many 
parts of the state, the flag is a sensitive issue. 
The decision by Zell Miller, a popular Demo- 
cratic governor, to endorse a makeover of the 
flag was one reason why he almost lost the 
1994 election. 

Virginia is beset by a somewhat different 
dispute. The former governor, George Allen, 
who left office in 1998, issued various annual 
proclamations designating April as Confed- 
erate History Month. His proclamations glo- 
rified the southern uprising against per- 
ceived federal oppressors, making no 
mention of the evils of slavery. Black Virgin- 
ians were outraged. 

Mr Allen’s successor, Jim Gilmore, who 
is also a Republican but of a more concilia- 
tory hue, has put out three proclamations of 
his own—in 1998, 1999 and 2000. His edicts 
laud the Confederacy but also mention the 
sufferingendured by blacks. This did not sat- 
isfy the National Association for the Ad- 
vancement of Coloured People, which 
threatened a boycott of Virginia’s $12.4-bil- 
lion-a-year tourism industry this summer. 
Mr Gilmore has recently promised that his 
2001 proclamation will emphasise reunifica- 
tion. Mr Gilmore has also won a separate 
state holiday for Martin Luther King, who 
previously shared one with Generals Lee 
and “Stonewall” Jackson. 


A family problem 


Why do these various flags, anniversaries 
and holidays matter so much? In part, the 
answer is personal. The family trees of many 
native southerners—black and white—in- 
clude slaves and soldiers, not just from the 
Civil War, but from the revolution against 
Britain in the 18th century. “The South was 
cast unwillingly into the role of the de- 
feated,” says Henry Wiencek, author of “The 
Hairstons: An American Family in Black and 
White” (St Martins, 1999), which examines an 
attempted reconciliation by the white and 
black branches of a Virginia plantation fam- 
ily. “But the South has to apologise for that 
while still groping to understand its past.” 
Demographics would seem, at first, to of- 
fer some respite. The South is now home to 
large numbers of newcomers who are nei- 
ther black nor white, and who have no stake 





UNITED STATES > 


whatsoever in the continuing fuss over em- 
blems of yore. Two of the fastest-growing 
Asian and Latino communities in the South: 
are in Loudoun county, Virginia, one of the 
key battlegrounds of the Civil War. 

But another demographic trend can add 
to ancient tensions. According to research 
carried out by moc, a think-tank in Chapel 
Hill, North Carolina, northern blacks have 
been moving back to the South at a rate of 
roughly 100,000 people a year for mostof the. 
past two decades. Many of these people feel.’ 
particularly angry that their ancestors’ suf- 
fering has been ignored. As Charles Bryan, 
director of the Virginia Historical Society, 
puts it, “The genie pops out of the bottle ina 
particularly ugly way, and it happens here in 
the South.” 

On the other side of the fence, conserva- 
tive whites also feel vulnerable. Their heri- 
tage, many argue, is being given away in the 
name of “northern” political correctness. 
Yet, even in these bastions, there are at least 
some signs that the diehards are losing stom- 
ach fora fight that it is not in their interests to 
win. During the South Carolina Republican 
primaries, polls showed that even conserva- 
tive whites were nervous about the rebel flag 
on the state capitol: hence the decision by 
politicians to remove it. 
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John Rocker, under fire 


OHN ROCKER is a bigot. John Rocker is an oaf. John Rocker is a 

fool. That is the almost universal public perception of the man 

who, against stiff competition, has emerged as the most widely 
loathed man in America. 

For the millions outside the country who have never heard of 
John Rocker (and for the thousands within it who could not care 
less), he is--or was~~a star pitcher for the Atlanta Braves, one of the 
best teams in American baseball. His job was to appear in the final 
innings of a game and hurl a small round ball towards weary bat- 
ters at speeds approaching 100 miles an hour. As a so-called 
“closer”, he once performed as well 
as anyone has ever done. This week, 
Mr Rocker, formerly top of his cho- 
sen profession, suffered the humili- 
ation of being demoted to the minor 
leagues. 

This, of course, is not why Mr 
Rocker is famous. Last year, in the 
course of an interview with Sports 
Ilustrated, he managed to insult 
just about every ethnic group in 
America. The subsequent fracas 
rests on his comments, so here are 
some of the lowlights:“Youcan walk 
an entire block in Times Square and 
not hear anyone speaking English. 
Asians and Koreans and Vietnam- 
ese and Indians and Russians [etc, 
etc]. How the hell did they get in this 
country?” “Look at that idiot! I guar- 
antee you she’s a Japanese woman.” 
“Imagine having to take the Seven 
train to the ballpark [New York’s 
Shea stadium], looking like you're 
{in| Beirut, next tosome kid with pur- 
ple hair, next to some queer with aips, right next to some dude 
who just got out of jail for the fourth time, right next to some 20- 
year-old with four kids. It’s disgusting.” And, of a black teammate: 
“a fat monkey”. 

This litany of abuse condemns the oafish Mr Rocker out of his 
own mouth. And it might be best to leave it there, without further 
comment, but for one thing. The reaction to his remarks has been 
no less vitriolic, and in some ways more disturbing, than the origi- 
nal offence. 

Mr Rocker’s team recently fined him $5,000 for insulting the 
Sports Ilustrated journalist. The commissioner of baseball, Bud 
Selig, originally fined Mr Rocker, sent him for psychological coun- 
selling, and suspended him for several games. This was more un- 
usual. There have heen suspensions aplenty before in baseball. But 
they have been for criminal behaviour (doing physical harm to 
people, taking drugs), never for abusive speech. 

More striking still has been the baying of public hostility. Mr 
Rocker has become easy meat on all the late night talk shows and a 
soundbite for politicians across the spectrum. On the web things 
seem to be particularly out of control. One site, “www Jerkofthe- 
week.com”, suggests that “if [Mr Rocker] played a position, it 
would probably be Third Reich.” (The site refers to him as John 
RocKKKer and “an Aryan lefty”) As an article in the Weekly Stan- 
dard, a Washington magazine, spells out, various eminent sports 
writers have encouraged ostracising Mr Rocker. 

Ali this seems way over the top. Mr Rocker’s remarks were big- 
oted. But by the exacting standards of ethnic ugliness, they would 














hardly shatter the mirror. There is, for instance, certainly no sug- 
gestion that he is a Nazi—an epithet every bit as unpleasant as the 
ones he tossed out. What seems to be happening is that Mr Rocker 
is turning intoa living symbol, a dire warning of deplorable behav- 
iour, and a case study in the dangers of offending public sensibility. 

Symbols have their uses. In a country not tied together by the 
glues of ethnicity or religion, they perform a unifying role. It may 
seem slightly absurd that American popular television shows are 
supposed to have an approved variety of ethnic stereotypes, and 
that people get steamed up when they do not. Or that millions of 
people should hold marches about 
the significance of a flag flying over 
South Carolina’s State house. But 
America is fissiparous enough with- 
out widening the cracks by insensi- 
tive public behaviour. Atlanta, Mr 
Rocker’s home as well as his profes- 
sional base, is two-thirds white, a 
quarter black and the rest Latino 
and Asian. As a public figure he de- 
served criticism for spewing forth 
ethnic insults. 

But there is a problem with con- 
centrating on symbols. They are 
easy targets—so easy, indeed that 
they can quickly cause you to lose 
sight of the violent or criminal ac- 
tions these symbols warn about. A 
classical exampie of concentrating 
on psychological as opposed to 
physical victims was the OJ. Simp- 
son affair. Its main villain was Mark 
Fuhrman, a detective who made 
racist comments. Mr Simpson him- 
self, who was found not guilty of 
murder but liable for twodeaths ina later civil trial, has often been 
amore ambiguous figure. 

Something similar is going on in Mr Rocker’s case. His public 
disgrace contrasts starkly with the treatment accorded violent or 
even criminal colleagues. In recent years, two baseball players 
(Steve Howe and Darryl Strawberry) were found to have taken 
drugs. They were welcomed back into their teams; Mr Strawberry 
remains something of a hero in New York. A basketball player, La- 
trell Sprewell, attempted to strangle his coach. He went to a new 
team, complete with a huge pay rise. This week, Ray Lewis, an all- 
star American football player, had a murder charge dropped after 
he pleaded guilty to obstruction of justice. He too, will be wel- 
comed back into his team with open arms. A poll, run by rocker- 
sucks.com, deems Atlanta’s pitcher to be a worse role model than 
any of the above. 

Mr Rocker's few defenders have sought to put hiscomments in 
proportion by saying “he’s just a baseball player.” There is some- 
thingin this line of defence. But there is another consideration. Asa 
baseball player-—that is, as a symbol—he is being treated more 
harshly than colleagues who, if he merits his punishment, deserve 
at least equal treatment. 

The real lesson of the Rocker affair is that words are often pun- 
ished more severely than deeds. No system of morality can really 
justify this. Christian doctrine holds that you love the sinner and 
condemn the sin. In their attention to this (admittedly disgraceful) 
symbol not the action of others, Americans are standing this max- 
im on its head: they hate the sinner and forgive the sin. 
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Mexico’s hidden election issue 


OAXACA 


Investors have other fears—see box on next page—but voters in next month’s 
presidential election in Mexico worry more than anything else about their 
children’s education. And well they may 


j a are acting like students: camping 
out in the streets, shouting slogans, 
spraying graffiti, even hijacking a motorway 
toll booth and letting drivers pass without 
paying. But they are teachers, For the past 
month, they have clogged up Mexico city, 
demonstrating for better pay, more re- 
sources and more say in making policy. 

Their strike ought to resonate with Mexi- 
cans. According to an opinion poll last 
month by Reforma, a Mexico city newspa- 
per, the top issue for the voters in the general 
election on July 2nd will not be more notori- 
ous problems such as corruption or drug- 
trafficking, but education. 

The voters are surely right. On the one 
hand, education is the key to reducing in- 
equality. In a country where half the work- 
force earns less than 70 pesos ($7.10) a day, a 
little learning can lead a long way out of the 
poverty trap. On the other, a few years of 
economic growth have exposed skill short- 
ages—unsurprisingly, since the average 
Mexican has only eight years of schooling. 

Both the main presidential candidates, 
Francisco Labastida of the long-ruling Insti- 
tutional Revolutionary Party (pri) and his 
chief opponent Vicente Fox, promise to 
spend much more on education. Mr Labas- 
tida, for example, promises to give it an extra 
1.5% of GDP. But neither is very specific as to 
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where the money will come from. 

In fact, Mexico already spends 4.9% of 
Gpr on education, which means it takes a 
larger share of the budget than in almost any 
other Latin American country. But the “sur- 
vival ratio” —the proportion of children who 
get through a certain number of years at 
school—is no better than in many countries 
that spend less. 

One reason is that Mexico is still bad at 
educating its least favoured children. In 
poorer states, one child in five drops out of 
school before sixth grade, compared with 
fewer than one in ten in richer states. Admit- 
tedly, that gap has narrowed over the past 
two decades. A newish anti-poverty pro- 
gramme called Progresa has raised school 
enrolments by giving poor families money 
on condition that the children go to school. 
But in Oaxaca, in Mexico’s poor south, where 
illiteracy, at 19%, is double the national aver- 
age, many parents still need their children’s 
help in the fields. “In the countryside, we 
have to hunt pupils,” says Misael Vasquez, a 
teacher-training official in the state. 

A 1992 reform gave states more freedom 
to design their educational programmes to 
suit the local population. But poor states 
cannot raise much money from local taxes to 
top up federal funds, most of which go on 
salaries. The result, in Oaxaca: “There is nota 





single urban school that doesn’t ask you for 
money to enrol your child,” claims Mr Vas- 
quez. This “voluntary contribution’, of up to 
several hundred pesos a year, goes towards 
the school’s running costs. Neither can poor 
families give their children the books—or the 
peace in which to read them—that better- 
off, urban ones can. 

Since the 1970s, the government has used 
“telesecondaries” to bring secondary educa- 
tion to the poor. Pupils in remote villages 
watch televised lectures before tackling exer- 
cises with a local teacher. But these teachers 
are not only jacks-of-all-subjects, but often 
novices: senior teachers get first pick of the 
more popular urban jobs. 


The power of the unions 


Another problem is language: many rural 
children first speak an indigenous tongue, 
not Spanish. The law guarantees such chil- 
dren a bilingual education but, according to 
Victor Raul Martinez, a former Oaxaca edu- 
cation official, many teachers are sent to re- 
gions where they do not know the language. 
Yet there is no shortage of staff:a recent study 
by Mr Martinez found that over a quarter of 
the state's qualified primary-school teachers 
were being paid to do administrative or me- 
nial tasks. Some 700 unemployed teachers 
were being paid to do nothing. 

For this the teaching unions are at least 
partly to blame. The National Union of Edu- 
cation Workers (sre) is the biggest union in 
the country but, like most Mexican unions, it 
has traditionally been a political tool of the 
pri. That has bred protest: in 1980, Oaxaca 
was the birthplace of one of the first dissi- 
dentteachers’ movements, now one of many 
factions over which the sne leadership (still 
loyal to the pri) has nocontrol. 

Oaxaca’s union is powerful. It has a say 
in educational appointments, can punish 
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PRi-election nerves 


MEXICO CITY 


HE 2000 campaign has been remark- 

ably free of the financial jitters that 
have become characteristic of Mexico's 
six-yearly presidential elections. But this 
week the peso plunged by almost 3%, to its 
lowest level since June 1999; the stock- 
market fell too. 

What rattled the markets was not 
whether the winner will be Francisco La- 
bastida, of the ruling pri, or his main op- 
ponent, Vicente Fox. Rather, two things 
had aroused the fear that Mexico, like 
| Peru, might be plunged into post-election 
| conflict. First, Mr Labastida exhorted his 
party to pull outall the stops toensure that 
he wins comfortably, clumsily warning of 
“disturbances” if he did not. Second, and 
somewhat contradictorily, a new poll 
showed support for Mr Fox dipping 
slightly to 38%, against a steady 42% for Mr 
Labastida. Since Mr Fox is ahead in other 








polls, this suggested that the race may in 
fact have narrowed even further. 

Mr Fox says he will not accept a defeat 
of under 10%. Most think he is exaggerat- 
ing, but a smaller margin could indeed 
cause problems. The pri has a history of 
pressing the voters, especially in poor ar- 
eas. Recently, for example, opposition 
candidates say it took advantage of a | 
flood in Chalco, a huge shantytown near 
Mexico city, to mix the party message with 
government aid. Such accusations, hard 
though they are to substantiate, would 
cast doubt on a narrow pri victory. 

As for investors, they may indeed face 
some nervous days or weeks, before and 
after the vote. But Mexico's economy is far 
stronger than it was. And with the pros- 
pect of a slowing American economy add- 
ing to Mexico’s rising trade deficit, a 
slightly lower peso is just what is needed. 








teachers who refuse to strike, decides who 
teaches where, and insists on guaranteed 
jobs for all teaching graduates. Almost every 
year for two decades, its strikes have halted 
classes for weeks on end. It is the chief force 
behind the current protest in Mexico city. 

It is easy for unions to demand more 
money, and for candidates to promise it. 
What Mexico needs is a sustained effort to 
improve the quality of teaching. Mr Labas- 
tida’s suggestion was classes in computing 
and English for all fifth-graders and above. 
Wags said that was because he himself 
needed training in both subjects. The pro- 
posal also attracted scorn: “If the kids don’t 
even speak Spanish, how will you teach 
them English?” asked a teacher in Oaxaca. 
Mr Fox, for his part, says he will truly decen- 
tralise education. But change will be hard 
while teachers and state remain at war—and 
neither candidate says how he will fix that. 
m 





An amber light 
for Fujimori 


UMA 


AS Alberto Fujimori got away with it 
again? In ten years as Peru’s president, 
he has shown himself a master of political 
calculation. In defying international pres- 
sure to postpone the flawed presidential 
election of May 28th in which he claimed an- 
other five-year term, once again Mr Fujimori 
may have judged the odds correctly. 
Meeting in Canada this week, the 34- 
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member Organisation of American States 
(OAs) agreed to send a mission to Peru to look 
at ways to strengthen democracy, including 
measures “to reform the electoral process”, 
and strengthen the judiciary and media free- 
dom. The oas’s team of observers had pulled 
out of Peru before the election, saying condi- 
tions for a fair vote were lacking. But the OAs 
stopped short of declaring the election in- 
valid, though it had been boycotted by Ale- 
jandro Toledo, Mr Fujimori’s challenger. Nor 
did it call for sanctions against Peru. 

Initial pressure for a tougher line, mainly 
from the United States, had foundered on re- 
sistance from several Latin American lead- 
ers. In particular, Brazil’s president, Fer- 
nando Henrique Cardoso, who is South 
America’s senior democratic leader, rejected 
sanctions, saying that “the people of Peru 
took the decision”. But neither was the oas 
meeting quite the “triumph” for Mr Fujimori 
that he claimed. The mission, to be headed 
by Lloyd Axworthy, Can- 
ada’s foreign minister, will 
go “immediately”—in prac- 
tice, a fortnight or so—rather 
than after the start of the 
new presidential term on 
July 28th, as Mr Fujimori had 
wanted. And the normally 
anodyne oas was forthright 
in its condemnation, saying 
the election's result had been 
“undermined by persisting 
reports of irregularities”. 

For some, that seemed to 
leave the door open for the 
mission to push for a fresh 
election under a new elec- 
toral authority, perhaps 
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after a year or two. As Mr Axworthy noted, 
the final decision on endorsing the election 
lies with Peru’s new Congress. Mr Fujimori’s 
supporters lack a majority, making up only 
52 of its 120 members. 

But already several independent con- 
gressman claim they have been offered an 
extra $10,000 a month to back the govern- 
ment. And to pre-empt pressure for a fresh 
vote, Mr Fujimori has started a charm offen- 
sive. He has pledged to make Peru an “au- 
thentic democracy”, setting up a committee 
of four ministers to oversee institutional re- 
forms, especially to the judiciary. 

Yet Mr Fujimori has made identical 
promises before, and reneged on them. His 
regime has always maintained the outward 
forms of democracy, withoutits spirit. A 1993 
judicial “reform” has in practice given con- 
trol of the courts and the prosecution service 
to a committee picked by the government. 
Mr Fujimori may agree to restore the Con- 
stitutional Court, which was disbanded 
when Congress sacked three judges who had 
argued that the president was constitu- 
tionally barred froma third term ina row. But 
that would only have meaning if the judges 
were known to be independent. 

That is the kind of threat Mr Fujimori has 
never stomached for long. But he is in a 
weaker position now than in the past. Busi- 
nessmen, once staunch supporters, are di- 
vided, as is the country as a whole. Regional 
sanctions are unlikely, but the United States 
may cut its bilateral aid, and block new loans 
from the World Bank and others. That would 
not force Peru tosuspend debt payments, but 
it would damage investors’ confidence, al- 
ready battered by political uncertainty. 

Assuming he does stay in office, Mr Fuji- 
mori is likely to find governing hard. Faced 
with Mr Toledo’s challenge, he made many 
expensive promises, from free building-plots 
to higher pensions. The president has thus 
raised popular expectations, but must first 
take some unpopular measures, such as rein- 
ing in the fiscal deficit and restarting a stalled 
privatisation programme. 

For now, however, opposition on the 
streets has slowed to a few small marches 
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Want to use your GSM service in the United States? 
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If you're traveling to the United States, be sure to take your SIM 
card with you. Because your GSM service can work in the U.S 
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All you have to do is rent the right frequency handset for use in 
the States. (If you don’t have your SIM card with you, -elax. We'll 
provide a handset with the SIM card included.) 


As in other countries, you'll find using GSM in the U.S. is often 
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And, of course, far more convenient 


Roaming in 


North America through All you have to do to enjoy GSM convenience is call one of the 


GSM Alliance P Ý ; 
a uaighe numbers listed below. We'll provide the handset to reat within 24 


fä GSM hours, or, in some cities, the very same day. 


GLOBAL NETWORK™ 


To rent a handset call: 
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În loh 800 790948 
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in UK 800 328 5369 — ji 
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In U.S. 1 877 666 4246 
www.omnipoint com/gsmtravel 
All other countries +44 113 298 6085 
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Oil, rockets and troubled waters 


GEORGETOWN 


| 
l 
HARRAT JAGDEO, Guyana’s young 
president, has trouble enough at home, 
| witha truculent opposition that refuses to 
| recognise his governmie 
| must deal with not one, but 
| border disputes, whi 
come tolife. : 






The locus of one of tk 
in muddy seas, 150km 
South American coast: There on June 2nd, 
CGx Energy, a Canadian company, an- 
chored an oil-drilling rig. cox has a pro- 

 duction-sharing contract with Guyana’s 
government and its seismic surveys pro- 
mise a big oil strike. But that night, the rig 
was forced to retreat by a threatening Suri- 
namese patrol boat. 

Bigger oil firms, including Exxon and 
Shell, have nearby oil blocks, on both sides 
of the maritime frontier—wherever that is. 
Onshore, the border runs along the west 
bank of the River Corentyne, not mid- 
stream. This is a legacy of a curious arrange- 


masters, the British (in Guyana) and the 
Dutch (in Suriname), It still causes squab- 
bles: in 1998, tiffs delayed the opening of a 
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ment by the two countries’ former colonial 


European-financed car ferry for months. 
Upstream, between two branches of the 
Corentyne, a triangle of uninhabited rain- 
forest 150km across is also disputed. Minis- 
ters from the two governments met in Trin- 
idad on June 6th, but agreed on little. 

On Guyana’s other flank, another con- 
cession has also aroused a neighbour. Guy- 
ana signed an agreement last month with 
Beal Aerospace, an American company 
that wants to develop the world’s first priv- 
ate site for rocket launches. The site is just 
40km from the Venezuelan border, well in- 
side the two-thirds of Guyana lying west of 
the river Essequibo that Venezuela claims. 

Back in 1899, Venezuela accepted the 
existing border, fixed by arbitration. But it 
later reneged. Its claim has been noisily re- 
vived by its current president, Hugo Cha- 
vez. Venezuela has protested that the Beal 
concession is an “unfriendly” act. 

Some Guyanese oppose Beal, too. The 
company is getting 100 square kilometres 
of swampland for $75,000and, fora similar 
amount, rights over a buffer zone three 
times as large. The government will collect 
a fee for each launch, and an annual 





each day. As long as Mr Fujimori retains the 
support of the armed forces, neither Mr To- 
ledo nor the oas looks likely to prevent him 
from starting a third term. But whether he 
can govern successfully enough to finish it 
remains an open question. 
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Canada 


Votes and 
migrants 


T OTTAWA 


YUDDENLY, there is speculation that Jean 
J Chrétien, Canada’s enigmatic prime 
“minister, is planning a snap election in the 
“autumn, almost two years before he must. 
. But Parliament still has work to do. Two bills 
concerning the increasingly controversial 
matter of immigration are plodding through 
the legislature. 
Canada has long had a liberal attitude to 
- immigration. Over the past 20 years, it has re- 
ceived some 3.5m legal immigrants under a 
policy which aims to attract up to 220,000 
new Canadians each year. As recently as 
1997; Canada was admitting many more im- 
migrants in proportion to its population 
‘than Australia or the United States. 
Since then, however, the flow has 
‘slowed, to fewer than 190,000 last year. 
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Would-be migrants complain of a two-year 
wait while their application is processed. Of- 
ficials now give greater priority to attracting 
skilled workers than to allowing relations to 
join immigrants already in Canada. Family 
reunification accounted for almost half the 
new arrivals a decade ago; now the pro- 
gramme accounts for less than a third of the 
new migrants accepted. 

That has provoked complaints to mes. 
Immigrants have electoral weight, especially 
in Ontario, which provided Mr Chrétien’s 
Liberals with the bulk of their mrs at the last 
election. On the other hand, well-publicised 
incidents in which boatloads of Chinese 
tried to land illegally in British Columbia last 
year have annoyed many Canadians. Three 
out of every five immigrants head for To- 
ronto or Vancouver, where non-whites now 
make upa third of the population. 

The government's Immigration and Ref- 
ugee Protection Bill tries to deal with both 
these complaints. One aim is “closing the 
back door to those who would abuse the sys- 
tem”, according to Elinor Caplan, the immi- 
gration minister. It proposes severe penalties 
for people-smugglers. 

But the bill’s other aim is to open the 
front door wider. Any permanent resident 
over 18 would be able to sponsor another 
family member—now more broadly de- 
fined to include common-law and same-sex 
partners. The selection of skilled: workers 
will be more flexible, too. “Swat” teams of 
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charge. “Treason,” says Desmond Hoyte, 
the opposition leader. Some Amerindians 
and environmentalists are worried too, but 
others are not. They note that only a frac- 
tion of the site will be cleared and drained. 

Mr Jagdeo wants foreign investment. 
Border disputes. add unwelcome: uncer- | 
tainty. The government is ill-equipped: the. 
coastguard has no working patrol boat; it 
has te cadge one, when possible, from a. 
fishing company. Suriname’s outgoing 
president, Jules Wijdenbosch. has more | 
weapons: despite a sick economy and eur- 
rency collapse, he borrowed $38m (6% of 
GDP) last year for Spanish patrol boats and 
reconnaissance aircraft. Guyana, until: | 
now; has had less bellicose priorities. 











bureaucrats. will streamline processing in 
slow-moving consular centres. Many of 
these are in Europe; which produced only 
20% of last year’s total of landed immigrants, 
against 60% from Asia. 

Not everyone is happy with the bill. A 
clause that would automatically exclude 


would-be refugees convicted of serious... 


crimes outside Canada has upset the uN 
High Commissioner for Refugees,which be- 
eves such applicants should be granted a 
hearing to establish the facts of their case. 

The second bill, this one on citizenship, 
attempts a similar balancing act. It would 
give immigrants six years rather than four to’. 
accumulate the 36 months of physical resi- 
dence in Canada required for citizenship. 
But it will be harder for the foreign-born de= 
scendants of Canadians to become citizens: 
in future, only the first generation would be ` 
able todoso automatically. It will be easier to 
revoke the citizenship of naturalised Ca- 
nadians -a measure aimed at war criminals, 
but which has prompted the resignation of 
Ms Caplan’s Hungarian-born: parliamen- 
tary secretary. 

The Liberals will want to avoid race be- 
coming an election issue, and a citizenship 
bill could help them. It is close to approval. 
But Parliament will soon break for the sum- 
mer. If Mr Chrétien really does want an au- 
tumn date with the voters, the immigration 
bill may be one of the casualties. 

In Le a ct Ca niin oa Nae a nnn 
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Democratic and Popular Republic of Algeria 
Telecommunications and Postal Sector Reform Project 


CONSULTING SERVICES 


Expressions of Interest 


This request for expressions of interest follows the general procurement notice for this project which appeared in Development Business No. 535 of 
May 31, 2000. 


The Government of Algeria has applied for a credit from the International Bank for Reconstruction and Development (IBRD), and intends to apply part 
of the proceeds of this credit to payments under the contract for an International Consortium to Award GSM license(s). 


The services include the following - The consultant will prepare a detailed transaction strategy for the award of GSM license(s). Once a specific 
transaction strategy is agreed, the consultant will assist the Government in executing this strategy, by: (i) preparing an initial prospectus, (ii) inviting 
initial expressions of interest from potential investors; (iii) short-listing investors; (iv) selecting and negotiating; and (v) finalizing the transaction. 
Consultant services are expected to be provided from September 2000 to April 2001 


The international consortium should be composed by; (i) an Investment Bank and, (ii) a Legal firm. 


The Ministry of Posts and Telecommunications now invites eligible consultants to indicate their interest in providing the services. Interested 
consultants must provide information indicating that they are qualified to perform the services (brochures, description of similar assignments, 
experience in similar assignments, availability of appropriate skills among staff, etc). Consultants may associate to enhance their qualifications, 


A consultant will be selected in accordance with the procedures set out in the World Bank’s Guidelines: Selection and Employment of Consultants by 
World Bank Borrowers, January 1997 (revised September 1997 and January 1999). 


Interested consultants may obtain further information at the address below. 
Expressions of interest must be delivered to the address below by July 1, 2000 


Unité de Coordination et de Suivi du Projet 
des Télécommunications et de la Poste 
Ministére des Postes et Télécommunications 
4, Bd Krim Belkacem, Alger, Algérie 
Tel: +213 2 73 17 69 
Fax: +213 2 71 28 87 
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Morocco’s voyage from feudal 


to modern 


RABAT 


Mixed signals as King Mohammed tries to transform the country he inherited 


HEN protesters take to the streets in 

other countries, they burn effigies of 
their leaders. In Morocco, they brandish pin- 
ups of the king like an amulet to ward off the 
baton-bashing of the police. The amulet may 
not always work. But for most Moroccans, 
Mohammed VI has spiritual status, with the 
authority to arbitrate between the 
kingdom’s competing forces. His voice 
is supposed to prevail between sol- 
diers and civilians, foreign investors 
and unions, women and Islamists. 

It was simpler in his father’s day. 
Politically, the kingdom was run as a 
medieval state with a feudal hierarchy. 
But King Mohammed has set himself 
the challenge of creating a modern 
state while maintaining the feudal ve- 
neer—perhaps a little like Moroccan 
television, which still provides a 20- 
minute daily diet of state functionaries 
kissing the royal hand. It iseasier to bea 
dictator than a democrat, the monarch 
acknowledges. 

Can he make the change? After ten 
months on the throne, the signals are 
still pretty mixed. When he recently 
pardoned two journalists who had 
been sentenced to prison for libelling 
the foreign minister, he was hailed by 
the press union as their royal protector. 
But critics noted that the royal am- 
nesty overrode the judicial process be- 
fore the case went to appeal. It rein- 
forced the king’s absolute power 
above the judiciary, they said, jarring 
with his aim tocreate a state of law. 

On his side, it can be argued that 
the civil institutions are not yet ready 
for the job. After decades of rough jus- 
tice under the late King Hassan, the 
courts are riddled with bribery and 
burdened with a history of political interfer- 
ence. Enforcement of the law proceeds at a 
snail's pace. The king, whose international 
image as a reformer rides high, needed a 
quick fix to silence human-rights groups 
ahead of his visit to America on June 20th. 

The hitherto rebellious officers whom 
Hassan sent into internal exile in the Saharan 
sands are back in Morocco proper, sharing 
pride of place at the palace. The generals mo- 
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bilised to topple the security apparatus of 
Hassan’s grand vizier, Driss Basri, have yet to 
retire. General Hosni Ben-Suleimane, Has- 
san’s arms procurer and head of the gendar- 
merie, appears as often at the king’s side as 
the prime minister, Abderrahmane Yous- 
soufi. A senior general has been appointed to 





A royal hand to point the way 


the royal council on investment. 

Perhaps, suggest some of the king’s ad- 
visers, about-to-retire generals could play as 
prominenta role in Morocco’s political life as 
retired generals do in Israel’s. But Algeria is a 
closer case study. Diplomats who play guess- 
ing games about the tentacles of Algeria’s 
generals now do the same about Morocco’s. 

Again, the rationale seems sound. In 
state after state in the Arab world, the transi- 


tion to democracy has failed. Western dip- 
lomats know that if the transition fails in 
Morocco, it could set the country back a gen- 
eration, as well as deterring others from the 
attempt. Facing a rising Islamist movement 
and overwhelming social ills, Morocco, 
rather like Turkey, needs a military safety- 
net in case the process goes wrong. 

And, indeed, the cronies who profited 
from Hassan’s feudal court are gradually be- 
ing weeded out. The palace population is 
shrinking, as royal relations and hangers-on 
are given the boot. Last month, the king dis- 
missed his father’s head of security, Moham- 
med Mediouri, apparently for spending 
more time on securities than security. An 
anti-corruption drive signals a clean-up of 
Morocco’s banks. 

But it is not long since an air-force 
captain, Mustafa Adib, who blew the 
whistle on graft in the armed services, 
was sentenced to five years in prison. A 
sprightly weekly, Le Journal, which 
dared hail Captain Adibasa martyron 
its front cover, was later banned. No 
member of parliament took advantage 
of parliamentary immunity to ask 
questions about the allegations. Only 
after the captain went on hunger strike 
did the court allow an appeal. 

Nor do the security forces appear 
noticeably more humane than they 
were. After a few months of relief, ba- 
ton-bashing is back. With typical 
clumsiness, the police recently mis- 
took Agriculture Ministry employees 
for demonstrators, and hit them too. 
Seven newspapers this year alone 
have been banned. By regional stan- 
dards, that is run-of-the-mill. But King 
Mohammed had promised Morocco a 
new concept of authority. 

There are mixed messages, too, 
concerning the economy. Putting cor- 
rupt bank managers on trial is fine. But 
to the World Bank’s chagrin, the civil 
service remains as bloated as the 43- 
member cabinet. Indeed, the govern- 
ment has averted a general strike by of- 
fering to create 17,000 new state-sector 
jobs. Last month, when the president 
of the World Bank, James Wolfensohn, 
visited Morocco, the Bank’s ninth-largest 
debtor, the king called off a meeting with 
him. Apparently his counsel was not re- 
quired, 

Two years of failed rains have not 
helped. With estimates of the grain harvest 
down from 6m tonnes last year to an esti- 
mated 1.5m, Morocco faces another year of 
near-zero growth. Bankrupt farming fam- 
ilies flood to the cities and into the arms of 
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the Islamists. Women bringing their children 
to Islamist-run creches are politely invited to 
veil their faces. The main Islamist move- 
ment, Adl wal Ihsan, or Justice and Charity, 
is banned, although its leader, Abdessalam 
Yassine, is now free after spending more 
than a decade in captivity without trial. 

Hauling Morocco from medieval feudal- 
ism to modern democracy is a huge task to 
lay on any individual’s shoulders. This im- 
mensely popular king is treading carefully as 
he strips the old guard of their power base. 
But it is still not clear how far he is ready to 
hand that power to the people. 





iraq 


As you were 


BEIRUT 


LMOST ten years since the United Na- 
tions first imposed sanctions on Iraq, 

and over three and a half years since it intro- 
duced a “temporary” humanitarian pro- 
gramme to mitigate their effects on ordinary 
Iraqis, the Security Council looks as divided 
as ever over the future of Iraq. In preparation 
for a vote on June 8th on the renewal of the 
oil-for-food scheme, as the humanitarian 





DAL DA GHAN 


HE shepherds of Dal da Ghan rebuilt 

their village after the Gulf war. It was 
one of the 4,000 or so villages in northern 
Iraq that in the 1980s were forcibly aban- 
doned and destroyed by Saddam Hus- 
sein’s men. Now the village is a Saddam- 
free zone. The children know of the dicta- 
tor to the south, but they read Kurdish 
books, watch Kurdish programmes on 
Kurdish television and sing a Kurdish na- 
tional song every morning in school. 

With help from the un, and protected 
by an air shield provided by America and 
Britain, the three northern provinces, al- 
though officially part of Iraq, have be- 
come the de facto state of Kurdistan, en- 
joying far more autonomy than the Kurds 
in Turkey, Iran or Syria. They use a differ- 
ent currency and patrol their own bor- 
ders. They even switched their clocks this 
spring and are an hour ahead of Baghdad. 

They are also relatively prosperous, 
with something like a functioning econ- 
omy. The north has far more money per 
person than the south or centre. This leads 
toa market for local products, and jobs for 
local people. And the north’s agriculture, 
being rain-fed, does not have to rely on 
Iraq's crumbled irrigation network. 

The sanctions that have devastated 
the rest of Iraq have turned out to be a 
boon to the Kurds, who benefit hugely 
from the black market. Lorries queue up at 
the frontier with Turkey, taking oil outand 
bringing consumer goods in, The income 
from this trade—some estimates run as 
high as $ım a day—is building fancy villas 
and modern supermarkets along the 
mountainous border. 

The Kurds are pillowed by the well-fi- 
nanced presence of international aid 
organisations. Even more important is the 
un’s oil-for-food programme. Although 
this humanitarian measure has proved 
woefully unable to supply the rest of Iraq 
with its basic needs, it is deemed a big suc- 





Inside the Saddam-free zone 





Just don’t call us Iraqis 


cess in the north. This, or so the Kurds and | 
others argue, shows that the programme 
can work perfectly well when it is admin- 
istered by the un, as it is in the north. It is 
worth noting, however, that the Kurds get 
a good deal more than their fair share of 
the supplies. The ratio set when the pro- 
gramme started means that people in the 
three northern provinces, who now ac- 
count for about 15% of Iraq’s population, 
get about 20% of the money. 

“There is simply more cash floating 
around,” says George Somerwill, spokes- 
man for the UN’s humanitarian office in 
Iraq. Fine for now. But the villagers in Dal 
da Ghan say that if the situation 
changes—if the West starts dealing with 
Mr Hussein again, or a new general like 
him—they will head over the hills to Tur- 
key or Iran. Asa grim reminder of whatitis 
like under the Iraqi regime, some 40 Kurd- 
ish families arrive each week from the 
south, looking for work and for freedom. 





programme is known, the council’s hawks 
and doves floated irreconcilable proposals 
and counter-proposals. The net result seems 
likely simply to prolong the status quo. 

Britain, one of the more unforgiving 
council members, wanted to double the per- 
iod between renewals of the programme, to 
a year at a time. Others balked at this, seeing 
it as an attempt to postpone into the far fu- 
ture any major amendments to the sanctions 
regime. France, a relative dove, proposed 
easing the near-total ban on air travel to and 
from Iraq. But that suggestion is anathema to 
America and Britain. 

The only reform that stands much 
chance of adoption would merely stream- 
line the arduous process of winning the 
council’s approval for humanitarian im- 
ports. As recently as the beginning of May, 
that process appeared hopelessly gummed 
up. America and Britain had put almost $2 
billion-worth of contracts on indefinite hold 
for fear, they argued, that the goods in ques- 
tion would be used for military rather than 
humanitarian purposes. But after endless 
prodding from un officials, the value of con- 
tracts in limbo has fallen to $1.6 billion over 
the past five weeks. Thanks to this push, plus 
high oil prices and Iraq's increasing volume 
of exports, the value of goods now bound 
eventually for Iraq is $3.5 billion—which is 
about half the total of goods that Iraq has re- 
ceived since the scheme began. 

There is still room for improvement. A 
UN Official pointedly reminded the council 
on June 6th that $321m-worth of contracts re- 
main on hold without any explanation. Iraq, 
too, could help itself, especially by ordering 
more nutritional supplements. But as Kofi 
Annan, the un secretary-general, stated in 
his most recent report, the oil-for-food pro- 
gramme was never intended as “a substitute 
for the resumption of normal economic ac- 
tivity and cannot be expected to address the 
whole range of needs of the Iraqi popula- 
tion.” Indeed, the main reason for the rela- 
tive prosperity of Iraq’s autonomous Kurd- 
ish region is that it has an economic life 
beyond oil-for-food (see box). 

For the rest of Iraq, however, a return to 
normality remains linked to the vexed ques- 
tion of disarmament. The uN continues togo 
through the motions of assembling a new 
arms-control body to hunt for banned 
weapons. But Iraq has refused to counte- 
nance any inspection missions since De- 
cember 1998, when its attempts to block in- 
spectors from certain sites led to a bout of 
American and British bombing. 

Bombing on a lesser scale continues, al- 
most routinely. So far this year, according to 
American figures, the American and British 
jets patrolling over Iraq have been fired at 
149 times by Iraqi air defences, and have 
bombed 51 times “in retaliation”. Like the de- 
privations of sanctions, intermittent bomb- 
ing has become part of the fabric of Iraqi life. 
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Sierra Leone 


Inside the enemy's decision circle 


FREETOWN 


ISITING Freetown on June 8th, Robin 
Cook, Britain’s foreign secretary, saw for 
himself the place where Britain is making its 
first major military deployment in Africa 
since the Suez Canal war in 1956. Unlike Suez, 
ithas been a successful operation—so far. 

The 800 British soldiers sent to Sierra Le- 
one last month probably saved the capital 
from falling into the hands of the rebels. Ac- 
cording to a senior British officer, the govern- 
ment was preparing to bail out. President 
Ahmed Tejan Kabbah apparently already 
had his helicopter waiting, the engine warm- 
ing up. And the under-supplied and over- 
stretched un peacekeeping forces, with 500 
of their members held hostage by the rebels, 
were mentally on the verge of collapse. “It 
was a very bad week,” recalls Oluyemi Ade- 
niji, the un’scivilian head of mission. 

Bad blood between the un’s different 
national contingents—which range, say in- 
siders, from good to bad to hopeless—had 
not helped. The Nigerians, who supply the 
most soldiers, and who lost 700 men in sav- 
ing Freetown from the rebels in an earlier 
battle for the city, would like to have military 
command of the un force, as well as running 
its civilian side. There is a dark suspicion that 
the Nigerians supplied the force's Indian 
commander with misinformation, exagger- 
ating the imminence of the danger to Free- 
town. The un’s spokesman, David Wim- 
hurst, admits to “internal working 
problems” and a UN assessment team has 
come out from New York to work out what 
went wrong and try to fix it. 

The British troops flown to Sierra Leone 
were part of the small rapid-response force 
that was thought up last year. Their com- 
mander, Brigadier David Richards, argues 
that their success in Freetown justifies the 
force's creation. The doctrine, he explains, is 
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to “dispatch a capable military force with 
the appropriate strength so quickly that it 
paralyses the problem. We call it getting in- 
side the enemy’s decision cycle.” He makes 
the point that if the Americans had had this 
sort of operation in Somalia in 1992-93, 
events could have turned out less disas- 
trously. Although the circumstances were 
very different, he adds that “we learnt a lot 
from looking at Somalia.” 

The force’s military impact in its first ten 
days was immense but since then, says Briga- 
dier Richards, the real work has been on lon- 
ger-term planning for a stable Sierra Leone. 
Britain announced its plans on June 6th for 
training a new Sierra Leonean army. For a 
Start, 180 British soldiers will, over the next 
four to six weeks, give a crash-course to 1,000 
specially screened Sierra Leonean men. After 
that, if or when peace is restored, some 90 
foreign experts, most of them British, will set 
about taking apart the existing army, and 
coming up with something entirely new. In 
addition, a British policeman, Keith Biddle 
from Manchester, has been made inspector- 
general of the Sierra Leonean police force. 

To some, all this is almost a recolonisa- 
tion of Sierra Leone by Britain. One person 
who certainly does not object is Mr Kabbah, 
who was elected in a flawed poll in 1996, and 
whom most Sierra Leoneans regard as a 
weak leader dependent on international 
support to stay in power. This leads to a sec- 
ond doubt. Britain has trained many Sierra 
Leonean soldiers in the past but most of 
them, finding no decent government or state 
to serve, either mounted a coup, joined the 
rebels or simply used their training for ban- 
ditry. Rebuilding the state, and finding a 
credible government to run it, is the really 
formidable, long-term task. 
ni -a 
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Côte d'Ivoire 


Ethnic genie 


ABIDJAN 


I: THE general planning to be president? 
General Robert Guei, who seized power in 
Cote d'Ivoire on Christmas eve, refuses tosay 
whether he will be a candidate in the elec- 
tion he has promised for September 17th. But 
he is looking less and less like a caretaker. In- 
voking the legacy of the country’s founding 
father, Félix Houphouet-Boigny, he presents 
his coupasa restoration, nota revolution. He 
also expresses admiration for Charles de 
Gaulle, another soldier turned politician. In 
any event, soldiering is a fashionable route to 
power: more than half West Africa’s rulers 
are military men who stood for election. 

Ruled by Houphouet-Boigny for its first 
33 years of independence, Côte d'Ivoire was 
the jewel in France’s crown of ex-colonies. It 
was stable in a docile sort of way and its 
economy prospered. But the founding fa- 
thers successor, Henri Konan Bédié, was a 
disaster, pig-headed and corrupt. When the 
army seized power last December, nobody 
raised a finger to save him. 

One reason for Mr Bédié's unpopularity 
was his obsessive campaign against his chief 
rival, Alassane Ouattara, a former prime 
minister. When Mr Bédié became president 
in 1993, Mr Ouattara resigned and went to 
the mr in Washington. He had, however, an- 
nounced that he would return and run for 
the presidency. Not, it turned out, if Mr Bédié 
had anything todo with it:he tried toexclude 
him by claiming he was a foreigner. Mr Quat- 
tara is from the north and may once have 
been a citizen of Burkina Faso. 

Mr Bédié turned the campaign against 
Mr Ouattara into general xenophobia 
against foreigners, and indeed against peo- 
ple from the north of the Côte d'Ivoire who 
share their language and culture with Bur- 
kina Faso. Because Houphouet-Boigny had 
encouraged people from neighbouring 
countries to settle in Côte d'Ivoire, about 40% 
of its 15m inhabitants are believed to be “for- 
eigners”, born outside the country. They all 
got along together well enough—until Mr Bé- 
dié created these new ethnic tensions. 

At first, many Ivorians assumed that 
General Guei was inten: on clearing Mr 
Ouattara’s path to the presidency. But rela- 
tions between the two have cooled. The gen- 
eral has sacked members of Mr Ouattara’s 
party from his government. Worse, a draft 
constitution published at the end of last 
month says that candidates for the presi- 
dency should never have used another na- 
tionality. That might rule out Mr Ouattara— 
who has still urged his supporters to support 
the new constitution in a referendum to be 
held on July 23rd. But, whatever happens 
next, the ethnic genie is out of the bottle. 
= ss 
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Koi you really up to speed 
for global change? 


Call in the experts from Commerzbank. 


To help meet the growing necessity for quick but 
smooth transitions to the new complexities of the market- 
place in Europe and around the world, you can rely on the 
highly flexible, integrated approach of Commerzbank. 


Whether your requirements call for commercial bank- 
ing transactions or investment banking know-how, 
Commerzbank — one of Europe's large universal banks 


EXCELLENCE IN RESEARCH 


with total assets of over € 400bn — has the experience, 
capacity and global reach to provide a rapid response. 
Wherever you need it: about 70 outlets in 45 countries. 


To get up to speed for worldwide change, call in the 
Commerzbank experts nearest you. Commerzbank — 
a premier European universal bank with a global sales 
network. 


An integral part of Commerzbank's international experience built up over 130 years is the excellence 


of the Group's research. Both the quality and scope of our research is recognized by policy makers, the business and financial community 
and the press around the world. For more information about Commerzbank's broad research capabilites, just contact us in Frankfurt 


(volkswirtschaft@commerzbank.com), London (comsec@commerzbankib.com), New York (cbmailbox@cbkna.com), Singapore (Fax +65 225 39 43), 
or Tokyo (cbkjapan@gol.com). Or visit our website: www.commerzbank.com 
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EUROPE 


limber up 


Western Europe’s job-seekers 


Lurking behind the continuing fall in Europe’s unemployment rate are some 
surprisingly radical changes to the nature of the job market 


HEN the European Union’s political 
leaders met in Lisbon in March and 
promised a brave new European world of 
high economic growth and job-creation 
leading to full employment, their defiant op- 
timism was almost touching. Now, just over 
two months later, Europe has been supply- 
ing the sceptics with a consistent string of 
good economic news that is beginning to 
make such dizzy claims look less absurd. 
The orco expects the euro area, which 
shares Europe’s common currency, to grow 
by 3.5% this year, its best rate for over a de- 
cade. Year-on-year cpr growth continued to 
strengthen in the first quarter, to 3.3% in both 
France and Germany, and 4.2% in the Neth- 
erlands. Spain’s Gop may surge by up to 4.4% 
~ this year, France’s by about 4%. Such are the 
. inflationary worries hanging over this 
hearty performance that the European Cen- 
. tral Bank decided on June 8th to raise its in- 
terest rate by half a point, to 4.25%. Even the 
flagging euro has managed a small rally. 
Perhaps most startling of all, and per- 
plexing to those economists who have con- 
sistently got their predictions wrong, is the 
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sharp fall in Europe’s unemployment. In 
April, the proportion out of work dropped 
below 10% in France, for the first time since 
1991, and in Germany, for the first time in 
four-and-a-half years. The growth in em- 
ployment in France was running at a year- 
on-year rate of 3.1% in the first quarter this 
year, its fastest for 45 years, according to 
Deutsche Bank. Job-creation in Spain, the 
EU’s unemployment blackspot, has been 
even more impressive: the number in work 
swelled by more than 5% in the first quarter, 
compared with the same period in 1999. This 
has helped to drag Spain’s unemployment 
down by a full six points over the past three 
years, albeit to a still-high 14.9%. 

Ireland is experiencing sucha shortage of 
labour that it has been overwhelmed by ille- 
gal job-hunters; indeed, its government is 
pushing controversially to recruit more im- 
migrant labour. Finland is roaring ahead. As 
for the Netherlands, the squashing of unem- 
ployment there to a tiny 2.8%--though this 
excludes many people considered “dis- 
abled”—has helped push up inflation and 
prompted the orco to warn last month that 






the economy was at “risk of overheating”. 

At first glance, this fall in unemployment 
could just be a cyclical dip. it is fairly easy to 
produce the first jobs in an economic up- 
turn, especially after so many years of lan- 
guid growth in Europe after German unifica- 
tion and the handcuffing of the French franc 
to the p-mark. It is much harder to keep 
cranking out the jobs later on. 

Yet, on closer inspection, something 
more profound may be taking place in Eu- 
rope’s labour market.One hintcomes froma 
look at the sorts of jobs that have been 
created. A recent study by economists at 
Morgan Stanley Dean Witter, an investment 
bank, showed that most of the net jobs 
created between 1994 and 1998 in the euro 
area were of either a part-time or temporary 
nature. Such “flexible” jobs made up 22% of 
all employment back in 1991; by 1998, that 
share had grown to 27%—and is probably 
still growing. On Morgan Stanley's estimates, 
“flexible” jobs, many of them in Internet-led 
services, could account for two-fifths of all 
employment in the euro area by 2007. 

Such has been the explosion of flexible 
jobs that, in France, last week’s news that un- 
employment had fallen below 10% was 
greeted as a mixed blessing. “The hidden face 
of good news” declared Libération, a left- 
leaning newspaper, characterising the 
growth in these “precarious” jobs as unwel- 
come evidence of a shift towards a more in- 
secure job market. 

Yet there is a distinction between part- 
time and temporary jobs. the two common 
forms of flexible working. Temporary work 
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BERLIN 


AST autumn, Germany's chancellor, 
Gerhard Schroder, promised the un- 
ions that he would consider their demands 
for a reduction in the retirement age from 
65:to 60 “as soon as we can see a chance to 
| finance such a plan”. Today, the talk is in- 
| stead of raising the retirement age, and of 
| setting up government-backed private 
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pensions to shore up the tottering state sys- 
tem. Such plans are the first real test of Mr 
Schréder’s willingness to undertake pain- 
fulreform before the 2002 general election. 

Like most of Western Europe, Ger- 
many is ageing. But its troubles are particu- 
larly acute, thanksespecially to longer lives 
and fewer births. Life expectancy, already 
ten years longer than 50 years ago, is still 
rising. By 2030, it is predicted that Germany 
will be the greyest country in the world. At 
present, it has two people of working age 
for every pensioner; by around 2035, it will 
have just one. So either pension benefits, 
which already gobble up 12% of cpr, will 
have to be cut; or contributions will have to 
rise;or more people will have to contribute 
to the scheme for longer. If not, the system 
will explode. 

Under a bold plan unveiled by Walter 
Riester, minister for employment and wel- 
fare, contributions to the state pension 
scheme would rise from 19.3% of gross 
wages to 22% by 2030, while benefits would 





often suits employers, who can hire and fire 
readily, more than it does their employees, 
for whom it offers little security. Part-time 
work, by contrast, is often a matter of choice, 
atleast for women. In Europe, where women 
hold 80% of part-time jobs, only a quarter of 
them say they would prefer to work full- 
time, according to the orcp. In the Nether- 
lands, part-timers now account for two- 
fifths of the total workforce. 

In short, what seems to be happening is 
the creation of a two-tiered job market. On 
the one hand, there are the existing jobs, 
which still carry many of the perks, privi- 
leges and protection that Europe’s labour 
market is famous for. On the other, there is a 
less-protected job market, which consists of 
most new jobs, whether part-time or tempo- 
rary. As Eric Chaney, at Morgan Stanley, puts 
it: “The way Europe is trying to cope with its 
rigidities is not to get rid of them, but to 
shrink the share of the market that is rigid.” 

This point is highlighted by a contrast 
with Britain, whose overall job market is far 
less regulated than those on the continent. In 
Britain, part-timers fill 25% of jobs, not much 
more than in France or Germany. But 
temporary work, which in much of Europe 
has become a popular way for employers to 
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fall from nearly 70% of the average wage to 
64%. They could, however, be boosted to 
75% for those choesing to pay a further 4% 
of their income into a private scheme, By 
2050, the state pension could fall to 54% of 
average wages, but private pensions could 
put the figure up to 80%. 

The proposed private scheme would 
be voluntary. But there would be a govern- 
ment subsidy of up to DM400 a year to 
tempt low- and middle-income earners. 
The government is considering allowing 
contributions to be made tax-free. But, tofi- 
nance this, pensions themselves might 
have to be taxed. Even the whiff of such an 
idea is political dynamite:.Germany’s 18m 
pensioners, whose pensions are virtually 
tax-free, make up 30% of the electorate. 

At the same time, the government is 
considering ways to tempt. more people 
into the workforce, and therefore the pen- 
sion-contribution net. Despite an official 
retirement age of 65, the average retirement | 
age is 60 because of an array of early-retire- | 
ment schemes; only 39% of those aged | 
55-64 actually work. There are even sugges- | 
tions of raising the pensionable age to67, | 

Mr Riester’s proposals, to be discussed | 
by government and opposition leaders on | 
June 13th, may not look like much. Econo- | 
mists have already dismissed them as too 

| 
i 








timid and over-complex. Yet for a Social | 
Democratic party traditionally wedded to 
fortifying the welfare state, they constitute 
amini-revolution. l 





get round the cost of creating permanent 
jobs, is far less common: it accounts for just 
7%ofall jobs, against 13% for the eu, and a full 
33% in Spain. In other words, unburdened by 
regulation, British employers have less need 
to seek cheaper ways to create new jobs. 

For now, flexibility by stealth has yet to 
stir up much political unease. If anything, 
there is an accompanying effort these days, 
even by centre-left governments, to inject a 
bit more flexibility into the protected end of 
the job market too. In France, the employers 
are negotiating with the unions to cut unem- 
ployment benefits to those who refuse job 
offers. 1G Metall, Germany’s biggest union, is 
considering ways of loosening the system of 
industry-wide wage agreements, which re- 
mains one of the country’s big rigidities. 

If Europe’s job market really is undergo- 
ing such changes, what are the implications 
for unemployment? One forecast, again by 
the bullish economists at Morgan Stanley, is 
that, assuming no “hard landing” in Amer- 
ica, no recession in Europe and a continuing 
growth in flexible new jobs, unemployment 
in the euro area might fall as low as 5.5% by 
2005. This could happen without unleashing 
inflation, the bank suggests, because so 
many new jobs will come from the non- 


unionised sector, and because wage moder- 
ation has now become so widely accepted 
by European unions. 

A more cautious assessment by the 
OECD expects unemployment in the euro 
area to drop to 7.9% by 2005. This is hardly a 
huge cause for celebration. But even this, 
alongside a small rise in American jobless- 
ness, would halve the currently wide gap be- 
tween the levels of European and American 
unemployment. 





France 


The five-year 
switch 


PARIS 


ID he jump or was he pushed? On June 

sth, in a television interview watched 
by 13.6m of France’s 59m inhabitants, Presi- 
dent Jacques Chirac declared his support for 
a fundamental change ini the French con- 
stitution that would shorten the presidential 
term from seven years to five, beginning 
when his own expires in May 2002. “Seven 
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The issue of global warming 


has given rise to heated debate. 


Is the burning of fossil fuels 
and increased concentration of 


carbon dioxide in the air a serious 
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years”, he explained, “is too long, given the 
modern needs of democracy.” 

Ah yes. But less than a year ago the same 
Mr Chirac was declaring: “The quinquennat 
{five-year term], in one form or another, 
would be an error—and so 1 will not support 
it.” In other words, the conservative Mr Chir- 
ac has surely been pushed, by an unholy alli- 
ance of Lionel Jospin, his Socialist prime 
minister and presumed presidential rival in 
2002, and Valéry Giscard d'Estaing, a previ- 
ous centre-right president, both of them 
long-standing advocates of shortening the 
president's term to match that of members 
of parliament. To have resisted the pair 
might have led to parliament taking its own 
initiative, and then asking for the French to 
approve the quinquennat in a referendum. 
Mr Chirac, already 67, would have looked 
embarrassingly out of touch, especially in 
then asking the electorate to endorse him for 
another seven years. 

Naturally, Mr Chirac says that he 
jumped. The president, after all, is the de- 
fender of the constitution on behalf of all the 
French: “If Idid not want to touch the seven- 
year term, it was not because Idid not wanta 
shortening of the mandate, but because I did 
not want to change the constitution.” There 
has been nochange of mind, merely a period 
of mature reflection and consultation across 
the political spectrum. 

As a result, Mr Chirac proposes a “dry” 
quinquennat: that is, a shortening of the 
presidential term but noother constitutional 
change. The National Assembly begins its 
debate on June 14th; the Senate at the end of 
the month. If all goes smoothly, the change 
could be in place by late September, ap- 
proved either by a three-fifths majority of a 
special Congress of the assembly and the 
Senate or—more likely—by a referendum. 
But be warned: if anyone were successfully 
to slip in a parliamentary amendment, Mr 
Chirac “would stop everything”. 

There are, however, two risks. One is that 
a Pandora's box has indeed been opened. Mr 
Giscard d’Estaing, for example, wants to in- 
troduce a limit of two consecutive quin- 
quennats. Others, such as Charles Pasqua, 
who, as leader of the right-wing Rally for 
France, reckons himself truer to the Gaullist 
tradition than Mr Chirac, believe the quin- 
quennat will upset the whole institutional 
balance and will not, in any event, rule out 
further periods of cohabitation when, as 
now, president and prime minister are from 
opposing parties. Still others muse that presi- 
dential and parliamentary elections should 
henceforth be on the same day. In other 
words, once the constitutional debate has 
started, where will it end? 

The other risk is rather different. Since 
Charles de Gaulle inaugurated the fifth re- 
public in 1958, there have been eight referen- 
dums, ranging from the approval of the con- 
stitution, through independence for Algeria, 
to the ratification (by the thinnest of mar- 
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gins) in 1992 of the Maastricht treaty. Over 
that period, the abstention rate has varied 
from 19.6% to a dispiriting 63%. How embar- 
rassing it would be for France's politicians if 
their leap into the modern age was greeted 
not with enthusiasm but with a yawn. 


Spain 
A Basque shift? 


DURANGO 


ESUS MARIA PEDROSA, a local councillor 

for Spain’s governing centre-right People’s 

Party (pp) in the pretty Basque town of Du- 
rango, knew he was ona hit-list drawn up by 
the Basque separatist guerrillas of eva. But he 
refused to change his daily routine and even 
turned down a police escort. “I don’t know if 
Pll go to heaven or hell when I die, but I will 
do so from here,” he said three years ago. 

On May 4th, Mr Pedrosa became Eva’s 
fifth murder victim—after an army colonel, 
a Socialist councillor and his bodyguard, 
and a well-known anti-era journalist—since 
the violent separatists announced last De- 
cember that they were ending their 14- 
month ceasefire. Has anything changed? 

The ensuing protest marches and con- 
demnations were sadly familiar. What was 
new, however, was that, for the first time 
since ETA began to kill again, prominent peo- 
ple in the two biggest parties in the Basque 
region—the mainstream (and non-violent) 
Basque Nationalist Party and the pp—put 
aside their differences and marched shoul- 
der-to-shoulder in protest. On previous 
gloomy occasions, the parties have stood 
apart, while issuing similar condolences. 

A small matter of memorial procedure, 
outsiders might think. Yet it hints at possible 
deeper political changes. For one thing, 
cracks may be opening within the Basque 
Nationalist Party. If they were to widen, an 
election to the Basques’ regional parliament, 
earlier than scheduled, would become more 





ETA’s latest display of dialogue 
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likely. And then, ifcurrent voting trends con- 
tinued, a new set of alliances within the re- 
gional parliament might conceivably pro- 
duce a new-look government. That, _ 
certainly, is the hope of the prime ministerin _ 

Madrid, Jose Maria Aznar, and his closest ad- 
visers in the ruling pp. a 

One reason for eyeing possible fissure 
among the Basque Nationalists is that Juan 
Jose Ibarretxe, who heads the regiona! gov. 
ernment for the party, is sounding more hos- 
tile to era than is the party's long-standing 
and more powerful leader, Xabier Arzalluz; 
whoseems as equivocal as ever. Takinga lea 
out of the book of the peace-seeking Nort 

em Irish republican nationalist, John Hun 
who has helped todraw the Irish Republican 
Army and its political arm, Sinn Fein, int 
mainstream politics, Mr Arzalluz has spent 
the past few years trying to do the same with 
ETA and its political wing, Herri Batasu 
Though he knows that, for the time being, he 
has failed, he remains reluctant to. renege 
completely on an agreement that his Basque 
Nationalists and Herri Batasuna signed 
nearly two years ago, promising tœ pursue 
their aims jointly through politics rather. 
than killing. oe 

Mr Ibarretxe put his Basque regional 
government together in the autuma of 1998 
with support from Herri Batasuna and a 
smaller nationalist splinter. But after eta’s 
second killing this year, in February, he sus- 
pended the agreement to co-operate in the 
Basques’ parliament. Now he has called on 
his party to stop co-operating with Herri Ba- 
tasuna in local councils, where the extrem- 
ists have strongest roots. 

The prickly Mr Arzalluz, whose leaders 
ship could now be called into question; says. 
he is merely reconsidering matters.Several of 
his colleagues say that all links with Herri Ba- 
tasuna and eta should be severed forthwith, 
Some, including Mr Ibarretxe, are still urging < 
Herri Batasuna tocondemn the violence and 
join mooted all-party talks. Others even 
hope that eta may yet declare another truce. 

Meanwhile, since the Basque National- 
ists are no longer co-operating 
with Herri Batasuna in the Basque 
parliament, they are now a minor- 
ity government which could, at © 
any time, fall to a vote of no confi- 
dence. Both Mr Aznar and the 
main opposition in national poli- 
tics, the Socialists, have called for. 
fresh regional elections. ne 

If the results of March’s gen- 
eral election were roughly repli- 
cated, no single party would get a 
majority, but Mr Aznar’s pp, 
which has been gaining ground, 
might fancy its chanees of shoul- 
dering its way into a Basque gov- 
ernment, together with atleastone 
other party, perhaps.even the So- 
cialists. It is more likely, though, 
that the Basque Nationalists might 








55 















T WAS a steamy week. Italy’s prime min- 
ister and Rome’s mayor, both on the left, 
sided with the Vatican in a row over a 
World Gay Pride parade to be held in Italy’s 
| capital next month. And a government 
| minister declared himelf to be bisexual. 
| Sex has never been a big deal in Italian 
| public life. The media tend to steer clear of 
politicians’ amorous peccadillos. Most 
Italians think sex should be a private mat- 
ter. Among insiders, politicians’ antics in 
| bed are often well-known but usually not 
publicised. Given that many Italians 
| 
| 


| 
| 
| ROME 
| 


rather enjoy their country’s Latin-lovers’ 
reputation, the exposure of a decrepit min- 
ister’s sexual achievements would proba- 
bly boost his career. But when it comes to 
homosexuality, many Italians become not 
so much intolerant as uneasy. 

In this millennial year, millions of pil- 
grims are flocking to Rome. The Vatican, 
never keen on gay rights, says it fears that 
next month’s parade may turn into a “pro- 
vocation”, It has taken no formal steps to 





themselves try to team up with the Socialists. 

Then what? The political impasse seems 
solid. Mr Aznar is loth to make concessions 
even to the non-violent Basque nationalists, 
especially if Mr Arzalluz remains their 
leader. Even if there is a shake-up among the 


Russia and the United States 


Best of foes 


Gay sex and politics in Italy 


stop it, particularly since the latest concor- 
dat between the Vatican and the Italian 
state, signed in 1984, means that Rome has 
lost the “holy status” Mussolini granted it 
in 1929. But the Vatican's secretary of state, 
Cardinal Angelo Sodano, has said it is sim- 
ply “a matter of common sense” that the 





parade should be putoff. 


Most Italians, say the opinion pollsters, 
agree with him. Even those who broadly. | 
support homosexual rights are opposed to 
the parade; some gays believe it will harm 
their cause. Other Italians dislike what 
they consider bad taste: invitation cards 
showing a naked man with the caption 
“Come in Rome”, and gay posters high- 
lighting God’s hand touching Adam’s, in | 
Michelangelo’s masterpiece in the Vati- | 
can’s Sistine Chapel. 

Amid this brewing row, Rome’s mayor, 
Francesco Rutelli, a rising star of the left, 
has withdrawn his endorsement of the pa- 
rade, though he has let $170,000 from the | 
city’s coffers go towards it. Giuliano | 
Amato, the prime minister, a liberal on so- 
cial matters, has deemed the parade “inop- 
portune”, and ticked off Katia Belillo, min- | 

| 
| 
| 
i 
i 





ister for equal opportunities, for saying she 
will attend in her official capacity. 

But now the (Green) farm minister, Al- 
fonso Pecoraro Scanio, has stolen the show. 
Italy, he declares, is “obsessed with sex’ 
and, by the by, he is bisexual, though, as a 
Catholic, he would marry a woman and 
try tobe faithful. The voters are chuckling. | 
seal 





peace-minded nationalists and within the 
regional parliament. it is hard to see a way 
forward—so long as eta, whose proxies got 
18% of the vote in the Basque provinces in 
1998 when they last fought a regional elec- 
tion, refuses to stop killing. 
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Last weekend’s summit helped clarify differences—without resolving them 


FTER the fall of communism, Russian 
policy towards the West seemed to os- 
cillate between two poles. When Russia was 
feeling weak, it would cling eagerly to what- 
ever remained of the old “superpower” rela- 
tionship—especially the fanfare of summit 
meetings with the American president, and 
good old-fashioned talk about arms control. 
Whenever it was feeling a bit more bullish 
and self-confident, it would make anti- 
American noises and woo Western Europe 
with talk of acommon European home. 

To judge by his first set-piece meeting 
with Bill Clinton, the new Russian president, 
Vladimir Putin, is capable of playing both 
games almost at once. Mr Putin does it, 
though, with less panache than his prede- 
cessor and morecold-eyed realism about the 
limits of his country’s room for manoeuvre. 

With no pretence to personal warmth, 
Presidents Clinton and Patir artfully fi- 
nessed their differences over strategic issues, 
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especially anti-missile defences, in a way 
that enabled each to claim success and look 
good at home. But the gap between Ameri- 
can and Russian views remains wide; the 
prospect of a diplomatic collision still looms 
under the next American administration, 
which takes office next January. 

In a speech to the Russian Duma, Mr 
Clinton tried hard to persuade the sullen leg- 
islators that he had their country’s best inter- 
ests at heart, and would not dictate to 
themn—in too much detail, anyway—how to 
pursue those interests. The speech drew only 
scattered protests, but not many plaudits ei- 
ther. Among many Russians, by no means all 
of them Communists, suspicion of Ameri- 
can motives runs too deep for even a finely- 
crafted oration to root it aut. 

As for the issues in dispute, Russia re- 
mains unwilling at this stage to accept Armer- 
ica’s fairly modest amendments proposed 
for the Anti-Ballistic Missile (apm) treaty of 


1972, though it now accepts some treaty 
changes may be needed. (The treaty sought 
to preserve cold-war stability between the 
superpowers, and avoid the temptation of a 
first strike by dissuading each from building 
defences that could fend off a counter-strike 
by the other's long-range nuclear missiles,) 
America now wants to amend the ABM 
treaty to build a “limited” defence against at- 
tacks on its soil from such rogue countries as 
North Korea. 

Their disagreements laid out, MrClinton 
flew home via Ukraine, where he saw lots of 
American flags but little sign of an economic 
take-off. Mr Putin headed for Italy, where he 
and Giuliano Amato, the prime. minister, 
readily agreed that, as good Europeans, they 
must work together to stop the Americans 
doing anything rash about their plans for an 
anti-missile shield. Mr Putin also reiterated 
his vague, if superficially enticing, proposal 
for an international effort to build regional 
anti-missile defences, with theaim of knock- 
ing out rogue rockets soon after their launch. 

Neither Italy nor any other West Euro- 
pean power is likely to approve this idea in 
defiance of the United States. But for Russia, 
such proposals win moral- and political 
points, if only because they provide extra 
ammunition for critics of the current Ameri- 
can approach to missile defences, outside 
the United States and inside. 

Indeed, the debate about missile de- 
fences looks likely to hot up in America as 
the Novernber presidential election ap- 
proaches. The most important piece of pa- 
per agreed on in Moscow wasa list of 16 
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Eye to eye on some things, anyway 


“principles of strategic stability” which, Mr 
Clinton said, deserve to be studied closely. 

From America’s viewpoint, the biggest 
advance was Russia’s cautious acknowledg- 
ment that wildcat proliferators do exist— 
some, indeed, aided by sales of Russian tech- 
nology. The document of principles accepts 
that the world “faces a dangerous and grow- 
ing threat of proliferation of weapons of 
mass destruction and their means of de- 
livery” and that this marks a “significant 
change” in the global balance of power. 

But the Russians had grounds for sat- 
isfaction too: another agreed axiom is that 
the ABM treaty, which many American Re- 
publicans are eager to scrap, is a “comer- 
stone of strategic stability” that has enabled 


America and Russia to cut 
their strategic arsenals. By as- 
senting to this principle, Mr 
Clinton has probably made it 
harder for himself or his suc- 
cessor to pull out of the treaty, 
as either side may legally do, 
with six months’ notice. 

No less controversial, in 
terms of America’s domestic 
security debate, will be the as- 
sertion that “offensive” strate- 
gic weapons and defensive 
ones cannot be treated in iso- 
lation from one another. Once 
the theology is decoded, this 
can be seen as an American 
offer to Russia: we will accept 
deeper cuts in our strategic ar- 
senals, something you need 
more than we do, but only as 
long as you allow us some 
freedom to build anti-missile defences by 
agreeing to amend the asm treaty. 

But this principle also implies a veiled 
warning from Russia to America: don’t ex- 
pect us even to consider ABM treaty changes 
until we know how many long-range rockets 
we will be facing, and how many we will 
have to deploy ourselves. 

Ideally, America’s defence chiefs would 
like an unrestricted choice as to what sort of 
anti-missile defences to deploy, and what 
size of offensive arsenal to keep. By acknowl- 
edging that America cannot expect to have 
complete freedom on either of these fronts, 
Mr Clinton may have narrowed the range of 
policy options for the future. But that will 
soon be some other president's problem. 
= 





Romania 


Disillusion’s once-rejected heir 


BUCHAREST 


66 A TRIUMPH for national disgust,” de- 
clared Curentul, a rightish Bucharest 
newspaper. Four years after they rejected 
lon Iliescu and the left-wing populism 
learned at the side of his mentor, Nicolae 
Ceausescu, Romanians appear ready to take 
him back, chiefly out of exasperation with 
the ruling coalition of the purportedly re- 
forming right. Mr Iliescu’s Party of Social De- 
mocracy was the clear victorin the local elec- 
tionson June 4th. Ithas repainted the map its 
shade of red, even stealing control of right- 
leaning Bucharest, the capital, for the first 
time since communism collapsed a decade 
ago. The results confirm what the opinion 
polls have been saying: more than half of Ro- 
manians think the country is heading in the 
wrong direction, and barely a fifth say life is 
getting better. 
The coalition government was punished 
for failing to fulfil its electoral promises of 
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1996. Its economic record has been grim: ex- 
ternal and domestic debt has risen, inflation 
is over 40%, officially recorded unemploy- 
ment has doubled since 1996 to 12%. The 
economy shrank last year by 3.2%, and is ex- 
pected to recover only feebly this year. The 
banks are poorly regulated and prone tocol- 
lapse; privatisation has been much delayed. 
Despite its huge farming industry, Romania 
still imports as much food as it exports. 

Not surprisingly, its reputation abroad is 
poor. The country has failed in its bid to join 
NATO. The Eu may formally have accepted 
Romania as a candidate for membership 
earlier this year, but, along with Bulgaria, it is 
lagging behind all the other applicants, bar 
Turkey. And eu countries still do not trust 
Romania enough to allow its people to enter 
the Union without a visa. 

The government insists that most of its 
problems were inherited from Mr Iliescu’s 


EUROPE 


six-year spell in office. Yet the coalition has 
made little effort to attack corruption, and 
has wasted energy on bickering and back- 
stabbing, messily dismissing one would-be 
reforming prime minister, Radu Vasile, from 
its own ranks last December. 

Little wonder then that less than 40% of 
the electorate even bothered toturn out, and 
that nearly half, according to one poll, have 
no idea which way they will vote in the 
presidential and parliamentary elections 
due this November. “It is a kind of a curse- 
on-both-your-houses feeling,” says a west- 
em diplomat. The trouble is that no party on 
offer has much appeal. Even the nationalist 
Greater Romania Party, which some con- 
sider a rising menace on the xenophobic 
right, looks unlikely to get much more thana 
tenth of the vote. 

Instead, many Romanians seem to be- 
lieve that the institution that will deliver 
them from their predicament is not their 
government but the eu. If once-poor Greece 
and Ireland prospered under eu member- 
ship, they reason, why not Romania? But, in 
March, the European Commission revealed 
that Romania had completed negotiations 
on only five of the 31 chapters of the body of 
eu law it must adopt. “eu membership is im- 
possible for us,” says Ilie Serbanescu, an ex- 
minister for reform, forlornly: “We are just so 
far away economically.” 

The governing coalition may still have 
time to get its act together, and could even 
win some of the run-off elections for mayor 
that take place on June 18th across the coun- 
try. Mugur Isarescu, the embattled prime 
minister, has made a fair goof it since being 
plucked from Romania’s central bank torun 
the country after Mr Vasile’s departure. He 
will have achieved something simply by 
holding the coalition together until the elec- 
tions. He managed to pass a sensible budget 
earlier this year and—surprisingly, given the 
public mood—his cool manner has won the 
trust of many Romanians. Inflation is begin- 
ning to fall, exports are up, and there are 
hints of economic recovery. Despite fears, 
the country has not defaulted on its loans. 
After much dithering, the ımF has at last 
signed a delayed loan for about $500m. 

All good news, but probably not enough 
to save the coalition. Pollsters give it just 17% 
support, against 43% for Mr Iliescu’s lot. “We 
are finished for November,” sighs Vasile 
Lupu, a deputy speaker of parliament whose 
party is in the ruling coalition. 

The big winner, if only by default, looks 
like being Mr Iliescu. He is well placed tograb 
the presidency back from the little-loved in- 
cumbent, Emil Constantinescu. The wily ex- 
Communist, now 70, is hardly the new face 
that educated young Romanians crave, but 
he commands the unity of his party, wants 
Romania tojoin the Eu and Nato, and willat 
least inherit an economy that seems to be ir- 
reversibly on a free-market track. 
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Eva Joly, France’s elite-hunting magistrate 


ERHAPS, muses Eva Joly, an additional article should be 

tacked on to the French penal code: “The law applies to all, save 
for those who wield political or economic power.” Do her words 
imply a bitter reflection on the ways of the world, a wry accep- 
tance of the “cultural realities” which seem to put France embar- 
rassingly high up the international league tables for corruption, or 
are they just scorn for the protestations of the guilty? 

Doubtless all of the above. The diminutive Mrs Joly, one of 
France’s nearly 600 examining magistrates, or juges d’instruction, 
has spent the past six years investigating the corrupt practices of 
the French elite. Her zeal in pursuing the Elf scandal, in which the 
then state-owned oil company acted as the Mitterrand presi- 
dency’s private slush-fund, has already forced Roland Dumas to 
resign as head of France’s Constitutional Council, the fifth-highest 
post in the country. Conceivably, Mr 
Dumas, an elegant 77-year-old who 
was Mitterrand’s foreign minister (as 
well as the executor of Picasso’s estate), 
will end up behind bars. 

After all, another errant Mitterrand 
minister, Bernard Tapie, went to prison 
thanks to Mrs Joly, and she had no 
qualms about remanding in custody 
Mr Dumas’s mistress, one of whose 
books about the Elf affair is tellingly 
entitled “The Whore of the Republic”. 
This is the kind of merciless persecu- 
tion, mutter her many enemies, that re- 
veals her origins: she is not, they say, a 
proper Frenchwoman but a cold- 
hearted Norwegian, born Gro Eva Far- 
seth, who came to Paris in 1964 as a 20- 
year-old au pair to the Joly family and 
ran off with her boss’s son. 

But is Mrs Joly, as she became, a 

lone crusader on an essentially hope- 
less quest, or an agent of inevitable 
change? In a book published this week, 
“Our Business is Everyone's”, she com- 
pares herself to the idealistic young 
volunteers who last winter tried so 
hard to clean the “black tide” from 
France’s western beaches after an oil- 
tanker disaster. “We will do what we 
have todo,” she writes, “without illusions but without despair.” 
i Naive? In the past few days, France’s newspapers have run not 
| just extracts from Mrs Joly’s book but also their customary reports 
of new political and corruption scandals. Last week, forexample,a 
Green member of parliament, Noel Mamère, accused President 
Jacques Chirac of padding electoral rolls when he was mayor of 
Paris (and was promptly reprimanded for abusing parliamentary 
privilege). This week, a Socialist member of parliament, Jean-Ma- 
rie Le Guen, was formally put under investigation for the alleged 
misuse of public money in a scandal involving a students’ insur- 
ance fund. This particular affaire (the French word fittingly can 
mean either scandal or straightforward business) last year forced 
the resignation of the finance minister, Dominique Strauss-Kahn, 
who this year has been linked by Mrs Joly to the Elfaffaire. And so 
it goes: evidence to some that France is belatedly putting its house 
in order, while others cynically shrug their shoulders, arguing that 
corruption is. so pervasive that eventual punishments will have to 
be~as in Italy—few and slight, lest the whole elite be swept away. 








The cynics have a point. The revolution of 1789 in theory made 
the people sovereign yet in practice left power in the hands of an 
elite ruling in the people’s name. No wonder the elite considers it- 
self somehow above the law, certainly beyond the reach of inter- 
fering Norwegians. By everyone’s definition, the elite is the na- 
tion’s best and brightest, so what it does, by its own definition, 
must be in the nation’s best interest. The result is a self-serving, 
mutually protective coterie, using the patronage of the state to sus- 
tain careers. Of the 577 members of parliament elected in 1997, 295 
came from the civil service, many with the right to return to their 
posts should politics not work out. Of the top jobs in both the pub- 
lic and the private sector, almost all are held by graduates of the 
Ecole Nationale d’Administration or the Ecole Polytechnique, a 
collective total of fewer than 400 a year who will spend the rest of 
their lives giving each other jobs. 

In other words, the efforts of Mrs 
Joly are not about to undermine the 
towers of privilege just because a few 
politicians get caught with their 
hands in the till, trying to fill either 
their party’s or their own pockets. In- 
deed, Mrs Joly admits as much. It may 
be true that she and her fellow magis- 
trates, once they have been assigned a 
dossier, have near dictatorial powers: 
Napoleon once called the juge d'in- 
struction “the most powerful man in 
France”. But, as she points out, even 
though the Elfaffair is “without doubt 
the most important financial scandal 
ever investigated in Europe”, the in- 
vestigative team consists of just her, 
two other magistrates (both, sniff her 
critics, with suspiciously unFrench 
names), two clerks, two public pros- 
ecutors and three policemen. 

Match point to the cynics? Not 
quite. For all the power of theelite and 
the poverty of the magistrates, thecor- 
rupt practices of French tradition are 
becoming ever harder to maintain. It 
is fashionable to cite a new generation 
of magistrates, inspired by the “clean 
hands” campaign in the early 19908 of 
their Italian counterparts. But it may be that outside forces. are 
more important: for example, a European Union that forbids cosy 
cartels, American pension funds that demand open accounts for 
their investments in France, or even the influence of the euro in 
promoting competition and cross-border mergers. 

Most important of all, perhaps, is a change in public attitudes. 
The elite may loathe Mrs Joly or fear her. indeed, she may well 
have published her book in part to quash the notion that she is a 
naive innocent who is simply manipulated to attack one political 
side and not the other. But the public, angered by the revelationsof 
the Mitterrand era, is surely with her. One recent opinion survey 
indicated that the French now regard honesty as the most impor- 
tant value in everyday life, and consider the perceived decline in 
honesty to be almost as regrettable as the decline in politeness. On 
the other hand, the same poll found that rather more of them were 
happy to be friends with people who fiddle their tax returns. Mrs 
Joly, who insists on paying for her own postage stamps, may be a 
French citizen, but she is not quite yet in France’s mainstream. 
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BRITAIN 


New Labour's report card 


The government will be delighted by the OECD's upbeat verdict on the British 
economy. But the positive overall picture is marred by some jarring 
comments on the health service, the euro and rising taxation 


WEEK in which the prime minister is 

booed by members of the Women’s In- 
stitute is hardly likely to go down as one of 
the finest in New Labour’s history. But if 
Tony Blair’s advisers are beginning to suffer 
from a bad case of mid-term jitters, they can 
still take comfort from that old Clintonian 
adage—“it’s the economy, stupid.” 

The latest positive verdict on the British 
economy comes from the Organisation for 
Economic Co-operation and Development, 
an influential inter-governmental think- 
tank, based in Paris. According to an OECD 
survey, its first devoted to Britain for two 
years, the country’s recent macroeconomic 
record is “rather enviable”. The Labour gov- 
emment-<came to office promising an end to 
boom and bust. This has been achieved so 
far, says the OECD, pointing to an “unusually 
benign” slowdown a year and a half ago. The 
government's reforms of monetary and fis- 
cal policy take at least some of the credit for 
smoothing out the economic cycle. A new 
monetary policy regime, based around an 
independent Bank of England, has “per- 
formed well thus far, not least in comparison 
with the previous regimes.” The improved 
credibility of monetary policy is “a major 
reason why a wage-price inflation spiral 
need not flare up.” 

This latest piece of praise will be music to 
the ears of Mr Blair, and of Gordon Brown, 
the chancellor. This week the Cabinet Office 
also welcomed a report from the Economist 
Intelligence Unit (a sister company of The 
Economist) which ranked Britain as the sec- 
ond most attractive business location in the 
world, citing the flexibility of the labour mar- 
ket and comparatively light taxes by Euro- 
pean standards. 

But the oecp is less comforting on the is- 
sue that opinion polls now show is the most 
important one for voters—health. it de- 
scribes the National Health Service as 
“chronically overstretched”. The orco also 
highlights the facts that Britain’s ratio of doc- 
tors to population, and its level of spending 
on health, are both very low relative to other 
developed countries. It describes health out- 
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comes in the United Kingdom as “mediocre 
in some respects”—some cancer survival 
rates appear closer to Eastern than Western 
European averages. 

Nor does the oreco seem unduly im- 
pressed- by the government's efforts to im- 
prove the effectiveness of spending on 
health. It describes the goal of reducing wait- 
ing lists rather than waiting times as “‘ill-for- 
mulated”. it warns that “reform fatigue” may 
take hold in the nus, as initiatives proliferate 
from the centre. The orco concludes by say- 
ing that a failure to meet public expectations 
will re-open “the simmering debates on re- 
stricting the nus to a core set of services, im- 
posing charges or extending the role of priv- 
ate insurance.” 

The orcp’s analysis of Britain's readi- 
ness for euro membership contains no criti- 
cism of the government. But it could still em- 
barrass Mr Blair, by making it harder for him 
to use economic arguments for delaying a 
referendum on euro membership. 

Since October 1997, the government has 
insisted that the decision to enter monetary 
union hinges on the economy passing 
“five tests”. The first of these, “sus- 
tainable convergence” with the 
euro zone, is easily the most im- 
portant. The orco reaches the 
conclusion that “on several 
scores, even as an ‘out’, Britain 
is projected to be as close, or 
even closer to the economic 
centre of gravity of the euro 
area than some of the current 

s.” The main exception re- 
mains the strength of the 
pound. But those pressing for 
Britain to join the euro argue 
that the pound might fall to a 
designated conversion rate if 
one were announced, along 
with aclear timetable for entry. 

Mr Brown receives good 
marks for putting the public fi- 
nances “on a sound footing”. 
The orcp calculates that his 
first three budgets brought an 


overall improvement in the fiscal balance of 
five percentage points of cpp, most of which: 
was structural rather than cyclical. But much 
of the improvement in the fiscal situation 
has been achieved through taxincreases. The. 
opposition will seize upon the orcp’s cal 
culation that the cumulative effect of tax 
creases in Labour’s budgets added up to 
billion, for last year alone. 
The orco also adds its voice toc 
Mr Brown’s most recent budget. The boost to 
spending used up much of the new-found 
room for manoeuvre, it says. In. effect, the» 
burden of keeping the economy on arreven 
keel was passed to the Bank of England: “The 
envisaged stance of fiscal policy will no 
stern excessive demand pressures, implying 
that monetary policy has to doso? The 
port warns thatinterest rates willh etori 
further to brake the economy... 
In the event, the Bank of Engl nd 
Monetary Policy Committee decided this 
week to keep interest rates at 6%.One reason: 
may have been the continued difficulties of 
manufacturing—output declined in. April 
and remains below its level last September. 
Further evidence of a cooling-down in the 
housing market is also likely to have contrib- 
uted to the mpc’s decision. The Halifax, a 
bank, reported that house prices fell by 0.4% 
in. May; bringing down the annual rate of- 
house price inflation to 1.2%. Downward 
pressure on. prices in the retail sector also 
emerged froma survey by the Confedera- 
tion of British Industry. i 
Despite the- malaise of manufacturing; - 
these latest figures suggest that theeconomy 
‘asa whole may now be less prone to “boom 
and bust” than in the 1980s. The orc argues 















































that an improvement has occurred in the 
key trade-off between unemployment and 
inflation. Despite scepticism in some quar- 
ters about the government’s “New Deal” 
measures to tackle unemployment, the re- 
port says that they have helped. However, it 
also highlights other factors that have 
brought down the rate of unemployment 
compatible with stable inflation: intensify- 
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ing competition, weaker unions and in- 
creased labour-market flexibility. 

This government, like previous ones, 
does not take kindly to outside scrutiny. It 
will no doubt bask in the ogcn’s praise. Butif 
it has any sense, it should also heed the criti- 
cisms, however sotto voce. Many of them 
will feature in the electioneering that lies 
ahead. 


The county of Kent is Britain’s gateway to Europe. But that does not seem to 
have made its inhabitants any better disposed towards the European Union 


T THE Battle of Britain museum just out- 
side Folkestone it is always 1940. A 
ghostly chorus of wartime songs—“There’ll 
always been an England”, “The white cliffs 
of Dover”—serenades visitors, as they in- 
spect old fighter planes, and the letters of 
British pilots who fought the German air 
force in the skies above Kent. 

The county has long been Britain’s fron- 
tier against invasion. Its coastline is still dot- 
ted with Martello towers, built during the 
19th century, to guard against an earlier 
threat of invasion from France. 


em France. Business parks are springing up 
around the town to offer bases to companies 
keen on swift transport links to the conti- 
nent. Thomsen Multimedia, a French firm, 
has set up a sales and marketing operation 
nearby. Paris-based executives now regu- 
larly pop over on the train for morning busi- 
ness meetings. 

Kent's Tory leaders see no contradiction 
between a suspicion of European integra- 
tion and a desire to foster business ties. 
Sandy Bruce-Lockhart, the leader of Kent 





Michael Howard, the mp for 
Folkestone and a former Tory 
home secretary, believes that 
wartime memories are “deep in 
the psyche” of the people of 
Kent. Mr Howard says that 
some of his constituents can 
still remember seeing German 
tanks lined up on the beaches 
on the other side of the channel. 
Although Folkestone is now the 
entry point for the channel tun- 
nel to France, its people have lit- 
tle appetite for closer European 
integration. If anything, Mr 
Howard says, “our proximity to 
the continent of Europe en- 
hances our appreciation of our differences.” 
As a noted Eurosceptic Mr Howard 
might be expected to take this line. But for 
many of his constituents Mr Howard seems 
not to be hardline enough. At the last general 
election, 10% of Folkestone’s voters opted for 
the Referendum Party, a single-issue anti- 
European party. And despite the landslide to 
the Labour Party in the rest of Britain, Kent 
remained largely in the Conservative camp. 
But for all this the Kent authorities see 
the county's relationship with Europe as the 
key to its future prosperity. Paul Wookey, the 
chief executive of “Locate in Kent”, says that: 
“the most fundamental message we give is 
that we are the gateway to Europe.” Thanks 
to the channel tunnel, the town of Ashford is 
just an hour's train ride from Lille in north- 
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The tensions in Kents relationship with 
Europe extend well beyond occasional sym- 
bolic gestures of hostility. In fact they touch 
directly on the sensitive dividing line be- 
tween politics and business. Three issues 
epitomise this: smuggling, taxation and the 
euro, the single European currency. 


Life on the frontier 


One of the odder aspects of life in Dover, 
Kent's busiest port, is the large population of 
transient bootleggers from Scotland and the 
north of England who have set up in the 
town. “I don’t go into the pubs anymore,” 
shudders a local policeman, “there's always 
some Scouser shouting his mouth off.” The 
bootleggers are in town to buy tobacco and 
alcohol across the channel, and then re-sell it 
in Britain. Thanks to differences in duty, a 
kilo of rolling-tobacco which costs £3850 
($59) in Belgium can be re-sold in the United 
Kingdom for £162. Policemen who monitor 
the trade say that it is now run by well-organ- 
ised criminal gangs, some of whom are also 
involved in Dover's other major form of ille- 
gal traffic—-the smuggling of would-be mi- 
grants who then claim political asylum. 

Nobody in Kent likes the criminal activ- 
ity that smuggling brings, and few. think a 
police crackdown can solve the problem. But 
the obvious solution—cutting “sin taxes” to 
European levels—has awkward implica- 
tions. It could suggest that cher- 
ished notions of national sover- 
eignty are hard to reconcile with 
a single market. The idea of “tax 
harmonisation”—setting com- 
mon levels of tax across Eu- 
rope—is a bogey for Tories. 

Tory hostility to tax harmoni- 
sation is easier to understand 
when it comes to inward invest- 
ment. One of Kent's big selling 
points is that it offers access to 
European markets, without 
French levels of business and 
payroll taxes, and with looser 
regulations. The relocation of 
French businesses to Ashford to 
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County Council, says working with Europe 
is “a matter of practical good sense”. He hap- 
pily chairs meetings of the Euroregion, a 
body formed in 1991 to create links between 
Kent and local governments in northern 
France, the Netherlands and Belgium. 

Mr Bruce-Lockhart is right that there 
need be no contradiction between his deter- 
mination to develop ties with Europe and 
his “keen support of the nation-state”. But 
sometimes the two ideas jar. In one breath 
Mr Bruce-Lockhart will boast that 80% of his 
county’s schools have links with a sister 
school in France; with another he says 
proudly that Kent’s schcols have banned ali 
French meat—ostensibly as a health mea- 
sure, in reality as a protest at France’s deter- 
mination to keep out exports of British beef. 


take advantage of this has be- 
come something of a cause célébre on both 
sides of the channel. The Ashford Chamber 
of Commerce say there are now 325 French 
businesses registered in the town, 

The most famous and vocal French émi- 
gré is Olivier Cadic, who moved the head- 
quarters of his printed-circuit-board com- 
pany, Info-Elec, to Ashford when he 
discovered that payroll taxes added only 10% 
to his wage bill in Britain, compared with a 
50% mark-up in France. Mr Cadic has setupa 
website to campaign against the burdens on 
business in France. Cheekily he has called it 
Francelibre.org, pinching the name of the 
Free French who used Britain as a base dur- 
ing the second world war. 

But if lower taxes relative to Europe give 
Kent a cost advantage, Britain's decision to 
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stay out of Europe's currency union threat- 
ens that edge. The euro has fallen against the 
pound by some 20% since its launch, raising 
the relative costs of doing business in Britain. 
“Locate in Kent” say that investment appli- 
cations from abroad are still rising. But a 
higher pound—combined with the inherent 
currency volatility involved in staying outof 
the euro-zone—makes Kenta harder sell asa 
place to export to Europe from.’ 

For the moment most people in Kent 
seem inclined to keep their distance from 
many aspects of the European Union. As Mr 
Howard suggests, that is ultimately largely a 
statement of cultural identity. More than 
most parts of the country, Kent resembles 
the archetypal England of “long shadows on 
county cricket grounds, warm beer and in- 


Football hooligans 


Fight club 


vincible green suburbs” evoked by John Ma- 
jor, the last Tory prime minister. 

Some local politicians, however, think 
that closer ties to Europe are already chang- 
ing attitudes. Damian Green, the mp for Ash- 
ford, is a relative rarity in that he manages to 
be both an avowed pro-European and a ris- 
ing Tory star. He argues that for people who 
live close to the tunnel, the channel is now 
not much more significant than a land bor- 
der is for the French and Germans. “People 
regularly pop across to France for dinner ora 
bit of shopping. You even have weekly com- 
muters who live in France and work in Ash- 
ford.” But old memories are still potent. Writ- 
ten into Mr Green's diary for this month is a 
éoth anniversary commemoration to 
honour veterans of the Battle of Britain. 


Is there really nothing that can be done to control English football hooligans 


abroad? 


HE approach of a major football cham- 

pionship involving the English national 
team always seems to involve a mixture of 
anticipation and dread. Hopes that the Eng- 
lish team will do well are usually misplaced. 
Fears that its travelling supporters will run 
riot are usually fulfilled. 

Anxiety about hooliganism is particu- 
larly acute ahead of the European football 
championships, which get underway in Bel- 
gium and the Netherlands on June 10th. Ri- 
ots involving English and Turkish football 
fans in Copenhagen last month resulted in 
mayhem across the city and four stabbings. 

English fans have been intermittently 
terrorising towns overseas and attacking for- 
eign rivals for three decades. But the govern- 
ment seems no closer to finding a way to pre- 
vent these regular national humiliations. 
Keeping rival fans apart in big cities, and 
stopping thugs getting to intemational 
games, is difficult to combine with a respect 
for basic civil liberties. Britain’s Na- 
tional Criminal Intelligence Service 
(ncas), which is responsible for collat- 
ing information about hooligans, al- 
ready sounds defeatist. A spokesman 
recently predicted that there would 
be problems at Euro 2000, and that 
English supporters would inevitably 
be involved. 

This week Jack Straw, the home 
secretary, met the Belgian and Dutch 
ambassadors, and encouraged them 
to stop at the border English fans 
likely to cause trouble. ncis is passing 
the details of known hooligans to the 
authorities in Belgium and the Neth- 
erlands; two have already been 
turned back at ports. Mr Straw also 
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wants those whodo manage tostarta fight to 
be prosecuted, rather than simply deported. 

It may seem odd that Mr Straw is relying 
so heavily on the Belgians and the Dutch to 
do Britain’s dirty work. One reason is that the 
laws dealing with English hooligans have 
proved more difficult to toughen than the 
government originally expected. Legislation 
introduced last year strengthened powers to 
ban those convicted of footbail-related of- 
fences in England from travelling to matches 
overseas. But international bans have been 
applied patchily by the courts. And because 
many violent fans have never been con- 
victed of a relevant offence, they will be free 
to travel to Euro 2000. 

Simon Burns, the Mp who put forward 
the legislation, originally hoped to make the 
bans applicable to suspected, as well as con- 
victed, hooligans. But some mrs objected. So 
of around 1,000 hooligans ncis have warned 
their foreign counterparts about, only 99can 





Bloodied, but sadly unbowed 


crushed to death and English clubs were 
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be prevented from leaving Britain to travel to 
the tournament. The chief executive of the 
European football authority, uzra, hascriti- 
cised the government for failing to widen the. 
law’s remit. By contrast, the German authori- 
ties, apparently less constrained by civil-lib-. 
erties concerns and mindful of the vicience 
perpetrated by German fans at the World 
Cup in France in 1998, are energetically ex- 
ercising new powers they have to stop hooli 
gans, convicted or otherwise, from travelling, 

Although the focus of attention ard pol- 
icy, career troublemakers are only part of a 
much wider problem. Hooliganism is so pe 
sistent partly because it is more widespr 
than many politicians and football. suppor 
ters like to pretend. 

Ncts divides fans into threecategories a 
for law-abiding ones; s, for those who will 
fight if provoked or presented with the 
opportunity; and c, for serious, committed 
thugs. There is a relatively small number of 
fans in Category c, but many more who are. 
candidates for Category sB. These opportun- ` 
ist hooligans, a spokesman says, represent a 
“significant” minority, rather than the “tiny” 
one politicians like todecry. 

Unlike many of his Category c compa- 
triots, the casual hooligan is not generally in- 
voived in far-right politics; nor is he hard up, 
since he has the wherewithal to spend two. 
weeks creating havoc in a foreign country. If © 
these Category B-types were not fighting on 
the streets of the Netherlands or Belgium, 
says Geoff Pearson of the Football Research 
Unit at the University of Liverpool, they 
would be fighting each other outside pubs in 
Britain or night-clubs in Ibiza. 

In fact, most hooligans are unexcep- 
tional, over-excited young Englishmen 
abroad who have had toomuch to drink. If 
sufficient numbers of them are determined 
to fight at Euro. 2000, all the autherities can 
hope to dois to minimise the damage. 

Unfortunately, as the Belgians know all 
too well, the damage can be considerable. In 
1985 violence by Liverpoo! fans at the Heysel 
stadium in Brussels caused a stampede in’. 
the crowd—some 39 Italian supperters were. 


banned from Europe for five years. 
The renamed and redesigned: 
Heysel stadium will be used again 
i during this tournament. Bat this time 
around, most anxiety is focusing on - 
the England-Germany game, which 
will take place on June 17th in a small 
stadium in a small Belgian town, 
Charleroi. Appeals for the game to be 
moved on safety grourcds—tempo- 
rary stands at the stadium are fright- 
eningly steep and inaccessible—have 
been dismissed. The town’s police are 
preparing to confront thousands of 
excitable fans, most of whom will not 
have tickets for the game. Cross your 
fingers and hope-for the best. 














The Ceausescu moment 


wie HAGUE quips that Tony Blair has had more re- 
launches than Cape Canaveral. This is a bit rich from a Tory 
leader who has mutated from compassionate conservative to At- 
tila the Hun in less time than it takes to say “asylum-seeker”. But he 
has a point. Since the arrival of baby Leo, the prime minister has 
been off duty for only a fortnight of paternity leave. Before taking 
it, he had given umpteen speeches about his aims and philosophy. 
Less than a month ago he devoted his weekly radio broadcast to 
“the strategic direction of the government”. So why the need tode- 
fine his philosophy all over again in this week's massively-hyped 
and embarrassingly awful speech to the Women’s Institute? 
Hisown explanation is that the advent of Baby Blair, his fourth 
child, has caused a “lot of reflect- 





text in the face of the unexpected heckles and slow hand-claps 
from the unthreatening, decent folk of the Women’s Institute, it 
was uncannily reminiscent of the moment in 1989 when the obe- 
dient masses of Bucharest startled Nicolae Ceausescu by their 
sudden decision to boo. The dictator on his balcony raised his 
hands, looked puzzled, stepped backwards--and the rest is his- 
tory. If the Millennium Dome punctured the collective magic of | 
New Labour, the wi may have broken Mr Blair’s personal spell. 

The speech also failed to clarify where New Labour now 
stands on class war and privilege. Mr Blair neither endorsed nor 
disowned Mr Brown’s claim that Oxford’s admissions policy was 





bish” about class war: he and his 





ing” life is “in better perspective”; 
there is “a renewed sense of pur- 
pose”, (Who writesthis stuff?) There 
is no need “to fight over every head- 
line”. (Not, it seems, Alastair Camp- 
bell, his ferocious press spokes- 
man.) As for the upshot of all this 
ratiocination, Mr Blair now dis- 

| closes that he is in favour of the 

| “good old British values of respon- 
sibility and respect”, “opportunity 
for all", family life, community, 
football hooliganism and illicit 
drugs. (Just joking: the last two are 
the things he has decided he is 
against.) “Have we as a country got 
the stomach for this tall agenda?” 
Oh yes, Mr Blair, you’ve talked 
Bagehot around at last. 

Every politician is entitled to 
spout a few banalities. The irony is 
that this spot of spouting collapsed 
under the expectations built up by 
Mr Blair’s own spin doctors. 

The true reason for giving the 
speech had nothing to do with the 
reflection occasioned by Mr Blair's 
new baby, and everything to do 
with the fact that this prime minis- 
ter cannot take a few days off to 
change a nappy without all hell breaking loose. In Mr Blair’s ab- 
sence Gordon Brown, his chancellor of the exchequer, had taken it 
upon himself to accuse Oxford University of blocking the entrance 

| of talented students from state schools. Or did he take it upon him- 
self? It remains unclear whether this attack on “privilege” was a 
spot of freelancing by a chancellor who fancies himself more of a 
class warrior than his boss, or part of a prearranged good-cop/ 
bad-cop plan to refresh. the Labour heartlands that the blander 
parts of New Labour's message cannot reach. Either way, as the at- 
tack on Oxford flared into a wider attack on hospital consultants, 

| judges, diplomats and other “elites”, the government seems to 
have realised that it was in danger of frightening the aspirational 
voters of Middle England it had worked so hard to seduce. The 
speech to the Women’s Institute—Middle England in a sensible 
skirt—-seemed the perfect way to put things straight, 

The speech failed.on every imaginable level. For a start, it was 
the first abject, public failure of Mr Blair's charisma. Don’t take the 
following analogy amiss: he is of course a decent man. But when 
the prime minister gulped and started to skip over chunks of his 











chancellor were believers in equal 
opportunity who will have no truck 
with “old-fashioned egalitarianism 
that levels down.” This brisk dis- 
missal will not wash the traducing 
of Oxford away. 

Nor can such a cautious speech 
have inspired the core Labour sup- 
porters who in successive recent 
non-general elections have been 
failing to vote. One former minister, 
Peter Kilfoyle, says that voters who 
were galvanised to vote the Tories 
out have not yet been galvanised to 
keep Labour in. Another, Frank 
Field, says that many are turned off 
by the rich lifestyle of the party’s 
“new elite”. A third, Mark Fisher, 
says that Mr Blair gives the impres- 
sion of not liking trade unions, local 
authorities or the Labour Party it- 
self. Last weekend the party’s for- 
mer general-secretary, Lord Sawyer, 
said that Mr Blair was less in touch 
with ordinary people than Margaret 
Thatcher had been. Tony Wright, a 
backbencher, has fewer quarrels 
with Mr Blair's policy than his over- 
cautious presentation: “Speeches 
don’t feel like speeches any more,” 
he said, “words don’t feel like words; they come sanitised in Or- 
wellian blocks.” And that was before the flop at the wr. 

One duff speech does not undermine a government. Mr Blair 
should still win the next election. But the past fortnight has been 
revealing. Shorn of rhetoric, much of his philosophy boils down to 
something uncontroversial: good government. That is an ambi- 
tious goal, as well as an admirable one. But it suits the Conserva- 
tives better than Labour. The former are just as comfortable when | 
they are being sceptical of political ideas as when they are having | 
them. The latter wants to think it is transforming society—if only | 
by tearing down the imagined citadels of privilege. Mr Blair, no | 
tearer-down, tries toconvey the missing sense of mission by dress- 


| 
a “scandal”. He said only that he wanted to hear no more “rub- | 
l 
| 
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| 
| 
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ing his ordinary policies (“opportunity for all” was John Major's 
slogan too) in extraordinary effusions of personal passion, but this 
trick is wearing thin. Why was he heckled? The wi women say he 
should not have given a political speech to a non-political audi- 
ence. The government says that this was no political speech butan 
expression of his personal philosophy. Quite so. New Labour's 


problem is that the two have become impossible to distinguish, 
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EW museums would make such a meal of three 

stale chickpeas. Yet there they sit in their plate- 
glass display, shrivelled and grey but lovingly lit and 
labelled in two languages. As the labels explain, 
these are not just any chickpeas. They belonged to 
Mustafa Kemal Ataturk, “Father of the Turks”, the 
founder of modern Turkey. 

When Ataturk died, in 1938, the government of 
the day commissioned a shrine to house not only his 
body but also his old cars, suits, golfing plus-fours, 
pyjamas, socks, unsmoked cigarettes, even his nail- 
clippers. In a souvenir shop you can buy Ataturk 
carpets, fridge magnets and cp-Roms, not to men- 
tion a selection of snaps of a sun-kissed Ataturk in 
tight-fitting swimming trunks. A diverse stream of 
visitors shuffles by: giggling lovers, veiled house- 
wives, impish children, conscripts, businessmen, 
pensioners, all united by their fascination with the 
most mundane details of Ataturk’s daily life. 

Turks undoubtedly owe Ataturk an enormous 
debt of gratitude. After all, he almost single-handed 
saved their country from destruction. At the end of 
the first world war, it looked as though, after centu- 
ries of Ottoman decline, Turkey might disappear 
from the map altogether. But Ataturk rallied the be- 
draggled remnants of the Ottoman army, defeated 
the invading Greeks, threw out the humiliating 
treaty of Sèvres and won international recognition 
of an expanded and revitalised Turkish state. 

Over the next 15 years, Ataturk reinvented Tur- 
key on the model of a European nation-state. He re- 
| placed an absolute monarchy with a democratic re- 
public, an explicitly Islamic ethos with staunch 
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Ataturk’s long shadow 


secularism, a fractured and inefficient adminis- 
trative system with a centralised bureaucracy, and 
an agrarian economy with an increasingly urban 
and industrial society. For Turkey, Ataturk was the 
equivalent of the Pilgrim Fathers, George Washing- 
ton and Henry Ford all rolled into one. 

Astonishingly enough, it worked. Ataturk’s cre- 
ation has not only survived but thrived. The rem- 
nants of a tattered empire have become an impor- 
tant country by any measure, with the world’s 
i7th-largest population as well as economy. Its 
armed forces are the second-largest in NATO. It ex- 
ports everything from t-shirts to F-16 fighters, not to 
mention workers by the million. It has football 
teams that can challenge the best in Europe, and an 
airline that flies all over the world. For decades, Tur- 
key has managed to preserve—albeit with the occa- 
sional interruption—both a vibrant economy and a 
functioning democracy. 


Preserved in aspic 
Even so, standing in front of the 70-year-old cocktail 
snack painstakingly preserved because Ataturk al- 
most ate it, you cannot help feeling that Turkey’s 
reverence for its founder is a little short on perspec- 
tive. What applies to Ataturk’s chickpeas applies 
even more strongly to his philosophy. At times, it 
seems, Turks are so busy defending the details of his 
reforms that they forget about the big picture. Ata- 
turk wanted to make Turkey into a modern, dy- 
namic European country, not to replace one ossified 
and archaic system with another. 

Both Europe and Turkey have changed out of all 





If Turkey wants 
to become a 
thoroughly 
modern 


European state, 
it must embrace 
the spirit, not the 
letter, of its 
founding father’s 
teachings, argues 
Edward McBride 
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Turkey's influence 
in the world’s 
councils is not all 
it might be 








recognition since Ataturk danced the Viennese 
waltz as Ottoman military attaché in Sofia, but Ke- 
malist orthodoxy has not. The buzzwords in the 
European Union these days are autonomy, devolu- 
tion, regionalism and subsidiarity; but Turkey’s rul- 
ers are still harping on about the sacred and indivis- 
ible unity of the state. When Ataturk first conceived 
that policy 77 years ago, invasions and uprisings had 
already lopped Turkey in half, and looked set to 
continue. Today, Turkey could thump any of its 
neighbours in a war, and has thumped the separat- 
ist guerrillas of the Kurdish Workers’ Party (PKK). Yet 
it remains paranoid about being dismembered. 

Likewise, when Ataturk banished all traces of re- 
ligion from public life, Muslim traditionalists had 
been resisting all innovation, education and de- 
velopment, causing Turkey to fall far behind Eu- 
rope. Nowadays, the most Islamically inclined po- 
litical party is also one of the keenest on Turkish 
membership of the eu, and secularists are making it 
harder for devout Muslims to get a proper educa- 
tion. In the topsy-turvy world of Turkish secularism, 
the state has prevented women from wearing what 
they want, and banned the country’s most popular 
political party—in the name of democracy. 


All-powerful state 
In this and other ways, Turkey clings to the idea of a 
know-it-all state. The constitution not only defines 
the country as “loyal to the nationalism of Ataturk”, 
but also attempts to keep it that way forever, by ex- 
pressly forbidding any change to the clauses con- 
taining that definition. It weighs down its protection 
of civil liberties with so many restrictions that Turks 
jokingly refer to it as the constitution of exceptions. 
They are not allowed to elect their president (the 
parliament does that), nor to insult him. Likewise, 
Turkey's laws do little to subordinate the army to ci- 
vilian control, but take great pains to protect its 
“moral character” from criticism. Policemen feel free 
to torture, soldiers to meddle in political affairs and 
civil servants to whitewash their abuses. Such pa- 
ternalism may have helped to shake Turkey out of 
its Ottoman torpor, but it goes down badly in lib- 
eral-democratic modern Europe. 

That said, Turkey has managed to shake off 
some of its most dated Kemalist practices. Over the 
past 20 years, successive governments have been 
trying to disentangle the state from the economy. 
The late Turgut Ozal, who held office both as prime 
minister and, subsequently, president, is said to 
have devised the now familiar “build-operate- 
transfer” formula for private infrastructure invest- 
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ment back in the 1980s. The public sector’s once 
huge share in industry and commerce has shrunk to 
about 12% today. With state steel mills, petrol sta- 
tions and meat-packing factories among the many 
public enterprises on the auction block, Ataturk’s 
legacy of state-led industrialisation will soon have 
rusted away. That should make it easier to tame Tur- 
key’s reckless spending and runaway inflation. 

There are grounds for optimism on the political 
front as well. The capture of Abdullah Ocalan, the 
leader of the PKK, may pave the way for a more dis- 
passionate debate of the Kurds’ place in Turkish 
society. Ahmet Necdet Sezer, a judge who has just 
become president with the support of all the big po- 
litical parties, has called for reform of the constitu- 
tion. And both press and public have become 
quicker to denounce misbehaviour by generals, 
politicians and bureaucrats. 

In 1950, 12 years after Ataturk’s death, the income 
of the average Turk was marginally higher than that 
of his counterpart in Spain or Portugal. Since then, 
Spain and Portugal have erased most traces of their 
authoritarian and statist past, whereas Turkey has 
dawdled. Nowadays, the income of the average Por- 
tuguese, Spaniard or Greek is three to five times that 
of his Turkish equivalent (see chart 1). 

By following the spirit rather than the letter of 
Kemalism, Turkey could yet make up the lost 
ground. Whereas, by sticking to a narrow interpreta- 
tion of Ataturk’s legacy it might actually encourage 
the very problems he was trying to head off: reli- 
gious extremism, ethnic separatism and institu- 
tional decay. That would be very bad news for Tur- 
key’s 66m people, and at least a pity for the world. 
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A prickly friend 


OMMENTATORS on Turkey cannot resist im- 

ages of bridges. The country, after all, spans Eu- 
rope and Asia and links the Black Sea to the Mediter- 
ranean. Tourist brochures invariably stress that 
Istanbul—uniquely among cities—sits astride two 
continents. Geo-strategists enthuse about Turkey's 
pivotal position along a new Turkish-speaking silk 
route, between the oil wealth of the Caspian and its 
potential consumers in the West, between the fac- 


tories of Europe and the burgeoning markets of 
Asia. For the metaphorically-minced, Turkey 
bridges the cultural chasm that separates the de- 
mocracies of the European Union from the Arab 
dictatorships, and Christendom from the world of 
Islam. 

But for all the talk of bridges, Turkey often seems 
to stand on its own, cold-shouldered by Europe, 
mistrusted by the successor states to the Soviet Un- 
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ion and despised by the Arab world. It has a history 
of troubled relations with seven of its nine immedi- 
ate neighbours, not to mention the Russian bugbear 
across the Black Sea. In 1997, Turkey froze ties with 
the European Union after it failed to win the status 
of candidate for membership. In 1996, it almost 
went to war with its supposed narto ally, Greece, 
over a few specks in. the Aegean Sea. Since 1995, the 
Turkish army has sent its troops into Iraq each 
spring to hunt Kurdish rebels, and has threatened to 
do the same in Syria.and Iran. 

So is Turkey a bridge over troubled waters, or an 
island amid them? The short answer is, both. A 
flourishing Turkey could serve as a regional pipeline 
not just for oil but for trade and democracy. A failing 
one could help pump anti-westem feeling, ethnic ri- 
valries, fundamentalist Islam and irredentist na- 
tionalism throughout the Balkans, the Caucasus and 
the Middle East. For now, though, Turkey is neither 
flourishing nor failing, and its influence is far less 
than either scenario might suggest. 

For a start, Turks’ prickliness about any per- 
ceived slight mars their foreign relations. Ishak Ala- 
ton, a leading businessman, compares Turkey and 
its neighbours to ten families sharing an apartment 
building. “If one family quarrels with all the others,” 
he asks, “whose fault are all the fights?” Turks are so 
nationalist that Superonline, a local Internet service 
provider, advertises the web as an opportunity for 
Turkish backgammon players to take out their ag- 
gression on foreigners instead of competing with 
each other. Turkish diplomats screamed blue mur- 
der in April when an Israeli minister suggested in- 
cluding the history of Ottoman massacres of Arme- 
nians in his country’s school curriculum. Ismail 
Cem, Turkey's foreign minister, tends to dismiss po- 
tential European concerns with a grumpy “That's 
their problem.” 


Double-edged sword 


Turkey’s membership of Nato compounds its isola- 
tion. The country makes a useful military staging 
post precisely because it lies within such a troubled 
region. During the cold war, it provided a critical 
southern bulwark against the Soviet Union. Nowa- 
days, America and Britain rely on its bases to launch 
their frequent bombing raids on Iraq. Turkey also 
serves as Israel's only ally in the region, and a check 
on Syria and Iran. “Turkey is the best aircraft-carrier 
NATO ever had,” says one western diplomat. 

Yet such cosiness with the West undermines 
Turkey's value as a beacon of democracy to its 
rogue-state neighbours, or even as a conduit for 
commerce. Iran and the Arabs tend to view Turkey 
as an American stooge. Its alliance with Israel infuri- 
ates the Syrian government and angers Arabs every- 
where. Disputes over the waters of the Tigris and Eu- 
phrates cast a further pall on relations. Of all the 
Arab countries, Turkey gets on best with Algeria, 
one of the most distant and least attuned to broader 
Arab sentiment. 

Nor does Turkey wield that much influence 
among the ethnic Turks of the Caucasus and Central 
Asia. When the Soviet Union broke up, Turkish poli- 
ticians dreamed of leading a Turkic block that 
would stretch from the Adriatic to China. Turkish 
nationalist politicians keep maps of the Turkic- 
speaking world in their offices, highlighting kindred 
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spirits from Albania to Siberia. Yet in reality only Az- 
eri and (at a push) Turkmen and Kyrgyz make any 
sense to the Turkish ear. Local politicians in those ar- 
eas see their Turkish counterparts as pushy and con- 
descending, and are more interested in sharing their 
experience with other post-Soviet states than in pur- 
suing pan-Turkic hankerings. 

Turkish businessmen have got on quite well in 
Central Asia~Mr Alaton’s firm, for example, is 
building three airports in Uzbekistan, a cigarette fac- 
tory and a suspension bridge in Kazakhstan, and a 
polypropylene plant in Turkmenistan. But only 
Azerbaijan ranks Turkey as its top trading partner, 
and only 5% of Turkey’s trade goes to its immediate 
neighbours. Turkey may not even end up as the con- 
duit for Caspian oil. Geologists have scaled down 
earlier estimates of the region’s oil wealth, though a 
recent huge discovery in Kazakhstan has made 
them think again. For now, with less oil to pump, the 
export route that Turkey is pushing, between Baku 
in Azerbaijan and Ceyhan on its Mediterranean 
coast, looks far too expensive, although American 
and Turkish officials still insist it will go ahead. 

In the Balkans too Turkey is seen as something 
of an interloper. As a member of nato, it sent aero- 
planes to bomb Yugoslavia during the Kosovo crisis, 
and it is participating enthusiastically in the re- 
construction effort. But local Muslims (and the odd 
ethnic Turk) do not feel as strongly about their sup- 
posed kinship as do the Turks who come to their aid. 
Since all countries in the region look to the European 
Union for salvation, Turkey, at the bottom of the 
candidacy list, does not cut an impressive figure. 

One of the reasons that Turkey comes.so low on 
the eu's list (see next article) is its endless sparring 
with Greece, an eu member since 1981. The eu has 
said that Turkey cannot join until it settles its territo- 
rial dispute with Greece, and has urged it to help 
solve the ethnic stand-off that has kept Cyprus di- 
vided between Greeks and Turks for more than 25 
years. Until recently, strong mutual hostility made 
both disputes look intractable. In a typical state- 
ment in 1997, Greece's foreign minister of the day 
dismissed Turks as “thieves, murderers and rapists 
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Some good came out of it 
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with whom we cannot negotiate”. 

But last year respite came, improbably enough, 
in the form of destructive earthquakes in both Tur- 
key and Greece. When the first quake struck Tur- 
key’s crowded Marmara region in August, ordinary 
Greeks spontaneously donated care packages. Foot- 
age of Greek rescue workers pulling bruised toddlers 
from the wreckage softened Turkish hearts. When 


disaster struck Greece a month later, Turks returned 
the favour. 

Even before this popular rapprochement, Mr 
Cem had started to warm to George Papandreou, 
his Greek counterpart. For the first time since the 
early 1970s, Turkish and Greek soldiers agreed to 
perform joint exercises in late May. Fuzzy feelings of 
goodwill are yet to translate into any practical pro- 
gress on the Aegean dispute, not least because the 
Greek election in April slowed things up. But the dis- 
agreement between the two sides is narrow enough 
for a start to be made on resolving it—or at least get- 
ting it sent to the International Court of Justice, the 
EU’s minimum demand. 

Cyprus presents more of a problem. The £u is 
asking Greece and Turkey alike to behave construc- 
tively in the UN-sponsored negotiations for a per- 
manent settlement. Turkish officials hint that Rauf 
Denktash, the Turkish-Cypriot leader, might pull a 
rabbit out of his hat when the two sides next con- 
vene. The Greek-Cypriot side, the internationally ac- 
knowledged government and a candidate for £u 
membership, claims it has been offering most of the 
concessions. But EU governments—though they 
back it, while still embargoing the Turkish-Cypriot 
part of the island—remain sceptical about admitting 
a divided country. They may not let Turkey in with- 
out a settlement, but they are unlikely to let the 
Greek Cypriots in on their own. All the parties con- 
cerned have an incentive to reach an agreement. 
=] 





Why are we waiting? 








After decades of A WITH Spain, Portugal and Greece, the proof of 
knocking on the Turkey's transformation will be membership of 
Eu’s door, Turkey the European Union. Turkey has wanted to join for 
i the best part of four decades. It began buildingecon- 
has at last g0tA omic ties with the Ev’s predecessor in 1963. Ten years 
foot in it. But the later it signed a treaty to phase in a customs union, 
rest will not follow which was eventually completed in 1995. It lodged 
easily or quickly °” application for full membership 13 years ago. Yet 
the £u did not get round to accepting Turkey as a 

candidate until last December. 

Opinion polls consistently show a majority of 
around two-thirds of Turks in favour of joining. All 
the main political parties are of the same mind. 
Mumtaz Soysal, a former foreign minister and a rare 
opponent of eu membership, complains that he has 
trouble recruiting anyone to his cause. Even Islam- 
ists, who used to denounce Europe and talk up ties 
with the Muslim world, have suddenly developed a 
soft spot for membership—in the hope that the free- 
dom of political expression that comes with it will 

Who's the fairest? 
1999 Average annual Trade Workforce 
GDP with EU chains Freedom 

country mM” Sova head's! emt % 
Czech Republic 10.3 0.0 5,220 -1,496 5.2 
Estonia 11 -0.1 3,730 -520 13.58 
Poland 38.7 0.5 4,030 -11,368 19.0 
Romania 22.5 0.1 1,480 -543 12.65 
Turkey 65.5 2.0 3,050 -5,489 43.0 

Estimates 
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give them more scope to pursue their agenda. 

That hints at the flaw in Turkey’s enthusiasm for 
the eu: membership means all things to all people, 
not all of whom can be satisfied. Secularists are as 
enthusiastic as Islamists, hoping that membership 
will guarantee Turkey’s leaning towards the West. 
The generals imagine ev entry will safeguard Tur- 
key’s integrity, even as Kurdish separatists see their 
salvation in Europe’s generous treatment of minor- 
ities. Nationalists see entry as an implicit confirma- 
tion of Turkey’s greatness; liberals look to Europe to 
scotch such chauvinism. Politicians cannot wait to 
get their hands on aid for Turkey's deprived re- 
gions—whose inhabitants, in turn, cannot wait to 
emigrate to Berlin or Stockholm. 

Sukru Sina Gurel, a minister and government 
spokesman, admits that few Turks grasp what Eu 
membership means, or how hard it will be to 
achieve. Turkey has few of the unofficial ties—for 
example, between professional groups, municipal- 
ities or NGos—that link other candidate countries 
with eu members. If Turkey does join, an Ankara- 
based diplomat predicts, it will replace Britain as the 
Eu’s most difficult and obstreperous member. Bul- 
ent Ecevit, the prime minister, has spoken of enter- 
ing by 2004—a hopelessly ambitious target, but one 
the government refuses to disown. 

Indeed, most Turks attribute their record wait 
for membership to brute European racism, not to 
any failings of their own. Greece, a full member of 
the eu and Turkey’s bitterest rival, is assumed to 
have stirred the latent anti-Muslim sentiment of its 
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Owned by the Dogus Group, 
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in a global economy, the demands of foreign trade finance 
require a reliable partner. A partner with the competence, 
experience and imagination to find the right solutions for 
your opportunity. 


As Turkey's full service merchant banking group, iktisat has 
the resources, professional organization and technology to 
make fast, informed decisions to meet your trade finance 
needs, and people with the commitment to build relationships 
that lead to success. 


Please call Mr, Zeki Onder, Head of international Division. 


Head Office: Büyükdere Cad. 165 Esentepe 80504 istanbul- Turkey 
Tet: (90) (212) 274 70 74 Fax: (90) (242) 274 70 28 
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partners to block Turkey’s accession. How else, 
Turks ask, could all the other candidate countries, 
some of which have little to recommend them, have 
jumped the queue to end up ahead of their own? 

It may well be true that many West Europeans 
regard Turkey as unfit for eu membership, but even 
for the open-minded its admission remains a daunt- 
ing prospect. Among all the current members and 
candidates, only Germany has a bigger population 
at present; and if (improbably) Turkey maintains its 
high birth-rate, it will become number one by about 
2020. It has more farmers than Belgium has people. 
Income per head is only about a third of the eu aver- 
age, even on a purchasing-power comparison that is 
| relatively generous to Turkey. Inflation has put three 
| or four more zeros on its currency notes than on 
most countries’. Turkey almost went to war with 
Greece four years ago. Its human-rights record is dis- 
mal. Even by the standards of some of the more des- 
| titute Balkan candidates, Turkey stands out. 

Yet with a little goodwill Turkey’s candidacy can 
also be seen in a more positive light. Ageing Europe 
needs eager and youthful workers—something East- 
ern Europe cannot provide, but Turkey has plenty 
of. Two million of them are already in Western Eu- 
rope. The big Turkish market already takes more im- 
ports from the eu than do several existing members, 
and than all the other candidates save Poland. Its 
successful customs union with the eu puts Turkey 
streets ahead of the other candidates on the trade 
side. Turkey’s income per head may be low, but is 
not much lower than that of Estonia, a front-runner 
for entry. And other big applicants such as Poland, 
with 39m people, or Romania, with 23m, may prove 
almost as awkward to integrate. 





| A candidate like any other 


Karen Fogg, the £u’s ambassador to Turkey, hopes 

last December's decision will end the bickering 

about the applicants’ relative merits. Whatever the 

reasons for Turkey’s long wait, she points out, the EU 
| has now accepted its candidacy “on the basis of the 
| same criteria as applied to other candidate states”. 

Once both sides have got down to looking at how 
| the Eu’s 100,000 pages of regulations will apply to 
Turkey, the argument runs, sound and fury will give 
way to nuts and bolts. 

So far, the plan is working. Over the past year, 
Turkey's parliament has enacted various human- 
rights reforms designed to appeal to European senti- 
ment. The government has booted military judges 
| outofits civilian courts, lengthened prison terms for 
those found guilty of torture, and made it harder for 
Turkey's zealous prosecutors to shut down political 
parties. It has even agreed to stay the execution of 
Abdullah Ocalan, the captured leader of the PKK, 
until the European Court of Justice rules on his case. 

But if the new measures are to achieve anything, 
the government will have to enforce them. For ex- 
ample, Turkey has always had laws against torture; 
it has just not bothered to apply them. When Turk- 
ish parliamentarians inspecting an Istanbul jail re- 
cently discovered a special beam used for suspend- 
ing victims during torture, the governor asked why 
everyone was making such a fuss about an old stick. 
His remarks did not even earn a reprimand. The 
“deep state”, as Turks call the fustier reaches of the 
| bureaucracy, will doubtless resist any interference. 
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Moreover, Turkey's politicians have so far 
gunned only for easy targets. Local and interna- 
tional human-rights groups confirm that the most 
egregious abuses—extra-judicial killings, disappear- 
ances and deaths in custody—are declining fast. But 
the Human Rights Foundation of Turkey, a local 
pressure group, highlights a countervailing trend: to- 
wards suppression of freedom of speech, under 
Turkey’s many draconian laws. According to Re- 
porters Sans Frontières, a human-rights organisa- 
tion, Turkey has almost as many journalists in jail as 
the rest of the world put together. 

On this issue, parliamentarians have proved 
less than resolute. A few years ago, when the Eu 
pressed a previous goverment to end restrictions 
under Turkey’s anti-terrorism law, the courts simply 
resorted to equivalent clauses in the penal code to 
jail people for their ideas. Last year, the present gov- 
ernment proposed an amnesty that would have 
freed the thugs who attempted to assassinate a 
prominent human-rights activist—but not the activ- 
ist himself, who was serving a jail term for question- 
ing the official line on the Kurds. Only a thorough 
overhaul of Turkey’s army-inspired constitution can 
put an end to such absurdities. 

The politicians have steered clear of that, be- 
cause it would touch on the rawest nerves in Turkish 
society: the role of Islam, the Kurds and the armed 
forces. Instead, Turkish officials argue that eu mem- 
bership itself will help exorcise such demons. Like 
the Greeks and Spaniards, who saw entry into the 
EU as a means to banish the spectre of military rule 
for good, or the Italians, who hoped to force finan- 
cial discipline on their politicians through monetary 
union, Turkish democrats dream of redeeming their 
country with a wave of the European wand. 

Nowadays, however, the £u has clear political 
criteria for membership, including a government 
free from military influence, and complete freedom 
of expression. Turkey must show that it is at least 
moving in that direction before it can hope to ac- 
cede, The eu could help by releasing long-promised 
aid, extending the customs union and negotiating a 
blueprint for accession. But with so many other can- 
didates competing for the Union's attention, Turkey 
will have to do most of the work. 








Turkey’s vanguard in Europe 
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There’s no such 
place, says Turkey's 
government. It has 
a point 
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So where is Kurdistan? 


T THE time of the Kosovo crisis last year, Anna 
Lindh, the Swedish foreign minister, mused on 
the sort of human-rights abuses that might lead to 
the horror of ethnic cleansing. The first example she 
chose was that of the Kurds in Turkey, who, she said, 
“are denied their language, cultural identity and 
democratic rights”. So is Turkey an incipient Serbia, 
and are the Kurds future Kosovars awaiting their 
Armageddon? 

Not exactly. Under Turkish law, people can be 
sent to jail for broadcasting in Kurdish, teaching 
Kurdish in schools or running a political campaign 
on the basis of ethnicity. Since 1984, the army’s 
bloody war against the exx in south-eastern Turkey, 
where perhaps half the country’s Kurds live, has 
cost at least 30,000 mainly Kurdish lives and driven 
several million Kurds from 
their homes. 

But that leaves out mil- 
lions more Kurds who go 
about their business in the 
rest of Turkey, apparently 
integrated and prosperous. 
Many successful business- 
men are Kurdish, such as 
Aga Ceylan, one of Turkey's 
biggest construction barons, 
or Halis Toprak, a promi- 
nent industrialist and finan- 
cier. About a quarter of Tur- 
key’s mrs claim some sort of 
Kurdish ancestry. People 
openly identifying them- 
selves as at least partly 
Kurdish have served as 
mayor of Istanbul, prime 
minister, president, even 
army chief of staff. Nor do 
they necessarily play down 
their Kurdishness: Hikmet 
Cetin, a former foreign min- 
ister and speaker of parlia- 
ment, likes to parade his flu- 
ency in Turkey's main Kurdish dialect. 

Hadep, the largest Kurdish political party, polled 
only 4.7% of the national vote (or about one Kurdish 
vote in five) at the last election. Party leaders com- 
plained that the authorities stopped them from run- 
ning a proper campaign in the south-east, but the 
millions of Kurds who live in westem cities are per- 
fectly aware of Hadep; they simply choose not to 
vote for it. The PKK, too, is unpopular with many 
Kurds. Its Marxist dogma turns off upwardly mobile 
ones in the western cities and conservative ones in 
the south-east alike. Its terrorist tactics, such as mur- 
dering schoolteachers and postmen for “collaborat- 
ing’ with the enemy, must have alienated many 
more. The Kurds of Iraq are helping the Turkish gov- 
ernment to fight the exx, as are Kurdish landowners 
and Islamists within Turkey. Indeed, many of the 
soldiers sent to fight the PKK over the past 20 years 
were Kurdish themselves. 

Turkish nationalist ethnographers used to claim 
that Kurds were simply wayward Turks who had 


forgotten their true language and culture. That claim 
is clearly fanciful, but it is true that Kurds do not con- 
stitute a coherent group. They speak several differ- 
ent, often mutually unintelligible, dialects, and es- 
pouse different forms of Islam. The traditional tribal 
ties and the remote and mountainous landscape of 
the south-east have made it hard to develop a collec- 
tive consciousness. Intermarriage with Turks is com- 
mon, although never quantified. Even at the Hadep 
headquarters in Ankara, party functionaries speak 
Turkish amongst themselves. 


Go west, young man 

For decades, Kurds in the south-east have been vot- 

ing for assimilation into Turkey with their feet. In 

1996, the government calculated that the average in- 
if habitant of the largely Kurd- 








The price of an identity 


ish province of Mus lived on 
less than a tenth of the in- 
come of a resident of Ko- 
caeli, a western manufac- 
turing centre. Unsurprising- 
ly, therefore, Kurds have 
been moving west, at the 
rate of perhaps half a mil- 
lion a year. Whole Kurdish 
quarters have sprung up in 
western cities such as Izmir 
and Bursa. 

True, the government 
bears much of the blame 
both for the lack of develop- 
ment in the south-east and 
for the fighting that has 
spurred the exodus from it. 
In the past, atany rate, Turk- 
ish leaders viewed mass 
emigration as one way to 
cure their south-eastern 
headache. But whatever 
prompted the outflow, it 
has become irreversible. 

In a rare poll conducted 
on the subject in 1992, almost half the Kurds in- 
terviewed in Istanbul said they had come to stay. In 
all the big cities, young, chic, Turkish-speaking 
women can be seen shepherding their veiled, Kurd- 
ish-speaking mothers on to buses with an air of 
embarrassment. The émigré Kurds of Ankara and Is- 
tanbul like to sing uplifting songs about their peo- 
ple’s struggle, their resentment fostered by restric- 
tions on the Kurdish language and petty harassment 
from the police. But for all their grumbling, they 
have no wish to go back to their villages, let alone 
into the hills with a gun. 

That makes it all the more baffling that the gov- 
ernment should be so determined to suppress the 
slightest pro-Kurdish peep. The courts regularly in- 
terpret a law against promoting “hatred between 
ethnic groups” to include any mention of a Kurdish 
problem. Last year, for example, they confirmed a 
two-year jail sentence against Akin Birdal, a human- 
rights campaigner who rashly spoke of a “Kurdish 
identity” in public. Around the same time, Vural Sa- 
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vas, the public prosecutor, closed down a small 
Kurdish. party on similarly flimsy grounds, and 
started proceedings against Hadep for good mea- 
sure. The courts even prevent parents from giving 
their children Kurdish names. The effect; naturally, 
is to ensure that politically apathetic or moderate 
Kurds turn more extreme... 

In Diyarbakir, the capital of the sitem, the 
atmosphere is even more repressive. Many of the 
residents are refugees, living in fly-ridden tenements 
since the army bumt their villages as: part of a 
scorched-earth campaign against the px. Locals at 

a teahouse worry thi | get into trouble for 
security services, they 
ween law-abiding 
Kurds and xk supporters. Everyone has a tale of ar- 
bitrary arrest, torture or disappearance. An old man 
in a frayed suit accuses the police of routinely raping 
their male prisoners. “We accept torture,” he says. 
“The state has the right to torture you—but some 
methods are too shameful.” 

‘Some 60,000 people, about a tenth of the prov- 
ince’s adult population, have been tried in the spe- 
cial emergency-rule courts since 1989. Yet local hu- 
man-rights lawyers say they have not managed to 
get a single torture case heard in 15 years. “To whom 
should we complain?” asks the sister of a torture vic- 
tim. “Even members of parliament can be tortured 
in Turkey.” The American government’s report on 
Turkey’s human-rights situation in 1999 bears her 
out: “The rarity of convictions and the light sen- 
tences imposed on police and other security offi- 
cials for killings and torture continued to foster a cli- 
mate of impunity.” 













Throwing money at the problem 

The government seems to think that a dash of pros- 
perity will take the locals’ minds off such concerns, 
but that is easier said than done. Refugee farmers 
cannot eam any money until they can return to 
their land, yet Diyarbakir’s governor says there are 
no funds to rebuild their villages. The military cam- 
paign, meanwhile, is costing perhaps $8 billion a 
year, The benefits of Gap, a $30 billion hydroelectric 
and irrigation scheme designed to win Kurdish 
hearts and minds, have so far flowed disproportion- 
ately to the state electricity company and to wealthy 
landlords. Local businessmen complain that the 





many incentives for mvestment in the area help 
only west Turkish carpetbaggers with capital. 

The atmosphere has improved somewhat since 
Mr Ocalan’s capture and the pxx’s subsequent 
ceasefire last year. The army was gaining the upper 
hand even before that; by now, claims the governor 
of the “emergency-rule” area, there are only 500 
guerrillas left within the country. Even a pKx splinter 
group that was defying the ceasefire is said to have 
given up. Instead of barricading themselves indoors 
at dusk, locals feel secure enough to stroll home 
from restaurants late at night. But the chief of staff 
has ruled out any reduction in forces. At Diyarbakir 


airport, fearsome Apache attack helicopters : still, sit 


on the runway, ready for take-off. ; 

The governments military success tos also 
translated intoa more relaxed political. atmosphere, 
The head of the provincial bar association says the 
number of extra-judicial killings and disappear- 
ances: has fallen, although torture remains wide- 
spread. As a gesture of goodwill, the government 
this. year permitted public celebrations of Nawroz, 
the Kurdish new year, for the first time in more than 
a decade. Many television and radio stations. are 
now able to broadcast non-political Kurdish songs. 
At a recent Hadep get-together in Diyarbakir, Kurd- 
ish singers even.crooned the word “Kurdistan”. 

But staunchly Kemalist bureaucrats resist even 
such faltering steps. The governor of Istanbul, for ex- 
ample, prohibited the city’s Kurds from celebrating 
Nawroz, on the ground that they had not transliter- 
ated the word correctly into Turkish in their applica- 
tion. Feridun Celik, the Kurdish mayor of Diyarba- 
kir, sees his sudden arrest and then release in March 
as intended “to sabotage the peaceful atrnosphere”™. 
Plenty of people, from government-sponsored para- 
military squads to arms- and drug-smugglers, stand 
to lose if the region returns to normal. 

Moreover, officials still present any concessions 
as part of a general effort to improve human rights, 
not something aimed specifically at the Kurds. Mr 
Gurel, the government spokesman, insists. that the 
government does not consider the Kurds.a minority, 
and therefore has no plans to grant them the minor- 
ity rights by which the eu sets so much store, In- 
stead, he says, the “social and economic problems of 
the south-east will lead the agenda.” That will not re- 
assure the teahouse customers of Diyarbakir. 
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Fundamental separation 


Ii YOU are looking at the humdrum Ankara sky- 
line from Ataturk’s hilltop mausoleum, one build- 
ing stands out: the Kocatepe mosque. Its four mina- 
rets hem in a massive vanilla sundae of domes and 
semi-domes, in a modern pastiche of the traditional 
Ottoman style. But the architects planned as much 
for convenience as for tradition. The muezzins ride 
to the top of the minarets in purpose-built lifts. A 
huge underground car park offers the congregation 
an instant earthly reward after the snarled city 
streets. Best of all, when God begins to pall, visitors 
can turn their attention to mammon, in the form of 
a large subterranean shopping mall. 

Few Turks seem to see anything odd about 
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shopping for miniskirts and hair-dye in the base- 
ment of Ankara’s biggest mosque. In a recent survey 
conducted by resev, a respected Turkish think- 
tank, 97% of those questioned identified themselves 
as Muslim, 92% said they fasted during the holy 
month of Ramadan, and 46% claimed to pray five 
times a day. But 91% also said different religious be- 
liefs should be respected, and clear majorities 
thought it did not matter if Muslims consumed alco- 
hol, failed to fast and pray or, if they were women, 
went outside without covering their heads. Only 21% 
called for an Islamic state, and once the implications 
were pointed out to them, some were not so sure. 
But even if ordinary Turks do not get worked up 





In its anxiety to 
keep state and 
religion apart, 
Turkey sometimes 
goes too far 
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Which is the more liberated? 


about religion, their government does. The constitu- 
tion bars “even partially basing the fundamental so- 
cial, economic, political and legal order of the state 
on religious tenets”. Although mildly Islamist parties 
do exist, the least hint of radicalism is severely pun- 
ished. Thus the courts slapped a lifetime political 
ban on Tayyip Erdogan, a popular Islamist mayor of 
Istanbul, for using the word jihad, which literally 
means religious struggle, but can have military con- 
notations. The irony that Mr Erdogan was quoting 
from one of Ataturk’s favourite poets was lost on the 
judges. Even their more liberal colleagues find little 
room for interpretation in Turkey's rigid laws; and 
the special military courts that regularly dismiss of- 
ficers for Islamic leanings do not allow appeals to 
any civilian authority. 

In their hunt for Islamic extremists, hardline sec- 
ularists have cast the net so wide that they have 
caught most Turkish women in it. Although the Ke- 
malist elite in the cities abandoned the traditional 
headscarf long ago, almost every woman in rural 
and poorer urban areas wears one, as do some Is- 
lamic revivalists. To weed out the small minority 
who intend their headscarves as a political state- 
ment, Turkey’s universities have expelled all stu- 
dents and instructors who wear them—up to 30,000 
of them, according to a veiled students’ advocacy 
group. The only woman who has ever dared to enter 
the parliament in a headscarf was soon stripped of 
her seat and her citizenship. Mothers whose con- 
script sons have been injured fighting the PKK must 
bare their heads to visit them in military hospitals, 
all in the name of separating religion and state. 

Yet that does not mean the state steers clear of 
religion. For example, it put up most of the funds for 
the Kocatepe mosque. It supervises religious educa- 
tion (which is compulsory), specifies the qualifica- 
tions for those wishing to become imams, appoints 


suitable candidates to mosques (all 74,356 of them) 
and pays their salaries. Squads of state inspectors sit 
in on Friday prayers around the country to make 
sure the preachers avoid politics. The government 
even dictates the charities to which devout Muslims 
can present animal skins after the traditional an- 
nual sacrifice. 


Search for the devil 


Despite all these strictures, many Turkish secularists 
fear that irtica, a sort of nebulous fundamentalist 
threat, is about to swamp the state. When the Islam- 
ist Welfare party won the largest number of seats in 
the 1995 parliamentary elections, the army knocked 
heads together to make sure a secularist coalition ex- 
cluded it from office. When that arrangement broke 
down in 1996, the generals permitted Welfare to lead 
a government, but used their political power (see 
next article) to impose a raft of anti-Islamic reforms. 
Mr Savas, the ever-vigilant public prosecutor, 
charged Welfare with plotting to impose an Islamic 
regime, the chief evidence being its notorious toler- 
ance of beards, turbans and headscarves. 

When the press joined in with unsubstantiated 
stories about illicit fundamentalist slush funds and 
a secret scheme to paint Istanbul’s roads an Islamic 
green, the government collapsed. The courts fol- 
lowed up by banning the party and exiling its 
leader, Necmettin Erbakan, from politics for five 
years. As soon as Welfare was out of the way, the fu- 
rore about irtica subsided, claims Oya Akgonenc, 
an mp from Welfare’s successor party, Virtue: “If 
there really were large numbers of people who 
threatened the state, what happened to them?” 

Indeed, there seems to be only one Islamic ex- 
tremist group worth the name in Turkey—and 
many Turks suspect the authorities of promoting it. 
Hizbullah (no relation to the Lebanese group of the 
same name) led a terror campaign in the south-east 
throughout the 1990s in favour of an Islamic Kurdish 
state. The government certainly did not seem un- 
duly exercised over its attacks on secular Kurdish 
political activists and PKK sympathisers. Mesut Yil- 
maz, leader of one of the parties in the present gov- 
ernment coalition, is quite blunt: “My belief is that 
Hizbullah could not have done what it did without 
the co-operation of certain traitors within the state.” 
At any rate, the police did not begin a serious crack- 
down on the group until last February. Since then, 
they have arrested some 1,000 Hizbullah members, 
and unearthed about 60 of their victims. 

Next to such horrors, Mr Erbakan’s transgres- 
sions seem minor. He did resist shutting down Tur- 
key’s flourishing religious schools, arguing that it 
was the soldiers themselves who encouraged their 
spread as an antidote to the leftist upsurge of the 
1970S, but he eventually gave in. His much pub- 
licised trips to Libya and Iran were bound to raise 
military hackles, but he went along with the gener- 
als in their decidedly unIslamic alliance with Israel. 

It is also fair to say that many Turks plumped for 
Welfare not because of its Islamist tinge, but for its 
air of probity and competence. Popular Welfare 
mayors such as Mr Erdogan made their reputations 
by fighting corruption and improving public ser- 
vices in the major cities. When the Welfare gov- 
ernment indulged in the same parliamentary 
wheeling and dealing as its predecessors, its support 
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declined. The air of crisis engendered by Mr Erb- 
akan’s showdown with the army also seems to have 
put off many voters, tired of the past decade’s end- 
less chopping and changing. In last year’s election, 
Virtue polled about 5% less than Welfare at its peak. 

Virtue’s leaders seem: to have learned their les- 
son. When explaining the party's platform, its mrs 
take five minutes before get down to mention- 
ing Islam. Though ideas such as repealing the head- 
scarf ban or promoting religious schooling doubtless 
attract Islamist voters, party members present them 
purely as a matter of civil liberties: No doubt many 
former Welfare-ites stil use some of Mr Erb- 
akan’s more outlandish proposals, but they also 
know that these go down almost as badly with the 
electorate as they do with the army. If Virtue wants 











pe Turkey’s recent presidential election, a 
prominent newspaper put about the story that 
the army's chief of staff had vowed not to meddle in 
the race. His office, keen to squash such a scurrilous 
rumour, issued an immediate denial. “It is incon- 
ceivable that the armed forces would not have an 
opinion,” ran the indignant press release. Mr Ecevit, 
the prime minister, was the first of many politicians 
to support the military's forthright stand, declaring 
that its public interventions in one of the country’s 
key political contests were “only natural”. 

Military meddling is indeed natural in Turkey—- 
yet distinctly inappropriate in the eyes of the eu. In 
its most recent report on Turkey's progress towards 
membership, the European Commission declared 
that “the lack of civilian control of the army gives 
cause for concern.” Two constitutional anomalies, in 
particular, caught the Ev’s attention. First, Turkey's 
chief of staff reports directly to the prime minister, 
not to the defence minister, as in West European 
countries. Second, the army regularly weighs in on 
matters of purely civilian concern, through a body 
called the National Security Council (mex), made 
up of the five most senior officers, plus the presi- 
dent, prime minister and three other ministers. 

In a sense, this is an improvement over the days 
when the first sign of military displeasure would be 
the roar of tanks rolling into the streets. The army 
took control of the country three times between 
1960 and 1980, but has stayed in its barracks since 
then. Likewise, six of Turkey's ten presidents have 
been soldiers—but none of the last three. After the 
most recent coup, in 1980, the generals promulgated 
a new constitution designed to preserve military 
influence, mainly through the mex, without the 
need for full-scale intervention. It was at an MGK 
meeting, for example, that the army instructed Mr 
Erbakan to rein in Islamic schooling and sack Islam- 
ist civil servants. When military pressure eventually 
forced him from office, Turkish commentators 
dubbed the move a “post-modern coup”. 

Such showdowns are rare, of course; but the 
army also gets its way on more mundane matters. 
Defence spending accounts for about 14% of Tur- 
key’s budget, compared with 6% in Britain and 4% in 
Italy. Despite persistent fiscal deficits, no one both- 
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to get beyond the 21% of the vote won by Welfare in 
1995, it will have to remain down-to-earth. 

None of this reassures the indefatigable Mr Sa- 
vas, who has launched a new attempt to close Vir- 
tue. The same man who has charged so many politi- 
cians with “inciting enmity and hatred through 
religious and doctrinal differences” unashamedly 
denounces Virtue as a “tumour” run by “blood- 
sucking vampires”. Clearly, Mr Savas’s brand of Ke- 
malism equates the merely pious with the truly sub- 
versive, much as it conflates all disgruntied Kurds 
with PKK terrorists. “When they talk about funda- 
mentalism, they really mean Islam,” says Fehmi 
Koru, a devoutly Muslim columnist. And that con- 
fusion, he argues, threatens Turkey’s stability far 
more than do Mr Savas’s fundamentalist chimeras. 





ers to check how this money is spent. “When the 
budget of the defence ministry comes to the parlia- 
ment, not a single mp stands up and says anything,” 
complains Mr Koru. Although the end of the cold 
war, the growing rapprochement with Greece, Tur- 
key’s deepening alliance with Israel, and its effective 
defeat of the pkx all leave the country more secure 
than at any time in living memory, the army has em- 
barked on an expensive weapons upgrade. 

So are these arrogant and unaccountable sol- 
diers unpopular? Far from it: in poll after poll, Turks 
tate the armed forces as the country’s most popular 
institution. “It's about the only thing in the country 
that works,” says one, echoing a near-universal sen- 
timent. The shared experience of military service 
creates some common ground between the future 
plutocrats of Istanbul and the bumpkins of the Ana- 
tolian hinterland. Whereas politicians are consid- 
ered scheming and dishonest, top officers come 
across as principled and straightforward. And un- 
like the snooty circles of big business, the army gives 
ordinary Turks the opportunity to make good. 

It is also fair to say that the army has openly 
taken power only during real emergencies, and has 
always handed it back to civilians willingly and rea- 
sonably quickly. “The army never, never wanted 
power for itself,” insists Mehmet Ali Kislali, a mili- 





Power in the land 
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Turkey's generals 
see themselves as 
guardians of the | 
constitution. So 
will they allow it 
to be updated? 




















The one certainty 
in Turkish politics 
is constant change 


tary analyst. The soldiers genuinely seem to think of 
themselves not as Turkey's rightful rulers, but sim- 
ply as Kemalism’s last line of defence. The twin suc- 
cesses of their military campaign against the PKK 
and their political assault on the Welfare party must 
have reinforced their sense of righteousness. , 

No wonder, then, that the present government 
does not want to tangle with the top brass. When 
presented with a list of basic questions about Tur- 
key's military goals and expenditures, the minister 
of defence says he cannot answer any of them with- 
out referring to the general staff. Other officials also 
refuse to outline future reforms, however dim or dis- 
tant; instead, they ask for “understanding of Tur- 
key’s special circumstances”. 


Digging for dirt 

Fortunately the press has recently proved a little less 
timid than the politicians about the role of the 
armed forces. The army’s slow and clumsy response 
to last year’s earthquake prompted the first com- 
plaints. Since then, columnists have become braver 
about questioning its more grandiose procurement 
schemes. A recent book on the war in the south-east 
daringly suggested that some officers had exploited 
the conflict to run rackets, smuggle drugs and abuse 
civilians. Although some of these allegations remain 
unproven (and the book banned), questions about 
the army’s financial entanglements keep cropping 
up. In these days of privatisation, its industrial hold- 
ings~-eg, a car-building venture with Renault—look 
increasingly anachronistic. Apparently unqualified 
retired generals often take up seats on the boards of 
big companies; several have got caught up in finan- 
cial scandals. All these revelations strengthen the ar- 
gument for greater civilian oversight and control. 


~~” Nor is pressure for reform coming from civilians 





alone. In line with the trend within Naro, the army 
itself is keen to develop leaner, more mobile and 
higher-tech forces. That will call for. more procure- 
ment, and therefore greater scrutiny, both from 
those holding the purse strings in Turkey and those 
selling the weapons to it. The army has also floated 
the idea of abolishing conscription, to streamline the 
forces—-a move that would call its.own special role 
in Turkish public life into question. 

The army wants to participate in the gu's fledg- 
ing “security and defence identity”, so it will have to 
learn to rub along with the civilians who will be de- 
signing this. The generals, army-watchers say, are 
shopping around the constitutions of Europe to find 
the most palatable formula for civilian-military re- 
lations. They view membership of the eu as the cul- 
mination of Ataturk’s dreams. So the tighter Turkey’s 
embrace with Europe, the less, it’s said, they will feel 
the need to meddle in politics. 

Perhaps the presidential election in which the 
chief of staff showed such interest will also play a 
part in curbing the army’s off-base adventures. The 
generals should be comfortable with the choice of 
Mr Sezer, who as chief justice of the constitutional 
court presided over the closure of three Kurdish par- 
ties as well as that of Welfare. But for all his hardline 
credentials, he has also called for reform of the gen- 
erals’ constitution, especially insofar as it restricts 
freedom of speech. He has even said that Turks 
should be free to speak whatever language they 
want, a nod in the direction of Kurdish cultural 
rights. Coming from anyone eise, such suggestions 
would be anathema; but with a committed Kemalist 
like Mr Sezer as its commander-in-chief, the army 
might just swallow such a change. 





Shifting coalitions 


LUCKY Turkish politicians can break Kemalist 

taboos and get away with it. Turgut Ozal, the late 
prime minister and president, once faced down his 
chief of staff over plans to open a second front 
against Iraq during the Gulf war. In the end, Ozal 
forced the recalcitrant soldier into retirernent (al- 
though he still did not get his way over the second 
front). On another occasion, he reviewed some 
troops in a t-shirt, in a country where even taxi driv- 
ers wear jackets and ties. He was vigorous enough 
and popular enough to shrug off objections to 
moves like lifting the total ban on Kurdish, or pro- 
moting Islamic banking. 

Since Ozal’s day, however, Turkey has suffered 
from a series of short-lived and weak govern- 




















ments—nine of them in as many years, all but two 
of them coalitions or minorities. The blame lies 
partly with the electoral system, an unhappy com- 
promise between proportional representation and 
first-past-the-post. To avoid many-headed coali- 
tions, itexcludes parties that poll less than 10% of the 
national vote. At the most recent election, several 
biggish parties fell below that threshold, in effect in- 
validating one vote in six. Yet even so the system 
usually fails to create strong, single-party govern- 
ments, or even two-party coalitions. True to form, 
the present goverment is made up of three parties. 

All this would work better if a couple of parties 
had a clear lead over the others. But the army put 
paid to any stable party system by banning the 
main parties and their leaders from politics, when it 
took power in 1980. Later, the ban was reversed in a 
referendum, leaving two different parties for each 
ideological shade. Frequent mergers, splits. and 
name changes further muddy the waters. One mp 
earned the nickname “the spinning top” by chang- 
ing parties six times. 

The lack of internal democracy within the par- 
ties exacerbates the problem. The leaders of the 
present coalition did not bother to inform their mrs 
of the government's choice of candidate for presi- 
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dent until three days before parliament met to elect 
him. No one seems to have thought of consulting the 
provincial party organisations at all. “The leaders are 
the emperors of their parties,” gripes one political 
analyst. They can summarily dismiss members, 
have absolute control over the all-important party 
lists at elections, and never seem to retire. Today's 
young Turks spend most of their time twiddling 
their thumbs in the shadow of septuagenarians. 

All this means that squabbling seems to bring 
down governments as often as policy disputes. A 
tie-up in.1996 between two right-wing parties, for ex- 
ample, collapsed when the leader of one supported 
a corruption investigation into the leader of the 
other. In parliament, petty bickering is the order of 
the day. Last month, members of the Nationalist Ac- 
tion Party (mHP) tried to 
stop one of their colleagues 
at gunpoint from registering 
as a presidential candidate. 

The limited scope for 
democratic debate permit- 
ted by Turkish law encour- 
ages such shenanigans. The 
army-inspired constitution 
forbids all attempts at “plac- 
ing the government of the 
state under the control of an 
individual or a group of 
people, or establishing the 
hegemony of one social 
class over others, or creating 
discrimination on the basis 
of language, race, religion or 
sect”. And this is not a hol- 
low threat: in the past 40 
years the courts have closed 
35 parties for that sort of 
thing. 

No wonder, then, that the main Turkish political 
parties look hauntingly alike. All of them are 
nationalist to varying degrees, but they all support 
eu membership, They all in theory uphold the sepa- 
ration of religion and state, although most have Is- 
lamist wings. They all agree that deficits and infla- 
tion must be brought down by rimr-inspired 
austerity, although they all open the coffers when 
elections draw near. According to Cuneyt Ulsever, a 
columnist for the Hurriyet newspaper, they have all 
become patronage groups, competing for the privi- 
lege of applying the same policies. 


The price of a vote 


With shaky coalitions raising the constant risk of 
early elections, politicians do not muck about with 
long-term planning, but resort to populism of the 
most blatant and ruinous sort. Civil servants always 
win huge pay rises when election day nears. Coun- 
try-dwellers, who make up 40% of the population, 
are the biggest vote bank, and so win the biggest 
payouts. Mr Ulsever calculates that subsidies con- 
tribute as much as 50% of rural incomes. During one 
campaign, Suleyman Demirel, a former president 
and prime minister, literally bid for farmers’ votes 
by promising to fix the price of tobacco above the 
best price offered by his political rivals. 

This sort of patronage often blurs into cor- 
ruption. Inside the party offices, huge queues of pe- 
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Unparliamentary behaviour 


titioners wait to trade their support for help with 
finding a job or a hospital bed. No company can 
win a government contract without paying a kick- 
back, businessmen say. Tansu Ciller, a former prime 
minister, got into trouble when $6.5m disappeared 
from a government account under her control. A 
fresh scandal, over influence-peddling in the pri- 
vatisation of a state bank, brought down the gov- 
ernment of her successor and arch-rival, Mesut Yil- 
maz. Even the supposedly whiter-than-white 
Welfare government was damaged by including the 
party of the sleaze-spattered Ms Ciller. 

A series of scandals of this kind has gradually 
built up a picture of a political class in cahoots with 
mafiosi, big businessmen and supporters of the far 
right. In 1996, a police chief, a right-wing hitman 
sought by Interpol and a 
former beauty quéen were 
all killed in the crash of a car 
belonging to a: wealthy 
Kurdish mp. It soon tran- 
spired that the minister of 
the interior had been. stay- 
ing in the same hotel. Since 
then, revelations about 
friendly telephone con- 
versations between minis- 
ters and mafiosi,or hanky- 
panky in the privatisation 
process, have become com- 
mon. “Corruption”, says 
Mehmet Elkatmis, the head 
of the parliamentary inves- 
tigation into the mysterious 
car crash, “reaches the high- 
est level of the state.” Yet 
hardly anyone ever seems 
to get punished. 

Turkish voters are 
clearly searching for something more inspiring. In 
each of the past four elections a different party has 
topped the ballot (see table 4, previous page). At the 
most recent election, just over a year ago, the voters 
decided to try out the mnp and Mr Ecevit’s Demo- 
cratic Left Party (psp) chiefly, it seems, because nei- 
ther had been near power (bar the psp’s brief role in 
a pre-electoral caretaker government) for years. 

Apart from that, the two parties have nothing in 
common. Mr Ecevit, the leader of the sp, was the 
great hope of the left in the late 1970s. The “Grey 
Wolf” activists of the mup, on the other hand, made 
their name beating up left-wing studerits.and assas- 
sinating union leaders. It was the fierce street battles 
between the two sides that triggered the 1980 coup. 
When this disparate pair floated the idea of a co- 
alition after last year’s election, Turkey gasped. 

But so far, to everyone’s surprise, the coalition 
(which also includes Mr Yilmaz’s centre-right Moth- 
erland) has held together well. Both the mnr and the 
psp are drifting towards the centre. Devlet Bahceli, 
the mxp’s leader, likes to play the statesman. Mr Ec- 
evit, who is elderly and unwell, has an eye on pos- 
terity. Both know that, after the turmoil of the past 
few years, voters crave stability above all. Although 
the two parties may still not see eye to eye on the 
touchiest subjects, such as Islam, they have wisely 
chosen to concentrate on the economy. 
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programme just 
may deliver the 
goods 


i 
l 
| 
i 
| 
H 
| 
| 
| 
| 














‘Consumer prices 
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Pointing the right way [5] 


Ai increase on year ı earlier 


HE world may see it as a basket-case, but Turks 
consider their economy miraculous. Where else, 
they ask, could an economy grow by over 4% a year 
for a decade, despite inflation averaging over 80%? 
Where else could industrialists keep expanding their 
output, despite real interest rates that ranged to 50% 
and more? And where else could the treasury keep 
borrowing, despite ten years of rudderless gov- 
ernment and umpteen failed imr reform packages? 
On inflation, at least, the Turkish economy has de- 
fied the conventional wisdom which holds that 
such high rates will inevitably slide into hyperinfla- 
tion after a year or two. But apart from this anomaly, 
sadly, economic gravity caught up last year. 
Turkey's woes stem from its 
massive state sector. Instead of cut- 
ting payrolls and privatising, the 
~~ 110] populist governments of the 1980s 
and 1990s kept doling out subsidies 
and jacking up wages. Deficits grew, 
and inflation ballooned in their 
wake. For a while the economy still 
flourished, thanks to Turgut Ozal’s 
lifting of stringent controls on im- 
ports and capital flows. When he 
became finance minister in 1980, it 
was a crime to carry foreign cur- 
rency; since then, European inves- 
tors have helped Istanbul's stock ex- 
change to take off (see chart 6, next 
page). Foreign trade also jumped, 
though one corollary of this was a large trade deficit. 
But even the iconoclastic Ozal did not dare to at- 
tack the subsidy-guzzling farmers and factories, and 
the all-too-numerous civil servants. The treasury 
found itself issuing debt at rising rates and shrinking 
maturities. In 1994 inflation temporarily eased the 
problem by causing a plunge in the value of the lira, 
and hence reducing the real burden of debt—at the 
expense of a deep recession. But that also made in- 
vestors warier about buying government paper, and 
pushed up the price of borrowing stil! further. By the 
end of last year, real interest rates stood at 40% and 
inflation near 70%. The overall burden of debt was 
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not particularly outlandish—-less than 60% of cop - 


but the cost of servicing it had got out of hand. 

The government's financial straits have inev- 
itably taken their toll on the wider economy. For a 
start, heavy public-sector borrowing has siphoned 
money away from more productive uses. Last year, 
88% of the profits of Turkey's 500 biggest firms came 
from lending to the government. Worse, public bor- 
rowing left the country vulnerable to any sort of ex- 
ternal shock. Professor Asaf Savas Akat, of Bilgi Uni- 
versity, likens the weakness brought on by 
persistent inflation to living with arps. “In the end,” 
he says, “you die of a cold.” Turkey’s economy did 
not quite die last year, but it shrank by 5%. 

In December, at the imr’s initiative, the gov- 
ernment unveiled a comprehensive three-year re- 
form programme. To puncture public expectations 
of inflation, it announced a schedule for the deval- 
uation of the lira month by month for the whole 
year in advance. In the meantime, it promised to re- 





duce the deficit by making it harder for people to 
qualify for public pensions, cutting agricultural sub- 
sidies, raising taxes and privatising. In return, the 
IMF agreed to provide $4 billion o? loans to ease the 
pain. If all goes according to plan, Turkey will be 
down to single-digit inflation and a consolidated 
public-sector deficit of 3% of Gor by 2003. 

Turkey has embarked on many such pro- 
grammes before: 17 by a popular, although exagger- 
ated, count. But this time the tmr made sure that the 
government brought in not just painful spending 
cuts and tax increases, but also needful laws on pri- 
vatisation and pension reform, before getting any 
imr cash. As in any IMF accord, the programme is 
conditional: each dollop of money will arrive only if 
fiscal targets are met and further legal reforms intro- 
duced. The government is also we'l aware that its 
popularity depends in large part on its economic 
prudence. Turkish bankers say this is Turkey’s last 
chance, and failure would spell terminal disaster. 
Their gloom has helped concentrate minds. By the 
end of April, the government had already pulled in 
privatisation revenues of $5 billion out of its $7.5 bil- 
lion target for the whole year, and now hopes for a 
total of $9 billion.Tax revenues are up sharply. 

The biggest risk is that inflation will remain 
higher than the pre-announced rate of devaluation, 
causing a gradual. appreciation of the real. value of 
the lira. Analysts fear that might dent exports, push 
up the current-account deficit and finally prompt a 
sudden, large exchange-rate adjustment, wrecking 
the government's anti-inflation strategy. But at least 
a stronger lira would cut the cost of imports; and 
many of these go out again as exports, so the harm 
should not be too great. And the government has al- 
ready said it will switch to a less rigid exchange-rate 
system in about a year’s time. 


Hope in the air 

So far, touch wood, the plan seems to be working. 
Inflation has come down to about 60% year-on-year 
(see chart 5), and real interest rates have plummeted 
to 10%. The governor of the central bank is report- 
edly getting ready to chop some zeros off the lira. In 
April two foreign rating agencies, Standard & Poor's 
and Fitch rca, upgraded Turkish government debt. 
The im has issued a glowing report card. 

If the programme succeeds, the first people to 
feel the effects will be Turkey’s businessmen. Ac- 
cording to conventional wisdom, Turkish business 
came of age in 1996, after acustoms union abolished 
all tariffs on industrial goods between Turkey and 
the eu. In the short term, Turkish industry suffered. 
Imports from Europe shot up, whereas-exports rose 
much more slowly. Imports of cars rose from 15% to 
45% of the market in only four years. Yet though 
some manufacturers went bust, most soon adjusted. 
By 1999 exports had clawed their way back to about 
70% of imports. Turkey now exports 65,000 cars a 
year. On Istanbul's trendy Istiklal street, the home- 
grown Mavi jeans shop pulls in as many customers 
as the Levis outlet next-door. 

It all shows, say Turkish businessmen, that on a 
level playing field their goods can compete with the 
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best in the world. But the field is not level. Turkish 
firms have had to cope with the impossibly high 
cost of borrowing and unpredictable exchange rates 
of the past decade. The big family conglomerates, 
desperate to get their hands on finance, founded 
banks. Smaller enterprises had to rely on their pro- 
fits or family connections to expand. Most could do 
nothing. The high rate of inflation makes company 
accounts meaningless. Foreigners, put off by all this, 
invested a paltry $817m in Turkey last year, almost 
all of it additional funding for existing projects. 

If the government's reform programme does 
bring inflation and interest rates down to less exotic 
levels, the resulting shake-out in Turkish business 
could be as dramatic as that following the eu cus- 
toms union, if not more so. Firms will be able to bor- 
row. Investors will be able to see clearly where pro- 
fits are being made. Some of the small tradesmen of 
Turkey's black economy (which some analysts 
reckon is as big as the official one) might even be 
lured back into the official sector. 


Banks under pressure 
Banks, however, will feel the squeeze. Until the be- 
ginning of this year, they could simply take deposits 
from customers and hand them to the central bank. 
Now they must actually start to do some banking. 
Guldem Atabay, a banking analyst, thinks that per- 
haps only ten of Turkey's 80 banks will prove com- 
petitive in the new environment. 

The pressure to find new sources of revenue 
might drive some banks to burden their books with 
bad loans—already a problem for many. Politics has 
long influenced lending decisions, especially at the 
four state-owned banks, which the government is 
preparing to sell off. It has set up a new, independent 
banking watchdog, and taken over five struggling 
private banks. 

Turkey’s huge conglomerates will also have a 
rough ride. In the old days, Turkish markets were so 
opaque and Turkish bureaucracy so impenetrable 
that foreigners had to choose one of the big names as 
a local partner or distributor. Sabanci, one of the big- 
gest, modestly declares itself adept in “the indus- 
trial, financial, commercial 
and agricultural sectors”. It has 
joint ventures or distribution 
deals with DuPont, Philip Mor- 
ris, Kraft, 1m, Toyota, Bridge- 
stone, Sharp, Mitsubishi, Da- 
none, Carrefour, Banque 
Nationale de Paris and 
Dresdner Bank, among others. 

Foreigners will keep com- 
ing to Turkey. Abdurrahman 
Ariman, the head of the for- 
eign investment board, quotes 
a study claiming to show that 
western Turkey’s 25m people 
have an average income (the 
black economy included) of 
$15,000 apiece, and are keen to 
spend it. Some of these new- 
comers may team up with 
smaller, nimbler firms, or even 
go it alone. “The monopoly of 
the conglomerates will be bro- 
ken, and that can only be good 
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for Turkey,” says Andrew Jeffreys, head of Oxford 
Business Group, an economic-research firm. 

Not that the giants are standing still. Their man- 
agers, who are increasingly outsiders rather than 
family members, are already talking of spinning off 
peripheral businesses to concentrate on three or 
four of their most profitable ventures, Many are us- 
ing their old industrial businesses as leverage to 
move into booming sectors such as telecoms and 
media. When the government put out two mobile- 
phone licences to tender in April, both Koc and Sa- 
banci, the best-known family conglomerates, put 
together consortia to bid. The hottest conglomerates 
in Turkey these days are Cukurova, which combines 
an existing mobile-phone firm with media and in- 
dustrial interests, and Dogus, a sprawling banking- 
tourism-media hybrid. 

The spread of conglomerates to the media has 
raised fears of corruption. One 
company director complains that 
he gets frequent calls from newspa- |120 
pers threatening to run critical sto- 
ries about his firm unless he adver- 
tises with them. Another says he 
cancelled his plans to bid in the re- 
cent sell-off of the government's 
petrol stations when he saw that all 





The markets’ verdict 








his rivals had media interests. The 
privatisation process had become 
so suspect that the government 
took to broadcasting auctions of 
state-owned firms live on televi- 
sion. Even if they stick to the rules, |, 
media moguls wield enormous 
influence: Aydin Dogan, one of the 
best-known, has direct or indirect stakes in three of 
Turkey's four best-selling newspapers, its biggest 
magazine group and its biggest distributor, as well as 
six Tv channels, a bank and an Internet portal. 

In theory, all kinds of laws prevent excessive 
concentration of power in a single media company, 
but media barons have been able to evade such re- 
strictions through complicated networks of cross- 
holdings. Three of the four consortia bidding for 
new mobile-phone licences in- 
volved media groups. 

Whatever the difficulties, 
the rush to the media illus- 
trates the dynamism of Turk- 
ish business. In 1980, Turkey 
had one, state-owned televi- 
sion channel. Today, it has 15 
more national television sta- 
tions, all of them private, and 
hundreds of local ones. Each 
sector the state has opened up 
to competition has boomed. 
You cannot walk more than 
two blocks in downtown Is- 
tanbul without passing an In- 
ternet café, and there are more 
websites with Turkey's .tr suf- 
fix than there are with China’s 
cn, Just imagine what Turkish 
business could do with low in- 
flation and more abundant, 
and cheaper, capital. 
= e . 
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If Turkey is to 
flourish, its people 
need less 
nannying and 
more freedom to 
make their own 
decisions 
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Multiple choice 


HE boom in Turkey’s media is a boon to Tur- 

key’s civil society. No matter how self-serving 
and circumscribed their ownership, Turkey’s multi- 
ple television channels cannot help but provide 
more information and debate than the single station 
of 20 years ago. Likewise, the margins of the press 
fizz with counter-cultural ideas. Turkey has Kurdish 
papers, communist papers, Islamic papers, even 
Kuva-yi Medya, a courageous exposer of the busi- 
ness moguls’ media manipulation. In the same way, 
organisations that will broaden and deepen civil de- 
bate are springing up all over the place: to oppose 
the destruction of historic sites, to fight pollution, to 
care for victims of torture, or to defend Muslim 
women’s right to wear headscarves. 

To be sure, the proportion of Turks who, say, be- 
long to a sports club, charity or religious organisa- 
tion is still in the low single digits. Again, Turks can 
thank their constitution, which, in the words of a re- 
cent UNDP report, “considers all civil initiative, vo- 
luntary associations and non-governmental orga- 
nisations with serious misgivings”. But many of the 
restrictions, eg, on trade unions and professional 
associations, have been lifted in the past few years. 

Even in the grimmest parts of Turkey, it is hard 
not to be optimistic. In a poor village outside Yozgat, 
itself the most derelict town in central Anatolia, the 
farmers live in rickety wooden huts in a narrow dell 
between folds of the steppe. The undulating terrain 
defies their ploughs, frost turns the soil to stone for 
half the year and water runs short during the other 
half. One farmer shows off the well-oiled shotgun 
he uses to deter sheep rustlers. His wife laments the 
village’s decline, from 120 families in the 1960s to 40 
today. And yet. 

What happened to slim the numbers? “Well,” 
she explains, “the young people saw the opportuni- 
ties in the cities and then they couldn't come back 
here.” One of her sons works at a supermarket in 
Yozgat, the other at a sausage factory in the next 
town, and her daughter has taken a job at a nearby 
beer-bottling plant. Hardly the grandest of posi- 
tions, but enough to help put a satellite dish on the 
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roof of the family’s tumbledown house. 

In Ankara’s and Istanbul's sprawling gecekondu, 
or “night-built” squatter districts, it is the same story. 
Ten people squeeze into three-room houses, 
patched together with cardboard and odd bricks. | 
But many of these flimsy structures nonetheless | 
have running water, electricity, telephones, refriger- 
ators and televisions. Although most were built on 
government land without the proper permits, a se- | 
ries of vote-buying pre-election amnesties have 
made them legal. Shiny door-knockers and gerani- 
ums in rusty oil drums hint at proprietary pride. 

In Altindag, one of Ankara’s older gecekondu, 
most residents arrived from eastern Turkey 15 or 20 
years ago. Their grandparents worked the land, their 
parents moved to a provincial town, they have 
come to the big city and their children, they hope, 
will move on to a smarter address. Over the course 
of two or three generations, Turkey is turning penni- 
less Anatolian peasants into petty bourgeois. 


Education first 


Yet, for all its economic opportunities, Turkey is be- 
coming more unequal. High inflation and interest 
rates have enriched those with capital, but have 
eroded the earnings of the poor. Between 1987 and 
1994, the share of total incomes going to the richest 
fifth of Turks rose from 50% to 55%; the share of the 
poorest fifth shrank from 5.2% to 4.9%. Only 10% of 
applicants win places at Turkish universities. The 
rich can have their children coached for the en- 
trance exams, or send them abroad should they fail; 
the poor have to rely on the underfunded state 
schools. Ayse Ayata, an academic who has com- 
pared public and private schools, worries that the 
education system is creating two separate Turkeys: 
one of them wealthy and dynamic, the other poor, 
resentful and vulnerable to political extremism. 

Such problems are not unique to Turkey. But it 
seems to have gone out of its way to compound 
them. For example, the education system has suf- 
fered extra strain because of restrictions imposed on 
the widespread and successful Islamic schools. 
Many Turks chose to send their children to these not 
out of strong conviction, but for an extra dose of so- 
briety and discipline. Instead of bringing the state 
schools up to scratch, the government simply shut 
down the religious ones for younger pupils. 

Already, privatisation and deregulation have 
loosened the state's grip on the economy. Sustained 
falls in inflation and interest rates would help pass 
the benefits of these reforms on to a broader public, 
and start picking apart the unhealthy ties between 
politicians, financiers and the press. A wealthier, 
more stable Turkey might look more generously on 
its restive Kurdish and devout Muslim citizens, and 
more askance at its haughty bureaucrats. 

During his military service, every Turkish man 
learns a list of Ataturk’s qualities. He was, it seems, 
not only the world’s greatest man in general, but also 
its greatest thinker, organiser, nationalist, soldier, 
leader, statesman, politician and revolutionary. 
Now it is for Turks to keep that revolution going. 
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Predators in the air 





so many jumbo jets stacked above Heathrow or JFK, European and 


rican airlines are circling each other warily. Will a beleaguered British 


‘Airways be the first to pounce? 


Ce frenzy is building in 
the airline business on both sides of the 
Atlantic. The possibility that United Airlines 
(vaL) may get clearance for its agreed take- 
over of us Airways, announced last month, 
is prompting other moves. In North America 
the pressure is on Delta and American Air- 
lines.(aa) to do deals, with each 
other or with Continental and 
_ Northwest, to counter the huge 
market share, coast-to-coast cover- 
< age and international reach that an 
enlarged United would enjoy. Un- 
ited’s position is further strength- 
ened since it helped its affiliated 
-airline, Air Canada, to take over 
© Canadian Airlines, a partner of aa. 
“In Europe the annulmentof the 
planned marriage between kim of 
the Netherlands and Italy’s Alitalia 
has caused the struggling Dutch 
airline to put itself up for sale. This 
week British Airways (Ba) said that 
vit was beginning talks on a “possi- 
“ble combination of their busi- 
nesses”. To most observers the only 
one that would make any sense 
would be a takeover by sa, fol- 
lowed by savage cuts in headcount 
and costs at the Dutch carrier. 

But the recent history of the air- 
line industry is full of grandiose 
dreams of mergers and alliances 

that are dashed, both by the diffi- 
culties of fixing deals that make 
«sense for shareholders and by the 
awkward realities of aerial politics 
-and antitrust authorities. Take the case of Ba, 
In 1989 it tried to hook up with United, only 
for the deal to fall apart as the American car- 
rier got into difficulties of its own. Then, in 
1992 it tried to cosy up to KLM, with Dutch 
«shareholders in line to receive between 30% 
and 40% of the combined airline. But differ- 
ences over valuation scuppered the deal— 
-thatcould happen again. 

Next, sa had an awkward period as a 
24.6% shareholder in usair (as us Airways 
was then called), only for that to end in law- 

-suits and tears when BA announced plans 
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for a grand alliance with aa. That in turn fell 
at antitrust hurdles as the European Union 
demanded that the airline give up more slots 
at London’s Heathrow airport than it was 
prepared to, Although both sa and Aa are 
members of the oneworld alliance, they are 
not allowed to share frequent-flyer pro- 





grammes on flights over the Atlantic, which 
means that their partnership is fairly empty. 
Indeed sa’s only close and successful rela- 
tionship is with Qantas, in which it has a 
one-quarter stake. 


Hovering 

Now comes the possibility of sa and KLM 
combining. Both airlines are refusing tocom- 
ment on their impending talks, and it is clear 
that they do not have a clue what might 
emerge. The portents are unpromising. 
Whereas a BA-KLM merger would have 





dominated Europe had it happened in 1992; 
things have moved on a lot since then. Lufth- 
ansa and Air France have emerged ‘from 
state ownership (though their governments 
still own stakes) to become powerful carriers 
behaving as private companies. i 

Indeed, Air France has become a serious 
competitor. Two weeks after Ba revealed 
losses of £244m ($393m), excluding excep — 
tional gains from disposals, in the year end- 
ing March, the French airline reported profits _ 
of FFr2,3 billion ($36am). Three years ago Air 
France was barely breaking even, whereas BA” 
was making £640m, and claimed to be the 
world’s most profitable airline. Then, helped 
by FFr2o billion of state aid (which the 
French government bulldozed through op- 
position from both Brussels and pa), Air 
France set about restructuring. It hired Ste- 

phen Wolf, a veteran of previous: 
airline rescues who had turned 
round United (and now runs us 
Airways), to help to transform Air 
France’s base at Charles de Gaulle 
near Paris into an American-style 
hub. 

Thecompany also forged an al- 
liance with Delta Air Lines, helped 
by a form of open-skies deal be- 
tween France and America, which 
means that the French carrier can 
now offer a huge range of direct or 
relatively seamless flights to scores 
of American destinations, com- 
pared with a handful of east-coast =- 
gateways in the past. And like: 
Lufthansa and United, it has anti- 
trust immunity to collude with 

Delta. 

The word has got out, particu- 
larly in the United States, that trav- 
ellers do not need to fly into 
crowded Heathrow but can in- 
stead enjoy the relative calm of the 
more modem Charles de Gaulle. 
One result: Air France’s revenue 
from business passengers transfer- 
ring at its hub is now growing by 
24% a year (twice the industry aver- 

age), according to Chris Tarry, Commerz- 
bank’s chief airline analyst. 

This has been done by organising incom- 
ing and outgoing flights into five waves in the 
day, packing them into the times people 
want to fly, rather than leaving passengers 
with inconvenient times or long waits for 
connections. This was possible at Charlesde _ 
Gaulle, because the airport has plenty of ca- 
pacity. When an airline operates like this, it 
not only provides a better service across its 
network, but also cuts turnaround times, in- 
creases aircraft utilisation and transforms 


63 











BUSINESS 














operating economies. 

Such are the underlying economics be- 
hind Air France’s rise and Ba’s decline. BA 
now makes most of its money across the At- 
lantic and loses some £300m a year in Eu- 
rope. Heathrow is so crowded that itis really 
one big wave of flights without much capac- 
ity at peak hours to shorten connections. So 
turnaround times are slow. 

Nor has sa's strategy of starting its own 
airline in Germany and buying into small 
French carriers (rat and Air Liberte) pro- 
duced profits. Instead, ga has started itsown 
low-cost airline operating out of Stansted, 
north of London. It is also trimming surplus 
capacity, and placing more emphasis on pre- 
mium traffic rather than on leisure travellers 
flying on cut-price deals. In essence, this 


means concentrating largely on point-to- 
point traffic toand from Heathrow. 

How does a deal with kim fit into this 
strategy? Badly, at first sight. After all, how 
can you square downsizing with acquiring a 
smaller carrier with a similar cost base? 
KiM’s Schiphol hub is not such an attractive 
alternative to Heathrow as it used to be, now 
that it has become busier. In rain and cross- 
winds, airline experts say, it operates at 
barely half its theoretical capacity of 72 take- 
offs and landings per hour. But Keith Mc- 
Mullan, of Aviation Economics, a consul- 
tancy, thinks a KLM deal could sit with the 
strategy if BA were to use Amsterdam as its 
main European hub, benefiting from faster 
turnarounds and waves of connecting 
flights as Air France does at Charles de 
Gaulle. 


Once more with feeling 


Andrew Light, airlines analyst in London for 
Schroder Salomon Smith Barney, an invest- 
ment bank, says that Ba could also benefit 
by outsourcing traffic to KLM: “The back- 
packers on cheap tickets that sa no longer 
wants could be passed on to Lm which al- 
ready does that.” Indeed, about one-third of 
Kim's Schiphol passengers are transferring 
from European flights to travel, cheaply, long 
distance, which is why xım fills nearly all its 
seats. The trouble, as the airline’s €z9m 
($30m) profit on €6.3 billion of revenues in- 
dicates, is that its yields are low. 

So Ba’s strategy could be to outsource 
low-margin business to KLM rather than see 
10% of its revenues picked up by rivals such 
as Air France and Lufthansa. Significantly, 
David Spurlock, sa's strategy director, and 
the man who persuaded the board to down- 
















































size, chose a recent conference speech to talk 
up the emergence of low-cost airlines on 
long-haul routes, operating point-to-point, 
alongside posher brands such as Ba. That 
could be another possible use of KLM to BA. 
Unfortunately, KLm’s costs are at about the 
same inflated level as sa’s. After the merger, 
they would need dramatic cuts. 

ga's new boss, Rod Eddington, probably 
sees a KLM deal as an opportunity to sort out 
some of Ba’s European problems, not least 
by eliminating a competitor from the mar- 
ket. But that is precisely the same thought 
that will be in the minds of antitrust authori- 
ties in Brussels and elsewhere. Just as rivals 
are trying to block the merger of United and 
us Airways in America, so a chorus of disap- 
proval will emerge in Europe, led by Virgin 
Atlantic, Lufthansa and Air France. Regula- 
tors are in for a field day. Perhaps sa should 
take soundings on what migh: pass scrutiny 
before it goes Dutch. 
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The future of flying? 


SEAL BEACH, CALIFORNIA, AND SEATTLE 


r 
| 
| 
N JUNE 8th, as The Economist went to 
| press, the board of Airbus Industrie 
| was due, after yet another postponement, 
| to take a decision on the commercial 
launch of the consortium’s double-decker 
super-jumbo, known as the a3xx. This 
means that, if enough airlines sign binding 
deals, Airbus would be committed to 
| building the aircraft next year, at a de- 
| velopment cost of $12 billion, for delivery 
i in late 2005. 
| A number of airlines—Singapore, Vir- 
| gin Atlantic, Emirates, Air France—and a 
| big leasing company have already told Air- 
| busthey would buy uptoéosuper-jumbos 
| between them, if the aircraft is formally on 
| offer. Airbus’s rival, Boeing, is touting two 
| new versions of the 747, and is also push- 
| ing the American government to take a 
case to the wro against the soft govem- 
| ment loans that will pay for a third of the 


development costs of the super-jumbo. 

But Boeing has a funkier challenge on 
the tarmac. Although it consistently pours 
coldwater on Airbus’s estimates of a mar- 
ket for 1,200 very large jets over the next 20 
years, its own wonder aero- 
plane is about to take to the 
skies. In 2002 a 35-foot un- 
manned scale model of a 
revolutionary “blended wing 
body”, developed with the 
National Aeronautics and 
Space Administration, will 
be tested. This heralds a new 
type of aircraft: the flying 
wing, 

A smaller model flew three years ago, 
so the theory of an aircraft that is not a long 
tube with attached wings has been put to 
the test. The flying wing has dramatically 
superior aerodynamics and therefore 





lower costs. Long a dream of McDonnell 
Douglas engineers, the project has moved 
closer to reality since the company was 
bought by Boeing in 1997. 

The original idea was to simulate an 
800-seater aircraft, but work is now pro- 
ceeding on a whole family of flying wings, 
ranging in capacity from 250 to 650 seats. In 
such aircraft, passengers would find them- 
selves seated in a sort of am- 
phitheatre, rather than a 
tube. Of course, there would 
be no window seats, but 
tests have shown that travel- 
lers are reassured by having 
sky-with-clouds moving im- 
ages on video. Even so, pas- 
sengers at the extreme ends 
of the seat rows might find | 
the swoops a bit severe as the aircraft turns. 

According to Dave Swain, who runs 
Boeings development organisation, 
known as Phantom Works, the only issue 
now is when market demand for such air- 
craft will be strongenough. 
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“The Microsoft case 


Denouement 


T IS the biggest antitrust ruling since the 
break-up of arar in 1983. On June 7th, 
Judge Thomas Penfield Jackson ordered that 
Microsoft should be split into two compa- 
nies. Those who think that this is too harsh a 
1edy should have seen the arrogant tele- 

Ww given by Bill Gates immedi- 
rwards. Once again, Mr Gates 
ied that Microsoft was guilty of 






only a unitary Microsoft could introduce the 
tightly integrated products and services that 
customers actually want. 

In a memorandum published with his 
judgment, Judge Jackson explained that he 
had “reluctantly come to the conclusion that 
astructural remedy had become imperative: 
Microsoft as it is presently organised and led 
is unwilling to accept the notion that it broke 

„the law or accede to an order amending its 

conduct.” He also noted that the software 
firm had done nothing to modify its illegal 
business practices “in any significant re- 
spect.” And he suggested that it might try in 
other markets the tactics it had used to cor- 
ner the operating-system and browser mar- 
kets, To underline the need for a structural 
remedy, the judge also condemned Micro- 
soft for having “proved untrustworthy in the 
past”, calling the company’s purported com- 
pliance with past injunctions “illusory” and 
“disingenuous”, 

As well as giving the government the 
structural remedy it has called for—dividing 
the firm into an operating-system (Win- 
dows) company and an applications (Office 
and Internet Explorer) company—the judge 
imposed a range of tough restrictions on Mi- 
crosoft's behaviour that will take effect with- 
in 90 days. These measures are meant to re- 
lease the rest of the computer industry from 
what some see as Microsoft's reign of terror. 

c The list of conduct-remedies that Judge 
Jackson has imposed is long. Microsoft has 
been ordered to cease discriminating against 
pc makers that support rival products; to li- 
cense Windows on _non-discriminatory 
terms; to allow pc makers to modify Win- 
dows, particularly its “desktop” default 
screen; to stop making a Windows licence 
conditional on taking other Microsoft pro- 
ducts; to provide cheaper alternative ver- 
sions of Windows if customers want them; 
and tocontinue licensing and supporting for 
three years predecessor versions of Win- 
dows at the pre-release price of new versions. 

On top of all this, Microsoft has been in- 
structed to disclose Windows application 
programming interfaces “in a timely man- 
ner”; to stop all exclusionary deals designed 
lo restrict competition; to stop punishing 


HE ECONOMIST JUNE 10TH 2000 




















firms that offer competing products; and to 
desist from action “that it knows will inter- 
fere or degrade the performance” of rival 
software firms’ programs. 

The actual break-up of the company will 
be stayed pending an appeal. But antitrust 
experts think that Microsoft will find it hard 
to delay the implementation of these con- 
duct-remedies. Some may be taken to in- 
fringe the company’s intellectual-property 
rights, but most are, in reality, little more 
than the standard of behaviour that might 
be demanded of any highly dominant com- 
pany. These restraints are thus unlikely to be 
significantly curtailed until the appeals pro- 
cess has run its full course. 
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How the appeals process itself will pro- 

ceed is still uncertain. Both Judge Jackson 

and the government would like to see the 


case put ona fast track to the Supreme Court, 
which could result in everything being dealt 


with inside a year. But the Supreme Court — 


may insiston a thorough examination by the _ 
District of Columbia Court of Appeal first, 
which would add another year tothe case. 
Microsoft continues to have high hopes 
of the pc appeal court, which has in the past ' 
sided with it, and against Judge Jackson, on: 
the contentious issue of “tying”. But even the 
most sympathetic panel that the court's 
computer throws up will not find it easy to. 


- dismiss Judge Jackson’s conclusion that Mi- 


crosoft is an abusive monopolist that must 
be curbed, even if the court balks at the 
forced break-up. 
Microsoft also hopes that a victory for 
George W. Bush in November could help its 
cause. The governor of Texas appears to 
think that antitrust action is warranted only 


when there is clear evidence of price-fixing, _ 


which is not.an issue in the Microsoft case. 


However, even though a Bush victory would __ 


see a changing of the guard at the Depart- 
mentof Justice, the17 state attorneys whoare ` 
co-plaintiffs will not be going anywhere. 
While the legal wheels still have much grind- 
ing to do, nobody, least of all Bill Gates, 
should undetestimate the significance of 
this week's judgment. 
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South African telecoms 


Wiring the wilderness 


PRETORIA 


Telkom, the state telecoms monopoly, still has much to do 


NDER apartheid, the South African 

government believed that “white” cap- 
ital should be spent only in “white” areas. 
This meant that, if you were black, you could 
not get a telephone installed in your home. 
Now that South Africa has a more demo- 
cratic government, the state telephone mo- 
nopoly, Telkom, is trying to make up for de- 
cades of neglect by connecting as many poor 
households as possible. 

It is quite a challenge. Rural South Afri- 
can homes are roughly three times as expen- 
sive to wire up as urban ones. Their occu- 
pants, being mostly poor, are not the most 
attractive customers. In poor areas, copper 
wire is thought valuable enough to be worth 
stealing, so telephones break down fre- 
quently. And because of the long distances 
and unpaved roads that are involved, repair- 
ing rural lines is horribly costly. 

Despite these difficulties, Telkom has 
managed toconnecta lot of poor South Afri- 
cans, and has made reasonable profits in the 
process: 2.3 billion rand ($376m) last year, on 
turnover of 22.6 billion rand. In 1997, the gov- 


ernment sold a 30% stake in Telkom to snc, 
an American telephone company, and to Te- 
lekom Malaysia. Most of the 5.6 billion rand 
proceeds were invested in modemising and 
extending Telkom’s network. Since 1997, al- 
most1.6m lines have been added to the 4.3m 


already laid. Over a million of these new _ - 


lines were in poor areas. Some 86,000 public 
telephones were installed, and more than 
2,000 villages got their first telephones. 

Telkom’s introduction of pre-payment 
cards for home telephones, sold everywhere 
from petrol stations to village shops, elimi- 
nates the risk that poor customers will not be 
able to pay their bills, and improves the 
firm’s cashflow into the bargain. Since 1997, 
Telkom has cut the time it takes to repair 
faults, reduced intemational charges by 50% 
in real terms, and started laying a massive 
undersea fibre-optic cable to carry data be- 
tween Africa and Europe. 

However, all this is less impressive than 
it sounds. Telkom’s monopoly makes it easy 
to squeeze prosperous urban customers to 
subsidise services for the poor. Repairs may 
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Deathly distance 


moscow 


ELEPHONY in Moscow counts as a 

more normal business than most in 
Russia. There is fierce competition (at least 
in mobile and international calls); bills are 
paid in cash not barter; nobody is killed; 
foreign investors are welcome. 

Even so, there are some oddities. There 
are four competing and incompatible 
technical standards, and a fifth is on its 
way. Quality can be atrocious, and 
charges are still high—if somebody dials 
your number by mistake, it can cost you 
50 cents. Last month, the authorities sold a 
new mobile-phone licence, probably 
worth several hundred million dollars in 
today’s overexcited market, for just $25m 
(funnily enough, the lucky company had 
excellent political connections). One of 
the two main mobile companies, MTs, en- 
joys interconnection rates around half 
those paid by its main competitor, Vim- 
pelcom. Largely as a result, mrs (which is 
planning to float in America) makes a pro- 
fit, and Vimpelcom does not. 

Undeterred, the main foreign investor 
in Vimpelcom, Telenor of Norway, last 
week announced a $120m investment in a 
fixed-line telephone company, Comin- 
con. This is owned by a hotch-potch of 
well-connected local Russian companies 
(such as the government office that pro- 
vides accommodation to foreigners). It 





has the second-largest fibre-optic network 
in the capital, providing good but expen- 
sive digital-telephone lines. Telenor hopes 
to make it do a lot more—adding high- 
quality Internet access, for example. 

On paper, it looks a good deal. Telenor 
expects the underdeveloped Russian mar- 
ket to grow from $3.6 billion last year to 
$7.2 billion in 2003. Comincon is well 
placed to benefit. Russian telecoms com- 
panies already attract generous valua- 
tions and Telenor has got its stake cheaply, 
in return for allowing the founders to keep 
a controlling share. If foreign confidence 
in Russia recovers, the value of its stake 
will rise even before any profits are in 
sight. 

Telenor assumes—heroically, some 
would say—high growth and political sta- 
bility. It has some advantages here: its first 
deal in Russia, in St Petersburg, was signed 
by one Viadimir Putin when he was in 
charge of the city’s relations with foreign 
investors. Brandishing this old friendship, 
the company shrugs off the recent she- 
nanigans over the new mobile licence, 
and the continuing problem of high inter- 
connection fees. “That’s Russia,” says Go- 
ran Olson, its man in Moscow. Quite so, 
but whatstrikes veterans like him as man- 
ageable may be more than less-seasoned 
investors can stomach. 








have become swifter, but they were glacial 
before. Efficiency has improved—the firm 
has sold off its rusting fleet of cars and re- 
duced its workforce by 12,000 in the past 
year, to 48,000. But such improvements 
come on a wretched base. Before 1991, the 
firm was part of a government department, 
and did not even keep transparent accounts. 
In 1997, 22,000 of its employees were func- 
tionally illiterate; just under 10,000 still are. 

Charges for voice traffic may have fallen, 
but the sort of bandwidth necessary for e- 
commerce is still fearsomely expensive. Tel- 
kom’s monopoly is broad. The firm does not 
offer Internet telephone services, but it will 
not allow others to, either. Telkom is even 
fighting a court case to prevent other firms 
from offering access to the Internet itself. A 
condition of its licence is that, if Telkom 
meets targets for installing new lines, con- 
verting analogue lines to digital ones, train- 
ing staff and fixing faults quickly, its monop- 
oly will extend to May 2002. 

Sizwe Nxasana, Telkom’s chief executive, 
says he is sure that the targets will be met, 
and the monopoly prolonged. But what 
then? Mr Nxasana’s job is tricky for two rea- 
sons. First, he has no idea what the market 
will look like in two years’ time. Not only 
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does technology change rapidly, but his po- 
litical masters make up their minds slowly. 
The firm is to be listed in Johannesburg, 
and possibly overseas, sometime next year. 
How much ofits 67% stake in Telkom will the 
government sell? Mr Nxasana does not 
know. Deutsche Bank reckons that the firm 
is worth a whopping 96 billion rand, includ- 


ing its 50% stake in Vodacom, South Africa’s 
biggest mobile-telephone company. How 
much of this will be available for capital in- 
vestment, and how much will go to pay 
down the national debt instead? After the 
monopoly expires, how many competitors 
will be licensed? The answers to such ques- 
tions remain unclear. 

Mr Nxasana’s other problem is that he 
has to balance conflicting objectives. On the 
one hand, he is meant to maximise Telkom’s 
value to potential buyers. On the other, he 
has to pursue a raft of social objectives, not 
only by providing services to poor areas, but 
also by hiring and promoting as many blacks 
and others formerly disadvantaged by 
apartheid as possible. Given the shortage of 
qualified black engineers and accountants, 
this is difficult, he admits. 

The desire to achieve “transformation” 
affects Telkom’s choice of business partners. 
Malaysian and American firms were chosen 
partly for their experience of racial quotas. 
The government's wish to expand the black 
middle class could cause it to hang on to a 
controlling stake in Telkom for longer than is 
economically sensible. So could its belief 
that Telkom is vital to “national security”. 

The government thinks that expensive 
bandwidth is a price worth paying in order 
to pursue all these worthy goals. South Afri- 
can information-technology firms disagree. 
By retarding the information-technology in- 
dustry, they argue, Telkom’s monopoly 
makes South African banks, retailers and al- 
most every other business less competitive. 
This slowseconomic growth and reduces the 
chance that the poor will find jobs. 

It is also doubtful that public goods are 
best provided by a monopoly. Potential 
competitors to Telkom could be obliged, as 
part of their licence agreements, to hire more 
black employees than South Africa’s strin- 
gent positive-discrimination laws require. 
(Whether racial quotas area good thingis an- 
other question; the government thinks they 
are.) Potential competitors could also be ob- 














Back-to-back telephones 
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liged to install telephones in poor areas. Such 
strings would reduce the revenue that the 
government could raise from selling licences. 
But competition would bring lower prices, 
better service and perhaps more creative 
ways of connecting the poor. 

Yet rather than properly liberalising the 
market, the government may allow a duo- 
poly after 2002, with the other licence going 
to the merged internal telephone networks 
of other state-owned firms, such as Eskom, 
the state electricity firm, and Transnet, the 
state transport group. Telkom may welcome 
such limited competition. But South Africa 
would be the poorer forit. 
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Angolan oil 
Drilling down 


LUANDA 


B MOST people’s standards Angola is 
not a very appealing place. But at 
present every right-thinking oil executive 
wants to do business there. Which is why 
competition will be frantic in the bidding 
that is about to open for shares in the latest 
Angolan oil-exploration concession to come 
up for grabs: Block 34. In fact, the auction of 
Block 34 marks the end of a feeding frenzy 
that has gripped the Angolan oil industry in 
recent years. Once it has been allocated, no 
new concessions are expected to be on offer 
for some time. 

Angola’s oil industry is phenomenally 
successful mainly because the oil is offshore. 
While the rest of the country has been blud- 
geoned back to the dark ages by civil war, the 
oil industry grows apace, unscathed by the 
conflict, protected by the waters of the south 
Atlantic. In stark contrast to the appalling 
poverty onshore, the oil industry is expected 
to invest $3.5 billion a year in offshore An- 
gola over the next decade. 

The existing concession areas are di- 
vided into three bands—shallow blocks in 
up to 500 metres (1,640 feet) of water, deep 
blocks between 500 and 1,500 metres, and ul- 
tra-deep blocks ranging from 1,500 to 2,500 
metres. The current, fairly modest, produc- 
tion of 790,000 barrels per day comes almost 
exclusively from shallow-water blocks. But 
the excitement has been caused by the dis- 
coveries made in the past five years in the 
deep-water blocks. 

Globally, companies hope to strike oil 
with four of every ten exploration wells 
drilled. In Angola’s deep blocks 14, 15,17 and 
18, that strike rate has been almost ten out of 
ten, and it has included such huge discover- 
ies as Elf’s Dalia field in Block 17, which is be- 
lieved to contain more than 1 billion barrels, 
the equivalent of one-fifth of Britain’s entire 
known reserves. 

It was such successes that fuelled the 
frenzied bidding last year, when the first 
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Going for an ultra-deep record 


three ultra-deep blocks (numbers 31, 32 and 
33) became available. Geologists believe that 
the petroliferous structures discovered in the 
deep blocks extend westwards into contigu- 
ous ultra-deep blocks. This expectation 
pushed the successful companies to pay a 
signature bonus—a non-recoverable down- 
payment—of around $300m for each ultra- 
deep block, a new industry record. The bur- 
den of that payment is shared between the 
major partner (the company that wins the 
rights to run the block) and the minor part- 
ners (which get a percentage of the equity). 
Sonangol, the Angolan state oil company, is 
a “carried partner”, witha free right to 20% of 
each block. 

Block 34 is the fourth and last ultra-deep 
block on offer. Unlike any previous blocks, it 
is to be operated by Sonangol, with technical 
assistance from Norway’s Norsk Hydro. All 
the big oil companies, including Exxon, sr- 
Amoco, Texacoand Chevron, are scrambling 
for a share of the equity. The signature bonus 
will be dictated by Sonangol, and is expected 


tobe at least as much as those paid last year. 

Given that the technology does not yet 
exist to produce oil from under 2,500 metres 
of water, it is perhaps surprising that the oil 
companies are prepared to pay so much for 
the right to try. The world’s deepest signifi- 
cant sub-sea oil production is currently in 
the Gulf of Mexico, at water depths of 1,200 
metres. Even producing from Angola’s deep- 
water blocks stretches the limits of existing 
technology. In such depths, it is impossible 
to build fixed oil rigs. 

Instead, massive floating platforms are 
anchored to the sea-bed. But the equipment 
needed to operate each well is too heavy to 
puton a floating platform, so it has to be in- 
stalled on the sea-bed and run and main- 
tained by remote-controlled submarines. 
These operations are astronomically expen- 
sive. It will cost $20m todrill just one explora- 
tion well in Angolan ultra-deep water. Even 
more than usual, the geologists must be 
crossing their fingers and praying that their 
predictions come true. 
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Bertelsmann 


Under e-construction 


GUTERSLOH 


Jilted by AOL, Bertelsmann still wants to be a dominant competitor in the 
online media world. But does Thomas Middelhoff have the right vision? 


OULD the pre-eminent e-commerce 
media company be built in Germany? 
That is what Thomas Middelhoff hopes to 
achieve at Bertelsmann. It is certainly a bold 
vision, but time, and his company’s quirks, 
are against him. 
Few would consider the sleepy north- 


German town of Gütersloh the ideal launch- 
pad for global supremacy in electronic me- 
dia. Mr Middelhoff begs to ciffer. The chief 
executive of Europe’s largest media and 
entertainment group and Giitersloh’s main 
corporate citizen, made his name after per- 
suading sceptical colleagues to invest $50m 
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BUSINESS. 


in a little-known Internet start-up called 
America Online (AOL). Now he wants to turn 
his own company, a bastion of old media, 
into the world’s top digital-media and e- 
commerce firm or, as he puts it in a familiar 
claim, “the General Electric of our field.” For 
a company that has so far struggled to ex- 
ploit its strengths online, that ranks as quite a 
challenge. 

When aor, Bertelsmann’s European In- 
ternet partner, tied the knot with Time War- 
ner in January, the Germans felt jilted. 
Rather than sit and sulk, however, Mr Mid- 
delhoff promptly did some deals of his own. 
The first was a $20 billion merger of c1t-Ufa, 
Bertelsmann’s main television interest, with 
Pearson Tv to create Europe's first television- 
production giant. That much-hailed transac- 
tion was followed by a $1 billion e-commerce 
alliance with Telefonica of Spain and a stake 
in Antena 3, the leading Spanish private 
broadcaster. 

The aoL/Time Wamer marriage also 
forced Mr Middelhoff to look at 


sheer range of its content. It is number one 
worldwide in book publishing and number 
twoinnew music releases. In Europe, it leads 
in television, books and magazines. it is also 
Europe’s biggest printer, though this has not 
stopped it moving books online: its library is 
available digitally, and it will soon introduce 
“print on demand” for books that are out of 
print. Itremainsa preferred content provider 
for ao. and for Telefonica, whose Terra Net- 
works recently bought Lycos, an American 
web portal with which Bertelsmann has a 
partnership in Europe. Mr Middelhoff sees 
the Internet as “a partner of our traditional 
business, nota competitor”. 


Mind the gaps 

Yet he is still far from creating a truly global 
multimedia empire. For a start, there are gaps 
to plug. Mr Middelhoff’s personal website 
reflects an obsession with America (on one 
page, his face is superimposed on a pointing 
Uncle Sam). Yet the company’s American 








The real trouble is that Bertelsmann has 
less freedom to do big deals than its main ri- 
vals. As a private concern owned mostly by 
the Mohn family and its foundations (see 
diagram), it has no shares of its own to use.as 
a merger currency. Reinhard Mohn, the 78- 
year-old family patriarch, who rebuilt the 
company after the second world war, sees 
independence as one of Bertelsmann's goals, 
along with social responsibility. He still pulls 
many strings: Mr Middelhoff's predecessor, 
Mark Wossner, was nudged off the supervi- 
sory board last month after a run-in with 
“grandfather Mohn”. 

The company’s close-knit structure has 
already held Mr Middelhoff back. He had _ 
brief merger talks with Steve Case, AoL’s 
boss, for instance, but it soon became clear 
that the Mohn connection would get in the 
way. He has had to make do instead with 
floating new-media subsidiaries, such as Ly- 
cos Europe and Pixelpark, and using their 
shares for niche deals. 

Mr Middelhoff makes the most 





how Bertelsmann, with $15 billion 
in turnover, was organised. This 
week, the group said it will bundle 





its disparate e-commerce activities 


telsmann E-Commerce Group. Its 
boss will be Andreas Schmidt, for- 
mer head of aor Europe. His brief 
is to push everything in the Bertels- 
mann stable—from books and 
magazines to television pro- 
grammes and compact discs—into 


i 
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thinks, is to ensure that Bertels- 
mann has the kind of content and 
services that will prove popular on 
the wireless Internet, which pun- 
dits see as the next boom e-market, 
and to splash out on developing 
global brands. Intemal consolidation is an- 
other option: Bertelsmann is likely to buy out 
the rest of bamesandnoble.com, an online 
bookstore in which it has a 40% stake, and 
merge it with its wholly owned bol.com, 
which sells mainly in Europe. Both lag far be- 
hind Amazon. 

Not that Mr Middelhoff wants to be in 
every Internet business. In future, he says, 
the focus will be on producing and market- 
ing content rather than providing access 
through Internet service providers, or isPs—a 
business that, at least in Europe, remains 
dominated by former telephone monopo- 
lists that can use cost advantages to offer ac- 
cess at lower rates than new rivals can. On 
June 5th, Bertelsmann cut another deal with 
Telefonica, this time selling the Spaniards its 
German isp, MediaWays, for $1.6 billion. The 
choice of buyer has strengthened specula- 
tion that Mr Middelhoff and Juan Villa- 
longa, Telefonica’s boss, plan to forge an 
ever-tighter German-Spanish axis. 

Bertelsmann has one big advantage: the 
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of this situation. He says, some- 
what half-heartedly, that not hav- 
ing to court analysts and investors 
gives him more time to run the 
business, and that loyalty thrives in 
Bertelsmann’s tight corporate cul- 
ture (too tight, say those who point 
to the absence of non-German 
board members). He also insists he 
has an ample war chest: $10 billion 
alone from the sale of aot shares 
and MediaWays. Raising much 
more might prove tricky, however, 
as Bertelsmann already has 
reached the debt ceiling of 1.5 times 
cashflow imposed by Mr Mohn. 
Much as he denies it, Mr Middel- 
hoff would probably jump at the 
chance to take Bertelsmann public. 

















business remains patchy. Bertelsmann has 
scant presence in television, and remains a 
disappointing sixth in the magazine market 
despite years of concerted attempts to break 
into the top three. It recently hired Daniel 
Brewster, the seasoned boss of American Ex- 
press’s huge publishing arm, to lead another 
attack on market leaders, such as Time War- 
ner and Condé Nast, through new launches 
and acquisitions. 

The group’s music business, BMG, which 
runs the rca and Arista labels, also has weak 
spots. Although it has doubled its market 
share in recent years, it remains a disap- 
pointing fourth worldwide, when measured 
by back catalogue. Its return on sales is stuck 
well below the group target of 15%. In addi- 
tion, Mr Middelhoff’s relationship with Mi- 
chael Dornemann, smc’s boss and a rival for 
the top job two years ago, is bumpy. Without 
a big acquisition—Universal and mp3, a digi- 
tal downloading service, are among those 
being courted—smc is unlikely to climb out 
of the second tier. 


He faces at least one other chal- 
lenge: forcing co-operation on Bertelsmann’s 
independent fiefs. Decentralisation is at the 
heart of Bertelsmann’s established culture. 
This has helped to foster entrepreneurialism 
and cut bureaucracy. In the e-era, however, it 
can bea burden, because it stymies the kinds 
of collaboration (such as cross-promotions 
and using offline content online) that are the 
big media groups’ main advantage. Mr Mid- 
delhoffis starting to tackle the problem: from 
July, Bertelsmann will have a “chief creative 
officer”, whose job will be to seek out and ex- 
ploit synergies. 

This week’s overhaul of the e-commerce 
activities should also help. But Bertelsmann 
is still worryingly far from the goals that Mr 
Middelhoff has set, Jovial and confident, he 
asserts that Bertelsmann is sure to get there, 
although he is sensible enough to admit that 
there are risks: “In Intemet time, three 
monthsis a year. Make a bad decision or two 
and youare in trouble,” he says. “That makes 
me nervous.” 
= 
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infrastructures on which the world’s 


yarkets are soaring. ecommerce leaders rey Andwe | ge 
ye were expecting this. can offer the same to you. Our 2 


Hitachi Freedom Storage™ 7700E 


KARACHI 
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superior open architecture with 
redundant technologies that 
make failure virtually impossible. 
We also offer the software, con- 
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between Asia and Europe than anyone else. 


No one brings the Eastand the West closer 
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A STAR ALLIANCE MEMBER 














Smooth sailing, so far 








Can an old-fashioned drug company become a novel biotech business? 
Ernesto Bertarelli has a plan 


N BUSINESS, appearance and reality donot 

always keep close company. For proof, 
consider Ernesto Bertarelli, chief executive of 
Serono, Europe's biggest biotechnology firm. 
At 34, Mr Bertarelli looks every inch the Ital- 
ian playboy—tall, tanned and fit. He has 
wealth, too, thanks to the 70% of Serono 
shares that are held by the Bertarelli family, 
worth an estimated €7.7 billion ($7.4 billion). 

He also has a rich man’s hobbies. So pas- 
sionate is he about sailing that he keeps some 
of the sleekest boats on Lake Geneva. He 
adores his 40-foot multihulls, which can ride 
the wind on a blustery day, but still glide at a 
speedy 15 knots when the lake is still. 

Much the same could be said of Mr Berta- 
relli’s company. Since its listing on the Swiss 
stock exchange in 1987, Serono’s shares (listed 
as Ares-Serono) have glided along, in step 
with the country’s large pharmaceutical shares, at a steady speed 
(see chart). But late last year, when biotech shares began their 
rapid rise, billowed by gusts of day trading and gales of genomic 
excitement, Serono’s shares joined them, more than doubling in 
value between November 1999 and March 2000. 

Why the change in fortunes? Many praise Mr Bertarelli’s man- 
agement: for all his extravagant toys, he has proved, since taking 
over in 1996, a sensible and energetic successor to his father. Per- 
haps because he would rather be out on the water than in a super- 
fluous meeting, he has delegated more responsibility, and estab- 
lished clearer chains of command throughout Serono than did his 
father, who took a more paternalistic approach. His mission is to 
make investors see Serono not as an old-economy pharmaceuti- 
cals company, but rather as a global biotechnology dynamo. 

A decade ago, it was easy to tell those apart in drug making: 
biotechnology firms were small companies with free-spirited sci- 
entists, bright ideas and no profits, and pharmaceutical firms were 
huge operations with many managers, real products and substan- 
tial earnings. Now Serono, like Amgen and Genentech, its bigger 
and better-known American brethren, is challenging this distinc- 
tion. Last year, Serono made over $1 billion in sales of drugs that it 
has developed. It employs 4,200 people in research, clinical trials, 
manufacturing and marketing. So what _ 





ology. Today, only 30% of its sales are from 
proteins isolated from such stuff as mare's 
urine; the rest.come from the more profitable 
process of genetic engineering. 

Some say that the best way to tell the “av- 
erage” big pharmaceutical and biotechnol- 
ogy firms apart is to drive past their labora- 
tories at midnight and see whether the lights 
are on; if they are, it must be a lean, keen bio- 
tech operation. But a less laborious measure 
is spending on rap, which has almost dou- 
bled since Mr Bertarelli took over. His acqui- 
sition of Glaxo Wellcome’s research labs in |- 
Geneva—scientists and all—in 1997 gave Sé- 
rono state-of-the-art facilities at a fair price. 
The company now ploughs more than 22% of = 
its sales revenue back into the laboratories, | 
low compared with some of its biotech peers 

i but more generous than the 10-15% common 
in pharmaceutical companies. This has not only paid off in new 
products, but also earns Seronoa tidy $37m in patent royalties. 

Another distinction from the pharmaceutical giants: Serono 
concentrates on niche markets such as infertility and multiple 
sclerosis. It needs no massive army of salesmen, since its core cus- 
tomers are a small band of highly specialised doctors, rather than 
the huge populations with arthritis or hypertension that the big 
drug firms try to reach. Its research programme is equally concen- 
trated on new, specialised applications for its existing drugs, or 
specific uses for new proteins, stich as Crohn’s disease. 


Third way 

Mr Bertarelli accepts that Serono may need to grow through acqui- 
sition, and he is on the look out for a biotech firm, probably Ameri- 
can, with products that are already on the market. This may help 
the firm to plug a potential gap in its clinical pipeline. To ease the 
process, Mr Bertarelli is open to reducing his family’s sharehold- 
ing, despite their strong association with the firm, and to floating 
onan American exchange. 

The middle ground between tiny biotech and massive pharma 
looks tempting. Size is no guarantee of success, since big firms are 
no better at discovering new products than are their smaller rivals. 
According to Cambridge Pharma Con- 





makes a big biotechnology company | 
different from a small pharmaceutical 
firm? 

History for one, says Mr Bertarelli. 
Serono, like many of today’s biotech gi- 
ants, has built its business on protein- 
based drugs that mimic biochemicals in 
the body, such as growth hormone and 
interferon-f, rather than the small syn- 
thetic molecules that have earned the 
pharmaceutical industry billions. Se- 
rono began a century ago in the dis- 
tinctly old-economy business of extract- 
ing proteins from eggs. It was Mr 
Bertarelli’s father, Fabio, who saw the fu- 
ture in high-tech production, and 
pushed the firm towards molecular bi- 





sultancy, although big pharmaceutical 
firms still generate more new drugs ap- 
proved for use in America than does the 
biotech industry, biotech’s output has 
doubled since 1995, whereas pharma’s 
has fallen by a fifth. 

With its success in niche markets, Se- 
rono is hoping to match the profitability 
of big pharmaceutical companies with- 
out takingon their lumbering infrastruc- 
ture. Whether this strategy will sustain 
the heady growth that investors have 
come to expect from the drug industry 
remains to be seen. In the short term, 
however, Serono is showing drug mak- 
ers that it is not the size of the boat that 
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REGULATING THE INTERNET 





The consensus machine 







SAN FRANCISCO 


The Internet 


who runs it, and on whose behalf? 








Tes nothing i bsenceof regu- 
lation for stimulating innovation. Such 
was the creed of early Internet enthusiasts. 


As John Gilmore, a noted online activist, has 
put it: “The Net interprets censorship as 
damage and routes around it” The myth 
that the Internet has thrived only because it 
is anarchic is now firmly entrenched. 

Yet myth is what itis. In fact, cyberspace 
is highly organised and even regulated, and 
not just for technical standards. What is un- 
ique about the Internet is not that 
it is ungoverned; itis that its regu- 
lation has emerged from the bot- 
tom up and not the top down. 
“The Internet’s true strength is 
that, as an institution, it exhibits 
characteristics of policy forma- 
tion that appeal to one’s sense of 
liberty,” argues Joseph Reagle, a 
policy analyst at the World Wide 
Web Consortium (w3c), an In- 
ternet standards body. 

The process of policy forma- 
tion on the Internet is not well 
known to the general public, or 
even to many avid Internet users. 
Besides the w3c, there is the In- 
ternet Engineering Task Force 
(teTF), which develops agreed 
technical standards, such as 
communications protocols, and 
its steering group, the resG, which 
co-ordinates and approves them; 
and the Internet Corporation for 
Assigned Names and Numbers 
(icann), which oversees the sys- 
tem of domain-names such as 
com and .org. 

These bodies have certain characteristics 
in common, They are largely self-created 
and self-governing. They are open in both 
membership and arguments, priding them- 
selves on giving all voices a hearing. They are 
largely consensus-based in their decision- 
taking. And, so far at least, they have worked 
surprisingly smoothly, even surviving the 
wholesale commercialisation of the net. Yet 
the expansion and internationalisation of 
the Internet are likely now to put new strains 
on its entire bottom-up system of regulation. 
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red to the point where people are increasingly asking: 


None of this was on the minds of the 
small group of graduate students who, in the 
late 1960s, started to develop a new type of 
data network for the Pentagon’s Advanced 
Research Projects Agency. On the contrary, 
they worried mainly about offending the se- 
nior engineers who were supposed to take 
over the fledgling Internet at some point (but 
never did). Not least to protect itself against 
later recriminations, the group documented 
its debates and decisions extensively. “I 








spent sleepless nights composing humble 
words for our notes,” remembers Stephen 
Crocker, one of the graduate students. “The 
basic ground rules were that anyone could 
say anything and that nothing was official.” 
This culture of cautious deliberation still 
prevails in most Internet organisations, par- 
ticularly in the reTr. Its main mantra, ex- 
pressed by David Clark of the Massachusetts 
Institute of Technology, is: “We reject kings, 
presidents and voting. We believe in rough 
consensus and running code.” The approach 
has created what Michael Froomkin, of the 


University of Miami, calls one-of the first le- 
gitimate international decision-making pro- 
cesses. Any individual can become a mem- 
ber (“no cards, no dues, no secret 
handshakes,” says the task-force’s website), 
just by signing up to a working group's mail- 
ing list. Anybody can also show up at the | 
meetings that the task-force holds three 
times a year. Even network engineers, after < 
all, need occasionally to meet face to face. ` 


Elders and betters 


That does not mean that all members are, in 
practice, equal. Unsurprisingly, the con- 
tributions of some carry a particular weight, 
not because they have been elected, but be- 
cause they are so widely respected (although 
people can lose that status quickly if they 
rest on their laurels). The late Jon Postel was 
an example of such an elder. Until his death 
in October 1998, he had, more or less single- 
handedly, overseen the numbering system 
for Internet addresses. 

Even so, anybody, however 
lowly, can propose a standard to 
the err, and sostarta process that 
is formal enough to ensure that all 
get a hearing, but light enough to 
avoid bureaucracy. Once a work- 
ing group has reached a decision, 
it submits it to the esc for public 
review and ultimate approval. To 
become an Internet standard, a 
new technology must also operate 
in at least two working products, 
such as network routers. Deci- 
sions in. working groups are not 
taken by formal vote, but by 
“rough consensus”—more than a 
simple majority, but not unanim- 
ity. The consensus is decided by 
any method the group chooses. 
One way is “hurnming” when a 
group meets (so nobody can tell 
whois in favour of a proposal and 
who against). Those who believe 
that their arguments have been ig- 
nored can appeal to the resc. 

The reTF is not the only exam- 
ple ofa well-functioning, meritocratic online 
“community”. Software-development 
groups known as open-source projects, 
sometimes comprising thousands of volun- 
teer programmers across the world, are or- 
ganised similarly. But they rely less on for- 
mal working groups and more on 
“benevolent dictators” to create consensus. 
The group around Linux, an increasingly 
popular operating system, for example, is 


run by Linus Torvalds, a Finnish program- 


mer who wrote the first version of the soft- 
ware. When hackers write new code for Li- 


77 


nux, it is scrutinised and discussed, mainly 
in online discussion groups. Mr Torvalds has 
the final say about which “patches” will 
eventually go into the core program. 


Community spirits 

Why do online communities like these seem 
to work better than their offline counter- 
parts? The simple answer is that they are 
made up of like-minded individuals, In- 
ternet engineers or Linux programmers have 
a common culture and common interests, 
even if they live continents apart. And their 
decisions are, in most cases, straightforward: 
it is easy to tell whether 
one networking protocol 
or a piece of software 
works better than an- 
other. 

The Internet allows 
more direct and open 
communication than 
does the real world. False 
information can spread 
fast, but it can be quickly 
debunked. And since any- 
body can gain access to all 
proposals and e-mail dis- 
cussions, the decision- 
making process is hard to 
manipulate. It is also eas- 
ier for people to leave if 
they want. An analogy of 
sorts can be seen histori- 
cally in Africa: if chief- 
tains became too dicta- 
torial, their underlings 
just moved on (or killed them). Ifa Linus Tor- 
valds started behaving like a virtual Milos- 
evic, Linux hackers would take themselves 
elsewhere. 

This decision-making process is cer- 
tainly interesting fodder for social scientists. 
But sceptics say it is unlikely to survive the 
onslaught of the real world. What happens if 
technical issues, which in the past required 
little more than co-ordination to find the 
best solutions, become corrupted by com- 
mercial interests? And will it not be harder to 
find a “rough consensus” once it comes to 
policy issues that can affect millions of dol- 
lars’ worth of business? 

So far, the Internet decision-making pro- 
cess, like the Internet itself, has been remark- 
ably robust. That has surprised such insiders 
as Scott Bradner, an Internet engineer at Har- 
vard and author of the rere’s “Internet Stan- 
dards Process”. In only a few cases, he says, 
has the process been bogged down by com- 
panies trying to submit an already-designed 
protocol merely to get the reTr’s blessing. 

Yet there are early signs of trouble ahead. 
Last year, for example, a huge row erupted 
when te members discussed how far their 
organisation should help law enforcers to 
conduct wiretaps. Telecom-equipment 
makers worried that their products would 
be required to comply with federal wire-tap 
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laws. But other members were preoccupied 
by images of Big Brother. In February, an 1ETF 
task-force decided not to “consider require- 
ments for wire-tapping”. Policy conflicts like 
these prompted Vint Cerf, one of the 1eTF’s 
founders, tolaunch last year an Internet soci- 
etal task force as a forum for deliberating so- 
cial and economic issues thrown up by the 
spread of the Internet. 

Potential problems loom over the w3c 
too. So far, it has avoided being gummed up 
by competing commercial interests. Al- 
though it develops standards for the web, 
and many of its deliberations take place 
through e-mail, it is far from 
a traditional online commu- 
nity. Most of the 400-plus 
members of the organisa- 
tion, which was founded in 
October 1994 by Tim Ber- 
ners-Lee, the inventor of the 
World Wide Web, are com- 
panies that pay $50,000 a 
year for membership. Mr 
Berners-Lee first tried to 
standardise the web within 
the retr. But progress in the 
working group was 
slow—as he put it in his 
book, “Weaving the Web”, 
“partly due tothe numberof 
endless philosophical rat 
holes down which technical 
conversations would disap- 
pear.” Because he wanted to 
move faster, he started his 
own group. 

The w3c is thus a rather different animal 
to the rere. Although it also upholds the con- 
sensus principle, it is more top down, with 
Mr Berners-Lee acting as a benevolent dicta- 
tor. Yet over the years, the inner workings of 
the organisation have become more codi- 
fied, to the point, Mr Berners-Lee says, that 
its “process document” is more important 
than he is. So far, the w3c has developed 
more than 20 technical specifications. At a 
recent conference, it announced details of 
several important technologies nearing “rec- 
ommendation status” (w3c-speak for stan- 
dard), in particular xm (Extensible Markup 
Language), which enables computers to 
work out exactly what data on a web page 
represent and how to process them. 

Yet the w3c is no longer uncontroversial, 
because its decisions have more than techni- 
cal implications. Critics such as Simson Gar- 
finkel, a technology journalist, argue that the 
group has become a key maker of public pol- 
icy~and that it ought to start acting like one, 
especially by opening its membership and 
meetings to a broader public. 

This criticism came over a “platform in- 
dependent content selection”, a technology 
meant to let parents and schools control the 
websites that children can reach, compara- 
ble tothe v-chip that filters rv programming. 
The w3c’s intent was to offer a technical al- 








ternative to the Communications Decency 
Act,a 1995 law criminalising the online trans- 
mission of “indecent material” to minors—a 
broad and vague piece of legislation: that, 
many feared, would hamper free speech on 
the Internet. The law was declared uncon- 
stitutional by the Supreme Court. 

The new technology would make any 
further such laws unnecessary, argued the 
w3c, because websites would rate them- 
selves, saying whether they contained nu- 
dity, for example—and parents could block 
access to them. But free-speech advocates 
feared that, far from making legislation un- 
necessary, the technology could achieve the 
exact opposite, making censorship easier 
and even allowing dictatorships to filter out 
unwanted content. 

Online elders admit that policy issues 
are becoming as important as technical 
ones. But the w3c is not the place todeal with 
them, says Mr Berners-Lee. “Technologists 
have to act as responsible members of soci- 
ety, but they also have to cut themselves out 
of the loop of ruling the world.” 


Names and domains 


The remaining Internet ruling body, ICANN, 
has no choice but to become more than a 
club of citizen engineers. Its task sounds bor- 
ingly technical: keeping track of the In- 
ternet’s names and numbers. The organisa- 
tion oversees the domain-name system, 
which links the 12-digit numbers that iden- 
tify servers connected to the Internet to ad- 
dresses such as www.economist.com. 

But 1CANn’s challenges are now more 
political and economic than technical. It rep- 
resents all Internet users. Although the net is 
highly decentralised, its naming system is hi- 
erarchical, as it must be if every computer Is 
to be easy to find. Only 13 “root servers” 
know where one computer has to go to find 
the address of another. Anybody who con- 
trols these has a life-or-death power over the 
Internet, says David Post of Temple Univer- 
sity in Philadelphia. 

To complicate things, the economic 
stakes have become high. Trademark own- 
ers object to plans to create new “top-level” 
domains, the designations such as .com. 
They have invested a lot of money in their 
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names and have often 
fought or bought off “cyber- 
squatters”, people who reg- 
ister web addresses only to 
sell them later. New. ‘top- 
level domains risk diluting 
these brands and increasi 
the costs of policir 


dominated b 

businesses : 

recognisable English words 

have been claimed. 

week a British company even started to sell 
ames, ahead of ICANN approval. 

Like other Internet bodies, ICANN oper- 
ates by consensus. It has created a raft of 
committees, working groups and “support- 
ing organisations”. Even national govern- 
ments have a voice, via a “governmental ad- 
visory committee”. All these groups are 
supposed to talk things out. In theory, the 19- 
member ICANN board only ratifies the con- 
sensus, takes care of administration and 
makes sure that its decisions are imple- 
mented, for example, by signing contracts 
with domain-name registrars. So far, how- 
ever, ICANN has made more headlines for 
controversy than for consensus. 

It got off to a bad start. In Mr Postel, the 
organisation lost its benevolent dictator be- 
fore it was even constituted. The selection of 
the interim board was perceived by many as 
shrouded in secrecy and tilted towards cor- 
porate interests. Its chairwoman, Esther Dy- 
son, is nota typical Internet elder: although a 
leading thinker about the online world, she 
does not suffer fools gladly. And icann is in 
many ways a completely new institutional 
animal. It is a hybrid between an onlinecom- 
munity and a real-world governance struc- 
ture, an untested combination. It is also a 
new type of international organisation: an 
industry trying to regulate part of itself, 
across the globe, with little or no input from 
national governments. 

For critics such as Jonathan Weinberg of 
Wayne State University, Detroit, icANN still 
has to prove itself on all these fronts. It has 
had difficulties gauging the consensus of 
such a heterogeneous group. After protests, 
the board had to take back several decisions, 
such as a $1 fee on every domain name. And 
it lacks features that produce accountability 
in offline institutions, such as an indepen- 
dent review board (one is now planned). 

Yet considering its meagre means (only 
seven full-time employees and an annual 
budget of $4.3m), ICANN has not done badly. 
The organisation was successful in wresting 
the monopoly for domain-name registration 
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from acompany called Net- 
work Solutions, and also in 
introducing competition 
into name distribution. 
More than 120 registrars are 
now accredited to sell do- 
main names. 

ICANN now has a uni- 
form dispute resolution 
policy to help resolve con- 
troversies over who has the 
right toa domain name. The 
World Intellectual Property 
Organisation, one of four 
dispute-resolution bodies 
accredited by ICANN, re- 
cently ruled that Internet 
addresses bearing the 
names of a British author, 
Jeanette Winterson, and an 
American actress, Julia Roberts, should be 
returned to their rightful owners. Both had 
their names registered by squatters, who had 
argued that names of living people are not 
trademarks. These cases may now set a pre- 
cedent for others who wish toestablish their 
right to a domain name that has been regis- 
tered by somebody else. 


Online troubles, offline lessons 


Yet the moments of truth for cann are still 
tocome. The issue of new top-level domains 
will show whether it can create consensus 
when the stakes are mostly economic—and 
what it does if no consensus can be found. If 
it adds only a token number of new suffixes, 
many users of the Internet 
will be disappointed. The 
consensus in the working 
group charged with the task 
is to roll out a few new do- 
mains and then evaluate 
what happens. The board 
will probably decide how to 
proceed at its meeting next 
month in Japan. 

Even more important 
for ICANN’s legitimacy is the 
election of five board mem- 
bers in early November. 
Originally, the board had 
opted for an indirect elec- 
tion, with an electoral col- 
lege to filter out incompetent 
representatives. But after 
many at ICANN’s March 
meeting in Cairo had de- 
rided this procedure as un- 
democratic, the board set- 
tled for a direct election with 
candidates selected by a nomination com- 
mittee, or self-nominated subject to a mini- 
mum threshold of support. 

There is still no guarantee that the new 
board members will be representative of the 
Internet community. What critics fear most 
is that the membership—anybody over 16 
witha verifiable e-mail and physical address 
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can sign up, at ICANN’s website—will be cap- 
tured by special interests, To some extent this 
is already happening: because German mag- 
azines and newspapers such as Der Spiegel 
or Die Zeit are running a voter-tegistration 
campaign, a fourth of the membership is 
currently German. 

Even if 1cann fails, this does not mean 


that the Internet's original decision-making ° 


process will lapse. No doubt, as the Internet 
matures, online communities such as the 
1etF will become more formalised, like off- 
line organisations. Even the anarchic Linux 
group may have to give itself a constitution if = 
the operating system becomes as pervasive 
as many in the computer industry expect. 

Governments might learn from online: 


decision-making too. The Internet’s real pro- 


mise for democracy may be less the much- 
ballyhooed electronic voting than the fact 
that the medium makes it easier for citizens 
to debate and inform themselves. The Berk- 
man Centre for Internet and Society at the 
Harvard Law School, for example, is working 
on software tools to organise “deliberative 
polls” online. The German government 
plans such a poll for a new data-protection 
law. 

Internet-governance bodies also pro- 
vide a lesson in transparency. They docu- 
ment everything and make it accessible on- 
line. The rere e-mail archives allow browsers 
to discover why certain decisions were 
taken, even if they date back years. The w3c 
has an internal rule that nothing really exists 
that is not posted on the consortium’s web- 
site. And ICANN posts 
transcripts of all board 
meetings, even telephone 
conferences. 

If ICANN succeeds in 
gaining legitimacy, it 
might one day spawn simi- 
lar international organisa- 
tions for other online pol- 
icy issues with worldwide 
implications such as pri- 
vacy (to avoid having a 
patchwork of different 
rules for the protection of 
personal information). 
That was actually the plan 
of Ira Magaziner, Bill Clin- 
ton’s point man for the In- 
ternet until 1999, who 
wrote the white paper that 
first called for the creation 
of ICANN. 

It would be absurd to 
assume that politics could 
be solved Internet-style, but governments 
would still do well to study the online deci- 
sion-making process carefully. Something 
like it could, perhaps, help to narrow the gap 
between rulers and ruled—one more exam- 
pleof how the Internet may have a profound — 
effect on the offline world. 
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March 2000 March 1999 

Sales € 2924.2 m € 2318.1 m + 26.1% 
Operating profit € 534.1 m € 390.4 m + 36.8% 
Attributable profit 

~ parent and subsidiaries € 357.8 m € 260.0 m + 37.6% 

- share of associated companies € 424.8 m € 4152 m + 23% 

~ the Group € 782.6 m € 675.2 m + 15.9% 
Earnings per unit - fully diluted basis € 137.04 € 117.59 + 165% 


The results presented above exclude the effects of goodwill amortisation and exceptional items from both years. 
SAS NA TP EC OE ESE 
+ Operating profit of Richemont’s luxury goods businesses grew by 37 per cent 

to € 534.1 million. 


@ Sales increased by 26 per cent compared to the previous year. Continuing 
economic growth in the United States and the strength of the US dollar helped 
generate sales growth of almost 30 per cent in that region. The recovery of 
many Far Eastern economies, together with the strength of the Japanese yen, 
has contributed to a 41 per cent increase in sales in that region. 


@ All of Richemont’s product categories showed good growth in sales, with 
watches growing by 29 per cent and jewellery sales increasing by 41 per cent 
- in part reflecting the contribution from Van Cleef & Arpels, which was 
acquired during the year. 





@ Attributable profit of the parent and its subsidiaries increased by 38 per cent 
to € 357.8 million. 


@The Group’s share of the results of its associated companies, largely 
comprising its shareholding in British American Tobacco, is broadly in line 
with the previous year. 


@ Earnings per unit on a fully diluted basis grew by 17 per cent to € 137.04. 


@ The dividend for the year is € 24.00, an increase of 15.4 per cent over last year. 






















Copies of the full text of the results announcement are available from the company's web site www.richemont.com or from the addresses beiow. 


Compagnie Financière Richemont AG Rigistrasse 2 6300 Zug Switzerland 
Telephone: +41 {0)41 710 33 22 Telefax: +41 (0)41 711 71 02 





Richemont International Limited 15 Hill Street London W1X 7FB 
Telephone: +44 (0)20 7499 2539 Telefax: +44 (0)20 7491 0524 
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Danger signs 





Then 


N UNUSUAL thing happened this week 
in America. The prices of corporate 
bonds rose. Of late they have proved a 
dreadful investment—worse by far than 
government bonds. How much farther their 
prices will rise depends largely on what hap- 
pens in the market in which they are priced: 
the swaps market. That market is in turmoil. 

Swaps are the glue that binds together 
the world’s financial system. First 
developed in the early 1980s, they 
now dwarf other financial instru- 
ments. At the end of last year there 
were some $46 trillion of swaps 
outstanding, compared with $5.4 
trillion in, for example, interna- 
tional bond markets. 

Broadly, swaps come in two 
forms: interest-rate swaps and cur- 
rency swaps. Simply put, both al- 
low two parties to exchange cash- 
flows. In a currency swap, the two 
exchange currencies and re-ex- 
change them at maturity at the 
same rate. In the meantime they 
exchange interest payments. In a 
typical interest-rate swap, one side 
exchanges a floating-rate obliga- 
tion (generally based on Libor, the 
rate at which the best banks lend 
to each other) for a fixed one. 

This simplicity has made 
swaps, and interest-rate swaps in 
particular, a very useful tool. They 
allow banks, for example, to 
match their assets and liabilities 
much more closely. If they have 
lots of short-term floating-rate li- 
abilities (such as savings accounts) 
but long-term fixed-rate assets (such as 
loans) they can “swap” long-term assets into 
short-term ones. Likewise, companies can 
use swaps to convert fixed-rate debt (which 
investors might prefer) into floating-rate 
debt, or vice versa. 

The level of the fixed rate in the swap re- 
flects, among other things, the willingness of 
the market to accept corporate debt rather 
than government debt, which means that 
the swap rate is calculated at a spread over 
government bonds. Euro swap-spreads have 
risen in recent weeks, but dollar swap- 
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ps market is behaving very oddly. Why? 


spreads have widened dramatically. Ten- 
year spreads peaked at the end of May at 140 
basis points (hundredths of a percentage 
point)—a higher spread than ever before (see 
chart on next page). They have since nar- 
rowed, but are still wider than at the height 
of the financial crisis that followed Russia’s 
default. At times in recent weeks, the swaps 
market has shut down completely; nobody 





was willing to receive a fixed rate. 

What on earth is going on? There are, 
broadly, two sets of explanations, one rela- 
tively benign, the other emphatically not. 
The benign view is that the rise in swap 
spreads is explicable by rising interest rates, 
greater default risk, and the relative sizes of 
government- and corporate-bond markets. 

Governments are issuing fewer bonds. 
On optimistic assumptions, America’s gov- 
ernment could buy back all its debt by 2010. 
American companies, in contrast, are bor- 
rowing hugely. That makes government 


bands more valuable, compared with cor- 
porate debt. It reflects what Comp- 
ton, head of bonds at Schroder Salomon 
Smith Barney in Europe, cal ye 
tion of the bond markets”, 

Rising interest rates, t 
blame for widening swap sp 
market thinks that i 
there is more of an incenti 
than receive, a fixed rate. Th ] 
greater at times when, as now, long-term 
rates are lower than short-term ones (an “in- 
verted yield curve”). This means that any- 
body receiving a fixed (long-term) rate and 
paying a floating one loses money. 

Then there is the increase in corporate 
debt. Credit Suisse First Boston (CsFB) ex- 
pects American companies to issue as many 
bonds this year as they did last, when they 
sold record amounts. Importantly 
for swap spreads, one reason that 
firms are borrowing so much is to 
buy back their shares. So American 
companies are becoming ever more 
highly geared, and hence less credit- 
worthy. Share buy-backs are run- 
ning at double last year’s level and, 
reckons David Goldman, a strategist 
at csFB, will remain in vogue as long 
as debt is relatively cheap, and firms’ 
managers think thatmore leverage is 
good for shareholder value. 

If this were not enough, swap- 
market folk also point accusing fin- 
gers at Gary Gensler, under-secre- 
tary at the American Treasury. In 
March, he said that federally spon- 
sored agencies, such as Fannie Mae 
and Freddie Mac, which everybody 
assumed were guaranteed by the 
government, were not. The yield on 
their debt rose sharply. Since they are 
the biggest actors in the swaps mar- 
ket, so did swap spreads. 









Swap knot 

Taken together, these factors might 
seem enough to explain what has 
happened. But James Bianco, who 
runs an eponymous research firm, thinks 
they are not. Swap spreads, he points out, 
have been widening for the past three-and- 
a-half years—before any of these other fac- 
tors cropped up. And they do not explain 
why swap spreads have risen so fast this 
year. 

Mr Bianco argues that two things domi- 
nate the pricing of interest-rate swaps: inter- 
est rates and credit concerns. For most of the 
1990s swap rates went up and down within 
terest rates. That relationship has now 
largely broken down, suggests Mr Bianco, 
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because markets have become more con- 
cerned over risks to the financial system, as a 
result of the crises of recent years. If Mr 
Bianco is right, this has important ramifica- 
tions: it suggests there are growing worries 
about the riskiness of the swaps market, 
based on fears about the health of financial 
firms—by far the biggest participants. 
Pshaw, say critics: there is no credit risk 
in the swaps market. Forget about those tele- 
phone-number figures:no principal amount 
is exchanged in a swap, so what matters is 
not the “notional” amount at risk but the 
cost of replacing the swaps--a far lower 





number. Moreover, big banks post collateral 
if they are on the losing side of a swap, thus 
eliminating even any residual risk. 

Really? “Swaps are perceived as riskless. 
That must be wrong,” says.a treasurer ata big 
bank. Unlike futures: exchanges, the swaps 
market looks only at current exposures, not 
potential ones (futures exchanges demand a 
dollop of cash up front to cover the second). 
And the market has grown so much that 
these potential risks are becoming huge. 

So it is at least plausible that people are 
starting to fret about the banking system. But 
why might this be a problem in America, of 
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INERAL wealth can be deleterious to 

poor countries economic health. 
Too often, natural resources breed corrup- 
tion and waste, enriching elites but leaving 
others as poor as they were before. Think 
only of Nigeria or Congo. The World Bank, 
however, is betting that Chad will be an ex- 
ception. On June 6th, its board agreed to fi- 
nance a small share of a $3.7 billion con- 
struction project, the largest in Africa, to 
develop Chad’s oil reserves. 

The plan is to build 300 wells in 
Chad's Doba oil fields and to connect 
them to Cameroon’s Atlantic coast 
via a 1,070-km (665-mile) pipeline. 
Most of the cost will be born by Ex- 
xon Mobil (the operator, with 40% of 
the private equity), Petronas, Malay- 
sia’s oil company (35%) and Chevron 
(25%). The Bank and its private-sector 
arm, the International Finance Cor- 
poration, are providing nearly $200m 
in loans. Far more important than the 
| Bank’s financial involvement is the 
| political comfort it brings. 
| The loan is one of the Bank’s most 
| controversial in years. Critics say the 
| 





pipeline will harm the environment, 
displace indigenous tribes, worsen 
Chad’s human-rights record and fos- 













all places? Because it is taking ever more risk 
to generate the returns demanded by share- 
holders. Bank lending is growing by 10% at an 
annual rate, and property lending by 13.5%, 
its highest rate since 1989. If anything, these 
rates are accelerating because, after nine 
years of growth and few defaults, banks’ 
backward-looking risk models tell them that 
lending is a fine business. 

And not just in America. In Europe, too, 
banks are taking more risk to generate higher 
returns. At best, the swap market is merely re- 
flecting this increase in risk. At worst, it might 
be signalling that the world’s financial sys- 
tem is in danger of becoming unglued. 





American mortgage-lending 


Credit where 
not due 


NEW YORK 


INANCIAL crises invariably have unex- 
pected after-effects, The immediate fear 
in 1998, when Long-Term Capital Manage- 
ment (ttc), a hedge fund, blew up, was for 
the health of the big banks that had lent toit. 
They survived. But less fortunate were a 





Punting on a pipeline 


ter corruption. (The pipeline will pass 
through pristine rainforest in Cameroon, 
home to gorillas and pygmies.} Opponents 
recall other environmental disasters, such 
as the trans-Amazon highway in Brazil. 
The Bank claizns that exploiting oil re- 
sources is one of the few development op- 
tions open to Chad, where 80% of the peo- 
ple live on less than a dollar a day, and 90% 
of the country is desert or semi-arid. Over 


J Exxon-operated f 
oncessions: 


the project’s 25-year production period, 
Chad will receive $2 billion in revenues, | 
and Cameroon $500m. In effect, the oil pro- | 
ject will increase the Chad government's | 
annual revenues by half from 2004. | 

The Bankclaims that ithas putin place | 
some of the most stringent safeguardsever. | 
Chad has passed lawsstipulating howthe | 
money is to be used. Ten per cent is tobe | 
held in trust for future generations. Of the | 
rest, 80% is earmarked for spending on | 
education, health, rural development, in- | 
frastructure, environmental and water | 
management, and 5% is to be spent in the | 
oil-producing region. i 

The petroleum accounts aretobe | 
audited and published annually, | 
and spending will be monitored by 
an oversight committee, including 
representatives from civil society as 
well as parliament, the judiciary and 
the government. To minimise the 
environmental risks, the pipelineisto | 
be buried, and to follow existing | 
rights of way. To compensate for lost | 
rainforest, Cameroon has created | 
two new national parks, paid for by | 
the project’s sponsors. | 

All of this was enough to con- 
vince the Bank’s board. But, however | 
rigorously the Bank’s safeguards are | 
imposed, they cannot guarantee the | 
success of its gamble on Chad’s using | 
its oil wealth sensibly. 
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Nokia makes mobile internet browsing easy 


because the intelligent WAP software on Nokia handsets helps formatted to suit your mobile phone screen. What’s more, with Nokia handsets 
crack open a whole new world of information. Combining fast data you can also download graphs and images, making the mobile net a more user- 
transmission (up to 50% faster than most other phones) with smart hyperlinks, friendly and information rich experience. You may call it the mobile internet 


you can access information both easier and faster. The content is also conveniently made easy, at Nokia, we call this human technology.™ 





Chinese Language Browsing © High Speed Internet Connection © Bookmark/Hyperlinks © Text and Graphs © User-friendly Content Formatting www. nokia-asia.com 


*Pieave check with your local operator en the availability of WAP and high speed data services 
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ee! they expect, while operators enjoy 
the lowest fuel burn and operating cost per seat. In other words, it 


efficiently improves customer satisfaction and profits at the same time. 
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We can 
help you find 
the right 
financial 
direction. 


In Hong Kong, MPF is now 
mandatory, so if your company 
has operations there, please 
call us at (852) 2827 1234 
immediately to ensure you 
comply with regulations. 
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Plan Ahead. Get Ahead.” 


plan ahead. 


For over 120 years, the 
Principal Financial Group? has 
guided millions of customers 
toward their financial goals. 
Every day people count on us 
to simplify their most complex 
financial matters and help them 
choose the investments, retire- 
ment plans and insurance they 
need to protect their families 
and businesses. And with 
more than US$113 
, billion in assets under 
management, one 
of America’s strongest 
financial services compa- 
nies is now operating around 
the world. So whether you are 
planning for yourself or for an 
entire business, building your 
future with The Principal® today 
can take you from where you 


are to where you want to be. 


get ahead. 





Financial 
Group 





Argentina + Australia * Brazil + Chile + China + Hong Kong SAR * India + Indonesia + Japan * Mexico * New Zealand • Singapore + Spain * United Kingdom 


©2000 Principal Life Insurance Company, Des Moines, IA 50392, USA. Products and services offered through Principal Life Insurance Company 
(The Principal), its subsidiaries and affiliates. Mutual funds and securities distributed through Princor Financial Services Corporation (member SIPC). 
Products and services not available in all countries. 
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number of institutions at 
the outer rim of the finan- 
cial spectrum. 

One such is FirstPlus Fi- 
nancial, a lender based in |_| 
Dallas. On June 2nd, as part 
of a bankruptcy settlement, 
it announced the sale to 
Countrywide, a Califor- 
nian bank, of its remaining 
portfolio of $4.3 billion- 
worth of mortgages. The 
deal signals the demise of 


Long- 





term decline 
a mortgage loans in the US 





1996 97 98 


According to the Amer- 
ican Banker, a trade publi- 
to} cation, at least 19 compa- 
nies offering these loans 
have since gone out of busi- 
ness. Others, though, are 
6| quietly moving in. Coun- 
trywide says it will arrange 
4| FirstPlus-style loans, but it 
declined to provide details. 
-2| Competitors include Bank 
of America, Household Fi- 
-0| nance, Citifinancial (Citi- 








: 99 2000* : : 
what was until recently one | source: standard & Poor's *oreast|  bank)and First Union. 
of America’s fastest-grow- Giving large loans, in- 
ing financial institutions. evitably at stiff fees, to people of limited re- 


This is the latest in a string of similar fail- 
ures over recent months, all linked to a dra- 
matic contraction in the securitised-mort- 
gage market. FirstPlus specialised in the 125% 
mortgage, which allows the mortgagee to 
borrow more than the value of the accompa- 
nying security. For such loans, the only real 
guarantee of repayment is a rising property 
market. Banking regulators have qualms 
about this, but under America’s diffuse su- 
pervisory system, FirstPlus was regulated 
not as a bank or a mortgage broker, but as a 
mortgage company, and was thus spared 
many irritating regulatory intrusions. Its 
marketing efforts included a racing-car team 
co-sponsored by a professional footballer, 
Dan Marino, who, in March 1998, threw a 
ball over the floor of the New York Stock Ex- 
change when FirstPlus’s parent listed its 
shares. (The Marino racing team and the Ma- 
rino Foundation, a charity, are now among 
First Plus’s 6,000 creditors.) 

In theory, success in this kind of lending 
merely requires charging enough for the 
loan. In practice, it requires making lots of 
educated guesses about the repayment abil- 
ity of already-strapped borrowers. 

FirstPlus used to finance its operations 
by securitising mortgages (selling them off as 
packages of tradable securities). In doing 
this, it was over-optimistic about how many 
customers would default on their mortgages, 
or pay them back early. But Thomas War- 
rack, an analyst at Standard & Poor's, a 
credit-rating agency, says that this alone was 
not fatal for FirstPlus, since it charged so 
much—up to 14% a year for a mortgage, at a 
time when aconventional mortgage cost just 
over 6%. Defaults never rose above an an- 
nual level of 6%, and the mortgages that First- 
Plus managed to securitise have done well. 

Its real troubles began in the autumn of 
1998 when the credit markets seized up after 
Russia had defaulted on its debts, provoking 
the trem crisis. It became impossible to refi- 
nance FirstPlus’s lending. The public market 
for this sort of debt dried up (see chart). Atthe 
time, nervous bond investors were discrimi- 
nating between 29-year and 30-year Trea- 
sury bonds (on the ground that the latter 
were more liquid). There was no appetite at 
all for strange home loans. 
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sources is hardly a classy business. These 
days, it is usually termed “predatory lend- 
ing”, and regulators are sniffing around its 
smellier corners. With luck, that might lead 
to moves to make the business more trans- 
parent. There may even be calls to ban it. But 
a ban could be superfluous. The markets 
seem to have that under control. 

— | 





Indian lending 


Life after dee 


MUMBA) 


APITALISM without bankruptcy, goes 

the old joke, is like Christianity without 
hell. India, however, has a distinctive form of 
financial purgatory. When companies go 
bust, they are sent to the Board for Industrial 
and Financial Reconstruction, a socialist- 
minded government body. Of the 4,001 sick 
companies brought before the sire since it 
was set up in 1987, only 223 (6%) were nursed 
back to health. Another 516 patients (13%) 
turned out to be healthy after all. The rest are 
still “under examination”, while their credi- 
tors are kept at bay. 

These dismaying figures have been 
brought to the attention of the Delhi High 
Court in a case filed last month by one of In- 
dia’s largest lenders, icici, a development 
bank. ıcıcı has challenged the clause in the 
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Sick Industrial Companies Act that affords 
companies registered with the Birr protec- 
tion from their creditors’ claims. 

Partly because of this clause, banks are 
plagued with bad loans. But the government 
is dithering about whether to abolish the 
BiFR. According to its owr statistics, Indian 
creditors had filed 21,781 loan-recovery suits 
by March 3ist last year, claiming 179 billion 
rupees ($4 billion), equivalent toone-third of 
banks’ non-performing assets. So far they 
have recovered just one-tenth of that 
amount. 

Indian lenders, it must de admitted, have 
themselves partly to blame for their woes. 
Even though the economy is now domin- 
ated by service companies, they continue to 
base lending decisions on the security avail- 
able rather than cashflow. Services now ac- 
count for 46% of Gpr, nearly twice as much 
as manufacturing, which still continues to 
guzzle up about two-thirds of bank loans. 

The banks face another headache: 
shrinking demand for their loans from the 
highest-quality borrowers In the early 1990s, 
Indian companies started to substitute equ- 
ity for debt, especially after 1992, when the 
government's control on the pricing of new 
issues of equity was abolished. Corporate- 
tax rates also fell, making debt (interest on 
which is tax deductible) less attractive than 
it was. So Indian companies’ debt, as a pro- 
portion of equity, has fallen from 99% in 1990 
to 65% now. 

Healthy borrowers are now hard to find. 
India’s new corporate stars—software com- 
panies—have little use for debt. Their reve- 
nues are growing at a rate of 50% each year. 
Equity has not only been cheap, it also offers 
other advantages. For example, Nandan Ni- 
lekani, the managing director of India’s Info- 
sys Technologies, says his software company 
listed last year on America’s Nasdaq ex- 
change partly in order to acquire currency to 
buy foreign companies, ard partly to be able 
tooffer its employees stock options priced in 
dollars. Infosys has no debt. 

Not all equity investors think shunning 
debt is a good thing. Ravindra Bhat, of Jar- 
dine Fleming, a fund manager, says that it 
would actually be in the in- 








terests of Indian technol- 
ogy companies to start bor- 
rowing, since the return 
they earn on capital em- 
ployed is far higher than 
their marginal cost of bor- 
rowing. Also, lenders bring 
a degree of supervision. 
Some companies might 
find that irksome. On the 
other hand, if Indian tech- 
nology shares resume their 
recent lurches downwards, 
they may yet discover that 
debt does, after all, have its 
attractions. 


Borrowers can make asses out of lenders a 
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British financial services 


Passed at last 


TENDED with a whimper, nota bang. The 

parliamentary passage of Britain’s mon- 
ster Financial Services and Markets Bill has 
had plenty of tricky moments. But this week 
a small government amendment, supposed 
tosafeguard London’senvied takeover code, 
was enough to scupper the opposition. Most 
City of London financial institutions are 
now pragmatically preparing for the new re- 





Howard gets his way 


gime. But some still worry about how the Fi- 
nancial Services Authority (Fsa), the new 
central regulator given legal standing by the 
bill, might use the considerable powers it has 
acquired, 

Chief among their concerns is that the 
bill might undermine the voluntary take- 
over code, by giving the rsa the final say in 
determining what constitutes “market 
abuse” in takeover battles. Melanie Johnson, 
the Treasury minister responsible for the bill, 
responds reassuringly that the Takeover 
Panel will remain a “cornerstone” of City 
regulation. She would not, however, counte- 
nance an arrangement in which the panel, a 
self-regulatory body, would be ona par with 
the statutory rsa. 

The panel’s retort is that this fudge might 
import uncertainty and potential delays into 
takeover battles, thereby damaging its two 
big advantages: speed and predictability. 
Thersa itself insists that, in practice, it would 
interfere in takeover battles only in “ex- 
treme” circumstances. But the risk of such in- 
terference, however remote, worries both 
the panel and its many City supporters. Even 
if the rsa did not wish to become involved, 
what would stop an ambitious banker or 
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lawyer demanding that itdid? 

Many of the City’s other initial con- 
cerns—that the rsa was not answerable to 
anybody, or that there were too few powers 
of redress in the event of mistakes—have 
been remedied by some of the 700 amend- 
ments nowattached to the bill. However, the 
City is still worried about the rsa’s sweeping 
powers to investigate and impose fines. 
Most critics have been mollified by Howard 
Davies, the rsa’s chairman, whose ability is 
acknowledged even by his detractors. Al- 
though the rsa is presumably meant to out- 
live Mr Davies, the hope is that he will have 
established a sensible set of precedents be- 
fore he moves on. 

Mr Davies himself is largely happy with 
the bill. However, he feels that he has too lit- 
tle, rather than too much, power in the key 
area of market abuse. The original definition 
had been “objective”: is a practice, in the 
FSA’s opinion, wrong? Now itis “relativist”: is 
it common practice? In fact, of course, both 
definitions rely on a subjective judgment. 
And at least the new version has the backing 
of the many studies that have shown that it 
is the most ethical and transparent markets 
that attract the most business. 

a 





Korean finance 


Online, off course 


SEOUL 


South Korea leads the world in online share-trading. That is bad news for 


Korean stockbrokers 


IX rows of computer screens light up the 

shaded room. The customers, mostly 
edgy young men in suits or jeans, are stoked 
up to their eyeballs on cola, coffee, cigarettes 
and any other stimulants on offer. Com- 
puter clubs such as this have been sprouting 
all over South Korea recently, catering for a 
nation of fanatical online game-players. Yet 
Park Jong Bae has other plans for the rooms 
he has been refurbishing in central Seoul. Mr 
Park wants his customers to play not Star- 
craft, but the stockmarket. 

An exotic hobby among the rich only a 
year ago, online trading has quickly become 
a national passion. Paxnet, a company that 
franchises clubs such as Mr Park’s, has 30- 
odd centres and plans 250 by the end of next 
year. When the stockmarket is closed, the 
punters dial in to Internet sites such as cy- 
bersdaq, where they can play share-trading 
games for prizes. From their homes, their of- 
fices and now their mobile phones, amateur 
share traders have turned South Korea into 
the most developed market in the world for 
online share trading (see chart). 

Who, though, will gain from this online- 
trading boom? In Europe and America, in- 
vestors seem to think thatitis good for stock- 
brokers, or at least for those best at cashing 
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in. But in Korea, says Kristine Li of Lehman 
Brothers, an investment bank, stockbrokers’ 
share prices suffer from an “Internet dis- 
count”. The benefits of this technological 
revolution are all going to their customers. 
Until last year, South Korea’s 31 stockbro- 
kers ran a well-organised cartel, with prices 
fixed at a fat 0.5% per trade. Now, online- 
trading commissions are  wafer-thin. 
Daishin Securities, which runs the most 
popular online-trading business, charges 
just 0.15% for its “premium” online service (ie, 


Won-derful 
South Korean stockmarket —— 
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Source: Daishin Securities 


offering someone to talk to) and 0.1% for its 
discount service. So cheap have the big, es- 
tablished brokers become that online start- 
ups such as Kiwoom.com, which opened 
last month, are struggling to win customers, 
despite its offer of free trading until the end 
of June. 

As costs have tumbled, trading volumes 
have soared. The Kosdaq stock exchange, 
which caters to the sorts of small, growth 
companies that day-traders like to follow, 
has become the most heavily traded market 
in the world. At one point recently, annual- 
ised turnover reached 1,100% of market cap- 
italisation. (Compare that with America’s 
Nasdaq market, which barely tums over 
more than three times in a year.) Now that 
more than half of all trades take place online, 
however, the level of average commissions 
has more than halved. Fully 70% of the busi- 
ness that Daishin now handlesis online. Yun 
Seok of Credit Suisse First Boston, an invest- 
ment bank, thinks that, as a result, stockbro- 
kers’ profits may be shrinking. 

Worse, the reliability of those profits has 
probably also deteriorated. By and large, 
gambling is still forbidden in Korea. Casinos 
are allowed only in hotels and are open only 
to foreigners, at least officially. Yet Koreans, 
says Lee Jae Woo of Chase Hambrecht & 
Quist, an American investment bank, are 
passionate gamblers. They will even stay up 
all night gambling at funerals. But hardened 
gamblers are the worst sorts of customer, 
says Mr Lee: “People bumed by speculation 
never come back.” 

It is the manic day-traders, however, 
who make up most of the brokers’ new busi- 
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ness. At Good Morning Securities (the new 
name for Ssangyong Investment & Secuti- 
ties, in which Chase Hambrecht & Quist has 
taken a stake) just 5% of the customers ac- 
count for 85% of trades. The most active 10% 
of Daishin’s customers contribute 70% of its 
business, and day-traders have become the 
centre of the firm’s marketing efforts. Ad- 
vertisements stress the reliability and speed 
of Daishin’s trading system. They claim, for 
instance, that no trade takes more than a sec- 
ond to complete, from the desktop to the 
stock exchange and back again. Daishin has 
even handed out 2,000 Internet-ready mo- 
bile phones to its cherished day-traders, so 
they can gamble on the move as well. 


European insurance 


Run for e-cover 


Slowly, Europe’s insurance industry is going online 


S THE Internet about to transform Euro- 

pean insurance? Thatis the impression the 
insurers themselves are giving Hardly a 
week goes by without the launch of some 
new online venture. Yet the bald truth is that, 
so far, the Internet’s impact on the industry 
has been minimal. A new report produced 
by J.P.Morgan, an investment bank, suggests 
that is about to change (see chart). But there 
are still big obstacles. 

This week Britain saw the launch of 
moneye Xtra insurance, an online broker, of- 
fering personal lines, such as travel insur- 
ance. Traditional insurers worry that such 
new entrants will undercut them, with their 
fancy electronic marketing and distribution 
systems, while the incumbents. are stuck 
with prehistoric computers and a network of 
agents and brokers. 

“Channel conflicts” with these networks 
are one reason why many traditional insur- 
ers have been loth to embrace the Internet. 
Most have responded to the challenge de- 
fensively. Few have dared to launch a stand- 
alone Internet operation. Most of them 
prefer an “integrated” ap- 
proach, generally meaning 
setting up a website while 
maintaining a network of 
agents. A third approach is 
“aggregation”, sites (such as 
moneye Xtra’s) that pool in- 
formation and products 


from a number of different 
providers. 
Societa Assicuratrice 


Industriale (sai), an Italian 
insurer, has embarked on 
the integrated approach in 
a joint venture with Ander- 
sen Consulting. sar’s clients 
can either go through the 
company’s agents or use an 





go 





Clearly, it is not just the lure of super-cheap 
trading that has attracted these traders. Last 
year’s stockmarket rally, which pushed Ko- 
rean shares up by 70% played a big part too. 
But now that share prices are falling again, 
some business has already vanished. Since 
February, stockmarket turnover has halved. 

Online broking may have achieved 
greater market penetration in South Korea 
than in America. But the industry is far less 
sophisticated. In many ways, Korean brokers 
still behave like a cartel, all offering the same 
service at the same price, albeit one that has 
fallen to a suicidally low level. Only now are 
Korean brokers beginning to mimic Ameri- 
can firms, by offering specialised services, 


online service. Germary’s Mann- 
heimer chose to set up a standa- 
lone Internet insuranee subsid- 
iary. And the French insurer Axa 
is about to launch a series of por- 
tals, offering its competitors’ pro- 
ducts as well as itsown. 

For incumbents, both life and non-life 
insurers, the Internet challenge comes at a 
tough time. General insurance has become 
very competitive in Europe thanks to over- 
capacity and a related slump in premiums. 
Things have been only marginally easier for 
life insurers, as doubts over future invest- 
ment returns have been increasing, in an 
environment of low inflation and falling 
long-term bond yields. 

Even so, life insurers worry a bit less 
about the Internet than do their non-life 
peers. Many non-life retail products (prop- 
erty, car or travel insurance) are well-suited 
to the Internet, because they are fairly stan- 
dardised and can be easily and cheaply dis- 
tributed electronically. Some life-insurance 
policies, on the other hand, are highly com- 
plex; national regulations 
.can be an obstacle; and, in 
matters of life and death, 
most people prefer talking 
toa human being. 

As other industries 
have shown, the Internet 
could throw up some un- 
likely winners in online in- 
surance. Internet insur- 
ance-brokers still have a 
small market share, but 
firms that specialise in dis- 
tribution, such as Screen- 
trade in Britain and Versi- 
cherungen in Germany, 
could become a serious 
threat to established firms. 






and charging different prices to different 
sorts of customer. And American brokers are 
all trumpeting “cross-selling” strategies—of- 
fering other financial products, such as in- 
surance and mutual funds, online. In Korea, 
regulations mostly forbid cross-selling, al- 
though the rules may soon change. 

Even so, the experience of Korea’s online 
brokers is worrying for the business else- 
where. The Internet has sparked an extraor- 
dinary explosion in share trading. Since last 
year, stockmarket turnover has risen tenfold. 
If stockbrokers are struggling in such good 
times, what might happen if the market 
slumps, or day-traders go back to other com- 
puter games? 





Their biggest advantage is the ability to re- 
place the network of agents—their direct off- 
line competitors—with a low-cost alterna- 
tive, an easily accessible website. 

Predictions about the impact of the In- 
ternet in insurance differ hugely. But fore- 
casters agree that the Internet will hasten the 
blurring of the distinction between banks 
and insurers. Many European banks have 
acquired insurers in recent years. More and 
more of these bancasswrance behemoths 
are selling insurance policies to bank cus- 
tomers and mortgages to policyholders. 

Tellingly, these European insurers that 
have been the most aggressive in their In- 
ternet strategies have tended to work by 
launching online banking operations. Egg, 
the online bank owned by Prudential, a Brit- 
ish insurer, and Skandia Banken, a subsid- 
iary of a Nordic insurer, do not conflict with 
existing distribution channels. Rather, they 
have the potential to attract new banking 
customers, to whom insurance products can 
then be “cross-sold”. 

As Egg, a loss-making venture, has 
shown, big, established insurers have one 
advantage in the online battle: deep pockets. 
But they have legacy systems and their net- 
work of agents tocope with, And deep pock- 
ets do not guarantee success. In the didactic 
words of a consultant on Internet strategies, 
many insurers “are running the danger of in~ 
vesting resources. without -understanding 
the new rules in the electronic economy.” . 
Thank goodness for Internet consultants. 
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CONOMISTS struggling to make sense 

of the American economy agree about 
some big things. Nobody denies that its 
performance since the middle of the 1990s 
has been remarkable. Nobody denies that 
technological progress in the computer in- 
dustry has accelerated dramatically, and 
that this has directly boosted overall out- 
put and productivity. What remain in dis- 
pute, however, are two crucial and closely 
linked questions. First, how thoroughly 
has this computer-productivity miracle 
permeated the economy at large? Second, 
will growth in aggregate productivity con- 
tinue at anything like the rate of the past 
five years over, say, the next decade? 

The productivity figures, newly re- 
vised, are indeed startling. Between 1974 
and 1990, labour productivity (that is, out- 
put per hour in the non-farm business sec- 
tor) grew on average by roughly 1.4% a year. 
Between 1991 and 1995 it grew a little faster, 
by just over 1.5% a year. But between 1996 
and 1999 (late in the expansion, when 
a slowdown might have been ex- 
pected) it soared toa rate of nearly 2.6% 
a year. It cannot be a coincidence, 
surely, that these years coincided 
with a spell of accelerated progress 
in computer technology and with the 
widening adoption of the Internet 
by businesses and consumers. If 
this is not a productivity mir- 
acle, the dawn of anewecon- 
omic age, then what is? Fi- 
nancial markets, despite 
recent minor setbacks, re- 
main convinced that the 
paradigm, as they say, has 
shifted. 

Robert Gordon of Northwest- 
ern University, a noted authority 
on productivity, has been the 
most outspoken new-economy 
sceptic. In a much-quoted paper 
circulated last year, he pointed 
out that the recent surge of 
growth in American labour pro- 
ductivity had been concentrated 
in the computer-manufacturing 
industry. In the other 96.5% of the 
economy, once you allow for the 
temporary effects of the business 
cycle, productivity growth was 
either unchanged or lower in the 
late 1990s than in the earlier per- 
iod. This was very hard to square 
with the new-economy view that 
computers and the Internet have 
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Productivity on stilts 


Has America entered a golden age of faster economic growth? In the light of 
new data and research, the answer is still only maybe 


ECONOMICS FOCUS 


changed the world as we know it. 

However, all that was based on old fig- 
ures, which showed, among other things, a 
substantially lower rate of overall growth 
in productivity. What difference do the re- 
vised figures make to Mr Gordon’s analy- 
sis? In a new paper, to be published shortly 
in the Journal of Economic Perspectives, 
he finds that the acceleration in labour 
productivity is not, after all, confined en- 
tirely to the computer-manufacturing in- 
dustry; the rest of the economy also shows 
an increase in cyclically adjusted labour- 
productivity growth, of 0.4 percentage 
points a year, in the late 1990s. 


Wobble 
Thisisa significantly more cheerful conclu- 
sion; and yet, as Mr Gordon emphasises, it 
falls far short of confirming the new-econ- 
omy story. The awkward fact remains 
that if you leave out all durables, not 
just computers, the productivity mir- 
acle is still missing. Even on the new 
figures, productivity growth in ser- 
vices, non-durables manufacturing 
and the rest—collectively, the great 
bulk of the American economy—still 
shows almost no cyclically ad- 
justed improvement since 
1995 (the change is actually 
just 0.05 percentage points). 
And Mr Gordon draws at- 
tention to something else. Growth 
in labour productivity is driven by a 
combination of additional capital 
(“capital deepening”) and increases 
in total-factor productivity (TFP, or 
“technological progress”). Growth 
in trr, in turn, can be divided into 
TFP in computing and TFP in non- 
computing. For the economy as a 
whole, extra capital plus growth in 
computing TFP constitute the 
whole of the increase in labour 
productivity: the contribution 
from trp growth outside comput- 
ing is zero. Also, in the economy 
apart from durables manufac- 
turing, capital deepening more 
than explains the tiny increase in 
labour productivity all by itself. 
For most of the economy, that 
is, TFP growth has actually been 
falling. 
What to make of all 


this? Mr Gordon says it shows that the 
claims made for the new economy are 
overdone. The computer revolution has 
failed to unleash an economy-wide surge 
in technological progress of the sort associ- 
ated with the great paradigm-shifting in- 
ventions of the past. 

Other economists are more optimistic. 
Ina recent paper, Stephen Oliner and Dan- 
iel Sichel of the Federal Reserve emphasise 
that labour productivity has accelerated 
beyond the production of computers; the 
greater use of computers is now contribut- 
ing to the productivity acceleration in other 
industries, through capital deepening and 
broad-based trp growth combined. 

Mr Gordon agrees that productivity 
growth has gone up in durables manufac- 
turing. As for his contrasting findings that 
productivity growth in services and non- 
durables manufacturing is no higher than 
before, and that trp growth outside the 
computer industry has stagnated or worse, 
the Fed economists suspect a problem with 
his adjustment for the business cycle. They 
make no such adjustment in their paper, 
partly because of uncertainties surround- 
ing the cycle. As a result, their figures paint 
a more optimistic picture. But Mr Gordon 
has a point when he says that output 
plainly grew above trend in the late 1990s 
(witness falling unemployment and a ris- 
ing current-account deficit), so productiv- 
ity must have grown faster than trend as 
well. Some of the recent rise will therefore 
prove transitory. 

Yet another new paper, by Dale Jorgen- 
son of Harvard University, one of the 
world’s leading scholars in this field, and 
Kevin Stiroh of the New York Fed, has also 
weighed into the debate. Using a different 
methodology, this paper, like the Fed's, 
finds that trp growth (not cyclically ad- 
justed) accelerated in the non-computing 
economy in the late 1990s. Even soit sounds 
a Gordonesque note of caution. “Gains in 
TFP growth can be traced in substantial 
part to information-technology indus- 
tries...The evidence is equally clear that 
computer-using industries like finance, in- 
surance, real-estate and other services have 
continued to lag in productivity growth. 
Reconciliation of massive high-tech invest- 
ment and relatively slow productivity 
growth in service industries remains an im- 
portant task for proponents of the new- 
economy position.” 

Next week’s Economics focus will ask 
whether they can indeed be reconciled. 


All the papers mentioned are on the Internet. Links can 
be found in the version of this article on our website, 
wwweeconomist.com. 
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Department of Disinvestment 


Requires a Global Advisor for Disinvestment of GOI 
Shareholdings in 





Air India Ltd. (AI) 


The Government of India intends to initiate 
disinvestment of its shareholding in Air India Ltd. (AD) 
and proposes to appoint a Global Advisor (GA) to 
advise and assist it. 


It has been decided to bring down the Government of 
India stake in AI to 40%. While 40% of the equity 
would be disinvested by sale to a strategic partner, up 
to 10% shares would be sold to the employees, and the 
balance would be sold to domestic financial institutions 
and investors in the Indian share market. In the event 
of the strategic partner being a joint venture with an 
element of foreign holding (which can be a foreign 
airline), the foreign holdings in Al would be limited to 
a maximum of 26% of the total equity. 


Air India is a 100% Government owned company with 
an annual turnover of over Rs.4000 crore (approx. US$ 
Ibillion). It is engaged in the business of carrying 
passengers and cargo between India and other areas of 
the world. Air India is the main designated national 
carrier of India under the various bilateral agreements 
for traffic rights negotiated by the Government of India. 
It also provides airport handling, engineering, engine 
overhaul and a variety of allied services to other 
airlines. It has two fully owned subsidiaries, namely, 
Hotel Corporation of India Ltd. (which operates hotels 
under the brand name ‘Centaur’ and inflight catering 
services under the brand name “Chefair’) and Air India 
Charters Ltd. (which provides security and other 
services to airlines), The Hotel Corporation of India 
Ltd, is currently under privatisation. 


The responsibilities of the GA would involve 
preparation of a detailed operational scheme for 
disinvestment and would inchide, inter alia, advising 
and assisting inthe disinvestment of Al in accordance 
with the decision of the Government, assessment and 
valuation of Al, drafting / preparation of detailed 


information memoranda, marketing literature, 
shareholders agreement, sale agreement etc., for the 
various phases of disinvestment, marketing the strategic 
sale and sale to domestic financial institutions and other 
investors, inviting and evaluation of bids, negotiations 
with prospective buyers, advising on post sale matters 
and other related matters. 


Submission of Expression of Interest 





Internationally reputed merchant / investment banks, 
consulting firms and financial institutions with expertise 
in privatisation / strategic sales are invited to submit 
an Expression of Interest for selection as a GA, singly 
or as a consortium, on or before 1700 hours on 26° 
June 2000. 


The interested bidders may collect the prescribed 
proforma for the Expression of Interest from the 
Company Secretary, Air India Ltd. or download it from 
the Air India website and send their Expression of 
Interest to, and approach for further details, if any, to 
the Company Secretary, AL, at the following address: 


Company Secretary, Air India Ltd., Air India 
Building, Nariman Point, Mumbai 400021, India 
Fel: 91-22-202 4142; Fax: 91-22-288 3379 
Email —: hgrsai@bom3.ysnl.net.in 
Website : www.airindia.com 


The bidders would be required to deposit, along with 
their Expression of Interest, a non-refundable earnest 
fee of INR 50,000 (Rs.Fifty Thousand or US $ 
equivalent) by way of a Demand Draft payable. at 
Mumbai, India in favour of ‘Air India Ltd.’. The 
Government of India reserves the sole right to refuse 
any or all Expressions of Interest without assigning any 
reasons thereof. 
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Infertility and inheritance 


Modern medical technology enables many infertile couples to have children. 
But new research suggests that in some cases there could be unexpected 


consequences for their offspring 


N 1873, a Harvard physician named Ed- 

ward H. Clarke wrote a well-received 
book in which he claimed to have found the 
reason for “female sterility”, as infertility was 
then called. The culprit, he said, was the edu- 
cation of women, which diverted energy 
from the reproductive machinery to the 
brain, resulting in women with “monstrous 
brains and puny bodies”. It was only 50 years 
later that doctors began reluctantly to admit 
thatlow sperm countsin men were alsoa sig- 
nificant cause of infertility. Today it is well 
known thatin roughly half of the 20% or soof 
couples who cannot conceive, the cause is 
male infertility. While many of these cases 
can be attributed to toxin exposure, infec- 
tions or dilated veins in the scrotum, a good 
number have no known explanation. 

A study in this month’s issue of Human 
Reproduction now offers a genetic explana- 
tion for some of these cases. But it is an ex- 
planation that raises disturbing questions 
about the use of some assisted-reproduction 
techniques. Renee Reijo Pera, Paul Turek and 
their colleagues at the University of Califor- 
nia, San Francisco, found that some infertile 
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men cannot repair errors in the DNA found in 
their testes—and that the same pNA-repair 
problem is found in malignant tumour cells 
of some cancer patients. Since these men are 
unable to conceive naturally, their infertility 
might be nature's way of stopping the propa- 
gation of genetic defects. 

However, with the assisted-reproduc- 
tion technique known as intracytoplasmic 
sperm injection, or 1cs1,even men with seri- 
ously defective sperm can become fathers. 
That is because 1cs1 involves directly shoot- 
ing a single sperm intoa single egg in order to 
fertilise it. (In other in vitro fertilisation tech- 
niques, in contrast, a number of sperm com- 
pete to enter an egg, more closely mimicking 
what happens naturally.) If the cause of the 
father’s infertility lies in faulty pNA-repair 
genes, however, the resulting child could 
also be infertile—and might be at increased 
risk of cancer. Couples who resort tomodern 
technology to overcome infertility could 
thus be passing an unwelcome legacy on to 
their offspring. 

The link between faulty pna repair and 
cancer was established over a decade ago. 


When a cell duplicates its pna before divid- 
ing, the code is often not copied faithfully. 
Most normal cells, however, contain en- 
zymes and proteins whose job it is to fix mis- 
takes during replication, so that the final 
copy of pna handed to a daughter cell is a 
near-perfect replica of the original. Without 
an error-repair mechanism, new cells are al- 
most certain to contain faulty pna. And if 
the fault occurs at a critical location in the 
code, it could cause cells to proliferate out of 
control, leading to cancer. This is what has 
seemed to be happening with certain types 
of colon cancer, 


Divide and multiply 


About five years ago, researchers confirmed 
that faulty DNA repair was the cause of tu- 
mour growth in mice, by breeding mice that 
lacked a crucial gene for fixing their DNA. 
These mice, as expected. developed tu- 
mours, but they also displayed another, un- 
expected problem: they were infertile. They 
were infertile because they were producing 
hardly any sperm, and the reason for their 
low sperm count was that the cells that be- 
come sperm could not complete the process 
of cell division that allows them to multiply. 
Cell division in sex cells (sperm in men and 
eggs in women) is called meiosis; its prema- 
ture stoppage is known as meiotic arrest. 

The work in mice piqued the interest of 
Dr Turek and Dr Reijo Pera, because Dr Tu- 
rek had noticed that many male patients 
whom he treated for infertility suffered from 
exactly the same problem as the mice: thatis, 
too few sperm were being produced because 
of meiotic arrest. Dr Turek and Dr Reijo Pera 
decided to investigate whether there was a 
link between defective pna repair and their 
patients’ infertility. 

Notall of the genes involved in the repair 
of pna have been identified and sequenced 
yet, so instead of tracking down the genes 
themselves, Dr Turek and Dr Reijo Pera 
looked for the faulty pna that would begen- 
erated as a consequence of the defective 
genes. They compared the pna from the tes- 
tes of five men who were infertile because of 
meiotic arrest with that of five men who 
were infertile for other reasons. They found 
that patients with meiotic arrest had an error 
rate in their pna that was a hundred times 
greater than the other group's. 

Dr Turek is both encouraged and con- 
cerned by this result. He is encouraged, be- 
cause it helps to explain why some men are 
infertile; he is concerned because of the pos- 
sible implications for the offspring of men 
with this condition who choose to have chil- 
dren using the rcs technique. 

If fathers with defective pNA-repair ma- 
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chinery pass on those genes to their children, 
it is possible that male children will also suf- 
fer from meiotic arrest and will be infertile. 
And if the pNA-repair problem also affects 
cells in the body other than the sex cells, the 
children might be at an increased risk of can- 
cer. On the other hand, Dr Turek points out 
that pna-repair defects are commonly 
found in many spontaneously aborted em- 
bryos, suggesting that if damaged embryos 
were created using csi, they might not sur- 
vive to term. 

Dr Turek is not the first person to raise 
the possibility that children conceived using 
1cst might be at risk from a number of pro- 
blems, and particularly from infertility. In 
1996, Dr Reijo Pera, working with David Page 
of the Massachusetts Institute of Technology, 
found that a gene called azr (azoospermia 
factor) was missing from the y chromosomes 
(one of the chromosomes that determines 
sex) of men with extremely low sperm 
counts. Dr Page then speculated that sons of 
these men born through 1cs1 would also lack 
the gene and would most probably be infer- 
tile. Last year, Dr Page and his colleagues con- 
firmed that men’ who lacked azr and fa- 
thered boys through ıcsı did indeed pass on 
their defects to their sons, who will probably 
grow up tobe infertile. 

One reason that nobody knows much 


about the long-term consequences of ics! is 
that the technique does not work well in 
other animals, apart from monkeys, accord- 
ing to Gerald Schatten, who is conducting 
primate research at the Oregon Health Sci- 
ences University in Portland. There were 
never any animal studies, as there need to be 
for drugs if they are to be deemed safe to pre- 
scribe. But because it seemed to work, and 
because of its power to allow virtually any 
infertile man tobecomea father, 1cst’s popu- 
larity has exploded since it was first tried in 
1992. Tens of thousands of children have 
now been born after being conceived using 
the technique. 

Neither Dr Turek nor Dr Schatten thinks 
that their concerns about ics justify a ban, 
given the intensely personal nature of a cou- 
ple’s choice to reproduce. But they do think 
that those planning to have a child using 1cs1 
should be thoroughly counselled about its 
possible risks. Would-be parents who have 
no alternative but to use the technique if 
they want a genetically related child would 
then have to grapple with murky ethical 
questions concerning the child’s future 
health when making their decision. Unfor- 
tunately, it will take many more years of re- 
search before they have firm, scientific evi- 
dence to help them. 
= = 





Life expectancy 


Quality counts 


EASURING a country’s health by the 

average life expectancy of its citizens is 
abit like judging the performance of the Lon- 
don Underground merely by the number of 
passengers it carries: it takes no account of 
how people find the experience as they go 
along. That is why the World Health Orga- 
nisation (wHo) has come up with a new 
measure of population health, called dis- 
ability-adjusted life expectancy (DALE). 
Rather than estimating only how long a 
child can expect to live, Christopher Murray 
and his colleagues at the wno have tried to 
calculate how much of the child’s life will be 
spentin good health. 

Todo this, they have conducted random 
surveys around the world to see how dis- 
abling such conditions as blindness or chest 
pain are considered to be. These “severity 
weightings”, which vary surprisingly little 
from country to country, are combined with 
standard epidemiological measures of years 
of ill health due to particular ailments and 
deducted from total life expectancy to yield 
the pare. Worldwide, the average healthy 
life expectancy of babies born in 1999 is 7'2 





Climbing the walls 


ECKOS have very sticky feet. These 
tiny tropical lizards are able to run up 
walls and along ceilings extremely fast, yet 
they can stick to a sheet of polished glass 
with only one foot. The secret of their suc- 
cess lies in the rows of tiny hairs on the bot- 
tom of their feet. Thousands of these hairs, 
called setae,are arrayed like the bristles ofa 
toothbrush across a gecko's toes. But what 
makes them sosticky is unclear. 

Microscopy reveals that the tip of each 
seta is divided into hundreds of tiny “spat- 
ulae”,each pointing in a different direction 
and tipped with a cone-shaped structure. 
This shape suggests a suction mechanism, 
but suction relies on air pressure—and 
gecko feet are known to stick to walls even 
in a vacuum. So Robert Full of the Univer- 
sity of California, Berkeley, and his col- 
leagues decided to take a closer look at how 
setae attach to surfaces. Their results are 
published in this week’s Nature. 

Using a tiny micro-electro-mechanical 
force sensor, they conducted various ex- 
periments to measure the stickiness of a 
single seta. The maximum adhesive force 
that could be exerted by a single seta had 
already been estimated, by measuring the 
total force exerted by a foot and dividing 
by the number of setae (around 5,000 per 
square millimetre). But to their surprise, the 








researchers found that a single seta can ac- 
tually exert ten times as much force as this. 
Setae are, in other words, even stickier than 
expected—giving the gecko a surprisingly 
large safety margin. 

The researchers found that the way in 
which geckos place their feet on a surface 
may be crucial toa seta’s stickiness. A single 
seta will adhere most strongly if the spat- 











ulae are pointing towards the surface. In- 
deed, the resulting adhesive force is about 
600 times greater than the simple frictional 
force between lizard skin and the surface. 
And a seta will stick to a surface most 
firmly if it is first pushed into the surface 
and then pulled along it by a few mil- 
lionths of a metre. These findings suggest 
that setae operate at a molecular level, and 
exploit intra-molecular forces, called van 
der Waals forces, for their stickiness. 

But if geckos can stick to surfaces so 
strongly, how do they detach their feet 
again? They curl up the tips of their toes be- 
fore moving, forming a sort of reverse fist. 
This allows them to peel their feet off the 
surface gently at a critical angle without 
damage, much like peeling a sticky label 
off a jar without tearing it. The researchers 
found that setae reliably detach from the 
surface at an angle of about 30°. 

Most animals use far simpler mecha- 
nisms. Mammals use claws and well-de- 
signed limbs; amphibians exploit the sur- 
face tension of water or slime that they 
produce themselves; cockroaches use 
hooks on their feet, plus secretions from 
special glands; salamanders’ feet form suc- 
tion cups. Geckos share their unusual dry 
adhesion mechanism with only a few 
other species of lizard. A fuller under- 
standing of the mechanism would not 
only thrill zoologists, but might even lead 
to the design of a strong, yet dry, adhesive. 
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years less than their total life expectancy. 

Japan, Australia, France and Sweden all 
have paces of more than 73 years. Indeed, 
the Japanese are not only the world’s lon- 
gest-lived people, with an average life expec- 
tancy of 81 years, but, according to this new 
measure, they are the heartiest, with only 642 
years.of their projected lifespan spent in ill 
health. Low rates of heart disease are cred- 
ited as one explanation of Japan's strong 
showing. But the wHo warns that this may 
change as a consequence of fattier diets in re- 
cent years and greater cigarette consumption 
since the second world war. 

At the other extreme, the countries with 
the worst DALEs are in sub-Saharan Africa. 
The healthy life expectancy for babies in 
Sierra Leone, Niger and Malawi is under 30 
years. Abs, along with malaria, tuberculosis 
and other infectious diseases, is ensuring 
that life remains nasty, brutish and short. 

Poverty is a powerful ally of illness; but 
greater wealth does not necessarily buy bet- 
ter health. America is famously the world’s 
biggest spender on health care, but with a 
DALE Of 70 years, it still falls behind Japan, 
which forks out far less. 

Dr Murray admits that DALE is a rough- 
and-ready benchmark. Standard mortality 
statistics are hard to gather in some poor 
countries, let alone more sophisticated, cul- 
turally-sensitive assessments of illness sever- 
ity. The wno is busy working on both fronts 
to make DALE more reliable. If only the same 
zould be said for the Underground. 
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Nanomagnets 


Lodestones on the loose 


MAGNET that turns slowly on its axis, al- 
ways seeking north, has for centuries 
meant security to a ship at sea. No wonder 
that in the 16th century British naval helms- 
men were flogged if they were caught doing 
their job with garlic on their breath. That was 
liable to destroy the magnetic properties of 
the “lodestone” in the precious compass, 
was it not? 

It wasn’t, of course, as any helmsman 
able to read Latin might have known from 
“De Magnete”, the book that came out of the 
hobby of Elizabeth r's doctor, William Gil- 
bert. It appeared four centuries ago, before 
Kepler published his “Astronomia Nova” or 
Galileo the “Siderius Nuncius”, and is re- 
garded by many as the first proper textbook 
of science. After much experimenting—itself 
a novelty in those days—Gilbert proposed 
that the earth was actually a magnet that 
brought magnets all over its surface into line, 
whether smeared with garlic or not. 

Much has since been leamt about what 
makes magnets behave as they do, right 
down to the quantum details. That has led to 
all sorts of useful things, from electricity gen- 
erators to NMR scanners that peer deep into 
the cells of the human body. But Nature’s bag 
of tricks is not empty yet. Ronald Ziolo; Javier 
Tejada and their colleagues at the Barcelona 
University Xerox Laboratory for Magnetic 
Research have made a new material consist- 
ing of billions of tiny magnets, freely rotating 
under the influence of an applied magnetic 
field, like so many microscopic compasses. It 
will not appear any time soon on the bridge 
of a ship, but it might come in handy below 
decks, as partof the electrical system. 

Generating power and transforming it 
into a useful voltage involves big coils, 
wound around a core made, for instance, of 
iron. The job of the core is to intensify the 
magnetic field generated when a current 
flows through the coil. In most applications 
this is an alternating current, and as it flows 
back and forth the magnetic field also has to 
reverse its direction many times a second. In 
a transformer, this reversing field induces a 
current in another coil around the same core, 
but at a different voltage. 

The material in the core has to go along 
with these reversals of the magnetic field, but 
it does so only with some difficulty. Physi- 
cists call this the coercivity of the material: 
the more coercive it is, the more energy is 
drawn into it, swirling uselessly around in 
the form of “eddy currents” that dissipate 
until all that is left is heat—which, as well as 
being a waste of energy, may also make it 
necessary toengineer costly cooling arrange- 
ments around the transformer. 

There are ways to design around this pro- 
blem. The intensification of a magnetic field 
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by the core happens because its atoms, with 
their orbiting and spinninglectrons, are ina” 
sense tiny magnets. The movement of the. 
electrons can be influenced by an external. 
magnetic field,and if they are inclined tolin 
up with that field, they will collectively rein 
force it. The eddy currents, on the othe 
hand, arise because iron, as well as being 
suitable core material, conducts electricity. 
So making a core from thin ron sheets, inte! 
leaved with an insulating material, bring 
the coercivity of the core down without 
harming its useful properties too much. | 
Some special alloys also do a good job of re- 
inforcing the magnetic field, while prevent- 
ingeddy currents. ve 

The new material that Dr Ziolo and his’ 
colleagues have created is zhe ultimate step” 
in that direction. They report in the latest is-> 
sue of the Journal of Applied Physics that it 
consists of a mix of iron oxide, polystyrene 
and methanol, in which the iron oxide is dis- 
persed throughout the material, in magne- 
tised clumps a few nanometres across. A na- 
nometre is a billionth of a metre, so each 
clump consists of just a handful of atoms. 

The researchers proceeded to wriggle all 
the clumps loose, by cooling the material toa 
few degrees above absolute zero, applying a 
strong magnetic field in one direction, and 
then reversing it. The result was remarkable: 
a material consisting of billions of tiny mag- 
nets, each rotating in its own cavity. This ma- 
terial reinforces a magnetic field well, since 
the magnets flip over in a jiffy, without en- 
ergy-sapping eddy currents. 

Such “nanormagnets” join the nano-scale 
levers and gearboxes that have now been 
constructed by other scientists. Indeed, the 
first applications of the new material may be 
in some instrument working at this not- 
quite-atomic scale. For example, says Dr 
Ziolo, left to its own devices a nanomagnet 
will probably point north like any compass. 
By sending current through a loop around a 
single nanomagnet, it should be possible to 
detect where it is pointing, and thus to use it 
as a miniature compass or gyroscope. The 
magnets also react so quickly to the reversal 
of an applied magnetic field, says Dr Ziolo, 
that it might be possible to use them as elec- 
tronic switches in computer chips. 

Transformers and generators will proba- 
biy come later. And last of all, if history is any 
guide, will nanomagnets get on board Her 
Majesty’s ships. In the American Geophysi- 
cal Union's journal Eos, celebrating the qua- 
tercentenary of Gilbert’s “De Magnete”, 
Stuart Malin and David Barraclough note 
that it was 100 years after the book's publica- 
tion before flogging stopped being the pen- 
alty for a helmsman’s bad breath. 
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PARIS 


Many artists have fled North Africa for the safety of France. But being an exile 
is never easy, as the following two articles show 


Iwould like 

for a mythic bird 

tograb me roughly 

fly meacross the sky 

anddrop mein thatcountry 

where the valley of the roses 

had swallowed the valley of tears 

My own Morocco 

that I would name Levant of the soul* 


T IS hard to connect the pain that runs 

through Abdellatif Laabi’s poetry with the 
dapper, silver-haired man who sips his beer, 
teases the waitress and slips so comfortably 
into the role of a Parisian intellectual. But the 
pain was once real enough, and is the kind 
that never completely fades. Mr Laabi, now 
58, spent most of the 1970s in a Moroccan pri- 
son for “conspiracy against the state”, or, as 
he would put it, “crimes of opinion”. The 
Morocco of King Hassan 11 was not prepared 
for the “progressive” ideas of Mr Laabi and 
others like him in the literary journals he 


* From “The World's Embrace (Selected Poems)”, translated 
from the French by Victor Reinking and Edris Makward, 
Souffles Press 2000, Paris 
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founded, Souffles and (in Arabic) Anfas. 

Perhaps the Morocco of Hassan’s son, 
Muhammad vi, will be different. Certainly 
the initial signs of his rule are hopeful: the re- 
lease of many politica! prisoners, for exam- 
ple; the dismissal, last November, of King 
Hassan’s much-feared interior minister, 
Driss Basri; and the return home for exiles 
such as the 73-year-old Jewish dissident, 
Abraham Serfaty, and the family of Mehdi 
Ben Barka (an opposition leader kidnapped, 
possibly with French connivance, in Paris in 
1965, and then tortured to death). 

But intellectuals, such as Mr Laabi or Ta- 
har Ben Jelloun (a novelist) or Mahi Binebine 
(a painter and writer), or any of the other art- 
ists and writers who by preference or neces- 
sity have long ago left North Africa to live in 
France, are not holding their breath. The re- 
pression of ideas is a constant of the Ma- 
ghreb, be it in the “soft” censorship of rela- 
tively benign Morocco and Tunisia or the 
brutal killings—by Islamic extremists and 
government alike—in fratricidal Algeria. 

The irony is that intellectual freedom in 
France inevitably brings its own imprison- 





ment. The exiles seek their inspiration from 
their roots, which only confirms the sense 
that they are a separate current from the 
French mainstream. Mr Binebine’s amusing 
yet tragic novel, “Cannibales” (Fayard, FFr 
95), is about North Africans trying to slip ille- 
gally into Europe; in “La Soumission” (Le Ser- 
pent a Plumes, FFr 89), Amin Zaoui, an Alge- 
rian who has been a refugee in Caen since 
1995, writes of a childhood in Oran; Abdel- 
kader Djemai, in “Un Eté de Cendres” (A 
summer of ashes; Editions Michalon, FFr 90) 
exposes the Kafkaesque absurdities of the 
Algeria he has left behind. Even Mr Ben Jel- 
loun, who has lived in France for the past 29 
years and who in 1987 won the Prix Gon- 
court, France’s top literary prize, for his novel 
“La Nuit Sacrée” (The sacred night; Seuil, FFr 
39) returns constantly to his Moroccan 
roots—he is seen as a North African rather 
than a French writer. 

Arguably, this Maghrebi identity does 
not matter; the underlying themes of love 
and alienation are, after all, universal. But it 
can still grate. As Mr Laabi says, “I am a Mo- 
roccan writer, and any universal message I 
have is from a Moroccan point of view. The 
problem is we are imprisoned by this iden- 
tity—it’s almost ‘folkloric’” He has a point. 
Although Abderrahim Yamou, a painter of 
large abstract canvases, says there is no such 
thing as a Maghrebi painting (“If you take off 
the name, it could be by anyone”), his fellow 
Casablanca-born artist, Abdellatif Lasri, 
complains: “Foreigners always want naif 
paintings from Morocco.” That is surely a 
touch exaggerated. The paintings of Mr Bine- 
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bine, who has had his successes in America 
and Germany, are as modern as they come: 
expanses of deep colours from which 
strange face-masks float outwards. Certainly 
they reflect the light of the artist's home 
town, Marrakesh, and of the surrounding Sa- 
hara, but noone would call them “folkloric”. 
The bigger question is whether impris- 
onment amounts to isolation. It is almost a 
contradiction in terms to talk of a “working- 
class” or “peasant” intellectual in the Ma- 
ghreb. To be an intellectual means to be part 
of an educated elite in countries where be- 
tween a third and a half of all adults are illit- 
erate. Mr Ben Jelloun originally settled in 
France to train asa social psychologist; Mr Bi- 
nebine’s father was a kind of cultural court- 
ier to King Hassan, even as another son was 
languishing in prison for his part in an at- 
tempted coup. When Algeria was an oil-rich 
socialist experiment, celebrating its bloody 
freedom from French colonialism, many of 
its writers and artists were part of a govem- 
ment-controlled cultural apparatus; since 
the mid-1990s, however, the mere fact of be- 
ing able to write and converse in French has 
been enough to make an Algerian intellec- 
tual the target of fundamentalist assassins. 
The sadness is that exile often means an 
even greater isolation: from the French main- 





Eloquent Ben Jelloun 


stream; from the Arabs of the Levant (the 
Mashreq), who sometimes, as Mr Laabi says, 
“think it’s a betrayal that we write in French” 
even as they celebrate the francophone suc- 
cess of the Lebanese author, Amin Maalouf; 
and, ironically, from the French-born Ma- 
ghrebis of France’s urban slums. One recent 
book by Mr Ben Jelloun is called “Le Racisme 
Expliqué a ma Fille” (Racism, as explained to 
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my daughter; Seuil, FFr 39), an imagined con- 
versation with his ten-year-old child, Me- 
rieme, to warn the young of the risks ahead— 
and so help eliminate them. The book has 
been a great success, but will it really lessen 
the antipathy that so many white French 
men and women feel towards their Ma- 
ghrebi compatriots? 

It seems unlikely. In France, which re- 
veres virtually any form of cultural expres- 
sion, Maghrebi intellectuals such as Mr Ben 
Jelloun are at ease with even the highest 
castes of society (witness the presidential in- 
vitations to the Elysée Palace). The same is 
true of Yamina Benguigui, a film maker and 
television producer who was born in Lille to 
Algerian immigrants; and Kader Belarbi, a 
ballet dancer who is the son of an Algerian 
whosettled in Grenoble. 

But the intellectuals are the Maghrebi ex- 
ceptions. The popular image casts most Ma- 
ghrebis—especially the young—as the ill- 
educated beurs of the suburban banlieue, 
plagued by unemployment. Indeed, in a la- 
bour system where hiring the unskilled is ex- 
pensive, all too often they are unemployable. 
Their art is not the vivid canvas of a Binebine 
but New-York-style street graffiti; their pre- 
ferred words are not the crafted eloquence of 
a Ben Jelloun but the rap of singers such as 





From rai to rap 


NCE totally banned, rap music can 

now occasionally be heard on Alge- 
rian state radio, sign that a timid breeze of 
musical freedom may be blowing over that 
North African nation. Young Algerian mu- 
sicians have evolved an idiosyncratic mu- 
sical and lyrical style that strikes directly at 
the violence and poverty they grew up in. 
But they look to France for the moral (and 
financial) support they need to give that 
style a voice. 

Algerian music, like that of North Af- 
rica generally, is a medley of tunes and in- 
struments that reflect the region’s complex 
culture and history. Drums and lutes echo 
the grave, distant tunes of Bedouins and 
Peuls. Berber ghaitas (oboes) sound at 
times uncannily Celtic, which may be why 
the word came to mean bagpipe in Span- 
ish. The city of Oran is associated with rai 
(Arabic for opinion), which spread from 
there to the rest of Algeria in the 1960s. With 
lyrics that wrestle with poverty, corruption 
and sex, rai was considered subversive by 
the Algerian regime and banned on state 
radio until the mid-1980s; singers were 
hounded by the religious fundamentalists 
and found it increasingly dangerous to per- 
form in public. After Cheb Hasni was mur- 
dered in 1994, the same year that his “Lov- 
ers Ral” became a hit, Khaled, Cheb Mami 
and others moved to France. Even before 





leaving Algeria, Khaled had rejuvenated 
rai by using synthesisers and electric gui- 
tars. In France, he stirred jazz and hip hop 
into his tunes. The accordion, for so long as- 
sociated with Paris's riverside guinguettes, 
gives a quaint touch to songs which blend 
homesickness and a tribute to French pop- 
ular music. 

In April, a pro-Algeria concert in Paris 
brought together—among others—Khaled, 
Idir and Intik, a fashionable group of 
young rappers. Some of their songs de- 
nounced the crazy violence of fanatical 
groups “who drink .! ~» brothers’ blood” 
(Khaled) and the crazy grief of mothers 
whose sons have been “calcinated” and 
daughters “raped” and “kept in cages” (In- 
tik). Idir’s eternally elegant and haunting 
melodies keep alive the memory of a more 
peaceful and idealised past, and of singers 
such as Lounés Matoub, who was mur- 
dered in 1998. 

Voices overlap and answer one an- 
other in French and Arabic or Berber, slid- 
ing from Arabic to westem melodies, 
something at which Intik (which literally 
means “everything's fine” in Arabic slang) 
excels. Bilingual lyrics are sung to a musical 
background that works in widely different 
styles and instruments. Lutes, violins and 
derboukas (drums) tune up with percus- 
sion andelectric guitars. Classical melodies 
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on violins provide the background to 
heavily syncopated rhythms. Provocation 
flirts with blasphemy, as in “Si Chacun Fai- 
sait de son Mieux”, that starts with a muez- 
zin’s call to prayer and slips into a slow- 
motion western dance-tune while calling 
on Allah to bring peace toa selfish, destruc- 
tive world. 

Despite their talent, Intik might never 
have made it were it not for the support of 
young French musicians who are them- 
selves the offspring of Algerians living in 
France. It is increasingly difficult to know 
who is learning from whom in the musical 
exchange between France’s North African 
community and young composers from 
the Maghreb. Another group of young Al- 
gerians, mss, blends rap and reggae as the 
background to lyrics that explore the dis- 
comforts of growing up both :n Algeria and 
in France's immigrant districts. 

Constantine, though, is not yet Mar- | 
seilles in terms of musical freedom, as a 
French, Algerian-born, Jewish singer, En- 
rico Macias, discovered in March. Mr Ma- 
cias’s songs are steeped in nostalgia for Al- 
gera. And although he had been invited by 
the president of the country, Mr Macias 
cancelled his tour after Muslim funda- 
mentalists issued threats against him. Rap 
on state radio may be a sign of progress, but 
the day a Jewish crooner living in France 
can sing in Constantine, his home town, 
will indeed be a victory for music—and for 
freedom. 
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Cheb Mami: their language is a fractured mix 
of Arabic and French, made incomprehensi- 
ble to outsiders when its speakers switch syl- 
lables in a form known as “verlan’”—lan- 
guage in reverse. 

In the end it is this suburban mass, not 
the intellectual elite, who suffer true isola- 
tion. Although Mr Binebine laughs that get- 
ting his American green card was a lot sim- 
pler than getting residence in France, the fact 
is that France has always embraced foreign 
artists (just think of Chagall and Picasso). By 
contrast, the beurs of the banlieue suffer po- 
lice discrimination and the cold shoulder of 
a white population that associates Maghrebi 
neighbourhoods with drugs, violence and 
petty crime. 

That should not, of course, be a surprise. 
There are around 1.5m Maghrebis in France 
who do not have French citizenship, and at 
least another 170,000 Maghrebi immigrants 
who have become French. Add in their 


American life 


French-born children andithe Maghrebi total 
must surely double (in contrast to America, 
the state does not keep statistics of racial ori- 
gin), certainly to a level that gives ammuni- 
tion to the National Frontand others on the 
extreme right. It is easy, given some opinion 
polls thatclaim around half of the French are 
racist, to fear for the Maghrebi future. 

With luck, however, the fear may prove 
misplaced. Marianne, a left-wing magazine, 
argues cogently that in fact the French are re- 
markably un-racist—witness other polls 
that suggest that large majorities oppose dis- 
crimination; that support for the National 
Front has fallen sharply: and that mixed 
marriages are now commonplace. Mean- 
while, there is one other silver lining. If the 
troubles of the Maghreb can inspire the cur- 
rent generation of Maghrebi artists and writ- 
ers in exile, then surely the troubles of the 
banlieue will soon inspire the French-bom 
beurs to similar creativity. 


Mouse and Garden 


CELEBRATION, FLORIDA 


T is a place that takes you back to 
that time of innocence. A place where 
the biggest decision is whether to play kick- 
the-can or king-of-the-hill. A place of cara- 
mel apples and cotton candy, secret forts, 
and hopscotch on the streets. That place is 
Celebration—a new American town of 
block parties and Fourth of July parades. Of 
spaghetti dinners and school bake sales, lolli- 
pops, and fireflies in ajar.” 

Such is how the muscular marketing arm 
of Disney describes life in Celebration, an ex- 
periment in “New Urbanism” in Disney's 
entertainment megalopolis near Orlando, 
which the company carved out of the 
swampy wilds of central Florida in 1994. Like 
the handful of theme parks that surround it, 
Celebration is itself a theme 
town, trying to recreate the 
small-town American life of 
abygoneera. 

You won't see a Wal- 
Mart, a McDonald's or a 
warehouse-sized bookshop 
in this town. Celebration 
turns Walt Disney’s original 
vision for an “Experimental 
Prototype Community of 
Tomorrow” (Epcot) on its 
head. What Disney had in 
mind was a community 
built on company property 
where people would live 
beneath a giant dome and 
travel between skyscrapers 
via monorail. At the end of 
the second world war that 
seemed entirely futuristic. 
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CELEBRATION, USA: LiviING IN Dis- 

| NEY’s BRAVE New Town. By Douglas 
| Frantz and Catherme Collins. Henry 
Holt; 352 pages; $25. 
CELEBRATION CHRONICLES: LIFE, LIB- 
ERTY AND THE PURSUIT OF PROPERTY 
VALUES IN Disney's New Town. By 
Andrew Ross. Ballantine Books; 352 
pages; $25.95. Verso; £17 








Celebration, on the other hand, looks to 
the past for inspiration. Oak trees and white 
picket fences line the town's eerily quiet 
streets, and the public buildings (designed 
by big-name architects like Philip Johnson, 


Michael Graves and Cesar Pelli) are all built 
in styles that have long faded from fashion. 
Even the town’s seal, emblazoned on every 
street sign and manhole cover, evokes a 
quaint image of the past: a pigtailed girl rid- 
inga bike asa dog runs at her heels. 

Tobe sure, Disney’s efforts to recreate the 
past come with doses of futurism—the com- 
pany lured Celebration’s original inhabit- 
ants with promises of a high-speed com- 
puter network and a school crammed with 
computers. Yet most of Disney's marketing 
effort appealed to a desire for escape from 
the trials of modern urban living: crime, 
troubled schools and broken-down commu- 
nities. Some troubles are not so easy to avoid, 
even in a town built from scratch by a com- 
pany that specialises in fantasy. The local 
newspaper, the Celebration Independent, 
cites cases of child abuse, battery, drug abuse 
and violent assault. 

Living in the town means obeying the 
rules of the Celebration Company, a Disney 
shell firm created to run the community in 
lieu of elected officials. Many rules govern 
the town’s exterior appearance: any house 
colour other than white, forexample,cannot 
be duplicated within three houses on the 
same side of the street. Hedges in the front 
garden can be no higher than three and a 
half feet (1.07 metres),and atleast a quarter of 
the front and side gardens of each house 
have to be planted with something other 
than grass. 

Recently, Celebration residents won a 
battle to allow “For Sale” signs to be dis- 
played. Fearing they would give visitors the 
wrong impression, the Celebration Com- 
pany had previously forbidden such signs. 
The relationship between corporation and 
citizen was bound to attract national atten- 
tion, not to mention eager authors donning 
mouse ears and moving to Disney's town 
with the ink on their book contracts barely 
dry. Sure enough, two books have recently 
been published that chronicle life on the in- 
side. The first, “Celebration, usa”, is written 
by a husband-and-wife 





No misbehavin’ 


journalism team who 
moved their family to Cele- 
bration and integrated 
themselves fully into daily 
life there. Douglas Frantz 
and Catherine Collins en- 
rolled their children in 
Celebration’s experimental 
school, joined the local soft- 
ball team and participated 
in daily coffee mornings. 
The book is a chatty 
chronicle of the growing 
painsofa town thatis being 
built in one go from the 
ground up. Its best passages 
are descriptions of the clash 
between the expectations 
of the residents and the re- 
ality of Celebration’s daily 
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life. As local residents put it, that is the mo- 
ment when the “pixie dust” starts to wear 
off. There are also some humorous accounts 
of the town’s more Orwellian aspects. In one 
instance, the town manager, Brent Herring- 
ton, is describing the proper way for Cele- 
brants to adorn their front porches: “Here's a 


tip I'm certain will never fail: skip the animal 
statues, cutesy thermometers, windmills, or- 
namental house numbers, banners, wind 
chimes, and other knick-knacks, Live plants, 
an abundance of wooden or wicker 
i i i porchswingsand 
he ultimate front- 










of the book, the authors 
affected with the homo- 
geneous make-up of the town, and of how it 
seems to be Xanadu for white, middle-class, 
suburban families. On the whole, however, 
they are generally positive about their Cele- 
bration experiences, almost to the point of 
giving Disney a free ride. They spend pre- 
cious little time dwelling on Disney’s false 
promises about education. From the start, 
Celebration’s school had trouble developing 
its curriculum. This doesn’t seem to bother 
Mr Frantz and Ms Collins much. The parents 
who ended up pulling their children out of 
the school and leaving Celebration obvi- 
ously thought otherwise. 

Meanwhile, from his apartment on the 
other side of town, Andrew Ross is concoct- 
ing a wholly more sceptical view of the Cele- 
bration experience. Mr Ross, a professor at 
New York University, presents in “The Cele- 
bration Chronicles” a more detached and 
analytical look. This both helps and hurts. 
Mr Ross provides a much better treatment of 
the education problems in Celebration, re- 
counting in detail what happens when a 
progressive teaching philosophy (no grades, 
little academic discipline) confronts nervous 
parents anxious to know how their child will 
get into Harvard, The author recounts acom- 
mon refrain among parents: “Disney prom- 
ised us a world-class education.” Most were 
disappointed. Still, Mr Ross must have been 
a tiresome neighbour. From his experiences 
in Celebration, he attempts to extrapolate 
the condition of America’s communities, 
families and social organisations. His discus- 
sion of Celebration’s school leads him to a 
general attack on vouchers. 

While neither book comes close to the 
landmark studies of small-town American 
life, notably Robert and Helen Lynd’s 
“Middletown”, which was first published in 
(929, and Herbert Gans’s 1967 classic, “The 
Levittowners”, they do succeed in painting a 
oortrait of those who came to Celebration 
with great expectations about the Disney 
community, Celebration residents are a 
nixed bag: some moved to the town simply 
o raise children in a small-town setting, oth- 
ts are die-hard Disney enthusiasts who 
jrew up watching “The Mickey Mouse Club” 
wn television, fell in love with Annette Fun- 
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icello, and moved to Celebration because 
“Disney knows how to run things”. Gener- 
ally, the authors avoid regressing into the ur- 
ban elitism that is present in much of the 
Journalistic literature about the town. 

But people keep coming. As one Celebra- 
tion shopkeeper says, “houses stay on the 
market for about five minutes,” and nearly 
every empty lot in the undeveloped part of 
town has a stake in the ground naming the 
family to which it has been sold. It will be 
these people who will determine whether 
Celebration remains a genuine American 
community or a corporate Potemkin village 
in the shadow of a Magic Kingdom. 
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American verse 


Enduring archy 


ARCHYOLOGY. By Don Marquis. University 
of New England Press; 12 pages; $15.95. 
Bloodaxe; £7.95. 


ARCHYOLOGY il. By Don Marquis. University 
of New England Press; 136 pages; $15.95. 
Bloodaxe; £8.95 


HO would not pity the lot of the 

poor newspaper columnist, faced 
with the tyranny of all that blank column 
space week in week out? Illinois-bom Don 
Marquis was such a man. But one day in 
1916 he hit on a novel solution to the pro- 
blem. This is how he explained it to his 
readers in the New York Sun. 

One day he found that a cockroach 
called archy (yes, archy writes in lower case 
because he can’t operate the typewriter’s 
shift key) had written his column for him. It 
was a difficult and painful experience, 
though. archy had had to type the thing let- 
ter by letter, head-butting each key in tum. 
archy is a free-verse poet, trapped inside 
the body of a roach, a miserable and de- 
meaning experience. Luckily he finds a 
friend called mehitabel, a free-spirited alley 
cat, and archy uses up a good many of his 
column inches reporting to the “boss” (Don 
Marquis himself) on her scandalous life. ar- 
chy’s a pessimistic, philosophical soul, with 
a wry sense of humour and a none-too- 
lofty opinion of human beings, as we see 
from the following tiny extract: 

a man thinks 

he amounts to a lot 
but to a mosquito 
a man is 

merely 

something to eat. 


archy and mehitabel became very fam- 
ous during Marquis's lifetime, dogging his 
heels wherever he went (from 1922 he 
was writing for the Herald Tribune). 
The columns became bestselling 
books, outstripping in popularity all the 
other plays, poems and short stories that 
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Marquis published during these years, an 
may have hoped to be remembered for. 

“ Marquis died in 1937, but archy 
mehitabel didn’t quite die with him. Af 
his death, his papers were locked away fo 
more than 50 years in a steamer trunk in 
Brooklyn. When it was opened, archy and 
mehitabel jumped out, brandishing more 
unpublished adventures which have now. 
been collected in two volumes, “archyol- 
ogy” and “archyology ii”. archy is more 
peripatetic than usual in these books—he 
moves away from his old haunts in New 
York in order to observe the strange goings 
on in Paris, though with that same jaun- 
diced eye and also meddles in politics to an 
unseemly degree. 

Marquis’s gifts as a comic satirist have 
often. been written about. Less has been 
said about the fact that he was also tilting at 
the excesses of American writers of bad free 
verse when he had archy write in the way 
that he did, all those endless poor imitators 
of e e cummings and Walt Whitman— 
excesses which continue zo blight Ameri- 
can poetry to this day. Suca things as ridic- 
ulous and seemingly illogical line breaks. 
Or the abandonment of punctuation in or- 
der to achieve some kind of bogus emo- 
tional fluidity at the expense of cogency. Or 
a refusal to use capital letters, even for 
proper names—as if grammar and punc- 
tuation were the voice of some authority 
which always needs to be challenged. Vers 
libre only really works when it is not libre 
at all, as TSEliot once remarked. And to 
make it work requires a great deal more 
craft than is customarily deployed by poets 
who use metre and rhyme. 

Marquis understood all this. And he 
pointed it out in the most pleasingly palat- 
able and subtle way—by creating two of 
America’s most enduring comic characters. 
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Merton Miller 


OMETIMES Merton Miller was 

asked why he was notricher. If 
economists knew so much about 
how business worked, why did 
they not use this knowledge to be- 
come fabulously wealthy, like 
some non-academic operators? 
Mr Miller was never stuffy about 
answering such importunate 
questions. He was all for making 
money, but he was sceptical 
about stories of people who 
claimed always to win, and to win 
spectacularly. 

“These tales come and go,” he 
is quoted as saying by Peter Ta- 
nous in “Investment Gurus”, 
published in 1997. George Soros 
nearly bust the Bank of England 
by betting against the pound in a 
famous coup in 1992, but some of 
his later gambles, notably in Rus- 
sia, proved disastrous. Mr Miller's 
advice to Mr Soros was to be con- 
tent with modest investments 
after a big killing. That way he 
would keep his reputation as a 
winner, and his money. “But if he 
insists on plunging again, he’s just 
as likely to take a bigger loss. He 
may wind upgiving it all back.” 

Merton Miller believed in 
passive investing: follow the mar- 
ket, which pools all the relevant 
information, rather than delude 
yourself into thinking you know 
something the market doesn't. 
Markets were amazingly success- 
ful at incorporating information 
into stock prices. He agreed that 
some investors hoped to make money by seeking information, 
seemingly previously unknown, by careful research. But they 
made only enough, on average, to cover the cost of the research. 

Mr Miller’s view of the efficient market, one held by many aca- 
demics, is strongly contested, notably by those paid huge fees for 
trying to better the index. The urge to gain an edge is, of course, a 
feature of business. Until Mr Miller applied his mind to the sub- 
ject, corporate finance was an inexact science, if it was a science at 
all. In America and other rich countries back in the 1950s, impor 
tant decisions tended to be taken on the instincts of the boss. If the 
hunch came off, he was a genius; if not, what was he doing in that 
job anyway? Mr Miller thought capitalism deserved better. With 
other economists he devised a set of theories that helped to guide 
business people in their investment practices. He was one of the 
founders of modern finance. 


The Nobel savages 

The University of Chicago, where Mr Miller was a professor for 
some 40 years, is noted for its devotion to free markets. He settled 
there comfortably after graduating from Harvard and working for 
the government in Washington. Like Mr Miller, half a dozen other 
economists at Chicago have been awarded the Nobel prize for 
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Merton Howard Miller, pioneer of modern 
finance, died on June 3rd, aged 77 


their work on economics and re- 
lated subjects. Very many econo- 
mists, as well as the famous ones, 
were taught at one time or an- 
other by Mr Miller. “Almost ev- 
eryone was because I've been 
around so long,” he said. 

His lectures, and eight books, 
expressed a deep hostility to gov- 
ernment intervention in the mar- 
ket, a policy favoured by follow- 
ers of John Maynard Keynes, an 
English economist who was espe- 
cially influential in the 1930s and 
1940s. Among Chicago’s Nobel 
savages, as a wit described them, 
are Milton Friedman (1976) and 
Robert Lucas (1995). Mr Miller got 
his Nobel in 1990, sharing it with 
two other economists. 

The citation picked out for 
special mention his work with 
Franco Modigliani, who had re- 
ceived the Nobel in 1985. Their “M 
& m theorem” offers a way to 
value a firm. Mr Miller was asked 
by a reporter if he could explain 
his theories in a way his readers 
would understand, even if they 
had no knowledge of economics. 
He recalled a story about Yogi 
Berra, a baseball star and a bit of a 
comic, who was once asked if he 
wanted his pizza cut into quarters 
or eighths. Yogi Berra said he 
wanted it cut into eight pieces be- 
cause he was feeling hungry. “If 
you know why this a joke,” said 
Mr Miller, “you understand the m 
& m theorem.” 

Just as the shapes and number of the pieces do not affect the 
size of the pizza, so the value of a firm should be unaffected by 
how it is financed. “If you take money out of your left pocket and 
put it in your right pocket you are no richer,” he said, while trying 
to provide another reporter with the rudiments of economic wis- 
dom. What matters is the profit of the business. Previously, it was 
believed that having the right mix of debt and equity could make a 
company more valuable. The theorem was modified to take ac- 
count of the imperfections of the market, such as tax concessions 
on debt, a point that Mr Miller's critics had happily seized on. 

How much credence does business give to the theorems pro- 
duced by academe? Quite a lot. Many entrepreneurs still love their 
hunches and have hated theorems since they first encountered 
them at school. But they employ economists who understand 
them, and apply them. 

If business people have a grudge against Merton Miller and his 
kind it is that they have cut themselves off from the adrenaline- 
powered “real world” of business. They are mildly surprised to be 
told that Mr Miller confessed that he sometimes “took a flyer” on 
some promising company. So he was human after all? Certainly. 
But that flyer, Merton Miller hastened to add. was strictly recre- 
ational, not serious investing. 
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The Oxford Strategic 
Leadership Programme 


12 — 17 November 2000 | 25 -30 March | 20-25 May | 2001 


Offers a laboratory for leadership, a test-bed for models and ideas which cha lenge 
senior executives to develop their own thinking and skills and then prepares zhem 
to put these into action as leaders. 


Name 
Please send details of: b Titi 
The Oxford Strategic Leadership Programme Job Title 
Return to: Company 
Dorothy Cooke 
Templeton College, University of Oxford Address 
Oxford 0x1 5NyY, England 
Tel +44 (0)1865 422776 Fax +44 (0)1865 422501 Tel Fax 
Email leadership@templeton.oxford.ac.uk 
www.templeton.ox.ac.uk Email 


Templeton College is a graduate college established under Royal Charter within the University of Oxford 
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Advanced Industrial Marketing Strategy 


2 October 2000. in Singapore 


January 200} in Fontainebleau | 





In all industries, global competition is intensifying, 


As a result, numerous business-to-business organisa 


tions need to build their competitive advantage on their 


total relationship with their clients. 

Within this complex environment, where technical 
mastery and service intensity are strategic partners 
and various management functions are involved, 
the marketing decisions are no longer the domain 


of “marketing” people alone. 


INSEAD’s Advanced Industrial Marketing Strategy pro 
gramme, now offered in both Fontainebleau and 
Singapore, allows participants to experience first hand, 
in a competitive marketing environment, 

the application and value of the concepts which under 


pin strategic market orientation. 


The industrial simulation, INDUSTRAT, 

is the platform for this experience. Developed 

at INSEAD by Professors Jean-Claude Larreche 

and David Weinstein, this realistic and interactive simu- 
lation has proven to be an effective tool for recreating 
the complexities inherent to the industrial marketing 
environment, It allows partic ipants 


to immediately test concepts learned. 








The following key skills, among others, 


will be emphasised: 


e The dynamics of customer-supplier relationships 
e How marketing can leverage R&D 
e How to motivate and manage field staff 


e How to structure profitable strategic alliances. 


Participants on the Advanced Industrial Marketing Strategy 
programme are experienced marketing executives from 
industrial corporations. 

The programme is also for senior managers w hose 

role requires that they master the issues specific 

to industrial marketing, enabling them to work effec 


tively with their own marketing specialists 


A perfect symbiosis of state-of-the-art marketing con- 

cepts, discussed and practised in an international environ- 

ment representing a broad variety of different industries. 
é s dks Me 


Great value.” 


Operations Manager 
Hewlett-Packard 





Please fax or mail this coupon to Janet Burdillat, INSEAD, Boulevard de Constance, 77305 Fontainebleau Cedex, France, 
Tel 33 (0)1 60 72 42 90, fax 33 (0)1 60 74 55 13, e-mail exec.info@insead.fr, http://www.insead. fr 


O | would like to reserve a place on Advanced Industrial Marketing Strategy (date of programme) 


C Please send me a brochure on Advanced Industrial Marketing Strategy 
O Please send me INSEAD’s 2000 Executive Education general brochure 


Family Name 
First Name 


Company Name & Address 


Country 


Tel Fax 
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Mr/Ms/Dr/Other 


Job Title 
S 
w 
Zipcode Z 
e-mail < 
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COURSES 





UNIVERSITY OF MARYLAND UNIVERSITY COLLEGE 


Move your career in the right direction — 
anytime, and from anywhere. 








ONLINE GRADUATE 
DEGREE PROGRAMS 


Master of Business 
Administration (MBA) 


Dual Degree MBA Programs 


MBA/Master of Science 
in Management 


MBA/Master of 
International Management 
Even if your career is already on the move, keep it going in the right direction with MBA/Master of Technology 
X : ; : ; z Managemen: 

a master’s degree from University of Maryland University College, a full-service, 
accredited institution. We offer a wide range of online, graduate-level certificate and Mergone Science 
master’s degree programs, including a 24-month MBA. Study anytime, anywhere, (pending approval) 
under the direction of our faculty, all seasoned professionals in their fields and 
specially trained to teach adult learners like you. That’s why we're the school of 

: à - Computer Systems 
choice to more than 70,000 working adults worldwide, and ranked by Forbes as Managemen: 
one of the world’s “Top 20 Cyber Universities.” 


Master of Scierce Degrees: 


E-Commerce 


Make your next step a smart career move. (pending approva) 


Environmental 





1-800-283-6832 (U.S.) or 301-985-4617 Management 
E-mail: AMECO@info.umuc.edu Information Technology 
Web: www.umuc.edu/gsmt (pending approval) 
Management 


See en ee he AAEE ee ORE, OND, S OR a ae EE eS a S a: aa a aa 


Technology Management 














l Please send me information on: UMUC’s l = 

l U Graduate Certificate Programs © Graduate Degree Programs 1 Telecommunications 

I a| l Managemen: 

I i Master of Distance Education 

I l ] M l | ( Mr./Ms. = = l Master of International 

! Address L Management 

l Take control. Ci 5 Zi l Master of Software 

I Keep current. enir a eee tate a PaE ae Engineering 

: Mail to: one ) — SURUY — . 29 ONLINE GRADUATE 
University of Maryland E-mail ____ E = i; AnS CERTIFICATE PROGRAMS 

I University College I 
Graduate Marketing, Suite 4206 Specific area of interest ; 

I 3501 University Blvd. East p Srs Fr: = l No GMAT, GRE. or residency 

I Adelphi, MD 20783 U.S.A. iD.ameco I required for any of these programs. 
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COURSES 


City University Executive 
Y Business School Development 
London f 


















Aptian 
P R3 
5 FU 
Henst 


City University Business School is a leading provider of 
Executive Development. Our Mastering Finance Series 
examines the more advanced technical issues in finance 
designed for those already operating in the financial world. 
























IMM - THE INTERNATIONAL 
MASTER’S IN MANAGEMENT 






a Introduction to Stochastic Yield Curve Models 
David Cox, 5 - 7 July 


AN INNOVATIVE EXECUTIVE  " scnwervectost xy 
MB A ' | Behavioural Finance for Asset Management 


and Trading Mario Levis, 26 - 28 July 


Unique schedule | For information on these programmes and our Strategy and 
Marketing Series visit our website at: 


Six two-week modules over two years 
y www.city.ac.uk/cubs/ed 


at three different locations 


Internet communication while off campus @ Please contact our Client Support Co-ordinator: 
i Tel: 020 7477 B710 


Fax: 020 7477 8882 
A joint venture by the business schools l Email: execdevelop@city.ac.uk 


of three major universities: 
Purdue University, USA 
Tilburg University, The Netherlands 








The University of Reading 





Budapest University of Economic Sciences, Hungary 






THE BUSINESS SCHOOL 
GOLLI FOR FINANCIAL MARKETS 











A European and a US degree 


Innovative programmes for those seeking 

careers in the global financial markets: 

MSc International Securities, 
Investment and Banking 

|] MSc Risk Management, 

Operations and Regulation 

MSc Financial Engineering 

and Quantitative Analysis 


AACSB accredited 


International in all dimensions: 
participants, locations, faculty, curriculum, 
case studies and projects 








Start: January 2001 




















For more information: 
ISMA Centre graduates have been successfully 








Purdue P +| 765 4947700 placed with Goldman Sachs, CIBC Wood Gundy, 
EL keepinfo@mgmt.purdue.edu Barclays Capital, Chase Manhattan and many more. 
Tilburg P +31 13 466 86 00 The University of Reading, 1S 
E, tias.imm@kub.nl Whiteknights, PO Box 242, Reading R 
Budapest P +36 | 210023) 
E 


mfindrik@mail.vki.bke.hu 


http://tias.kub.nllinformationlimm 
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Create Yourself 


Re-create yourself by earning your graduate degree online. 
Get your MBA, MS in Information Management, or MS in 
information Technology-- without setting footon a campus, 
That means no time out from your: career. : 





the Management Centre 









Not all Managers are 








Log on and you're there. Network as you learn, Interact with 
respected technology leaders and fellow professionals fro 
around the globe. 


















* | Leicester MBA! © 
Management ; X 
erii of @ MSc in Finance 
New Buil @ MSc in Marketing 


New Building 
@ MSc in Management 


Join us at www.isim.edu, the award-winning, accredite 
online International School of Information Management. 
Applications are now- being accepted for the Spring, Summer 
and Fall terms. Apoly online or call our admissions mentor 
Robin Thompson at: 303.333.4224, ext. 177. Or Toll-free in 
the US, at 1.800.441.4746, ext. 177. 


















University Road 
Leicester 
LE1 7RH, UK 
Tek: +44 (0) 116 
252 5520 

Fax: +44 (0) 116 
252 3949 
Email: 
LUMC@le.ac.uk 











@ Certificate in Management 





















@ Diploma in Management 
@ Distance learning or campus based 







isim university 


Your best decision yet J 
Become tomorrow's eStrategist 


Pq University of 


w Leicester 


Delivering excellence in University 
teaching and research 






Management 
Centre 










Online Learning since 1987. * Accredited Member DETC 
Denver, Colorado» www.isim.edu 









ERNATI 





PART-TIME & FULL-TIME PROGRAM M Taught by our internationally renowned Ifyou are interested in excellent training 


faculty and r regular visiting professors and a career in International Finance, we 
MA mixture of rigorous scholarship and shall be pleased to send you our 


practical applications. Innovative ope derek ee 
program combines professional and information package. The application 







“» a strong knowledge base of sharply 
focused skills and a truly international 










teamwork experiences. academic excellence, granting deadline is July 1st, 2000. 
participants direct access to financial 
The. Master Program in International skills not easily acquired elsewhere. INFORMATION 
Finance provides; M Highly international participant group Master Program in International Finance 
M A thorough understanding of the representing all major spheres. Attn: Mrs. S. de Brieder 






Participants have clear ambition and 


complexities of international finance for i : : F 
potential to work in the finance field. 


Roetersstraat 11 
aspiring finance professionals whose 









careers require an in-depth @ Full-time (ten month) or part-time 1018 WB Amsterdam 
understanding of the issues involved (eighteen month) program The Netherlands 

MA specialised (optional) track ia @ Situated in one of the world’s leading Tel: +31-20-525,4764 
Mathematical Finance allows students to international financial centers Fax: +31-20-525.4333 






. Wein ft : M Limited number of (partial) fellowships a “pr f° 
2 adv. skills E . mmif@ d. 
acquire advanced skills in financial available for the fulltime program Email: mif@fee.uva.nl 


engineering. attp://www.fee.ava.nl/mif 











g£E00 


UvA Bg DE UNIVERSITEIT VAN AMSTERDAM. 
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Amsterdam 
Institute of Finance 


In cooperation with the faculty of 


GF 
INSEAD 


Upcoming Courses 2000 










Measuring and Implementing 


Economic Value Added (Aug, 28 - 30} 


Rational Valuation of Internet Companies 







































and High-tech Projects (Oct, 2 - 3) 
Advanced Corporate Finance 

- Financial Innovation (Oct. 9- 13) 

- Mergers and Acquisitions (Oct. 16 - 20) 
Advanced Financial Statement Analysis (Oct. 23 - 25) 
Valuation (Oct. 26 - 28) 
Advanced Valuation Topics 

- Valuing Commercial Banks (Oct. 30 - 31) 

- Real Options (Nov. 3 - 4) 
Negotiation Analysis (Nov. 6 - 8) 
Asset and Liability Management (Nov. 20 - 24) 


Project Finance (Nov. 27 - Dec. 1) 


For information, please visit our Web site or contact us directly. 


Alf - Herengracht 205, 1016 BE Amsterdam, The Netherlands 
telephone: +3 1-20-5200 162/160 - fax: +31-20-5200161 
e-mail info@aifnl - internet: www.aifal 


The Warwick MPA | ‘A RWIC K | 
The world-class Master's degree for iit 
a modernising public service 


Governments and public services throughout the world are grappling 
with rapid political, economic, technological and social changes ~ 
globalisation, European integration, devolution, regional development, 
the information revolution, ageing of the population, social exclusion 
and the implications of complexity and continuous change. 


The Warwick MPA, launched in January 2000, is designed as the top- 
level qualification for high-flying policy makers, leaders and managers 
in government at European, national, regional and local levels, and in 
education, health and other public services, It is also relevant to senior 
staff in the voluntary sector and in public/private partnerships. The 
course has a strong international orientation. 

The Warwick MPA builds on the experience of Warwick's highly 
acclaimed MBA programmes, and of leading-edge thinking about 
leadership, strategy, management and organisation in both the private 
and public sectors. It has been designed to link theory and practice. 
Teaching and learning is highly interactive. 


It is a 3-year, part-time, modular degree at post graduate level, 
based an 3 two-week residential blocks of teaching each year. It draws 
on the academic expertise not only of Warwick Business School, but 
also of Warwick University’s outstanding departments of Politics, 
Economics, Law and other disciplines and research centres within the 
Social Science Faculty. 


BSS SCHOOL 











AE EE RER anaana anaana 
Applications to join the second cohort of this path-breaking course, 
which starts on 2 October 2000, must be received by 17 July 2000. 


Further details and an application form from 

Dr jean Hartley or Alison Bullers at Warwick Business School, 
University of Warwick, Coventry CV4 FAL, UK. 

Quoting reference number: Econ 1 

Tel; 024 7657 3113 Fax: 024 7652 4410 

email: alison. bullers@warwick.ac.uk 
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POST MASTERS DEGREE FINANCED 
BY THE EUROPEAN COMMISSIO 





















All courses in English. Limited places. 

| Application by June 30, 2000. 

| Université de la Méditerranée Aix-Marseille IVESIM 
| Email : formami@ejcom.univ-mrs.fr 

| Site : http://www.formami.univ-mrs.fr 


PRESTON 


UNIVERSITY 


Cheyenne, Wyoming, USA 





Preston Univeral 































Bachelor/Masters/Doctorate Degrees 
through Distance Education 
On-Campus Programs: BBA, BSCS and MBA 
available for international Students 
at our Cheyenne Campus. 
Accredited by W.A.ULC. + Licensed by the Wyoming State 
Department of Education under W.S. 21-2-401 to 21-2407, 
Preston University. Dep EC25/2: 
1204 Airport Parkway * Cheyenne, WY 82001 «USA 
Tel: + 1 (307) 634 1440 + Fax: + 1 (307) 634 3091 
Email: admissions @preston.edu * www.preston.edu 








1 programme 

2 continents 

-3 top universities 
4 terms 





A joint programme, offered by: 
University of Groningen,The Netherlands 
Uppsala University, Sweden 

University of Florida, U.S.A. 


Master of Science in 
International Financial Management 


A truly international academic programme 
The aa offers an) e T) study in 






toa Master of Science enas 
year in September, th i 
is offered entirely ir 
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~ COURSES 





Home Study Course in Economics 
A lOlesson study that will throw light 
on today’s baffling problems. Tuition 
free~small charge for materials. 
Write: Henry George Institute, 
121 Bast 30th Street, 
New York NY 10016, USA 


gy the W eb! http dwww. henrygeorge. org 


"NO Cos eval luation! Send resume. 
6400 UPTOWN BLVD NE + SUITE 208. 
Dept.34 + ALBUG, HM B7T1O-USA 
Geely ear idy 


| (nite geaen, ae 
MBA in Brussels 
SOLVAY BUSINESS SCHOOL 


Université Libre de Bruxelles 


* | year intensive MBA in English 
* International faculty & student body 
* Specialisation in European Management 





E-mail:mba @ ulb.ac.be 
http://www.ulb.ac.be/soco/solvay/mba 


EUROPEAN 
CENTRE FOR 
PUBLIC AFFAIRS 


BRUSSELS 


Your fast track to Brussels 


Working with the EU- 
fnstitutional Re lations and Public Affairs 








7-day Intensive Programmes 2000 
2-8 July, 15-21 Oct, 26 Nov - 4 Dec 


* Ideal. for. those needing immediate practical * Involves some 20 sessions: lnctures, visits, 
o how Europe works and bow casestudies » all conducted by top Brussels 
best to work with Europe officials and practitioners 
Keyed to action o with derailed guidance * Personal coaching through group work 
s on how to h age projects 
z affairs and tender most 


et: hipi wwwecp 


GE — 


Readers are recommended 
to make appropriate enquirias and: take 


appropriate advice before sanding money]. 


incurring any expense or entering inte al 
binding commitment in relation to an 
advertisement. The Economist Newspaper] 
Limited shall not 5e liable to ary person tor} 
loss or damage nourred or sufferéd:as af: 
result of his / her accepting or offering to 
accept an invitation contained in any} 
advertisement published in the Economi 














LANGUAGES = SUCCESS 


When languages work, everything werks; 
Another Language is a must in business and an advantage for leisure” 


Phone: 020 7915 0909 
Fax: 020 7915 0222 


E-mailsrosalie gowlland @ berlitztz.co.uk 


Berlitz: The No.1 in Language Training 














HIID ot Harvard university 


PROGRAM ON THE GLOBAL FINANCIAL 
SYSTEM: STRUCTURE, CRISES, AND REFORM 


duly 17 - 28, 2000 
Cambridge, Massachusetts, USA 


Faculty includes. Barry Eichengreen, Carmen Reinhart, 
Jeffrey Frankel, Dale Gray, Richard Gitlin, Simon Johnson, 
Eric ee Charles Calomiris , David Hale 


HARVARD INSTITUTE FOR INTERNATIONAL DEVELOPMENT : 
14 Story Street, Cambridge, } ! A 
FAX: (617) 496-2911; T 

E-Mail: macteac 


SPANISH 


in SPAIN 


in JAPAN, in BELGIUM 





in BELGIUM 


i FOR 
MOTIVATED PEOPLE 
+ ADULTS from 19 years 
* RETIRED PEOPLE OF 55 AND ABOVE 
(Special conditions available) 
+ JUNIORS from Tf to 18 years 
- FRENCH in BELGIUM 
- ENGLISH in ENGLAND, 
in BELGIUM 





Study: fears and reservations: 
up to 45 private and/or group lessons Tel: 
and pedagogical activities 


Putting into practice with our teachers: 
at breaks, meals and evening socio-cultural activities 








CERAN LINGUA 


International information 


+ 32-87-79 11 22 
Fax: + 32- 87-79 11 88 
Since 1975 E-mail: 
Cuscomer@ceran.be 





ir ea Languagency 
Tel: 1 (413) 58d- oy 
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Bachelor * Master * Ph.D. 
Business (G6MBA Majors) » Engineering 

Liberal Arts - Computer 
Adults, eam your AMERICAN degece jn ONE YEAR 
Education 


University + Students from 112 countries 






faculty will help you with vour studies 


P.O. Box 1138, Bryn Mawr, PA 19010-USA 
fax: 610.527, 1008 © e-mail: admissions@washintedu © www.washint.edu 






GENEVA 2000 


During the past two decades, the FAME-ICMB 
Executive Courses in Finance have become the 
benchmark for executive training in asset 
allocation, risk management, forecasting and 
quantitative analysis. 


FAME-ICMB 
IN FINANCE 


EXECUTIVE COURSES 


The emphasis on practical applications and our 
renowned international faculty ensure that 
participants build skills that are directly 
applicable to their daily work environment. 


3 G. Andrew Karolyi dune 26 - 30 
EQUITY PORTFOLIO A 


4 Yacine Ait-Sahalia 
INTEREST-RATE MODELS: THEORY. AND PRACTICAL 
APPLICATIONS 


§ Kevin Wilson Aug 
SHAREHOLDER VALUATION AND SECURITIES ANALYSIS 


6 Richard Levich August 28 - September 1 
EXCHANGE-RATE AND INTEREST. RATE ECONOMICS 
AND FORECASTING 


7 Francis X. Diebold September 4 - 8 
FORECASTING FINANCIAL MARKETS 


8 Stephen Schaefer September 11-15 
BOND PORTFOLIO AND INTEREST-RATE RISK 
MANAGEMENT 


9 Philippe Jorion 
GLOBAL ASSET ALLOCATION 


Paul Embrechts 
EXTREME VALUE THEORY AND RISK ‘MANAGEMENT 



















September 18 - 22 


























11 René Stulz October 9-13 
INTEGRATED RISK MANAGEMENT 

12 David Cox November 6 - 10 
IMPLEMENTING QUANTITATIVE TECHNIQUES FOR 
FINANCIAL MARKETS 

13 Didier Cossin November 13 - 16 
CREDIT RISK PRICING, MANAGEMENT AND THE USE 
OF CREDIT DERIVATIVES 

14 Salih Neftci 


ember 20 - 24 
ADVANCED MATHEMATICS OF DERIVATIVE PRODUCTS 


INTERNATIONAL CENTER FOR 
FMANCIAL ASSET MANAGEMENT AND CHGINEERING 





To register and obtain our detailed brochure, 
please contact: 

Fabienne Scagliola or Béatrice Candolfi 
FAME-ICMB 

Av. Blanc 49, 1202 Geneva, Switzerland 

Tel: +41-22/731.95 55 Fax: +41-22/731 95 75 
E-mail: geneva-coutses@fame.ch 

URL: www.fame.ch/executive-education/geneva 
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Brussels School of 
International Studies 


The Graduate School of Politics and International Relations of the 
University of Kent offers the following programmes in Brussels: : 
* MA in International Relations by Coursework and Dissertation 
* MA in International Relations by Research and Thesis 
* MPhil in International Relations by Research and Thesis 
* PhD in international Relations by Research and Thesis 















Admission for Coursework Programmes in October and February. 
Admission for Research Degrees at the beginning of any month. 
Full-time and Part-time evening study. 










For a full brochure and informal enquires, contact: 

Dr Jarrod Wiener, Director, Brussels Schoo! of International Studies, 
Vesalius College, Pleintaan 2. B-1050 Brussels, Belgium 

‘Tel: (432-2) 629-2707 Fax: (432-2) 629-3637 Email: |. WienarGuke.ac uk 


Politics from every angle 
from Churchill to Blair 


We are offering a new MA in Contemporary British Politics from 
autumn 2000, at Goldsmiths, one of the liveliest Colleges of the 
University of London. The MA offers a balance of political history, 
ideas and institutions. It will include contributions from. Professor 
Ben Pimlott, Professor David McLellan, Michael Janes (Associate 
Editor, Sunday Times), MPs and civil servants. 


















interested? Find out more. 














Further information is on the web at: www. goidsmiths.ac.uk/british- 
politics or contact Admissions, Goldsmiths College, University of London, 
New Cross, London SE14 6NW, tel 020 7919 7060, or 020 7919 7537 
(24 hours), fax 020 7919 7509, or e-mail admissians@gold.ac.uk 



















e . Specialising in 
Goldsmiths the study of creative, 
cultural and social 
U N | V E R S l T Y processes and committed 
O FL O ND O N e life-long learning 





APPOINTMENTS 


THE OPEC FUND FOR INTERNATIONAL DEVELOPMENT 


with Headquarters in Vienna, whose principal activity is assisting, developing countries by 
granting concessional loans, 


is. seeking an 


INVESTMENT OFFICER» 


Excellent cae anaes Benefits 


THE POSITION i 

Join established treasury investment eam, 
Following capital markets developments, ’ 
Economic analysis and forecasting: 

Bond, foréign exchange and deposit dealing. | 
Settlement Procedures and Accounting, 
Monitoring External Portfolio managers. 


QUALIFICATIONS 
Experience of Treasury activities. particularly in forsign exchange, bonds and i 
financial analysis skills. 
Good academic record with a higher degree preferably in banking/finance ar 
economics. 
Fluent written and verbal communication skills in Englishy second language 
preferable. 
Excellent computer knowledge. 

Detailed CV should be forwarded to: 


P. O, Box 995, A-1011 Vienna, Austria 
E-mail: muzarti@opectund.org Internet: http: jiwwwopecfundorg 
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APPOINTMENTS 





OPPORTUNITIES FOR 


ECONOMISTS, PLANNERS AND ENGINEERS 
We are a Tokyo-based consulting firm with full-time and project-based positions 
available in developing countries for economists, planners and engineers, We work in 
various sectors (e transport environment, education, tourism, energy) and offer 
excellent remuneration. 

a ` Tf interested, please send a detailed CV to: 


PADECO Co., Ltd., Izumikan Sanbancho Bldg. 
3-8 Sanbancho, Chiyoda-ku, Tokyo 102-0075 
Fax: 81-3-3238-9422 Email: admin @ padeco.co.jp 
Homepage: http://www.padeco.co.jp 




















CENTRE OF PLANNING AND ECONOMIC 
RESEARCH 
ATHENS, GREECE 


Research Officers in Economics 


The Centre of Planning and Economic Research is seeking to appoint 
up to 13 Research Officers in the following areas of economics: 







Macroeconomics, Public Economics, Industrial Economics, Monetary 
Economics, Applied Econometrics, Economics with emphasis to 
Sacial Policy, Applied Microeconomics, Labour Economics, 






Applicants should hold a Ph.D. degree and be Greek or EU 
nationals. 






The closing date for applications is the 10th of July, 2000. 


For further details please contact: tel. 0030 1 3643771, 
fax 0030 1 3630122; e-mail: kepe@kepe.gr 






Founded in 1823, 

Birkbeck is based in 
Bloomsbury and has 

the highest proportion of 
research active staff of any 
college or university in the 
greater London area. 





Lecturer/Senior Lecturer/ 
Reader in Management 


The department of Management is seeking to make an 
appointment in any area of management or business. 

You will teach challenging, experienced students at 
undergraduate, postgraduate and PhD level and contribute 
‘to the research reputation of the department and the School 
of Management and Organizational Psychology as a whole. 


| Applicants should have a PhD, or equivalent, in a relevant 
social science. area and have developed, or for appointment 
at lecturer level show evidence of developing, an international 
research programme and publications. 


Salary ranges: £19,372 to £24,713 pa or £25,655 to 
£32,199 pa or £33,697 to £37,804 pa inc, depending on 
qualifications and experience. 


For details and application forms please send a large 
(A4) sae to the Personnel Department, Ref: CMB143/G, 
Birkbeck, Malet Street, Bloomsbury, London WC1E 7HX. 
Closing date: 27 June 2000 

Birkbeck web site: http://www.bbk.ac.uk 
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JOB HUNTIN 


Executive $75K-300K+. Career searching into, within or out of 
Asia / Europe / M.East / U.S.? Contact for Free info & Critique 
www.careerpath.co.uk 

Fax: E 


“Email: 
+1 202 4781698 — cpamerica@icareerpath, 
+44 20 75048280 i 


+66 2.2674688 







USA/Canada 
Europe 
Asia / M. East / Aus 














Commercial Research analyst 


A leading international commodity trade house with a global pres 
in the sugar market as principal traders, brokers and refiners ig ; 
a highly numerate graduate with demonstrable analytica 
presentation skills. Working in the research department, initially. 
role requires you to develop detailed knowledge of the European. 
Community legislative snvironment though it is vitally important to. 
identify commercial opportunities and develop direct links with our |” 
clients. The successful: candidate will have @ good degree in 
Economics or closely related discipline, excellent communication and ; 
computer skills and a keen interest in agriculture policy, We will 
provide full in-house training, travel opportunities and a competitive 
salary and benefits package. 


Send a cv to Box 4106, 25 St James St, London SW1A 1HG, England | 


Executive Director, AZERBAIJAN 


Open Society Institute seeks an Executive Director for itenational foundation in | 
Baku, Azerbaijan. The executive director, in conjunction with and under | 
direction of OSI Azerbaijan's board of directors, develops strategy, plans and 
implementation for operating and grantmaking pregrams. The director 
supervises staff, interacts with foundation board of directors; oversees the 
foundation's annual budget. 

REQUIRES: Fluent English and Azeri, Turkish and/or Russian; 4+ years ngoi 
management; 2+ years field exp. in Central and Eastern Europe or preferably, in 
the former Soviet Union; exp. working with a board; strong financial} 
management, organizational, interpersonal and writing skilla; BA with Masters 
or other advanced degree preferred. Extensive travel. 

Send cover letter/CV to: Open Society Institute 

Human Resources - Code AZERB, 400 W. 59th Street, 
NY, NY 10019, or fax tör (212) 548-4607. 

















































PEMBROKE COLLEGE AND THE JUDGE 
INSTITUTE OF MANAGEMENT STUDIES 
CAMBRIDGE 
The Bristol Myers Squibb Research Fellowship 
In Pharmaco-Economics 















Bristol Myers Squibt are supporting a Research Fellowship in 
Pharmaco-Economies fo be held jointly at Pembroke College and The 
Judge Institute of Management Studies. The appoirtment will run from 
1 October 2000 or as soon as possible thereafter. 


The Judge Institute cf Management Studies is the University of | 
Cambridge’s business school. It aims to be an internationally- 
recognised centre for research and education of the highest quality to zy 
provide a forum for the debate of key management: issues by leaders “| 
from around the world. 


Pembroke College is one of the constituent colleges of the University. 
of Cambridge, and has strong accademic connections with the 
corporate world. 
















Applications are sought from candidates with a strong research record 
in the field of health/pharmaco-economics. The apoointment is for an | 
initial 3-year term, with the possibility of renewal thereafter, Salary is 
negotiable depending on experience. 


Completed applications should reach the College by 24 July 2000. 
Further particulars and application forms are available from the 
Senior Tutor’s Secretary, Pembroke College, Cambridge CB2 1RF 
(pat.whitby@pem.cam.ac.uk). 


Pembroke College is an equal opportunities employer. 
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adidas-Salomon 


As a leading sports group, adidas-Salomon AG has a clear 
mission on social and environmental responsibility. The 
companxy code of conduct, the Standards of Engagement 
(SOE)), is the foundation of our global programme to ensure 
that our business partners follows socially responsible, safe 
and environmentally sustainable practices, 


HEAD OF STANDARDS 
OF ENGAGEMENT - ASIA 


(based in Hong Kong) 


THE ROLE 


@ Reporting to the Global Director of Social and Envi- 
ronmental Affairs and managing the Asia SOE team to 
ensure the effective monitoring, consulting and training 
of our Asian business partners 


e Development of effective standards and systems to 
achieve the goals set in the SOE 


@ implementation of development projects linked to 
labour, health, safety and /or environmental issues 


e Definition and execution of relevant training programmes 
for auditors, factory staff and lical SOE staff 


@ Responsible for clear and open communication 
internally and externally 


@ Liaison with stakeholders such as non governmental 
organisations, international organisations and official 
bodies. 


THE PROFILE 


è Professional /academic background in the field of 
industrial production and/or international labour issues 


© 7+ years of relevant work experience in organisations 
working in the field of labour/ human rights, and/or in 
manufacturing industries with focus on health & safety/ 
environment/labour issues 


@ Able to challenge the status-quo, whilst displaying 
gravitas to deal with relationsship both internally and 
externally 


e Excellent organizational and leadership skills 
© Strong verbal and written conmmunicator, able to 


influence and motivate people across a global 
organisation and a complex supply chain 


e Energetic and enthusiastic personality 
@ Fluency in English and willingness to travel extensively, 
A competitive expatriate remuneration package will 


be offered, 
To apply please forward your C.V. to 


adidas-Satomon AG/TJ 
P.O. Box 1120, 
91072 Herzogenaurach/near Nuremberg, Germany 


Closing date for applications: June 30, 2000 








nz 


Hague, The Netherlands 





The ISS is an international centre for hither 
education and research in development 








studies. Postgraduate teaching programmes 
_ conducted in English are offered at the 
* Diploma, MA and PhD levels. 

















vent is to commence as soon as possible, and for 
newable period of three (3) years. 












is based in the multidisciplinary staff group on 
Societies and World Development. The group is 








Public Policy and Administration. Politics of 
evelopment Strategies) in the 1S-month 
Arts in Development Studies: 
yonth Diploma Programmes (International 
s and Development; International Law and 
sations for Development); and 
rt postgraduate course in Human Rights. 
taff group conducts research in these areas. and is 
olved in advisory work as well as institution- building 
jects inumany countries. 
























































ponsibilities include: 

research and project/advisory work in at least 
s within public and development 
ration/management and public policy: 

agement duties in the staff group; 

lability to work in other areas of staff group activity. 






























quirements: Applicants should be: 

“Holder of a PhD in a relevant discipline, with a goed 
record of publications, 

Experienced in teaching at (post) graduate level, 
Qualified to contribute broadly within. an institute of 
development and comparative social studies, and 
committed to interdisciplinary teaching and research, 
especially in the fields of public and development 
administration/management and public policy: 

e Prepared to travel and work abroad in connection with 
ISS projects and advisory services, when required: 
Experienced in at least one of the following regions — 
Africa, Asia, the former Soviet bloc, Latin America & the 
Caribbean ~ and preferably well-informed about public 
policy/management issues in Western Europe and/or North 
America. 

































a the Dutch universities, with a maximum of 
per month (scale 11) or f Dfl 8769 gross per: 
respectively, plus an eight percent holi 


Applications, accompanied by a, 
names of three referees should: 
2000, addressed to. Professor J.B, Opsch 
Institute of Social Studies, PO Box 2977 
Haag, The Netherlands. Women as we 
originate from developing countries:ar 
encouraged to apply. Short listed cand 
requested to supply samples of publis 
stage their referees will be contacted. - 


Soe DE ERIN E ER | 
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International Institute of Infonomics 
- Heerlen, The Netherlands 





The International Institute of Infonomics, a recently 
_ established initiative by Maastricht University and the 
local polytechnics, is a multidisciplinary research and 
training institute situated in the south of the 
Netherlands. Infonomics investigates how digitisation 
impacts on individual and collective behaviour. It has 
five research units covering a variety of fields, 
including philosophy, linguistics and law, 
mathematics, informatics and operational research, 
gender and diversity studies, as well as psychology, 
economics and business studies. The director is Luc 
Soete. 


The institute has a number of vacancies open for 
Research Fellows covering a variety of fields. 


e-basics: 
one (senior) research fellow (strategies for human 
skills) 
one research fellow (anthropology/political science) 





e-behaviour: 
two. (senior) research fellows (psycho- 
-sociological/legal effects and organisational skills 
- development, resp.) 


e-organisation: 
one (senior) research fellow (electronic trading) 
one research fellow (Internet-based experimental 
economics) 
¿one (senior) research fellow (information flow in 
supply chains) 


e-society: 
-one (senior) research fellow (law) 
-two research fellows (economics/statistics) 
e-content: 
three (senior) research fellows (media, 
education/governance issues, and media innovation 
and convergence, resp.) 


Full details of all these positions are available on the 
Infonomics website: 


http://www.infonomics.nl 





Applications should be made before 26 June 2000 


L 








Bloomberg 2usiness Epitors 
FINANCIAL MARKETS AND REPORTERS 
COMMODITIES OO 

NEWS 


Bloomberg News seeks business editors and reporters for its English 
language news service in Tokyo. Openings are available on industry 
teams as well as on our spot desk covering a variety of business 
news, ne 





Reporters should have at least two years of experience, preferably in 
business journalism, arid should be fluent in Japarese. ms 


Editors should have at least five years’ experience, including work in” 
financial journalism, or knowledge of companies and financial 
markets. 


We will consider outstanding candidates who have less experience or | 


lack Japanese skills. 
Bloomberg also has openings in other Asian bureeus. 


Bloomberg News is a global electronic news serwce with more than |. 


800 journalists at 75 bureaus. Our news stories are seen on more 
than 135,000 Bloomberg terminals and in 800 newspapers. 
worldwide. : 


interested candidates should send a resume, clips and cover letter to” $ 


Bloomberg L. P. 
Human Resources Department (News) 
Yusen Building 
2-3-2 Marunouchi, Chiyoda-ku 
Tokyo 100-0005 


E-mail: tokhr@bloomberg.co.p 
Visit our homepage at http://www.bloemberg.com 





| X 
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The: World Food Programme (WFP) is the United | 
Nations: front-line agency in the battle against: 
global. hunger. WFP is based in Rome, Italy. Last 
year: WEP provided assistance to about 89 million 
people in 82 countries. 





PUBLIC AFFAIRS OFFICERS, P3, P-4 


The World Food Programme. is seeking dynamic individuals with proven: : 
track-records in international journalism and public information to be located 
in any of WFP offices world-wide. The positions entail developing an 
extensive media network, raising public awareness on WEP activities as well. 
as travelling to crisis areas. Qualifications needed are a university degree or) 
relevant professional experience, at least five to seven years proven 
experience in mainstream media or similar speciality, as well as an excellent 
command of English and.a good: working knowledge of a second UN official 
language, WFP, as part of the United Nations common system, offers 
competitive international salaries, benefits and allowances. : 


Only candidates meeting the essential qualifications. will be considered: : 
Qualified female candidates are particularly encouraged to apply, 
Submit detailed resume (see guidelines for applicants = 
http://www.wfp.org/index.html) (including nationality, date of birth and 
gender) left justified (i.e. no centering), text only (i.¢. no formatting — no 
graphics, no bullets, no lines. etc.) in English quoting RE-2000-P4 by June 
30, 2000 in one of the following ways: 


1. By e-mail to: B-Vacancy@wfp.org, copied to Vacancy @wip.org. The 


resume should be inseried in the message and not sen: as an attachment, of. |’ 





2. Send the original resume (not photocopied) with a cover letter to: Team B, f°” 


HRRS, Room 4B01, World Food Programme, Via Cesare Giulio Viola, 
68/70, Parco de’ Medici, 00148 Rome, Italy. 
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EUROPE 
Technology Editor 


Negotiable salary plus benefits 


Since its launch in 1998, CFO Europe has exceeded all expectations. It 
is written for the new generation of Chief Financial Officers, who are 
forward-thinking strategists. For CFOs seeking insight to changes 
within the finance function, it is required and desired reading. 


Our secret? We've built a great team of top-notch journalists, and now 
there's room to grow, 


Want to set the tone and pace of CFO Europe's technology coverage? 
Can you write crisp, well-crafted copy for top executives whe need to 
stay on top of the latest strategic applications of technology? 


You will have at least five years’ experience as a journalist on a major 
business title and your expertise will cover technology, which you are 
now ready to adapt to a discerning readership. Flair for developing 
exciting feature ideas is essential and fluency in a second European 
language is desirable. 

For more information on CFO publications, visit our website at 
www.cfoeurope.com 

Please send your CV, along with a covering letter explaining why you 
would like to join CFO Europe, to Maya Spiers, Recruitment Department, 
The Economist Group, 15 Regent Street, 
London SW1Y 4LR, or fax: 020 7839 2338. a 
Email: recruitment@economist.com The 
Applications must quote reference 
CPO/TE/0500 and be received no later than 
Monday, June 19th. 


Economist 





THE ECONOMIST GROUP 
































UNITED NATIONS RELIEF AND WORKS AGENCY 
FOR PALESTINE REFUGEES IN THE NEAR EAST 


UNRWA 


UNRWA, the largest United Nations programme in the Middle East, provides education, 
health care, relief assistance and social services to 3.6 million registered Palestine refugees 
in Jordan, Lebanon, the Syrian Arab Republic, the West Bank, and the Gaza Strip. 
UNRWA is seeking to employ a well qualified and experienced 


Head Recruitment Section, P4 
HO/Gaza VN/M/15/2000 


Reporting directly to Chief, Human Resources Division, $ /he is responsible for Agency- 
wide international professional recruitment, local recruitment at HO/Gaza, reviewing 
recruitment recommendations from Field Offices, coordination of internal transfers and 
rotation, He/she also proposes staff development initiatives and oversees the Agency’s 
training programmes. Recruitment work involves job analysis, advertising, assessment of 
candidates through interviews, tests, references, etc. 

Essential Qualifications: University degree in Human Resources Management, Business 
Administration or related field plus at least & years’ professional level experience in 
recruitment, staff development and training in a large governmental, international or 
commercial organization, at least 3 years at managerial level. Excellent spoken and 
written English with very good drafting ability. Desirable Qualifications: Knowledge of 
UN system, knowledge of French & Arabic, work experience in Middle East. 

UNRWA offers an attractive compensation package including gross annual salary 
starting at $75,424 ($ 56,380 net tax free with dependents, $ 52,503 single), post 
adjustment multiplier (currently 17.1%) plus an attractive fringe benefits package. 
{education grant, dependency allowance, home leave, pension fund, health insurance, 6 
weeks annual leave) Initial contract: 1 year, extendable to two, on completion of a one- 
year probationary period. Depending on the performance of the incumbent and the 
continuing need for the post, the contract may be extended beyond the two-year period. 
Gaza is currently a non-family duty station, A spouse may elect to reside in or outside of 
Caza; dependent children are required to reside outside of Gaza. Where the spouse elects 
to reside outside of Gaza, an allowance for maintenance of a second household may be 
payable. Applications (UN Personal History form can be downloaded from UNRWA 
website) can be faxed to. +972-7-677-7694 ar electronically forwarded to: unrwa- 
ahri@unrwa.org. Resumes can also be-sent to Acting/Head, Recruitment Section: 
UNRWA HQ Gaza, via UNRWA: LO, Box 700, A-1400, Vienna, Austria. Please quote ref# 
VN/M/15/2000. The deadline: for receipt of applications is 25 June 2000. For more 
information; please refer to UNRWA website http: wivw.unrwa.org/. 

Only those applicants in whom the Agency has further interest will be contacted. 
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ENPC MBA 


ENPC MBA Paris 
ENPC School of international Management 


Academic Director 


Ecole Nationale des Ponts et Chaussées, School of International 
Management, MBA Programme, Paris, France (http /Avww.enpe.fr/mib} 
is recruiting an educational expert for the position of Academic 
Director. i 


Position: Under the Dean's responsibility and in association with the 
Director of Research and the Programme Co-ordinator, you will be in 
charge of the overall curriculum design, the programme's pedagogy 
(e. innovative learning processes), the Entrepreneurship programme 
and Academic Advising. ENPC MBA offers opportunities for teaching in ; 
Paris and in all our affiliated programmes around the world (UK, 
Morocco, Argentina, India, Japan and China). You should be available 
to start in October 2000, 


Profile: We seek a dynamic, entrepreneurial, innovative, caring team 
player with a strong sense of commitment to academic excellence. The 
successful candidate will be academically qualified (PhD required), 
passess a strong academic reputation, with previous experience in a 
MBA programme as Professor of Entrepreneurship and Manager of 
graduate programmes. Fluent English speaker, as our working language 
is English, and fluent in French too as the position is based in Paris. 


Please submit in both English and French a resume, cover letter 
explaining your values and methods, and two letters of 
recommendation to: 


Ms. Delphine Horvath 
28, rue des Saints Pères 
75007 Paris 


CFO 


EUROPE 
Senior Business Writer 


Negotiable salary plus benefits 





Since its launch in 1998, CFO Europe has exceeded all expectations, It 
is written for the new generation of Chief Financial Officers, who are 
forward-thinking strategists. For CFOs seeking insight to changes 
within the finance function, it is required and desired reading. 

Our secret? We've built a great team of top-notch journalists, and now 
there’s room to grow. This is a challenging opportunity and the 
rewards reflect our desire to.attract the very best, 


Do you want your leaders to be read by leaders? We need a self starter 
who knows. what makes corporate Europe tick, can gain access to 
movers and shakers, and can spot and develop original features. 


With at least five years’ experience on a major business-to-business 
title, you will have sharp interviewing skills and an incisive writing 
style. Fluency in a second Eurepean language and Mac literacy will be 
important, though not essential. 


For more information on CFO publications, visit our website at 
www.cfoeurope.com 


Please send your CV, along with a covering letter explaining why you 

would like to join CFO Europe, to Maya Spiers, Recruitment Department, 

The Economist Group, 15- Regent Street, + 

London SWLY 4LR, or fax: 920 7839 2338; 

Email: recruitment@economist.com fea The | 
onomist § 


quote: reference 
CFO/SBW/0500 and be received ne ‘later than: 


Applications must 


Monday, June 19th. THE ECONOMIST GROUP 
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The U.S. Chamber of Commerce in Washington, DC, seeks an 
ECONOMIST Economist to provide analysis of micro- and macro-economic 
issues ‘of interest to the Chamber. 
Responsibilities include tracking and ‘maintaining access of government economic, 
budget and tax data, producing reports; preparing briefing materials; and occasionally 
speaking before various groups. This position requires 2 years related experience in 
analysis and report writing: (graduate research work may be substituted); strong verbal 
and written communication skills; working knowledge of Microsoft Office and PC-based 
macros; proficiency in Internet research; and knowledge of economic data from federal 
sources. Masters degree with emphasis in economies required; Ph.D. preferred. 
Applicants must be legally authorized to work in the United States, No relocation. 
Please email resume to hr@ aschamber.com or fax to 202-463-5328. 
For more information; please visit our website: www.uschamber.com 


The U.S: Chamber mmewe is nota government agency. EOE 


N OFERTA DE EMPLEO PARA UN 
gy MACRO-ECONOMISTA 


A Contratar Inmediatamente 


Louis Berger S.A., una consultoria internacional, busca un 
experto en macroeconomia para un contrato de un ano en Africa 
sobre le desarollo de politicas y estrategias economicas, Se tratara 
de la implementacion de un dispositivo de planificacion y de 
-administracion provisional para proveer una reparticion de los 
presupuestos sectoriales. El experto tendra que hablar el castellano 
y tener una experiencia de 3 anos minimo en Africa. 
El conocimiento del idioma francés es una ventaja. 
_ > Envie su carta y CV a la dirección siguiente : Responsable des 
‘Ressources Humaines - Louis Berger S.A. - 55 bis quai de Grenelle 
75015 Paris (France) - e-mail : Ibpariscv@louisberger.com 
tel. : (33) 1 45 78 3939 fax : (33) 1 45 77 74 69 


Director, Carnegie Moscow Center 
Located in Moscow 


Carnegie Endowment for International Peace is seeking a Director of its 
Carnegie Moscow Center, one of the most respected independent think tanks 
in Russia. Director will provide intellectual and administrative leadership for 
the Center which has a staff of 35 Russians, including 9 senior researchers, 
an-annual budget of more than $2 million, and an active program of research, 
meetings and publications, and will act as principal liaison between the 
Center and the Carnegie Endowment in Washington. Director will also 
-monitor and write on developments in the former Soviet Union. 


Ideal candidate will have significant experience managing a policy program, a 
Ph.D. or other advanced degree with specialization in Russian/Eurasian 
affairs, fluency in Russian and on-the-ground experience in Russia. 


Prospective start date: January 2001. Salary depending on experience, 
Generous benefits. Outstanding work environment. 


Send resume to: 
Search Committee, Carnegie Endowment, 1779 Massachusetts Avenue, 
NW, Washington, DC 20086 or FAX to (202) 939-2392, EOE 


BUSINESS 





| Teamleader, Health Economist 
or Public Health expert (from EU- 
member countries only) for a health sector 
developemnt project in S.B. - Asia (3 years). 
Please apply to: 
SANIPLAN GmbH, 
Homburger Landstr, 838, 
60437 Frankfurt / Main, Germany 
Fax: +49-69-95082199 
E-mail: frankfurt@saniplan.de 


BUSINESS & PERSONAL 


Financing Worldwide from $10 mill. 
To $5 bill. & up. 
Acquisitions Mortgage Corporation 
215-343-9180, Fax 215-343-5969 
3146 Bristol Rd. Warrington, 
PA, USA 18976 








DELAWARE (USA) 
CORPORATIONS 


paciclists in setting up Deleware Corporations. & e, Ascratt, 
Boat & Shelf Corporations. Col or write fox our PREE KIT! 
We provide confidential 


quality service for a 
250 Miia St i ee 
Stinet, Suite S511 Sheweside Rd, #OSEC © Wintington DE USA 19810 
si CE ae ee RATTAN © OUTCATe AREA Io 
Emails ined akeanads con rakoan son Emak opakog om + bntornet: g/; ji 'dakogcom 
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TENDERS 














































Republic of Bolivia 


At Tender 





RIN/QOS/001/2000 





The Government of Bolivia, by law. through its Nazional Adentificati 
Registry put at tender, hereby, the provision, implementation and operatio 
an Identification System (System) and 3.51 million Identification Cards (Car 
for citizens living in urban and rural areas, S 





This high priority project, intended for international specialized companies, © 
will permit the Government of Bolivia to modernize its identification. | 
procedures in order to distribute, to legal beneficiaries through private Pension | 
Funds, shares of privatized companies and yearly pensicns. Benefits will be: 
distributed only to citizens holding the new Card. 


The System should have enough initial capacity to host 4.5 million records. 
Each one of them with a picture, signature, fingerprints, and demographic 
information in text. Moreover, the system should incorporate the use of 9 
automated fingerprint identification System (AFIS) technology and follow. < 
international standards in terms of record uniqueness, access security, speed of ` 

process, and general reliability. 


Terms of reference will be available starting on May.29th through July istara : 
cost of five thousand US dollars. Farther instructions will be given upon’ |) 
reception of a letter of intent at NIR’s Information and Support Center at: 


Telephone & Fax Number: + 599 242 2456 
E Mail Address: Licitación @rin.gov.bo 
Proposals will be received 

until July 26th in La Paz, Bolivia. 





S REGISTRO DE 
DENT ICACION 
na NACIONAL 





















OPPORTUNITIES 























PREQUALIFICATION 







EU-China Technical and Commercial _ 
Cooperation within the Dairy and Food | 
Processing Sector (ALA/CHN/95/17) 









On behalf of the European Commission, Danagro A/S 
(Denmark) and RAMBOLL (Denmark) invite expression of 
interest for the following course from service providers 
in the EU: 











Tender no. HRD-4: Dairy Farm Management and Production 
Course, Dates : 5 February 2001 to 16 March 2001, 






The course is for 28 Chinese participants. The place for 
delivery of the course will be Europe. The deadline for 
expression of interest will be 10 July 2000. 

















A prequalification note is available from RAMBOLL, Art. 
Jorgen Delman/Victoria Misheriakova, Teknikerbyen 31, 
2830 Virum. Denmark, Tel: +45 45988300; Fax: +45 
45988510; E-mail: jed@ramboll.dk; vim@ramboll.dk 

















YA 
FEDERAL REPUBLIC OF NIGERIA 
HOSPITAL MANAGEMENT CONTRACT 


INVITATION FOR EXPRESSIONS OF INTEREST 
AND PRE-QUALIFICATION STATEMENTS 


The Federal Republic of Nigeria (the “Government”) hereby invites qualified International Hospital Management Companies and 
voluntarily formed joint ventures to submit “Expression of interest and Pre-qualification Statements” to participate in an International 
competitive bidding for the comprehensive management of the National Hospital, Abuja to International Standards in specialised 
Health Care, Health Care Personnel Recruitment and Training and Hospital Equipments Maintenance. 








2. The National Hospital is a 200-bed multimillion-dollar International Standard Hospital with state-of-the-art clinical diagnostic 
facilities situated in the Federal Capital City, Abuja, Nigeria. The second phase of its development will achieve 500 beds capacity. It is 
designed to be a Medical Centre of excellence to offer multi-disciplinary World Class Medical Services to all residents of the Federal 
Capital, Abuja as well as advanced specialist services to all hospitals in Nigeria and the ECOWAS sub-region, the diplomatic 
community and other foreigners. It will also serve as a prototype hospital for Nigeria for healthcare facilities management and capacity 
development. 


3, The Hospital Complex comprises the following units: Ward Cluster (200 in-patient beds) Emergencies, Multi clinics, Miscellaneous 
Clinics, Dialysis, Maternity, Theatres, Intensive Care Unit, Isolation, Oncology, Blood Bank, Medical Laboratories, Physiotherapy, 
Radio-diagnostic, Radiotherapy, MRI, Administration, CSSU, Stores, Catering, Laundry, Mortuary, Biomedical Workshep and 
Maintenance, Powerhouse etc. It was built by an international Construction Company, Julius Berger Ple, (Bilfinger & Berger of Germany} 
and equipped by Phillips Projects BV of Netherlands. 


4. To participate, interested Hospital Management Companies or joint Ventures with proven skill to offer qualitative world standard 
medical services are required to submit an “Expression of interest and Pre-qualification Statement”. For a Company or joint Venture to 
be considered for the list of qualified bidders, its “Expression of interest and Pre-qualification Statement” must contain the following 
information in sufficient details to enable the Technical Committee of Experts to assess the Company’s or Joint Venture’s ability to run 
the Hospital: 





G} Experience in Hospital Management in the past five years in a similar environment like Abuja, Nigeria and/or other places. 
(ii) Financial Statements of the Company or Joint Venture for the past 5 years. 
ii) Details of key officers of the Company or Joint Venture. 


liv) Name, address, telephone and facsimile numbers of the Company's contact person to whom all correspondence will be. directed in 
relation to the Hospital Management Contract EOI to selection. 


(v) Any other information that would enhance the company’s profile for qualification. 





5. Three copies of the Company’s or Joint Venture’s “Expression of interest and Pre-qualification Statement,” signed and certified by 
an officer of the Company or joint Venture Partners, shall be submitted in sealed envelopes, delivered to the address below on or before 
45 days from the date of the advert and clearly marked “EO! For Hospital Management Contract”. 





The Secretary, Technical Committee of Experts, Office of the Secretary to the Govt. of the Federation, Room 1 B 6.30, wing B 
6th Floor, Phase 1, Federal Secretariat Complex, Shehu Shagari Way, Abuja, Nigeria. 
Ref. No.: 99822/5.1 
Fax./Tel.: 234-9-5233905 
Email: tce_nhwe@hotmail.com 





6. The government will notify in writing the contact person of each Company or joint Venture submitting an “Expression of interest 
and Pre-qualification Statement,” of the names of the Companies or Joint Ventures on the list of Qualified Bidders and will advise the 
contract person of each such Qualified Bidder when the Request for Proposals (“RFP”) will be available for purchase from the above 
Secretariat. The RFP fee is US$1, 000 = (US Dollar One thousand only). 


Bids will be received only from qualified bidders that purchase the RFP. The RFP will identify the manageria and technical 
requirements for the services required by the Hospital. ae 





7, The Federal Government of Nigeria reserves the right to accept or reject late applications. 











116 O° OTRE ECONOMIST JUNE 16TH 2600 








Democratic and Popular Republic of Aigeria 
Telecommunications and Postal Sector Reform Project 


CONSULTING SERVICES 


Expressions of Interest. i 
This. request for expressions of interest follows the general procurement notice for this project which appeared in Development Business No, 535 of May 31 
| ‘The Government of Algeria has applied for a credit from the International Bank for Reconstruction and Development (IBRD), and intends to apply part of 
| proceeds of this credit to payments under the contract for an International Consultants to Restructure the Ministry of Posts and Telecommunications. uy 


“This component will finance a consultancy to assist the Government with the separation of the telecommunications and postal operations from MPT i 
(i) procedures for accounting and budget during the transition period; (ii) inventories of assets and liabilities: (ii) valuation of assets and allocation betw 
two entities (telecommunications and post): (iv) organizational structure for each entity with staff allocation, personnel statute and operational policies; 

documentation for the separation and establishment of the entities; (vi) financial arrangements between entities; (vii) opening balance sheets for the n 

and telecommunications entities: (viii) develop a business strategy and commercial plan for the new ‘telecommunications entity; and (ix) establish 


monitor sector competition and technology trends. Consultant services are expected to be provided from Septeraber 2000 to July 2001: ea ee 

The international consortium should have a strong expertise in the telecommunications sector in the following areas: (i) Audit and Accounting and (ii) Enterpr 
restructuring (legal, financial and organizational aspects. i Bowel 
The Ministry of Posts and Telecommunications now invites eligible consultants to indicate their interest in providing the services, Interested consultants must. 
provide information indicating that they are qualified to perform the services (brochures, description of similar assignments, experience in similar assignment 
availability of appropriate skills among staff, etc). Consultants may associate to enhance their qualifications. E 

A consultant will be selected in accordance with the procedures set out in the World Bank’s Guidelines: Selection and Employment of Consultants by World Bank 
Borrowers, January 1997 (revised September.1997 and January 1999), 


Interested consultants may obtain further information at the address below. 
Expressions of interest must be delivered to the address below by July 1, 2000. 


Unité de Coordination et de Suivi du Projet 
des Télécommunications et de la Poste 
Ministère des Postes et Tdécommunications 
4, Bd Krim Belkacem, Alger, Algérie 
Tel: +213 2 73 17 69 
Fax: +213 2 71 28 87 


Democratic and Popular Republic of Algeria 
Telecommunications and Postal Sector Reform Project 


CONSULTING SERVICES 


` Expressions of Interest 


This request for expressions of interest follows the general procurement notice for this project which appeared in Development Business No. 535 of | 
May 31, 2000. : 


|. The Government of Algeria has applied for a credit from the International Bank for Reconstruction and Development (IBRD), and intends to apply part 
of the proceeds of this credit to payments under the contract for an International Consortium to Establish the regulatory framework and prepare draft’ 
licenses for operators and service providers. 


The services include: (i) the establishment of the regulatory framework (drafting new decrees: interconnection regime; tariffs regime; national: 
frequency management plan; universal service policy; Class license/authorization/declaration); and (ii) the set-up and design of the Regulatory 
Authority. Consultant services are expected to be provided from September 2000 to December 2001. 


| The international consortium should be composed by: (i) a Telecommunications Legal firm; (ii) a specialized firm in regulatory aspects in the Telecom 
“sector: (iii) a specialized firm for setting-up frequency management systems. 


The Ministry of Posts and Telecommunications now invites eligible consultants to indicate their interest in providing the services, Interested 
consultants must provide information indicating that they are qualified to perform the services (brochures, description of similar assignments, 
experience in similar assignments, availability of appropriate skills among staff, etc). Consultants may associate to enhance their qualifications. 


A consultant will be selected in accordance with the procedures set out in the World Bank’s Guidelines: Selection and Emplaymen: of Consultants by 
World Bank Borrowers, January 1997 (revised September 1997 and January 1999). 


Interested consultants may obtain further information at the address below. 
Expressions of interest must be delivered to the address below by July 1, 2000. 


Unité de Coordination et de Suivi du Projet 
des Télécommunications et de la Poste 
Ministère des Postes et Télécommunications 
4, Bd Krim Belkacem, Alger, Algérie 
Tel: +213 2 73 17 69 
Fax: +213 2 71 28 87 
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The ultimate authority on the world’s best hotels 
hideawayreport.com 


NEW AUTHORS 


PUBLISH YOUR WORK 


ALL SUBJECTS CONSIDERED 
WRITE OR SEND YOUR MANUSCRIPT TO: 
MINERVA PRESS 
915 ~ 377 REGENT ST LONDON WIR 7YB UK 
wew minerva-press.co.uk 





2ND PASSPORTS, DRIVER’S 
LICENCES, DEGREES, BANK 
ACs, CAMOUFLAGE PASSPORTS. 
GMC 
Fax #3120-524 1407 
Email: 100413, 3245 dicompuserve.com 
https//www.global-money.com 


A 






















OFFSHORE 


Lowest Apnua Fees 
Peay Made Companies 
Bank Jotroductions 
450 Nominee Services 
Otshore Credit Carde 


COMPANY & 
TRUST SERVICES 


GEA ES 


Hai: COn COMOD CON 
fa Floor, Morley 


Chesterfielg 
Group 





TENDERS 





HM TREASURY 


PARLIAMENT STREET 
LONDON SWiP JAG 


EVIDENCE - BASED POLICY FUND 





The Treasury has established a fund to further the Government's 
commitment to policy-making based on 

evidence, The fund will operate in tranches. We are 
proposing that the first tranche of the fund finances 
analytical research pertinent to the following themes: 












“reducing child poverty and local 
deprivation: the role of mainstream 
public services”, 

+ “raising national productivity: the 
contribution of public services and other 
policies", 

* “development in rural areas: reconciling 

welfare and environmental objectives”. 
















Preference will be given to proposals that span conventional 
Departmental boundaries. The focus should be on 
conceptual and/or empirical modelling of current or 
altemative policies dedicated towards achieving the 
government's objectives in the area chosen. Academics should 
contact the relevant Departments and agree the research pro- 
gramme with them. The Core Economics Team, HM Treasury, 
will assist academies and researchers in providing Departmental 
contacts, should they be required, The first deadline far the 
submission of expressions of interest by Departments for ana- 
lytical research in the areas proposed for the first tranche will 
be July 6th. 


u8 


+c CANADA A IMMIGRATION w 


spec jalists for skilled tay businessmen and investors. 


OIC CONFRATERNITY CANADA LTD, 
823-409 GRANVILLE ST. VANCOUVER, BC, CANADA, V6C 1T2 
TEL: (604) 669 0389 FAX: (604) 669 3905 
INTERNET www.oiccanada.com E-MAIL~passport@infoserve net 


Ministry of the Treasury 


vest in Poland ` 


Privatisation of small to um enterprises 


anced from the European Union f 


CE E E E E e o 


ROR OUR 110 PAGE COLOUR BROCHURE CONTAC 
Forster (Director) 


ALL MAJOR 
CREDIT CARDS 
ACCEPTED 


Grosvenor Court, Tower $ 
isle of Man, Great Britain, 
TEL: +44 1624 815544 

X: 444 1624 877080 


E-mail economist@ocra.com 
— Www .ocra. com - 


1509002 94 Certificated + A member of the Estate and General Group established in 1935 


#*LONDON'A 


E Quality serviced apartments offering best valje a 

Jonmoney. Our apartments off Ral savings 

| pared to hotels. Fully serviced, private | 
ba m, kitchen, TV, telephone, central 

heating, elevator. 

a Centrally located in Kensington area a 





BUSINESSES 
FOR SALE 


oesnsynccminiienoinnnentivnunannatoiine 























CISCO Partner WAN Integrator 
11 year old Santa Barbara, CA System 
Integrator of WANs, agents for Pacific 
Bell, Sprint, Level (3) looking to be 
acquired by a larger CISCO partner or 
equivalent, 
info@ powercom.com 

http://evew, powercom.com 


B Tourist Board Approved W 
Ashburn Garden Apartments 

ad 3 Ashburn Gardens a 

N Seuth Kensington, London SW7 4DG, UK 


www.ashburngardens.co,uk 
M = info@ashburngardens.co.uk W 


Tel: ++44 207 370 2663 
LS Fax: ++44 207 370 6743 
EENS ERE 
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“BUSINESS & PERSONAL 


Companies world - wide 


Formation and administration of 
companies, opening of bank accotints 
tel fax/mail forwarding service 





ITED KINGDOM 
< Head Office - 


LAVECO Ltd 








Fax: $44-1481-832-116 
HUNGARY 
Tels #36-1-217-96-81 
Fax: 436-1-217-44-14 
E-mail: hungary@laveco.com 








ROMANIA 
Tel: +40-92-326-329 
Fax: +40-92-1 54-605 
E-mail: romania@laveco.com 





CYPRUS 
Tel: +357-4-636-919 
Fax: +357-4-636-920 
E-mail: cy veco.com 


Clos de Saignie, Sark, 
4 United Kingdom, GY9 QSF 
Raymond Terry Gibson 
Tel: +44-1481-832-542 
E-mail: sark@laveco.com 











Website: www.laveco.com 








U.S. Bank Account 
Opening Service 
CALL ANYTIME Tel: 1.800.423.2993 
{toli free) or +302,996.5819 
Fax: 1,800.423,0423 (USA/Canada only) 
or Fax: +302.996.5818 
E-mail: inc_info@delbusinc.com 
internet: http://www.delbusinc.com 
Delaware Business Incorporators, Inc. 


CUT THE COST OF YOUR 
STAY IN LONDON 
Comfortable self-contained serviced studio flats 
in Knightsbridge near Harrods, fully equipped 
kitchen-dinette, bathroom, phone, satellite T.V., 
central heating, elevator, maid service, resident 
manager. Suit 1-2 parsons, Brochure by Air-Mait: 
Knightsbridge Service Apartments 
45 Ennismore Gardens, London SW7 1AQ. 
TEL: 020 7584 4123, Fax: 020 7584 9058. 
info@ksflats.demon.co.uk 
www. ksflats.demon.co.uk 


HANDWRITING ANALYSIS 


Questioned document examination 
and aptitude/character assessment 
for recruitment puposes. 
Phillippa Lavell Fae 
9 Village Close, London NW3 SAH 
Tel:+44 020 7794 6060 Fax:+44 020 7431 4699 

E.mail: scribe@netcomuk.co.uk 

www, handwriting-expert.com 





International Calls Cost Up To 
New World. 


85% Less In tl 


aj 


” fyou re looking for the finest international phonerates and service, 
look no further than New World Telecommunications. Because we 
save you up to 85% on all international calls, 


To the U.S. and U.K. 


ute 


As a true callback innovator New World 
provides state-of-the-artwoice communica 
tions and the lowest possible rates for all 
international calls originating outside the’ 
United States through callback. 


Now you can call anywhere in the world 


at amazingly low rates. Perfect for home, = 
office, hotel, fax, or cellular phones. Call 
today and be calling g.obally at 85% less 
the day after tomorrow! 


Call Today! 1-201-287-8408 


NewWorld 


telecommunications 


¢ 


1402 Teaneck Road, Seite 114 
‘Teaneck, New Jersey, USA 07666 
Fax: 1-201-287-8428 
econamist@newworldtle.com 
www,.newworldtele.com 


© 2000 New World Telecommunications, New World is a trsdequark of New World Telecormmunications, All rights axerved. 





o OWNED BY LAWYERS AND ACCOUNTANTS e CONFIDENTIALITY GUARANTEED e BANK INTRODUCTIONS 


The SCF Group, est. in 1989 provides full ranges of offshore services at what we believe are the 
most comprehensive rates currently available by a licensed professional firm 


+ for OFFSHORE COMPANIES @ the best prices contact us today} 
‘ i o LONDON: a For immediate, friendly advice, please contact: ae 
enon aus Ne” LONDON: Janson Lotery B Se (Hons) DUBLIN: Pater Murphy B Comm (Hons) 

niece Tek +44 (@) 20 7352 2274 Tel: +353 (B) 1 662 1388 


27-29 Lower EE ke St. Fax: +44 (8) 20 7795 0016 Fax: +353 {0} 1 662 1554 
Dublin 2, ireland. E-maik Janson@scigroup.com E-mail. prurphy@setintliolie 








Oo ME: a ; - : = 
Innovative and cost-effective solutions to protect your assets and minimise your tax. The Sovereign Group is a professional global practice of 
leading tax specialists, operating in 17 jurisdictions worldwide for over 10 years. For complimentary copies of our guides to international tax planning 
and trustee services, please contact your most convenient Sovereign office. Alternatively call for expert practical advice free of obligation or charge. 


GIBRALTAR: Diane Dentith HONG KONG: Stuart Stobie T.C.: Paul Winder USA: Bal Andrews 
Tel: +350 76173 Tel: +852 2542 1177 Tel: +1 649 946 5056/7 : +A 800 813 6381 
350 70158 Fax: +852 2545 0550 +1649 946 5052 4 800 813 6382 
Jsovereigngroup.com hk @sovereigngroup.com overeigngroup.com vereigngroup.com 


U.K. Simon Denton 
+44 (O)207 479 7070 
+64 (0)207 439 4436 


(€| OFFSHORE COMPANIES TRUSTS FOUNDATIONS 


Since 1977 The ICSL organisation has specialized in the establishment and administration of Offshore Companies, Trusts, 
Foundations and other structures with emphasis on Tax Mitigation, Asset Protection and Privacy. We also arrange no 
tax/low tax residency and alternative citizenship and passport. For information or an initial consultation without obligation 
please contact your most convenient ICSL office. Our corporate aim: to provide Quality Service at Reasonable Cost. 

ISLE OF MAN - PETER HARRISON IBERIA - ROD RAMSDEN LLB LLM IRELAND - EILISH MURPHY 


International Company Services Limited ICSL Iberia Limited International Company Services (Ireland) Ltd 
Tel: +44 1624 801801 Fax: +44 1624 801800 Tel: +351 21 314 2030 Fax: +351 213142031 Tel: +353 16618490 Fax: +353 1 661 8493 


Email: iom@ICSL.com 


UK - PEYMAN ZIA 


International Company Services (UK) Ltd 
Tel: +44 20 7493 4244 Fax: +44 20 7491 0605 


Email: uk@ICSL.com 
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Email: por@ICSL.com 


USA - JERRY BAKERJIAN BBA 
International Company Services (USA) Inc 
Tel: +1 954 943 1498 Fax: +1954 943 1499 Tel: +598 29021165 Fax: +598 2 902 1191 


Email: usa@ICSL.com 


Email: ire@ICSL.com 


Email: uy@ICSL.com 


URUGUAY - DR. CARLOS QUERALTO 


International Company Services S.A. 


www.ICS 
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OUTPUT, DEMAND AND JOBS American unemployment increased to 4.1% in May; the rate 
in the euro area slipped to 9.2% in April. Britain’s industrial production grew by 0.9% in April, 
leaving it 2.2% higher than a year earlier—its fastest rate of increase since July 1997. Retail sales in 
the euro area fell by 0.3% in the 12 months to March, their first fall for four years. 
% change at annual rate The Economist poll industrial Retail sales Unemployment 
GDP GDP forecasts production {volume) % rate 
3mthst tyear 2000 2001 3mthst 1 year 1 year latest year ago 
Australia +40 +4394 +41 + 36 ha +39 90 +4904 67 My 74 
Austria +37 +38 06 +30 + 28 na +12.1 Feb" + 4,3 Jan 3.8 Apr 45 
Belgium +45 +45 4 +96 + 31 ona +56 Mat +135 feb 10.1 May” 11.0 
Britain +22 +310 +30 +26 ~ 06 +22 Apr + 45 Ap 5.8 Ma? 6.2 
Canada 349 +4901 +43 +32 #+54 +62 Ma +24 fb  68Ap 8.2 
Denmark +23 +2004 +21 + 23 na + 2.7 Mat + 1.8 Feb 5.3 Mar 5.9 
France +28 +3391 +36 +33 +10 +44 Ma + 24 Ma 98 apr 113 
Germany +27 +330) +28 +28 +31 + 38 Mar 7 8.9 Mat 9.3 May* 10.2 
Italy S17 421046 +27 +27 +18 437 Ma ~ 28 Ma 112 Jan 117 
| Japan -~ 55 mi a +15 + 19 +36 +65 Ap - 2.9 Mar 4.8 Apr 4.8 
| Netherlands +24 +42 Q1 +39 +34 +11 + 5.1 Apr + 0.5 Jan 2.8 ApS 34 
Spain +40 +4004 +41 +36 +85 + 9.9 Mar na 149 Mar 16.6 
Sweden +34 +34 04 +42 + 36 na + 6.9 Mar + 7.9 Mar 4.7 Ape 53 
Switzerland +40 +34 Q1 +27 +24 na + 8.2 Qar + 1,4 Apr 2.1 Ape 2.9 
+54 450 Q) +50 + 3.2 + 6.7 +61 Apr + 77 Apr 4.1 May 4.2 
Euro-11 437 4310 434 +31 +41 +50 Max -03 Ma 9.2 Ap 10.1 





*Not seasonally adjusted. T Average of latest 3 months compared with average of previous 3 months, at annual rate. Hanlar, daiman count rate 3.9% 


in April. § Feb-Apr, 








PRICES AND WAGES American workers received a 3.5% pay rise in the 12 months to May, a 
real rise of 0.5%. In the 12 months to March, German wages increased by 1.8%, a real pay cut of 
0.1%, while Canadian wages rose by 4.0%, a real increase of 1.0%. Austrian producer-price infla- 










































































@ ECONOMIC FORECASTS Each month 
The Economist surveys a group of econ- 
omic forecasters and calculates the average 
of their predictions for economic growth, 
inflation and current-account balances for 
1§ countries and the euroarea. The table also 
shows the highest and lowest forecasts of 
growth. The previous month’s forecasts, 
where different, are shown in brackets. This 
month our panel has become more pessi- 
mistic about inflation, especially in Austra- 
lia, where it now expects prices to rise by 
4.2% this year. Our forecasters have raised 
their projections for inflation slightly in 
eight other countries and in the euro area, 
and trimmed their estimate in only one. The 
average forecast for American inflation has 
risen by half a percentage point since the 






tion edged up in May to2.7%. 
% change at annual rate The Economist poll 

Consumer prices* consumer prices forecast Producer prices* Wages/earnings 

3mthst 1year 2000 2001 3 mths? 1 year 3mths? 1year 
Australia +36 +28 1 +42 + 3.6 +74 + 56 m +60 +28 Qi 
Austria +35 + 19 Ap +16 +14 +53 + 2.7 May + 46 + 2.1 Mart 
Belgium +37 + 22 May +18 +215 +86 +79 Ma +29 + 34 %4 
Britain +44 +30 Ap + 24 + 2A + 36 2.2 Apr +81 + 5.3 Mar 
Canada +36 + 2.1 Apr +24 + 2.2 +72 + 5.6 Ape +90 + 49 Mar 
Denmark +44 + 3.1 Ap +26 +23 +76 +57 4 +39 +41 QA 
France +24 +13 Apr +42 4+ 11 +109 +39 apt + 36 +34 Q4 
Germany +22 +15 May +16 +14 +91 + 48 Apr na + LB Mar 
italy +30 +25 May +22 +18 +70 + 83 Ap +10 + 21 Age 
Japan -08 ~ 08am 702 + 01 +21 ~ 64 ap ma + 23 Aart 
Netherlands + 42 +21 Apr +20 +24 4111 +75 Ap +2i + 2.6 Aor 
Spain +37 +29 Apr +27 +23 +82 +57 Ape + 28 + 24 6 
Sweden nat V1 arm tiA +20 +23 +233 Ap +45 + 3.0 Ma" 
Switzerland +10 +16 May +l + 14 + 410+ 28 Apr na + 0.7 1998 
United States +49 + 3.0 Apr +31 +26 +68 +3 +40 + 3.5 May 
Euro-11 +35 + 1.9 Apr +18 + 16 +76 + + 2.0 + 2.4 gat 








COMMODITY PRICE INDEX 
i Oil prices have yo-yoed because 
of conflicting signals from Saudi Arabia. Itis 
notclear whether opec, excluding Iraq, will 
fulfil its informal pact to raise output by 
500,000 barrels a day when the 20-day aver- 
age price of a basket of seven crudes reaches 
$28 a barrel. Tight oi! supplies in America 
have pushed crude prices to within a whis- 
ker of this limit, and have lifted domestic 
petrol prices to record levels. America’s En- 
ergy Information Administration reckons 
that opec’s output, without Iraq, will reach 
25.2m b/d in the second quarter. Iraq's out- 
put has been at a post-Gulf war high, and it 
expects to raise production to 3.3m b/d by 
theend of the year. The era thinks that, with 
further rises in output, particularly in non- 
opEc countries, world oil stocks will rise by 
o.2mb/d this year. They will nonetheless re- 
main perilously low. 
























































19952100 % change on 
May 30th junéth* one one 
month. year 
Dollar index : 
All items 74.0 73.8 ~ 09 + 42 
Food 73.0 728 =- 05 + 13 
industrials 
All 75.4 75.4 - 14 +83 
Nfat 73.0 NO ~ 10 -AZ 
Metais 775 77.7 ~ 18 +205 
Sterling index 
All items 78.0 76.3 ~ O4 + 96 
Food 79 753 +00 +65 
industrials 795 777 OF +13 
Euro index Te 
All items 104.4 191.2 - 68 +133 
food 102.9 38 - 64 +101 
industrials 106.4 1030 ~- 72 +177 
Yen index Ko 
All iterns 83.7 82.7 - 49 - BO 
Food 82.5 B16 - 43 ~106 
industrials 85.3 B42 Be 44 
Gold 
$ per oz 273.25 288,75 + 41 + 10.0. 
Crude oil North Sea Brent 


$ per barrel 29.21 28.89 
* Provisional. 7 Non-food agricultirals. 





















































end of last year; itis now 3.1%. 
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MONEY AND INTE RATES American bond prices rallied this week as evidence of a | W SILVER The world supply of silver surged 
slowdown in the economy led traders to believe that the Fed would raise interest rates by less | in 1999 to 888m ounces, up by 6% from a 
than they had expected. The yield on 30-year Treasuries declined to 5.89%. year earlier. Mine production actually fell in 

Money supply*. Interest rates % p.a. (Jun 7th 2000) 1999, for the first time in five years. But this 


% rise on year. ago oyver- 3-mth money market banks 2-year _ 10year gov't corporate | Was more than offset by heavy selling from 
` narrow. broad night latest year ago prime gov't bonds latest? year ago bonds the Chinese government's holdings. Thein- 






































































































































Australia +88 +77 Apm 6.10. 617 492 900 590 612 619 750 creased supply was absorbed by higher de- 
rng Ee te ee ee E E 554827 | mand from industry, particularly electron- 
alten +20. +8: if k f $ f 3 à ; ‘ Poe $ i 
Denmark na 0.9 Ap 4.05 477 313 675 5.63 556 4.66 7.45 ics firms. Demand for silver ee 
japan 4129 429 Ap 001 003 0.03 138 0.58 i7i 153. 239 also increased strongly. However, the aver- 
Sweden +84 +99 ax 375 393 297 495 493 500. 473 S62 age price of silver fell by 6% during the year, 

Switzerland  ~13 ~1.8 Ap 2.71 3,11 1.03 4.88 3.55 na 2.63 4.80 to $5.22 an ounce. 
United States +07 +83 Ap 647 6.58 4.89 9.50 6.50 6.12 5.86 7.65 
Euro-11 411.4 +65 Ap 4.05 4.65 2.60 4,70 4.72 505 420 6.03 
tFrance 5.21, Germany 5.05, Italy:5.46, Benchmarks: Japan No.220 1.72, US 30-year 5.89. +Germany for prime and bonds. 
*Narrow: MY except Britain MO, broad: M2 or M3 except Britain M4.Sources: Commerzbank, Den Danske, J.P. Morgan, Royal Bank of Canada, Svenska Warld supply 
Handelsbanken, Warburg Dillon Read, WEFA Group, Westpac, Prifnark Datastream Rates cannot be construed as banks’ offers. OUNCES, M eeoa 900 
STOCKMARKETS Technology shares bounced back, with the Nasdaq climbing by 12.9%.The 
Dow Jones Industrial Average rose by 2.8%, helped by the easing of interest-rate worries. The 
Nikkei 225 gained 5.0%; London rose by 2.3%. 
Market indices % change on 
a OOO one one record Bec 31st 1999 
Jun 7th high low week year high inlocal in$ 
currency terms 
3,070.8 3,274.1 2,920.0 + 1.0 + 29 ~ 6.2 ~ 26 ~12.2 NEE Se NENES SINES: Peewee WS MEES ANE LAT E 
1,4613 1,236.) 1,0294 + 27 -40 -3i - 30 ~ 74 1990-91 92 93 94.95 96 97 98 99 
2,898.8 33404 25322 + 17 ~- 96 -213 -132 -172 
6,503.8 69302 59946 +23 +08 - 62 - 62 -116 ; 
9,557.7 10,0527 81142 + 33 +373 - 49 +136 «+115 oop prosueing countries, 1999 
Denmark (Copenhagen SE) 883.5 8966 755.4 nl 437.1 - 18 +140 + 86 20 4 6 s 
France (SBF 250) 4101.4 42179 35128 + 13 +442 - 28 +4 76 4 27 
_ Germany (Xetra DAX) 7,293.0 8,0650 64749 + 26 +388 - 96 + 48 + O1 
-italy (8C) 1,987.6 2,182.3 16664 + 08 +276 - 89 + 94 + 44 
Japan (Nikkei 225) 17,145.0 20,8332 16,0081 +50 +31 -559 - 95 -118 
(Topix) 1,588.5 1,754.8 1,504.9 +43 +183 -449 - 78 -101 
Netherlands (EOE) 6666 6879 6124 +17 #24172 -31 +- OF ~ 52 
Spain (Madrid SE) 985.9 11462 9521 + 02 .4 88 -i40 #i- 23 - 67 
Sweden (Affarsvariden Gen) 6,234.0 6,960.6 5,176.3 + 19 +621 -404 4133 4113 
Switzerland (Swiss Market) 7,7979 79383 67814 +06 +84 #- 73 + 30 + 05 
United States (DJIA) 10,8129 11,7230 97960 +28 +11 -78 - 60 - 60 
(S&P 500) 14714 15275 13334 +36 #+116 - 37 +0) + 01 
(Nasdaq Comp) 3,839.3 5.0486 31646 +129 +524 -240 -57 ~ 57 
Europe (FTSE Eurotop 300)* 1616.9 16680 14725 + 13 +20 #- 317 + 2} - 25 
Euro-11 (FTSE Ebloc 100)* 1,474.7 1,508.7 12777 + 18 +376 #- 23 +65 + 17 
World (MSCI) 1,391.9 1,4488 13004 +39 +143 - 39 pa 2.0 
World bond market (Salomon): 436.5 4400 448 + 23 414 I5] va Od 























3 eure terns. tMorgan Stanley Capital International index includes individual markets listed above plus eight others, in dollar terms. 


Salomon Smith Barney World Government Bord index, total return, in dollar terms. 4 





TRADE, EXCHANGE RATES AND BUDGETS Thedollar continued to weaken in the face of mounting evidence that the American economy 
is slowing. In trade-weighted terms it lost 2.2% during the week. The euro rose by 1.4%; the yen gained c.7%. In the year to the first quarter, Austra- 
lia’s current-account deficit narrowed slightly to $22.2 billion; the Dutch surplus widened a little to $23.6 billion. 










































































Trade balance*, $bn Current account Exchange rate Currency units Budget 
latest latest 12 $bn The Economist poll trade-weighted* per per per per balance 
month months latest 12 mths % of GDP, forecast Jun?th year ago $ £ DM euo  % of G 
2000 2001 Jun7th year ago 1 
Australia ~ 0.33 Apr ~ 82 ~ 222 Ql 49 45 76.1 85.6 1.70 451 2.58 083 162 1.6 
Austria ~ 0.57 Feb ~ 5.3 ~ 43 Mar “2.4 “2.4 100.3 102.0 14A 13.2 218 704 138 -2.0 
Belgium + 1.25 fed + 15.8 + 11,9 Dec 40 44 992 101.2 422 38.7 640 20.6 403 07 
Britain = 297 Ma ~ 418 ~ 20.7 Q4 “1.9 “2.1 1048 104.6 066 062 ~ 032 063 i 
Canada + 2.66 Mar + 25,7 + 220 0.2 03 80.0 80.1 148 1.47 2.25 072 1.41 28 
Denmark + 0.27 Feb + 44 + 15 feb 1.0 TO 101.0 104.3 280 712 118 382 746 3.0 
France + 1.11 Mar + 17.0 + 35.8 Feb 2.4 23 102.0 104.3 6.86 629 10.4 3.35 6.56 “1.8 
Germany + 5.88 Mar + 67.4 ~ 18.6 Mar 0.6 -03 38.8 101.9 204 188 3.10 ~ 196 KK 
italy + 0.70 Mars + 112 + 87 feb 11 1.2 728 745 2,024 1,856 3,074 990 1936 “1.9 
Japan + 9.22 Mar + 124.3 + 113.1 Mar 25 22 154.7 132.6 106 119 160 516 101 -70 
Netherlands + 1.01 Mari + 118 + 23.6 Qt 45 45 38.1 100.4 230 2.14 3.50 113 2.20 0.5 
Spain ~ 3.00 Feb ~ 35.9 ~ 13.7 Feb -1.2 -1.0 743 758 174 160 264 851 166 EK] 
Sweden + 1.29 Apr + 16.1 + 6.1 Mar 23 2.1 846 809 87G 856 132 426 833 19 
Switzerland - 0.13 Ape + 04 + 29.2 Q4 97 95 105.1 106.4 162 (1.53 2.49 080 1.57 na 
United States - 37.05 Mar ~379.9 ~ 338.4 Qa -4.3 -4.0 108.9 109,0 ~ ~ 1.52 049 0.96 1.0 
Euro-14 + 2.40 Mas + 46.1 + 17.4 Mart* 07 0.8 803 86.1 1.05 0.96 159 0.51 = “1.2 





7 Australia, Britain, France, Canada, Japan and United States imports fob, exports fob. All others cifffob, 11990100, Bank of England. OECD estimate. 
Snot seasonally adjusted, * *New series, 
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| @ OPEN MARKETSSingaporeandChileare | ECONOMY Annal inflation in Venezuela slowed to 16.9% in n May, The current-account sur- 
| the two emerging economies whose bor- | plus expanded to $9.3 billion in the year to the first quarter, as oil exports boomed. Brazil 
ders are most open to trade. They rate high- | chalked upa trade surplus of $0.4 billion in May, its biggest since September 1995; the 12-month 
| est on the Emerging Market Access Index | deficit shrank to $0. billion. Mexico's deficit rose to $14.9 billion in the year to the first quarter. 
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i the private sector in America and Canada. | HongKong  +i43g 27 Qt = Ad Ay 76 A + 29198 989 am 895 

: A country’s EMAI score is based on 16 mea- | India + 55.02 + 8.6 Mar + 5.5 ap Bt A BB Qe 37 Ma 302 
r sures of market openness, which include indonesia 4 32 o + 1.2 May +28.3 Ap + 5.6 %4 28.5 Ma 25.2 
: average tariff levels, import quotas, rules on suet oo a Man semt “2 Ape nes ao t z 1999 228 Mar a 
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y intellectual-property rights, export subsi- Singapore + 9.) 3) + GS apy + liap + 3.0 Ap +215% 749 fe 72] 
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poised toenter the wto, ranks with Uzbeki- 
stan at the bottom of the emat league. 
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FINANCIAL MARKETS South Korean share prices leapt by npe ardt by the forthcoming 
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t summit of the two Koreas and a possible upgrade of sovereign debt later this year. Singapore's | 
Romania stockmarket was also buoyant, rising for five consecutive days, togain 12.4%over the week. Ath- | 
| israel ens shed 5.6%, partly because of uncertainty over privatisation plans. 
| | Mexico ___Gurrency units Interest rates Stockmarkets % change on 
pore wes per$ per £ short-term “yun 7th Dec 31st 1999 | 
| | ae Pd jun 7th yearago Junh  % pa, one Taloa in | 
| | Hungary \ EE ee week — currency 
-Argentina | China 8% 8.28 12.6 2.85 2,085.2 +21 + 46 | 
Cólombis | HongKong 779 776 18 677 15,900.1 +8) - 63 | 
E ad a india 447 429 68.0 ant 4,604.8 +39 - 80 | 
o Tukey ae l | Indonesia 8,635 8.135 13,117 1184 "459.5 eit ~ 324 | 
| Malaysia 380 380 577 320 855.2 -62 + 53 | 
| Philippines 42.4 38.0 64.4 975 4,522 3 +23 ~ 290 
Singapore __ F 262 263 2034.9 +134 - 179 | 
South Korea 1,113 1,186 1691 716 8225 +124 ~~ 200 | 
Taiwan 37 O27 46.7 505 3115.5 +20 + 79 | 
Thailand 389 37.1 59.1 3.00 340.8 +54 = 293 | 
Argentina 100 1.00. 152 B16 491.0 +58 - 105 i 
Brazil TS 1.76 274 18.43 16,2717 +88 - 48 
Chile S259 797 559° 4,951.3 -08 = 42 
Colombia 2126 L668. 3,229 11.82 801.7 ~ 35 = 196 
Mexico 981975 14.9 14 70 6,238.4 +47 - 125 
Venezuela 679 599 1,031 1216 6,849.3 Oi + 264 
Egypt 1,192.2 ~ 66 = 246 
| Greece ~ 56 ~ 214 
| j +07 + 102 + 104 | 
KEN SORE a | 
| 610,765 16,1924 -01 + 65 | 
| | Czec e 378 O 5642 - 26 + 152 | 
i Hunga 268.5 +28 + 5i | 
| Poland 19,3963 OG) > 73 + | 
| | Russia 193.98 +20 + 121 | 
| | ‘inflation-adjusted, |New senes, kir dollar terms. Í 
| Sources: National statistics offices, central banks and stock exchanges, Primark Datastream, EU, Reuters, Warburg Dillon Read: J.P Morgan, Hong Kong 
| Monetary Authority; Centre for Monitor ing indian Economy; PEL EFG-Hermes, Bank Leumi Le-terael, Standard Bank Group Garant Bank; Deutsche Bank; 
l 1 Russian Foonomic ends, 
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Long-term benefits 


Sm—I am amused to find The 
Economist getting its average and 
marginal benefits mixed up in 
your less than critical report of a 
study by a medical-research orga- 
nisation which claims that huge 
economic rewards are waiting to 
be reaped by spending more on 
medical-research organisations 
(Economics focus, June 3rd). The 
study calculates that the average 
economic benefit of medical 
spending between 1970 and 1990 
was huge. On this basis you con- 
clude that the marginal benefits 
of additional medical spending 
must also be huge. But on the ba- 
sis of average figures alone, how 
do we know, for example, that 
current levels of spending on 
medical research do not exhaust 
99% of all the potentia! benefits? 
if that is so, additional spending 
would likely just be wasted on 
ever more extravagant research 
salaries, facilities and conference 
venues. 

Nor was the calculation of av- 
erage benefits beyond reproach. 
For example, the study assumes a 
linear relationship between will- 
ingness to pay for large gains in 
life expectancy (an increase from 
71 to 77, or about 85%) and for the 
very small gains used in value-of- 
life studies. Yet evidence from 
value-of-life studies suggests that 
this is not the case: value-of-life 
estimates based on large increases 
in life expectancy are typically 
lower than those based on small 
increases. This would imply that 
the value of longevity figures in 
the study are overestimates, as are 
all the consequent estimates of 





the average and marginal econ- 
omic benefits of medical-research 
spending. 

London RICHARD COOKSON 
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Financial futures 


Sır—Your otherwise comprehen- 
sive survey of online finance 
(May 2oth) disappoints in one re- 
spect. It is true that many of the 
big names of financial services, 
particularly in brokerage, are fac- 
ing nimble competition from up- 
starts. But the smarter ones recog- 
nise the value of perhaps their 
greatest asset: their brands. Boost- 
ing the appeal of brands, by hi- 
jacking the portal concept to sur- 
round the capability to conduct 
transactions online with world- 
class financial content, is the sur- 
est route to survival and growth 
in the new economy. 

The biggest obstacle to com- 
peting online is the often strato- 
spheric cost of acquiring custom- 
ers. But established brands 
already have customers; the tick 
is to hold on to them. Online cus- 
tomers will cluster around the 
point of execution in any market 
segment. By putting value-added 
content into the mix, financial in- 
stitutions can have some hope of 
evolving into the kind of “one- 
stop shop” they need to become 
if they are to fend off the upstarts. 
New York ANDREW DELANEY 


Sir—Retail banking is ripe for dis- 
intermediation but there is pre- 
cious little to suggest that existing 
banks will be able to manage the 
transition to the online world suc- 
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cessfully. Although America is 
considered over-banked, bank 
mergers have restricted real 
choice to almost nothing in most 
states. Banks have cut costs by in- 
stalling cash machines and clos- 
ing branches but want to extract 
high fees for these “conve- 
niences”. This has reached the 
point where legislators are start- 
ing to take notice. 

Now comes online banking. 
You can bet that this lower-cost 
service will be charged to the con- 
sumer in a few years. Today, most 
consumers use a bank merely to 
deposit their salaries and to write 
cheques against the account. For 
that privilege, banks have found 
many ways to extract extra 
charges while paying nothing for 
the float. Once automatic bill- 
paying is perfected and smart 
cards can substitute for cash these 
institutions will go the way of the 
dinosaur. 

Mountain View, 


California ALEX TOLLEY 


America’s 51st state? 


Str—Your article on the growing 
electoral clout of Latinos in Amer- 
ica (“The big enchilada”, May 
27th) begins with the examples of 
Ricky Martin and Jennifer Lopez, 
two Puerto Ricans. Of the 32m 
Latinos in America, nearly 4m are 
American citizens who live in the 
United States territory of Puerto 
Rico. These Americans have no 
right to vote. 

Since 1898, residents of Puerto 
Rico have been subject to Ameri- 
can sovereignty but denied the 
right to elect representatives in 
the federal government. In 1917, 
they became American citizens 
but were still denied the vote. To- 
day the people of Puerto Rico are 
“represented” in Washington, pc, 
by a single, non-voting delegate 
known as a resident commis- 
sioner. They cannot vote for the 
president and commander-in- 
chief, although they can be 
drafted, and have fought and 
died under the American flag 
alongside fellow citizens. 

For decades Puerto Ricans of 
every political persuasion have 
pressed Congress unsuccessfully 
for a resolution to the island’s co- 
lonial relationship to the United 
States. Puerto Rican groups regu- 
larly top the lists monitoring po- 
litical contributions and lobbying 





activities in Washington. Every- 
one abhors money politics but 
Puerto Ricans have no other op- 
tion for influencing Congress. 
This suits both Republicans and 
Democrats; they take the 
cheques, mumble about solu- 
tions, then take the cheques again 
next year. The party that puts an 
end to this cycle will win over a 
significant Latino special-interest 
group. 

New York CHRISTINA BURNETT 
amit icin hein 3 


Trade alliances 


Sır—You applaud the way that 
commercial interests from high- 
tech giants to small farmers mar- 
shalled support to gain victory for 
the China trade bill in the House 
of Representatives (“A much- 
needed victory”, May 27th). You 
also say that “the biggest impact 
of the passing of the China trade 
bill may be to shore up the free- 
trade coalition in the United 
States.” This coalition was not as 
impressive as itshould have been. 
It was far short of the one that se- 
cured enactment of the liberal- 
trade legislation in the 1950s and 
19608—~a broadly based campaign 
that included women’s organisa- 
tions, religious groups, academics, 
and a wice range of business and 
other groups. 

That coalition more accurately 
embodied America’s national in- 
terest. Properly mobilised, it 
would have made approval. of 
both the North American Free- 
Trade Agreement and the China 
trade bill much easier. Also, it 
would have secured by now the 
fast-track negotiating authority so 
essential to the viability of future 


free-trade initiatives. 
Alexandria, 
Virginia DAVID STEINBERG 


Political style 


Sir—You need to bone up on 
New York style. (‘Under their 
skin”, May 13th). No “chic New 
Yorker” would be caught dead in 
a “luminous aqua trouser suit”. 
Hillary Clinton’s outfit was just 
right for her visit to Little Rock, as 
it would have been in upstate 
New York, but never in Manhat- 
tan, where any colour will do, as 
long as it is black. 

New York MARIANNE SHAPIRO 
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authority on the way e-commerce, consolidation 
and convergence are transforming the way the 
industry operates. We're strongly placed to play 
a major role in the reshaping of the industry in 
years to come. 
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top management of our clients. 
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World Vision 
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of the staff and the region's people. It is expected that you will possess the required competencies, 
motivation and vision that will lead the region and its team towards attainable and measurable goals within the World Vision Partnership, 
You will be very familiar with, and have the ability to analyse and interpret, the political, economic and social context and trends within the region and the wider international 
framework. With a solid understanding of development and aid you will also be familiar with private and governmental funding mechanisms. Ideally, you will have experience 
in large-scale emergency response operations and the successful transition into long-term sustainable developmental programs. In addition, you will possess over 15 years of 
progressive professional experience, at least the last five years in senior management in a multinational corporation or non-profit organisation. You wiil possess a minimum of 
a Bachelor's degree or equivalent.A post graduate degree in a related field is desirable. Your role will require you to travel more than 50% of the time. 


Applicants must be in full sympathy with World Vision's Statement of Faith 


Interested applicants, please submit your CVs to the attention of Janelle Richards, Acting Director, Human Resources at World Vision, Middle East/Eastern Europe, 
Engelsberggasse 4, 1030 Wien or by email to janelle_richards@wvi.org by 4 July 2000. 


For more information about World Vision’s work please see the following web page: www.wveuromideast.org 
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Gity of London 
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turncions 


R\ Director 


Central London 


The V&A is Britain’s National Museum of Art and 
Design - one of the greatest museums of decorative arts 
in the world. Its principal location is South Kensington. 
It also has three branch museums: the Wellington 
Museum, the Bethnal Green Museum of Childhood and 
the Theatre Museum. 


The Museum employs some 800 people and its total 
income exceeds £45 million. It is currently involved with 
an exciting programme of redisplay in relation to the 
British Galleries, and a major capital project; the Spiral. 


The Museum is governed by a Board of Trustees 
appointed by the Prime Minister, and funded by grant in 
aid from the Secretary of State for Culture, Media and 
Sport, by corporate and individual benefactors’ 
contributions and by its own commercial activities. 


The Director, as Chief Executive, is responsible to the 
Trustees for the formulation and recommendation of 
policy, its implementation, the direction and 


Gees 


THE ECONOMIST JUNE 17TH 2000 


Yo find out more about us, cor 


Carel Mote 
Muri 
Arcadia 

1 Angel 


kandar 


T 





Up To £100,000 


management of the Museum and the promotion and 
representation of its interests, as well as acting as 
accounting officer. 

Candidates must be outstanding leaders in their field, 
with the ability to embrace change, and possess an 
understanding of the creative opportunities offered by 
new technology, Strong intellect, energy and inspiration 
will be needed. Experience of developing relationships 
with the private sector is required as is the capacity to 
lead fundraising for major capital projects. 

In addition to the base salary, there is a performance 
related bonus and the appointment is offered initially on 
a five year contract. 


Please send a full CV in confidence to Gill Carrick at GKR 
at the address below, quoting reference number 0005271. 
on both letter and envelope, and including details of 
current remuneration. Closing date: 13 July 2000. 


Queensberry House, 3 Old Burlington Street, 
London W1X 1iLA. 


Tel: 020 7534 0096. Fax: 020 7534 0001. 
E-mail: dhaywood@gkrgroup.com 
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NATHAN ASSOCIATES INC. 


ECONOMIC CONSULTANTS 


Senior Vice President, international Group 


Nathan Associates, one of the oldest economic consulting firms in the United States, offers private and public sector clients in 
the United States and overseas such diverse services'as trade development and investment promotion, privatization and — 
financial planning, transport infrastructure development, economic and public policy analysis, and economic analysis and 
expert testimony in litigation and regulation. Our international economic consulting practice provides technical and 
management assistance to developing countries in trade and investment, transportation infrastructure, and economic policy 
and privatization to help accelerate the pace of economic growth and development. We are seeking an outstanding 
professional with strong executive management experience to lead our international economic consulting practice in 
Arlington, VA. As senior vice president, you will be responsible for designing, developing, and implementing business 
strategies and plans for expanding the practice. You will also allocate resources and be responsible for profit and loss and 
the quality of project work. A strategic thinker, the successful candidate will have 


e Business and executive management experiance in the private sector providing technical and management assistance to 
developing countries (experience with donor-funded international programs highly desirable); 

+ Excellent business and managerial skills with the ability to envision, delegate, and negotiate; 

« Excellent communication skills—written, oral, and interpersonal; 

« Advanced degree (preferably in the social or business sciences); and 

e Experience living and working abroad and fluency in.a foreign language (highly desirable). 


Send resume to Director of Recruitment, Nathan Associates Inc., 2101 Wilson Blvd., Suite 1200, Arlington, VA, 22207-3062. 


Nathan Associates inc. is an equal opportunity employer. 
























COMMONWEALTH SECRETARIAT 


DIRECTOR, INFORMATION AND PUBLIC AFFAIRS DIVISION 


The Commonwealth Secretariat, established in 1965, is the main imtergovernmental agency of 
the Commonwealth, facilitating consultation and co-operation among member governments 
and countries. The Information and Public Affairs Division is responsible for projecting the 
image of the Commonwealth and Commonwealth Secretariat, its values and activities to 
member governments, the media, specialist groups and young people. 


The Role: 


Formulate, develop and implement media, public relations and information strategies; act 
as spokesperson for the Secretariat and daily contact point for the media including the 
production of press releases ete., able to source additional resources from sponsers and 
donors; administer the Commonwealth Media Development Fund and oversee all 
publishing activities and the commissioning of writers and journalists; 


Qualifications: 


An internationally acknowledged expert is sought, who is likely to have worked as a 
correspondent for a major newspaper or government information department with full 
technical, academic or professional qualifications and experience gained over many 
years, (at least ten at a senior managerial, professional, political, scientific or technical 
level); Will have given advice on policy in an international context and possess 
knowledge of international press and media; be able to interact positively with 
Governments and other international organizations and to anticipate and interpret 
international and media issues and reactions impacting upon the Secretariat. 


TWO POSTS OF SENIOR PROGRAMME OFFICER 
(EDUCATION DEPARTMENT) HUMAN RESOURCE DEVELOPMENT DIVISION 


The Division designs and implements the Secretariat's programmes on Human Development 
(Education and Health), based on current priorities and mandates from member governments, 
The Education Department provides policy advice, developing strategies and disseminating 
good practice, as well as training and problem solving in key areas such as: access, equity and J 
mobility, quality and sustainability, capacity building and utilisation. 


The Role: 


Develop and maintain a “knowledge bank” on education and human development by 
engagement and interaction with regional officials and other stakeholders. Collect, review 
and “catalogue” ail relevant documentation from ministries, Contribute to the work of the 
Division and the Secretariat by providing knowledge and information related to education 
and human development, 


Qualifications: 


Higher degree in Education or related field; Broad-based qualification in the field of 
education and human development. Experience in planning or project management work | 
information processing and communication (and familiarity with issues. and. characteristics of ` 
the region concerned). Good analytical and review skills relating to literature research, 
annotation and summary of documents, Good communication skills, good team player, and 
reasonable TT skills. (Desirable): Statistics-related or research-based qualification. Research 
work or investigative studies, work. experience relating to a major Commonwealth region. 
Experience with statistical data processing. 





The appointments are for a period of three years in the first instance and are open to nationals of all Commonwealth countries. 


A competitive international package is provided and application is by detailed CV which should be forwarded only after applicants have received the information pack 
available from: Gladys Mhone, Tel No: 020 7747 6181 Fax: 020 7747 6520; 
E-mail: g.mhone @commonwealth.int Marlborough House, Pall Mall, London SW1Y SHX. 


Closing Date: 14 July 2000 
We will only contact short-listed candidates. 


The Commonwealth Secretariat is an Equal Opportunity Employer with a Website at 
hutp://jwww.checommonwealth.org 
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Oxford Policy Management, one of Europe’s leading edge policy 
consultancies, is looking for experienced public sector economists and other 
specialists to fill core staff posts based in Oxford at middle or, preferably, 
senior level in the following areas: 







Social Policy Programme 






e Health sector reform 
e Education policy and financing 


e Poverty policy 
Public Finance and Management Programme 















e Public sector reform 
« Public finance 





public policy and che 
public sector internationally with 
high-quality advice, training and 
management services. 

















You will have a relevant higher degree and at least five years working 0000 
experience in public policy or organisational issues, rising to ten to fifteen 

years for senior positions. Senior staff posts carry responsibility for winning 
large international tenders and managing a project portfolio. Experience in. > 
developed (especially the UK), as well as-in transition and developing’ 





Oxford Policy Management countries, would be an advantage, as would fluency in French, Spanish, 

6 St. Aldates Courtyard Portuguese or Russian. Information about OPM is available on its website or 

38 St. Aldates from the appropriate Programme Manager. You should write or email your 

Oxford OX1 IBN England application to recruitment@opml.co.uk stating the post for which yeu are 
applying and enclosing your curriculum vitae. Terms and conditions are 

Tel: +44-1865-207300 competitive according to background and experience. Applications should 

Fax: +44-1865-250580 reach us before 22 July 2000. 

E-mail: admin@opmi.co.uk 

Website: www.opml.co.uk Oxford Policy Management is an equal opportunities employer. 















Director, European Government 
Uy and Regulatory Affairs 


Enron Broadband Services Excellent package 










kmc international Enron Corporation is one of the world’s leading energy and communications companies, and has been 
ae % voted Fortune Magazine's “Most Innovative Company” five years in a row. Its European subsidiary, Enron _ 
search & selection Broadband Services (EBS), is a free thinking, mould-breaking network services company. 






Engaged in two primary business activities: bandwidth intermediation and content application and delivery, 
EBS intends to become the largest buyer and seller of bandwidth in the world, offering “one-stop” shopping 
for customers who need access to broadband. The company is:taking the industry lead in developing a: 
bandwidth trading market, and will also be a producer of bandwidth, through the development of its own. 
global network of fibreoptic cable. As a provider of content application, EBS will enable customers to move 
large quantities of data and rich media at high speed with extremely high reliability. 







Working as part of a relatively new, and highly commercial management team, the role is key in helping. 

EBS to establish its European operations, with primary responsibility for its government and regulatory. 
affairs activities. Early efforts will focus on securing licences from various national regulators and acting 
as an effective advocate on public policy issues on behalf of EBS. Located in London, the role requires 

Please reply in writing, regular overseas travel. 

quoting ref. 92/38, 
with current resume and 
details of package to 
Fiona Crawford 
kme international 
7 Old Park Lane 
eae London W1Y 3LJ 
london@kmcinternational.co.uk Look up Enron at www.enron.com 







Candidates will have indepth knowledge of the regulatory environment for the communications market in the 
EU, with a track record of creating solutions to regulatory issues in an evolving legal and regulatory 
environment. Conversant in public policy development in the EU, including: communications, taxation and 
competition law, combined with technical expertise and experience within the communications industry are... 
essential. Fluency in English and preferably two other languages of EU Member States are required. Excellent — | 
written and oral communication skills are essential. ; 
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VZ dom 


www.idom.es 


Founded in 1957, IDOM is one of the leading 
Engineering and Consultancy firms in Europe, 
With more than 8000 si IDOM bas 
developed projects and services in the 
European Union, Eastern and Central Europe, 
Latin America, Africa and A IDOM is 
currently seeking to strengthen its imermational 
independem expert network with: 


PROJECT MANAGERS/TEAM 
LEADERS/SENIOR CONSULTANTS 


in the following fields of experience: 


* Economic Surveys / Consultancy (EC) 

- Industrial Restructuring/Privatisation 

- Regional Development Policy (Structural 
Funds, Programme Monitoring and 
Evaluation) 
Institutional Develapment/Training 
SME Development 

. - Environment (MA) 

~ Institutiongi Development and Policy 
Waste Management and Soil Pollution 
Wastewater Treatment 

+ industrial Engineering (1) 

- industrial Project Management 

+ Processing 

* Telecommunications (TL) 

- Network Management 

- Customer Cure Billing Systems 

-< License and Network Deployment 

+ Territorial Management (GT) 

~ Urban and Rural Cadastre 

- Geographic Information Systems (GIS) 

- Remote Sensing 

+ Civil Engineering (IC) 

- Road, Bridge, Raihvay Design 

- Santestion infrastructure 
Site Supervision 






+ Energy (EN) 
- Energy Efficiency 
Cogeneration 
Gas Distribution Networks 
+» Architecture (AR) 
~ Building Structures ind Instabations Design 
~ Quantity Surveys, Costbstimites 
» Site Budget Programme Consol 
+ Turn -Key projects (SER) 
- Enpineering Procurement and Constructing 
(EPC) Petrochemical 
+ Advanced Analysis (AA) 
~ Computer Simulation (KEE CED) 
Non Conventional Engineering 


Candidates must have prover consulting 
experience on projects funded by, international 
donor organisations: European Comission 
(Tacis, Phare, ALA, Meda, EDP). World Bank, 
IADB. EBRD, BEL ADB, AIDB. 


Qualifications to be considered 

- A University Degree and preferably, Post- 
Graduate studies, 
At least ten years of proven experience in 
positions of responsibility and 4 successful 
track record in maltidisciplinary projects 
Excellent verbal and written 
communiwation, 
ExceHent command of Baghsheaad French, 
and working knowledge of local languages 
(Spanish, Arabic, Portuguese, Russian, 
Romanian} 


If interested, please send your CV wi EU 
Format (available on weew.idennes / 
Employment Opportunities/ Independent 
Consultants), by e-mail to: 

international @idem.es 


Please note ail applications shoul refer to 
the appropriate department reference code. 


United Nations Educational, Scientific and Cultural Organization 























The newly-elected Director-General has launched a process of change within 
the Organization so that it may more effectively respond to the challenges of 
the twenty-first century. To this end, he is — building his senior 











Main responsibilities 

Under the authority of the Director-General, the incurnbert will provide 
leadership in the overall management of the Education Sector. He or abe will b 
responsible for the overall formulation, planning and coordination of UNESCOS 
strategy, programmes and plans of action in this field. This wl include: 
reinforcing national capacities in terms of policy formulation, orm and 
diversification of education systems, and adaptation of educational contents and 
methods through a combination of formal, non-formal and distance education 
approaches, with a view to meeting the challenges of the twenty-first century; 
supporting in particular the efforts of counties whose education systems are in 
crisis, notably through strategies aimed at reaching out to all those exetuded from 
education; encouraging partmerships at national and international levels with non- 
governmental organizations, the private sector and civil society at large, in support 
of the public authorities’ efforts to ensure quality education for all and for the 














Qualifications and Experience 
- Advanced university degree, preferably at doctorate level, in a field related to 
education. 

- Extensive professional experience in senior executive positions in one or more 
fields covered by the UNESCO Education Programme, including substantial 
assignments at regional and/or mternational level. 

- Several years of exposure te the requirements of international coopesation and 
proven familiarity with the work and activities of the UN system organizations 
and other international organizations in the feld of education. 
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Birks Sinclair and Associates Ltd 


Founded in 1985, Birks Sinclair and Associates Ltd. afe:agtvisers to the main 
international development organisations including DFID, Word Bank sind the BC. 
Our advice is sought in addressing leading social issues and policy development in 
transition economies, Our working style is collaborative and oriented to partnerships. 
We work with a wide range of entities in the UK and abroad including: companies, 
government agencies, colleges, NGOs, and private individuals. We enable clients to 
design policies and programmes, manage and monitor their projects. We would. be 
interested to hear fram individuals or organisations who; share this perspective; are 
able to achieve results in these environments following this approach; and have made 


an outstanding, contribution in transition economies or the Umted Kingdom in any 
ad the following spheres: 


* Social Policy Livelihood strategies, exclusion, gender issues, mitigation, 
enterprise, housing, minorities, NGO partaerships, community 
initiatives, social dialogue 

Promotion, active measures, labour market services, incentive 
structures, labour markets, OSH, sustainable job creation, local 
Initiatives, micro-grant schemes 

Standards, curriculums, a ment, optimisstion of the network, 
finance, funding formulae, decentralisation, sector reviews, 
appraisal, strategy papers, EMIS, comnmonication strategies, 
flexibility and re 

Social survey principles and practice, survey design, sampling, 
questionnaire design, data analysia, strengthening of statistical 
TS nit tons 

Capacity building, institutional audit, strategic reviews, 
needs assessments, study visits, reform, value for money audits 

Policies and Strategies, Instruments, Media, Publicity, 
Surveying, 

Aspects of Accession related to these sectors 

‘Training in topics related to the categories listed above. 


Employment 


Education 


Statistics 


Institutional 
Development 
a Communications 


* EU Accession 
* Training 


Interested parties should write, attaching their c.v. (or corporate brochure) on hard 

copy and electronic diskette in World Bank format, to: Birks Sinclair and Associates 

Lid.. Mountjoy Research Centre, Durham DHI 38W, United Kingdom or «mail: 
i inclair@aol.com 





management team and wishes to recruit a suitably qualified person to a key 
position at UNESCO Headquarters in Paris, France. Applications are 





afore invited for the post of: 


follow- -up to the major international education conferences held during the Jast few 
years; fostering exchange of information, dissemination of best practices and 
establishment of networks of institutions and experts. The incumbent will 
operate closely with Ministries, Permanent Delegations to and National 
Commissions for UNESCO, — institutions and UN system bodies concerned, 
multilateral and bilateral agencies, NGOs, etc, with a view to furthering the 
purposes of UNESCO in these areas. The incumbent will also cooperate closely 
with the other programme sectors of the Organization in order to ensure unity of 
purpose, strengthen synergies among the different sectors and develop inter-sectoral 
activities in response to pressing problems of development and environment He or 
she will also represent the Director-General in specialized commissions of the 
governing bodies of UNESCO as well as at intergovernmental and ministerial 
conferences 











Demonstrated ability to direct processes of change at the substantive and 
management levels within large institutions of national or international scope; proven, 
managerial skills in a multicultural setting and ability to set clear programme 
priorities and translate strategy into sustainable action. 
- Excellent communication skills, 

- Excellent command of English and French ~ the two working languages of 
UNESCO ~ with excellent drafting ability in one of them. 
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A Unique Public Policy Challenge 


“The Government faces many new challenges, and it 
must be ready to operate in new ways to meet them” 
Tony Blair, July 1998 


Up to £95,000 — secondment possible 


The Cabinet Office is looking for a new Director of the Performance and Innovation Unit. This dynamic and high- 
profile Unit was established by the Prime Minister in July 1998 and reports directly to him through Sir Richard 
Wilson, the Cabinet Secretary. 


The Unit acts as a resource for the whole of Government, tackling issues on a project basis, and focusing on major. 
strategic challenges and public policy problems that cross public sector boundaries. The Unit has a staff of 55 
people from a wide variety of backgrounds (including Microsoft, Pricewaterhouse Coopers and the National 
Consumer Council) and aims to operate in new ways as part of the wider drive to modernise Government. 


To date the Unit has completed seven projects, setting out some 300 specific recommendations for action which are 

being taken forward across Government (details of the Unit’s work, including current projects, are available on the 

website, http://www.cabinet-office.gov.uk/Annovation). Key achievements arising directly from PIU projects: 
include: 


- the new national strategy to make the UK the best 


environment in the world for e-commerce, now 
being driven forward by the e-Minister and the e- 
envoy; 


an agreed blueprint for action to ensure that the 
over-50s are not written off by society, including 
steps to enable them to stay in work, help 
displaced workers re-enter work and make better 
use of their skills and experience through 
volunteering; 


a comprehensive package of measures to 
encourage and support the more effective 
delivery of policies and services which cut across 


traditional public sector boundaries, for example 
through greater use of cross-cutting Public Service 
Agreements and budgets; 


a radical new approach to policy on Rural 
Economies, issued for consultation, which argued 
that it was time to overhaul the outdated rural 
policy framework. The relevant Select Committee 
recommended that this report should form the 
basis of the forthcoming Rural White Paper; 


identification and analysis of some of the key 
strategic challenges facing policy-makers over the 
next 20 years. now being taken forward by 
relevant departments. 


As Director of the Unit, we are looking for a candidate who will play a central role in influencing and driving 
forward the way policy is made and delivered within Whitehall and the wider public sector. To fulfill this demanding 
role, you will need Board level experience with a track record of success gained in a consultancy or think tan 
environment, or in a complex multi-faceted organisation where you have led major cultural change; excelle 
analytical skills; awareness of, and sensitivity to, the wider policy environment; and very strong representational and 
presentational skills, including influencing and networking abilities. 


The current intention is to offer a 3 year fixed term appointment with the possibility of extension or conversion to å 
permanent appointment. A secondment arrangement from a current employer may be available on similar terms. 
Relocation expenses may be available. 


The post is open to EC nationals, members of the Commonwealth and European Economic Area members. 
Candidates from the Commonwealth must be free from any restrictions to reside and take up appointment in the UK. 


For.an information pack please call Jane Coxon on 020 7210 0360, or e-mail rtu@ cabinet-office.x.gsi.gov.uk 


The closing date for receipt of applications is 26 June 2000. 
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The Inter-American Development Bank, 
the largest regional multilateral development institution, based in: 
Washington, DC, is now reviewing, candidates for various positions of: 


ECONOMISTS 


SECTORS: 


° Education 
Health 
e Urban Development 


LOCATIONS: 


Washington, DC; Colombia; Guyana; Jamaica; Trinidad & Tobago 


REQUIREMENTS: Education: Master's degree (Ph.D. preferred) in a field 
related to the sector to which the applicant is applying for. Experience: 
Minimum of six (6) years of recent experience, including at least two (2) years of 
international experience -in the relevant sector- preferably in Latin America and 
the Caribbean. Languages: Proficiency in English and Spanish. 


For complete descriptions of these positions, please refer to our Web Site and 
review Vacancy Announcements 00/58 and 00/59 at: http;/www.iadb.org, 


All dnterested applicants should send cover letter and resume (in duplicate) by June 23, 
2000, including salary requirements and a list of three references, to: 


Inter-American Development Bank, Stop E0507 
Code: NA-0058/0059-TE 
1300 New York Avenue NW, Washington, DC 20577 USA 
E-Mail: JOBS@1ADB.ORG 


As a reflection of its commutment to its borrowing member countries, the Bank 
may require staff to accept assignments in both country offices and headquarters. 
Only applications which best match the requirements of the position will be 
acknowledged, The IDB encourages gender equality in its hiring practices. 


Chief Engineer and 
Chief Equipment Engineer 


EiT 
United States Agency for International Development 
is accepting applications for the position of 
ECONOMIC REFORM ADVISOR 


The United States Agency for International Development (USAID) in Zagreb, Croatia, 
requires the services of an experienced U.S, citizen to serve as an Economic Reform 
Advisor. She/He will report to the Senior Economic Officer and will manage programs in 
a portfolio that supports the restructuring of the Croatian economy. Current USATD- 
financed activities are designed to promote a macroeconomic environment conducive to 
economic growth and sound fiscal policy and fiscal management practices, Activities 
address the areas of asset management, fiscal reform, banking reform, commercial law, 
agricultural reform, foreign investment and SME development, The Advisor should 
possess strong project conceptuatization and design skills that can be brought to bear on 
priority economic reform programs. He/She will be responsible for managing a portfolio 
of economic reform projects as well as provide intellectual and technical guidance to help 
design, implement, monitor and report on assistance activities. The Advisor will also be a 
liaison with other donors, agencies and private organizations and will participate in 
discussions related to programs, policies and future directions, 


See USAID website for complete statement of work: 
http://www. info.usaid.gov/procurement_bus_opp/procurement/pse_solicit! 


Minimum Qualifications: U.S. Citizen; advanced degree in economies, finance, business 
administration, law or related field; strong technical background with at least 10 years 
experience; excellent written and verbal skills, and analytical ability: Croatian language 
skills are also desirable. 


Salary and Benefits: Starting salary for qualified candidates would range from $65,983 to 
$85,774 (GS 14 level) commensurate with experience. Benefits for eligible candidates 
include transportation, housing and shipment of personal effects to and from Croatia. 


Application: Submit U.S. Government form SF171 or OF-612 (available at U.S. 
Government offices or internet hitp://fillform.gsa gov) to: Mr. Ashraf Soos, RCO, 
USAID/Budapest. Phone (361)475-4698. Submissions accepted by email 
asoos@usaid.gov not latter than July 6, 2000. Applicams may also submit a CV in 
addition to their applications. Please reference Solicitation # 160-00-44. 


Hindustan Construction 
Company - India 


THE COMPANY Headquartered in MUMBAI this US Dollar 800 million (purchasing power parity basis) 
long established business specializes in major construction works such as bridges, 
tunnels, ports, roads, dams and hydro-electric power stations, with an emphasis on 
these last three sectors, It is undertaking major technical change in order to enhance 
global competitiveness. 

THE POSITIONS Two senior expatriate engineering managers are required who will report to the 
Executive Director (Operations). One to ensure that the company identifies and uses 
the most appropriate and cost effective technology across the board. He would 
implement the adaptation to site conditions and assimilation by the operating 
personnel. The Other responsible for identifying, procuring, installing and maintaining 
major construction equipment as well as for training operators and maintenance crews. 
THE CANDIDATES Must have appropriate education and possess relevant construction industry experience 
at a senior management level. They would have acquired professional standing in the 
industry and empathy for a multi culture work force. Leadership ability is essential and 
experience of working in developing countries would be an advantage. Their recent 
assignment should have been on a large project. 

THE REWARDS A three year contract is envisaged with a salary near USD 100,000 and local benefits of 
furnished housing in Mumbai, chauffeured car, international medical benefits and 
annual repatriation leave. 


More information is available on the HCC website at www.hecindia.com 


CORDINER KING SELECTION Written applications should be forwarded to Ramesh Daga, Cordiner King 
Selection, P.O. Box 4245, New Delhi — 1100484 
E-Mail: rameshshd@amrop-india.com and rkdaga@del2.vsnl.net.in 


Fax: +91-11-622 6853 and +91-11-696 3162 
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+ WWF, the conservation organization, is looking for a: 


Ý. HEAD, EUROPEAN 
WWF FORESTS PROGRAMME 
to coordinate the development and implementation of the European 


Forest Programme (protection, management, reforestation/afforestation, 
pollution and consumpt e WWE Network in Europe, including 






















CIS, Mongolia, North the: Middle East. The Head of the 
Programme supervis lised team of Forest Coordinators and 
liaises. closely ‘with i arties in the WWF Network as well as 
other NGOs, busin ional institutions and governments. 


-Communicatio fundraising are also important aspects 












vents for this position include: 
A university degree with focus on forests, preferably at an advanced 
devel; 

: © Extensive experience in environmental and resource management policy; 


* Several years’ experience in management and supervision of 
tulti-disciplinary projects as well as proven team management skills; 





* Good analytical and communication skills: 









+ Fluency in English, other. European languages would be an advantage; 


* Proven diplomatic skills and ability to work in a diverse cultural 
environment; 


* Experience in fundraising activities; 


* A passion for conservation. 








If you are interested in this position, please send a covering 
letter and CV to Miriam Fuhrer, Human Resources Department 
at. WWF international, Avenue du Mont Blanc, 1196 Gland, 
Switzerland. Email: mfuhrer@wwfint.org by 15 July 2000. 


EA CAPITAL 


EA Capital is a young investment bank and venture capital firm 
specialized in investments in next generation productivity 
technologies and Internet platforms in the energy, water, agriculture, 
transportation, and forest products industries. EA is looking for: 


Managing Director, Investment Banking Group 

This executive will ran EA Capital’s investment banking group, 
which is focused on private equity sell and buy side transactions in 
the $3 to $30 million range. Principal responsibilities: lead business 
development, direct transactions, manage client relationships, 
manage and grow staff. Background: experience executing private 
equity/M&A transactions totaling over $200 million, industry 
knowledge of one or more natural resource industries, ability to 
work in entrepreneurial environment. 


Senior Associate, Investment Banking Group 
Responsibilities: assist Managing Director in developing new 
business and managing clients; industry analysis and due diligence 
on private equity transactions; track trends in water and agriculture, 
and identity new business opportunities. Background: 3 to 5 years 
of private equity, venture capital or corporate finance with an 
investment bank or corporation; knowledge and understanding of 
the trends, markets and technologies in the agriculture and/or water 
industries; fluency in financial modeling; ability to thrive in 
entrepreneurial environment. 


Salaries are competitive and commensurate with experience. Please 
send resumes to the attention of Bill Slue at: slue @eacapital.com 


Please see www.eacapital.com/recruiting.html for more details. 
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FORESTRY ROSE AREM 











CENTER FOR INTERNATIONAL FORESTRY RESEARCH _ 


DIRECTOR GENERAL 


CIFOR is seeking a dynamic visionary leader who is cor 
to improving the scientific basis for the managemen 
forests and woodlancs. primarily for the benefit of the pe 
of developing countries. Our international public goods rese 
recognizes the fundamental link between human well be 
and the health of forests. CIFOR works with a global. netwo: 
of partners. : ue 












CIFOR is one of 16 research centers supported by 
Consultative Group on International Agricultural Resean 
receives funding from 29 government and dewelopm 
assistance agencies. We employ 140 staff of 22 natienalitie 





our headquarters in Bogor, Indonesia and in regional offi 
located in Brazil, Costa Rica; Cameroon. and Zimbabwe. CIFOR 
values scientific excellence, commitment, diversity, collegiality, 
and informality. : 


The new Director General will have: 






international scientific standing, 


. recognition within the global forestry research communit 
and the various international processes related to forésts, 





° experience in managing multidisciplinary policy relevant: 
research in developing countries, including complex. 
international partnerships, ae 









excellent skills in resource mobilization, management, anı 
communication with scientific and policy communities. 





The position is for a renewable five-year temm with a 
negotiable starting date in 2001. An internationally competitiv 
compensation package is provided. Nominations, orexpression 
of interest including the names of three referees and a curriculum. 
vitae, should be sent to the manager of the search process: 










Professor Bo Bengtsson 
Swedish University of Agricultural Sciences 
Department of Plant Breeding Researeh 
Nybyvaegen 1304, SE-243 93 
Hoor, Sweden 

Fax: 46 413 254 76 

Tel: 46 413 261 39 

Email: bengtsson.bo.m.i@telia.com 












At Rabo Robeco Bank, 
making your money grow is our passion. 





Rabo Robeco Bank in Switzerland is a part 
of Rabobank, the only non-government bank 
rated triple A by all major rating agencies. 

3ut more to the point, we 
produce consistent performance, 
year in, year out. 

Had you invested US$50,000 
with us in the Robeco Group flagship equity 
company Robeco N.V. at the end of March 1990, 
ten years later it would be worth US$218,550. 

This kind of performance is due to patience 
as well as to asset management expertise. 

The Bank aims to produce the investment 
mix that is just right for each client using 
individual securities or Robeco Group funds, or 


Over the past ten years, 
Robeco N.V. has averaged 
a return in USS of 15.9% 


are ee 


"T RESE x 
oo 


Perhaps we can help you with your passion 
F 


both, to provide the profitability and security 
of international diversification. 

You tell us your objectives, including your 
views on risk and reward. Then 
we give you all the advice you 
need to make positive investment 
choices. 

To take advantage, simply contact us. 

By phone, fax, e-mail and post, or of course, 
in person, we set out to meet your needs, cost 
effectively. 

Call us now in Zurich on (41) 1-201 28 28 
or in Geneva on (41) 22-939 01 39. Then you 


can start to get performance to match your 





Rabo Robeco Bank 


own passion, Private banking 


Insist on the best performance, respond today. 

To the Manager, Rabo Robeco Bank (Switzerland) Ltd., 16 chemin des Coquelicots, Case Postale, CH-1215 Geneva 15, Switzerland, fax: (41) 22-341 13 92 

or Brandschenkestrasse 41, Postfach, CH-8039 Zurich, Switzerland, fax: 41) 1-201 28 08 or e-mail: info@raborobecobank.ch 

O Yes, | would like to know more about Rabo Robeco Bank. Please send me information about how you work and how to gain access to this world of opportunity 


in English O GermanO) DutchO French O ref: C EC A 23 00 (Please quote the reference 


Tick appropriate box 


Mr/Mrs/Miss/Ms* Surname and initials Year of Birth 


Profession Street 
Town Postcode Country 
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Encounter in Pyongyang 





Ta met, they chatted, they may meet 
again soon. This week’s summit dispelled 
some of the personal chilliness between 
South Korea’s Kim Dae Jung and North Ko- 
rea’s Kim Jong Il. It made less of an impres- 
sion on the deep-frozen hostility that still div- 
ides the two Koreas. After 50 years spent 
formally at war, they will have to make up 
the rules of re-engagement as they go along, 
and cautiously. But for South Koreans—North 
Koreans are not at liberty to say—the summit 
has rekindled hope that divided families will 
be reunited and that someday, somehow, 
preferably step-by-step and peacefully, Korea 
will be too (see page 27). 

After centuries of being leaned on by bigger neighbours, 
and decades of being carved up between them, North and 
South Korea now have a chance to regain some control over 
their joint destiny. It helps that these days the outsiders that 
matter, America, Japan, China and Russia, all agree that the 
cold war between the two has lingered dangerously long into 
the post-cold-war era. Achieving a measure of peace and 
predictability on the Korean peninsula would remove one of 
the chief threats to East Asia’s stability. Yet even if the ice bet- 
ween North and South Korea really does start to shift, there 
could still be some dangerous moments ahead. 

It is hard to exaggerate the problems the two will face even 
if they are sincerely bent on reconciliation. They understand 
little of each other’s ways. South Korea is a developed, open- 
market, open-minded success. By contrast, North Korea’s Sta- 
linist tendencies, combined with the wacky juche (self- 
reliance) dogma of its leaders, have stranded it on the wrong 
side of history. It is an impoverished, feudal place, unable to 
feed its people, surviving off the charity of China and hand- 
outs from America, South Korea and Japan. 

North Korea long ago lost the battle of ideas with South 
Korea. Yet, as the North has tottered closer to collapse, South 
Korea’s leaders have prudently set aside demands for early 
reunification, offering instead to help repair North Korea's 
shattered economy. This, they hope, will make eventual 
union a more manageable prospect. The southern Mr Kim 
won his welcome in Pyongyang this week with offers of in- 
vestment and promises of big infrastructure projects. North 
Korea can use all this sort of help it can get, and South Korea is 
the only country offering it. So will North Korea grasp the 
South’s helping hand? Despite this week’s smiles for the cam- 
eras, the northern Mr Kim’s intentions are still unknown. 

He talks the language of reunification, but his overriding 
aim is to keep himself and his cronies in power. His difficulty 
is that survival by means of good old-fashioned repression is 
getting harder in a world where even the remaining Marxists 
find they cannot insulate themselves from some of the dic- 
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tates of the global market. Late last month, on 
a surprise visit to China, he hinted that he 
was toying with Chinese-style economic re- 
forms at home. North Korea desperately 
needs a shake-up. Yet even a little reform and 
Opening up to affluent and democratic South 
Korea could just as easily spell the end of the 
North’s discredited regime. 

South Korea needs to proceed cautiously 
too. North Korea may not want to run the 
risks of real reconciliation. It may simply 
want to extract what economic concessions it 
can—like the 200,000 tonnes of fertiliser 
South Korea promised just before the sum- 
mit—and then resume hostilities. If so, there 
would be little point in South Korea building roads and 
bridges in the North only to see them used to ferry more tanks 
and troops to their dangerously over-armed border. That can- 
not be ruled out. North Korea is by now adept at provoking 
crises and then demanding a pay-off for defusing them again. 
Few of them are in fact fully defused, certainly not the big one 
relating to the North’s nuclear ambitions, still less the newer 
one caused by its testing of a long-range rocket over Japan in 
1998. And even if North Korea is preparing to take a gamble 
on reform, periodic upsets in relations—whether calculated 
or miscalculated in Pyongyang—are probably inevitable. 


No time to go off message 


All the more so if, in the effort to keep North Korea talking, 
South Korea lets tensions emerge with its two chief allies, 
America and Japan. In the past, North Korea has played these 
three off against each other. By closing ranks in the past two 
years, they have helped push North Korea to talk. Yet South 
Korea’s capital, Seoul, is already in range of the thousands of 
short-range rockets just over the border, so its Mr Kim is less 
worried where North Korea’s new, longer-range missiles 
might fall. Now that he has the other Mr Kim’s attention, he 
would rather talk about trade and family contacts, not the 
nuclear and missile worries of his allies. But giving cash to 
North Korea without making clear the consequences of its go- 
ing too far will only encourage more brinkmanship. 

China and Russia, after years of shrugging their shoulders 
and mostly leaving the crises between the Koreas for America 
to manage alone, are now also keen to get in on the dip- 
lomatic act. They could be of help. If North Korea really is 
ready to open up a bit to the South, even the perversely self- 
reliant Mr Kim will at times need China to hold his hand. 
Keen not to be outdone, Russia’s president. Vladimir Putin, 
has invited himself to Pyongyang next month. Both have 
lately been encouraging North Korea out of its bunker. But 
both also have their differences with America, most recently 
over its plans for limited missile defences. They will now be 
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tempted to use the opening between the Koreas to pursue 
their rivalry with America for influence in the region. 

That would be folly. Even without Chinese or Russian 
cover, North Korea needs little encouragement to misbehave. 
Indeed, its missile test two years ago is what prompted Amer- 


After Assad 


Despite the uncertainty, more reasons to cheer than to despair 


a. end of an era, it is said. And good riddance to it, if true. 
Hafez Assad’s 30-year dictatorship is honoured for giving 
Syria stability after years of political chaos. But it was stability 
of a kind that most countries would gladly be without: an 
equilibrium enforced by a coercive regime with the help of a 
dozen intelligence agencies, which deprived people of free 
speech and led the economy into a statist dead-end. Syrians, 
once in the van of Arab intellectual life, deserve better. Does 
Bashar Assad, the son-of-dictator-about-to-be-president, be- 
long to the evanescent twilight of the old era, or does he usher 
in a more enlightened one? Can he perhaps be helped to 
move from one to the other? 

He seems decent enough: modest, intelligent, reform- 
minded. In his brief apprenticeship, cut short by his father’s 
death, before taking his place in the Arab world’s bizarre sys- 
tem of republican dynasties, he set about modernising Syria’s 
antique economy, introducing innovations such as mobile 
telephones and access to the Internet, which had previously 
been considered too dangerous to tolerate. Whether his open- 
mindedness extends to politics is still unclear (see pages 21- 
23). But there is at least a chance that Syria’s new president, 
like Morocco’s new king, will, after a respectful pause, try to 
drag his country free from a father’s leaden legacy. 

It is too early for Bashar Assad to have made his opinions 
known on foreign policy. His exposure to western ways, dur- 
ing his training in Britain as an ophthalmologist, may make 
him an easier man for outsiders to deal with than was his un- 
bending father. Israelis will be mistaken, however, if they be- 
lieve that the son, any more than the father, will yield on the 
return of the Israeli-occupied Golan Heights. 

Israelis, whose public comments have been less respectful 
of the dead Assad than most outsiders’ carefully phrased offi- 
cial epitaphs, seem divided on the timing of their next ap- 
proach. Most of them believe that the new Syrian regime 
must show itself to have a fair-to-good chance of survival be- 
fore there can be any renewal of peace-seeking. And this, they 
wager, could take months, if not years. 

An indefinite postponement is less worrying to Ehud Ba- 
rak than it would have been in his first months as Israel's 
prime minister, when peace with Syria was his foreign-policy 
priority. But the Syrian exchanges came to a rough halt and, 
with Israel’s soldiers safely out of Lebanon, the need is now 
less pressing. It was always known that it would be a struggle 
to get a Syrian deal approved by a referendum in Israel, but 
now, after the loss of his majority (possibly only temporarily, 
see page 50), Mr Barak faces a struggle in parliament too. This 
inhibits all peace-making, including Mr Barak’s ploy of play- 
ing the Syrians against the Palestinians and vice versa. All in 
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ica to pursue the missile defences that so offend China and 
Russia. Yet if he thinks they are keen to tweak America’s nose, 
the northern Mr Kim may miscalculate he can get away with 
a lot more than that. Mishandled, there is still plenty of dan- 
ger on the Korean peninsula to damage everyone's security. 





all, waiting for Syria to settle down will suit many Israelis. 

There is another way of looking at things. If Bashar Assad 
is truly a reformer, bent on making his country a freer, more 
forward-looking place, he needs help. A deal in which he 
completed his father’s quest to win back the Golan Heights 
would help remarkably. The agreement collapsed because the 
Syrians insisted on getting the whole region back and the Is- 
raelis insisted on retaining control of the Sea of Galilee’s 
shoreline. Both sides were stubborn, and emotional too. But if 
ever an issue called for some creative formulaic solution, 
probably with an international ingredient, to save Syrian 
honour while calming Israel’s fears about its water, this was it. 
Indeed, Mr Assad may well have been hoping for something 
along those lines when he and Bill Clinton had their disas- 
trous meeting in Geneva in March. 

After that meeting, it is more difficult to get things right, 
but not impossible. Once Bashar Assad has been crowned 
president (sorry, for that read: once the Syrian parliament has 
approved Mr Assad’s nomination, and the Syrian people 
have accepted or rejected him, and the results have been 
made known by the end of July), the Syrian-Israeli peace track 
could be replayed—but with a more imaginative ending. The 
Israelis, who were put off by the unsmiling countenance of 
Assad pére, should be able to expect a warmer face from the 
son. And the Syrians, who will be on the lookout for signs of 
Bashar’s weakness, will have to be assured that the entire Go- 
lan Heights will, at least in stages, become theirs once more. 


Towards a more benign stability 


What has Mr Barak to gain from embarking on a new for- 
mula-seeking initiative? As Bashar Assad himself observed, in 
a rare interview with a Saudi-owned newspaper shortly be- 
fore his father died, Israel’s prime minister is in a weak posi- 
tion at home to make any concessions. But in fact the whole 
region, Israel included, stands to gain if Syria can move out of 
the darkness that has eclipsed it for so long. 

Bashar Assad has inherited the presidency but may not be 
able to keep it. His legitimacy is, at best, dubious. A second 
son, plucked from his chosen career when his playboy elder 
brother was killed in 1994, he is inadequately groomed for the 
job, his support network not yet in place. He belongs to a mi- 
nority sect, resented by the majority. The corrupt old guard 
could oust him. But if it turns out that he has indeed set his 
face in the direction of reform—the evidence as yet is slight— 
outsiders have a strong interest in encouraging him. Success 
could mean not only an Israeli-Syrian peace, but the re- 
emergence of a Syria that was stable, and not because of fear. 
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Intimations of mortality 


Labour’s current problems have their roots in the tactics it used to win power 


O TONY BLAIR is mortal. In the past few months Britain’s 

prime minister has suffered a series of reverses. His party 
was defeated in the local elections and humiliated in the Lon- 
don mayoral election. An innocuous if incompetent speech 
by Mr Blair to the Women’s Institute was heckled and slow- 
handclapped. The Tories under William Hague have found 
their voice and closed to within three points in the polls. For 
the first time since Mr Blair entered Downing Street, it is imag- 
inable that Labour could actually lose the next election. 

In some respects Mr Blair commands sympathy. His over- 
all record is creditable—particularly on the economy. He 
showed courage over Northern Ireland and Kosovo. Some of 
his domestic reforms, especially his efforts to raise standards 
in schools, are important. Yet there is a certain justice in the 
difficulties New Labour has encountered. The party based its 
appeal on wildly overblown political rhetoric. Its problems 
are rooted in a growing public realisation of the gap between 
all that talk and reality. 

Blairite hyperbole has taken a variety of forms. During the 
1997 election, New Labour lamented 18 “wasted” years of Tory 
government and bewailed “savage cuts” in public services. In 
power, Mr Blair has continued to indulge his taste for evan- 
gelical, transformational exuberance—promising to “mod- 
ernise” all he sees, to make Britain the envy of the world and a 
“model country for the 21st century”. He has also made some 
specific rash promises—to end waiting lists in the National 
Health Service and eradicate child poverty, for example. 

Labour's electoral pitch was always contradictory. Mr 
Blair managed simultaneously to denounce the legacy of the 
Tories, and to assure the electorate that he would preserve its 
most important features: low taxes, light regulation, privatisa- 
tion. In government the chasm between all the talk of revolu- 
tionary change and the reality of moderate continuity has be- 
gun to dawn on people and wear them down. 

New Labour has been genuinely radical in reforming the 
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constitution. But the party’s key promise was that it would re- 
vive Britain’s public services—health and education, espe- 
cially. Mr Blair argued that voting for Labour was a matter of 
“saving” the NHs. New Labour pressed home the idea that 
spending on the health service had been cut under the Tories, 
and that money had been wasted by the creation of an inter- 
nal nus market. All this was thoroughly disingenuous. Health 
spending under the Tories had consistently risen in real terms. 
In power New Labour said it was dismantling the internal 
market; in fact it has preserved, and arguably extended, its 
crucial feature—the split between purchasers and providers 
of health services. 


Blah, blah, new era 


For all his avowed radicalism, Mr Blair’s record on public ser- 
vices is essentially one of pragmatic, well-intentioned conser- 
vatism. While he is in thrall to “modernisation”, he seems to 
have no interest in reforming the fundamental structures of 
key state-run institutions like the nus or the school system. 
Truly radical ideas—like expanding the role of the private sec- 
tor in the provision of health, or introducing education 
vouchers—remain firmly off the agenda. Mr Blair’s approach 
is to try to make existing institutions work better by increasing 
public spending and taxation, and by tightening central con- 
trol in the name of spreading “best practice”. 

This is a perfectly respectable way of trying to deal with 
issues like health and education, though one that is likely in 
the end to fail. The immediate difficulty for Mr Blair is that he 
appeared to be promising so much more than a programme 
of cautious, tax-raising pragmatism. Even now he still feels 
driven to dress his policies up in grand-sounding, “deeply 
personal” and embarrassingly half-baked political philoso- 
phy: the “third way” (yawn) and all that. If British voters are 
beginning to tire of this blather, he should not be surprised: 
they have done well to put up with it this long. 





Tomorrow's stockmarkets 


The world’s stock exchanges are trying to go global. The sooner the better 


EW things, you might think, are as enduring as a national 

stock exchange. From pillared entrance to pulsating floor, 
they display an institutional solidity that can surely defy 
forces for change. And yet most of the world’s bourses are 
now in turmoil, as they scrabble to be seen making alliances 
or mergers, to fend off electronic competitors, or simply to 
survive. Even New York, the biggest of the lot, is worried; 
while London, the biggest in Europe, seems to lurch from one 
misstep to another (see our special articles on pages 80-87). 

Two outside forces have come together to create all this 
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turmoil. The first is electronic. The growing power of the com- 
puter and the spread of the Internet have made share-dealing 
easier and cheaper. One result has been increased pressure on 
intermediaries, whether stockbrokers or exchanges, to cut 
their costs. Another has been the arrival of competition for or- 
ganised stock exchanges in the shape of entirely new elec- 
tronic markets. 

The second force is a growing desire on the part of inves- 
tors, companies and investment banks to move beyond na- 
tional borders for trading shares and raising capital—and to 
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do it more cheaply. This is expressed most strongly in Europe, 
where the arrival of the euro has made the notion of running 
separate national stock exchanges seem increasingly point- 
less. But the bigger goal is global: to move towards a 24-hour 
market for blue-chip shares in the world’s biggest companies. 
The established exchanges are keen to work towards this, not 
least because, if they do not, those upstart electronic new- 
comers might get there first. 

Why has such a global marketplace not been created be- 
fore? Shares in, say, 1M or Microsoft are widely held by for- 
eign investors. Commodities and foreign exchange are traded 
around the globe, so why not equities? The answer lies partly 
in conservatism on the part of investors and issuers, partly in 
national regulation and accounting standards, and partly in 
downright protectionism on the part of exchanges. All this is 
changing, albeit more slowly than it should. 

For all today’s talk about globalisation, most investors 
have remained surprisingly parochial. Some fret about taking 
on foreign exposure or currency risk. Others simply feel more 
comfortable dealing in companies they know. But both inves- 
tors and companies are learning the benefits of spreading 
their risks across borders. 

It is already possible to discern the makings of at least two 
global networks of exchanges that are emerging in response. 
One, led by the New York Stock Exchange, would encompass 
Euronext, the proposed merger of the Paris, Amsterdam and 
Brussels bourses, and Tokyo; the other would be built around 
ix, the putative London/Frankfurt merger and its associated 
joint venture with New York's big rival, Nasdaq. A new elec- 
tronic network may emerge. And it is equally possible that, 
with all exchanges talking to all others almost all the time, 
they might all get together, with the outcome being a single 
global equity market. 

Previous experience, admittedly, suggests that more alli- 
ances or mergers between stock exchanges are planned than 
carried to fruition. The vested interests that own and control 
the bourses are hard to satisfy; regulation of markets that op- 
erate across borders is inevitably awkward, since it has long 
been jealously guarded at national level; old-fashioned pro- 
tectionism impels many governments to preserve “their” 
stock exchanges. Yet there is now irresistible pressure on the 


world’s bourses to find some way of going global. 

This raises issues of public policy. One is how such a mar- 
ket should be regulated. There is unlikely to be a world Securi- 
ties and Exchange Commission any time soon: regulation will 
remain largely at national level. But national regulators 
should be doing more together on such matters as common 
listing requirements and international accounting standards. 
This week’s announcement of moves to enforce common ac- 
counting standards across Europe is to be welcomed. If such 
rules can be brought into greater harmony, fears of damaging 
regulatory “arbitrage”—with some investors or companies 
seeking to take advantage of locations that have laxer regula- 
tion—may prove groundless. The evidence is anyway that 
most participants prefer to deal on well-regulated markets. 


Divide and rule 


Another legitimate concern is whether a global market will 
make it easier to achieve one stated aim of nationally regu- 
lated exchanges: the best prices and execution for all inves- 
tors. The answer is that all investors, even small ones, will ulti- 
mately benefit from the greater liquidity and lower costs that 
a global market should bring. This will be especially true if 
clearing and settlement systems, which account for a big 
chunk of share-dealing costs and are especially burdensome 
for trades across borders, can be merged and simplified. 

A longer-term question is whether to worry about the risk 
of a single global stockmarket exercising monopoly power. 
Because trading always gravitates to whichever market has 
the biggest share of liquidity, stockmarkets have a tendency 
to be natural monopolies. They also have some of the charac- 
teristics of public utilities. Yet in stockmarkets, as in utilities, 
competition is often the best way of forcing down costs and 
ensuring good service. Just as the rivalry between the New 
York Stock Exchange and Nasdaq has benefited both the 
American economy and the exchanges themselves, so it 
would be better for the world to look for two global equity 
markets rather than one. But, as national exchanges have 
found, even a monopoly is vulnerable to attack by new rivals. 
So for now it would be better if regulators, investors and stock 
exchanges worried less about the impact of consolidation 
than about how to foster it. 





The perils of Austracism 


It is time the European Union ended its absurd isolation of Austria 


Dor in haste, repent at leisure. Such is the lesson of 
the European Union’s precipitate decision last February 
to tum its back on Austria, after an electoral stalemate had 
brought the far-right Freedom Party into the country’s gov- 
ernment. The party’s leader at the time, Jörg Haider, has un- 
doubtedly shown a strong taste for populism, an apparent 
lack of contrition about Austria’s Nazi past and a streak of xe- 
nophobia. But four months later it is ever more plain that the 
14 ostracisers—acting bilaterally, since their Austrian partner 
has broken no eu rule—have made fools of themselves. Their 
attitude looks merely hypocritical, futile and embarrassing. 
It is hypocritical because the most strident of the 14, nota- 
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bly France and Belgium, have patently been motivated more 
by a desire to look high-minded at home than to protect the 
vulnerable in Austria. Besides, they had made no similar de- 
mands when bigger countries in the Union had included in 
their governments communists and post-fascists whose de- 
scent from parties that once endorsed mass-murder was far 
clearer than that of Austria’s Freedom Party. It is futile be- 
cause the Austrians are now even less likely to dish their gov- 
ernment than they were before. And it is embarrassing be- 
cause the 14, which are already starting to squirm, must now 
either climb down or risk getting into an even bigger mess. 
Austria’s coalition government, whose main component 
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is firmly centre-right in outlook, has never looked very sinis- 
ter. Before it was sworn in, it issued the fullest acknowledg- 
ment of the country’s complicity in the Nazis’ crimes ever 
made by an Austrian government of any stripe. Since then, it 
has set in motion some useful reforms from which its prede- 
cessor shrank. It has, most notably, started to tackle the cor- 
rupt system of Proporz, whereby a vast range of jobs, from 
managers in state-owned banks to head teachers, have long 
been carved up between the country’s two mainstream par- 
ties. It has done nothing to suggest that either democracy or 
minority rights are at risk. Mr Haider, who was never due to 
take a post in the federal government in Vienna, has resigned 
as party leader, though he still no doubt pulls strings behind 
the scenes and may yet make a bid for the chancellorship. His 
colleagues, however, have endorsed Austria’s eu membership 
and the Union’s efforts to take in new members from the 
east—policies they previously opposed. 

If the sanctimonious 14 wish to delude themselves, they 
may claim that all these happy outcomes are the result of 
their stand, which has taken the form of refusing formal bilat- 
eral ministerial and ambassadorial contacts, and blocking 
Austrian candidacies for top international jobs. In any event, 
half a dozen of the 14 are showing signs of wanting to break 





Donors should help those in need, not themselves 


FTER 40 years of agreeing that it should be done, will the 
rich countries finally untie their aid? On June 2oth the 
rich-country Organisation for Economic Co-operation and 
Development will meet for a last effort before the G8 summit 
in Japan to cut strings from aid for the poorest. They should 
wield their scissors freely. 

Tied aid is help given on condition that the goods or ser- 
vices involved are provided by the giver. About half of the aid 
to the poorest countries remains tied in some way. To donors, 
it is a way of supporting their own firms or farmers as well as 
the poor. America’s government can buy its farmers’ grain 
surpluses and send them to feed Africans. European coun- 
tries can buy water pumps at home and send them to thirsty 
India. Japan can hire its nationals to advise poor countries’ 
governments, rather than paying others to do so. 

But such help risks being driven by the givers’ interests, 
not those of the needy. Donors often pay for inappropriate 
schemes which require their exports and expertise (such as 
the Pergau dam in Malaysia, promoted by Britain), whereas 
smaller, locally-run projects would serve better. When donors 
favour their own contractors over those from other countries, 
rivals who might do the job more effectively are excluded. 
(The European Commission is investigating whether such 
preference breaks the laws of the Eu's internal market.) The 
practice is also sometimes used as a way of subsidising do- 
nors’ own industries in order to protect jobs. 

Moreover, aid which ignores recipients’ needs can be use- 
less, or worse. Poor countries are littered with electrical equip- 
ment for villages without electricity, machines for which no 
spare parts can be found, recycled clothes that destroy local 














20 


ranks, though they may yet be too timid to do so, eanwhile, 





the hated government in Vienna is talking about holding a 
non-binding referendum, in the belief that it would confirm 
opinion-poll surveys showing about nine Austrians in ten, in- 
cluding most Socialists, opposed to the Ev’s sanctions. 


Patience. has limits 


The government has been wary of upping the stakes, but may 
also consider slowing down European legislation and even 
taking the 14 to the European Court of Justice. Austria, a gen- 
erous net contributor to the eu budget, has transgressed no 
Union rule by choosing a government that happens to be 
backed by most of its voters. It is preposterous that some lead- 
ing lights in the eu have warned it against being “aggressive” 
in seeking vigorously to end its isolation. 

In fact, though it cannot be seen by its own increasingly 
prickly citizens to be climbing ignominiously down, it would 
probably accept a “suspension” of the measures enforcing its 
isolation, perhaps pending a report on minority rights in Aus- 
tria by the European Commission. Portugal, whose presi- 
dency of the £u ends this month, would be wise to propose 
such a compromise as the least humiliating way to junk a pol- 
icy that should never have been adopted in the first place. 


cnet sear m i iit 














textiles markets. As long ago as the 1960s, it was apparent that 
America’s pL480 grain programme had virtually destroyed 
Egypt's wheat farmers. All in all, says one British charity, tied 
aid is 25% less effective than the untied sort. 

In principle, all donors now agree that aid should be un- 
tied, at least for the poorest countries and at least if it is finan- 
cial aid, including loans, debt relief and grants. Unfortunately, 
they do not agree that technical and food aid should also be 
untied. Next week’s meeting is merely about how to share the 
costs of freeing financial aid. Even so, three countries—Japan, 
America and France—are blocking a deal, anxious to preserve 
the right to support their own industries. 

They should back down. Recent talk of giving recipients a 
bigger stake in making a success of aid projects—letting them 
“own” them, in the jargon—is meaningless unless aid is un- 
tied. And though domestic lobbies (companies eager to win 
aid contracts) may help bolster aid budgets, that is no reason 
to keep aid tied. A protected aid market, like other protected 
markets, prevents healthy competition and good service. 
When it is opened up, good companies will thrive and win 
contracts at home and abroad. Better still if competitors in 
poor countries can tender successfully. If the result is slightly 
lower aid budgets—it need not be--that would be a price 
worth paying. Less but better aid would make more sense 
than larger amounts of protection disguised as charity. 

Aggregate aid has fallen over the past decade; despite a 
rise in 1998 and last year’s increase to $55 billion. Untying aid 
would at least make the rich countries’ efforts abroad more ef- 
fective. Let it happen next week. 

a nition tected ue a 
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Bashar’s world 


DAMASCUS 


With the death of Hafez Assad, Syria appears to have lost a dictator and 
gained an ophthalmologist. The reality is less simple—and less reassuring 


LMOST imperceptibly, on the afternoon 
of June nth, the focus of the frenzy on 
the streets of Damascus began to change. 
The day before, Hafez Assad, Syria’s ruler of 
30 years, had died of a heart attack. By morn- 
ing, workers had replaced most of the city’s 
billboards with pictures of the dead presi- 
dent. Crowds were marching through the 
streets, waving black flags and bellowing 
about the loss of “God’s beloved”. But by 
midday new posters began cropping up, not 
of Mr Assad, but of his son Bashar. And the 
most popular slogan had become “Our 
blood, our souls, we offer you, Bashar.” 

Syria’s political establishment was even 
quicker to pledge fealty to the president's 
son. No sooner had Syrian state television 
announced Mr Assad’s death than it cut to 
the chamber of the People’s Assembly, 
where the weeping members were voting to 
alter the constitution. They lowered the 
minimum age for presidents from 40 to the 
surprisingly specific figure of 34—the exact 
age of the younger Mr Assad. In case anyone 
had missed the point, the two top 
committees of the ruling party 
met the same evening to nomi- 
nate him for the presidency and, 
in the meantime, declare him 
commander-in-chief. 

As the week wore on, the 
first-ever father-to-son succes- 
sion in an Arab republic pro- 
ceeded remarkably smoothly. 
Mr Assad rose to the occasion of 
his father’s funeral, receiving a 
gaggle of foreign statesmen with 
regal dignity. The country’s top 
soldiers made a special visit to af- 
firm their loyalty. The lone peep 
of dissent, from Rifaat, the exiled 
brother of Hafez, earned derision 
from his nephew’s inner circle. 
The only formalities that now 
separate Mr Assad junior from 
the presidency are a couple more 
votes in the Assembly and the 
ruling party, tobe confirmed bya 
national referendum on July 
25th. But for all the procedural 
decorum, Mr Assad’s inheritance 
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is far from secure. The wailing and gnashing 
of teeth at his father’s death, and the adula- 
tion that greeted his succession, were less 
than universal. During his father’s long rule, 
all political dissent was repressed, leaving 
plenty of people with unaired grievances. 
Mr Assad’s own public career has so far con- 
sisted of sidelining potential rivals, a task 
that has doubtless earned him an enemy or 
two. Most worrying of all, Syria’s economy is 
slowing. To stay in power, Mr Assad will 
have to turn it round. 


A Damascene conversion? 

The outside world will be looking on with in- 
terest to see how he copes with all these chal- 
lenges, and to issue some of its own. For the 
past decade, Syria has in effect ruled Leba- 
non with a 35,000-strong “peacekeeping” 
force. But Lebanese politicians are known for 
their unruliness, and will doubtless exploit 
any opportunity to chart a more indepen- 
dent course. Furthermore, Mr Assad will 
have to return sooner or later to the vexed 


question of peace with Israel, which domin- 
ated his father’s final years. In general, Syria, 
ifitis the first of the big Arab republics to un- 
dergo a transition from autocracy, will help 
set the tone for the future of the region—for 
good or ill. 

On the face of things, Bashar Assad has 
few qualifications for such heavy responsi- 
bilies. Until 1994 he was a student, with no 
experience of politics. But in that year, Basil, 
his elder brother and his father’s chosen suc- 
cessor, died in a car crash. So Mr Assad was 
forced to cut short his study of eye medicine 
at Saint Mary's Hospital, in London, and re- 
turn to Damascus to take up the “martyr’s” 
mantle. Friends admit that he cuts a rather 
meek and awkward figure, unlikely to in- 
spire the same terror or admiration as his 
handsome, athletic, outgoing and ruthless 
brother. “Basil was the gangster type,” says 
cne Syrian. “Bashar is much more quiet and 
thoughtful.” 

Mr Assad has certainly pursued a 
thoughtful campaign to secure the succes- 
sion over the pastsix years. At first he worked 
behind the scenes, installing his own men in 
the army and security services and elbowing 
out those considered unreliable. To help cull 
officers of his father’s generation, he started 
enforcing the official, but long-ignored, re- 
tirement age of 60. So Hikmat Shahabi, his fa- 
ther’s faithful chief of staff, was bundled out 
of office. So was the head of military intelli- 
gence, to be replaced by Bashar’s brother-in- 
law. The idea seemed to be to get rid of any- 
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one Mr Assad junior “used to call uncle”, as 
one observer put it, in order to leave few se- 
nior figures with the experience and author- 
ity tochallenge the new regime. 

Of course, there are still plenty of grey 
heads in government, most notably Abdul- 
halim Khaddam, a vice-president and the 
acting head of state. But Mr Assad has served 
men like him a waming to keep quiet by 
launching a probe into the near-universal 
corruption among senior government offi- 
cials. Several ex-ministers, generals and their 
children have had their property and their 
passports confiscated. The most prominent 
victim was Mahmoud Zoubi, prime minister 
for 13 years and speaker of parliament before 
that, who later committed suicide. 

Those left within Mr Assad’s inner circle 
are either hisown appointees, such as Ali As- 
lan, the chief of staff, or unstintingly loyal 
servants of his father, such as Mustafa Tlas, 
the defence minister. But in Syrian politics, 
there are no guarantees. As defence minister, 
the older Mr Assad seized power from his 
comrade-in-arms of 20 years, Salah Jadid. In 
1983, Rifaat Assad, the disgruntled brother 
now carping from exile, tried to seize power 
himself in a coup. The veterans of the old re- 
gime must fear that their new leader is wait- 
ing only until his position is more secure be- 
fore dropping them, while the new guard 
doubtless has political ambitions of its own. 
Both groups probably already play a big role 
in decision-making, and neither will tolerate 
Mr Assad risking their livelihoods by mak- 
ing mistakes. Any sign of weakness will serve 
as an invitation for one of them to step in. 


Resentful Sunnis, defiant Lebanese 


Nor does the only threat come from within 
the regime. In 1982, the Muslim Brotherhood 
staged an uprising in the city of Hama. Al- 
though it was brutally suppressed, many 
Syrians still resent the fact that their govern- 
ment is dominated by Alawites, a small off- 
shoot of Shia Islam. Around 70% of Syrians 
are Sunni Muslims, for whom Alawites are 
practically heretics. Even for those with little 
religious feeling, the spectacle of arriviste 
Alawite families from Syria’s northern hills 
lording it over the grand old families of Da- 
mascus and Aleppo is hard to swallow. 
Though Hama is cowed these days, it is hard 
to believe that Islamist sentiment has disap- 
peared altogether. The same goes for Syrians 
with democratic instincts,or politically con- 
scious Kurds (who make up about 7% of the 
population). All these people will be waiting 
in the woodwork to see how Mr Assad gets 
on;as, indeed, will Rifaat’ssupporters. 

The first active defiance, however, is 
likely to come from Lebanon, Syria’s restive 
vassal. One of the few shared sentiments 
across Lebanon’s religious spectrum is re- 
sentment at the country’s occupation by an 
army of boorish peasants and the thousands 
of manual workers who have arrived in their 
wake. Lebanon’s grandest newspaper re- 
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cently broke the ultimate political taboo by 
calling on Syria to withdraw its troops. Is- 
rael’s decision toend its occupation of south- 
ern Lebanon last month removed the best 
justification for their presence. 

Lebanon’s squabbling politicians used 
to try to upstage one another by currying fa- 
vour with Mr Assad senior; he, in turn, pre- 
served a balance of power between them by 
constantly changing his favourites. They 
showed up in droves at his funeral, where 
they practically jogged past the coffin in 
their sycophantic haste to cosy up to their 
new master. In private, however, Lebanese 
politicians are prone to dismiss the new Mr 
Assad as a young stripling. With Lebanese 
parliamentary elections due in August, he 
will have to start adjudicating straight away 
between rival claimants for seats. Some of 
those who feel hard-done-by will doubtless 
resort to open defiance, while others will 
manoeuvre behind the scenes to increase 
their influence. Mr Assad knows that poten- 
tial opponents in Syria will be watching to 
see how firmly he handles his Lebanese 
charges. 
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But he will also have pressingconcerns at 
home. Even if he manages to see off short- 
term challenges tohis rule, he cannot hope to 
survive in the long term without a radical 
economic shake-up. So far, he has been care- 
ful to associate himself with anything new 
or progressive, especially as regards the 
economy. Until recently, his only formal po- 
sition (save that of colonel in the army) was 
head of the Syrian Computer Society. He 
oversaw the introduction of the Internet to 
Syria last year, albeit with severely limited 
access and censored content. Earlier this 
year, the launch of Syria’s first mobile tele- 
phone network had his fingerprints all over 
it. His anti-corruption drive has had the 
added bonus of raising his stock with the 
general public. To the extent that ordinary 
Syrians know anything about Mr Assad at 
all, they associate him witha faint draught of 
economic fresh air. 

However, the Syrian economy needs 
something more like a hurricane. At its cur- 
rent rate of increase of 3.3%, the country’s 
population will double within 22 years. A lit- 
tle under half of all Syrians are younger than 
15,and will soon be requiring school and uni- 
versity places and then jobs—not to mention 
water, telephones and electricity. Although 
the capacity of the country’s power plants 
has tripled in the past eight years, and two 
new ones are about to come into operation, 
the government must struggle constantly to 
keep up with demand. 

Under the old Mr Assad, there was a lot 
of timidity and drift. Creaking state factories 
dominated the economy, in part for fear of 
giving Sunni merchants too much power. A 
law passed in 1991 provided some incentives 
for private investment. But confusing and 
contradictory regulations still carry the 
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DAMASCUS 


HEN an Arab ruler dies, shutters are 
supposed to go down and alcohol to 
disappear. Not so in Damascus. The day 
after Hafez Assad’s death, locals took ad- 
vantage of their day off to pour into the 
city’s most famous ice cream parlour, Bek- 
dash, for a scoop and a natter. In the big ho- 
tels, waiters kept offering their patrons ex- 
tra mugs of beer. Even as a pro-Syrian mob 
smashed up a shop in neighbouring Leba- 
non for daring to serve felafel at such an 
emotional moment, Damascene sandwich 
merchants were doing a roaring trade. 
There was mourning, of course, of an 
improbably exaggerated sort. The official 
news agency described the dead president 
as “a giant immune castle” who had “wres- 
tled hurricanes”, a “planet that shone in 
the sky of Syria and the Arabs”. A few reli- 
gious mystics demonstrated their despon- 
dency by sticking swords through their 
a 





threat of imprisonment for minor infrac- 
tions. The courts have no independence 
whatsoever. There are no banks save state 
monoliths that lend exclusively to public en- 
terprises. The Syrian pound still has multiple 
Soviet-style exchange rates for different peo- 
ple and purposes. Syrians hailed it as a great 
reform when they were at last allowed sim- 
ply to hold (not trade) foreign currency ear- 
lier this year. 

Syria does sit on some oil, 
but—a few recent discoveries not- 
withstanding—its reserves are 
dwindling and internal demand 
is rising. Agriculture still provides 
employment for about a quarter 
of the workforce, but only 
through an expensive system of 
State subsidies that the govern- 
ment, presumably, can ill afford. 
(Its accounts are entirely inscruta- 
ble, since neither oil revenue, the 
biggest source of income, nor mili- 
tary expenditure, the biggest out- 
lay, feature at all.) As it is, local 
economists put unemployment 
at 20%. Without a sharp shift to- 
wards the private sector and a complete 
overhaul of Syria’s business regulations, that 
figure will rapidly rise—and discontent with 
it. 

As necessary as economic reform is, it 
will not go down well with the sons of gener- 
als and ministers who have used their con- 
nections to get round the rules, and have 
made a killing by it. Economic loosening 
might also bring demands for more political 
freedom. Some optimistic Syrians suggest 
that Mr Assad will gradually unravel his fa- 
ther’s stifling police state. They point to the 
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Brass bands and ice cream 


more superfluous folds of flesh. As the fu- 
neral procession passed, several women in 
the huge crowd collapsed in fits of noisy 
anguish, while the more rambunctious 
youths tried to rush the police cordon to 
touch the coffin of the fallen leader. 

But there was little of the sort of per- 
sonal, heartfelt grief that overwhelmed 
many Jordanians at the death of King Hus- 
sein last year. The atmosphere was more 
like that of a football match. Young men in 
black headbands piled into cars and drove 
about town, honking their horns, shouting 
slogans and waving flags and pictures. 
Brass bands marched around the streets, 
churning out semi-mournful, semi-martial 
music for appreciative crowds. 

The international response was 
equally half-hearted. Plenty of Arab rulers 
made the trip, as did Iran’s president Mu- 
hammad Khatami. But Jacques Chirac, the 


president of France, was the only western 
head of state to put in an appearance. Mad- 
eleine Albright, America’s secretary of 
state, showed up, but only after declaring 
that Syria must pursue democratic reforms 
and a peace deal with Israel. The turnout, 
both western and Arab, was noticeably 
lower than at the funerals of both King 
Hussein and King Hassan of Morocco—a 
good thing, perhaps, since Damascus has 
so few five-star hotel rooms that the gov- 
ernment had to kick out the existing guests 
to put up their distinguished visitors. 
Syrians seemed torn between their ag- 
ony at the former ruler’s death and their 
elation at the new one’s accession. A few 
muddled up the names of father and son 
in their chants. Everyone agreed firmly, 
however, that the bereaved young man 
would make a wonderful leader. Why? Be- 
cause he is his father’s son. No other reason 
is required. As one passer-by put it, per- 
fectly encapsulating Syrian politics, “The 
decision has been made. We are just the 
people. We wait for events to happen.” 2S 








more critical debate he has encouraged on 
matters economic, and the recent release of a 
few political prisoners. But he has shown no 
embarrassment at the manner of his eleva- 
tion to power and given no hint that he is 
willing to cede any. Even if he intended to, 
his advisers would doubtless resist it.On the 
other hand, the pressure for change that has 
built up over the past 30 years may prove so 





Rifaat, spoiler-in-exile 


great that it can be repressed only with a fer- 
city he appears to lack the stomach for. 
There is one more political question that 
Syria’s new ruler will have to face sooner or 
later: peace with Israel. Before Mr Assad’s 
body wasin the ground, General Tlas, the de- 
fence minister, appeared on television to say 
that his “strategic choice” of peace with Is- 
rael still dominated the government's 
agenda. But he also stipulated that Syria 
would remain true to the dead man’s insis- 
tence that “every atom” of Syrian territory be 
returned. His son would doubtless love to 


burnish his accession with a peace deal, but 
cannot possibly agree to terms less than 
those set in stone by his father. Mr Assad se- 
nior, after all, painted himself as the custo- 
dian of Arab sentiment, and his country as 
“the beating heart of Arabism”, thanks to his 
refusal to compromise with Israel. Yet the Is- 
raelis will be tempted to push for conces- 
sions from an inexperienced negotiator. 


Repression or release 
All this leaves Mr Assad with an 
impossible choice. He can either 
try to preserve his father’s style of 
rule, with all its brutality and iner- 
tia, or he can try to lead a gradual 
liberalisation in both economics 
and politics, and risk being swept 
away by the forces he has un- 
leashed. Heis not theonly onecon- 
fronting this dilemma. In Mo- 
rocco, Jordan and Bahrain, young 
rulers have recently taken over 
from fathers with autocratic in- 
stincts. All three are edging, albeit 
painfully slowly, towards freer so- 
cieties. The demand for democ- 
racy, they seem to think, is as irresistible as 
that for the computers so dear to Mr Assad. 
But none of these countries is as central 
to the Arab world as Syria, nor were any of 
their rulers so despotic. Syria provides a 
much more pertinent study for other large 
and influential Arab countries expecting a 
transfer of power, such as Egypt or Iraq. In 
both those paper republics, the incumbent 
president seems to be grooming his son to 
take over. Both will take heed of, or heart 
from, Bashar Assad’s fate. 
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Kims together 
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After a brief delay, Kim Jong 
Il, leader of North Korea, wel- 
comed Kim Dae Jung, presi- 
dent of South Korea, to a 
summit in Pyongyang. 
Amid much goodwill, the two 
signed an agreement designed 
to ease tensions between the 
countries, which are still tech- 
nically at war. 


Three people died in Sri 
Lanka’s second suicide 
bombing in eight days. But 
passengers in a military bus, 
believed to be the bomber’s 
intended target, escaped with- 
out injury. 


Troubles in the South Pacific 
continued as the prime minis- 
ter of the Solomon Islands, 
Bartholomew Ulufa’alu, re- 
signed under duress. In Fiji, 
which is under martial law, 
George Speight, who is hold- 
ing a group of politicians hos- 
tage, claimed that soldiers 

| tried to kill him. 


In Japan, campaigning began 
for the general election on 
June 25th. Support for the rul- 
ing Liberal Democratic Party 
seemed to be faltering 


Russian crackdown 


Vladimir Gusinsky, head of an 
independent media group that 
| is critical of Russia’s President 
Vladimir Putin, was arrested 
after allegations of embezzle- 
ment. Politicians and business- 
men complained that the ar- 
rest was politically motivated. 
Mr Putin, on a visit to Spain, 
professed ignorance. 
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Montenegro's western-lean- 
ing president, Milo Djuka- 
novic, had mixed fortunes in 
local elections. His party, 
which wants to loosen ties 
with Serbia, Montenegro's big- 
ger partner in the rump fed- 
eration of Yugoslavia, won in 
Podgorica, the capital. But can- 
didates wanting strong links to 
Serbia won in a smaller town, 
Herzeg Novi. 


Li Peng, the number two in 
China’s Communist Party, vis- 
ited Yugoslavia, to berate 
NATO a year after China’s em- 
bassy was bombed in the cap- 
ital, Belgrade. 


Italy’s president, Carlo Azeglio 
Ciampi, pardoned Mehmet 
Ali Agca for trying to kill 
Pope John Paul II in 1981. The 


| pope had asked for clemency 


for his attacker, who was ex- 
tradited to Turkey to serve a 
sentence for another crime. 


Germany’s trade-union lead- 
ers, representing 31m public- 
sector workers, agreed on a 
wage deal, avoiding a planned 
strike. 


Syria's succession 





Hafez Assad, Syria's ruler for 
three decades, died. His son 
and anointed heir, Bashar, 
was named commander-in- 
chief of the army and nomi- 
nated to succeed him. 


Ehud Barak’s coalition govern- 
ment in Israel wobbled after 
the ultra-Orthodox Shas party 
said it would pull out after a 
row over money for its reli- 
gious schools. 


— 
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POLITICS THIS WEEK 


The un Security Council ex- 
tended its oil-for-food pro- 
gramme in Iraq. 


Amid renewed fighting, the 
Ethiopian government said it 
would accept a ceasefire pro- 
posal already approved by Er- 
itrea, and drafted by the Orga- 
nisation of African Unity. 


Rival Rwandan and Ugandan 
armies agreed to withdraw 


| from the Congolese city of 


Kisangani. Kofi Annan, the 
UN’S secretary-general, urged 
the Security Council to impose 
sanctions on the two countries 
to force them out of Congo. A 
report issued in New York 
said that 1.7m people had died 
there in the past two years as 
a result of fighting. 


As its marines flew out of 
Sierra Leone, Britain prom- 
ised on-going military aid. The 
EU agreed to suspend €50m 
($48m) of aid to Liberia, to try 
to force it to withdraw sup- 
port for Sierra Leone’s rebels. 


Hopes for a free and fair par- 
liamentary election in Zim- 
babwe dimmed as the uN 
withdrew from its role as co- 
ordinator of the election ob- 
servers, citing restrictions im- 
posed on it by President Rob- 
ert Mugabe’s government. Mr 
Mugabe declared that he 
would nationalise “British as- 
sets and mines” once he had 
finished seizing land. 


Lost Alamos 


Investigators at America’s Los 
Alamos Nuclear Laboratory 
continued to search for two 
computer hard-drives, con- 
taining data on weapons- 
safety systems and Russia’s 
nuclear weapons, which had 
gone missing. The laboratory 
had been watched for lax se- 
curity since the discovery, two 
years ago, that China had sto- 
len some of its nuclear secrets. 


A study of 23 years of capital 
punishment in America 











found that over two-thirds of 
death sentences were over- 
turned on appeal; that when 
capital cases were retried, 7% 
of defendants were found not 
guilty; and that only 5% of 
those sentenced to death be- 
tween 1973 and 1995 were exe- 
cuted within the period cov- 
ered by the study. 


Al Gore, the Democratic can- 
didate for president, began a 
“Prosperity and Progress tour” 
designed to remind Americans 
of the strength of the econ- 
omy. Improving on Ronald 
Reagan’s election-winning 


question of 1980, he asked au- | 


diences to consider if they 
were better off than they were 
eight years ago. 





Lino Oviedo, Paraguay’s fugi- 
tive would-be strongman, was 
apprehended and arrested just 
over the border in Brazil. 
Courts will now decide 
whether to extradite him to 
face charges relating to the 
assassination last year of Para- 
guay’s vice-president. 


General Rosso Jose Serrano re- 
signed after five years as Co- 
lombia’s police chief. His 
drug-busting efforts had made 
him a hero to many Colombi- 
ans, and to Republicans in the 
United States Congress. He 
said he was tired of seeing his 
officers die. 


Chile’s armed forces agreed to 
help find the remains of some 


1,200 people who disappeared | 


during the dictatorship of 
General Augusto Pinochet. 
Officers coming forward have 
been promised anonymity. 
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Vivendi, a French media and 
utilities group, and Canal 
Plus, its pay-rv subsidiary, 
reopened negotiations to ac- 
quire Seagram, a Canadian 
media and drinks company, 
for around $30 billion. Vivendi 
is keen to bolster its online 
entertainment interests with a 
world-class music business 
and a Hollywood film studio, 
Seagram’s Universal Studios. 
Seagram's shares soared in 
anticipation of the premium 
Vivendi is expected to pay; Vi- 
vendi’s slumped. 


BSkyB, a British satellite-rv 
company, paid £1.2 billion ($1.8 
billion) for the right to show 
66 football matches from Brit- 
ain’s premier league over the 
next three years. NTL, a cable 
company, paid £328m to show 
40 pay-per-view games. The 
BBC lost the highlights to its 
commercial rival, ITV. 


An initial public offering of 
20% of Egg, an Internet bank 
controlled by Prudential, a 
British life insurer, was rela- 
tively successful. The float val- 
ued Egg at £1.3 billion ($2.0 bil- 
lion), and the shares closed up 
11% in the first day’s trading. 


A profits warning from Com- 
putacenter, a British com- 
puter systems and services 
company, sent the company’s 
shares down 35%. The com- 
pany said that spending 
thought to have been delayed 
‘by ¥2K fears had not material- 
ised, and that customers were 
delaying rr investment to as- 
sess their e-commerce needs. 





o! | than e-mail, as part of an anti- 














American regulators said they 
would look at America On- 
line’s dominance of Internet- | 
based instant messaging, a ser- | 
vice even more immediate 


trust investigation into AOL's 
$124 billion acquisition of 
Time Warner. Time Warner’s 
potential broadband capabili- 
ties could increase aot’s grip 
on the market. 


Equant opportunity 








France Telecom appeared to 
have the upper hand over 
Global Crossing, an Ameri- 
can telecoms company, in 
takeover talks with Equant, a 
Dutch-based telecoms com- 
pany. Equant’s global network, 
which grew out of an interna- 
tional airline-reservation sys- 
tem, is valued at about $10 bil- 
lion. Its shares surged. 


Telia, Sweden's national tele- 
coms company, proceeded 
with an iro valuing it at 





Sweden’s government made a 
35% stake in Telia available, 
rather than as little as 20% as 
it had earlier hinted, taking 
advantage of a recovery in 
European telecoms shares. 


Germany’s SAP, the world’s 
biggest provider of back-office 
systems, is teaming up with 
Commerce One, an Ameri- 
can firm, to provide software 
for building electronic market- 
places. sar has been left out 
of the car industry’s plans for 
an online exchange. 


Germany's Robert Bosch, 
one of the world’s largest car 
parts suppliers, is in discus- 
sions about joining Covisint, 
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an electronic marketplace be- 
ing set up by Ford, Gm and 
DaimlerChrysler. 


Deutsche Telekom an- 
nounced that it would raise 
funds by issuing corporate 
bonds worth $8 billion. Eu- 
rope’s second-largest telecoms 
company needs cash to bid 
for third-generation mobile- 
phone licences in Germany 
and other European countries. 


Bass relief 


Belgium’s Interbrew is to 
buy the brewing interests of 
Bass, a British leisure firm, for 
£2.3 billion ($3.5 billion), only 
weeks after acquiring the beer 
interests of Britain’s Whit- 
bread. Interbrew will become 
the world’s second-largest 
brewer, beating third-placed 
Heineken by a head. 


Oryx, a diamond company 
planning to obtain a London 
stockmarket listing by are- 
verse takeover.of Petra, a Ber- 
muda-based diamond com- ` 
pany, was forced to pull out” 


| of the deal. Petra’s adviser, ac- 


countants Grant Thornton, 
had said it would not act for 
the firm if the deal was-ap- 
proved, Oryx has links with 
Zimbabwe's army and possi- 


| | bly Congo’s president. 
SKr256 billion ($29 billion). | 


ING, a Dutch bank, discussed 
the status of investments 
seized from Jews during the 
second world war with regula- 
tors in Connecticut. The state 
is home to Aetna, a health in- 
surer, part of which ina is in 
the process of acquiring, 
Agreement is close, but regula- 
tors are likely to press for a 
settlement of claims, which 
could cost ING $150m, before 
the acquisition is given the 
nod. 


Surging 


GDP in Japan grew by 10% on 
an annual basis in the first 
quarter, driven by strong rises 
in exports and consumption. 
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However, the unreliability of 
Japan’s economic statistics, 
coupled with a failure to ad~ 
just for the extra day of the 
leap year, mean that the fige 
ures may overstate the real 


strength of Japan's recovery. |. 


Retail sales in America fell 
by 0.3% in May, following a 
decline of 0.6% in April. The 
declines, both greater than ex- 
pected, provided another sign 
that America’s economy is 
cooling down. America’s con- 
sumer-price index rose by 
only 01% in May after show- 
ing no rise in April. 











Oil remained firmly above 

$30 a barrel. opec, which 

boosted output quotas at its 

¿meeting in March and intro- 
duced a mechanism to keep 
oil at $22-28 a barrel, decided 
not to implement it to increase 
supplies of oil coming on to 
the market. opec oil ministers 
will come under pressure to 
increase production quotas at 
their next meeting in Vienna 
on June zist. 


The European Commission 
said it wanted all European 
Union countries to adopt in- 
ternational accounting 
standards by 2005. The gu 
will also want a say in formu- 
lating new rules, which are set 
by a private body. 


Germany’s government and 
the heads of the country’s nu- 
clear-power industry 
agreed that nuclear plants 
would be closed after 32 years 
of operating time. The last one 
could close by 2021, but no 
precise date has been given. 
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With so much | 
capital flowing, 












The market is awash in capital. 
It flows in your direction as 
long as your need can be met 
with standard products. If not, 
the conventional markets stop 
the flow. 


Enter Centre. 


When conventional sources 

of risk capital are stymied, we 
make deals happen. Helping 
companies obtain financing 
through unique forms of credit 


why are some ier lo gl 
companies shut 
off? | 
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Kimaraderie, at last 


SEOUL 


A surprisingly warm welcome awaited the president of South Korea when he 
ventured north this week, but the bill has yet to be presented 


HEN they met at last on June 13th, it 
looked more like a family reunion 
than a summit between the leaders of two 
countries that have technically been at war 
for nearly half a century. Kim Jong Il, the 
rarely seen leader of North Korea, surprised 
everyone by turning up at the airport togreet 
Kim Dae Jung, the South’s president. When 
they shook hands, many South Koreans 
watching the live broadcast on television 
suddenly started to applaud. Some shed 
tears. It was as if the last frontier of the cold 
war was suddenly about to melt away. * 
Although the two Kims signed a wide- 
ranging communiqué during the three-day 
visit, there remains a long way to go. They 
agreed in principle to find ways to promote 
economic co-operation, to achieve reconcili- 
ation and eventually to reunify their two 
countries without “interference” from oth- 
ers. The details are supposed to be fleshed 
out by officials in forthcoming meetings. In 
August, some of the families that have been 
separated since the Korean war ended in an 
armed truce in 1953 are to be allowed to meet. 
How many will be involved and where their 
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meetings will be held have yet to be decided. 
Kim Jong II has also accepted an invitation to 
visit South Korea, although the date of his 
visit is likewise yet to be arranged. 

The two Kims clearly got off to a good 
start, holding hands in the back of a Lincoln 
Continental for the 50-mi- 
nute journey from the air- 
port to the state guest house 
in the North’s capital, Pyon- 
gyang. It was exactly the sort 
of face-to-face and away- 
from-the-notetakers sort of 
meeting that officials in 
Beijing are believed to have 
urged upon the northern 
Mr Kim when he suddenly 
scuttled off to China only 
days before the summit. 
The two could have talked 
about anything; it probably 
did not matter so longas the 
ice was broken. 

The encounter between : 
the leader of the world’s S 
most reclusive country and | = 








* Korea Strait 


the head of the capitalist and democratic 
South was quite a show. Some 600,000 North 
Koreans were mobilised along the route 
from the airport, many dressed in national 
costume and waving pink plastic flowers. 
However carefully orchestrated, the wel- 
come left many South Koreans in a state of 
shock. Their knowledge of North Korea has 
been limited by its regime’s secretiveness 
and their own past governments’ reluctance 
to encourage fraternisation with commu- 
nists. Until now they have mostly regarded 
North Korea asa bizarre, if not mad, totalitar- 
ian state, unable to feed its 21m people but 
still determined to invade the South. 

It was a theme which the North's Mr Kim 
played to. Him a hermit? Never. The western 
media had gotitall wrong, he said. He wasno 
recluse. Indeed, he let it be known that he 
had made unofficial trips to several coun- 
tries, including Indonesia. He also revealed 
that he had a habit of watching South Ko- 
rean television, a pleasure he allows few oth- 
ers in North Korea to enjoy. 


Mr Nice Guy 


So, what is Kim Jong Il up to? He is clearly de- 
termined to improve relations with the out- 
side world. Having normalised diplomatic 
links with Italy and Australia earlier this 
year, he seems anxious to get closer to the 
South and to do so while Kim Dae Jung is in 
power. Unlike his predecessors, the south- 
em Mr Kim has been warm to the North ever 
since he took office in February 1998. He has 
consistently pursued what he calls his “sun- 
shine policy” of engaging the North in econ- 
omic co-operation in the hope of unfreezing 
political contacts. Improving relations with 
the South may also give North Korea more 
bargaining power with Japan and America. 
China will not be displeased either. Offi- 
cials in Beijing do not want 
their former ally in the Ko- 
rean war to continue as a 
dangerous rogue nation, 
giving America and Japan 
the excuse to beef up their 
military forces in the re- 
gion. Nor do Chinese offi- 
cials want North Korea to 
collapse, sending waves of 
refugees across the north- 
ern border into China, to 
follow all those who have 
already escaped thither 
(see box on next page). 
Worst of all would be the 
arrival of interfering west- 
em aid agencies to help sort 
out the mess. China sup- 


man plies North Korea with 


dL 
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YANJI 


AVING accepted an invitation to visit 
South Korea’s capital, Seoul, North 
| Korea’s leader, Kim Jong Il, whois said tobe 
wary of flying, will probably travel by road. 
That means he will pass through the 
heavily-fortified “demilitarised” zone that 
separates the two Koreas. Although refu- 
gees once swarmed along this route to es- 
cape the Communists and their Chinese 
allies, few people have made the journey 
| since the Korean war ended in 1953. Since 
then, the only way out of North 


The other side of North Korea 


Some of it comes from Christian groups, es- 
pecially those established by South Korean 
missionaries who look after some of the 
refugees. A mission in Yanji, for instance, 
helps to care for 100 or so North Korean 
children and 50 adults, Missionaries say 
they convert about one in five to Christian- 
ity and some are then sent back to North 
Korea to spread the word. 

There are said to be about 50 under- 
ground churches in North Korea, usually 


houses where people go to pray and read | 
the Bible in secret. Although there is little 
sign of it yet, some people think that the 
Christians could one day openly stand up 
for their rights, as the Falun Gong move- 
ment has in China. 

Other refugees seem more determined 
to overthrow rather than challenge the 
North’s leaders. A group of armed North 
Korean soldiers sneaked into China in May | 
to join a resistance group hiding in the | 
mountains, according to one missionary. 
This, he claims, has made China 
strengthen its frontier controls. 

A North Korean academic, who came 
to China two years ago to carry 








Korea has been to cross the Tu- 
men river, which marks the bor- 
der with China. 

About 100,000 northemers 
are believed to have crossed into 
north-eastern China, where some 
2m ethnic Koreans have lived 
alongside the Chinese since the 
mid-1800s. Recently, the numbers 
crossing the river have slowed 
down, partly, it is thought, be- 
cause the famine in North Korea 
has eased. But the North Korean 
guards have also doubled the 
bribe they demand from those 
they let pass. 

Some people return home 
after scavenging for food, but 
many remain, hoping to better 
their lives or to escape persecu- 
tion. They face a perilous exis- 
tence, in constant fear of being 
caught and deported. It is from 
these refugees that a picture of the 
grim existence of North Koreans 
emerges. They also give a glimpse 
of the extent of the opposition to 
Kim Jong II's rule. 

That opposition is feeble. 








L 








out a survey of the refugees, says 
he decided not to return home: 
after experiencing life in China 
and learning about South Korea, | 
he felt betrayed by the North’s re- 

gime. Now he says he is deter- 

mined to helpoverthrow it. | 

Some people talk of at- 
tempted coups. One is supposed 
to have been staged by the 6th 
Army Corps in the north-east of 
the country in January 1996, but 
was quickly put down. Officers 
were executed and the unit has 
since been dissolved, recalls a for- 
mer lieutenant in a North Korean 
special-forces unit who crossed 
the Tumen river with his wife and 
son three years ago. 

A woman whofled a year ago 
says one of the North’s big pro- 
blems isa lack of food-processing 
skills. Only when she came to 
China did she realise that canned 
fish could be sold for more 
money than raw fish. She plans to 
use this valuable piece of capital- 
ist knowledge if warmer relations 
ever allow her togo home. 








much of its grain and oil. During his recent 
visit to Beijing, Kim Jong Il is thought to have 
tried to secure more economic aid in return 
for being nice to the southerners. He was, it is 
said, also deeply interested in learning how 
China had opened up, questioning in par- 
ticular how it could be done without damag- 
ing the future of socialism. That is something 
China’s leaders have been giving some 
though to lately (see next story). 

Kim Jong Il appearsto haveconsolidated 
his power after taking over from his father, 
Kim Il Sung, who died of a heart attack in 
1994. Yet his power base may not be solid. 
This may be one reason why he wanted to 
keep his trip to China a secret until his train 
was safely back in North Korea. 

In the past he has tried, with some suc- 
cess, to be paid to be less nasty. By threaten- 
ing to withdraw from the Nuclear Non-Pro- 
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liferation Treaty in 1994, he secured two 
western-designed nuclear power plants. By 
test-firing a new rocket over Japan in 1998, he 
caught outside attention again. He has sus- 
pended further test launches while talks 
take place with America. He has demanded 
lots of cash to end his missile sales to coun- 
tries like Iran and Pakistan. Meanwhile, 
America is about to ease some economic 
sanctions. Japan may normalise relations, al- 
though for that North Korea will claim up to 
$10 billion in reparations for the long Japa- 
nese occupation of the peninsula. So, being 
nice to South Korea will also carry a price. 
This week, though, the South Koreans 
were not adding up what the bill is likely to 
be. The seemingly courteous and jocular 
Kim Jong Il, who appeared on television as 
he briefly opened the door of his mysterious 
kingdom, was a surprise. Was this really the 


face behind the bombing in Yangon in 1983 
that killed 17 South Koreans, including sev- 
eral cabinet ministers? Four years later, 
North Korean agents were believed to have 
blown upa South Korean airliner. 

It will take some time for many South Ko- 
reans to reconcile the conflicting images of 
Kim Jong Il, let alone to decide what to make 
of their northern cousins. If anything, this 
week’s summit may have shown people in 
the South how much more deeply Koreans 
are divided than the two Germanies were. 
Because of that, the cost of reconciliation, 
both financial and emotional, is bound to be 
far higher. For now though, like the South 
Korean students who hung out North Ko- 
rean flags in defiance of their country’s strict 
laws, itis enough simply to celebrate the first 
stepon a long journey. 
= 
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“LADIES AND GENTLEMEN. 
ON THE A340 WE HAVE NO 
MIDDLE SEAT -IN BUSINESS 
(GLAS S. HAVE A NICE 

In three separate travel surveysf 89% or more of business DAY...NIGHT...MORNING,.:’ 


travellers said they prefer to fly long haul in a configuration 
without a middle seat. Because they are less likely to be 
disturbed by their neighbour, passengers find it easier to sleep 
when they are comfortably seated in pairs. Which may explain 
why, in 1999, the A330/A340 family outsold the 777 family 
by a factor of three to one, In business, two seats will always 


be more popular than three, As surelysas night follows day, 
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Great Breaks is a promotion from the Four Seasons and per stay as well. Just ask for ER Option 


Regent Hotels which lets you turn your business trips into 
free vacation nights. 

From now till Dec 31st 2000 you'll earn a stamp for every 
night you stay at a qualified rate at the Four Seasons Hotels in 







Call now for a reservation at any vari a 
give yourself the break you deserve. Hong Kong on 800. 


Singapore and Tokyo or The Regent in Bangkok, Hong Kong, 968384 or 800 968385, Singapore on (65) 7 37 3507 or 800 
616 1777 and Japan on (0120) O24754 « or es) 3. 


- Jakarta, Kuala Lumpur, Sydney and Singapore. 
And if your stay is in a suite, you'll earn an extra stamp 
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Hotel Atlanta, Four Seasons Hotel Berlin, Faur Seasons Hotel Lisbon. Four Seasons Hotel Newport Beach, Four Seasons Hotel Seattle, Four Sease Hotel Singapore, Four Seasons Hotel Toler pnzasg, Poor Seasons” 
Hotel Vancouver, Four Sedsans Resort Bali al Jinibaran Bay, Four Seasons Resort Bali at Sayan, Pour Seasons Resort Dallas at Las Colinas, Four Seasons Resort Maldives at Kuda Bursa, Toar ats Resort Palm Beachi: 
















China 


The three big 
thoughts 


BEING 


T SEEMS that Jiang Zemin has been think- 

ing hard of late—about China, of which he 
is president, about the Chinese Communist 
Party, of which he is general secretary, and 
about the future of both, upon which his 
personal legacy depends. According to the 
rave reviews he has received in his own offi- 
cial press, all that thinking has paid off hand- 
somely in the form of a “brilliant” new the- 
ory called “The Three Represents”. Rest 
assured that the name sounds as awkward 
in Chinese as it does in English. 

Though the party routinely churns out 
this sort of stuff, “The Three Represents” is 
unusual. Itis the centre of an overblown pro- 
paganda campaign less in keeping with the 
pragmatic, open image that China under Mr 
Jiang has been trying to project, and more 
reminiscent of the days of Mao Zedong. 

That may be the point. In the past year, 
Mr Jiang has made an increasingly transpar- 
ent effort to establish himself as a visionary 
leader on a par with Mao and his successor, 
Deng Xiaoping. Mr Jiang abandoned all sub- 
tlety last October when he included his own 
huge portrait with those of Mao and Deng in 
an elaborate parade marking the soth anni- 
versary of Communist rule. 

Although he is meant to give up his offi- 


pa 
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Jiang, up there with Mao and Deng a 
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cial posts over the next three years, the 73- 
year-old Mr Jiang is widely believed to want 
to stay on indefinitely as de facto top dog. 
Mao, with the title of chairman, and Deng, 
with no official position at all, each did so 
into their dotage. 

Mr Jiang’s new thoughts are detailed in a 
74-page booklet. In appropriately plodding 
Marxist idiom, it describes how the party 
must “always represent the development 
needs of China’s advanced social productive 
forces, always represent the onward direc- 
tion of China’s advanced culture, and al- 
ways represent the fundamental interests of 
the largest numbers of the Chinese people.” 

Mr Jiang has divined that whenever in 
its 80-year history the party adhered to this 
bit of wisdom it prospered, and whenever it 
deviated, it suffered setbacks. Times and 
conditions may change, Mr Jiang theorises, 
but the party must strive to implement “The 
Three Represents”. All this fails utterly to res- 
onate with ordinary people in China. But 
within political circles Mr Jiang commands 
respect, or at the very least lip service. 

The first mention of “The Three Repre- 
sents” came in a speech in February that Mr 
Jiang made in Guangdong province. But it 
was not until late May that the campaign 
gained force. Since then, some of the loudest 
praise has come from officials widely reck- 
oned tobe in line for big promotions. Guang- 
dong’s party chief, Li Changchun, who is fre- 
quently tipped as China’s next prime 
minister, isa top cheerleader. Sois Vice-Presi- 
dent Hu Jintao, whois being groomed to suc- 
ceed Mr Jiang as either general secretary or 
president. It is because of this that many see 
the campaign as a simple exercise in reaf- 
firming the supremacy of Mr Jiang and the 
loyalty of everyone else. 

Such exercises have long been con- 
ducted in China by Communist and impe- 
rial rulers alike. Moreover, the escalation of 
the campaign has followed closely on a sud- 
den and harsh purge of liberal thinkers at the 
Chinese Academy of Social Sciences, an offi- 
cial think-tank. Liu Junning and He Depu, 
two scholars who have advocated political 
reform, were expelled from the academy in 
April. They, together with two former col- 
leagues, were also barred from writing in of- 
ficial publications. 

Another member of the think-tank, 
however, says the campaign is much more 
thana loyalty test and gives warning that the 
contentof Mr Jiang’s theory should not beig- 
nored. The real point of “The Three Repre- 
sents”, he says, is to counter a quiet but grow- 
ing group of thinkers who believe China 
must one day abandon one-party rule. “This 
theory’s three aspects are designed to show 
that the Communist Party can continue to 
lead by itself, and that China can meet the 
multi-faceted needs of social and economic 
development without adopting a multi- 
party system.” Now thatis a radical theory. 





ASIA 
The Pacific 


Tropical heat 


SUVA 


Poo Fiji is under military rule. But, 
puzzlingly, at least for outsiders, that rule 
does not seem to extend to the Parliament 
buildings in Suva and their grounds. The 
once serene lawns have been transformed 
into something resembling a Fijian village, 
Around the thatched-roofed parliamentary 
buildings an assortment of tents house dele- 
gations from Fiji's provinces. Whenever 
there is a lull in Suva’s heavy tropical rains, 
every parked vehicle is festooned with 
clothes hanging out to dry. This is the do- 
main of George Speight and his armed gang, 
whoon May 19th triggered Fiji’s present trou- 
ble by seizing the prime minister, Mahendra 
Chaudhry, and other politicians. They are 
still held hostage while Mr Speight makes de- 
mands which, if granted, threaten to tum Fiji 
into an authoritarian state. 

Why does the army not simply enter the 
parliamentary grounds, arrest Mr Speight 
and free the unfortunate politicians? This 
week it did seem that the army’s patience 
was at last at an end. Mr Speight left the com- 
plex, as he has done in the past, apparently 
confident that he would not be impeded. 
Two cars, one carrying Mr Speight, sped 
through checkpoints set up by the army. 
This time, though, soldiers manning the 
checkpoints opened fire, hitting Mr Speight’s 
car several times. 

The visibly shaken rebel leader later 
claimed it was an attempt to kill him. Sol- 
diers at the checkpoint, some of them veter- 
ans of many United Nations peacekeeping 
missions abroad, denied this; had they 
wanted to hit Mr Speight, they said, they 
would not have missed. An army spokes- 
man apologised to the coup-leader for “an 
error of judgment”. 

His apparent immunity from arrest, if 
not from warning shots by checkpoint 
guards, is because he has considerable sup- 
port in Fiji's divided society. Mr Speight 
wants a new constitution that would bar Fiji- 
ans of Indian descent, like Mr Chaudhry, 
from governing the country. He has pro- 
posed that the Indo-Fijians, 44% of the popu- 
lation, should not be allowed to vote at all. 

Winning the support of the country’s 
traditional chiefs is important for Mr 
Speight. After the military takeover on May 
29th, Ratu (Chief) Sir Kamisese Mara stood 
down as president. Mr Speight’s group has 
backed an eastern chief to succeed him. 
Western chiefs at first threatened to set upa 
breakaway state, but have since proposed 
their own man as president. Both aspirants 
are figureheads and rallying points for pro- 
vincial pressure-groups vying for greater le- 
verage in the post-Mara order, 

At stake is not merely a traditional title, 
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but powerful commercial interests. Mr 
Speight was the head of the Fiji Hardwood 
Corporation, responsible for the country’s 
valuable mahogany reserves, until the 
Chaudhry government sacked him. He had 
commercial links with some of the chiefs 
now supporting him. Other opportunists are 
also jumping on the Speight bandwagon. 

Mr Speight wants the chiefs’ grand coun- 
cil to meet, presumably believing that 
enough of its members will support his plea 
for an interim government, with himself as a 
member or possible leader. The army has 
said that it wanted to run things for at least 
three more months, in the hope that the 
country would become more stable. In any 
event, it doubts if Mr Speight is competent to 
rule. Australia and New Zealand, as well as 
many countries far from the Pacific, would 
be appalled if Mr Speights terrorist behav- 
iour was rewarded with power. On June 
15th, it was announced that the army would 
allow a meeting of the grand council, pro- 
vided Mr Speight would free the politicians. 
The army now seems optimistic that the cri- 
sis will soon be over. 

Time, though, is not on Fiji’s side. The 
economy has already been damaged. The 


harvest of the sugar cane, the islands’ chief 
export, is at a standstill because of a boycott 
by cane farmers, many of them supporters 
of Mr Chaudhry. The flow of tourists has 
dwindled to a trickle. Emperor Gold Mining, 
which runs Vatukoula mine, faces big losses 
because of a trade ban by Australian trade 
unions. The clothing industry, another big 
foreign-exchange eamer, has laid off hun- 
dreds of workers. Many Indians are reported 
to be fleeing the eastern part of Fiji’s main is- 
land, Viti Levu, to more tranquil areas. Oth- 
ers will now migrate, following the 80,000 or 
so who left after the two coups in 1987. 

A delegation from the Commonwealth, 
which has suspended Fiji but notexpelled it, 
was expected in Suva. It has been trying to 
bring peace to the Solomon Islands, another 
former British territory, where ethnic groups 
from the islands of Malaita and Guadalcanal 
are in dispute, mainly over land. The group 
from Malatia, which calls itself the Eagle 
Force, seized the prime minister, Bartholo- 
mew Ulufa’alu, but this week released him 
and promised to hand control of Honiara, 
the capital, over to the police. Mr Ulufa’alu 
has resigned and the rival ethnic groups have 
agreed toa temporary truce. 

—_ s 





Nepal and India 


The trouble with ghee 


KATMANDU 


Free trade is hard fought by unequal partners 


| pear has resumed flights to Nepal, five 
months after cancelling them because of 
the hijacking to Afghanistan of an Indian 
Airlines jet en route from Katmandu. The 
suspension of services sent relations be- 
tween the two neighbours into a 
spin. Nepal relies heavily on tou- 
rism, and the number of visitors 
fell sharply. Although the resump- 
tion of flights will bring tourists 
back to the Himalayan kingdom, a 
trade dispute with India is still 
causing trouble. 

Businessmen in Nepal are an- 
noyed at what they see as efforts 
by India to undermine a free-trade 
treaty that has helped to spur the 
growth of youngexport industries. 
The 1996 treaty allowed manufac- 
tured goods from Nepal, except to- 
bacco, alcohol and cosmetics, to 
enter India duty-free. Since then, 
Nepal’s exports to India have 
nearly quadrupled in value, to 
around $200m last year. A few for- 
eign companies have set up fac- 
tories in Nepal to serve the market 
in northern India. 

Rather than welcome this 
modest burst of prosperity in its 
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poor neighbour, India is trying to limit it. Ne- 
pal can produce vanaspati ghee, the vege- 
table oil beloved of Indian cooks, more 
cheaply than India. Under the trade treaty, 
Nepalese exports of ghee soared. India’s ghee 





Can India be similarly balanced? 


FEOEO TE y PS | 


producers protested and, under Indian pres- 
sure, the Nepalese authorities slapped a spe- 
cial tax on ghee exports. These have now de- 
clined sharply. 

Then America’s Eastman Kodak was 
clobbered. Last year the company set up a 
$4.8m factory south of Katmandu to cut im- 
ported. photographic paper into small rolls. 
These were then sent on to India duty-free, 
saving $8m a year in duties. India objected, 
claiming the plant was a repackaging and 
nota manufacturing operation. Anxious not 
to offend India, Nepal’s industry depart- 
ment declined to approve the certificates of 
origin Kodak needed to export to India. Since 
February, the Nepalese government has 
been under pressure from India to adopt a 
far more restrictive definition of manufac- 
turing. This would severely limit the number 
of goods that would qualify for duty-free 
status in India. Many companies believe 
their exports could be in trouble. 

India often uses strong-arm tactics to get 
its way with Nepal. Ten years ago, it closed all 
but two crossing-points on the border for 15 
months. That was ostensibly to crack down 
on smuggling, although most people be- 
lieved it was punishment for Nepal’s deci- 
sion to buy arms from China. Shortly before 
a visit to Nepal earlier this month by Brajesh 
Mishra, India’s powerful national security 
adviser, the Indian press published a leaked 
report said to have been prepared by Indian 
intelligence agencies. It alleged that Nepal 
was a base for Pakistani-backed operations 
against India and, oddly for a Hindu monar- 
chy, was also a breeding-ground for Islamic 
fundamentalism. The report was con- 
demned by the Nepalese government. 

The trade squabbles do net bode well for 
efforts to make trade freer in the region. For 
several years, India and six neighbouring 
countries have laboured to create a South 
Asian free-trade area. The regula- 
tory framework is supposed to be 
adopted in 2001. But negotiations 
fell apart after last October’s mili- 
tary coupin Pakistan. Now India is 
trying to forge bilateral trade deals 
with its other neighbours. 

As with Nepal, the risk is that 
such deals will be undermined by 
a warren of exceptions and after- 
thoughts demanded by India’s 
protectionist lobbies. One exam- 
ple is a pact with Sri Lanka elimi- 
nating duties on 1,000 items. Al- 
though this was initialled in 
December 1998, its implementa- 
tion was delayed until March, be- 
cause India, under pressure from 
its tea-growers, suddenly decided 
to exclude tea—Sri Lanka’s main 
export. India eventually agreed to 
let in Sri Lankan tea, but only 15m 
kilos (3,000 tons) of it a year, a frac- 
tion of the likely demand. 
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The duck-hunting season 
begins 


WASHINGTON, DC 


The campaigns are fixated by finding the definitive swing voter. But does this 


exquisite creature really exist? 


VER since the discovery of the Reagan 

Democrats in Macomb County, Michi- 
gan, back in 1980, the political classes have 
been searching for the archetypal swing 
voter. There were Perot Voters in 1992, Angry 
White Males in 1994 and Soccer Moms in 
1996. Now there is talk of McCainiacs, Fam- 
ily-Values Latinos and Wired Workers. 

The search is hardly surprising. The Rea- 
gan Democrats—socially-conservative blue- 
collar workers who had grown distrustful of 
an increasingly wacky Democratic Party— 
swung the election for Ronald Reagan in 1980 
{and made the careers of several pundits in 
the process). In a political system in which 
the two parties have “maxed out” their tradi- 
tional base without establishing a decisive 
electoral advantage, swing voters are the 
very stuff of political life. As Barry Goldwa- 
ter liked to remind people, you “go hunting 
where the ducks are.” 

Yet these ducks are a surprisingly elusive 
quarry, more often journalistic concoctions 
than real flesh and feathers. The Soccer 
Mom, smug in her Volvo and oversized sub- 
urban house, was a wonderful creature, jug- 
gling children, job and household chores, 
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and still having time to pronounce on the 
great affairs of the day. But married, college- 
educated, suburban women made up no 
more than 5% of the electorate in the 1996 
campaign. The swing towards the Demo- 
crats was actually higher among “Waitress 
Moms” (often single mothers juggling night 
and day jobs, as well as half a dozen plates). 

The other candidates for the title have 
had an even shorter life. The Perot suppor- 
ters went barking mad, to judge from their 
party’s increasingly peculiar behaviour. The 
Angry White Males joined Promise Keepers, 
and mellowed. (Even Rush Limbaugh is be- 
ginning to sound like Georgetown dinner- 
party material.) Outside Texas and Florida, 
most Family-Values Latinos forgave the 
Democrats their weakness for abortion and 
homosexuality. 

This year has seen a succession of candi- 
dates for Soccer Mom’s job. The year started 
with the McCainiacs, Then the New York 
Times nominated a rather more sober figure, 
“a 65-year old woman in a Macomb County 
suburb” who loves the Bush family but wor- 
ries about her Medicaid bills. Michael Kin- 
sley, the editor of Slate, has nominated Mid- 








































dle-Seat Road Warriors, “six-figure 
proletarians of the New Economy who fly. 
coach and never get an upgrade." Ona si 
lar theme, there have also been Wired Wor 
ets, growing fat on the new economy, an 
Portfolio Populists, obsessively watching 
their share prices on the Internet. 

Now two psephologists, Ruy Teixei 
and Joel Rogers, want to drag the argumen: 
back to the original Reagan-Demoer. 
mold.* Their unimaginatively named 
“America’s Forgotten Majority” ate white 
working-class people without college de 
grees. They pursue a far wider range of occu 
pations than their manual-worker parent 
they are also much less Archie Bunkerish in 
their attitudes. But they share a common. 
sense of economic: frustration. In 1979-07. 
their real incomes fell by 12% if they hadonly 
a high-school diploma and by 26% if they. 
had not even managed that. By contras 
people with college degrees saw their in 
comes rise by 6% and those with advanced 
degrees by 13%. — 

These Forgotten Majoritarians, who 
make up more than half the adult popula- 
tion, have indeed been extraordinarily vola- 
tile over the past 30 years. In 1968, they aban- 
doned the Democratic Party in droves (with | 
64% voting for either Richard Nixon or the | 
segregationist George Wallace). In 1972, 70% 
pulled the lever for Richard. Nixon. Jimmy 
Carter. won them back to the Democratic 
fold, but Ronald Reagan prised them away. 
George Bush senior won them in 1988, but 
lost them to Bill Clinton and Ross Perot in: 
1992. They deserted Mr Clinton in 1994; but: 
he won 41% of their vote in 1996. 

Geography also helps back up the Teix- 
era-Rogers thesis. The Republicans have a 
virtual lock on 20 states, predominantly in 
the South, the Plains and the Rocky Moun- 
tains. The Democrats havea bigadvantagein 
19 States, concentrated on. the two coasts. 
This means that the focus of the campaign, _ 
as so often, will be the big industrial states 
suchas’ Pennsylvania, Ohio, Ilinois and 
Michigan--places where these Reagan Dem- 
ocrats are thick on the ground. 

So are these Goldwater's ducks? Only if © 
you have a blunderbuss. The group is far too 
big, stretching all the way from burger flip: 
pers scraping by on $15,000 a year to office 
workers coasting along on $75,000. And the 
one thing that held this group together— - 
their common feeling of frustration as their 
incomes stagnated—is rapidly disappearing. 

Since 1997 real wages have been rising atan 

annual rate of 2% or more, and unemploy- 
“America’s Forgotten Majority: Why the White Working: 
Class Still Matters” (Basic Books) 
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The Magnificent Six 
Pat Buchanan has drawn up a list of six po- 
tential vice-presidential candidates: Alan 
Keyes, James Hoffa of the Teamsters, Oli- 
ver North, Tom Coburn (a Republican con- 
gressman), John Silber (the former presi- 
dent of Boston University) and Dr Laura 
Schlesinger, a well-known talk-show host 
who has caused outrage by describing sin- 
gle mothers as “immoral” and homosex- 
; uals as “deviants”. 

1 kkk 

Moaning minnies of the week 

“We are working on a plan to provide a 
| newer, nicer aircraft... beginning on Janu- 
| ary 20th, 2001.” 

| ABush spokesman, replying to journalists 
who had complained about the two air- 
craft ferrying them around the country: 
one recently suffered a fire in its on-board 
oven and nearly missed the runway in 
New York. Washington Post, June 13th 














ment has all but disappeared in many of the 
industrial swing states. 

This suggests that it is worth monitoring 
rather better-defined groups of swing voters. 
One group is what Karlyn Bowman, a pse- 
phologist at the American Enterprise Insti- 
tute, rather awkwardly calls Some College. 
These are the 30% of the electorate who have 
some higher education but for some reason 
or another have failed to graduate. They are 
both unusually keen voters and unusually 
disloyal ones. They are also more optimistic 
and more upwardly mobile than the work- 
ing class in general; policies alleviating some 
of the strains of balancing work, family and 
education go down well. 

Celinda Lake, a pollster for Emily’s List (a 
group that campaigns for more pro-abortion 
Democratic women candidates) and the 
Gore campaign, has looked at the other end 
of the demographic divide to find the Reagan 
Seniors. These 60-somethings tend to be 
more affluent than older retirees but are also 
very responsive to the idea of expanding 
Medicare to cover prescription drugs (a ne- 
cessity now for many of them). Mr Gore's 
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Wooden man of the week 
“Having been called charismatically chal- 
lenged myself, | havea lot of sympathy.” 
Gerald Ford on Al Gore, us News & World 
Report, June 19th 

aK 
U-turn of the week 
Despite refusing to get involved in the dis- 
pute in South Carolina about its state 
house flying the Confederate flag during 
the primaries, George W. Bush's adminis- 
tration in Texas has finally removed two 
plaques featuring the rebel flag from the 
Supreme Court building in Austin. 

eek 
Principles first 
“More liberal media crap.” 
A member of Mr Buchanan’s staff, refus- 
ing Salon media credentials for two up- 
coming events. Mr Buchanan has com- 
plained that his campaign for the Reform 
Party nomination is being ignored by the 
press. Salon, June 13th 

etek 
Winners of the week 
Candidates in New Jersey’s senatorial pri- 
maries spent $21m on local television air- 
time, led by Jon Corzine, a wealthy former 
banker, who ran 3,711 adverts. By contrast, 
the top-rated local television stations de- 
voted an average of just 13 seconds a night 
to the race during the last two weeks of 
campaigning. 
Alliance for Better Campaigns 


























Fox News/Opinion D 
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The Reagan effect 
“Two decades ago, in the days before his 
election, Ronald Reagan asked a justly 
famous question that deserves to be asked 
again today: Are you better off than you 
were four years ago? Let me go even fur- 
ther: are you better off than you were eight 
years ago?” 
Mr Gore kicking off his “Prosperity and 
Progress tour”, June 13th. The vice-prest- 
dentis still trailing Mr Bush inthe polls 
kkk 
Website of the week 
Darkhorsezooo.com offers voters a list of 
more than 100 third parties and nearly 250 
presidential candidates. There are cam- 
paigns to draft Michael Jordan (inevitably) 
and Admiral Ackbar, a “Star Wars” charac- l 
ter. The site also includes acollectionofun- | 
captioned photographs of candidates so | 
that voters can select their president on | 
looks alone. | 








best chance of winning them over is bribery; 
Mr Bush’s to hammer away at the question 
of values. 

The biggest group of swing voters is also 
the most obvious: Self-Confessed Indepen- 
dents. Between 1990 and 1998 the number of 
voters registered as independent or third- 
party increased by 57%. By contrast, the 
number of registered Republicans dropped 
by almost 5% and the number of Democrats 
by almost 14%. About 41% of people under 
the age of 29 identify themselves as indepen- 
dents, according to a Gallup poll last year. 

As well as surfing between the two main 
parties, independents have increasingly ex- 
hibited a maverick streak. They made Jesse 
Ventura, of feather-boa wrestling fame, the 
governor of Minnesota. Up-market inde- 
pendents may be siphoned off by Ralph Na- 
der, the consumer advocate and likely Green 
Party candidate, while down-market ones 
could drift to Pat Buchanan, the likely Re- 
form Party candidate. They are the reason 
why Mr Gore sprinkles his speeches with 
calls for a thorough reform of the campaign- 
finance system; anc also the reason why 


some Republicans think it might make sense 
to put John McCain on the Bush ticket.(Even 
Mr McCain has talked about joining Mr 
Bush if the demographics show that their 
union would win the election.) 

The Self-Confessed Independents prob- 
ably present a slightly more shootable duck 
than most of the alternatives. They still suf- 
fer from the same problems (toc little in com- 
mon; unlikely to vote in a block for either 
party). But from the point of view of practical 
politics, the lesson is simple enough: start 
shooting at any target in the middle of the 
political landscape. After all, the differences 
between the two candidates are in many 
ways relatively smalk whoever can bring 
down the most swing voters will win. 

So far Mr Bush has been piling the most 
shot into this particular area. “Compassion- 
ate conservatism” is intended to inoculate 
him from Democratic charges that he is as 
hard-hearted and intolerant as his fellow 
right wingers in Congress. His speeches on 
social issues ate meant to reassure swing vot- 
ers that he shares their concerns. (Education 
for Mr Bush is what welfare reform was to 
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Mr Clinton in 1992, proof positive to the 
swing voters that he is a new kind of politi- 
cian.) His reputation as a bipartisan gover- 
nor of Texas is meant to reassure indepen- 
dents that he can work with Democrats. 

Yet one reason why Mr Bush has been 
putting so much lead into the sky is because 
heis further away from the target. His tax-cut 
plan may score points with the conservative 
faithful, but it represents a significant depar- 
ture from Bill Clinton’s deficit-first economic 
strategy. His conservative views on abortion 
and gun control also worry swing voters, as 
does his lack of experience. 

Many of the swing voters were, after all, 
originally Democrats, driven from the fold 
by bad economic times. If nothing else, Mr 
Gore can now argue that the Democrats can 
deliver good economic times. And his liberal 
heartland—Medicare, Medicaid, education 
and the environment (or M2Ez)—seems to 
appeal to the swing voters. Any takers for the 
M2E2 Democrats? 

a 





The Waco trial 
Avenge our 
blood 


WACO, TEXAS 


HE new church at Mount Carmel is a 

simple structure, a wooden box cobbled 
together by volunteers from across the coun- 
try. Built on the same ground where David 
Koresh and 80 of his Branch Davidian fol- 
lowers met a fiery death seven years ago, the 
church seems in equal measure both a house 
of worship and an anti-government shrine. 
A plaque outside its front door bears a quo- 
tation from the Book of Revelation: “How 
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Who was to blame? 
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WASHINGTON, OC 


VEN Inspector Clou- 

seau might now see 
signs that America’s econ- 
omy is slowing. Retail 
sales fell by 0.3% in May 
and 06% in April, as 
Americans, unusually, held on to more of 
the cash in their pockets. The first consec- 
utive monthly declines since the summer 
of 1998, the falls were much larger than an- 
alysts had expected. 

Most of the slowdown came in big- 
ticket items. Sales at car dealers, for in- 
stance, were down 1.3% in May. One ex- 
planation is that, after splurging in the first 
three months of the year, consumers were 
simply taking a breather. The 1.6% fall in 
building material purchases, for example, 
could be the payback for an unusually 
mild winter when construction stayed 
strong. But the fact that weaker retail sales 
were concentrated in durable goods may 
also mean that higher interest rates are fi- 
nally doing the trick. Car sales are particu- 
larly sensitive to interest rates. 

Given this pause in retail sales, Wall 











long, O Lord, holy and true, dost thou not 
judge and avenge our blood on them that 
dwell on the earth?” 

As the Branch Davidians see it, the gov- 
ernment's Day of Reckoning will begin on 
June 19th. On that day, the wrongful-death 
civil lawsuit gets underway ina district court 
in Waco. At issue is whether the rat is culpa- 
ble in the Davidian deaths that came when 
agents raided the Mount Carmel compound 





More signs of slowdown 
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Shopped and dropped 
Value of retail sales 
% change on previous month 





Street analysts expect overall consump- 
tion growth to slow markedly. Together 
with relatively benign inflation figures for 
May—consumer prices rose by 0.1% ac- 
cording to figures released by the Labour 
Department on June 14th—the figures 
have also increased Wall Street’s confi- 
dence that the Federal Reserve's policy- 
making committee will not raise interest 
rates at its meeting later this month. 





on April 19th, 1993. The raid came after a 
lengthy standoff, during which Fst negoti- 
ators tried to coax Koresh and the Davidians 
out of the building. When negotiations 
failed, the rei set into motion a chain of 
events that led to the deaths of all inside the 
compound—or so lawyers for the Davidians 
will claim. 

For years, the Waco debacle has been 
fuel for America’s militia groups and con- 
spiracy theorists. Such groups eagerly bandy 
about theories of government wrongdoing 
in Internet chat rooms. The conspiracy theo- 
ries went mainstream last August, however, 
when the attorney-general, Janet Reno, ad- 
mitted that Fei agents had used pyrotechnic 
tear gas on the day the compound had 
caught fire. Ms Reno, who oversees the FB1, 
nad long repeated fsı assurances that only 
non-incendiary devices were used. 

Although the attorney-general _ still 
maintained that the fire was started by the 
Davidians as part of a mass suicide pact, the 
reversal hurt the credibility of both the Jus- 
tice Department and Fer. With Republicans 
muttering about a wholesale cover-up, Ms 
Reno was forced to appoint John Danforth, a 
former senator, as a special counsel to look 
into the matter. 

Passions have since cooled, and the argu- 
ment that lawyers for the Branch Davidians 
will present to the jury does not implicate Ms 
Renoor any other of the main officials at the 
Justice Department. Instead, the accusatory 
finger is pointed squarely at Jeffrey Jamar 
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and Richard Rogers, the men who led the Fst 
forces on the ground. According to Michael 
Caddell, lead lawyer for the Davidians, the 
plaintiffs will present evidence that the Fsi 
notonly started the fire with the pyrotechnic 
tear gas, but also that Messrs Jamar and Rog- 
ers ignored a directive from Washington to 
have adequate firefighting equipmenton the 
scene in case a fire broke out. 

For Mr Caddell, the strategy will be to de- 
pict those who died in the Waco compound, 
many of them young children, as innocent 
victims of a botched rei operation. The 
plaintiffs’ lawyers may also try to disasso- 
ciate the victims from the actions of Koresh, 
whose apocalyptic visions and orders to 
stockpile weapons brought on the siege in 
the first place. Mr Cadel! says that his first 
words in the courtroom will be: “I am not 
here to defend David Koresh.” 

For its part, the government will contend 
that it was the intention of Koresh and the 
Davidians from the outset to commit sui- 
cide, and that the fire started from inside the 
compound. Mike Bradford, the us attorney 
who is presenting the government's case, 
will probably admit that the ri made tacti- 
cal errors during the siege, but he will argue 
that the 80 deaths were caused by Koresh’s 
determination to destroy all his followers 
rather than surrender to the FBI. 

One of the issues the jury, comprised of 
local Waco residents, will not hear is 
whether or not Fst agents fired shots into the 
Davidian compound as flames engulfed the 
structure. This has been one of the comer- 
stones of the plaintiffs’ wrongful-death case, 
yet on June 12th the judge, Walter Smith, an- 
nounced that he would rule on the matter on 
his own. Lawyers for the Davidians claim 
that an Fsi infrared video captured gunfire 
flashes coming from agents at the back of the 
compound. Court-appointed experts who 
have analysed the video think the flashes 
come from reflected sunlight. 

Then, of course, there are the questions 
about whether any government officials 
gave false testimony or withheld evidence 
from superiors about the Waco raid. Ms 
Renoand her troops await reports from both 
the Danforth Commission and from a con- 
gressional committee, both expected in the 
autumn. Besides looking into the question of 
culpability for the fire, Senator Danforth has 
said that he intends to “answer the dark 
questions” about all the other aspects of the 
tragedy at Waco. 

Conspiracy theorists.are likely to be dis- 
appointed. Insiders insist that neither report 
is likely to contain truly damaging informa- 
tion about either the rsr or Justice Depart- 
ment. Yes, all the poor decisions by govern- 
ment officials will be chronicled; but there is 
apparently noevidence of a nefarious plot or 
cover-up. Which, as any self-respecting 
Montana militiaman will tell you, is exactly 
what you would expect. 
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Nuclear security 


Cuckoo NEST 


ORE than trees and houses have gone 

up in smoke at Los Alamos in the 
seven weeks since a forestry-service fire ran 
out of control and immolated a large tract of 
the surrounding area. The most recent casu- 
alty is, at a minimum, the reputation of 
America’s most famous nuclear weapons 
laboratory for guarding its secrets, and at 
worst, a chink in the country’s defences 
against nuclear attack. 

Two computer hard-drives, carrying de- 
tails of American and Russian nuclear weap- 
ons, as well as simpler devices that might be 
put together by less sophisticated engineers, 
are missing. The drives, each the size of a 
pack of cards, are part of the emergency kit 
kept at Los Alamos National Laboratory and 
at Lawrence Livermore, its sister laboratory 
in California, and other institutions within 
America’s nuclear weapons programme. 


They are intended to help the Nuclear Emer- 
gency Security Team (Nest) defuse atomic 
bombs set by terrorists. 

The loss was discovered on May 7th 
when two laboratory officials retrieved one 
of three Nest kits from the security vault in 
which they are kept just before fire overran 
Los Alamos and forced the laboratory to 
close. The drives had last been seen at an in- 
ventory check a month earlier. The team did 
not report their discovery to the laboratory's 
security department until May 31st, a week 
after Los Alamos had reopened for business 
after the fire, even though regulations re- 
quire that security breaches are reported 
within eight hours. The bad news was then 
passed the next day to the Department of En- 
ergy, which runs the nuclear programme. 

The loss—and the delay in reporting it— 
has infuriated the Republicans. Los Alamos 
and the Energy Department were already 
under scrutiny for the behaviour of Wen Ho 
Lee,a physicist at the laboratory who was in- 
dicted in December last year for allegedly 
transferring classified weapons data on to 








| Fear is back 


NEW YORK 


66 JCORTY-ONE shots: you can get killed 
| just for living in your American 

skin,” growls Bruce Springsteen in a new 
| song about the killing last year of Amadou 
| Diallo,an unarmed immigrant, in a hail of 

police bullets. The dirge is the latest attack 

on the New York Police Department (New 

York’s finest promptly organised a rally 

against Mr Springsteen's lyrics). Now 
| those eternally unsatisfied consumers of 
public protection known as New Yorkers 
have suddenly rediscovered the only 
thing worse than an over-aggressive po- 
lice force—an under-aggressive one. 

On June uth, in Central Park during 
the city’s annual Puerto Rican day parade, 
a gang—quickly nicknamed the “wolf 
pack”—ran riot, robbing, stripping and as- 
saulting dozens of women. Nobody was 
seriously hurt, but the police apparently 
did nothing despite repeated requests for 
help. The Puerto Rican day parade has al- 
ways been policed with a relatively light 
touch; this year the touch was too light. 

The political reactions have been little 
short of bizarre. During his Senate cam- 
paign, Rudolph Giuliani, New York's 
mayor, appeared to defend the police be- 
yond the point of political sanity when 
they shot people. This time he joined in 
criticism of the nyep for the first time in 
living memory. Meanwhile, leading black 
Democrat politicians, used to complain- 
ing about over-reaction, have called for 
tougher action. In general, an incident that 
would barely have merited comment be- 











Police suspect 


fore Mr Giuliani won office and success- | 
fully set about reducing crime has domin- 
ated the city’s media for days. 

And there in a sense is the point. The 
wolf pack’s outing has come hot on the 
heels of a series of unsolved murders of | 
drivers of unlicensed taxis and the brutal 
execution of employees in a Wendy’s bur- 
ger bar. Already New Yorkers are talking 
abouta trend (ironically in much thesame 
way that they have recently worried 
about mounting anecdotal evidence of | 
police thuggery). The feeling that New 
York is safe, widely shared only a month | 
ago, suddenly seems endangered. 
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A cloud over Richardson 
insecure computers and networks. Republi- 
cans also moan that Bill Richardson, the 
secretary of energy, has frustrated their ef- 
forts to tighten security by appointing his 
own departmental security staff to the top 
jobsin the eight-month old National Nuclear 
Security Administration, which was sup- 
posed to have independent oversight. 

The new scandal has not helped Mr 
Richardson. The baying Republicans are un- 
impressed by the bipartisan inquiry that he 
has set up into the fate of the drives, One ha- 
bitual critic, Senator Jon Kyl of Arizona, 
claims to know of “physical evidence to sug- 
gest theft”, but has not elaborated. 

The Fst, which is investigating, has not 
ruled out espionage, but there has been as 
much opportunity for carelessness as crimi- 
nality. About 86 people had access to the 
vault, and 26 of them were cleared to visit it 
alone. No log was kept of what went in or 
out. Although the drives were kept in locked 
bags, the keys were attached to them, and 
spare sets hung on the wall of the vault. On 
June 13th the director of Los Alamos sus- 
pended the head of the weapons division 
and five managers, while the Fat is planning 
togive lie-detector tests toeveryone who had 
access to the vault. 

Secrecy has a hard time competing with 
human muddle in the face of new technol- 
ogy. Britain's spies have run into trouble over 
laptop computers left in trains and pubs. 
John Deutch, a former head of the cia, was 
caught keeping secret documents on his 
home computer that he used for surfing the 
Internet. Los Alamos’s lost hard-drives may 
yet tum up at the bottom of someone’s brief- 
case. Meanwhile, the ghost of Richard Feyn- 
man, a Los Alamos physicist and prankster 
who used to trick his colleagues on the origi- 
nal atomic bomb project by cracking safes 
containing their classified documents, must 
be chuckling somewhere. 
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Murder One 


WASHINGTON, DC 


INCE the governor of Illinois imposed 

a moratorium on executions in his 
state in January, America has been con- 
vulsed by a debate about the death pen- 
alty. This week Al Gore, a long-time sup- 
porter, admitted feeling “uncomfortable” 
about capital punishment. Most of the ar- 
guments have either been ideological or 
framed in terms of emotive individual 
cases, especially those in Texas, where 
George W. Bush has been a keen enforcer. 
Hence the importance, this week, of the 
first real data. It comes from the first com- 
prehensive study of all the 5,760 capital 
cases heard in America from 1973 to 1995.* 

The conclusions are every bit as bad as 
the most alarmed commentators had 
feared (including The Economist’s cover 
article last week). Of the 4,578 cases that 
were appealed, the authors found there 
were serious legal flaws in more than two- 
thirds. The commonest causes of error 
were “egregiously incompetent defence 
lawyers who demonstrably missed im- 
portant evidence, and police and pros- 
ecutors who did discover that kind of evi- 
dence but suppressed it.” 

There is no relief from the bad news. 
The high rates of error have not lessened 
over time. The most recent years have 
been as bad as the mid-1970s. And error is 
evenly spread across the country: 85% of 
states which have the death penalty make 
serious mistakes in 60% or more of the 
cases. After Illinois imposed its morato- 
rium, supporters of the death penalty 
claimed then that the system in that state 
was uniquely awful. The study contains 
no evidence to support that contention. Il- 
linois’s error rate was fractionally lower 
(66%) than average. If there is any state that 
looks unusually bad it is Virginia: for its 
size, it executes five times as many people 
as other states and reverses only a quarter 
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the number of cases (see chart). 

This time, death-penalty supporters 
have responded by claiming the study re- 
veals that the safeguards in the system are 
working properly. Mr Bush’s spokesman, 
Ari Fleischer, went further by claiming the 
people who have their cases overturned 
are still guilty of something. As he points 
out, 93% of inmates who are retried are 
convicted later, albeit of a lesser offence. 

That still means that 7% of death row 
inmates are completely innocent. They 
(and the majority convicted of the wrong 
offence) spend, on average, seven years on 
death row. In that time, they are subject to 
unjustified punishment. The real killers 
remain at large. Trials of later suspects be- 
come much harder to arrange because of 
the time that has elapsed. And the search 
for justice is halted. 

Besides, finding out that someone was 
guilty of burglary does nothing to excuse 
cr correct errors made in the murder trial. 
The huge proportion of first trials that are 
later set aside also represents a gigantic 
waste of money. It may sound callous to 
count the cost when lives are at stake but 
the criminal-justice system, like every- 
thing else, is subject to financial pressures. 
Money thrown down the drain on reck- 
lessly inefficient early proceedings is 
money not available for combating mur- 
der elsewhere. 

Perhaps the best that can be said of 
the American capital system is that in 
states where the rate of serious errors 
reaches over 70%, executions almost cease. 
The question is: is that a reason for im- 
proving the administration of the death 
penalty? Or for abolishing it? 


* “A Broken System: Error Rates in Capital Cases 1973- 
1995”, by James S. Liebman, Jeffrey Fagan and Valerie 
West. Available from www.thejusticeprojectorg. 
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The curiously underpowered Gore campaign 


T THE centre of Al Gore’s campaign is a hole—and it isn’t the 

candidate’s personality. The vice-president, the policy 

wonk’s policy wonk, is weak just where he should be strong: in de- 
fining what policies a future Gore administration would follow. 

Leon Fuerth, his national security adviser, says Mr Gore’s 
greatest asset is his ability to spot changes before they appear on 
the horizon, master the details, think out the policy implications 
and then create the sort of environment in which policies can 
make a difference. There is something in this: Mr Gore saw the sig- 
nificance of the Internet and global warming long before most. But 
that makes it all the stranger that the vice-president is showing so 
few signs of this skill in the campaign. 

For the past few weeks, the de- 
bate has proceeded as follows. 
George W. Bush lays out one policy 
proposal after another: education 
(he wants more competition be- 
tween different types of school); 
Social Security (he wants workers 
to put a share of their payroll taxes 
into personal retirement ac- 
counts}; nuclear weapons (he pro- 
poses deep, unilateral cuts by 
America, and says it should build a 
big nuclear defence shield unilat- 
erally if need be). Mr Gore’s reac- 
tion? He barely tries to offer com- 
peting ideas. Instead, he brushes 
Mr Bush’s proposals away with the 
same mantra, “a risky education 
scheme”, “a risky retirement 
scheme”, “a risky..." you get the 
idea. He then proceeds to talk 
about the success of the American 
economy over the past eight years. 

It is an appeal that combines 
the defence of unreformed entitlement programmes with an exag- 
gerated fear of change. In one way this is understandable, even 
sensible. The most powerful argument in support of Mr Gore's 
presidential bid is that the economy is in great shape (which is 
true), that the administration is largely responsible for this (debat- 
able), and that to change horses in mid-stream would endanger 
American prosperity (well, worth a try). Dubbing Mr Bush’s ideas 
“risky” underlines Mr Gore's reputation as a safe pair of hands. It 
does not necessarily mean Mr Gore is devoid of ideas. (Indeed one 
reason why Mr Bush has had to come up with all his ideas is to 
counteract the idea that he is the shallower figure.) 

In addition, Mr Gore could defend his campaign in two other 
ways. First, he could that say that if he is being too timid, that is 
merely a reflection of the inevitable difficulty of running as a sit- 
ting vice-president. Any such unfortunate wants toclaim credit for 
the achievements of the current administration while simulta- 
neously showing his future government would not be a clone of 
the existing one. Striking the right balance is hard. Second, and 
more substantially, he could argue that he is right on individual is- 
sues—that privatising Social Security and encouraging school 
choice are both bad ideas; and that you should be especially cau- 
tious about policy departures when the economy is doing well. « 

However, even if you accept this latter argument (which Lex- 
ington does not), that is still not the end of the matter. Even if, one 
by one, the attacks on Mr Bush’s policies strike home, the cumula- 
tive effect of this negative approach is disappointing the electorate. 








| 
| 
First, note that the difference between Mr Gore and Mr Bush | 
on policy matters is built into their campaigns. Mr Bush has | 
created the post of policy co-ordinator for Joshua Bolten, a former | 
director at Goldman Sachs, and given him real influence. Mr Bol- | 
ten has created a sort of think-tank in Austin, with a staff of about | 
20 busy young people dreaming up new ideas and borrowing | 
from other people (including Democrats). Mr Gore has formidable 
figures to call on if he wanted to, notably Larry Summers, the Trea- 
sury secretary, and Richard Holbrooke, America’s uw ambassa- 
dor. He also has a policy co-ordinator: Elaine Kamarck, a professor 
at the Kennedy School of Government who worked with Mr Gore 
on his project to “reinvent government”. But she has no formal | 
group around her. Instead cam- | 
paign tacticians dominate Mr | 
Gore's operation. Their skill lies in | 
slicing the American electorate up | 
like salami and tailoring the candi- | 
date’s appeal to a series of individ- | 
ual interest groups. | 
Mr Gore's tactics-driven cam- | 
paign seems to have originally de- | 
rived from a miscalculation. He | 
underestimated Mr Bush, thinking 
that no seriousintellectualcompe- | 
tition was likely from that quarter. | 
However, as the summer wearson, | 
the supremacy of campaign tactics | 
over policy development is under- | 
mining Mr Fuerth’s argument that | 
MrGorecan see beyond the imme- | 
diate horizon and producing the | 
opposite impression: that the vice- | 
president is pandering to en- | 
trenched interest groups. | 
Recently, both heard Mr Bush | 
proposed similar ideas for “digitis- | 
ing government” (they want to apply new information technol- | 
ogy to the backrooms of government departments). This idea was | 
first put forward by the Progressive Policy Institute; a think-tank | 
close to Mr Gore. Yet it was Mr Bush who adopted the most dra- | 
matic part of the proposal—toappointan information tsar to force 
government bureaucracies to change. Mr Gore balked at this—ap- | 
parently for fear of public-sector unions. His opposition to school 
choice may also be influenced by the strength of the teachers’ un- | 
ions in the Democratic Party. They are against the idea. | 
By stroking such groups while concentrating relentlessly on | 
the past eight years of boom, Mr Gore seems to be saying thatthe | 
election is an occasion for the nation to express its grateful thanks 
to the administration, rather than a opportunity for America to ad- | 
dress the sort of future concerns that, Mr Fuerth claims, Mr Gore is 
so good at framing. | 
Itis not too late to change. In June of 1988, Vice-President Bush | 
was ten points behind in the polls—a gap that widened to17 points 
by the time of the Republican convention. But convention accep- | 
tance speeches are the occasions on which candidates can define | 
themselves as they want: the older Bush took his chance to dis- 
tance himself from his predecessor (as.a “kinder, gentler Republi- | 
can”) and went on to win. Mr Gore can do the same thing: For Mr’ | 
Fuerth is right. Mr Gore is good at seeing round corners. But he | 
needs to show that. By leaving all the running to Mr Bush, heisin- | 
creasing the burden on his convention speech, and the chances | 
that the next thing round the comer will be hisown defeat. 
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Alberta's advantage poses 


some questions 


CALGARY 


for Canada 


This month’s convention to choose a leader for a new conservative party 
marks another step in the growing political influence of Canada’s most 


Americanised province 





CS have long lived in 
fear of their country being torn 
apart by the secession of French- 
speaking Quebec. But today a bigger | 
challenge to their tranquillity—or 
complacency—may come from Al- |% 
berta, in the western prairies. Al- |^ 
berta’s politicians are promoting a ro- 
bust, American-style agenda of less | 
government, moreindividualismand | 
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more private profit. And they are be- 
ing successful enough to make opponents 
fear that caring, consensual Canada might 
become a clone of its southern neighbour. 

With only 2.9m people, Alberta is home 
to fewer than one Canadian in ten. But it is 
booming: officials expect its economy to 
grow by 5% this year, the fastest rate of any 
Canadian province. Even with a flood of 
new migrants, the unemployment rate of 
4.7% is the country’s second-lowest. New 
industries are pouring in and others are ex- 
panding: projects worth C$58 billion ($39 bil- 
lion) are under way. 

Much of the new investment is going to 
Calgary. Long the home of Canada’s oil and 
gas business, the city has become a magnet 
for high-tech companies and corporate head 
offices. It has displaced Montreal and Van- 
couver to become Canada’s biggest business 
and financial centre after Toronto. Sparks fly 
on the steel girders of the new factories going 
up on all sides, as huge earth-movers lay out 
new highways. New office towers rise 
against the backdrop of the distant Rocky 
Mountains, while on the city’s northem 
edge, housing developments march towards 
the foothills. 

All due to the “Alberta advantage”, says 
the province’s government, pointing to the 
lowest taxes in Canada, balanced budgets 
(in fact, a record C$27 billion surplus last 
year) and a skilled workforce. Last month, 
Alberta’s legislature took two radical steps to 
consolidate its advantage. Not only did itap- 
prove a bill allowing limited private-sector 
participation in health care, but it passed a 
law making Alberta the first province with a 
single provincial income-tax rate, of 10.5% in 
its case—Canada’s answer to the flat-tax idea 
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of many Republicans in the United States. 

Sceptics see Alberta’s success as owing 
much to a strong national economy, and es- 
pecially toa surging oil price. Even so, itis not 
surprising that Alberta’s politicians should 
be touting their model to the rest of Canada. 
More surprising, perhaps, is that over the 
past few years the Albertan agenda, rather 
than that of Quebec, has come to dominate 
Canada’s national political debate. 

The most conspicuous sign of the prov- 
ince’s growing political influence will come 
on June 24th, when the Canadian Alliance, a 
new national right-wing party, will hold a 
convention to chose its first leader. The con- 
vention, appropriately enough, is to be held 
in Calgary. The Alliance is a bold effort to re- 
shape Canada’s right by merging Reform, a 
federal neo-conservative party of Albertan 
origin, with sections of the Progressive Con- 
servatives. Two of the three main candi- 
dates to lead the new party are from Al- 
berta: Preston Manning, 
who founded Reform in ® 
1987, and Stockwell Day, a 
former finance minister in the 
province. 

Neither man would 
be out of place among 
America’s Republicans. In 
fact, Alberta has long been the 
most “American” of Canada’s 
provinces. It has been shaped by two 


influxes from south of the border: first of ~ 


ranchers and farmers, and then in the 1950s 
of oilmen from Texas. They have helped 
to imbue Alberta with conservative so- 
cial attitudes, Christian fundamentalism 
and anti-government political views. But Al- 


berta’s dislike of big government also owes 
much to the fact that for years it has paid for 
more than its fair share of it, being the largest 
net contributor to the federal government's 
revenues. “Albertans know who the enemy 
is, and it's Ottawa,” says Tom Flanagan, a po- 
litical scientist at the University of Calgary 
(and a supporter of Mr Day’s). 

In the past, other Canadians dismissed 
Albertans as “redneck cowboys”. No longer. 
At the last national election, in 1997, Reform 
displaced the more centrist Progressive Con- 
servatives as Canada’s main opposition, 
winning 80 seats. Another Calgarian, Ralph 
Klein, though a Conservative, as premier of 
Alberta since 1993 was the first to put Re- 
form's ideas into practice, slashing spending 
on health and education and privatising 
many government services. He has been 
copied by Ontario's Conservative premier, 
Mike Harris, among whose advisers is Tom 
Long, the third candidate to lead the Alli- 
ance. 

Canada’s Liberal government has also 
espoused fiscal responsibility, helped by 
several years of steady economic growth. But 
many Canadians oppose any assault on 
their welfare state, and especially their na- 
tional health service (known as Medicare). In 
May, Mr Klein’s government alarmed such 
people when it pushed through a new law 
allowing regional health authorities to con- 
tract Out routine operations, such as hip re- 
placements, to private clinics. 

The government argues that this will cut 
costs and waiting-lists. Its critics disagree, 
seeing the law as the start of a move towards 























Will Canada heed Manning or Day? 
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an American-style, two-tier health service in 
which the rich get faster, better, service at a 
price. They worry that American health- 
management companies may invoke the 
North American Free-Trade Agreement to 
force their way into Canada. 

For weeks, opponents of the new law 
staged nightly protests in Edmonton, Al- 
berta’s capital. Just “fear-mongering” by a 
bunch of “left-wing nuts”, said Mr Klein. But 
the health issue may serve to limit the Alli- 
ance’s national appeal. According to the 
opinion polls, defending Medicare is Ca- 
nadians’ top concern. Even a majority of Al- 
bertans oppose the new law. 

Both Mr Manning and Mr Day favour ex- 
panding private health care. And all the Alli- 
ance’s would-be leaders favour an Albertan- 
style single-rate federal income tax (of 17%). 
They claim that it would boost growth and 
prosperity, giving everyone a tax cut. But as 
with private health care,the rich would ben- 
efit most. Such policies find favour with 
many United States Republicans. But Ca- 
nadians like to think they have a stronger 
sense of social equity. Or has that changed? 
= 





Paraguay 


Lino floored 


SAO PAULO 


OR months, Lino Oviedo, Paraguay’s fugi- 

tive would-be caudillo, had claimed to be 
living clandestinely in his native country. In 
fact, it seems, he was merely in sight of it, liv- 
ing across the River Parana in Foz do Iguacu, 
a Brazilian border city. There in a riverside 
apartment, on June 11th, Brazilian police cap- 
tured Mr Oviedo, armed with a revolver, ten 
mobile phones and a recently-grown mous- 
tache. They took him off to Brasilia and 
locked him up in the city’s jail, to await extra- 
dition proceedings. 

Mr Oviedo has much to answer for. 
After staging a failed barracks revolt against 
his dismissal as army commander in 1996, he 
was eventually sentenced to ten years in jail. 
But he was quickly let out after his friend, 
Raul Cubas, was elected president in 1998. In 
March 1999, both men fled after the assas- 
sination of the vice-president, Luis Maria Ar- 
gaña, a member of a rival faction of the long- 
ruling Colorado Party, and the shooting of 
eight students during a demonstration. A 
Paraguayan judge has accused Mr Oviedo of 
organising both these crimes. 

Last month, Mr Qviedo's supporters 
tried to stage another coup, this one against 
the weak government of President Luis Gon- 
zalez Macchi. That prompted the govern- 
ment to ask Brazil to arrest Mr Oviedo. 

Months of legal manoeuvring may lie 
ahead. Mr Oviedo was reported to have said 
that he had let himself be arrested in order to 
apply for political asylum. After all, Brazil 


44 


granted asylum both to Mr Cubas and to Al- 
fredo Stroessner, Paraguay’s military dicta- 
tor from 1954 to1989, who lives quietly in Bra- 
silia. And Mr Oviedo was for a while granted 
asylum in Argentina. 

But Brazil is “very, very unlikely” to give 
Mr Oviedo asylum, according to one official. 
Instead, the govemment will leave it to the 
Supreme Court to decide whether to extra- 
dite him, or to accept his likely defence that 
he has faced political persecution and 
would not get a fair trial in Paraguay. 

Even so, Brazil’s prompt response to Par- 
aguay’s request to capture Mr Oviedo con- 
trasts with its unwillingness to take any ac- 
tion over the dubious re-election of 
President Alberto Fujimori in Peru on May 
28th. Could it be that Brazil is being firm on 
Mr Oviedo to make up for its feebleness over 
Peru? Of course not, insist officials: not only 
has Paraguay’s uncertain democracy faced 
old-fashioned military threats, but the coun- 
try is a fellow Mercosur member, and a 
partner in the Itaipu dam, which generates a 
big chunk of Brazil's electricity. Democratic 
stability in Paraguay is a matter of national 
security for Brazil. 

Mr Gonzalez has hailed Mr Oviedo's 
capture. But does his unpopular govern- 
ment really want the charismatic rebel back? 
Some officials may think that putting Mr 
Oviedo on trial could serve to distract Para- 
guayans from economic stagnation, unem- 
ployment and corruption. Just two days be- 
fore his arrest, thousands had protested 
against the government's privatisation 
plans, and landless Paraguayans had threat- 
ened to occupy farms across the country. 

Officials say they are reserving a prison 
cell for Mr Oviedo in Paraguay’s remote 
Chaco region, far away from the capital, 
Asuncion. But Mr Oviedo still enjoys much 
support. Back home, even if in jail, he might 
again become a focus of rebellion. Not only 
does Mr Oviedo look likely to remain in Bra- 





Wanted—up to a point—back home 


zilian custody until after the election for a 
new vice-president in August—which one of 
Argaiia’s sons looks set to win—but Mr Gon- 
zalez’s people may well hope that he contin- 
ues indefinitely to rot quietly in Brasilia. 
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Mexico 


The left’s new 
champion 


MEXICO CITY 


LTHOUGH the outcome of Mexico's 
presidential election on July 2nd re- 
mains uncertain, in another ballot that same 
day the rice is already cooked, as a local say- 
ing goes. The next mayor of the Federal Dis- 
trict, the core of Mexico city, looks set to be 
Andres Manuel Lopez Obrador of the leftish 
Party of the Democratic Revolution (PRD), to 
whom polls give a lead of around 15%. Mr Lo- 
pez’s support is not merely impressive, but 
paradoxical. While he rides high, the prn’s 
presidential candidate, Cuauhtemoc Carde- 
nas, trails in third place. And one reason for 
that is Mr Cardenas’s weak performance in 
his previous job—as Mexico city’s mayor. 

Sowhy would the capital’s voters choose 
a PRD man again? For several reasons. First, 
Mexicocity has long been politically contrar- 
ian, Indeed, that is one reason why until 1997 
its mayors were presidential appointees. In 
particular, the government's inept handling 
of an earthquake in 1985 brought forth a 
sprouting of grassroots activism. 

Second, the prp’s reputation has recov- 
ered since Mr Cardenas stepped down as 
mayor in September. His replacement, Rosa- 
rio Robles, has done little of substance in her 
short time in office, but she is as sparky and 
cheerful as her predecessor was plodding 
and gloomy. She excels at public relations, 
something that Mr Cardenas seemed to 
think beneath him. “She has harvested 
things that Cardenas set in motion but never 
publicised,” says Francisco Abundis, a re- 
searcher at CIDE, a Mexico city university. 

Then there is Mr Lopez himself. Like Ms 
Robles, he is in his mid-4os—a generation 
younger than Mr Cardenas. He is a skilled 
rabble-rouser, and promises to subsidise 
transport, services, staple foods and medi- 
cines, in part by freezing top officials’ salaries 
for the first three years of his administration. 
He says he would try to tackle the social 
causes behind the city’s chronic crime. He is 
also a proven campaigner: he claims that 
only fraud by the local branch of the ruling 
Institutional Revolutionary Party (pri) 
robbed him of election as governor of his 
home state of Tabasco in 1994. 

If he wins, Mr Lopez will not find his job 
easy. The Federal District contains less than 
half the population of greater Mexico city. 
The remainder of the metropolis is in the sur- 
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rounding state of Mexico, governed by the 
PRI. So too are many of the factory chimneys 
that help turn the city’s rarefied air into nox- 
ious smog. And the city’s mayor depends on 
Congress to approve his budget. Last year it 
cut the city’s borrowing limit, impeding Mr 
Cardenas’s plan for anew metro line. 

Mr Lopez would also face enemies with- 
in: public-transport drivers, street vendors, 
even shoeshine boys belong to associations 
over which the prt still has sway. Other 
schemes among Mr Cardenas’s frustrated ef- 
forts were a plan to swap the city’s privately- 
owned fleet of dirty “microbuses” for 
cleaner gas-powered ones, and an attempt to 
restrict the vendors whoswarm throughout 
the capital to a few designated areas. 

Winning the mayoral election would 
mean more for Mr Lopez than merely taking 
on the administration of half of one of the 
world’s biggest cities. The Mexican left is 
weak and divided. The pro itself, battered by 
infighting, is expected to lose seats in Con- 
gress. Mr Cardenas, having run three times 
for the presidency, may finally agree to fade 
away. That would leave Mr Lopez as the left’s 
most powerful representative, charged with 
rejuvenating his party as well as Mexico's 
capital. 
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Colombia 


Peace battles 


YONDO 


ERNAN PADILLA is 
used to having his life 
threatened. In two decades 
in Yondo, in the hot, danger- 
ous Magdalena valley, Mr 
Padilla, a farmer with 14 chil- 
dren, has often been ac- 
cused of sympathising with 
left-wing guerrillas. Last 
year, they in tum accused 
him of supporting right- 
wing paramilitaries; he was 
eventually “acquitted” by a 
guerrilla court. Now, he is 
terrified at being labelled 
anything other than a civilian. 
That is because President Andres Pas- 
trana is preparing to pull his government's 
troops out of Yondo and two neighbouring 
municipalities, San Pablo and Cantagallo, in 
order to allow the etn, Colombia’s second- 
largest guerrilla group, to stage a “national 
convention” there to discuss peace. The 
5,000-strong ELN has had its headquarters in 








BOGOTA 


INCE becoming Colombia’s police 

chief in 1994, General Rosso Jose Ser- 
rano has often been in the media glare, an- 
nouncing the capture of drug gangsters in 
a precise and plain-spoken way. On June 
13th, at a press conference to announce his 
resignation, untypically he burbled on, 
fighting back tears. 

He could perhaps be forgiven the 
emotion. He took over a force notorious 
for corruption and low morale. He purged 
8,000 officers, overhauled police intelli- 
gence, captured the leaders of the Cali 
drug mob, and in precision raids organ- 
ised in co-ordination with the United 
States’ Drug Enforcement 
Administration (DEA) ar- 
rested many of the lesser- 
known traffickers who 
took their place. Along the 
way, he saw hundreds of 
his men die. He had atten- 
ded more funerals than any 
other Colombian, he said. 

General Serrano failed 
to cut kidnappings or to 
make daily life more secure. 
Coca production has qua- 
drupled in the past four 
years. He backed aerial 
spraying of coca and 
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opium-poppy fields, even though it 
seemed ineffectual. But he earned respect 
at home and his drug-fighting efforts 
made him a hero in the United States, es- 
pecially to Republicans in Congress, who 
channelled much aid to his force. He was 
twice chosen as the world’s top cop by the 
International Association of Police Chiefs. 

His departure had long been ru- 
moured, though its timing was not ideal 
for President Andres Pastrana. A proposal 
to give Colombia $16 billion in aid is 
stalled in the United States Congress. But 
much of the money is earmarked for the 
armed forces, rather than the police. Any- 
way, Mr Pastrana has better 
relations with the Ameri- 
cans than his predecessor, 
Emesto Samper. And the 
new police chief, Luis Er- 
nesto Gilibert, was General 
Serrano’s deputy. 

Polls show that Colom- 
bians would choose Gen- 
eral Serrano as their presi- 
dent. But he denies any 
political ambition. He is 
likely to live abroad for a 
while, for safety, perhaps as 
a “drug tsar” for the Orga- 
nisation of American States. 
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the area since the 1970s. But local people are 
apprehensive. “You are going to see a lot of 
violence, and it’s the government's fault,” 
says Mr Padilla. 

Not much has gone right for Mr Pastrana 
recently. He has been obliged to withdraw 
an ilHconsidered plan to 
call a referendum on politi- 
cal reforms. The row over 
that plan has cost the gov- 
ernment a reliable congres- 
sional majority, setting back 
promised economic re- 
forms. This week, his police 
chief resigned (see box). 

So it would be good 
news indeed ifthe ELN were 
now to cease the campaign 
of hostage-taxing and sabo- 
tage it unleashed last year 
in order to press its claim to 
be included in peace talks. But will it? The 
government claims to have imposed tighter 
conditions on the ELN than it managed with 
the rarc, Colombia’s biggest guerrilla group, 
which has controlled a larger “demilitarised 
zone” in the south of the country since Janu- 
ary 1999. Critics claim that the FARC uses its 
enclave to stockpile troops and weapons. 
The ELN has agreed to allow international 
monitors into its enclave, as well as letting 
judges and police carry on working. 

But the ELN now competes with the pa- 
ramilitaries and the farc for control of the 
enclave’s 30,000 hectares (75,000 acres) of 
coca fields, several gold mines and small oil- 
fields. At the paramilitaries’ headquarters in 
a rented house in San Pablo, several of them 
sit on the front porch chatting amiably with 
passers-by, including soldiers. When the 
government announced its agreement with 
the ELN, the paramilitaries drummed up 
support for roadblocks in protest. About 
20,000 people stopped traffic for several 
weeks. Some did so voluntarily, but others 
did not. Local people said that families who 
refused to send at least one person were told 
to leave the area within 24 hours. 

The protests were called of after the gov- 
ernmentagreed toconsult moreclosely with 
local politicians. The roadblocks may have 
helped the political claims of Carlos Cas- 
tano, the leader of Colombia’s main para- 
military group, who has been seeking a role 
in peace talks. He has offered to withdraw 
his troops if the ELN promises a ceasefire. But 
the ELN, like the Farc, claims that the para- 
militaries are a “governmental project”. 

Most Colombians remain deeply scepti- 
cal of the guerrillas’ intentions. The next test 
of those, and of Mr Pastrana’s uncertain 
peace process, will come on July 3rd, when 
the rarc and the govemment are due to 
swap proposals for a ceasefire. In Yondo, 
meanwhile, though no date hes yet been set 
for a troop withdrawal, some people are al- 
ready starting to flee the area. 
sz 
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Congo's hidden war 


KIGALI AND KAMPALA 


Uganda and Rwanda used to be friends. For nearly two years now, they have 
been fighting each other in Congo—with devastating consequences 


HEY could not agree who had started the 

war in Kisangani, nor who ended it. For 
six days last week, Rwandan and Ugandan 
soldiers, on foreign soil and more than 500 ki- 
lometres (310 miles) from home, rained shells 
and mortar fire on each other, killing up to 
250 civilians in this sprawling riverside town 
in central Congo, and wounding over 1,000. 
Much of central Kisangani, including the im- 
posing cathedral at the river’s edge, was de- 
stroyed. It was the third, and by far the most 
brutal, time the two armies have battled for 
control of the town since they began fighting 
each other there nearly a year ago. 

It is dispiriting enough that Rwanda’s 
president, Paul Kagame, and Uganda's presi- 
dent, Yoweri Museveni,old friends once con- 
sidered part of a “new generation” of African 
leaders, should be at war. It is doubly so that 
the wider consequences should be so grave: 
their struggle, waged deep inside Congo, is a 
serious setback for efforts by the United Na- 
tions and others to help Africa solve its wars. 

The un had agreed to send 5,500 troops 
to Congo to monitor a peace deal signed a 
year ago by the country’s government and 
the five countries with soldiers on its terri- 
tory: Zimbabwe, Angola, Namibia, Rwanda 
and Uganda. But repeated breaches of the 
ceasefire have delayed the un deployment. 
Now the whole operation is in doubt. On 
June 13th, a furious Kofi Annan, the uN’s 
secretary-general, called on the Secu- 
rity Council to use sanctions and other 
punitive measures to force Uganda 
and Rwanda to pull their troops out. 

The latest battle for Kisangani 
ended on June uth, when Rwanda 
announced a unilateral withdrawal 
of its troops, citing concern about 
“unnecessary fighting and the loss 
of innocent lives” in the city, but 
boasting of a tactical victory. For 
their part, the Ugandans denied 
defeat, saying their forces too 
had unilaterally withdrawn to 
avoid further casualties. Both 
sides said they would with- 
draw to iookm from the city, 
though that would still leave 
their armies deep inside 
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Congo. Whether they do even that, and then 
stay put, depends on the powers of persua- 
sion of the UN on the ground. So far, the UN 
has only 21 unarmed observers in Kisangani, 
and no peacekeepers at all. 

What has this fighting been about? The 
two countries first invaded the country in 
1996 to drive Mobutu Sese Seko from power 
and install Laurent Kabila as president. 
When, once in office, President Kabila did 
not do as they ordered, the two invading 
presidents tried to oust him, but they failed 
and then fell out over their aims in Congo. 

















































Each accused the other of using the wa 
against Mr Kabila for his own ends. In Au 
gust1998, Rwanda sent thousands of soldiers 
to help its proxy, the rebel Congolese Rally 
for Democracy (rcD). Though the Ugandans 
then joined in, Rwanda accused them of fai 
ing to fight the same war, of pursuing short- 
term commercial interests and of losing sigh 
of the real enemy. When the rcp split 
Rwanda and Uganda backed differen 
tions and Uganda sponsored a third: 
Uganda does not micro-manage the re- 
bels it supports in Congo as Rwanda does. It _ 
has argued throughout that itsaim has been - 
to“empower” them. President Museveni ac- 
cuses Rwanda of trying to destroy Congo, — 
and says that Rwanda manipulates and gags. 
its rebels, and does not understand how to. 
build support among the people. Rwandans. 
repeatedly single out Mr Museveni’s chiefof 
staff, Brigadier James Kazini, asthe man who. 
plunged Kisangani into war: he dispatched 
his men to the town when it was already oc- 
cupied by Rwandans and their rebel friends, 
But other motives are mixed in. One is: 
the control of mineral wealth: the diamond” 
trade thrives in and around Kisangani, and: 
some Ugandans close to Mr Museveni have. 
grown rich exporting gold and other com- 
modities from the country’s north-east. The’ 
Rwandans also argue that they are acting to. ~~ 
protect their national security; many of < 
their countrymen are still under threat, © 
they say, from Congo-based exiles who 
took part in the 1994 Rwandan genocide. 
The battle for Kisangani has become 
part of a wider rivalry for regional suprem- 
acy. To that end, Rwanda has gained terri- 
tory for its proxy army from the past week's 
fighting. It has consolidated its control of the 
town’s two airports, while the Ugandans. 
have withdrawn across the nearby river 
Tshopo. Between the two of them, Rwanda 
and Uganda now hold sway over more 
than half of the entire country. 

The former friendship between 
the two presidents now looks irrepa- 
rably damaged. When Mr Kagame, 

once a top officer in Mr Museveni’s 
guerrilla army, was sworn in as presi- 
dent of Rwanda in April, Mr Muse- 
veni was notably absent. Mr Ka- 
game now talks angrily of 
Rwandans “growing tired of being 
told what to do”. They have be- 
come disillusioned with the 
Ugandan president over the past 
18 months. “The man is now our 
main problem,” says a senior 
Rwandan official. “He lies at 
summit meetings, he passes the 
buck to his commanders, he 
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uses the media to attack us.” 

For their part, Ugandans feel betrayed 
by Mr Kagame, whom they say they helped 
to seize power. They were outraged by the 
news that he had recently met his swom ene- 
my, President Kabila. Now they accuse Mr 
Kagame of cutting a secret deal with him. 

As relief agencies began this week to fly 
food into Kisangani, there were the first signs 
for months that norma! life might resume. 
Tens of thousands of refugees ventured back 
from surrounding hiding places. The uN 
monitors also moved back in. But they are ill- 
equipped to do much to stop further war- 
fare. The two foreign armies have been fight- 
ingeach other, on and off, in Kisangani since 
May, despite ceasefire promises to the UN. 

Even if the latest ceasefire holds, huge 
damage has already been done. A recent 
study for the International Rescue Commit- 
tee, a refugee agency based in New York, sug- 
gests that a staggering 17m of the deaths in 
eastern Congo since August 1998 can be at- 
tributed, directly or indirectly, to the fighting. 

= a 





Sierra Leone 
Staying on 


RITISH marines were being carried by 

helicopter to a naval ship off Freetown 
this week. But, as Britain withdrew its front- 
line forces from Sierra Leone as scheduled, its 
involvement in the country and the region 
seemed to be deepening, not diminishing. 

One reason is that the United Nations 
force in Sierra Leone is a shambles. An un- 
published report, drawn up by a un team 
that visited the country after the seizure of 
some 500 UN peacekeepers by rebels last 
month, is described by officials as a “bomb- 
shell”. It reveals that some units disobey or- 
ders, many are under-equipped and badly 
trained, and some have fled at the rumour of 
rebel attack. The un operation is badly man- 
aged, with little co-ordination between the 
uN’s special representative, Oluyemi Ade- 
niji, a Nigerian, and its military chief, Major- 
General Vijay Kumar Jetley, an Indian. This 
has widened resentment between African 
and non-African peacekeepers. 

Britain, which promises to “go the dis- 
tance” with Sierra Leone, has agreed to sec- 
ond officers and special forces to help its 
army and the un with such matters as mili- 
tary intelligence, tactical advice and logistics. 
It will also supply Sierra Leone’s army with 
ammunition and train 1,000 new recruits. 

The immediate strategy is for the motley 
bands that make up the “pro-government” 
forces to advance on the rebel Revolutionary 
United Front (ruF) and, directed by British 
advice, drive it north and east. The uN force 
will follow behind, securing liberated areas. 
Last year’s peace deal has been shelved, and 
there is broad agreement that Foday Sankoh, 
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the rur leader, now languishing in a Free- 
town prison, cannot be trusted as someone 
to negotiate with. The rur, it is hoped, may 
collapse under attack. 

The main objective is to take the dia- 
mond fields in the east, which finance the re- 
bels’ war chest. This will be the toughest mili- 
tary task the government forces have 
undertaken, because the rebels will cling on 
tocontrol of the diamonds. It is also possible 
that the government forces will disintegrate 
as they reach thediamond areas, even before 
they have to fight. During the nine years of 
civil war, many soldiers, including some 
from a West African peacekeeping force and 
foreign mercenaries, have settled in and dug 
for diamonds, making territorial deals with 
the rebels or even joining them. 

From the diamond fields, the threads of 
the conflict lead over the border. The RUF 
smuggles diamonds into neighbouring Libe- 
ria, where President Charles Taylor, who 
helped launch the rur, is, according to the 
British, swapping them for weapons and 
ammunition. Mr Taylor denies this. But, as 
the British point out, the closer government 
forces get to the diamond areas, the more ac- 
tive he has become in supporting the RUF. 

Britain wants to put a stop to this, and 
has called for an international ban on dia- 
monds from Liberia as well as from Sierra Le- 
one. But it has no embassy or influence in 
Liberia. This week John Prescott, Britain's 
deputy prime minister, was dispatched to 
the regional superpower, Nigeria, to try to 
persuade President Olusegun Obasanjo to 
put pressure on Mr Taylor. And Britain man- 
aged to persuade the European Union tosus- 
pend €50m ($48m) of aid to Liberia. 

Yet, when Britain turned to America, the 
country with the most influence in Liberia, it 
was rebuffed. Liberia was founded in 1821 by 
American slaves seeking freedom, and re- 
tains close links with the United States. But 
Madeleine Albright, America’s secretary of 
state, recently told Britain bluntly that Amer- 
ica could do nothing to help and would not 
back a ban on Liberian diamonds. Liberia is 





Blending in 


regarded in Washington as the preserve of 
the black American lobby, and Bill Clinton’s 
officials will not invade it—particularly since 
Jesse Jackson, a prominent black American, 
is Mr Clinton’s special envoy to Africa. Mr 
Jackson is also a close friend of Mr Taylor. 
Dismayed by the lack of American co- 
operation, British officials admit privately 
that they intend to seek help from an un- 
likely quarter: Libya’s Muammar Qaddafi. 
Colonel Qaddafi once nurtured both Mr 
Taylor and Mr Sankoh, among other African 
radicals, but has recently shown himself 
willing to behave a bit more helpfully. Brit- 
ain now wants to put that to the test. It is 
finding that “going the distance” in Sierra Le- 
one is taking it down some strange paths. 
= 





South Africa 


Half truth 


JOHANNESBURG 


ICELO DLOMO was a teenager when he 

was shot dead in a black township 12 
years ago. Until South Africa’s Truth and 
Reconciliation Commission delved into the 
case, Dlomo’s parents believed that their 
son, a student anti-apartheid activist, had 
been murdered by the security police. But, 
last year, four of his friends admitted that 
they had killed him because they suspected 
he was an informer. In February this year, 
the commission granted the four amnesty, 
and recommended reparations for Dlomo’s 
family. Since then, the family has heard 
nothing, and got nothing. 

The commission was set up in 1995, in or- 
der to uncover the truth about the ghastly 
crimes of the apartheid period and to pro- 
mote national reconciliation. It was given the 
power to grant amnesty to those who con- 
fessed fully, provided that their crimes were 
politically motivated, and that the violence 
used had been “proportional” to their objec- 
tives. Most of its work was completed in 
1998, but decisions are still dribbling out of 
the overloaded amnesty committee. The 
reparations team has barely got going. 

The commission has recommended that 
about 20,000 victims should be paid be- 
tween 17,000 and 23,000 rand ($2,400-3,300) a 
year for up to six years. This would cost 
about 3 billion rand. But the government has 
stumped up only a tenth of this, and only a 
tenth of the money set aside for reparations 
has been paid out. Roughly 10,000 of the 
beneficiaries have at least received initial 
payments, but of as little as 2,000 rand. 

Meanwhile, apartheid killers continue to 
be let off. Most notorious is Craig William- 
son,aspy chief who sent the letter bomb that 
killed Ruth First, an anti-apartheid cam- 
paigner and academic who was married to 
Joe Slovo, the late Communist leader, and 
another bomb that killed a woman and her 
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six-year-old daughter. He was granted am- 
nesty on June 1st. So, the next day, was Johan 
van der Merwe, a former police chief, for the 
killing of three ANc guerrillas in 1986. Wouter 
Basson, known as “Dr Death” for his role in 
devising gruesome ways of killing people, is 
currently up for amnesty. 

Without the lure of amnesty, however, 
few would have confessed—let alone relin- 
quished power—and much of the truth 
would have remained buried. The confes- 
sions of those seeking amnesty may be the 
more reliable part of the commission's con- 
tribution to history. Accounts by the victims, 
a collection of which were released on com- 
pact disc in April, were rarely subjected to 
cross-examination, often uncorroborated, 
and sometimes contradicted. In short, a peo- 
ple’s history, part truth, patchy justice. 





Israel 


Wobbling 


JERUSALEM 


HUD BARAK'’S “peace coalition” is in 

danger of imploding. On June 13th, the 
largest partner in his Labour-led govern- 
ment, the ultra-Orthodox Shas party, said it 
would pull out, after a long row over money 
for its religious schools. This would deprive 
the prime minister of a parliamentary ma- 
jority. Mr Barak says he can cobble together 
another coalition. But, even if he does, it will 
be even more unwieldy than the current 
one—and would probably not last long. 

Mr Barak insists that, if he can make a 
new coalition stick together long enough to 
let him negotiate a peace deal with the Pal- 
estinians, he could then put that to the peo- 
ple, at a referendum or general election, and 
still emerge triumphant. Talks with the Pal- 
estinians resumed near Washington this 
week, vigorously prodded along by Presi- 
dent Bill Clinton’s team. 

But Mr Barak’s optimism is not as infec- 
tious as it was a year ago, when, campaigning 
on a land-for-peace platform, he trounced 
the incumbent prime minister, Binyamin 
Netanyahu. “I was elected by the people, not 
by the Knesset [parliament]; Mr Barak ob- 
served bitterly this week. That, however, is a 
moot point under Israel’s hybrid system of 
government. The prime minister is directly 
elected, and cannot be deposed by the Knes- 
set, except in extreme circumstances. But 
there are two ballots, one for the prime min- 
ister and one for the parliament, and many 
people split their vote. Though Mr Barak did 
well, his party did not, winning only 26 seats 
in the 120-seat Knesset. No wonder that, de- 
spite his popular mandate, Mr Barak has 
found it hard to govern a disparate coalition 
ina fragmented parliament. 

If Mr Barak’s innings is indeed coming to 
an early end, he has largely himself to blame. 
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A pitiful score for South African cricket | 


JOHANNESBURG 


HEN an amiable man named 

Banjo started hanging around the 
locker rooms used by the South African 
cricket team, no one suspected foul play. 
When Banjo handed out bags of biltong 
(beef jerky), the team hungrily accepted. 
But when he allegedly gave Hansie 
Cronje, the South African captain, a bag 
stuffed with $10,000, it became clear what 
he was up to. “Banjo the Biltong Man”, or 
Mahomed Cassim, was allegedly out to 
bribe players to perform 
badly. Some, it now 
seems, agreed. 

Cricket’s biggest in- 
ternational scandal un- 
folded in April, when the 
Indian police said they 
had taped evidence of 
Mr Cronje doing deals 
with bookmakers. As- 
tounded South Africans 
defended their hero, 
pooh-poohing the alle- 
gations and casting 
doubt on the compe- 
tence of the Indian police. Then, however, 
Mr Cronje confessed to accepting money 
from bookies to “forecast” results. He re- 
signed and went to pray with his pastor, 
Ray McCauley, a former Mr Universe fi- 
nalist. The nation mourned. Mr Cronje, it 
was said, was a symbol of a country that 
no longer knew the difference between 
right and wrong. But worse was to come. 

On June 15th, Mr Cronje admitted toa 
commission of inquiry that the bookies 
had wanted more than forecasts. With 
bribes and death threats, he said, they per- 











Hansie caught out 


suaded him to try to rig matches. Several 
times, he offered his team-mates money 
to play badly. Most refused, but two suc- 
cumbed. Herschelle Gibbs, a young bats- 
man from a poor family, confessed that 
he had agreed to score fewer than 20 runs 
inaone-day match against India this year, 
for $15,000. He was not paid, however, be- 
cause he went on to score 74. Henry Wil- 
liams, a fast bowler, accepted a similar of- 
fer to bowl feebly, but was injured and 
had to leave the field. Ali 
Bacher, the head of the 
United Cricket Board of 
South Africa, claimed 
this week that an umpire 
was bribed during a test 
match with England. 
Vast fortunes are bet 
on cricket, so unscrupu- 
lous bookies will pay 
handsomely to influ- 
ence scores. Cricket stars, 
though nicely off, earn 
far less than first-class 
footballers or golfers. 
Cricket fans have long suspected that 
one-day internationals can be dodgy. But 
it is the scale of the corruption, the force of 
the evidence, and the fact that even test 
matches, the five-day struggles that con- 
stitute the game’s most sacred institution, 
may also have been sullied, that has 
caused such shock. Mr Cronje says he will 
retire from cricket. Mr Gibbs and Mr Wil- 
liams could each face a life ban. None is 
likely to go to jail: South Africa has offered 
each one immunity from criminal pros- 
ecution in return for full disclosure. 








His priority should have been the quest for 
peace, with all else subordinated to that. 
Ideological disputes among his coalition 
members should have been kept firmly in 
abeyance. Instead, Mr Barak appointed the 
leader of the fiercely secularist party, Meretz, 
to the sensitive post of education minister, 
thereby ensuring endless squabbling with 
Shas over its fast-growing network of 
schools. A more astute or experienced politi- 
cian might have stepped in early, perhaps 
shuffling the cabinet to wrest education 
back from Meretz. But Mr Barak may have 
left it too late. Towards the end of the week, 
he was suggesting that the Shas schools 
should be removed from the education min- 
istry, drawing angry threats from Meretz. 
Shas’s Council of Torah Sages has in- 
structed its ministers to resign at the next 
cabinet meeting, scheduled for June 18th. By 
not withdrawing them immediately, the 
rabbis have deliberately left the door open 


for further negotiations with the prime min- 
ister. But Mr Barak is already reaching out to 
other small parties with a view to forming a 
minority government if he has to. This 
would be supported in parliament by the 
ten members representing Arab parties, 
which Mr Barak is not ready to accept as 
fully fledged coalition partners. 

Alternatively, if the peace talks with the 
Palestinians fail to produce adeal that hecan 
take to the people, Mr Barak might be 
tempted to turn to the rightist Likud, to try to 
set up a unity government. Ariel Sharon, the 
Likud leader, claims he would spum any 
such offer. But seasoned pundits say the griz- 
zly old general is feeling the hot breath of 
younger bloods anxious to dislodge him 
from the party leadership. He may yet be 
persuaded to consider a couple of years of 
comfortable cohabitation with his former 
army subordinate, Mr Barak. 
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The sun holds such bright promise as 


a clean, renewable energy source. 


And yet for years, it’s remained out of 


reach. Clean, yet too expensive. 
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Putin versus the oligarchs? 


MOSCOW 


What is behind the arrest of Russia’s top independent television mogul, 
Vladimir Gusinsky? Will other influential tycoons also come under threat? 


PS it all together and the first months of 
Vladimir Putin’s presidency can look 
pretty alarming. Free speech is the most last- 
ing legacy of reform in Russia. Now it is un- 
der threat. Vladimir Gusinsky, owner of 
NTV, the only independent national televi- 
sion station, was jailed on June 13th ona spu- 
rious-sounding allegation of fraud. Before 
that, the press minister had called him a 
“bacterium”, anti-Semitic remarks were 
broadcast about him on state-controlled 
television and masked police had raided his 
headquarters. The governmentisalso talking 
about tougher licensing laws for the media, 
while officials have reverted to Soviet-style 
habits of bluster and bullying in dealing 
with annoying journalists. 

Other nasty Soviet practices seem to be 
on the rise elsewhere in goverment, bring- 
ing squawks of protest from environmental- 
ists, liberal pressure-groups, defenders of 
minority religions, and non-Russian ethnic 
lobbies. Some of this overlaps: Mr Gusinsky 
is president of the Russian Jewish Congress, 
The day after his arrest, 17 of the country’s 
most powerful businessmen joined the 
chorus of protest and offered to stand bail 
for him. “We thought we were living in a 
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democratic country; today we have serious 
doubts,” they declared in a joint letter. 

Is Mr Putin going back to his xes roots? If 
so, he is being careful to leave no fingerprints. 
At the time of Mr Gusinsky’s arrest he was in 
Spain. Both president and prime minister ex- 
pressed surprise and distanced themselves 
from the arrest; Mr Putin said he was “wor- 
ried” by it, but discerned no “political” as- 
pect. Besides, Russia's legal system was inde- 
pendent. Even some of Mr Gusinsky’s 
defenders have been willing to give Mr Putin 
the benefit of the doubt, suggesting that the 
instigators are cronies from the previous re- 
gime, driven by greed and revenge. 

Yet a week before being elected presi- 
dent on March 26th, Mr Putin warned Rus- 
sia’s tycoons that their days of running the 
country were over. “Those people who fuse 
power and capital: there will be no oligarchs 
of this kind as a class,” he said. It was a pop- 
ular warning. Mr Gusinsky’s media empire 
would be a logical place to start; he built it 
thanks to political connections, backed the 
wrong side, and now should pay the penalty, 
goes the official thinking. His journalists fear 
he will agree to leave the country if freed, 
leaving his empire to more pliable owners. 

















Who, or what, will be next? If the main 
target is out-of-favour oligarchs, rather than 
civil liberties as such, a leading candidate 
would be Yuri Luzhkov, the mayor of Mo 
cow. He was a chum of Mr Gusinsky’s, and 
once the strongest challenger to the Kre 
lin’s grip on power and money in Russia. T} 
state-run media gave him a pounding be: 
the general election last December, allegi 
murder, corruption, fraud, links to Scien! 
ogy and soon. Since then, the central gover 
ment has sacked several of his top officials. 
His municipal empire has been. hacked 
back, although it still remains the biggest 
business in the city. Still, after grovelling to 
Mr Putin, Mr Luzhkov retrieved enough fa- 
vour toaccompany the presideriton a tript 
Italy last week. But by comparing Mr Gusin- 
sky’s arrest to Stalin’s terror in the 1930s, Mr 
Luzhkov may soon be heading back to the 
Kremlin’s doghouse. 

Another possible target is Anatoly 
Chubais, who co-ordinated the tycoons’ 
support for Mr Gusinsky this week. Once 
Russia’s best-known economic reformer, he 
is tainted at home by the unpopularity of his 
privatisation programme, which many Rus- 
sians saw as giving the well-connected a li- 
cence to loot. In April 1998, he moved to the 
main electricity company, United Energy 
Systems, touting plans for proper manage- 
ment, investment and expansion. He used to 
be Mr Putin's boss in St Petersburg, but early < 
signs that he might find a place in the presi- 
dent’s team proved misleading. Now even 
his remaining fans among western investors 
have lost patience with his headstrong style 
and murky plans to sell off bits of his com- 
pany. Its share price is dropping. That is a 
risky base from which to challenge the 
Kremlin. 

It is possible that those behind Mr Gu- 
sinsky's arrest, whether Mr Putin or other 
Kremlin figures, underestimated the opposi- 
tion it would arouse. Even oligarchs who had 
been successfully keeping their heads down 
signed the protest letter. They included Rem 
Vyakhirev, boss of Gazprom, the country’s: 
largest company, which is 38% owned by the 
state. He clashed with Mr Putin in January 
over a restructuring plan for the gas industry, 
but then backed down. Another signatory. 
was Mikhail Khodorkovsky, a controversial 
oilman once vilified by his foreign share: 
holders but now reinventing himself as an 
investor-friendly Internet entrepreneur. 
Even Mr Luzhkov’s chief television tormen- 
tor, Sergei Dorenko, has professed his sup- 
port for Mr Gusinsky. 

The main result of the arrest is to face Mr: 
Putin with decisions that will shape his pres- 
idency. If he endorses his prosecutor's move.” 
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or even fails to condemn it, he will need to 
deal with serious opposition for the first time 
since becoming president. If he denounces 
the arrest, he keeps his shaky democratic cre- 
dentials but raises questions about his grip 
on government. 

One puzzling aspect of the whole affair 
is its timing. Mr Putin had plenty on his plate 
already: his government is trying to push a 
radical income-tax reform through parlia- 
ment, decide on an economic policy and re- 
store central authority over Russia’s 89 re- 
gions and republics. This last aim, hugely 
important if meant seriously, already looks 
in danger of misfiring. Mr Putin has also 
made several trips abroad. 

Another big question involves the most 


powerful oligarch, Boris Berezovsky. He has 
clearly played an influential role so far in Mr 
Putin’s presidency: plenty of his friends got 
top jobs in both government and the presi- 
dential administration. Some believe Mr Be- 
rezovsky’s power is now so absolute that 
any sign of an attack on it is just face-saving 
camouflage for his puppet-president. 

But there are signs of friction. On June 
14th, the prosecutor's office said it was ex- 
tending an investigation into the finances of 
Aeroflot, the state airline whose foreign-cur- 
rency revenues were funnelled through 
Swiss companies linked to Mr Berezovsky; 
prosecutors there want to talk to him. That 
could be a hint that Mr Putin—or some- 
one—is gunning for him too, after his un- 


‘usual criticism earlier this month of Mr Pu- 










tin’s plans for tougher central control, 

Russia’s top oligarch seems an unlikely 
convert to the cause of constitutional gov- 
emment. His favourite theme is the need to 
“consolidate power”-—~just what Mr Putin 
seems to be attempting. It is notable, too, that 
Yevgeny Shvidler, head of Sibneft, one of Mr 
Berezovsky’s supposed assets, has signed the 
joint letter of protest. 

In any event, Mr Berezovsky is showing 
scant sympathy for MrGusinsky, saying that 
he had overstepped the mark in his “uncon- 
structive” criticism of the government. He 
clearly assumes his own adverse remarks are 
adifferent matter. But will Mr Putin continue 
to agree? Russians are holding their breath. 
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The European Union 


In the bag 


BRUSSELS 


ERHAPS the European Union should 

stop rotating its presidency from country 
to country every six months, and simply 
leave the job with Portugal on a permanent 
basis. The past half-year, with Portugal in the 
chair, may have been a little light in. achieve- 
ment, but that has scarcely been the presi- 
dency’s fault. The style has been impressive; 





Can Poland’s government 


WARSAW 


[ 
| 
| OR Poles who dread the prospect of ex- 
i J communists fully back in charge of Po- 
| land within the next year, the timing of the 
| retum of the remains of Stanislaw Miko- 
lajczyk was bitter. As prime minister of Po- 
land’s wartime government-in-exile, and 
leader of the Peasant Party in the country’s 
brief flickering of dernocracy after the war, 
| Mikolajezyk was an anti-communist icon. 
| His last wish, before he died in the United 
| States in 1966, was to be buried in a free and 
| democratic Poland. Earlier this month, his 
wish was fulfilled. But within two days, the 
ruling anti-communist coalition fell apart, 
leaving the main bit of it tottering along as a 
minority government. 
Alexander Kwasniewski, once a minis- 
| ter ina Soviet-era Polish government, looks 
almost sure to be re-elected as Poland’s 
president this autumn. And, unless things 
change dramatically, the left, led by ex- 
communists, looks set to win a general 
_ election due by next April but now quite 
likely to come a lot sooner. 

The coalition collapsed thanks to a 
widening rift between the radical econ- 
omic reformers of the Freedom Union, led 
by Leszek Balcerowicz, who was finance 





survive? 


minister, and the more conservative collec- 
tion of trade unionists, Christian Demo- 
crats and others who make up the dispa- 
rate group of anticommunists under the 
banner of the Solidarity movement. Soli- 
darity now runs the governmentalone, un- 
der a beleaguered and wobbly prime min- 
ister, Jerzy Buzek. 

Still, Warsaw’s stockmarket has reacted 
favourably to the appointment of a Cana- 
dian-trained economist, Jaroslaw Bauc, as 
the new finance minister. Though a Soli- 
darity nominee, he sounds keen to press on 
with many of Mr Balcerowicz’s planned re- 
forms, and says he will draw up a tight 
budget next spring. But it is unclear how far 
the people who carry weight within Soli- 
darity, and who resisted Mr Balcerowicz’s 
ideas, will back Mr Bauc if he proves too 
radical. The tax reforms that the previous 
finance minister tried to introduce will 
probably be watered down or put off. 

Can Solidarity survive alone? Some op- 
timists in the government think the crisis 
could work to its advantage. The removal 
of the meddlesome, too-clever-by-half 
Freedom Union, they argue, should make it 
easier to get the government's message 


| 
across. Others, however, reckon that even | 
on its own Solidarity, with some 40 groups 
elbowing for space under itsumbrella,isir- | 
redeemably fractious. The government | 
could easily founder before the argument | 
over next year’s budget comesup. | 

Leszek Miller, head of the main ex- | 
communist opposition, is licking his lips, | 
though many Poles who are fed up with | 
the right are still loth to trust the left—and 
are already irritated by what they see as Mr | 
Miller’s smugness. Many worry too that the 
ex-communists, once in power, might slide 
back into their old, interventionist ways, | 
perhapseven hampering Poland’s chances | 
of rapid entry into the European Union. 

As it is, negotiations between the cur- 
rent goverment and the European Com- 
mission in Brussels over agriculture, which 
started last week, are bound to be painful. | 
The questions of subsidies for Polish farm- | 
ers, which the commission says should be 
phased out, and the sale of farmland to for- 
eigners, which the eu wants to facilitate but | 
many Poles do not, are already conten- 
tious. Poles may be softening on the land- 
sale question, but most of them strongly 
believe that farmers should get help from 
the European Union, as their western 
counterparts have done in the past. Polish 
governmentsof any hue will feel obliged to 
fight that corner fiercely. | 
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and the weather in the presidential capital 
has been balmy. 

To round off its tenure memorably, the 
main thing Portugal needs now is a good-hu- 
moured summit at Santa Maria da Feira, a 
town near Oporto, where the £u’s leaders 
meet on June 19th and 2oth. The agenda in- 
cludes defence, taxation, foreign policy and 
constitutional reform. But the weather may 
prove changeable. The Austrian question 
(see page 18) overhangs Feira like a thunder- 
storm waiting to break. 

The Union’s 14 other governments have 
been freezing high-level diplomatic and po- 
litical contacts with Austria, save for those 
obligatory under £u law, since February. 
They are protesting against the entry of the 
far-right Freedom Party into an Austrian co- 
alition government led by Wolfgang Schiis- 
sel, a mainstream conservative. 

The Austrians have been responding 
with exemplary politeness, 
in the hope of earning a re- 
prieve. But they have failed, 
and their mood is harden- 
ing. They clearly want some 
thawing at Feira. Several 
other £u countries, notably 
Finland, feel the same. If 
nothing happens, Austria 
may well be tempted to try 
the alternative tactic: exem- 
plary bloody-mindedness. 
The summit would be an 
excellent place to start. As 
Britain’s Margaret Thatcher 
showed on such awkward 
occasions, one country can 
cause an awful lot of pro- 
blems if it chooses. 

Save for the Austrian uncertainty, the 
summit conclusions should be reached 
quite easily, starting with the economic ones. 
Leaders will congratulate themselves on the 
promises of market liberalisation and struc- 
tural reform that they made at their previous 
summit, in Lisbon, three months ago. The 
British prime minister, Tony Blair, and his 
Spanish counterpart, Jose Maria Aznar, will 
take the credit here, cementing an alliance in 
economic policy that has given both coun- 
tries more clout in the Union. 

Nobody will much mind when the 15 
fail, yet again, to agree on a tax package 
pending since 1997. The main element is a 
scheme to tax interest on private savings 
throughout the ev. Britain has blocked one 
version of the plan, for a common savings 
tax. Now Luxembourg is blocking another, 
for an exchange of information between £u 
tax authorities. The struggle continues, but 
the heat has gone out of it. 

Defence, the newest domain for the Un- 
ion, claims a high place on the agenda. Lead- 
ers want to fix the principles that will govern 
relations between the £u and Nato, if and 
when an all-eu defence capability takes 
shape. The main aim is to make sure that 
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Has Schiissel got muscle? 


non-EU members of Nato, such as Turkey 
and Norway, feel they have a chance to be 
heard when action is being planned. 

In foreign policy, also a fairly new do- 
main for the eu, the summit will probably 
manage some optimistic words about Rus- 
sia, after last month’s amiable meeting be- 
tween an Eu delegation and the new Russian 
president, Vladimir Putin. If so, the 15 will be 
reversing harsh criticisms of Russia that they 
made six months ago at a previous summit 
in Helsinki, though nothing unforeseen has 
happened in the meantime. 

The internal politics of the Union will 
loom slightly smaller than expected. The first 
draft of a proposed “charter of fundamental 
rights” for Eu citizens, expected for the Feira 
summit, will not be ready on time. Nor is 
there much to say, yet, about a constitutional 
conference preparing the Union for admit- 
ting up to a dozen or more new members, 
most of them from Eastern 
Europe, in the decade 
ahead. It began in February, 
but has yielded mainly pa- 
per-shuffling to date. 

The serious bargaining 
will come much nearer to 
the scheduled close in De- 
cember. The main con- 
tribution of the Feira sum- 
mit may well be to put 
“flexibility’—eu jargon for 
projects and institutions in 
which some but not all eu 
d countries might take 
1 part—on to the confer- 
ence’s formal agenda. A 
treaty change could make 
such things easier, if it re- 
moved the right of non-participating coun- 
tries to veto them. 

Allthiscan be wrapped upinadayanda 
half. The nagging arguments—reform of the 
EU’S institutions, a timetable for enlarge- 
ment, the legal status of the charter of funda- 
mental rights, the political management of 
the euro—can wait for the French presi- 
dency, which begins in July. Prime ministers 
may usefully bring their bathing suits to 
Feira. Unless, of course, Mr Schiissel brings 
his handbag. 








Germany 


More smiles 


BERLIN 


T HAS been a pleasing week for Gerhard 

Schröder. On June 12th came an unex- 
pected breakthrough in the vexed 18-month 
discussions between German and American 
negotiators over compensation for slave la- 
bourers under the Nazi regime; first pay- 
ments should go to the victims within the 
year. Two days later, a threatened strike by 


EUROPE 


3.1m public-sector workers was called off at 
the uth hour after the unions accepted anew 
pay deal costing no more, the government 
says, than the previously rejected arbitration 
award. And later on the same day, a deal was 
at last clinched after 18 months of tough talks 
between the governmentand power utilities 
cn the phasing-out of Germany’s 19 nuclear 
reactors. Plants would normally have to 
close after a 32-year operating span. The last 
one might now close in 2021, though no final 
date has been set. 

Indeed, the government's only real dis- 
appointment this week was its failure to 
reach a consensus with the opposition on its 
radical plans to reform Germany’s tottering 
pay-as-you-earn state pension scheme. Un- 
der these, state benefits would fall from 
around 70% of average wages to barely half 
by 2050, while contributions would rise from 
19.3% to 22%. But workers willing to pay an ex- 
tra 4% of their wages into a new privately-fi- 
nanced scheme could hope to see their pen- 
sions boosted to over 80% of average wages, 
or so the governmentsays. 

The plans are bitterly contested by un- 
ions and social-welfare associations, who 
say that they amount toa dismantling of the 
statutory state scheme and would also hurt 
poorer workers who cannot contribute to a 
private scheme. Mr Schröder has agreed to 
opposition demands to allow tax breaks for 
contributions to the new private scheme, in 
addition to the government's earlier offer of 
a subsidy of up to DM40o ($196) a year for 
lewer-paid workers. But the opposition 
Christian Democrats, happy to exploit dis- 
content over such an inevitably unpopular 
reform, want even bigger incentives. 

Mr Schroder’s relief, this week, as the 
threat of Germany’s first big public-sector 
strike since 1992 evaporated, was more 
straightforward. Under the new pay deal 
agreed on with union workers, which is due 
torun from April 2000 until November 2002, 
public-sector workers are to get a flat-rate 
DMı100a month for the first four months, ris- 
ing, in two bumps, by 4.4% over the next 27 
months. At the same time, the wages of the 
lower-paid public-sector workers in Ger- 
many’s ex-communist east are to be brought 
up from 86.5% of western levels to 90% by 
January 2002. 

The unions, never enthusiastic about the 
idea of a strike, claim that the complex new 
formula meets their demands for a rise of at 
least 2% a year. The government claims that 
the 31-month deal, which in fact works out at 
rather less than 2% a year, will cost no more 
than the original arbitration award rejected 
by the unions at the end of May. The new 
deal, a useful victory for Mr Schröder, has 
the added bonus of leaving the next round of 
wage negotiations until after the general 
election, due in the early autumn of 2002. 

Mr Schroder is also relieved that the 
painfully protracted negotiations over com- 
pensation for former forced labourers under 
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the Nazis have at last been concluded. Until 
recently, it looked as if the talks might break 
down irretrievably over the thorny question 
of legal protection for German firms. But on 
June 12th Count Otto Lambsdorff, the Ger- 
man negotiator, and his American counter- 
part, Stuart Eizenstat, announced that a for- 
mula had been found. Under it, the Ameri- 
can government agrees to “recommend’—it 
lacks the power to do more—to the Ameri- 
can courts that all pending and future claims 
against German firms should be dismissed. 
This opens the way for the speedy ap- 
proval of legislation in Germany to set up a 
proposed DM10 billion fund to compensate 
some 1m former forced and slave labourers 
still alive, mostly in Eastern Europe. Half the 
money is due to be contributed by the Ger- 
man government and the other half by Ger- 
man industry. The latter, however, still has 
almost another DM2 billion to find. 
s 





France and the Arabs 


Odd relations 


PARIS 


VEN the grandest of red carpets—and 

France this week rolled out several for the 
state visit of Algeria’s president, Abdelaziz 
Bouteflika—may suffer a rumple or two. The 
first was the sudden death of President Hafez 
Assad of Syria, which delayed the start of the 
first state visit to France by an Algerian presi- 
dent since independence in 1962, though a 
predecessor, Chadli Bendjedid, came at a 
lower level of protocol. But the second was 
more awkward: on the eve of Mr Bouteflika’s 
arrival, the Paris-based International Federa- 
tion for Human Rights issued a scathing re- 
porton Algeria. 

Although the federation’s mission, the 
first allowed into Algeria for three years, 
agreed that the country’s big towns had be- 
come a bit safer, political violence remained 
“constant and serious” elsewhere. Put such 
findings together with reports that killings, 
whether by government forces or by Islam- 
ist rebels, are running at almost 200 a month, 
and an awkward question pops up: is France 
extending the hand of friendship a little too 
readily to a country that, after 100,000 deaths 
in the past eight years, is still frighteningly 
violent and to a president whose election in 
April last year was hardly free and fair? Not 
atall, is France’s official view. Mr Bouteflika’s 
amnesty plan is said to have opened the way 
for peace; the presidential visit “marks a new 
stage” in Franco-Algerian relations, which 
will be given “a new élan”. 

But what will that actually mean? The 
fact is that relations between the two coun- 
tries have always been tricky. Algerian inde- 
pendence from France nearly four decades 
ago came only after immense savagery on 
both sides. Perhaps a tenth of Algeria’s then 
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gm people were killed; bombs went off in 
mainland France; the French security ser- 
vices routinely used torture; and disaffected 
French officers, opposed to de Gaulle’s readi- 
ness from 1959 to grant Algeria self-deter- 
mination, plotted several coups. 

The legacy still bears an undercurrent of 
unease. The ım or so pieds-noirs—white set- 
tlers, originally called “black feet” by the 
Muslims because of their shoes, who fled 
during the 1950s and 1960s—have ambiva- 
lent views about Algeria. When Mr Boute- 
flika last year invited Enrico Macias, a Jewish 
pied-noir singer famous for his song “J'ai 
quitté mon pays” (I have left my country), to 
visit the land of his birth, he accepted with 
enthusiasm; but in March this year the long- 
planned visit was mysteriously cancelled. 

Unease often becomes outright racism 
among the French in general towards an 
Arab minority which, according to some es- 
timates, numbers over 4m. (Its exact size is 
difficult to nail down because French citi- 
zens are not identified by race in the census.) 
Meanwhile, there are perpetual tensions be- 
tween Algerian immigrants in France who 
supported the fight for independence and 
the “traitorous” harkis, now numbering 
with their descendants between 400,000 to 
800,000, who fought alongside the French. 

Will the red carpet for Mr Bouteflika, 
whose arrival came after a careful exchange 
of ministerial visits during the past year, 
change any of this? The Algerians, for exam- 
ple, want France to give out more visas—last 
year fewer than 200,000 were issued, against 
500,000 in 1994—and to resume Air France 
flights between the two countries. But more 
visas would stir opposition in France, espe- 
cially on the right, while a flights agreement 
would depend on Air France’s famously 
touchy pilots. 

So it would be easier for both sides 
merely to stress economic co-operation, es- 
pecially since France will next month as- 
sume the European Union's rotating six- 
month presidency and be better-placed to 
argue for more Eu aid to Algeria and its 
neighbours. After all, if Algeria gets richer, 
the appeal of Islamic extremists may weaken 
and illegal immigration to France may drop. 

In the past, however, such ideas have 
failed to bear fruit. A “Euro-Mediterranean 
Partnership” between the £u and countries 
of the southern and eastern Mediterranean 
was launched in Barcelona almost five years 
ago, with some €47 billion ($4.1 billion) on 
offer between 1995 and 1999. The trouble is 
that Algeria and others have found it hard to 
conform to the eu’s rules on aid, while the 
European Commission in Brussels is loth to 
let countries like France act on their old colo- 
nies’ behalf. So far, neither the promised gen- 
erosity of the eu nor France's lingering, if 
confused, affection for its old Arab subjects 
has been enough to mend a peculiarly tense 
but deeply felt relationship. 








Greece 


Weak on terror 


ATHENS 


ý lj murder on June 8th of Britain’s mili- 
tary attaché to Greece has badly shaken 
the govemment of Costas Simitis, a middle- 
of-the-road pro-European Socialist who is 
striving to modernise his country. Brigadier 
Stephen Saunders’s assassination, by a pos- 
tilion on the back of a motorbike who shot 
himin his car during the morning rush-hour, 
had all the hallmarks of a Marxist terrorist 
group called November 17th. This group, 
named after the day in 1973 when Greece’s 
ruling colonels crushed a student revolt, has 
carried out more than a score of murders in 
the past 25 years. Yet under no Greek govem- 
ment, on right or left, have charges against 
any suspect ever stuck. 

It is worse, from Mr Simitis’s point of 
view, that many people in and outside 
Greece doubt the sincerity of Greek politi- 
cians, especially on the left, who promise to 
catch the killers. Suspicions linger that in the 
mid-1990s Andreas Papandreou, the late 
arch-populist who preceded Mr Simitis as 
prime minister, may even have colluded 
with November 17th, pledging leniency to a 
gunman with suspected terrorist links in re- 
turn for a moratorium on attacks. 

Mr Simitis’s government is not sus- 
pected of collusion, but the Americans have 
continued to complain that the Greeks do 
not try hard enough to bring terrorists to 
book. In an interview published in a Greek 
weekly on the very day of Brigadier Saun- 
ders’s murder, James Woolsey, who ran the 
cia between 1993 and 1995, said that several 
Greek ministers at that time knew the identi- 
ties of various November 17th members but 
did nothing to have them arrested. 

The Greek government is squirming 
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with embarrassment, especially since 
Greece is expected to be formally accepted, 
on June 19th, at a meeting of zu leaders in 
Portugal, as anew member of Europe’s single 
currency. A main aim of Mr Simitis as prime 
minister is to convince the other 14 countries 
in the eu that Greece is, in just about every 
way, as well-run, law-abiding and modern- 
minded as they are. 

Together with Yannos Papantoniou, his 
able finance minister, he has done quite well 
at reform. The economy is in fair shape and 
should grow faster after Greece adopts the 
euro next January. George Papandreou, the 
mild-mannered foreign minister——and 
much less populist son of the late prime min- 
ister—works hard to foster last year’s rap- 
prochement with the old antagonist, Turkey. 
In NaTO exercises earlier this month in the 
Aegean, Turkish marines landed in Greece 
for the first time in more than 20 years. Un- 
der Mr Simitis, the ruling Panhellenic Social- 
ist Movement, better known as Pasok, has 
shed some ageing Marxists and anti-Turkish 
militants on the way to becoming pro-Euro- 
pean and social democratic. 

But the murder of the British brigadier 
has revived memories of a Pasok that has not 
yet entirely disappeared. Some members 
still feel nostalgic for the anti-Americanism, 
mixed with virulent Greek nationalism, that 
the late Papandreou eagerly nurtured. After 
all, Pasok, which was founded by the late 
prime minister, sprang out of the Panhellenic 
Liberation Movement, known as Pak, an 
undercover guerrilla outfit set up to fight the 
colonels’ junta that ran Greece between 1967 
and 1974. Under Papandreou, Pak and then 
Pasok retained their virulent, anti-western 
streak. In the mid-1980s, for example, a Pasok 
government let Abu Nidal, a Palestinian ter- 
rorist, have an office in Athens. 

Despite his own moderation, Mr Simitis 
has not yet finished clearing out Pasok’s wild 
men. Only two months ago, when his party 
won a general election, he let a pair of die- 
hard Socialists have safe seats: Sifis Valirakis, 
a former public-order minister who was 
once accused of arms smuggling, and Yannis 
Tsekouras, once a prominent Pak man. 

Mr Simitis has also resisted American 
pressure to make it easier to prosecute sus- 
pected terrorists by enacting laws to help 
protect witnesses, to improve security for 
judges and to allow hearings in secret. An 
agreement on police co-operation with the 
Americans was held up for months. 

Since Brigadier Saunders’s death, Mr 
Simitis has promised to raise Greece’s sloppy 
standard of police work and to co-operate 
more closely with western agencies to tackle 
terrorism. Greece has even proposed that the 
EU should launch a counter-terrorism initia- 
tive. And the reward for Greeks with in- 
formation leading to a conviction of a mem- 
ber of November 17th has been doubled to 
1 billion drachmas ($2.9m). 

The International Olympic Committee 
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has already wamed Greece that the Olympic 
Games, due to be held in Athens in 2004, will 
be moved elsewhere if the delays already 
dogging preparations go on—-and if Greece 
cannot do better against terrorism. There 
have already been murmurs about holding 
the games in South Korea. If that happened, 
it would be a brutal, perhaps even mortal, 
blow to Mr Simitis’s government. 


Montenegro and Kosovo 


Hope and fear 


PODGORICA 


T THE beginning of the year, Balkan- 
watchers thought Montenegro was 
poised to become the next Balkan battlefield: 
relations between President Slobodan Mil- 
osevic of Yugoslavia and the small coastal re- 
public, a queasy partner of much bigger Ser- 
bia in the rump Yugoslav federation, were 
worsening by the day. In neighbouring Ko- 
sovo, by contrast, there was a sense that the 
situation, however difficult, could only get 
better: after ail, nato was there to keep the 
peace, and the ethnic-Albanian majority 
was throwing itself eagerly into post-war re- 
construction. 








Nearly six months on, the talk about 
Montenegro is a bit less gloomy, though it is 
still easy to imagine a sudden tum for the 
worse. In Kosovo, meanwhile, the mood is 
fearful and depressed, after a spate of ethnic 
killings that have poisoned the political at- 
mosphere. 

In Montenegro, some quiet sighs of relief 
were prompted—paradoxically—by the re- 
sults of local elections in twoof the republic’s 
towns. These highlighted sharp differences 
between voters as to who they are and where 
they belong. It was an outcome that con- 
tained some good news and some bad for 
most members of Montenegro's quarrel- 
some political family. 

The result in Podgorica, the republic’s 
capital and home to a quarter of the elector- 
ate, was a modest success for President Milo 
Djukanovic and his cautiously pro-western 
coalition. It won 28 out of a possible 54 seats 
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in the town hall, giving it a slim majority 
without the pro-independence Liberal Party, 
whose walkout had prompted the elections 
in the two municipalities. E 

In the other town, the small coastal re- 
sort of Herceg Novi, a group of parties com- 
mitted to preserving ties with Yugoslavia 
managed to wrest control of the local assem- 
bly from the ruling coalition. The 8,000 or so 
people who voted for the pro-Yugoslav 
camp included Serb refugees from Bosnia — 
and Croatia. To the dismay of the Montene-: 
grins playing host to them, the newcomers 
seemed unconvinced by the argument that 
Mr Milosevic’s policies were responsible for 
their wretched plight. 

What the results showed overall was 
that neither side in the standoff over Montes 
negro, which pits westernisers against. the: 
more Serb-minded, can impose its will with- 
out running into some determined opposi- 
tion. A poor showing by the Liberals sug- 
gested that not many people were so _ 
impatient for full independence that.they 
would risk triggering a fratricidal war. That’. 
will relieve western diplomats, who have 
been encouraging Mr Djukanovic to assert 
his autonomy from Belgrade while stopping 
short of outright secession. 

Another hopeful sign was that, in a part 
of the world where respect for the law is 
skimpy, the elections themselves were pretty 
clean, Although it had some unsavoury, 
ultra-nationalist allies, the Socialist People’s 
Party, Montenegro’s main opposition group, 
which is backed by Mr Milosevic, co-oper- 
ated amicably with international observers. 
to make sure the contest was seen to be fair. ` 
That might suggest that the Montenegrin op- 
position is not about to spark a civil war at 
Belgrade’s behest. 

For Kosovo’s international masters inthe 
United Nations and at Nato, on the other 
hand, the latest news has not been at all en- 
couraging. In three past three weeks, eight 
Serbs have been murdered, and more than 


20 wounded; on June 12th, exactly a year 


after the international protectorate over Ko- 
sovo was set up, two Albanians were killed. 
The upsurge in ethnic violence has bolstered 
Mr Milosevics claim that international 
peacekeepers have broken their promise tò 
provide security for all Kosovo's residents 
regardless of ethnic origin. ve 

Placed in an almost untenable position 
by the recent ethnic violence, the moderate 
Kosovo Serbs who had been co-operating 
with UN institutions have pulled out again, 
though perhaps only briefly. Their return 
may depend on the American government 
acting on its promise to pay for the return. of 
Serb refugees to Kosovo in safety. But since 
nothing would be more threatening to Mr 
Milosevic’s interests than the spectacle. of 
Serbs living safely in Kosovo under interna- 
tional protection, he can be relied on tosabo- 
tage this effort in every way he can. 
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F THE 13 countries trying to get into the European Union, 

three are invariably lumped together these days as “the lag- 
gards”. Turkey is one, largely because its human-rights record is 
still far below par. Romania and Bulgaria are the others, because 
their economies plod far behind those of their rivals in Central Eu- 
rope. Recently, however, Bulgaria has been nudging well ahead of 
Romania: it is better governed, the economy is picking up faster, 
and the country seems to know where it is going. Moreover, de- 
spite its more authoritarian tradition, Bulgaria is lucky to have a 
president, Petar Stoyanov, who, though he has less power over 
most things than his prime minister, has managed by dint of per- 
sonality and exhortation to make Bulgarians feel better about 
themselves, which is no small achievement in a part of the world 
where there has been little cause for merriment since communism 
collapsed a decade ago. 

Not that Bulgaria is free of the hid- 
eous warts that have disfigured the 
face of post-communist Europe. Cor- 
ruption is widespread—which is why 
the candid Mr Stoyanov’s straight talk- 
ing is so important. His influence on 
the ruling Union of Democratic Forces 
(upF), on the reforming right, has been 
beneficial. Last December, for in- 
stance, he encouraged Ivan Kostov, the 
prime minister, to boot out more than 
half his cabinet after a string of minis- 
ters had failed to come up toscratch. 

This week, Alexander Bozhkov, a 
former deputy prime minister who 
had been running his country’s cam- 
paign to join the European Union, was 
sacked amid charges of corruption. 
The dismissal has shaken theestablish- 
ment of Sofia, the capital. Pollsters say 
that Mr Bozhkov, who had previously 
run the privatisation portfolio, was 
Bulgaria’s most distrusted politician. 
The man in the street is delighted. 

“My most intimate fear”, says Mr 
Stoyanov with passion, “is corruption. 
if our reforms are accompanied by cor- 
ruption, democracy itself will be 
threatened.” He likens himself to a 5 
gladiator fighting against the forces of darkness and dishonesty. 
Spartacus, Bulgarians like to tell you, was a Bulgarian. 

But is Mr Stoyanov an effective swordsman? Despite this 
week's excitement, it would be premature to say he has slain the 
monster of corruption. For one thing he, like Mr Kostov, belongs to 
the free-market wing of the upr, which means that some of his col- 
leagues may think that a bit of palm-greasing is a fair price to pay 
(or earn) for wrenching the country’s assets out of the grip of the 
state and into private hands. Also, despite his stature as president, 
he is beholden to the party. And he lacks executive power. 

Still, he has some constitutional weapons in his armoury. In 
certain circumstances he can veto laws made by parliament. He 
also has several important appointments in his gift—the head of 
intelligence, for instance. He is plainly clever. His open style is quite 
different from that of the hidebound, obedient, Soviet-style appa- 
ratehiks who are still thick on the ground in Sofia, which was one 
of the Soviet Union's most loyal satellite cities in days gone by. And 
Mr Stoyanov, who learned his forensic skills as a divorce lawyer in 
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Petar Stoyanov, Bulgaria’s gladiatorial president 


Plovdiv, Bulgaria’s second city, seems a lot younger than his 48 
years. More recently he has called in western-trained public-rela- 
tions experts, previously unknown in Bulgaria. “He listens to us,” 
enthuses an appreciative taxi-driver. “He talks about the problems 
we really care about.” The young, in particular, still keenly support 
him. With the possible exception of Poland’s Alexander Kwas- 
niewski, Mr Stoyanov may be the most popular president in East- 
em or Central Europe. 

His main weapon, in any event, is moral authority, which is 
not enough, on its own, to root out the corruption in Bulgaria’s 
woefully ill-paid civil service. Besides, Mr Stoyanov’s opinion-poll 
ratings have recently been dipping—a sure sign, he says, that his 
government's reforms have begun to bite. Obsolete industry is be- 
ing allowed todie. Officially recorded unemployment has gone up 
to 20%, from 12% two years ago. And 
Bulgaria continues to be dogged by 
misfortunes not of its own making, 
The United Nations embargo against 
Yugoslavia for a time drastically re- 
duced Bulgaria's trade. The continu- 
ing closure of the Danube, thanks to 
NaTo’s bombing last year of bridges 
in Serbia, hurts Bulgaria too. So does 
the failure of Iraq, an old trading 
partner from Soviet days, to pay off a 
debt now said to be worth $2 billion. 

Another of Mr Stoyanov’s big 
worries is Bulgaria’s brain drain. Some 
people reckon that up toa third of the 
country’s recent graduates from its 
best universities are emigrating. “If 
they're still here,” says a bright female 
student bound for Canada, “it’s only 
because they failed to geta visa.” “Bul- 
garia used to be five years behind 
Hungary,” laments a leading political 
pundit in Sofia, sharing the frustration 
many young Bulgarians feel at the 
slowness of change. “Pretty soon we'll 
be ten years behind.” 

Still, Bulgaria has been notching 
up a few successes. Some glimmers of 
economic light have been visible. The 
currency is steady, inflation is down, 
and foreign bankers reckon the economy may grow by over 4% 
this year. Last year, despite the crisis in Kosovo, foreigners invested 
more in Bulgaria than they had in any year since communism 
ended. Outsiders hope Mr Kostov will try harder to cut taxes and 
red tape—two local features that put off foreign businessmen. 

But Bulgaria’s biggest achievement is political stability. In that 
respect, Mr Stoyanov is particularly pleased that members of the 
country’s once-oppressed ethnic-Turkish minority have been in- 
cluded in the coalition government. “Bulgaria's biggest problem”, 
he sighs, “is that the wars in Yugoslavia have severed us mentally 
from Western Europe.” Refashioning Bulgarians’ outlook is per- 
haps Mr Stoyanov’s biggest challenge. All the same, he insists, “We 
are the stable part of the Balkans.” But nothing like ready, he re- 
frains from adding, to join the European Union soon. 

A general election is due by next April, a presidential one a few 
months later. Despite the government’s unpopularity, Mr Kostov 
is not yet doomed. But Mr Stoyanov may find himself the surviv- 
ing beacon of continuity on Bulgaria’s pot-holed road to reform. 

J 
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Why aren't they happier? 


America presents the puzzling spectacle of discontent amid plenty. What is 
missing? Spiritual values, more help for families or more rewarding work? 


too triparound the mind of Robert 
Fogel, one of the grand old men of Ameri- 
can economic history, is a rare treat. At every 
turning, you come on some shiny pearl of in- 
formation. Did you know, for example, that 
the ladies of the 16th and 17th century Eng- 
lish peerage endangered the health of their 
unborn by consuming an average of three 
ounces (85 grams) of absolute alcohol a day? 
Or that, even without a boozing peerage, the 
ownership of land and buildings in George 
Washington's America had become just as 
concentrated in few hands as in England? 

Mr Fogel has built his Nobel-prize win- 
ning reputation on the cross-fertilisation of 
economics with the study of history, techno- 
logical change and physiology. A controver- 
sial book on slavery argued that the system 
was immoral but efficient; more recently, he 
has pioneered the study of height and weight 
as ways to measure historical changes in liv- 
ing standards. 

His new book is different. A “secular 
child” of the modern age, Mr Fogel worries 
about what he calls “spiritual inequality”, 
and hopes that the “fourth great awakening” 
of American religious faith will change 
things. In an astonishingly short period, he 
points out, technical progress has made it 
possible for almost everyone in the rich 
world to have food, clothing and shelter: 
goods which, acentury ago, absorbed 80% of 
the average household’s consumption. The 
meaning of poverty has changed. 

Much of his book deals with the relation- 
ship between, on the one hand, organised re- 
ligion and its periodic “awakenings” in 
America, generally stimulated by techno- 
logical change; and, on the other, the politi- 
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cal drive for equality. The first “great awak- 
ening”, beginning in the 1730s, laid the 
ideological basis for the American Revolu- 
tion; the second, starting in 1800, built up to 
the abolition of slavery. The “fourth great 
awakening” of the book's title is the religious 
upswing that began around 1960. Like the 
first two awakenings, it stressed equality of 
opportunity. But this has set it at odds with 
the third awakening, which began late in the 
19th century but cast its shadow forward 
through the 2oth century. It stressed equality 
of condition and, with it, income redistribu- 
tion and welfare. This clash of ideals is 
responsible for much of the tension that Mr 
Fogel discerns in modern American society. 

However, the deprivation that now wor- 
ries him is “spiritual”—by which he means a 
maldistribution not of religious faith, but of 
such qualities as self-esteem, a sense of fam- 
ily, a sense of discipline, an appreciation of 
quality and—most important of all, he 
thinks—a sense of purpose. Once people 
have enough to eat, these qualities may start 
to matter more than yet more material 
wealth. The impoverished young lack them; 
so, often, do the lonely old. The emphasis on 
such spiritual deprivation, rather than on 
material distribution, explains the political 
appeal in America of the religious right, the 
engine of the fourth awakening. 

Mr Fogel’s list is peculiarly American. 
The spiritual resources that he regards as un- 
fairly shared are, in fact, the very ones that 
often make the difference between material 
success and failure. His emphasis is on the 
qualities that help people to get ahead, not 
the ones that may make the difference be- 
tween happiness and emptiness, let alone 
those that allow them to come to terms with 
failure and misfortune. 

How should spiritual resources be re- 
distributed? Mr Fogel expresses the hope 
that churches may help, by mentoring the 
young and tutoring the old. So they may. 
Those who help to redistribute happiness 
add to their own stock in the process. But 
government, that instrument of 2oth-cen- 
tury egalitarianism, has no clear role, al- 
though prenatal programmes for poor 
mothers might help, and good education is 
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essential. Those more powerful institutions, 
government and commerce, which can each 
do so much to rescue people from material 
want, can do little or nothing to give them 
self-esteem or contentment. 

Because equality even of opportunity is 
so hard to achieve, it may be that equality of 
outcome remains forever a chimera. If so, the 
most useful spiritual resource may be an 
ability to make the best of things. Some reli- 
gions instil that resilient quality but not, on 
the whole, those bred by the fourth great 
awakening in the United States. 

Mr Fogel is, at least, an optimist: in an af- 
terword, he speaks of a future of more and 
better schools, stronger families, ever better 
jobs for women, less inequality between na- 
tions. If that is really the future, why worry 
about spiritual deprivation? But Mr Fogel 
fails to discuss whether religious faith will 
flourish or continue to wane. Will the fourth 
awakening peter out into another doze? Or, 
if religious faith continues its American re- 
vival (matched in the Muslim world, but not 
in secular Europe), will it make people more 
contented, or merely more censorious? 

Theda Skocpol, a third-awakening sort 
of social thinker from Harvard University, 
takes a darker view. She is worried about the 
growth in material inequality, especially for 
families in the middle. Their household in- 
comes have hardly changed in real dollars 
since the 1970s: a fall in the real wages for 
most men has been accompanied by a rise of 
15 weeks a year in the time worked by the av- 
erage wife. American social policy, she com- 
plains, has ignored the middle classes, while 
concentrating on the very poor and the very 
old.She wants politicians to offer “moral and 

„material sustenance” to working parents: 
more day-care centres, support groups and 
nice things for children to do after school. 

Joanne Ciulla is a more endearing writer. 
Her book avoids policy conclusions, and is 
full of thoughtful asides. “Today, clock time 
measures events,” she writes. “In the past, 
events measured time. For example, in Mad- 
agascar, a half hour was measured by the 
time it took to cook rice. A moment was the 
time it took to fry a locust.” She became inter- 
ested in the nature of work when she subsi- 
dised one job teaching philosophy with an- 
other as a waitress in a restaurant. 

Like Mr Fogel—and Ms Skocpol, come to 
that—Ms Ciulla is struck by the way that 
wealth has not brought happiness. People 
have not been freed from the need—or the 
desire—to earn a living. Even when people 
have enough to live on, many of them con- 
tinue to want to work. “I am perplexed”, she 
admits, “at the domination of life by paid 
employmentata time when life itself should 
be getting easier.” Her persuasive answer is 
that work “offers instant discipline, identity 
and worth. It structures our time and im- 
poses a rhythm on our lives. It gets us organ- 
ised into various kinds of communities and 
social groups. And perhaps most important, 


4 


work tells us what to do each day.” Maybe 


the best way to give people a larger share of ' 


those badly distributed spiritual resources is 
toget them into work and keep them there. If 
the youthful poor had jobs, they would be 
less poor, and if the old could work for lon- 
ger, they would be far less lonely. 
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HE Internet's success has been sosudden 

and so unexpected that a “founding 
myth” emerged to explain it. This portrays 
the Internet as both the product and the 
agent of personal freedom, the spontaneous 
result of co-operation by growing numbers 
of people acting outside the control of the 
governments and big companies. These 
powers had not foreseen the potential, or 
even the possibility, of such a vast, globe- 
straddling communications network. This 
was so large, and so exhilarating, that it 
seemed like another world and even ac- 
quired the name of one—cyberspace. This 
world began as a libertarian paradise, goes 
the myth, and it should be left to continue 
that way. Attempts by government or big 
business to direct it are either doomed, or 
should be resisted to the last keystroke. 

Like most myths, there is an element of 
truth to cyberspace’s founding story. It did 
take politicians and businessmen by sur- 
prise, and it was not planned by any of them. 
But the myth is also seriously misleading. 
The Internet would not exist without heavy 
investment by the United States govern- 
ment, which set up the original communica- 
tions network for Defence Department re- 
searchers and other academics from which 


a 


the Internet grew. It has expanded, and will 
continue to do so, only because of vast in- 
vestments by bigcompanies, which are both 
building the infrastructure on which it de- 
pends and drawing millions more people to 
it with new products and services. More- 
over, given the Internet’s impact on the real 
world, the idea that cyberspace could be (or 
could have ever been) a libertarian paradise 
beyond the constraints of law and the 
manipulations of big companies seems 
naive. 

Now a backlash against this cyber myth 
has begun, even among cyberspace's own 
denizens. Lawrence Lessig is a law professor 
at Harvard, and one of the best-known com- 
mentators on the subject of law and the In- 
ternet. Andrew Shapiro, a former student of 
Mr Lessig’s, also knows about Internet law. 
Both of their books are careful examinations 
of how the Internet appears to challenge ex- 
isting ideas about some very large and basic 
issues: free speech, privacy, democratic deci- 
sion-making, intellectual property, law en- 
forcement and national sovereignty. Mr Sha- 
piro’s book is more accessible, Mr Lessig’s 
more ambitious and more demanding. Any- 
one concerned about how the Internet may 
change society ought to read one or the other, 
and would not be wasting their time if they 
read both. 

The two books stress different points, 
but they have the same message: despite the 
undeniably liberating effect the Internet has 
had so far, what it now needs is precisely 
what most cyber-enthusiasts fear most— 
government regulation. Unless people make 
collective decisions through the medium of 
democratic government about how the In- 
ternet is todevelop,a combination of market 
failures and company decisions made nar- 
rowly in their own interest, will leave every- 
one worse off: with less privacy, less free 
speech and less democracy. 

Privacy is likely to be completely de- 
stroyed, argue both authors, unless there is a 
wider debate about how it should be legally 
protected. A host of technologies on the In- 
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ternet allows for surreptitious monitoring by 
both companies and-the government. As 
more tran: ternet; more 
ill become observ- 
n when they are 
this, als will not be able to 
do much to protect themselves without the 
help of government-imposed rules. They 
will often trade their personal information 
too cheaply for access to services, and in any 
case they often will not.be aware of who is 
monitoring them; » 

Free speech, they further say, is also vul- 
nerable because the major portals and web- 
sites controlled by companies, which is 
where most people will spend their cyber- 
time shopping, conversing or exploring, will 
be able to shut out inconvenient views. In 
fact, because the Internet makes it so easy to 
seek out others with the same views, and to 
tailor our news consumption to our personal 

tastes, many people will voluntarily block 

out any chance of being exposed to new or 
~~ unsettling ideas. A move to instant polls and 
met voting could also undermine the de- 
tion and exchange of views upon 
which democracy is based, and encourage 
“extremism. 

In addition, thecirculation ofideascould 
be damaged because new technology on the 
Internet will allow copyright-owners not 
only to charge on a pay-per-view basis, but 
to stop even small-scale private copying, de- 
stroying the concept of “fair use” which is 
carefully built into existing copyright law to 
allow public discussion and dialogue. 

The list of horrors that might result from 
the Internet goes on. Many decisions are al- 
ready being made and embedded in the 
“code” which controls the Internet. Unless 
society wakes up to this, and the difficult 

choices presented by the Internet are made 
collectively and in the open, says Mr Lessig, 
cyberspace will become “not the locusoflib- 
erty, not a space of no control, but a technol- 
ogy of government and commercial power 
wired into every aspect of our lives.” 

This seems too pessimistic. Messrs Sha- 
piro and Lessig are right that the Internet is a 
challenge to many existing laws and is creat- 
ing some genuinely new dilemmas. The de- 
bates and court challenges about how to ap- 
ply pre-Internet law to cyberspace has 
already begun,and will goon for years. Their 
discussions of these issues are often illumi- 
nating. But their tone is too anxious, espe- 
cially that of Mr Lessig, whose book is the 
darker of the two. 

What both authors ignore is that collec- 
tive decisions are already being made about 
the right balance to strike on many of these 
issues by the response of millions of Internet 
users every day. Recent controversies over 
Internet privacy, the rampant patenting of 
Internet-business models, free speech and 
pornography show that when companies or 
governments overstep the line, the reaction 
of consumers is swift. Cyberspace is more 
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trafisparent than many other aspectsof life, 
atid news travels fast. Abuses are quickly 
found out, and punished by consumers. 
This year alone such powerful companies 
as Intel, Microsoft and Doubleclick, the big- 
gest advertising firm on the Internet, have 
had to change their products and prac- 
tices after fierce criticism that they were 
breaching consumers’ privacy. Jeff Be- 
zos, the founder of Amazon.com, one of the 
Internet's biggest businesses, has called for: 
a curtailed patent regime after a public ap~ 
peal froma smaller competitor. : 
Cyberspace is not the libertarian para- 
dise that early enthusiasts claimed. But it: 
does already reflect the cultural values of 
open democratic societies, and left to itself 
itis unlikely to abandon them any time soon. 
Yes, criminals, power-hungry autocrats, 
manipulative companies and meddling 
governments will also try to exploit or curb 
the Internet's growing power. Law and regu- 
lation must eventually prevail in cyber- 
space, as it does in the real world, But leaving 
the Internet largely unregulated for a-while 
longer, and legislating only when a clear 
need presents itself, seems the wiser course. 
As it expands, cyberspace looks likely to 
throw up more delights than disasters. 





Antitrust in America 


Off target 


TRUST ON TRIAL: How THE MICROSOFT 
CASE 1s REFRAMING THE RULES OF COMPE- 
TITION. By Richard McKenzie. Perseus; 300 
pages; $26. Plymbridge; £17.95 


Te book has a particular target—the 
case against Microsoft—and a general 
One: antitrust in the United States (and, by 
implication, elsewhere). Its criticisms of the 
two reinforce each other. 

Richard McKenzie argues that, because 
the economic case against Microsoft does 
not stand up, some other explanation is 
needed for the proceedings brought by the 
Justice Department and 19 states. His ex- 


planation is that Microsofts competitors: 
have captured the political and legal process: 


for their own ends. 


The core of the economic case has been’. 


the claim that Microsoft is a monopolist. But, 
Mr McKenzie says, a monopolist is one who 
restricts production to raise prices and pro- 
fits, whereas Microsoft's prices are decreas- 
ing. Similarly, a monopolist is protected by 
barriers to entry, whereas dozens of operat- 
ing systems compete with Microsoft's. In any 
event, he continues, an operating system is 
Just a string of 1s and os, which anyone can 
produce. The book goes on to attack the Jus- 
tice Department's misuse of economic con- 
cepts prominent in discussions of this indus- 
try, such as network effects, switching costs 
and lock-ins. 














Though the case ostensibly concems th 
Netscape browser, Mr McKenzie argues that 
it was brought. because Microsoft's riva 
feared they would be beaten, on the merits, 
in the server market. They therefore formed 
a.cartel to reorganise industry assets and, 
when this failed, persuaded their political _ 
contacts to pressure the Justice Department _ 
into pursuing the case. Microsoft wasatadis- 
advantage because it had not matched its 
competitors’ campaign donations. ae 
Mr McKenzie places these proceedings 
in a line of cases which he says have abused 
American antitrust laws. He also argues that 
those laws, which date back to the 19th cen- 
tury, are poorly suited to the economic real- 
ity of the 21st. Industries no longer operateon”™ 
“railway time” but on “Internet time”: thein- 
creased rate of change makes monopolies: - 
harder to sustain and reduces the need for 
antitrust intervention. oe 
“Trust on Trial”, although too long, is 
clearly written, comprehensible to non-spe-. 
cialists and free of sensationalism. Some ¢ 
its claims, nevertheless, are misleading: 
statement that an operating system is “noth 
ing more” than.a string of 1s.and os is as tru 
as the statement that a string quartet is notl 
ing more than the scraping of horseha 
against cat-gut. Other claims—particularly 
the accusations of cartelisation and manipu- - 
lation of the law—are serious enough to de- 
serve more evidence than the cursory refer- 
ences to “research” that are offered. The 
argument about manipulation is also, per- 
haps laudably, naive: itis a platitude ofjuris- _ 
prudence that the intent of a law differs fro 
the motives of those who enact and enforce. 
it. Similarly, Mr McKenzie’s complaint that 
the current proceedings are unfair to Micro- 
soft ignores the established principle that a 
dominant firm has special obligations: itis: 
only a superficial paradox of antitrust thatit 
constrains the winners in the competition 
that it promotes. a 
How great an overhaul does Mr McKen: 
zie think antitrust needs? He is clearly a pupil 
of the Chicago school in his minimalist ap- 
proach to intervention and ‘his belief that 
antitrust’s business is the welfare of consum: 
ers, not competitors. (He condemns, as back- 
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‘against Microsoft). But his arguments need 
not undermine the principles of the 19th- 
century legislation. The first two sections of 
the Sherman act are broad enough to be in- 
definitely adaptable. Section two’s concept 
of monopolisation can survive the accelera- 
tion to Internet time: the increased rate of 
change may motivate a greater emphasis on 
the temporal dimension of markets, but a 
monopoly can be both fleeting and baneful. 
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Media mogul 


Better dead 
than read 


THe Cuter: THE Lire OF WILLIAM RAN- 
DOLPH Hearst. By David Nasaw. Houghton 
Mifflin; 688 pages; $35 


OME people would have done the world 
a favour by dying in infancy. William 
~ Randolph Hearst, the dandified voluptuary 
whose scandal-mongering yellow press de- 
based American public life for half a cen- 
“tury, very nearly falls into this category. He 
escapes it only through two unintended 
achievements. i 
First, it was hatred of Hearst's American- 
“ised fascism, and his fellow-travelling with 
Mussolini and Hitler, that inspired Orson 
Welles tomake “Citizen Kane”. As David Na- 
saw, Hearst’s latest biographer, reminds us, 
Welles had always been fascinated by the 
power of personality and the personality of 
power. Before “Citizen Kane” he had di- 
rected for the stage “Doctor Faustus”, “Julius 
Caesar’, “Panic’—Archibald MacLeish’s 
drama about a ruined capitalist—and “Dan- 
ton’s Death”. But “Citizen Kane” is by com- 
mon consent his masterpiece: a film in 
which Hearstis thinly disguised as the movie 
and media mogul Charles Foster Kane. 
Hearst’s second unintended achieve- 


sliding, Robert Bork’s support of the case 


ment, so Mr Nasaw persuasively argues, is to 


ganda parading as journalism. For a long 
time it was. an open question whether Amer- 
ican journalism would follow the professed 
objectivity of the Ochs family’s newspapers 
or the outspoken advocacy of Hearst’s. By 
the end of the 1930s the question had been 
answered. The firm circulation figures of 
Ochs’s New York Timesenabled it to ride out 
the Great Depression despite a loss of ad- 
vertising. The Hearst papers, by contrast, lost 
so many readers because of their strident 
and often outrageous political views that 
their proprietor was close to bankruptcy. 

The lesson was not lost on American 
publishers. Hearst can take some of the 
credit for the fact that owners of most mass- 
circulation American newspapers find it 
best to moderate, or at least disguise, their 
opinions. They have learnt that the more 
they parade their views, the more likely they 
are toalienate those whodisagree with them. 
They now know, says Mr Nasaw, that it 
makes better sense “to hice behind one’s edi- 
torial writers, to cultivate the appearance of 
objectivity, to claim to give both sides of ev- 
ery story.” 

The sad thing is that Hearst started out so 
promisingly. His life, asteld by Mr Nasaw, is 
acautionary tale of how a young idealist can 
degenerate into a rancid reactionary. The son 
of a semi-literate 49er who struck it rich, 
young Hearst went to Harvard on a fortune 
founded upon Anaconda copper and 
Homestake gold. For some time afterwards 
he remained true to his humble origins in his 
opinions despite an ever grander and more 
decadent style of life. 

The newspapers he inherited, created 
and acquired—he eventually owned 26 
American dailies in 18 American cities—un- 
derstood how workingmen thought and felt 
and dreamed. They hammered away at the 
oil, railroad, electricity and other trusts that 
ruined their competitors and rooked the 
poor. They supported Samuel Gompers’s 

campaign for an eight-hour day and main- 
tained that without unions demanding 
higher wages the United States might 
well go the way of “China and India 
where rich mandarins and rajahs lord 
it over starving populations”. 
Hearst’s virulent opposition to 
“Mongoloid labour” (warkers from 
Japan and China) made him a white 
man of his day, but he was otherwise 
free of then common anti-migrant, 
and especially common anti-Semitic, 
prejudice. Both he and his newspa- 
pers were popular with hyphenated 
Americans, who were pleased to 
find themselves affectionately 
portrayed even in the comic 
strips. Happy Hooligan wasan 
Irish-American tramp; the 
Katzenjammer Kids were 
plainly German-Americans. 


have discredited, by. his excesses, propa-. 










So what went wrong? Some of Hearst’s 
drift to the right can be attributed to age: He 
was always an American firster but the Euro- 
pean carnage in 1914-18 caused him even 
more fervently to share what Mr Nasaw calls 
the “selective isolationism” of western and 
mid-western senators. Like them, he was 
against political and military intervention in 
European affairs, but not in the Caribbean, 
in Central or South America, or inthe Pacific. 

That does not, though, explain itall: The 
fact is that Hearst was a humbug; a former 
leftist who veered to the extreme right when 
his own interests were threatened by an ad- 
ministration led by the man he called Stalin 
Delano Roosevelt. 

“Confiscatory”, that is progressive, in- 
come taxes and militant unions pushed him 
to blame Roosevelt for everything, to see 
communists everywhere and to become an 
apologist for German Nazis and Italian fas- 
cists. His editors feared that he was so ob- 
sessed with his crusade against the New 
Deal that he was destroying not just his own 
reputation but that of his newspapers. They 
were right. By then, Mr Hearst was Mr Kane. 








Modern armies — 
Tension! 


THE POSTMODERN. -Mitrrary. Edited By 
Charles Moskos, John Allen Williams & Da- 
vid Segal. Oxford University Press; 286 pages; 
$45 ($29.95 paperback) & £26.99.(£16.99) 


INCE their Soviet adversary melted away, 

the armed forces of the leading capitalist 
democracies have in many ways been 
stretched harder than ever. While their bud- 
gets have declined, the range of tasks they are 
asked to perform—such as. policing Haiti, 
building schools in Bosnia, or rescuing flood 
victims in Mozambique, as well as old-fash- 
ioned bombing—has steadily broadened. 

At the same time, the latest generation of 
warriors is feeling pressure to follow the 
norms of civilian society in respect of race, 
gender and sexual behaviour. The Pentagon, 
for example, has sought advice from a con- 
sultant who favours replacing its masculine 
culture with an “ungendered” ethos. The 
early weeks of the Clinton presidency were 
marked by a blazing row over his promise to 
establish gay rights in the military—grudg- 
ingly settled by an intermediate regime 
known as “don’task, don’t tell” which prom- 
ised tolerance in return for discretion. 

Charles Moskos, the sociologist who de- 
vised that formula, and two fellow academ- 
ics have suggested a way of bundling to- 
gether all the changes the military is 
experiencing—both in its tasks and in its cul- 
ture. Today’s military, they suggest, is not 
only post-cold war but post-modern: rela- 
tively small, highly educated and profes- 
sional, geared to mitigating civil wars. and 
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ather than inter-state 
the need to woo the public 
ther than rely on censor- 


humanitari 


_ At the other extreme, they suggest, is the 
“modern” army as it emerged in the early 
20th century: a large, overwhelmingly male 
‘force geared to inter-state warfare, which 
showed little tolerance of homosexuality or 
pacifism, expected the public to be suppor- 
tive and “army wives” tostand by their men. 
Somewhere in the middle, there is the “late 
modern” army of the cold war--a bit less 
authontarian, a bit less sexist, a bit more 
knowledge-oriented than its predecessors. 
Having defined their terms, the editors of 
“The Postmodern. Military” invite sociolo- 

gists from a.dozen other capitalist countries 
to locate their armed forces on the spectrum. 
Itis striking that in all the nations studied 
(including Israel, which is the only one in a 
chronic state of war) the military is having to 
work harder to maintain public esteem and 
cope with the challenges, of an intrusive 
press and judicial system. The wealthier and 
more liberal a society becomes, the less will- 
ing it seems to accept the existence of a sepa- 
rate, military caste with values of itsown. 

But the differences between the capital- 
ist democracies are more interesting than the 
similarities. In Britain, for example, senior of- 
ficers talk much more freely than their 
American counterparts about the inevitabil- 
ity of casualties in warfare; and they are also 
firmer in their insistence that soldiers who 
offer to lay down their lives for society have 
the right to proclaim values which differ 
from the mainstream. 

In France, there is bewilderment at the 
American need todeal with questions of sex- 
ual behaviour through rigid rule-books; bar- 
rack-room homosexuality is “shrouded in 
the silence which signifies neither embar- 
tassment nor taboo, but a complete lack of 
interest,” the French contributor notes. 

The Israeli chapter, by Stuart Cohen and 
Reuven Gal, is among the most striking be- 
cause it suggests that even in a highly militar- 
ised society, where 80% of eligible males are 
conscripted for three years, and women 
serve for two years, the army is not immune 
from liberalising social pressures. The popu- 
larity rating of the Israeli Defence Force, al- 
though still high, is edging downwards; and 
in a country where women—contrary to 
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popular myth—are not usually assigned to 
combat roles, a woman has fought a success- 
ful legal battle to be trained as a fighter pilot. 
And in Israel, as in every other rich, success- 
ful country, the economic cost of taking 
highly educated young people out of pro- 
ductive activity is getting higher and higher. 


Latin American history 


Freedom then 


LiBERATORS: LATIN AMERICA’S STRUGGLE 
FOR INDEPENDENCE 1810-1830. By Robert 
Harvey. John Murray; 561 pages; £25. To be 
published in America by Overlook Press in 
September: $40 


FTER enduring for three centuries, in just. 


15 years between 1810 and 1824, Spain’s 
huge empire in mainland America splint- 
ered and fell apart. In its place, 16 indepen- 
dent nations eventually emerged. They were 
founded on the principles, if often not the 
practice, of republican and constitutional 
government. With Europe still largely in the 
grip of absolutism, Latin American indepen- 
dence marked a dramatic change in the 
world’s geo-political map. It anticipated the 
spread of anti-colonialism, nationalism and 
republicanism over the next century and a 
half. 

Yet perhaps because many of the new re- 
publics quickly sank into chaos and irrele- 
vance, the Latin American wars of indepen- 
dence have received little attention beyond 
that of specialist scholars of the region. Rob- 
ert Harvey, formerly a journalist on The 
Economist and later a Conservative mp, 
seeks to redress that. In the defeat of Spanish 
rule, he sees “one of the greatest military 
achievements in human history”, and as- 
cribes it primarily to the efforts of “a handful 
of remarkable men”. His book is a collective 
biography of seven of those leaders. 

Mr Harvey is familiar with Latin Amer- 
ica, and writes well. His narrative is vivid 
and fast-paced, transporting the reader 
through the swirling military campaigns 
(though maps of the more important battles 
would have been helpful), in which fortunes 
ebbed and flowed across vast distances, and 
the patriot armies, often outnumbered and 
outgunned, overcame geographical obsta- 
cles in their search for strategic advantage. 

Mr Harvey conveys the determination 


THE ECONOMIST REVIEW 
and daring of such leaders as Simon Bolivar, 
Jose de San Martin and Thomas Cochrane, _ 
the British freelance naval commander 
whose radicalism and search for money 
brought him to serve the patriot cause. He re 
counts the liberators’ sexual conquests, bu 
also finds space for their political ideas. Hei 
particularly convincing on Bolivar, whom he 
portrays as an inspirational but almost sui 
cidally single-minded commander, f: 
obsessed, and.a paternalist idealist. 






















reat men. is not just old-fas 
ioned but, in this case, flawed. Mr Harve 
out the leadership of his ch 
sen liberators, independence might have 
been reversed, or delayed for decades. That 
is unlikely, Fc courage of the libera- 
tors, larger forces were decisive in Spain’s 
sudden loss of empire. The overthrow of the 
Spanish monarchy by Napoleon removed 
the empire’s central authority. Spanish pol 
icy became erratic, falling victim toa see-saw 
struggle between liberals and absolutis 
which divided its generals. For the criol 
as Americans of Spanish-descent. we 
known, that posed an opportunity, bu 
a threat—that the power vacuum would « 
courage a violent social revolution by th 
mass of exploited Indians and blacks. : 

In Mexico, where such a revolution took: 
place, and savagely so, independence came 
as a conservative reaction against Spanis 
liberalism. Mr Harvey reflects these ambigu 
ities, but only tangentially, by including 
among his seven “liberators” some “brief 
chapters on Agustin Iturbide, an opportunist 
royalist officer who briefly made himself 
emperor of an independent Mexico, and. 
Dom Pedro |, the Portuguese prince who per- 
petuated his family’s control over Brazil by 
declaring its independence. 

Mr Harvey’s format produces other 
awkwardnesses: since he starts with the Ven- 
ezuelans, we read of Bolivar’s campaigns in 
Peru before those of San Martin, which pre 
ceded them. And immersed as he is in the 
biographical detail of his protagonists, he i 
unable to give the reader a broader assess- 
ment of why Spain lost, or more thansome 
cursory thoughts on the political failings of 
the new Latin American states. 

Worryingly, when Mr Harvey intro- 
duces.a Spanish word it is often mistrans- 
lated. Among several mistakes of fact, he 
repeatedly refers to Peru as the richest and 
most important of the Spanish colonies 
when by the 18th century Mexico accounted 
for two-thirds of the empire's revenues, Such 
errors betray haste. Enjoyable though h 
book is, Mr Harvey might have done bette 
to write a more careful biography of Bolivar, | 
the most intriguing and influential of his li- 
berators. = 
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THE ECON : 
On being Hungarian 


Everybody is 


Dir UNGARN (THE HUNGARIANS). By Paul 
Lendvai. Bertelsmann; 634 pages; DM49.90 


GTT IS impossible to keep these ungrate- 
ful, unbending and rebellious people 
within bounds by reasoning with them nor 
can they be won over by tolerance nor ruled 
by law. One must fear a nation that knows 
no fear. That is why its will must be broken 
with a rod of iron...” Clearly, General Rai- 
mondo Montecuccoli, the Habsburg mili- 
tary commander in Hungary, writing in the 
second half of the 17th century, was no lover 
< of the people he was supposed to protect 
£ from the Ottoman threat. Nor were his impe- 
rial masters in Vienna. 

The Hungarians refused to give in. They 
repeatedly raised revolutions and were just 
as often put down, but always came back. In 
the end they saw off the hated Habs- 
burgs—as they had done the Mongols before 
- and were to do to the Russians in our own 
time. Unlike many other peoples in history, 
the Hungarians have survived as a separate 
< nation with an Asiatic language like no other 
in Europe, boxed in among the Germans, the 
Russians and the southern Slavs. 

You would have thought that they 
would be glad. Not a bit of it. A visitor to 
Hungary invariably ends up consoling his 
despondent hosts as they bemoan their his- 
toric military defeats, their low birth-rate, 
their fellow-Hungarians’ plight in neigh- 
bouring countries (since 1918 every third 
Hungarian has been living separated from 
the mother country), and so on and on. “To 
be a Hungarian”, wrote Arthur Koestler, a 
famous novelist and thinker from Budapest, 
“is a collective neurosis.” 

Paul Lendvai, another distinguished 
Hungarian writer and journalist who has 
since 1957 made his home in Vienna, readily 
agrees about the punishingly high cost of 
success, They did lose all those battles and 
revolutions and, in order to survive till the 
next revolution, they had toseek a modus vi- 
vendi with their foreign rulers. This was the 
lot of the famous reformer, Count Istvan Sze- 
cheny, after the suppression of Lajos Kos- 
suth’s revolution in 1848, just as it was the lot 
of Janos Kadar after the Soviet Union 
crushed the Hungarian uprising in 1956. In 
negotiating concessions from foreign rulers, 
it helped to have a reputation for being hard 
tocontrol and even harder to predict. 

Defeat in 1849 led to a deal with the 
Habsburg monarchy that gave Hungary half 
the empire to run. After crushing the 1956 
uprising, the Soviet Union let Hungary be- 
come the “brightest barracks” in the Soviet 
block. What also helped was the Hungar- 
ians’ willingness to accept into the nation 
and open all doors to any Croat, German, 
Jew, Romanian, Slovak, Serb or whoever, so 
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long as they adopted Hungarian culture. 

Paul Lendvai starts the final chapter of 
his glorious, immensely readable book with 
a story about George Mikes, best known as 
the author ofa humorous classic, “How to be 
an Alien”, who had come to London as a 
journalist before the second world war and 
settled there. One day he came home obvi- 
ously excited and told his wife: “Imagine— 
the mother of Leo Amery, member of Chur- 
chills war cabinet, was a Hungarian. It says 
so in her obituary.” His wife looked up and 
said: “What of it?” Seeing that Mikes was ob- 
viously irritated that his sensational news 
had not had the desired effect, she added: 
“Why shouldn't she have been Hungarian? 
Everybody is.” 

Well, quite. The lady was right: our west- 
ern world is full of immensely successful ex- 
patriate Hungarians like John (“Jancsi”) von 
Neumann (computer); Leo Szilard and Ed- 
ward Teller (atom and hydrogen bombs); 
Michael Curtiz (“Casablanca”) and Alex- 
ander Korda (“Henry VII’); Sir Georg Solti 
(music); Lord Kaldor (economics); George 
Soros (finance) and others. Not such a bad re- 
cord for a nation of supposed losers, is it? 





Austria since Hitler 
Owning up 


Guitty Victim: AUSTRIA FROM THE HOLO- 
caust TO Haier. By Hella Pick. LB, Tauris; 
264 pages: £24.50. Distributed in America by 
St Martin's; $35 


ELLA PICK, Austrian by birth but 

forced to flee when the country was 
willingly annexed by Hitler in 1938, has fol- 
lowed the Alpine state closely during her 
years as a journalist with Britain’s Guardian 
newspaper. “Guilty Victim” contains her re- 
flections on its modern history. The rise to 
power of the right-wing Freedom party (rro) 
under Jorg Haider is not its main topic. But 
this timely book provides valuable back- 
ground to the Haider question: passing nui- 









" sance or poisonous t 










The rro owes its 
tors: disgruntlement 
of the Social Democrat: 
Party, the two parties tha 
trian politics after 1945; fea 
among semi-skilled workers; 
about the opening to the east of th 
pean Union, But that is only part of the $ 

For Ms Pick, the rro’s inflammatory, 
right rabble-rousing puts it beyond the pale. 
She wholeheartedly agrees with those who 
think it has no place in a democratic govern- 
ment and is in favour of keeping the sanc- 
tions imposed on Austria by its eu partners. 
Though she pays this aspect less attention, 
the rro’s tirades against poor immigrants 
also pose a threat to civil liberties. 

That could so easily sound like overreac- 
tion but for Austria’s recent history. In 
weighing up the post-war record, Ms Pick 
documents Austria’s shameful response to 
the victims of Nazism. Not only did Austria 
fail to atone for its share in Hitler’s rise, the 
coming of war and the Holocaust. It was un- 
helpful, to say the least, towards survivors 
who wanted to return afterwards. 

Ms Pick is equally incisive in describing 
how post-war Austria came to adopt the 
mantle of victimhood. Eager to prevent a 
greater Germany from rising again to desta- 
bilise Europe, the allies agreed in 1943 that 
post-war Austria should have an identity of 
its own. It was, accordingly, declared Ger- 
many’s first victim, a chance pounced upon 
by Austria's post-war politicians (many of 
whom were themselves victims of Nazism). 
Being a victim would spare Austria repara- 
tions and hasten the closure of its pre-war di- 
visions, so they quite reasonably felt. Yet vic- 
timhood also meant falsifying history. 

This is quite an indictment. But Ms Pick 
does not neglect Austria’s post-war achieve- 
ments. These included consensual politics 
that bound up and eventually healed 
wounds from the civil war of 1934 and, later, 
the years of Nazism. For much of the time 
since allied occupation ended in 1955, Austri- 
ans have had a high standard of living with- 
out extremes of rich or poor. In particular, 
Ms Pick applauds Austria’s openness to refu- 
gees—from repression in Hungary 
(1956) and Czechoslovakia (1968), 
or from Balkan wars in the 

19908. She praises it for of- 
fering a transit point for 
Soviet Jews when other 
countries held back for 
fear of attracting the unwel- 
come attention of pro-Pal- 
estinian groups. 
In thinking about all this, 
Austria’s narrow room for manoeu- 
vre internationally ought not to be for- 
gotten, Most of the first half of “Guilty Vic- 
tim” is devoted to the diplomatic 
complexities by which East and West sought 
to prevent each other from exploiting Aus- 
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Strategic location for their own ends. 
lers will enjoy her chapter on “The 
of Music” and “The Third Man’, a 
Im set in divided Vienna that became 
faginative sourcebook for the cold war.) 
n Austria is discussed as more than a 
nin the super-power game, it tends to be 
om the perspective of a few big players, no- 
tably Bruno Kreisky, a Social Democrat who 
was chancellor from 1970 to 1983. 

Allin all, when drawing up the balance, 
Ms Pick considers that Austria’s “big lie”— 
the national reluctance to come to terms 
with the past—distorted its post-war history 

_in ways that have consequences to this day. 
_ No hypocrite, she notes in passing that until 
15 OF 20 years ago, she too drew “an invisible 
veil” over Austria’s Nazi past—and she knew 
the country as well as any outside journalist. 

* The dates are significant. In 1986, a world- 
wide outcry over the successful presidential 
campaign of Kurt Waldheim—an ex-secre- 
tary-general of the United Nations and for- 
mer Wehrmacht officer accused of abetting 
war crimes—-smashed Austria’s post-war 
consensus for good. One upshot was that 
more and more Austrians began to face up to 
the past. Ms Pick notes speeches by politi- 
cians and churchmen about the Holocaust. 
She cites rewritten textbooks, public expres- 
sions of contempt for anti-Semitism and 
quicker handling of restitution claims. 

The second big change in the 1980s was 
the rise of Haiderian populism. Were these 
two things connected by more than timing? 
Is Haiderism to be seen, alarmingly, as a hos- 
tile reaction to the acknowledgment of guilt? 
Or should it, more coolly, be taken as a part 
of that coming to terms, as a part, in other 
words, of the normalisation of post-war 
Austrian politics? That Ms Pick does not 
really answer this question is no real criti- 
cism of this welcome and serious book, 
which is about much more than Mr Haider. 
He is obviously a nasty piece of work and, 
like many bullies, not without charm. 
Whether he turns out to be more nuisance or 
threat will depend not just on him, but on 
how firmly—and intelligently—his sort of 
politics is resisted. 






















French writers 


Words can kill 


THE COLLABORATOR: THE TRIAL AND EXE- 
CUTION OF ROBERT BRASILLACH. By Alice 
Kaplan. University of Chicago Press; 324 
pages; $25 and £16 


N FEBRUARY 6th 1945, Robert Brasil- 

lach, a 35-year-old novelist and news- 
paper editor, was executed in Paris for trea- 
son. Drawing on hitherto unavailable 
documents, “The Collaborator” sets the trial 
in a double perspective. One is Brasillach’s 
complex personality as revealed through his 
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friendships and writings. The other is the 
role of French writers and intellectuals dur- 
ing the German occupation of France. Draw- 
ing its two threads together, this remarkable 
book confronts the question: can a wicked 
person write good books? Can hateful views 
ever be put into beautiful prose? 

Brasillach was blessed with unusual 
mental and verbal gifts, even for a graduate 
of the Ecole Normale Supérieure, 
France’s forcing house of academic 
excellence. Witty and sharp, his 
devastating tongue worked in 
total disregard for its hu- 
man impact. He could talk 
spellbindingly in word- 
perfect paragraphs or 
just as easily veer off 
into ideological fan- 
tasy. In his writing, he 
combined a caustically cruel 
eye with overflowing sentiment, 
often directed at the young men 
friends he fell in love with. Whereas a few 
of his clever class-mates became Marxists, he 
followed the rather greater number who 
turned to fascism. 

Alice Kaplan, a close student of French 
intellectual life, quotes an anti-Nazi teacher 
who, when coaching pupils for the Ecole’s 
entrance exam, wondered if they would put 
their intelligence and learning to misuse. In 
Brasillach’s case, there is no doubt whatever 
that he did. 

His essays on Comeille and the Greek 
Anthology, which he completed in prison, 
reveal a fine, cultivated mind. His fiction was 
immature but promising, extolling male 
bonding while describing unsatisfactory 
love affairs between his male and female 
characters. In letters and articles, Brasillach 
dwelt on the male companionship that 
marked his student years, his brief period of 
captivity as prisoner of war and his five 
months in prison. He penned a heartbroken 
obituary on learning about the death on the 
Russian front of Karl-Heinz Bremer, the 
charming associate director of the German 
Institute in Paris and heart-throb of many a 
collabo homosexual. If Brasillach’s fascina- 
tion with Nazi Germany fired his erotic 
imagination, when he was writing about 
Jews, sexual fantasy combined with an acid 
vein to produce passages of an offensiveness 
also found in the writing of his fellow fascist, 
Louis-Ferdinand Céline. 

From 1937 to 1943, Brasillach edited Je 
Suis Partout, a fascist newspaper with a cir- 
culation of 250,000. He spewed out hatred of 
all who opposed the Nazis and their French 
helpers. He revealed names, addresses and 
assumed identities of French Jews trying to 
survive the onslaught of hatred. 

Ms Kaplan shows that these lists were 
used by the much-feared Milice, a militia of 
fascist Frenchmen that became a self-ap- 
pointed death squad. A close reading of Bra- 
sillach’s anti-Semitic writings suggests that, 
















_ of martyred brilliance. Tactics aside, you 
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through his socialising with prominen 
mans, he may have heard about the exte 
nation of the Jews. In 1942, he wrote of 
need to “separate from the Jewsen bloc 
not spare their little ones. ee 
At his trial, he attempted to turn thisi 
a defence of family values, on the gro 
that separating mothers from children was 
intolerable. Such passages were 
used effectively against him by 
the prosecutor, but the real 
burden of the trial lay els 
where. For the truth is th 
Brasillach was tried le 
fascism and anti-Sem 
than for working wit 
the enemy. In this. hi 
was notalone. The isola- 
tion of relatively fe 
collaborators. and their pun 
ishment for treason was part 0 
an urgent campaign to revive a 
sense of national pride and identi 
The painful assessment of how widel 
French people had co-operated with. 
their German occupiers in the persecution 
of Jews and other “undesirables” would not. 
come until the 1970s. ; 
Where Brasillach stood out wasin his lit 
erary renown and the shamelessness of hi 
casuistry. But for his tongue, might he have 
cheated the firing squad? Simone de Be 
voir, an admirer of his prose, wrote never 
theless of Brasillach that certain word 
beas murderous as gas chambers 
who was at the head of the French govel 
ment at the time, refused to pardon him 
ing in his journal that in literat 
everything, talent confers responsibility, 
In practical terms, the question abou 
wicked views and good writers can 
hinge on the matter of editing. Aft 
death, Brasillach’s brother-in-law publi 
an edition of his work that was called c 
plete but which was carefully pruned of his 
anti-Semitic writing. An anti-Jewish di 
tribe, “L'école des cadavres”, was similarly 
omitted from Céline’s supposedly complete 
works. Yet, significantly, for Brasillach the 
trick failed to work. An air-brushed, tidied 
up Brasillach never re-entered the canon of 
modern French writing, in the way that Cé- 
line did. This was partly because Célin 
misanthropy had a human brea 
burden of detail that makes Brasillach th 
and detached by comparison, and partly be- 
cause Brasillach, unlike Céline, became a 
hero of the post-war far right. Ms Kaplai 
concludes, nevertheless, that Brasillach’s - 
execution was wrong, not least because iten- 
abled his supporters to keep alive the myth 
































































may wonder if capital punishment is ever 
right. But isn’t the real point not the sentence 
but Brasillach’s conviction? Didn’titconfirm 
that wickedness deserves to be punished, 
even when committed with a pen? 

ee hy oe Son eR a <i 













THEE ZSONOMIST REVIEW 
‘Scotland's diaspora 


Big Macs 





THe Great FEUD: THE CAMPBELLS AND THE 
MaAcDOona.ps. By Oliver Thomson. Sutton; 
206 pages; $32.95 and £20. 

No Great Miscuier. By Alistair MacLeod. 
Norton; 288 pages; $23.95. Jonathan Cape 
(August 2000); £15.99 





N 1908 a tobacco company, John Player 

and Sons, enclosed in its cigarette packets 
cards portraying Scottish Highlanders wear- 
ing kilts woven in different tartans. In re- 
sponse to strong demand this set of 25 cards 
was recently reprinted, and it is now avail- 
able by mail-order from the London Ciga- 
rette Card Company. Nostalgic collectors of 
Scottish memorabilia sift through, and pore 
over, these cards with much the same misty- 
eyed sentimentality that runs through “The 
Great Feud”, a book which purports to de- 
plore but seems to revel in the bloody rivalry 
of the MacDonalds and the Campbells. For 
the best part of 500 years, members of these 
two clans fought with unrestrained ferocity, 
sometimes against outsiders but mainly 
against each other. 

It is a terrible book in both senses of that 
word. Terribly written and so condensed 
that the clotted history it tells is accessible 
only to tartaned anoraks. Terrible, too, in its 
description of the feuding of the clansmen. 
Their barbarous excesses, in Oliver Thom- 
son’s account, make yesterday's Scottish 
Highlands resemble today’s Sierra Leone. 

Alistair MacLeod’s novel is about a 
branch of one of these clans:a family of Mac- 
Donalds who set sail for Cape Breton Island 
in 1779 toescape the degradation of the High- 
lands that followed the battle of Culloden. 
But whereas “The Great Feud” isa travesty of 
factual writing, “No Great Mischief” is a tri- 
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MacLeod is a gifted Canadian writer with 
something provocative tosay—and he saysit 
well, He spent several years writing “No 
Great Mischief’, and none of that time was 
wasted. His story-telling is taut and lucid. His 
characters possess strength and depth. They 
linger in your mind, 

On the surface, it is the story of the hard 
lives and often violent deaths of the descen- 
dants of Calum MacDonald, the head of that 
family which crossed the Atlantic in the late 
18th century to settleon an island that is now 
part of Canada. But just below this surface is 
a lament for the family’s loss of a sense of 
place and identity, and a scream of protest 
against the hegemony of American culture. 
In this novel, the pros of western prosperity 
are outweighed by the cons of blandness. 

For Alexander MacDonald, the main 
character of “No Great Mischief”, the meta- 
phor for the emptiness of modem life is his 
profession. As an orthodontist, he is “in the 
business of improving on God” by making 
more beautiful people who can afford his 
high fees for “retrusion and occlusion and 
the problems caused by overbite”. When he 
peels off his latex gloves he sees hands with 
damp pink wrinkles. They are quite unlike 
the hands of his outdoors brothers, hard- 
working men with palms that are calloused 
by the axes they grip, the chains they clutch, 
and the ropes they pull on their lobster traps. 

At a conference of orthodontists in Dal- 
las, Alexander MacDonald falls into con- 
versation with a fellow practitioner whose 
tag reads: “Hi! My Name Is Bill Miller.” After 
denouncing communised medicine in Can- 
ada, this colleague tells him: “You should 
come to Texas. In our business , you’ve got to 
go where the money is and now the money is 
here in Texas. This ts where the rich are, and 
they're willing to pay to be beautiful.” He 
will not, says Mr Miller, even have to change 
his name. With a good “Irish name” like 


or liken aa 
i eo 





umph of fiction: Unlike Mr Thomson, Mr 


MacDonald, he will find it easy to attrac 
tients, What then wasthenameoftheM 
before they changed it, asks orthodg 
MacDonald. “1 don't know,” laughs] 
odontist Miller. “Who cares? It’s all i 
past.” Alexander MacDonald's cousin 
California is just as uninterested in his r 
and contemptuous of national distinctiv 
ness. “Why don’t you speak English?” he de- 
mands of a French-Canadian miner. “This is 
North America.” 

For Mr MacLeod, assimilation that de- 
stroys the past is a terrible wrong: a denial of 
the language, family and culture “lurking in 
the ventricles of the heart”. Yet this novel fos- 
ters no illusions about pre-modern lives. 
Characters are orphaned by accidents on the 
ice. Others are killed or maimed while min- 
ing, fishing or logging. A description of the 
horrors of frost-bitten ears could not be more 
graphic or more gruesome. But, the novel 
asks, need the costs of progress be so high? 
Will excitement in future be provided only 
by adventure holidays? Will Campbell's 
Soups and Big Macs be the only reminders of 
once famous clans? In “No Great Mischief”, 
the resounding answer is “yes”. 













Ethnic identity 


A novel eye 


THe ATLANTIC SOUND. By Caryl Phillips. 
Faber and Faber; 240 pages; £1699 


ARYL PHILLIPS is best known for his 

novels, but his latest book offers a non- 
fiction perspective on the theme which pre- 
occupies much of his work: ethnic identity 
and the black diaspora. Cast in the form of a 
series of journeys, it is part travelogue, part 
history, part meditation. The result is an ex- 
ploratory, rather than dogrnatic, work, 
which focuses more on human complexity 
than on abstract ideas in its quest to unravel 
the consequences of history and to under- 
stand the meaning of home. 

As a child, Mr Phillips came to England 
from the West Indies with his parents in the 
1950s. In his first chapter, he retraces: their 
sea-voyage across the Atlantic. The book 
then opens out into an investigation of three 
major cities associated with the slave trade: 
Liverpool, the Ghanaian port of Elmina, and 
Charleston. Finally, by way of a coda, he vis- 
its Israel, where he finds 2000. African-Amer- 
icans attempting to create a Utopian com- 
munity of “Black Hebrews” in the Negev 
desert. 

On his travels, Mr Phillips adopts a de- 
tached and even quizzical attitude towards 
the people he encounters. Tellingly, on the 
banana boat to Dover, he sticks to a solo ta- 
ble in the dining-room and observes the foi- 
bles of his fellow-passengers from afar. In 
Ghana, he keeps his distance from a Pan-Af- 
ricanist, Ben Abdullah, who.comes out with 
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the dubious opinion that Africans sold into 
slavery often got what they deserved. Nor 
does he identify with the hoards of romanti- 
cally minded: African-American tourists 
who have come to the old slave forts to find 
their roots and heal themselves. Instead, he 
feels more at home with Kate, the hotel man- 
ager, who is fighting a losing battle against a 















party of bare-foot Jamaicans who, she tells 
him, keep ligh )king-fires in their bed- 
rooms and believe that, if they dress down 





eing African. 
ains an outside ob- 


server in the encounters, his 
journeys int ke the most of his 
novelist’s car ative empathy. 


He tells the st 
John Ocansey, w 
business in 1881, pr 
subjects mind wi 
charting the emotional 
racism and the generos 
enced in a strange |. e brings vivid col- 
our to his account of the negotiations be- 
tween the Portuguese and the local ruler in 
the 15th century, which led to the building of 
the fort at Elmina, quoting a contemporary 
description of the bejewelled African king 
and brocaded European nobles. And he lets 
us feel the strangeness, as well as the human 
sameness, of past attitudes, as in the case of 
the early 19th-century British-educated Afri- 
can priest Philip Quaque, who returned to 
the Gold Coast on a mission to convert the 
godless white traders, but whose letters give 
no hint that he was moved atall by the plight 
of the slaves in the dungeons below his own 
quarters in Cape Coast Castle. 

Refusing to over-simplify history into a 


to Liverpool on 
ng himself into his 
at sensitivity and 
cts of both the 
cansey experi- 





Andrew Marvell 


Politics first 


clear-cut struggle between good and evil, or 


black and white, Mr Phillips is keen to make’ 


you feel the intricacy of human motivation, 
with all its contradictions and resistance to 


rational analysis. His account of Charles-: 


ton’s Judge Waring, who was born intoacon- 
servative, upper-class Southern family but 
whose legal decisions in the 1950s promoted 
racial equality, is neither cynical nor herois- 
ing, but instead shows how personal and 


emotional factors as much as idealism can: 


feed political action. 

Although “The Atlantic Sound” starts 
out as quest, it ends up suggesting that there 
is no unproblematic holy grail of identity for 
Africans of the diaspora, that there is no ulti- 
mate promised land, that there will be, as Mr 


Phillips puts it, “no closure”. History is a pro- : 
cess, a perpetual journey; and the intellec- 
tually honest approach to the past, which we. 


must keep revisiting from the ever-shifting 
perspective of today, is through the imagina- 
tion rather than through ideology. 


WORLD ENOUGH AND TIME: THE LIFE OF ANDREW MARVELL. By Nicholas Murray. St Mar- 
tin’s Press; 304 pages; $27.95. Little, Brown; 304 pages; £20 (paperback; £9.99) 


OST people nowadays know of An- 
rew Marvell as a poet, the author in- 
deed of one of the most famous love poems 
written in English, “To His Coy Mistress”. 
Inhis lifetime, though, he was known for 
other things. His poetry was not pub- 
lished until after his death, and may 
not have been read by his contem- 
poraries at all, 

Who then was this man, and 
what did he do when he was not 
writing? The son of a Yorkshire 
clergyman, Marvell devoted 
much of his time to politics. Just 
28 when Charles I was be- 
headed in 1649, he had Royalist 
friends, but he became a sup- 
porter of Oliver Cromwell. 
Fora period during the Protec- 
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torate, he was tutor to Mary Fairfax, daughter 


of Lord Fairfax, the commander of the par- 
liamentary troops, and after that to Crom- 


well’s ward, William Dutton. His poem of 
1650, “An Horatian Ode upon Crom- 
well’s Return from Ireland”, though ef- 
fusive about the Lord Protector, also 
describes the dignity of the king 
upon the scaffold: “But 
bowed his comely 
head/ Down, as 
upon a bed.” 
Marvell became an mp, be- 
ing a diligent member for his home 
town of Hull and an effective satirical 
pamphleteer. One of the targets of his 
pen was the court of Charles I, with its 
wayward mores, yet he did not ap- 
pear to lose the king's favour. If his 


- and Moscow. As diplomacy was commonly 


. proved enduring, a deep learning underlies 





politics was thus equivocal, so was hisemo- 
tional life obscure. He wrote of love, but 
nothing is known of any particular liaisor 
He did not marry, so far as anyone kno 
though his last landlady claimed to. have 
been his wife. Nor is there any evidence, 
spite of some innuendo, that he was gay. Urg- 
ing the reader to seize the moment for love 
“But at my back I alwaies hear 
Times winged Charriot hurrying near: 
~he failed, it seems, to follow his own 
strictures. 
His life, therefore, is full of enigma and 
ambiguity. Interest in Marvell has increase 
during the past 100 years, most of it dati 
from an essay by T.S. Eliot in 1921. Yet, though 
critical appreciation has grown apace, bio- 
graphy has lagged behind. Nicholas Murray, 
drawing on recent research, attempts in this 
book to put all the known facts into order 
and into political context, and to disentangle 
the convoluted allegiances of the time. 
Though Marvell ultimately remains elusi 
as a character, Mr Murray paints a picture of 
aclever, conscientious, witty but solitary fig- 
ure, fond of his family and loyal to Hull, and 
single-minded in his defence of religious to! 
eration. 
Moreover, Marvell was in the thick of 
political events at one of the most turbulent 
times—“the late Combustions”. He guided 
the blind Milton at Cromwell's funeral; h 
also accompanied emissaries on mysterio 
missions abroad, even as far as Archangel 


















































































conducted in Latin, he, with a classical edu- 
cation gained at Trinity College, Cambridge, 
was able to carry out the business. ; 
He was famous in his day for his satirical 
writing, which was full of sharp irony and 
wicked personal abuse, and to which Swift 
acknowledged a debt. At the same time he’ 
was sending sober accounts of parliamen- > 
tary business to the burghers of Hull, whore- 
paid him with a stipend and barrels of ale. 
But the main point of Marvell today for 
most readers will be his words, his simple ar- 
resting imagery, often taken from nature, 
and his almost facile rhymes, which shape 
complex. allusory themes. His wit has 


his pastoral conceits, and his 
plain language has gained in 
lustre over the centuries. Philip 
Larkin wrote of his “hallucinatory 
images” and “sudden sincerities” 
and Eliot of “a tough reasonable- 
ness beneath the slight lyricgrace”. 
A little more in Mr Murray’s 
book about the poetry, and possi- 
bly some further conjecture on 
Marvell's relations with Milton, 
would have been welcome. But for the 
scholar this book is a steady and useful re- 
view of the evidence, and for the amateur a 
fascinating account, mercifully free of liter- 
ary jargon, of a poet in his time. 
é a a rata ae pii 
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TE ECONON 
New fiction (1) 
Hmm! 


Mr Puiiips. By John Lanchester. Putnam 
Publishing Group; 240 pages; $24.95. Faber 
and Faber; £16.99 


R PHILLIPS is an accountant, who wor- 
ries that his wife and he have sex a be- 
low-average number of times and sends his 
colleagues memos about cost-cutting on 
Post-It notes. Last Friday, he was sacked. 
There could be no more accountant-like 
accountant living in aspiring, middle-class 
south London. Mrs Phillips is just the sort of 
music teacher who would have married an 
accountant, and they live in a typical house 
-that suits them down to the basement. They 
- have two perfect children: a son who swears 
and will one day be a record-producer, and 
another who is at school and sulks. They are 
blessed with a neighbour (Norman the Nox- 
ious Neighbour) with a typical degree of hell- 
--ishness. But that’s the deal. As if pursuing a 
literary dare, Mr Lanchester has made card- 
board cut-outs and seen if he could make 
them breathe. Mr Phillips is always “Mr Phil- 
lips”, except once, in reported speech, on his 
own Post-It note stuck to his fridge 
door, when is he called Victor. 

Mr Phillips, sacked on Friday, pre- 
pares for the rest of his life without 
telling his wife. It's Monday, and after 
his daily morning fantasy about. Cla- 
rissa Colingford (though he doubts 
that’s her real name given she’s a Tv 
mini-celeb) or Karen his erstwhile secretary, 
he sets off as usual across London on which- 
ever bus he usually takes. Except today, of 
course, he can get off wherever he wants. 
When he does, he’s harangued by a pom 
yacketeer as a perfect specimen of the 
“buyer”, stalks Clarissa Colingford (for real), 
ogles just enough young ladies to give his Ka- 
ren fantasy a break, and almost gets his head 
blown off in an armed robbery at a Barclays 
bank. All, as they say, in a day’s work. 

But Mr Lanchester’s little trick is to give 
his paragon of ordinariness just a little bit 
more time to express himself, and in the pro- 
cess creates a narrative tone that allows his 
humour real insight. Mr Lanchester is the op- 
posite of ironic. His comic set-pieces start 
from the context of ridicule and work into 
the personal, rather than the other way 
around, and the effect is to leave you laugh- 
ing but with a tenderness bred of sympathy. 

Somewhere in the back of his mind, Mr 
Phillips believes, for example, that our per- 
sonal supply of certain things—courage, 
strength, luck, sex-appeal—is unreplenisha- 
ble. Very funny for a man. who has spent 
over a quarter of a century double-entry 
book-keeping, calculating, endlessly keep- 
ing track of fugitive sums. But with perfect 
comic timing, the joke plays itself out long 
enough for you to catch a glimpse of one of 
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erect in their over-active minds that have no 
sense, that they don’t really believe in, but 
that nevertheless and regardless form the 
backdrop to their comscicus lives. Mr Phillips 
becomes adorable, symbol of mediocrity 
transformed, and Mr Lanchester is Midas. 

But the joke goes toc far. Despite his at- 
tempts to humanise his self-imposed carica- 
tures, there are no real people in the book. 
What he does achieve are a number of in- 
sights that apply universally (like the fact 
that Mr Phillips has odd beliefs, as we all do). 
The problem with these is their very general- 
ity, for character needs particulars. Mr Phil- 
lips is never anything but the symbol, how- 
ever magnified and explained, that he was at 
the start of his story. 

Mr Phillips looks at the friction that ex- 
ists between the arbitrary, plastic structures 
that model our lives (work, habitat, means, 
class) and the natural processes of thought 
and activity (needing to mate, needing to 
love, needing to be cared for) that we try to 
play out between the gaps our working lives 
allow us. Nota big idea, and this is nota great 
novel. But it is thoroughly professional: 
finely pitched, faultlessly structured and of- 
ten very funny. 
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Anir’s Guost. By Michael Ondaatje. Knopf 
314 pages; $25. Bloomsbury; £16.99 


ie IS impossible not to be reminded of “The 
English Patient” while reading “Anil’s 
Ghost”. Tuscany and Cairo in the 1930s and 
1940s have become contemporary Sri Lanka, 
but the bombs are still dropping, bodies are 
still being mangled, nurses and doctors are 
still patching and mending. There is perhaps 
more gore now, for instead of Kip, the sap- 
per, guessing the logic of landmine mecha- 
nisms, Mr Ondaatje has Gamini the surgeon, 
figuring his way through blood and guts. But 
the same impersonal exhilaration of work 
excites both these characters; and across 
both books lies the same gaze of myth and 
history through the paintings and sculptures 
of the past, aloof and yet insistent. 

Anil Tissera is a forensic scientist who, 
after 15 years studying in America, is sent by a 
human rights organization to her native 
country, Sri Lanka, in order to uncover the 
truth about the mass muredersinthatisland’s 
civil war. Together with a local archaeologist, 
Sarath, she visits an old cache of r9th-century 
skeletons, one of which tums out to- be 
clearly modern. Nicknamed Sailor, the skele- 
ton’s condition points tc murder, possibly 
political murder, and inthe belief that one 
atrocity will stand for all, Anil sets off, with 
Sarath, on a highly scientific detective 
trail—Mr Ondaatje delights in technicalities 
and expertise. This takes them to various 
strange and evocative places across the is- 
land and to encounters with people whose 
thematic function, one gradually learns, is to 
throw into question the central and essen- 
tially western assumption behind Anil’s 
mission: that the truth is both discoverable 
and desirable. 

At a time when abductions are made in 
broad daylight, when heads appear on 
stakes overnight, when every opinion has its 
army, Anil’s truth seems to Sarath like “a 
flame against a sleeping lake of petrol”, He 
would give his life for it, he says, “if the truth 
were of any use”. On the. other hand, he 
would give his life unconditionally for a cer- 
tain ancient rock-carving of a woman bend- 
ing over her child. For his surgeon-brother 
Gamini, truth lies equally removed from 
politics. The bodies in his hospital come 
from all persuasions, and when horrifyingly 
he recognises one of them almost without 
looking, his mind fills not with thoughts of 
how and when and where, but with images 
of the Pieta. Even the chest wound, he thinks, 
is “like that made with aspear”. : 

The idea of non-forensic truth is pursue 
in the curious story of Sarath’s blind mentor, 
Palipana, who lives ascetically in a forestan- 
ciently inhabited by Buddhist monks. Once 
the strictest of scientific archaeologists, he 
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has been professionally disgraced for fabri- 
cating evidence. The fraud was proved, but 
there is an air of transcendance about Pali- 
pana, as though he were capable of a truth 
beyond proof. The ultimate variation on this 
theme is played through Ananda, the “artifi- 
cer”, so-called, the man who paints in the 
eyes of the Buddha, a sacred task ceremoni- 
ally performed by way of a mirror which al- 
lows him to observe the taboo against look- 
ing directly into the eyes as he works. 
Palipana proposes that Ananda should 
reconstruct the face of Anil’s victim on to 
Sailor's skull. But what Ananda eventually 
creates is not Sailor, but someone—possibly 
his wife, one of the disappeared, possibly all 
of them, it doesn’t matter. The point is its 
miraculous serenity: false in one sense, but 
by now the reader is wise to Mr Ondaatje’s 
drift. Falsehood becomes creation becomes 


Recent French fiction 
Chin up, cupid 


ROS in France certainly looks 

depressed, to judge from the 
number of successful young 
French authors who are making 
their literary way with novels 
about incest and paternal rape, or 
more prosaically, the morose sex 
lives of young adults. In refreshing 
contrast, Dominique Rolin, a vigorous 87- 
year-old, gives a vivid and joyous account of 
a passion that has lasted over 40 years in 
“Journal Amoureux” (Amorous diary). 

Originally, she met the man, named Jim 
in her book, in 1958. Already an established 
author, she was mourning a beloved hus- 
band. Jim, 21 and half her age, was then a 
young talent acclaimed by André Malraux 
and Roland Barthes, soon to become a 
controversial editor of an avant-garde liter- 
ary journal and nourishes a libertine and lib- 
ertarian reputation. It adds to the fascina- 
tion, in a gossipy sort of way, that Philippe 
Sollers, a novelist and longtime editor of Tel 
Quel, a learned and esoteric review, has 
been identified as the real-life model for Jim. 
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redemptive transfiguration. So that when, in 
the climactic closing pages we watch 
Ananda, like a surgeon of the island’s soul, 
mending the blown-up limbs of a huge and 
ancient Buddha; or, in an ecstasy of height- 
ened sensibility, looking out across a pan- 
orama of Sri Lanka through the eyes he has 
just painted on a modern Buddha, we know 
we have arrived. Sailor himself, and his iden- 
tification (successful, incidentally) has be- 
come a parenthesis, 

But despite the seductions of Mr On- 
daatje’s writing, his startlingly vivid scenes 
and images, there remains (at least in this 
reader) a stubborn and probably western 
doubt. At one point Sarath weighs the fearful 
burial of present truth against the disclosure 
of ancient truth, and he describes them as 
resting in an “old accepted balance”. But 
there is something easy, tidy, literary in the 
thought. In fact, with the exception of 
Gamini’s story, there is a certain coldness 
about the book altogether. Here, as in “The 


English Patient”, a statue, a skeleton, a dead: 


or dying body is as likely to inspire love as 
someone with a full set of functioning limbs. 
Mr Ondaatje is a specialist in the distances 
between people, the silences, barriers and 
stand-offs. But where, before, these things 
are full of tension and unspoken intimacy, in 
“Anil’s Ghost” people are merely “adjacent”, 
“alongside” each other, their disconnection 
reflected in the novel's short-winded, epi- 
sodic structure. They do spark sometimes, 
but only at the touch of Mr Ondaatje’s own 
abstracted preoccupations. 
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For a roman a clé, there is less 


discreet narrative, which drifts 
from one memory to another as if 
love had its own time-scale, the 


author movingly describes how: 


Jim freed the narrator from the phantoms of 


and friends. Sharing Jim with others, she 
learns acceptance. Complaints and self-pity 
are in bad taste. The result is not a story of 
submission but a lucid and humble affirma- 
tion of mutual freedom. 

As if for symmetry’s sake, Mr Sollers 
gives his own fictional version of the same 
story in “Passion fixe” (Steady passion). The 
title is typically provocative. Mr Sollers has 
swung from Maoism through post-modern- 
ism to Catholicism, relishing a reputation for 
intellectual dandyism (which he would ac- 
cept) and for inconsistency (which he de- 
nies), This latest novel broaches many topics 
but has a rather tenuous plot. 


about who slept with whom than | 
about intellectual affinities and.’ 
literary friendships. In this tight, ` 


_ his narrative illumines only the bare essen- 
» tic curiosity, the beauty of Rome, the fascina- 


her past and the righteousness of her family tio 
, ageing, when one “encounters time rather 


















MIST REVIE' 


A young man, disappointed with the 
broken promises of the 1968 movement, i 
about to commit suicide. But he meets Dora 
Weiss, a beautiful and intelligent lawyer, a 
widow 24 years his elder, with whom he has 
an intermittent relationship that develop’ 
intoa life-long passion. The underlying ques- 
tion posed by Mr Sollers is how you can be 
happy, reconciling physical love with pas- 
sion, when sexual disappointment, sadness 
and cultural poverty are socommon. 

Whether meant as prescription or not, 
“Passion fixe” offers a look at one way to live 
“poetically”. Cultivating your intellectual 
freedom through reading, sipping a Chateau 
Margaux while listening to Glenn Gould ar 
seeing Dora seems to be Mr Sollers’s some- 
what clichéd answer. Mr Sollers is a sharp- 
eyed commentator and he has produced 
here some enjoyable pieces of irony, as well 
as moving pages on Dora. But these are 
smothered in a patchwork of erudite quota- 
tion and displays of almost undergraduate 
cleverness. The overall impression is of t 
ented (and often slickly hurried) self-indul- 
gence. Happiness and love, Mr Sollers would - 
argue, are “subversive”. In the 1970s, he made 
literary subversion his niche. It is more and 
more coming to sound like his institution. 

For Pascal Quignard, love is inherently. 
secretive. His latest novel, “Terrasse à Rome”, . 
which is high on the Livre Inter Prize short- 
list, tells the story of a 17th-century etcher.Itis 
about intense passion thatlivesoninrenun- 
ciation. When, during his apprenticeship in; 
Bruges, Meaume meets Nanni, an alder- 
man’s daughter, the two fall in love at once,” 
They love each other ardently and furtively: 
until her husband-to-be discovers them. Ina 
fitof jealousy, the fiancé permanently disfig- 
ures Meaume with acid. Nanni abandons 
her now hideous lover, but keeps alive her’ 


~ passion forthe remembered person with his © 


former face, the man she fell in love with. 
Rejected, Meaume lives on the run, fi- 
nally settling in Rome, where he etches erotic 
and ‘religious cards. Mr Quignard writes 
much as Rembrandt or De la Tour painted; 


tial, moments of intense emotion. There is 
Meaume'’s friendship with Claude, his artis- 


tion for: the cycle of life, the acceptance of — 


than life”. Then, the attempt to love another 
woman and the realisation that his burning 
passion for Nanni has left indelible marks. 

In the autumn of his life, the epiphanic 
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TERRASSE A Rome, By Pascal Quig- | 
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Denors. By Eric Laurrent. Editions de 
Minuit; 222 pages; FFr85 
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encounter with the son he formed with 
Nanni is like a visitation of his first love. Mr 
Quignard’s poetic prose is strangely sexual: 
each chapter is like a fine etching which 
bears in negative the mysterious pairing of 
desire and love, his passion for Nanni, his 
renunciation, and in the background, the 
troubled 17th-century Europe, devastated by 
civil wars. 

Eric Laurrent offers comic relief with 
“Dehors” (Outside), a parody vaudeville 
staging of the vicissitudes of the young. Eva 
and Léon Brumaire agree that fidelity is rela- 
tive. However, when she catches her hus- 
band in a passionate kiss with a beautiful 
doctoral student, Allicia, she evicts him. So 
starts Léon’s minimalistic odyssey. Desire 
has its indirection, libido its whims, and 
Léon, who now lacks both stable home and 
partner, is their consenting victim. He drifts 
back and forth between wavering Eva and 
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spring’s surprise success in America. 

“Flags of Our Fathers” would be even 
higher on our American non-fiction list if it 
were the sort that excluded self-help 
books. It is the story of the six marines who 
hoisted the stars-and-stripes on Iwo Jima 
during the war in the Pacific with Japan, by 
one of their sons. More than two dozen 
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the slightly too mo- 
tivated but very de- 
sirable Pamela. Fi- 
nally, after many 
comical develop- 
ments, he makes 
up his mind. 

Mr Laurrent has a 
taste for lexical rarities “Y 
and delights in scientific 
descriptions. He proposes a lit- 
tle geography of love, a hilarious 
taxonomy of station kisses or some 
mock erotics, deftly developed in sen- 
tences replete with technical terms. “De- 
hors” comically revisits the body-mind pro- 
blem as suggested by Samuel Beckett’s 
epigraph: “It is with the heart that we love, is 
it not?” Mr Laurrent is gently philosophical 
and sociological. Léon and his friends have 
their aimlessness, sexual and existential. 













Whether on the dole 
(“on sabbatical” as 
Léon puts it) or per- 
forming a fictive em- 
ployment, they still at- 
tend pr parties. There 
they meet with saccha- 
rine smiles (activated by 
the “infra-labial muscles”) 
y or over-tanned skin (“re- 

versed albinism”), and pretty 
J women, creatures wrapped in syn- 

thetics and accessorised with more or 
less expensive labels. 

Mr Laurrent’s hyper-realtstic writing 
gives forlorn and silently political snapshots 
of contemporary Paris. But “Dehors” is fore- 
most a comedy about infidelity, where all is 
well that ends well and which has the vivac- 
ity of a Mozart opera. 
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publishers turned the manuscript down. 
An estimated 300,000 copies are now in 
print. Only three weeks after publication, it 
was at number twoon the New York Times 
list. Another summer success to watch is 
“In the Heart of the Sea”, reviewed in these 
pages on May 13th. Nathaniel Philbrick’s 
account of the wreck of the whaleship Es- 
sex in 1821, an inspiration for “Moby Dick”, 
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makes perfect beach reading and is rising 
fast in the lists on both sides of the Atlantic. 
None of the French novels reviewed in 
the article above figure on our French list of 
fiction bestsellers, although Philippe Di- 
jan’s “Vers chez les blancs” fits the fashion 
there noted for novels about miserable sex. 
French resistance to the optimism of the 
“American way” isevidentin Pascal Bruck- | 
ner’s essay about not having to be happy, | 
and in “La Bourse ou la vie”, a defence of 
the sociai-market model of the economy. 
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he debate that will not die 


The government says that Britain cannot consider joining the European single 
currency until it has passed five economic tests. But have the tests already 


been met? 


T IS an economic argument set to a trans- 

parently political timetable. The govem- 
ment has long insisted’ that it regards the 
question of whether Britain should join the 
single European currency as above all an 
economic issue. Gordon Brown, the chancel- 
lor, has set five economic tests to gauge 
whether Britain is ready to take the plunge. 
But he also insists that he will not decide 
whether Britain has met these tests until 
after the next election. 

The reasoning is plain. Polls show that a 
large majority of British people do not want 
to join the euro. The Labour Party is desper- 
ate for the single currency not to become an 
issue in the next election. So Mr Brown is try- 
ing to kick the issue into touch, until the elec- 
tion is safely won. In his Mansion House 
speech, which the chancellor was making as 
The Economist went to press, he was ex- 
pected tostick firmly to this line. 

Increasingly, however, the government's 
strategy is under strain. It is hard to imagine 
that the Labour Party will get through an 
election campaign, without 
whether it intends to call a referendum on 
the abolition of the national currency 
shortly afterwards.Some of Mr Brown’s cabi- 
net colleagues—in particular Robin Cook, 
Stephen Byers and Peter Mandelson—clearly 
want the government to take a more robustly 
pro-euro line now. 

The past fortnight has seen 


revealing — 


‘Converging or diverging? | 


Brown first set out in October 1997? The first 
and most important is whether the econ- 
omy can demonstrate sustainable conver- 
gence with the euro zone. Next, the Treasury 
wants to be sure that the economy is flexible 
enough to cope with economic shocks once 
interest rates are set in Frankfurt. It will also 
assess the impact of joining the euro on in- 
vestment, the City and employment. Recent 
debate has focused on three of the tests: con- 
vergence, investment and the City. 

Convergence: When the chancellor 
first posed his tests in late 1997, he concluded 
that the economic cycles of Britain and the 
euro zone were too divergent to allow entry 
into monetary union in this parliament. 
However, this week’s figures for consumer 
price inflation were ammunition for those 
arguing that the economy is converging on 
the euro area. On the index of prices used 
within the European Union to measure in- 
flation, Britain’s annual rate nudged down 
in May to a new low of 0.5%. Last October, 
British inflation fell below the euro zone’s 
and since the start of the year, it has been the 
lowest of any Eu country. 

These latest inflation figures appeared to 
validate the view of the Organisation for 
Economic Co-operation and Development, 
that Britain is moving closer to the economic 
centre of gravity of the euro area than some 


ithe Bank of England cor 
est rates at 6% while the Europea 
Bank further tightens monetary policy. The 
| pressure for higher rates in Britain eased this 
"week thanks to signs of pay moderation in 
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the labour market. Average eamings growth. . 
in the latest three months fell from an an: 


nual tate of 5.7% to 51%, the biggest slow- 


down since 1993—and approaching the 4.5% | 
rate the Bank believes is compatible with - 
meeting its inflation target. = 

The output gap, which measures 


whether cor is above or below its potential 


level, paints a similar picture. In 1997, Brit- 
ain’s output gap was above potential while 


the euro area’s was well below. By 2001, how-" 


ever, both Britain and the euro zone will be 
almost: 1% above potential, according to ` 
OECD projections. 

However, the Treasury insists that con- 
vergence must be “sustainable and durable”, 
Sceptics about euro membership compare 
the recent alignment to ships passing in the © 
night. In evidence to the Treasury select com- 
mittee this week, Roger Bootle, an econo- 
mist, described convergence as “superficial” 
and asked whether British inflation would ` 
be the lowest in the eu if the base rate were at 
4.25%, as in the euro zone. The dangers for 
Britain of adoptinga “one size fits all” mone- 
tary policy were highlighted this week as 
Irish inflation rose further above 5%. 

The “killer fact” in the convergence story 
remains the current strength and past vola- 








a steady stream of interven- 
tions, from the pro- and anti- 
eurocamps, as they try to force 
the chancellor off the fence. 
This week, the Britain in Eu- 
rope campaign marshalled a 
posse of international econo- 
mists to present the case for 
joining the single currency. The 
anti-euro Business for Sterling 
pressure group rustled up for- 
mer Treasury “wise men” 
(economic advisers) to warn 
that.entry could imperil hard- 
won economic stability. 

So how far is Britain to 
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was the case 





BRITAI 


the campaign for entry—and made it more 
difficult to achieve without a clear lead from 
the government. A central argument of this 
week's broadside from Britain in Europe, 
“The case for the euro”, is that Britain will 
suffer increasingly from fluctuations in the 
value of the pound. One of the authors, Wil- 
lem Buiter, a former member of the Bank of 
England Monetary Policy Committee, said 

“that the pound is a source of instability 
rather than a buffer against it: “sterling is a 
rabbit squeezed between two elephants,” 
the dollar and the euro. 

Investment: Another contributor to 
the Britain in Europe report, Peter Kenen, 
a professor of economics at Princeton 
University, warned that exchange- 
rate uncertainty would hit inward 
investment from foreign compa- 
nies which can now invest with- 
out exchange-rate risk in the euro ` ¢ 
zone. So far the evidence is mixed. `} 
A recent survey from Emst & 
Young, an accountancy firm, sug- 
gested that Britain is starting to lose 
out. But a report next month from <9 
the Invest in Britain Bureau,agovern- 4, 
mentagency,isexpected to find contin- 
ued buoyancy in inward investment. 

The City: A speech this week from the 
governor of the Bank of England robustly de- 
fended the City’s performance to date out- 
side the euro zone. “There were those whoar- 
gued that the City would suffer if the UK 
failed to join from the outset,” said Eddie 
George: “That clearly has not so far hap- 
pened—quite the reverse.” He saw no reason 
tosuppose that Britain’s position outside the 
euro area would detract from the City’s com- 
petitiveness in the future. 


Education 


tility of the pound. This has both stoked up 
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Chamber of Commerce and Industry 
backed up the governor's views on the cur- 
rent impact of the euro. This found that Brit- 
ish participation im the euro ranked zist out 
of 23 factors influencing location. However,a 
third said Britain would have to join the euro 
tosecure London’s long-term future as an in- 
ternational financial centre. 

The debate about the five economic tests 
increasingly suggests that they will be met 
when the chancellor decides that it is politi- 


















The uses of literacy 


Two international reports this week—on literacy and child poverty respec- 
tively—make depressing reading for Britons 


Or JUNE 14th the Department for Edu- 
cation and Employment advertised for 
a director of a new “Adult Basic Skills Strat- 
egy Unit”. The unit is expected to develop 
and implement a national strategy to tackle 
poor literacy and numeracy among adults. 
By coincidence, on the same day the Orga- 
nisation for Economic Co-Operation and 
Development published its latest report on 
“Literacy in the Information Age”. This dem- 
onstrates only too well just how “poor” liter- 
acy levels are in Britain, compared with 20 
other countries. The much vaunted national 
strategy cannot come soon enough. 

Itisonly in the last few years that the Brit- 
ish have woken up to the fact that decades of 
educational complacency and neglect have 
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led to astonishingly high levels of illiteracy 
and innumeracy. The problem was high- 
lighted by a report on “Improving Literacy 
and Numeracy” by Sir Claus Moser which 
was published in 1999. The Moser report 
claimed that one in five adults—or about 7m 
people in Britain-—could not find the entry 
for “plumbers” in a telephone directory. It 
also suggested that innumeracy iseven more 
widespread. 

Recent research suggests that, if any- 
thing, the Moser report was erring on the 
conservative side. The Basic Skills Agency 
(asa) has recently gone back over the 1997/98 
research, They calculate that 24% of the 
population of England are, to varying de- 
grees, “functionally illiterate”, and 24% are 


A survey of foreign banks by the London 





cally convenient for them to be met. It is not 

that the tests are meaningless or unimpor- 

tant, But they are vague. In the absence of a 

major recession in either Britain or Europe, it 

is likely that evidence can be marshalled on 

either side to suit the prejudices of whoever 
is making the case. 

Which brings the debate back to the poli- 
tics. If Britain is to enter monetary union, it 
will have to do more than pass Gordon 
Brown’s five tests. The government will have 
to pave the way for entry by negotiating with 
its European partners over an acceptable ex- 
change rate. It will have to influence expecta- 
_ tionsin the foreign exchange markets about 
an entry rate into the euro. In this sense, 
the economy will only pass the tests if 
the government wills that result. 
And even if the economic tests are 

met, the government will have to 
win a referendum. It is highly un- 
likely that the Yes campaign will 
be able to avoid dealing with the 
political implications of euro 
membership. The decision 
whether or not tojointheeurois ul- 
timately political—whatever Mr 
/ Brown would have us believe. 
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also functionally innumerate. 

The latest oxcp report is based on com- 
parative international research from 20 
countries collected between 1994 and 1999. 
The standards that they set for literacy are 
fairly high, hence their conclusion that in the 
countries studied “between one-quarter and 
three-quarters of adults fail to attain literacy 
level three, considered by experts as a suit- 
able minimum skill level for coping with the 
demands of modern life and work.” 

Literacy skills are divided into three “do- 
mains”: prose literacy (understanding ordin- 
ary information in a newspaper), document 
literacy (understanding documents such as 
maps or payroll forms) and quantitative lit- 
eracy (understanding more advanced in- 
formation such as determining the amount 
of interest on a loan from an advertisement). 
There are five levels of excellence, ranging 
from the “very poor skills” of level one to the 
“higher-order information processing skills” 
of levels four and five. Theoren interviewed 
across the whole age range, from 16 to 65. 

The Nordic countries come out ahead in 
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Countries are ranked by the proportion in levels 3 and 4/5 





ba 


Source: International Adult Literacy Survey, 1994-98 
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all three “domains”, whilst Britain is in the 
bottom half in all three. Britain does particu- 
larly badly in the most advanced, “quantita- 
tive literacy” domain (see chart). Of the 
countries that took part in the study only 
Chile, Poland, Slovenia, Ireland and Hun- 
gary do consistently worse. (Some countries, 
such as France, did not volunteer to take part 
in the research.) 

Britain’s performance is “pretty worry- 
ing”, according to Alan Wells, head of the 
BSA. Its literacy levels are worse than almost 
all of its Anglo-Saxon or European peers. In- 
deed, among the “advanced industrial” 
economies, Britain props up the bottom of 
all the tables. And, just as depressingly, the 
report also shows how the country’s literacy 
problems are spread throughout the age 
range, whereas other countries experience 
disproportionate problems with literacy 
among the elderly. As the oecp does not 
really need to spell out, in the brave new 
world of the “knowledge economy”, where 
numeracy and literacy are ata premium, this 
all puts Britain at a severe disadvantage. 

On the bright(-ish) side, the oecp shows 
that in adult education and training, Britain 
now does better than many of its competi- 
tors. On average, the British do more job-re- 
lated training and education than the Amer- 
icans, the Dutch, the Swiss and the Germans. 
But, of course, this may just be a sad com- 
mentary on the gap that exists between the 
quality of the qualifications that young peo- 
ple in Britain now leave school with, and the 
higher levels of knowledge and skill that 
they find the workplace now demands. 

The oec» report only serves to remind 
everyone in the field of education and train- 
ing how bad the current situation is. There 
has been a lot of political debate recently 
about the relationship between social class 
and access to Britain’s top universities. This 
reports illustrates once again that Britain’s 
real educational problem has little todo with 
who goes to Oxford and Cambridge. It is the 
country’s unusually long tail of educational 
under-achievement. 

Fortunately, from such a low ebb things 
can surely only get better. All practitioners in 


THE ECONOMIST JUNE 17TH 2000 


the fields of adult education argue that with 
the introduction of literacy and numeracy 
hours at school, future generations should 
never again be as disadvantaged by their 
poor basic skills. 


— | 





Child poverty 


More bad news 


NE of the Blair government's bolder 

aims is to eradicate child poverty in 
Britain within 20 years. A study released by 
the United Nations Children’s Fund this 
week suggests that Britain has quite a pro- 
blem. According to Unicef a fifth of British 
children live in poverty. This compares with 
a tenth of German children and 5% of Dan- 
ish children. Britain comes twentieth out of 
23countres studied. 

A closer look at Unicef’s table reveals 
some apparently baffling results (see page 
120). Britain’s record on child poverty is ap- 
parently better than that of the United 
States—a much richer country—but worse 





Relatively poor 


BRITAIN 


than that of Turkey and Greece. 

The reason is that the measure of poverty 
used isa relative one. Children are defined as 
poor if they live in households with incomes 
below 50% of the national median. A large 
increase in inequality in Britain over the last 
20 years has led toa large increase in relative 
poverty. British studies nave suggested that 
nonetheless 90% of people are better off in 
absolute terms than they were 20 years ago 
and the bottom 10% are roughly where they 
were, “Eliminating child poverty” is, in fact, 
old fashioned redistribution of income. 

The British figures used in the Unicef re- 
port are for 1995, but “there is no reason to 
think they have changed markedly”, says 
David Piachaud, professor of social policy at 
the London School of Economics. In addi- 
tion to rising inequality, Britain’s lowly posi- 
tion in the poverty league table is accentu- 
ated by its particularly high share of children 
living in lone parent families and workless 
households. Many of these households will 
not show in the healthy looking unemploy- 
ment statistics, because their occupants are 
not actively looking for work. 

The government's strategy for cutting 
child poverty is three-pronged. It is operating 
directly through the tax and benefit sys- 
tem—for example, by raising child benefit 
and introducing a children’s tax-credit next 
year which is targeted at poorer families. Itis 
promoting “in-work benefits” like the Work- 
ing Families’ Tax Credit. And itis tackling the 
long-term causes of child poverty through 
policies aimed at pre-school children in 
poor areas, and a new programme designed 
tocut teenage pregnancy. 

Through such redistributive measures, 
the government is committed to take 1.2m 
children out of relative ooverty—which it 
defines somewhat differently from Unicef— 
by 2002. Mr Piachaud says that “the pros- 
pects are for a very substantial fall.” 

Even so, this will still leave Britain in the 
bottom half of the international league table, 
with two million or more children in pov- 
erty. If further progress is to be made, there 
will have to be a major expansion of paid 
work for parents, say Mr Piachaud and a re- 
search colleague, Holly Sutherland of Cam- 
bridge University. There were encouraging 
signs on this front this week. The 1Lo unem- 
ployment rate in the three months to April 
fell to 5.7% of the workforce, compared with 
6.2% a year earlier. Employment has risen by 
more than 300,000 over the year. 

While these increases were substantial, 
they fall a long way short of the expansion of 
paid work Mr Piachaud and Ms Sutherland 
calculate is necessary to make further in- 
roads into child poverty. Their simulations 
show that the number of jobs would have to 
increase by 1.5m to take an additional million 
children out of poverty. Little wonder that 
the government's timetable for eradicating 
child poverty extends to 2020. 

s 
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The end of foxhunting 


NOWING nothing of the countryside, too afraid to ride to 

hounds himself, but determined as ever on exhaustive re- 
search, Bagehot staggered home under a pile of relevant texts, in- 
cluding Siegfried Sassoon’s “Memoirs of a Fox-Hunting Man”, Pe- 
ter Singer's “The Expanding Circle”, Jilly Cooper's “Riders” and of 
course the report of the inquiry by Lord Burns, published this 
week at the government's behest, on “Hunting with Dogs in Eng- 
land and Wales”. But before a page could be turned there came a 
ferocious hammering at the door. It was your columnist’s next- 
door neighbour, a woman of mild temperament, uncharacteristi- 
cally a-quiver on this occasion with moral indignation. “Your cats 
are stalking the nesting blackbirds,” she cried. “My daughter is very 
upset--and so frankly am I!” 


ready decided that foxhunting was cruel and unnecessary and 
must be banned no matter what Lord Burns discovered. It is, after 
all, neither the welfare of the fox nor the welfare of the countryside 
that shapes this debate. Something deeper is supposedly at stake. 
As Gordon Prentice, the mp for Pendle, who has led the attack on 
hunting, told Parliament this week: “The real distinction is not be- 
tween town and country, but between the people who relish the 
idea of killing for fun and those who, like me, are repelled by it.” 
This is a telling comment. It suggests that a lot of the animus 
against hunting has less to do with the welfare of animals, and 
more to do with what the enemies of hunting believe to be going 
on inside hunters’ heads. If the welfare of animals were the main 
point, a quick utilitarian calculation 





Britons abhor cruelty to ani- 
mals, even when it is other animals 
that are being cruel, which means 
after the publication of the Burns re- 
port that the game is probably up 
for the nation’s foxhunters. Not that 
Lord Bums suggests a ban, Jack 
Straw, the home secretary, told the 
inquiry when setting it up that its 
job was to provide information, not 
to delve into morals or ethics, or rec- 
ommend whether hunting should 
be banned or not. Butalthough Lord 
Burns has done a good job, one of 
his findings is in danger of out- 
weighing all the others: namely that 
the killing of a fox by hounds “seri- 
ously compromises the welfare of 
the fox”. You may think this blind- 
ingly obvious, even to a former Trea- 
sury mandarin, but Lord Burns has 
a serious point, which is that the 
leading hound does not always kill 
the fox with a single bite. In a pro- 
portion of cases death is caused by 
massive injuries to the chest and vi- 
tal organs, prolonging the animal's 
life, and so presumably its suffering, 
by a few extra seconds. 

It does not matter, though of 
course it should, that Lord Burns considers most other ways of kill- 
ing to be little kinder to the fox. The least cruel method is appar- 
ently to shine a torch in the creature’s face and dispatch it with a 
high-powered rifle. But since this is not feasible or safe in all places, 
the report says that a ban on hunting would probably result in the 
greater use of shotguns and snares, and so might inflict even 
greater suffering on foxes. It does not matter, though of course it 
should, that Lord Burns expects thousands of people-—~at least 
6,000 but probably many more—to lose their jobs if hunting is 
banned. It does not matter that he finds hunts to be an important 
and in some cases “dominant” feature of social life in rural com- 
munities. It does not matter that in some isolated areas hunting 
acts as “a significant cohesive force, encouraging a system of mu- 
tual support.” Lord Burns's conclusion that hunting plays a benefi- 
cial though dwindling part in maintaining biodiversity and con- 
serving the countryside does not matter either, nor his findingtthat 
in some areas it may still be the best way of keeping the fox popula- 
tion under control, None of these things matters because even be- 





tells you that the state would do bet- 
ter to pass a law requiring people 
like Bagehot not only to bell and ad- 
monish their cats but also to keep 
them locked up indoors. In Britain, 
itis said (but who on earth iscount- | 
ing?) that pet cats kill 7am rodents, 
birds, rabbits and reptiles a year. 
They do this by torturing their vic- 
tims to death. That is a bigger “ani- 
mal-welfare” toll than a few tensof | 
thousands of foxes dispatched | 
quite quickly by hounds. But going | 
after cat owners dees not have the 
same political appeal as going after | 
upper-class twits on. horseback. | 
And if you doubt that class is m- 
volved, it is worth asking why | 
greens and animal-rightists in | 
America have shown relatively litle 
hostility to hunting there, where the 
sport has no class dimension. In | 
places like Virginia greens often see | 
foxhuntinglandowners as usefulal- | 
lies in conservation causes. l 
In fairness to cats, it must be | 
conceded that they have not had | 
the benefit as some human beings | 
have of reading the outpouring of | 
philosophers such as Mr Singer, | 
who are trying to develop a serious theory of animal rights. He has 
argued impressively if not persuasively over more than 20 years in 
favour of expanding the circle of creatures for whom people 
should feel concern. But how many mers have read Mr Singer's 
work? Fewer, probably, than those whose knowledge of country 
matters is gleaned from the steamy novels of Ms Cooper. How 
many have read the memoirs of Siegfried Sassoon, the great anti- 
war poet who managed to combine a love of foxhunting with a 
sensibility no less exquisite even than that of the right honourable 
member for Pendle? There is a serious debate to be had over the 
treatment of animals, but why are people who hunt for pleasure 
so much more wicked than, say, those whoeat meat for pleasure? | 
The answer is obvious. There are few foxhunters. There are | 
| 


many meat-eaters. And this government repeats like a gramo- 
phone record the courageous refrain that it stands for the many 
and not the few. The home secretary says that the governmentis | 
neutral. Parliament is to be given a free vote, though it is plain 
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“A tremendous book that dares “Globalization is a savage pr 
to celebrate the potential of but it is also a beneficial oi 
93 which the winners far outn 

our new world. 


the losers.” 
~Newsweek International sees EE 
. G say Economist corressondents . 
= Micklethwait and Adrien Wooldri 
their latest book, A Future Perfect, the 
-comprehensive examination of globali 
and how it will continue to change ou 
it answers questions such as: 
* Why did the first era of globalizati: 
collapse, and can it hapoen again’ 
Are we creating “winner-take-all” 


| societies? 
í MAGI STER IAL à Š * Will globalization seal the triumph 


of junk culture? 





-Torm Peters 
a Gathering evidence from the shantyto 
- Brazil to the boardroom of General Ele 
Micklethwait and Wooldridge offer a ¢ 
tour of the global economy end a fase: 
- assessment of its potential impact. 
For more information, visit www.afutureperfect.com es 
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When the price is right, arrangements are perfect, anc i 6 loca ion is superb, 
which is why business travellers find our hotel so very becoming. 


TAWANA HOTEL 


twn99 @loxinfo.co.th 
www.tawanahotel.com 


A classic venue. 265 rooms and suites. 10 function rooms. Exclusive meeting packages. 
Located in the main commercial district. Ideal for business visitors 













Tawana Ramada Hotel, 80 Surawongse Road, P.O. 1742, Bangkok, Thailand. 
Tel:(662) 236-0361 Fax:(662) 236-3738 web site:http://www.tawanahotel.com 


If you are trying to raise capital for your Company in 
Asia, Russell Miller Advisors Asia, LLCAR ), through 
its investment fund Ascend: artners, LP, 


will work with you. 


Ascendant Capital Partners has been formed to invest 


in growing insurance and financial segvices companies 
. The partnershi bý a group of experi- 
enced insurange | W. 


Blanch H ldi 


Russell Mill 
for the fund: 


San Francis 


your Company. 


FOR MORE INFORMATION, PLEASE CC 
Gary Crist, JAKARTA 
e-mail: gcrist@atigiobal. net 

Hanji Huang, HONG KONG 
e-mail: hhuang@netvigator.com 


Candice Wong, SAN FRANC 


e-maik cwo mnisficom 


§ Asta, ELC 











This announcement appear as a matter o! 
138$56,000,000 


Of initial committed capital for 


ASCENDANT CAPITAL PARTNERS, LP. | 


Grand Cayman, miari Islands 
Led by 


PROVIDENT LIFE & ACCIDENT. INSURANCE COMPANY. 
XL INVESTMENTS LTD. 
EW. BLANCH HOLDINGS, ENC, 
RUSSELL MILLER 


investing in Asia insurance and financial iastltt, 


RUSSELL MILLER ADVISORS ASIA, LLC Fe 
HAS BEEN APPOINTED AS INVESTMENT ADVISOR TO 
‘THE PARTNERSHIP : 
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PT ASURANSI JIWA LIPPO UTAMA 
Jakarta, Indonusia 
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A market for monopoly? 


MEW YORK 





Are business- busses exchanges a force for good or evil? The answer is not 








: as obvious as it: seems ; 





O MUCH for the peter market. An ex- 

plosion of business-to-business (B28) In- 
ternet exchanges has raised the promise of 
friction-free commerce in industries from 
cars to steel, bringing unprecedented effi- 
ciency gains and a consumer's paradise. But 
an increasing number of regulators and 
firms in the industries being transformed are 
starting to worry that the opposite may hap- 
pen instead: rather than opening markets to 
greater competition, B2B exchanges 
could become powerful monopo- y 
listic tools. S 

Judged by the grandeur of the 
worriers, all is not well on planet 
B2B.: Later this month the Federal 
Trade Commission (FTC), part of 
the American government's 
trust-busting apparatus, will 
hold a two-day hearing on the 
antitrust implications of B28 
exchanges. It is also looking 
into at least three of the most 
prominent exchanges: those 
being set up by the largest 
American car companies, air- 
lines and aerospace firms. The 
Department of Justice (poy) has 
already begun its own investiga- 
tions. In July the Senate commerce 
committee, headed by Senator John 
McCain, plans to hold a hearing on the 
antitrust implications of the airline ex- 
change. Already the rre review, as well as 
various technical hitches, has delayed the 
launch of the car site, which had been 
due to go live this month. And a gale of 
criticism has forced the airline site’s man- 
agement to deny any allegations of 
monopolistic intent. 

This is odd. Open, transparent on- 
line markets are supposed to make 
monopolistic behaviour harder, not easier. 
E-business is supposed to mean more com- 
petitive, efficient commerce. Yet the eco- 
nomics of the Internet work in mysterious 
ways. The powerful network effects that 
create thriving online marketplaces over- 
night can just as easily help to create cartels 
and permit price-fixing—just look at Micro- 
soft and the economics of software. What 
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was once an unambiguously positive story 
of economic transformation is now clouded 
with allegations of monopolistic behaviour, 

The exchanges that are causing so much 
concern are used mainly by groups of com- 
panies to buy supplies (such as car parts) or 
to sell products (such as airline tickets). The 
antitrust worriers fear that companies could 
use them to rig prices to sellers. They also fret 
that big buyers could gang up on suppliers 






















(creating an “oligopsony”), either through 
collective purchasing or simply through the 
amplified buying power created by an effi- 
cient market. 

Exchanges themselves could turn into 
monopolies: buyers and sellers alike will be 
interested only in using the biggest around, 
Companies that own such a winning ex- 


glass). Big buyers or suppliers that own. ex- 
~ changescould have access toinformatio 


‘the transaction fees of competitors who use 















change in one market might be able to lever. 
age that power to expand i into other markets 
(a big car maker, for instance, could use its - 
buying power in car parts to dominate re- 
lated “horizontal” markets, such as steel or 


deals that might give them unfair trading a 
vantages. They might also gain unfair advai 
tages by subsidising their own business with 


the exchange. 

All these worries may lie in the future. 
The most heated real-world controversy: 
centres on thecar exchange, now named Coe 
visint. A joint venture between Ford, Gen- 
eral Motors, DaimlerChrysler and Renault/ 


Nissan, the exchange aims to become not 
"just the main way that the car makers’ sup: 


pliers sell their wares to the big three, but- 
eventually the preferred place for suppliers 
to trade with their own partners. : 
The problem lies in the way Covi- 
sint persuades its suppliers to par- 
ticipate. Some people in the indus- 
try claim that staff at one of the 
four car firms have implied that ` 
suppliers have nochoice:if they 
want todo business with thecar 
makers (the biggest buyers in 
the industry), they must do it 
through the exchange—or not 
atall. 

Fair enough, if true: there is 
nolaw prohibiting buyers from 
asking suppliers to work the way 
they ‘want, be it by fax or web 
auction, But some critics allege 

that the demands went further. The 
exchange, they say, also put pressure 
on suppliers not to work with other ex- 
changes. Suppliers, understandably, pan- 
icked. “The terror is so thick in Detroit you 
cancut it with a’ knife,” says one insider, 
melodramatically. 

Why would the big car companies re- 
sort to such heavy-handed tactics? After all, 
if the exchange turns out to be as efficientas =. 
is claimed, suppliers should need no arm- 
twisting to use it. One conspiracy theory sees 
it as an opportunity to reverse a power shift 
from buyers to suppliers in Detroit. After the 
restructuring and outsourcing of the 19805 
and 1990s, “car makers” ended up designing, 
assembling and marketing cars; most com- 
ponents were bought, already assembled, 
from suppliers. 

Now, because the car companies no lon- 
ger make parts such as seats, they do not 
know what the inputs for such components 
actually cost. By forcing suppliers to do all 
their trading on the exchange, the theory 
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goes, these big buyers could somehow “see” 


the price that the suppliers paid for their 
own parts, and use this information to beat 
their prices down. The fact that the car com- 
panies plan to run the exchange as a stand- 
alone operation, one that analysts have esti- 
mated could eventually go public at a valua- 
tion of $40 billion (nearly twice the value of 
cm's car operations), has only added to the 
suspicions. 


Paranoia and perception 


This is explosive stuff: no wonder Washing- 
ton is scrambling to understand the threat. 
Suppliers have complained to the FTC, 
prompting an extended inquiry. But the evi- 
dence of actual monopolistic abuse is tenu- 
ous. Not only are many of the allegations 
about the car exchange both confused and 
wrong. In addition, none of the three big in- 
dustry exchanges under the microscope 
even exists yet. They will not make their first 
trades until later this year; indeed, few of the 
B28 exchanges announced so far have done 
any business at all. 

Although there is some evidence that the 
car and aerospace giants were indeed heavy- 
handed in encouraging suppliers to join up, 
most of the allegations stem from under- 
standable confusion over the car makers’ 
policy. Covisint began as a merger of the dif- 
ferent exchange plans of Gm and Ford. Both 
plans will remain under way until the rrc 
approves the combined entity. In addition, 
the two car makers still run their own “core” 
purchasing departments, which tend to 
wage constant war with suppliers. 

Both Covisint and the aerospace ex- 
change now claim they do not require that 
their suppliers forsake other exchanges or do 
all trading with their own suppliers on the 
main exchanges. “We hope that the advan- 
tages of our exchange will be so compelling 
that suppliers want to use it for all their trad- 
ing,” says a spokesman for Boeing, one of the 
aerospace exchange’s owners, “but we're not 
forcing anyone todoso.” After threatening to 
go it alone and launch their own exchanges. 
several top car suppliers, including Delphi 
and Lear, have in the past week agreed to 
join Covisint on non-exclusive terms. 

Even if the big buyers had been able to 
start their exchanges on grossly one-sided 
terms, the exchanges would probably have 
collapsed under their own weight. The same 
criteria that create an attractive market- 
place—transparency, balanced with protec- 
tion of commercially sensitive information, 
fair and enforced rules and efficient opera- 
tions—tend also to run counter to monopo- 
listic abuse. Good exchanges tend to be self- 
regulating. Indeed, Internet technology can 
make that easier by erecting automated soft- 
ware “firewalls” to enforce rules and ensure 
confidentiality, something that Commerce 
One is building into the Covisint system. 

Moreover, if a marketplace is grossly bi- 
ased, towards either buyers or sellers, it s 
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side, sapping the main market of liquidity. 
As long as suppliers still have human sales- 
men, there will be a back channel that can 
whisper a better price than that posted. Ifthe 
benefits of publicly posting a rock-bottom 
price are not overwhelming, few companies 
will give their customers the advantage of 
such a potentially ruinous benchmark. 

The airline exchange, called Orbitz, also 
seems less menacing than critics claim. It 
plans to use powerful fare-finding software 
to offer flights cheaper than those available 
on Travelocity or Expedia, the top web travel 
sites, or through most travel agents. Its own- 
ers, five airlines including American, North- 
west, and United, want to bypass the distri- 
bution middlemen and would rather help 
consumers find cheap flights than pay tra- 
vel-agent commissions on more expensive 
ones. Because the site is owned by airlines, 
with their history of anticompetitive actions, 
scepticism was natural: would the partners 
use the exchange to signal secretly to each 
other on price moves. to offer flights unavail- 
able elsewhere or to lock out competitors? 

The answer is probably none of the 
above. Orbitz will get its fare information 
from the same industry database, known as 
ATPCo, as its competitors. Its main competi- 
tive advantage—the software that it uses to 
find better fares—is licensed from an inde- 
pendent firm, rra Software, which is free to 
license it to anybody else, making it easy to 
set up rival ticket-distribution exchanges. 

The remaining concern seems to be over 
the “web specials” that airlines offer on their 
own sites to attract direct sales that avoid tra- 
vel-agent commissions. As part of its deal 
with its partners, Orbitz will, for the mo- 
ment, have exclusive access to these deals. 
But it is hard to know how much to make of 
this worry: such deals were not part of the 
open industry databases to begin with. 

Many of the more theoretical concerns 
about s28 exchanges also fade a bit under 
scrutiny. Since most of the biggest planned 


likely to fail; a grey market will arise along- 










marketplaces are run by buyers, rather than 


sellers, they tend to risk monopsony, not mö- 
nopoly. The law here is less clear—industry 
concentration that leads to lower prices for 
inputs generally tends to result in lower 
prices for consumers, which is no bad thing. 
The default regulatory rule for this is thatcol- 
lective buying power that represents less 
than 20-40% (depending on the market) of 
an industry’s total buying is permissible. 
Given that no B2B exchange is anywhere 
near that yet, fears of Microsoft-like domina- 
tion seem premature. 

So far, the inquiries of the rre and the 
poy are more fact-finding exercises than full 
investigations. However, the potential for 
overzealous intervention remains. The Clin- 
ton administration has beefed up the gov- 
emment’s antitrust divisions; and in the 
wake of the Microsoft case, the etc and poy 
are waging a bit of a turf war over cyberlaw. 
Indeed, the risk of premature regulation may 
be as least as great as that of monopolistic 
abuse. Whether 828 markets will create more 
competition may depend partly on the pa- 
tience of the trustbusters. 








Vivendi and Seagram 


Water with your whisky? 


Europe may have found an answer to January’s Time Warner-AOL merger 


TIS a measure of the speed of change these 

days that a company that, four years ago, 
was France’s dreary old Compagnie Géné- 
rale des Eaux is now in talks to buy a com- 
bine that owns the world’s biggest music 
business and one of Hollywood's great 
movie studios--and nobody is the least bit 
surprised. Vivendi, which has transformed 
itself from a water-and-sewerage utility into 
acompany with a reasonable claim tothe ti- 
tle of Europe’s biggest integrated media-and- 
communications company, and Seagram, a 


Canadian whisky firm that also owns Uni- 
versal Studios, confirmed on June 14th that 
they were talking about a merger. The deal, if 
it happens, will look something like Europe’s 
version of Time Wamer-AOL. 

Vivendi, like AoL, wants content. It is 
France’s number two in both fixed-line and 
mobile telephony. It also has.a joint venture 
with Vodafone AirTouch, the mobile-phone 
giant that bought Germany's Mannesmann 
earlier this year, to establish a “multi-access 
portal” to the Internet (through a mobile 
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We get you closer to the world. The Lufthansa network. 


More flights between Asia and Europe than anyone else. 


No one brings the East and the West closer 
together than us. With 87 flights a week from Asia 
to Frankfurt and the most convenient connections 
to over 100 European cities, we put Europe right 
at your doorstep. So wherever you need to be, 
you can count on us to get you there. For further 


information, visit www.lufthansa-asiapacific.com 
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Global Crossing. It’s what happens when the most advanced 
network on earth meets the world’s richest content to 
take your business anywhere on the planet. 


-A fast, secure, seamless global network. 


-A full range of IP services that meld network and 

j applications to enable an array of rich content. 

4 Pp He -GlobalCenter’s unique infrastructure, applications 
hr TAR and Web hosting for complex online enterprises. 
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This morning, Mr. Lee 


awoke and purchased a seat 
in World Business Class. 


Little did he know 
bigger things awaited him. 





phone, a Pc, a television or 
whatever), which will be 
rolled out across Europe. 
The portal is called Vizzavi. 
“Corrupt French, for once, 
not corrupt English,” says a 
Vivendi executive. “Think 
of it as revenge.” Vizzavi’s 
first site, the French one, will 
be launched on June 19th. 
Within a year, predicts Jean- 
Marie Messier, Vivendi’s en- 
ergetic chief executive, 80m 
people will have access toit. 

The challenge, for any portal, is to come 
up with exclusive content that differentiates 
it from the rest. That is why aor bought Time 
Warner. Mr Messier has access to movies 
and television content from Canal Plus, the 
French pay-rv company of which Vivendi 
owns 49%. Havas, Vivendi’s publishing sub- 
sidiary, is strong in education and entertain- 
ment, and can provide the words. But the 
company has no music, which is turning out 
to be one of the most popular uses of the In- 
ternet. If the Seagram deal goes through, Uni- 
versal will plug that gap, as well as providing 
American movies. And Vivendi might then 
get rid of its water and whisky, to become a 
pure media giant. 

Seagram needs distribution. When Ed- 
gar Bronfman persuaded his family to buy 
MCA from Matsushita in 1995 (and named it 
Universal Studios once again), Seagram got a 
strong production company with little distri- 
bution. Since then, the competition has been 
buying up distribution. Seagram's foreign 
base means that it cannot own an American 
broadcast network. On the cable side, it is in 
a complex and uneasy relationship with 
Barry Diller, a Hollywood mogul and old ally 
and mentor of Mr Bronfman. Seagram 
swapped its Tv-production arm for 45% of 
Mr Diller’s usa Networks a couple of years 
ago, but the relationship has soured. 

Seagram is now the worst-placed of the 
media companies for distribution. Disney 
and Viacom have big tv-broadcasting net- 
works, ABC and css. Time Warner has 
bought Ted Turner's cable company. Rupert 
Murdoch’s News Corporation has Fox’s 
broadcasting and cable networks. Seagram 
has less than half of a second-rank cable 
company. The Time Warner-ao1 deal makes 
things worse. Warner Music is one of the 
other big music companies—indeed, if its 
proposed merger with emi goes through, it 
will be bigger than Universal. With Aot’s 
subscriber base of 22m, Warner will be in a 
stronger position than the competition toget 
its music distributed on the Internet. 

But the fit between Vivendi and Seagram 
isnot quite as neat. Fora start, Seagram needs 
distribution in America more than in Eu- 
rope. Vivendi has no American distribution 
to offer Seagram, and Seagram has little Euro- 
pean content. Its music business is heavily 
American, and European consumers are 
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Bronfman the salesman 


increasingly tending to buy 
local, rather than American, 
music. American movies 
play well in European cine- 
mas, but local product 
increasingly dominates 
prime-time television. 

In any case, the deal 
may never happen. Mr 
Bronfman has long been 
hawking his company 
around the industry, talking 
to News Corporation, Ber- 
telsmann and Disney. He is 
reportedly seeking a fat premium over the 
$23 billion at which Seagram was valued. He 
also wants an executive role, which has been 
a sticking point. Two media moguls in one 
company is too many. 

ren = s 





Japanese consumer electronics 


Video wars: the 
sequel 


TOKYO 


T LOOKS for all the world like a rerun of 

the video wars of the 1980s, when Sony's 
clever little Betamax cassette recorder was 
eventually trounced by the Matsushita 
camp’s clunkier but more versatile vis 
machine. Certainly, Japan’s two consumer- 
electronics giants have been girding up over 
the past few months to do battle again. And, 
appropriately enough, they are butting 
heads over which of their digital video disc 
(pvp) recorder designs will replace the age- 
ing video-cassette recorder (vcr) that they 
fought over a decade and a half ago. 

The difference today is that Sony and 
Matsushita may have left it too late for either 
to gain any real advantage in the market- 
place. Delayed by wrangles with film stu- 
dios and digital broadcasters over how to 
prevent pirates from making pristine master 
copies of their intellectual property, the two 
rival pvp recorders may turn out to be obso- 
lete even before going into mass production. 

In late May, Japanese manufacturers at 
last agreed on the royalties to be paid to orga- 
nisations that represent the broadcasters 
and film producers. A 1% surcharge, with an 
upper limit of ¥1,000 ($9.50), is to be added to 
the wholesale price of all pvp recorders and 
blank discs, so that copyright holders can be 
compensated for the copying done by legiti- 
mate users. Meanwhile, the Hollywood stu- 
dios have accepted a copy-protection 
scheme that allows them to decide whether 
their copyrighted material can be copied 
freely, copied just once, or not copied at all. 
With the royalty and copy-protection issues 
resolved, Japanese manufacturers at last feel 
confident enough to start cranking up pro- 
duction of pvp recorders and discs for the 
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huge American market. 

At the moment, Matsushita has the up- 
per hand. It had delayed launching its pvp 
recorder until the copy-orotection scheme 
thatit developed with Toshiba, 18m and Intel 
was accepted universally The new Matsush- 
ita machine goes on sale in Japan on June 
30th, at a list price of ¥250,000. The industry 
expects toship 150,000 units by the end of the 
year, with a third of those going to America. 

Jumping the gun, two of Sony’s allies, 
Pioneer and Sharp, have already launched 
video recorders based or variants of a rival 
technology known in Japan as pvp-Rw. But 
because their video recerders use a copy- 
protection scheme that has not been ac- 
cepted abroad, they will have to develop 
wholly new models for export. Although 
Pioneer is pushing hard, Sony and other 
members of the pvp-rw family areexpected 
to miss this year’s pre-Christmas rush for 
DVD recorders in America. Next year, how- 
ever, the advantage could swing back to the 
Sony camp, thanks to gamble taken on 
how digital video recorders will be used. 

The pyp-RAM desigr. adopted by Tosh- 
iba and Hitachi, as well as Matsushita, func- 
tions as a replacement for both the vcr and 
the recordable cp drive that is increasingly 
used in personal compurers. The advantage 
is that material recorded “roma television or 
video camera on a pvp-RAM disc can be 
edited on a pc. Yet, useful though that 
sounds, the pvp-RAM s$ not particularly 
user-friendly, according to Masami Fujino, 
an industry watcher in -he Tokyo office of 
Nikko Salomon Smith Baney,a stockbroker. 
The recording disc has tc be stored in a spe- 
cial cartridge, making it impossible to replay 
iton an ordinary pvp player. There are more 
than 12m pvp players n use around the 
world, with a further 14m expected this year. 

In contrast, the pvp-zw, developed orig- 
inally by Sony in Japan and Philips in the 
Netherlands, is a stand-alone product de- 
signed solely to work as a replacement for 





Let battle begin 
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the vcr. Besides being easy to operate, its 
discs can be played back on existing pvp 
players. A pvp-Rw machine can also record 
up to six hours’ worth of material, compared 
with its rival’s more limited four hours. Dur- 
ing the video wars of the 1980s, it was the lon- 
ger recording time of Matsushita’s vis that 
finally put paid to Sony’s Betamax design. 

But any success that the Sony/Philips of- 
fering might enjoy is likely to be short-lived. 
By 2002, a new recording technology will be 
in production that uses a blue-green laser in- 
stead of the red one found in today’s cp 
players and pvp machines. Because of its 
much higher frequency, the blue-green laser 
will cram three or four times more video on 
toa standard pvp disc—enough, should it be 
needed, to record up to 24 hours of video ata 
time. Anybody pondering what wondrous 
new gizmo should replace their vcr had bet- 
ter wait. The latest episode of the video wars 
has barely begun. 


Software 


Shades of hype 


SAN FRANCISCO 





NLY a few months ago, the hottest tech 

tips were companies trying to make 
money from Linux, a free computer operat- 
ing-system developed by thousands of vol- 
unteers across the world. Shares in va Linux, 
for instance, rose by almost 700% on the first 
day of trading, the biggest-ever first-day in- 
crease of any initial public offering (iro). But 
now—despite the antitrust troubles of the 
biggest operating-system company of all, 
Microsoft—the Linux firms seem down and 
out. Shares in va Linux and Red Hat, another 
favourite, have dropped to levels close to 
their rro prices (see chart). Linuxcare and 
TurboLinux, both private start-ups, recently 
announced big layoffs and the departure of 
their chief executives. 

In fact, the travails of the two quoted Li- 
nux firms say more about the state of the 
stockmarket than about Linux. When they 
went public last year, the market was in the 
midst of tech-stock mania. va Linux, which 
sells computers that run the program, may 
one day be seen as aclassicexample of a “hot 
ipo”: lots of hype, a low offer price and not 
much available stock (only about 10% of the 
company was initially floated), Many insti- 
tutional investors who bought at the offer 
price sold on the first day. 

This practice, known as “flipping”, made 
italmost inevitable that the two Linux shares 
would drop from their stratospheric heights. 
Now they are among the prime victims of 
Wall Street’s mild recent attack of rationality. 
Investors are wary of untried business plans, 
whichis all that most Linux companies offer. 

In fact, va Linux and Red Hat, the largest 
distributor of the software, have done better 
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than many expected, a fact the markets have 


largely ignored. Both companies reported’ 


losses in recent quarters that were smaller 
than analysts had predicted. va Linux’s reve- 
nue reached $34.6m in the quarter to the end 
of April—an increase of more than 70% com- 
pared with the previous quarter and more 
than 700% upon a year earlier. 

As for the layoffs at Linuxcare, which of- 
fers support and professional services for the 
program, and TurboLinux, which sells pro- 
prietary enhancements, they are signs that, 
like so many other Internet start-ups these 
days, the firms are adapting to the real world. 
Linuxcare bet heavily on an ro to finance its 
growth. After it had cancelled the offering in 
early April because of market conditions, it 
had to cut back spending. But Linuxcare also 
has itself to blame: it expanded too fast. It ne- 
glected, for instance, to bridge the cultural 
gap between Linux hackers and new em- 
ployees from traditional software compa- 
nies. That led to in-fighting and, eventually, 
to the departure of Linuxcare’s chief in- 
formation officer. If it now avoids being 
taken over by Red Hat or va Linux, Linux- 
care stands a good chance of recovering. 

Demand for the Linux operating system 
is still growing amazingly fast, according to 
ic, a market-research firm. In 1999, its share 
of the market for server operating-systems 
increased to 25%—thus overtaking all com- 
petitors but Windows nt (with 38%). In the 
market for desktop computers, Linux is still 
far behind Windows, but it could soon over- 
take Apple's Macos. 

Linux also seems to be the operating sys- 
temof choice for new Internet devices. Nic,a 
firm owned by Larry Ellison, chief executive 
of Oracle, and Gateway, a computer maker, 
recently each announced pc-like desktop 
appliances running Linux. One reason that 
these companies prefer Linux to Windows is 
price: the former is free while the latter costs 
around $50—a big consideration in devices 
that sell for less than $200. In addition, since 
the source code for Linux is freely available, it 
can be tailored toa specific appliance. 

Still more promising is the big bet that 
1BM is placing on Linux. Earlier this year, the 
computer maker decided to invest heavily in 
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the operating system. It has already retooled 
many of its programs to be compatible with 
Linux and has succeeded in making the op- 
erating system run on all its hardware, even 
onits powerful mainframes. 

1BM hopes this move will make its pro- 
ducts more attractive to Internet compa- 
nies—in particular its Unix-based servers, 
which have been struggling against Sun Mi- 
crosystems’ popular Solaris product. But Ir- 
ving Wladawsky-Berger, the architect of 
1Bm’s successful Internet strategy, believes 
that Linux, with its open-source develop- 
ment model, is—like the Internet itself—a 
“disruptive technology”. Linux, he predicts, 
will become the operating-system standard 
for all kinds of computers.and before long 
will be ready tocope even with the demands 
of corporate data centres. Of course, 18M’s 
enthusiasm may owe something to a desire 
to pay Microsoft back for its many slights. 
But with Big Blue’s clout behind it, Linux may 
become just the competitor to Windows 
2000 that Bill Gates did not want. 


Slippery slope 


HY is the oil price shooting past $30.a 

barrel yet again? When, three months 
ago, prices last soared so high, the explana- 
tion was clear: demand outstripped supply 
by some 2m barrels a day. Big consuming 
countries such as the United States then bul- 
lied the opec cartel into agreeing to boost 
output by about 1.5m barrels a day at its 
meeting in March. As that oil came on to the 
market, prices fell sharply. 

Yet, in recent days, they have shot up 
once again. opec ministers are due to meet 
again on June aistin Vienna, Predictably, big 
oil importers are pushing for another large 
output increase. Robert Priddle, head of the 
International Energy Agency (rea), a quasi- 
official group representing rich countries, 
this week said that “$31 Brentis nota signal of 
an adequately supplied market.” 

This time round, though, the cartel seems 
unlikely to increase output by much. One 
telling portent was the collapse of its “price 
band” scheme last week. After the March 
meeting, OPEC ministers revealed an ambi- 
tious new scheme to keep oil inside a target 
band of $22-28a barrel. If the price of a basket 
of seven opec crudes stayed above $28 for 20 
trading days, they explained, the cartel 
would raise its production by a modest 
500,000 barrels a day “automatically”. Pun- 
dits and traders placed their bets, confident 
that the cartel would not risk the blow to 
credibility that would come: from breaking 
its promise. Surprise: the criterion. was met a 
few days ago, but the cartel has yet to in- 
crease output one jot. 

Another reason to think that the cartel 
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will resist pressure to raise output is that its 
members believe the American economy is 
showing signs of starting to cool. They do not 
want to repeat their mistake on the eve of 
Asia’s economic crisis in 1997. Then; OPEC ex- 
panded output, sending prices steadily 
down to below $10 barrel, and nearly bank- 
rupting many producers. 

The best reason to think that orc will 
agree to raise output by only a modest 
amount, ifat all, is the answer to the question 
raised by the 1£4’s latest analysis of the oil 
market: “Why $30 oil?” Despite Mr Priddle’s 
views on supply, hisown agency's boffins do 
not argue that high prices are chiefly the re- 
sult of a lack of oil. In fact, they seem to sug- 
gest the reverse. Global demand for oil in the 
second quarter will average about 74.4m 
barrels a day, the agency reckons, but global 
supply last month, thanks to a huge rise in 
Iraq’s output, was running at about 76.9m 
barrels a day. Also, crude oil stocks in rich 
countries are rising fast. 

The real problem is an accident of timing 
that has caused shortages in the American 
petrol sector, the world’s single biggest guz- 
zler of oil, Stocks of petrol were already low 
in March, and they have yet to recover (see 
chart above), Demand is still soaring, fuelled 
by the economic boom and the arrival of 
warm weather. Awkwardly, the government 
has chosen this moment to order firms to 
start selling cleaner types of petrol in a num- 
ber of cities. Teething troubles at refineries 
producing the cleaner fuel have interrupted 
supply and made the market tighter. 

All this explains why Rilwanu Lukman, 
OPEC’s secretary-general, insists that, even at 
their current levels, “prices are not overly 
high.” Most cartel members agree with this 
assertion, but—as at the previous opec meet- 
ing in March—not Saudi Arabia. The cartel’s 
heavyweight is one of the few members with 
lots of spare capacity, is anxious not to of- 
fend the United States, and has hinted that it 
wants an increase of a million barrels a day 
or more. Will the Saudis get such a huge in- 
crease? Probably not as easily as they did in 
March, But with this rancorous cartel, noth- 
ing is ever wholly predictable. 
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Pay dirt 
EDMONTON, ALBERTA 


INCE the great Klondike gold rush of a 

century ago, this rugged corner of Can- 
ada has seen plenty of booms and busts. 
The next big boom looks likely to come 
| from the “black gold” that lies under the 
region’s forests: oil sands. When Peter 
Pond, a British explorer, ran into the local 
Cree tribe in 1778, he found them caulking 
their canoes with the bitumen that iscom- 
mon in these parts. Three decades ago, 
firms began commercial exploitation of 


ogy and declining costs of production, op- 
| timists now think the region’s huge re- 
serves of this mucky material could meet 
| half of Canada’s oil needs by 2010, up 
| from just a quarter five years ago. 
| 

| 





Hopes of such a bonanza might ex- 
plain the upbeat mood in Calgary, Al- 
berta’s second city and arguably its real oil 
capital. The World Petroleum Congress 

(wrc) met there this week, and many of 
| the thousands of participants came to 
| find out about the oil sands of northern 
Alberta. The oil is trapped in a viscous tar 
that is found under forests the size of Scot- 
| land. There is reckoned to be 300 billion 
| barrels’ worth of oil here, greater than 
Saudi Arabia’s proven oil reserves; if 
brought to market, it could fetch trillions 
of dollars. 

Ah, but there’s the snag: extracting the 
oil from the tar-like bitumen (tar sands is 
what old lags call oil sands) is not as easy 
| as sticking a pipe into the Saudi desert. It 

takes over a tonne of bitumen to make one 
useful barrel of oil. Yet firms have invested 
some $33 billion in the area to turn oil 
sands into oil. 















the stuff. Thanks to advances in technol- ` 





Why? One reason is that oilmen see 
Canada, for all its fissiparous tendencies, 
as much less risky than the Middle East. | 
is also close to the giant American mark 
Whatis more, says Wayne Kubasker of Ex 
xon Mobil, “The oil sands are there. There 
is no risk in finding them. Finding and de- 
velopment costs are much less than for 
conventional oil.” Production costs of $17 
a barrel have fallen to lessthan $13 a barrel 
over the past decade. The government 
helps with lavish tax breaks. Syncrude, 
whose main partners inc'ude Exxon Mo- | 
bil, Gulf and Occidental, mines two- | 
thirds of the sands extracted today and 
plans todo so for years tocome. k 

All this is encouragirg, but the local 
optimism is probably a bit excessive. After 
all, a barrel of Middle Eastern oil costs less) 
than $5 to extract. And little over a year | 
ago, oil fetched less than $10 a barrel. Until 
the cost of extracting oil from the sands 
drops by a lot more, Saudi Arabia’s su- | 
premacy in the petroleum world is proba- | 
bly notunder serious threat from Alberta. 











Japanese retailing 
Tilting at 
windmills 


TOKYO 


A involving the residents of a sleepy 
‘Tokyo ward and the opening hours of 
Don Quixote, an eclectic Japanese retailer, 
might seem unlikely material for a drama 
being played on the world stage. Yet when 
the 52 assembly members of Suginami ward 
met this week to chew over a controversial 
new by-law, it was not just the locals who 
had an eye on the outcome. Tokyo's power- 
ful city government has taken a keen inter- 
est, as have top officials from the Ministry of 
International Trade and Industry (mr). Hi- 
roshi Yamada, the youthful local mayor who 
has championed the new law, even reports a 


recent visit from the American government, 

Mr Yamada owes his moment in the 
spotlight to a new law regulating the opening 
of big shops in Japan, which took effect this 
month. Unlike the notorious legislation itre- 
placed, which protected Japan’s myriad 
small-shop owners, the new rules aim to reg- 
ulate not large shops in themselves but the 


environmental effects of their business. 


America has a particular interest in the new 
rules, It was American trade officials who, in 
1990, bullied the Japanese government intoa 
gradual easigg of the old restrictions on big 
retailers. More than $1 billion-worth of 
American investment followed, disrupting 
cosy business practices and bringing names 
such as Toys “R” Us and Gap to Japanese 
high streets. mitt claims that the new law 
will open the industry to more deregulation. 
But the new regime may not be any more fa- 
vourable to big retailers than was the old one. 

The worry is that, although the new law 
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no longer explicitly protects 
small-shop owners, it will still 
be used to shield them from 
the big-store chains. Under the 
old regime local governments, 
which administered the law, 
organised an “adjustment pro- 
cess” between big-store de- 
velopers and local shop own- 
ers. At its most naked, this 
meant that big retailers gave 
bribes to powerful local shop- 
owners’ associations, Often, 
these associations managed to 
block the chains altogether. Ja- 
pan’s big stores fear that these 
associations will be able to 
continue frustrating their ex- 
pansion under the new law. 
Only their rhetoric will change, 
from protecting small shops to 
protecting the environment. 

On top of this, the responsibility for 
drawing up the ground rules passes from 
mitt to Japan’s prefectural and big-city gov- 
ernments. Mitt Officials say this is part of a 
wider pattern of devolution in Japan. But it 
also brings the exercise of power closer to the 
small-shop owners who have blocked big re- 
tailers in the past. mitt has issued, in loving 
detail, a set of national guidelines to cover 
parking regulations, traffic congestion, noise 
pollution and so on. But, with no obligation 
to adopt them, several independent-minded 
prefectures have already announced their 
own, tougher, rules. 

To complicate things further, the new 
law covers only shops with floor space 
greater than 1,000 square metres. Japan’s 
3,300-0dd municipal governments, which 
have been deprived of a role under the new 
system, have seized the chance to draft their 
own environmental rules to cover smaller 
shops. A recent survey of 117 municipalities 
by the Nikkei Shimbun, Japan's leading 
business newspaper, found that nearly half 
of them planned new rules. Some munici- 
palities, such as Suginami, even have ambi- 
tions to regulate the bigger shops that fall un- 
der the national rules as well. Suginami plans 
to force all big retailers to conclude “environ- 
mental agreements” with local residents. If 
they break these agreements, says Mr Ya- 
mada, Suginami will publicise their crimes— 
repeatedly. Don Quixote has taken the new 
ordinance seriously, even offering to set 
aside 70 square metres in its shop asa perma- 
nent office for local citizens’ groups, who can 
then monitor compliance with its environ- 
mental agreement from the inside. 

A recurrence of Japan’s old bureaucratic 
disease? miti claims otherwise. Officials 
point out, for instance, that prefectural gov- 
ernments may draw up rules that are stricter 
than the national guidelines only if they 
havea “rational ground for calculating” their 
own rules. Yokohama’s tough parking rules 
are rational, thinks mrr1, because the city has 
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We’ve come to monitor your environmental compliance 


been doing research on local traffic condi- 
tions since 1980. Mitt also takesa dim view of 
the municipal governments’ proposed regu- 
lations, arguing that they may not impose 
standards on small shops that are stricter 
than the national guidelines for bigger out- 
lets. For those who worry that local govern- 


ments will use the application 
process itself to delay projects 
interminably, mrt has passed 
a law requiring prefectural 
governments to reach a deci- 
sion within eight months. 

If anything, mit is in dan- 
ger of overreacting to the local 
diversity that has begun to 
emerge. The big-shop develop- 
ers say they are worried about 
the unpredictability that will 
come from a patchwork of lo- 
cal regulatory regimes. But the 
pernicious effects of insensi- 
tive, over-centralised rules are 
everywhere to be seen in Ja- 
pan, especially on the environ- 
ment. Local politicians such as 
Mr Yamada appear genuine in 
their desire to reclaim their 
communities for the people 
who live in them. His methods seem spot on, 
too. Mr Yamada’s proposed rules for big re- 
tailers include a provision to make all negoti- 
ations between local residents and retailers 
public, so that nobody can abuse the process 
for personal interests. A good idea, that one. 








Net wealth 


PARIS 


VISIT to Christian Dior’s glittering 

boutique on the Avenue Montaigne 
is a powerful lesson in how to sell luxury. 
Exquisite handbags hang like modern art 
in classic, silvered rooms. The floors have 
been imported from a castle in Scotland. 
Elegant assistants talk lovingly about the 
handstitching and les petites mains that 
still work above the shop. Ask them nicely 
and they will show you a hidden, bro- 
caded room where duchesses and pop 
stars come to try on the latest catwalk cre- 
ations from Dior’s fashion designer, John 
Galliano. 

In such a surreal atmosphere, paying 
$1,000 for a Dior handbag seems, well, 
rather a snip. But would it on the Internet? 
The question that many luxury-goods 
companies now face is whether they can 
peddle their illusions online, where shop- 
pers go for low prices and convenience, 
not mystique. 

Next week vmn, the luxury-goods 
conglomerate that runs the House of Dior, 
will announce the launch of eluxury.com, 
a website selling luxury goods at full price. 
The site will feature 60 brands—2,500 
items in all, distributed from a warehouse 
in Memphis, Tennessee—including 
LvMH-owned Louis Vuitton, Celine, Kors, 
Givenchy and tac Heuer, plus other big 
labels such as Bulgari, Ferragamo and La 
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Perla. It will have editorial and videos of 
catwalk shows. 

Although there are other luxury- 
goods websites, most have been unable to 
persuade labels to supply them with any- 
thing better than limited, out-of-date 
ranges. The reason is fear of discounting. 
As luxury e-tailers have cut their prices to 
survive, the labels, fearing that cheap 
prices mean a cheap image, have fled. 

Though tvmu competes directly with 
the likes of Bulgari, it has a big advantage. 
It controls prs, a global chain of 154 physi- 
cal stores, where its own brands sell hap- 
pily side by side with their rivals. Myron 
Ullman, managing director of tvmu, says 
that, because prs has existing relation- 
ships with these other labels, it has been 
relatively easy to persuade them to set up 
shop in cyberspace. He says too that he 
has learnt caution from the failure of 
boo.com, in which Bernard Arnault, 
LvMu’s chairman, had astake. Though the 
new site’s launch is next week, marketing 
will not begin until the autumn. 

Yet, however cautious the site launch, 
the Internet will never create the same illu- 
sion of prestige as a physical store or a live 
catwalk. The danger is that selling luxury 
on the Internet will simply destroy the im- 
age that companies such as LVMH have in- 
vested so much to create. 
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Qualcomm’s Dr Strangelove 


Irwin Jacobs has built a company on intellect. How much can he persuade the mobile 
phone companies to pay for it? 


| Soap not surprisingly for a former pro- 
fessor of engineering at the Massachusetts 
Institute of Technology, Irwin Jacobs, the 67- 
year-old founding chairman and chief execu- 
tive of Qualcomm, is a passionate believer in 
the value of brainpower. 

Many high-tech companies base their suc- 
cess on channelling the inventiveness of their 
employees and commercially exploiting the 
intellectual property that they have created. 
Few, however, have taken this approach to 
such an extreme as Qualcomm, the inventor of 
amobile-phone technology called coma (code 
division multiple access) that will be the un- 
derlying standard for the new “third genera- 
tion” high-speed mobile Intemet services 
across the world. 

Qualcomm is an intellectual-property 
business in its purest form. It is, in effect, a 7,000-strong research 
lab. Most of its sales, of around $4 billion this year,come from sup- 
plying chipsets, which it contracts others to make, to mobile- 
phone equipment makers, and from the royalties it receives from 
patents and licensing. Some analysts believe that within ten years 
the royalties from Qualcomm’s coma patents could be flowing 
into the San Diego firm at the rate of $20 billion a year, putting Dr 
Jacobs's baby into the Microsoft league of profitability. 

Ten years is a long time in a business changing as rapidly as this 
one, but two things are certain. The first is that Qualcomm is occu- 
pying the most toothsome of sweet spots in one of the fastest- 
growing industries the world has ever seen. The second is that it 
would never have got there without Dr Jacobs's conviction not 
only that the best technology would win, but that Qualcomm 
could be properly rewarded for inventing and developing it. 

Dr Jacobs started Qualcomm with seven other colleagues in 
1985, after leaving Linkabit, a technology consultancy he had 
founded and then sold. He had no idea what Qualcomm would 
actually do other than come up with new technology in the area of 
communications. Its first work was on government contracts, in- 
cluding the development of low-earth orbiting satellites and adigi- 
tal version of high-definition television. 

But what really excited Dr Jacobs was the possibility of bring- 
ing to the market a technology for digital mobile-telephone net- 
works that would use radio spectrum three times as frugally as ri- 
val systems and yet be better and more reliable. When, in 1988, 
Qualcomm began to enjoy its first steady revenues (thanks toOm- 
nitracs, a wireless satellite-communications system for the truck- 





fusing to dilute or relinquish his coma patents 
and, despite a dislike of public speaking, taking 
to the conference circuit to tell the world why 
cpMa would not be the mobile-phone equiva- 
lent of the Apple Mac or Betamax. Slowly 
CDMA caught on. Two telephone companies, 
AirTouch in 1993 and then Sprint in 1995, were 
finally persuaded to sign up. 

Today, although still in third place behind 
TDMA andGsm, and with 13% of the world mar- 
ket,cpMa is outpacing them—with growth last 
year of 118%, Because Cpma’s packet-based 
technology is so good at handling data, it is 
now the basis of the recently agreed interna- 
tional standard for third-generation services. 
Current coma networks not only handle data 
more surely and at higher speeds than their 
TDMA and Gsm equivalents, but also provide 
an easier and cheaper way to move to third-generation services. 


Next, extract the money 

Dr Jacobs thinks that, had he not been an engineer himself, deeply 
immersed in research and development, he would not have had 
the confidence to stick to his guns. Yet his rather owlish manner 
gives way to frightening intensity when he talks of threats to his 
firm's intellectual property. Though disdainful of the celebrity 
showered on other tech billionaires—he lives modestly in the 
house at La Jolla, California, that he bought more than 30 years 
ago—Dr Jacobs's dogged, even ruthless, enforcement of Qual- 
comm’s patent rights has made him as much feared as respected. 

In 1998, he came close to triggering a transatlantic trade war 
over Qualcomm’s patents. Nokia and Ericsson, the two European 
giants of the mobile-phone business, contended that the third- 
generation system planned for Europe, wcpMa, did not use Qual- 
comm’s intellectual property. Last year, Ericsson hoisted the white 
flag, resolving its disputes with Qualcomm. But Finland’s Nokia is 
still holding out against Dr Jacobs's demands for wcpMa royalties 
and is working with Motorola to thwart another Qualcomm tech- 
nology known as Hpk (high data rate). 

Qualcomm’s aggression in defence of its inte!lectual property 
is understandable, but it could backfire. Dr Jacobs's claim that his 
firm will be the Intel of the mobile Internet is a provocative anal- 
ogy. It has already raised the hackles of rich and powerful wireless- 
equipment firms that have no intention of becoming mere assem- 
blers of other people's technology, like wretched pc makers. 

Thanks to the brilliance of its engineers and to Dr Jacobs's sin- 





ing industry), Dr Jacobs decided to bet the 
company on cpMA. He raised more 
money and, by the end of 1989, Qual- 
comm was able to show that cpMaA 
would work. “Nobody found a hole in it,” 
he says. 

Even so, most American telephone 
companies, led by atar, went for a better- 
established wireless technology called 


An idea strikes 


Qualcomm’s share price, $ 


gle-minded refusal to compromise, Qual- 
————— 200} comm undoubtedly has the whip handat 
present. But, as Tom Engibous, chief exec- 
utive of Texas Instruments, the company 
that provides most of the chips for Gsm 
telephones, argues, too uncompromising 
an approach to patent enforcement can 
force potential partners into working 
-50| around you, thus eroding the value of 








TDMA (time division multiple access), 
while Europe and Japan adopted the sm 
(global system for mobile communica- 
tions) standard. Dr Jacobs persevered, re- 
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your intellectual property. After all the eu- 
phoria that surrounded Qualcomm’s 
shares last year, this may be what is now 
giving investors pause for thought. 
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STOCK EXCHANGES 


The battle for efficient markets 


NEW YORK 


Stock exchanges everywhere are caught up in a tussle for the ultimate prize: a 
global share market. Our first article assesses the state of readiness of the 


world’s biggest, the New York Stock Exchange; a second looks at the travails of 


the planned merger between London and Frankfurt 


FY years from now, the business of trad- 
ing shares will look radically different. 
Many old stock exchanges will be gone. The 
sense of revolutionary change is palpable. 
Hardly a week goes by without a new 
share-trading system being launched, 
or one exchange proposing to marry 
another. 

Last month, the London Stock 
Exchange and Deutsche Börse 
announced a merger, together 
with a joint venture with Amer- 
ica’s Nasdaq, now the second- 
biggest stockmarket in the 
world. Nasdaq has also formed 
affiliations with stock exchanges 
in Japan, Hong Kong and Canada, 
among others. More recently, Nas- 
daq’s great rival, the New York Stock 
Exchange, said it was exploring the feasi- 
bility of a global equity market that would 
link exchanges in several coun- 
tries, including France and Ja- 
pan. The goal of these ex- 
changes is being urged on them 
by investors and companies 
alike: a single 24-hour market in 
which the shares of the world’s 
biggest blue-chip firms can be 
traded cheaply and efficiently. 

Tens of billions of dollars are 
directly at stake; and the indirect amount is 
far greater, since equity trading affects in- 
vestment returns, corporate control and 
even the whole shape of economies. More 
and more countries are acquiring the cult of 
equity, since they have decided that the pro- 
cess of people putting money into the stock- 
market and companies taking it out is the 
best mechanism for allocating long-term 
capital within their economies. At the same 
time, the long bull market has brought pros- 
perity to investors, traders—and exchanges. 
So why is the New York Stock Exchange, the 
biggest in the world, said to face extinction? 

The death of the Big Board has, admit- 
tedly, often been predicted, by The Econo- 
mist among others. Doomsters always point 
to its traditional trading floor, crowded with 
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noisily jostling people, and say that elec- 
tronic exchanges must offer lower-cost trad- 
ing. Many of America’s most glamorous 
“new-economy” companies, from Amazon 
and Oracle to Intel and Microsoft, have cho- 
sen not to be part of the nyse’s blue-chip ros- 
ter, listing on Nasdaq instead. The nyse has, 
until recently, retained many restrictive 
rules and practices that have protected it 
from competition; as they are scrapped, it 
will become more vulnerable. And it has 
been very slow to forge alliances or joint 
ventures with overseas markets, risking re- 
maining an essentially national operation in 


arapidly globalising marketplace. 

The reason for most of these failings is 
that the nyse has refused toadapt as markets 
have evolved. And the main reason for that 
is that it is under conflicting pressures from 
its customers and its members. Some big fi- 
nancial institutions are investing in rivals, 
such as online trading systems, collectively 
known as electronic communication net- 
works (EcNs). These firms are actively con- 
sidering shifting some trading away from the 
NYSE, partly to make more money for them- 
selves. Resolving these conflicting interests 
has been made especially hard because, like 
most stock exchanges until recently, the 
NYSE is mutually owned and largely con- 
trolled by those squabbling financial firms. 
A planned sale of shares in the nyse, which 
might have given ita more effective manage- 
ment and governance structure, has been 
puton indefinite hold. 


Big Board blues 
Richard Grasso, the nyse’s chief executive, is 
not complacent about the exchange’s cur- 
rent prosperity. He concedes that the Big 
Board is vulnerable, a fact he puts down to 
big strategic mistakes that it has made in the 
past. But he insists that these do not include 
the decision to keep the floor. Most other ex- 
changes have, admittedly, scrapped their 
floors; no new stockmarket has repli- 
cated the nyse’s people-oriented trading 
structure. And the Big Board’s plans to 
build a new floor across the street in 
lower Manhattan seem to have come 
unstuck—leading some to speculate 
that the floor may yet be allowed todie. 
Mr Grasso himself admits only to a 
concern that the visual image of the floor 
may notsend the right message in today’s cy- 
berworld, however good it looks on televi- 
sion. He recalls how, two decades ago, Sey- 
mour Cray, father of the supercomputer, 
suggested that the exchange should cover its 
floor with another, visible to the public, oc- 
cupied by computers and serious-looking 
people in white lab-coats. Yet Cray still 
wanted shares in his company traded on the 
floor. And Mr Grasso is adamant that itis the 
floor, which hosts the exchange’s trading 
specialists, who make markets in particular 
shares, that makes the nyse the most effi- 
cient trading system in the world—albeit 
one, he stresses, that is augmented by bil- 
lions of dollars’ worth of new technology. 

So what does he think were the nyse’s 
mistakes? One was its lengthy ban on initial 
public offerings, lifted only in 1984, which 
helped Nasdaq. The Nasdaq market quickly 
became knownas the place where America’s 
promising growth companies went to raise 
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equity. (Mr Grasso jokes that, to secure Mi- 
crosoft’s listing, he would be willing to walk 
across America from New York to Redmond, 
Washington.) The recent removal of rule 500, 
which made it hard for nvse-listed firms to 
switch to other exchanges, might now in- 
crease Nasdaq's threat. 

_ But the mistake Mr Grasso thinks may 
have cost the nyse most has been its failure 
to recognise that its greatest assets are its 
data. The exchange gets a mere $130m a year 
from selling its tape of share prices to outsid- 
ers, who then reconfigure the information 
and sell it on, earning, by some estimates, 
over $20 billion. Imagine, says Mr Grasso, if 
the nyse had capitalised on this data: it 
would have so much money coming in that 
it could let people and companies trade and 
list free, creating even more data to sell. He 
intends to make up for lost time: “We are in 
the data and media business.” 

This is an interesting way to look both at 
the nyse’s predicament and its opportuni- 
ties. Indeed, Mr Grassoclaims, somewhat ex- 
travagantly, that the real threats to the Nyse 
do not come from Nasdaq, from foreign ex- 
changes or even from the new EcNs, but 
from e-commerce firms such as eBay or Ya- 
hoo! that have become experts at data min- 
ing and manipulation. The exchange wants 
to regain ownership of its share-price data 
by withdrawing from the Consolidated 
Tape Association, a mutual organisation run 
by all America’s regulated exchanges, which 
sells their combined data. It is also looking 
for new ways to make money out of other 
data that it collects, including its “limit order 
book”, which includes all as-yet-uncom- 
pleted orders to buy or sell at a pre-specified 
price, and which is now available only to the 
floor specialists. 


Is the price right? 

Information is indeed what a stock ex- 
change really deals in. When most investors 
come to the market, the first thing they want 
is the answer to a simple question: what is 
the share price? And much of the current 
battle over share trading is about how that 
question is answered. Every investor wants 
what the nyse says it provides: “best price”. 

That is an ambiguous phrase, but it 
means, among other things, that the price 
should be as tight as possible. Traditionally 
shares in America have been priced in frac- 
tions, currently sixteenths of a dollar. This is 
hardly tight, which is why the Securities and 
Exchange Commission (sec) wants both the 
NYSE and Nasdaq to move to price to two 
decimal places, starting this September. 
Some Ecns already trade in decimals. 

Best price also means a price that genu- 
inely includes the choices of all buyers and 
sellers. In America, buyers and sellers on the 
NYSE are connected to their counterparts 
trading nyse-listed shares on regional ex- 
changes, such as the Pacific Exchange, by the 
Intermarket Trading System (rts). This prob- 
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Tivals. This also explains the paradoxi 
conclusion contained in a study of 1 
institutional traders conducted by Plex 





ably results in better pricing than for the 
nearly one in ten nyse-listed shares that are 
traded outside the rrs in the fast-growing 
“third market”, made up of firms such as 
Knight Primark or Madoff Securities which 
are not members of the nyse. Such third- 
market firms sometimes even pay brokers to 
send them their customers’ orders, a practice 
that makes it seem less likely still that they 
will get the best possible price. 

On the other hand, the rrs is slow tointe- 
grate prices off the nyse, which may mean 
that its prices are not in fact “best”, Indeed, 
the Big Board wants the irs to be scrapped. It 
argues that this would improve the quality 
of the nyse's prices by removing across-sub- 
sidy (free use of price data) to regional ex- 
changes, without which some would go 
bust, leading to more trading in New York. 
Whether regulators would need to impose a 
replacement for the rts has become a big de- 
bate. The sec is consulting on proposals to 
create a system that would integrate trading 
information from America’s separate ex- 
changes. But critics of this plan reckon that it 
would stop market forces and competition 
among exchanges from producing the most 
efficient solution. 

As well as being offered best prices, in- 
vestors also want to know that they will be 
able to trade at those prices: “instant execu- 
tion”, in the jargon. But there is typically a de- 
lay of several seconds between an order be- 
ing sent electronically to the Nyse and its 
execution. ecns such as Island and Instinet 
claim to have no delay at all. Retail stockbro- 
kers such as Merrill Lynch and Charles 
Schwab reckon that most of their customers 
would rather have instant execution than 
the small possibility that they might get a 
better price on the Nyse. 

Investors also want to know how many 
shares a price is good for: that is, how deep 
and liquid the market is. This is a big worry 
for institutional investors, which spend 
much time and money trying to minimise 
the risk that prices will move against them 
when they do a large trade (“price deteri- 
oration”, in the jargon). This is why EcNs, 
only a year ago regarded as a huge threat to 
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stock exchanges, have often failed to live up 
to expectations. Their prices have no depth, 
because they have little inventory. But the 
scrapping of another of the nyse’s restrictive 
regulations, rule 390, which banned the trad- 
ing of listed shares in any other market, may 
give the ecns a chance to do better. a 

How does the nyse perform on liquid 
ity? Currently, 90% of orders of 10,000 sha 
Or more go through the Big Board, which sus 
gests thatitis a deeper market than any of it 












































bining commissions with price deteri- 
oration) is on average one-third lower. Oth- 
ers dispute these findings; and the Big 
Board's cost advantage has anyway declined. 
since 1997, partly because Nasdaq has be-. 
come cheaper thanks to new rules for han: 
dling orders, and partly because the liquidity 
of the nyse has itself diminished. 


Waiting in line 
Big investors have a different complaint: _ 
that, because all orders on the nyse go toa 
single specialist, other investors can take ad- 
vantage of a big transaction before the order 
is completely filled. This increases price de- 
terioration for large traders. They want strict 
time priority, meaning first come, first 
served. The nyse Says it plans to introduce 
strict time priority soon. Institutions are 
seeking alternatives such as crossing trades 
among themselves—-a big reason for. the 
growing popularity of crossing networks. To ° 
disguise big orders, Fidelity also uses hun- 
dreds of brokers and anonymous trading 
systems to execute trades in small parcels. 
The fact that a specialist on the Nyse 
floor has sole access to the exchange’s limit- 
order book gives him highly valuable in- 
formation about the supply and demand for 
a share. This knowledge is probably the 
main source of the specialist's profits. As part 
of realisingitsdestiny asadatacompany,the 
NYSE says it will scrap this monopoly on in- 
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formation by opening up the limit-order 
book to the public. If it does this, which 
would not be easy, it would make the market 
far more transparent. But in doing so, it risks 
sacrificing the people who are said to have 
made the nyse what itis: the specialists. 
Specialists do two main things. They ag- 
gregate buy and sell orders for a particular 
stock. And they intervene in 
the market, buying or selling 
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have produced poor prices, as Mr Grasso 
points out. The absence of specialists from 
after-hours trading is one possible explana- 
tion. 

There are no specialists on the Nasdaq 
stock exchange. For the largest Nasdaq com- 
panies, such as Microsoft or Intel, the market 
is as liquid as for any nyse share. For the rest 
prices are not quite as 
good, though they have 





to reduce price volatility: in | Number of foreign improved considerably 
other words, they provide li- | companies listed since order-handling rules 


quidity. The first of these | aan 
functions could easily be 
done by a computer, or a se- 
ries of linked computers. 
Whether the second can also 
be replicated cheaply may 
decide the specialists’ fate. Li- 
quidity is, after all, the Nyse’s 






were changed in 1997 after 
an antitrust investigation. 
For a sophisticated Wall 
Street firm, there is far more 
potential for profit in ex- 
100) ploiting pricing disparities 
in a thinly traded Nasdaq 
stock than in shares traded 
on the nyse. As an illustra- 
tion, Merrill Lynch last 








main competitive advantage. | 1990 92 94 
Yet it is not clear that this | Sse = 

liquidity is due to the exis- 

tence of specialists. People like to trade 


where they know other traders congregate. 
Oncean exchange hasa certain amount ofli- 
quidity, itis likely to attract more trading vol- 
ume, even if there are more efficient, but less 
liquid, alternatives. This is why many econo- 
mists, including Alan Greenspan, the Fed 
chairman, argue that stock exchanges tend 
towards natural monopoly. 


Liquid assets 

The nyse may, in short, be the most liquid 
exchange simply because it is the biggest.On 
the other hand, some financial institutions 
are so big that it would take only one or two 
(a Vanguard or Fidelity, say) to switch to an 
alternative venue to do serious damage to 
the Big Board's liquidity. As one of America’s 
top regulators privately admits, the Nyse 
could lose 30% of its volume overnight, and 
may soon do just that—and its dominant po- 
sition, once lost, might never be regained. 
Without the economies of scale that the Nyse 
reaps, its overheads would soon turn itintoa 
decidedly high-cost provider. 

Even rivals to the nyse acknowledge that 
only a very few shares (perhaps 50-100 firms) 
are truly liquid, meaning that volumes are so 
vast that there is never any difficulty in trad- 
ing. In almost all cases, at least some of the 
time an intermediary is needed to provide li- 
quidity by putting his own capital at risk by 
taking the other side of a customer's trade. 

On the nyse, the specialist's monopoly 
position in seeing the limit-order book is 
granted in return for the responsibility, at 
least in theory, of ensuring a liquid market in 
a share. Would changing to a competitive 
system of liquidity provision by opening up 
the limit-order book to all result in better 
prices—or, instead, put the specialists out of 
business, so that nobody guarantees liquid- 
ity? Competition might be a better bet than 
monopoly—though efforts to extend trading 
in nyse shares after normal trading hours 


82 


week bought Herzog Heine 
Geduld, a market-maker with 8% of Nasdaq 
volume, for around §1 billion. By contrast, 
LaBranche, the largest specialist firm on the 
NYSE, with a 14% share of trading volume, 
has a stockmarket capitalisation of around 
$850m. 

Merrill's purchase highlights another 
trend. Retail stockbrokers, most notably 
Charles Schwab, are increasingly looking to 
“internalise” by using their own market- 
makers to execute buy and sell orders from 
their own customers, without exposing 
them to the outside market and the chance 
of a better price. But this can benefit the bro- 
kerage at the expense of its customers. Some 
Wall Streeters think that Merrill may soon 
use Herzog to internalise orders for NYSE- 
listed shares, shifting lots of trading volume 
off the floor and badly hurting the exchange. 

Schwab is a big consumer of nyse data. It 
stands to be one of the big losers if the Nyse 
can charge what the market will bear. If the 
Big Board does start to make more of its data, 
however, the users of the Nyse, whose orders 
are creating those data, might themselves 
want to be compensated. Sorting this ques- 
tion out should keep all concerned busy for 
many years. 


The urge to merge 

If there is life yet in the floor, the specialist 
system and the nyse’s data—and these are 
all big ifs—what about its other big failing: 
the lack of a global strategy? Of late, the big- 
gest news in exchanges has been not about 
floors versus screens but about international 
partnerships and mergers. But untilits recent 
announcement of a vague linkage with sev- 
eral foreign exchanges, the Nyse seemed to 
have been left out of a powerful wave of in- 
ternational consolidation. Even now it is de- 
batable how involved it really is. Alliances 
and mergers have never been much in fa- 
vour at the Big Board. A few weeks ago, it was 
rumoured to be talking to its arch-rival, Nas- 


daq, about a merger; but the talks seem to 
have come to nothing. 

The mergers have been guided by the 
idea that technology overrides geography. If 
there is no longer a stock-exchange floor, no- 
body really cares where the matching and 
execution of orders takes place. A buyer 
could be in Frankfurt and a seller in Mem- 
phis. So maintaining separate trading opera- 
tions in lots of exchanges represents hugely 
expensive, wasteful duplication. Rival ECNs, 
such as Instinet and Tradepoint, anyway 
threaten to make the old exchanges obsolete. 

The nyse’s response to globalisation has 
been to seek to bring the mountain to Mo- 
hammed. “We aim to be the number two 
market for every major non-us stock,” says 
Mr Grasso. There are now 400 foreign firms 
listed on the Big Board. For a few firms, nota- 
bly some from Latin America, the Nyse ac- 
counts for the largest part of the global trad- 
ing volume in their shares. Unlike merging, 
which is fraught with business and human 
dangers at the best of times, this strategy of 
attracting foreign listings depends on doing 
what the nyse should be doing anyway, but 
has done only slowly: providing liquidity, 
lowering costs, delivering best prices and ex- 
tracting value from its data. 

But as the marketplace globalises, it is 
surely not going to be enough. The only way 
in which it might work is if all the world’s 
biggest companies were to come to the Big 
Board (and hence submit themselves to 
American accounting standards, as well as to 
sec regulation). There is little chance of that 
happening. What is much more likely is that 
the big blue chips will hope to benefit from a 
network of stock exchanges, old or new, that 
can deliver global trading. By seeking now to 
link up with the French, Japanese and oth- 
ers, the nyse is implicitly recognising this. 
But its cultural resistance both to change and 
to alliances may still prove a big obstacle. In 
the end, ironically, it may not be only its 
dogged adherence toa trading floor or its sys- 
tem of specialists that knocks the nyse off its 
perchas the world’s leading exchange; it may 
be thatit gets left behind by the rush to create 
an integrated world marketplace. 





Dog days for Grasso 
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When you need a ride, you don’t pay for the whole cab. 
Thats the philosophy behind hp’s inventive applications-on-tap. Instead o 
-investing big in software you only need from time to time, you rent 
the latest versions online and pay only for the time you use them. | o 
Or you can make your own applications or services available Tor aher haines : : 
fo use, creating new revenue streams. And those applications are always | 
available, running on hp hardware, software and solutions. - 
It's another way hp is reinventing business as you know it. 


www. hp.com/e-services 


Why own when you can rent? 


e-services solutions from hp, =- 





The point is not 
to be sharp. 


The point is to 
stay keen. 


When it comes to making your mark in the world, being sharp 
isn't enough. For there’s a thin line between better and best 
And a trail of grinding persistence behind every winner. At 
ABN AMRO Bank, our commitment to continually improving 
our products and services is what gives us our edge. Keeping 
us keen with a personal touch, and a wealth of solutions for 
you to draw on. Solutions you may never have known existed 
before you met us. How do we do it? By making a point of being 


your bank. Any way you look at it 





‘or more information, contact us at Tel 


| ABN-AMRO Bank 


www.abnamro.com 





Running into trouble 


Many London traders are worried that the proposed London-Frankfurt 
merger will damage their business. So they should 


HE British are notoriously suspicious of 

Germans, and City folk, for all their in- 
ternational business, can be as xenophobic 
as any. So the mere suspicion that the 
planned merger between the London Stock 
Exchange (tse) and the Deutsche Börse was 
cooked up by a coterie of giant American in- 
vestment banks is enough to make London- 
ers mutter about stabs in the back. Worse, the 
suspicions are well-founded. 

On London’s side, despite official deni- 
als, the deal was largely driven by the big 
banks. Michael Marks of Merrill Lynch, Si- 
mon Robertson of Goldman Sachs and Sir 
David Walker of Morgan Stanley Dean 
Witter all attended secret meetings with the 
Germans in Paris. Critics say these bigwigs 
were outwitted by Werner Seifert, the boss of 
Deutsche Börse, a tenacious negotiator with 
a mania for scenario-planning. As early as 
1995, he even hired McKinsey, a consultancy, 
to work out if he could take over the tse. 

But London’s bankers insist that their 
growing unease about the merger is not a 
matter of misplaced nationalism. And, even 
within the “bulge-bracket” banks behind 
the deal, senior figures are quietly voicing 
dismay. The worry they share with smaller 
firms is that the new iX—for “international 
exchanges”—will cost a fortune, cause regu- 
latory muddle and favour Frankfurt as a fi- 
nancial centre. Neither exchange has so far 
managed to dispel the doubts. 

When the merger was announced last 
month, it was welcomed as a step towards a 
single Europe-wide stockmarket. London 
was to get “blue-chip” listings, while Frank- 
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furt would be home to a new high-growth 
market. Even better, America’s Nasdaq, 
which has an unrivalled name for new- 
economy stocks, would lend its brand to that 
new market, with the eventual aim of linking 
it to its network of exchanges around the 
world to form a global market. 

Don Cruickshank, tse chairman and 
chairman-designate of iX, was relaxed that 
many details of the merger had not been 
worked out:it was enough to agree the broad 
principles. Unfortunately, he was forced into 
one climbdown within days. After dismiss- 
ing as “rubbish” reports that even British 
companies might be forced to list in euros, 
Mr Cruickshank had to repudiate iX’s first 
press release, which said that was indeed the 
eventual aim for all companies. Since then 
other fears have mushroomed, as it has be- 
come clear how sketchy the deal remains. 

The critics’ biggest question is: what 
benefits will the merger bring? The original 
answer was a consolidated marketplace and 
a single trading platform. Yet far from having 
one market, the deal boasts five: the blue- 
chip market in London; a smaller local Lon- 
don market; Aim, the London small-stock 
market; Nasdaq-iX; and the old Frankfurt 
trading floor. The floor is operated under li- 
cence from the state of Hesse, so iX will be 
unable to shutit even ifit wants to. 

More worrying, from London’s point of 
view, is the fear that initial public offerings 
(iros) in London may dry up—and with 
them all the accompanying banking, ac- 
counting and legal work. How many new 
companies will want to present themselves 
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as “low-growth”? And what if certain British 
blue-chips, such as Vodafone AirTouch, a 
mobile-phone behemoth. which may fancy 
themselves as the next Microsoft, choose to 
list in Frankfurt too? Nascaq’s ambitions are 
bigger still. It has been telling bankers that it 
does not see Nasdaq-iX as limited to the 
“TMT”—technology, mecia and telecoms— 
stocks that have long been fashionable. In- 
stead, it cites Starbucks, an American coffee- 
shop chain, as a typical Nasdaq company. 

Nor is it clear that Germany’s blue chips 
will willingly transfer to London. sasr, a big 
German conglomerate, has already said it is 
worried about moving. It has set up a work- 
ing group with other members of Germany's 
Dax index of 30 leading shares to discuss 
their concerns. 


Xetra hassle 

The ideal of a single trad.ng-platform seems 
just as illusory. Xetra, the German order- 
matching system that iX proposes to adopt, 
cannot accommodate the quote-driven trad- 
ing used for most of London's 2,000-plus 
stocks, Many traders gramble that Xetra is 
not as good as London’s current Sets system, 
and certainly well behind France’s nsc sys- 
tem or Switzerland’s tecnnology. Xetra can- 
not, for instance, accommodate after-hours 
trading, so any lengthening of the trading 
day requires traders to remain at their desks. 

Nasdaq is also unhappy with Clear- 
stream, the German settiement house. It has 
told bankers that it is looking at tying Nas- 
daq-iX into America’s otc settlement sys- 
tem. But that would cur across attempts to 
create a more efficient pan-European settle- 
ment infrastructure. Thet is already a serious 
defect in ix, since clearing and settlement ac- 
counts for a huge share of dealing costs. 

Another big worry s regulation. At one 
time, the idea was that a merged exchange 
would run on German technology but un- 
der London regulatior. However, it now 
seems that each marketis to be regulated lo- 
cally. City firms gripe that German regula- 
tion is a mess, split among four different au- 
thorities, compared wita London's one. And 
it is less transparent. Much trading in Frank- 
furt-listed shares is off-exchange. That 
means it does noteven have to be reported to 
the exchange, but merely to the federal se- 
curities regulator. In cor trast, almost all trad- 
ingin London is reported instantly. 

All these wrinkles may yet be ironed out. 
The announcement of a Global Equity Mar- 
ket initiative between ten other exchanges 
around the world gives the Lse some leverage 
to improve the merger’s terms. The French 
would love it to join Euronext, the planned 
link-up between Pars, Amsterdam and 
Brussels. For the City’s xenophobes, that 
may be no better than the German link. But 
unless the se secures a better deal from Mr 
Seifert, it may find its shareholders vote the 
deal down this autumr. 

a 
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Is it a Carve-up? 


NEW YORK 


The credit-card industry stands accused of stifling competition 


IFTY years after the credit card was in- 

vented in Manhattan, its popularity 
knows no bounds. But the structure of the in- 
dustry supplying credit and other charge 
cards faces unprecedented scrutiny. This 
week, the trial began of an antitrust lawsuit 
launched by America’s Department of Jus- 
tice (Doj) against Visa and MasterCard, 
which together account for around 75% of 
the country’s $1.3 trillion credit-card market. 
The European Union’s antitrust watchdog 
also said it is probing “Visa and credit cards 
in general”. In November, another trial will 
start, of a class-action suit by many of Amer- 
ica’s retailers, seeking damages of $8.1 billion 
from Visa and MasterCard for antitrust vi- 
olations in the debit-card business. 

The notion that the card industry is un- 
competitive may seem bizarre to most con- 
sumers, particularly in America, where, typi- 
cally, a couple of card-solicitations arrive in 
the mail every day. Almost anybody can get 
acard—bankrupts, infants, even pets. If lack 
of opportunity for consumers were the al- 
leged antitrust violation, the charges would 
surely be thrown out quicker than you can 
say “American Express”. But there is slightly 
more to the accusations than that. 

The poy is unhappy for two main rea- 
sons. One is that it believes that Visa and 
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MasterCard are not really competitors. Un- 
like American Express, a single company, 
and Discover, owned solely by Morgan Stan- 
ley Dean Witter, Visa and MasterCard are 
each owned mutually, by associations of 
thousands of financial institutions. These 
two associations operate under what is 
known as “duality”; member banks are al- 
lowed to issue both Visa- and MasterCard- 
branded plastic. According to the poy, this 
duality means that the two leading brands 
are, in effect, one business. And second, the 
DOJ thinks that, although there is compe- 
tition between banks using their brands, the 
dominant market position of MasterCard 
and Visa has enabled them to stifle compe- 
tition from rivals such as Amex and Dis- 
cover, notably through exclusivity rules for- 
bidding banks from issuing rival cards. 

Since the poy launched its lawsuit in Oc- 
tober 1998, the Visa/MasterCard duality has 
started to unravel. In February 1999, Citi- 
group, the world’s biggest card-issuer, re- 
signed from the board of Visa; it is shifting all 
its business to MasterCard. Shortly before 
the suit was started, John Reed, until re- 
cently the joint-boss of Citi, admitted to Joel 
Klein, assistant attorney-general, that it had 
been a mistake for banks to become overlap- 
ping owners of both brands. He urged Mr 
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Klein, to no avail, to give the industry more 
time to sort out the problem. Chase Manhat- 
tan has since gone with MasterCard, while 
BankOne’s Firstusa and Bank of America 
have thrown in their lot w th Visa. 

Fleeing the scene of the crime in this way 
might seem evidence of guilt. Not necessar- 
ily. Some big banks have long wanted to 
downplay the MasterCarc and Visa connec- 
tion, and increasingly them cards emphasise 
their own brand. Some might even quietly 
welcome the antitrust action. They argue 
that they have been subsidising these two 
brands at the expense of their own. The ben- 
efit has gone mainly to small banks, which 
have been able to compete in the card busi- 
ness only because they camry the MasterCard 
or Visa logos. Strikingly, one of the main ar- 
guments that the two brands offer in their 
defence is that the poy’s lewsuit could result 
in many of these small banks leaving the in- 
dustry, reducing competition. 

The claim that Visa and MasterCard do 
not compete vigorously will be hard to 
prove. Internal documerts suggesting this 
will be submitted by the po}. They will be 
met with what is known in antitrust circles 
as the “demented micdle-manager de- 
fence”. True, their advertisements do notecrit- 
icise each other, though they sometimes 
bad-mouth rivals such as Amex. On the 
other hand the presence o* competitors such 
as Amex means that the twocannot afford to 
be an entirely cosy duopoly. Moreover, it is 
not clear that the poy’s action will increase 
competition. The system cf duality was actu- 
ally introduced back in 1975 at the behest of 
the po}, which then feared that Visa was be- 
coming dominant. As it unravels, the imme- 
diate impact has been tc strengthen Visa’s 
position further. It had anyway increased its 
market share, from 43% in1990 to 49% in 1999 
(against MasterCard’s 28%). 

The argument that the current market 
structure inhibits innovation has worked 
well for the poy in its case against Microsoft. 
Soit is no surprise to hear it used again in this 
case. But the evidence suggests that innova- 
tion in the provision of firancial products to 
consumers has been more advanced in 
America than in the rest of the world. It has 
been ahead in offering cards to lower-qual- 
ity borrowers, in varying interest rates and 
terms and conditions, and in offering re- 
wards and affinity programmes. Notable ex- 
ceptions have been “smart” cards, which 
have had more success elsewhere. The de- 
velopment of wireless products, such as 
Palm Pilots or mobile phones thatcan down- 
load money from an arm and digitally trans- 
fer it toa retailer, is more advanced in Europe 
than America, but that is probably because 
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the wireless infrastructure is more advanced. 

Nor do Visa or MasterCard seem to be 
less innovative than rivals such as Amex. 
They were quicker to introduce affinity pro- 
grammes, such as MasterCard’s pioneering 
tie-up with arar (no annual fee) and its air- 
miles arrangement with American Airlines. 
True, Amex has been first with its “Blue” 
smart card—though this is primarily a mar- 
keting coup, as the rest of the economy is not 
yet smart enough to let itdo much more than 





Mob-handed 


NEW YORK 


NEcompetitor the New York Stock 

Exchange need no longer worry 
about is Wamex, “an alternative trading 
system” with a market capitalisation 
that recently approached $200 million. 
According to a huge investigation re- 
| vealed this week by American regula- 
tors, it paid brokers “exorbitant” com- 
missions to push its stock while having 
little, it seems, in the way of operations. 

The pitch on its website certainly 
caught the Zeitgeist: “you determine 
the value of your shares, not the mar- 
ket.” Earlier this year, that could have 
been said to be broadly true. In being in- 
dicted this week for particularly egre- 
gious behaviour, Wamex’s three princi- 
pals joined 117 others. Also represented 
were other company executives, a for- 
mer New York police detective in- 
volved in his trade union’s pension 
fund, various stockbrokers, and all five 
of New York’s old-line mafia families. 

“The mob,” said Mary Jo White, a 
New York district attorney, “goes where 
the money is.” The apparent co-opera- 
tion between a number of families is 
highly unusual, but Ms White said that, 
in an effort to make money on Wall 
Street, they had begun to engage in 
“joint ventures”. How modern. 

All told, investors lost $50m, the au- 
thorities said. A common theme was 
that most of the companies were rela- 
tively small and their securities thinly 
traded. A few were listed on the Nasdaq 
and only one—Ranchi, a fast-food 
chicken chain in New York—was well- 
known. 

Schemes used to defraud the thou- 
sands of investors came from the 
(lengthy) textbook: “pay to play” 
(bribes to brokers), “pump and dump” 
(spreading false rumours, often on the 
Internet), and outright share manipula- 
tion. Efforts were made to murder a per- 
son believed to be co-operating in the 
investigation. Nasty stuff. The FB1 code- 
named the investigation “uptick”. 
“Downdraught” could be even uglier. 











90 


een Rd. i Ce ths 


any other charge card does. The poy will also 
struggle to prove that merchants are paying 
higher fees because of the dominance of 
Visa and MasterCard. Amex has typically 
charged merchants more (though Discover 
has usually been cheaper). 

Yet it will not be surprising if the poy suc- 
ceeds in its attack on the rules banning Mas- 
terCard and Visa's bank partners from using 
other cards, if only because they look so 
dodgy. Such restrictive agreements are notal- 
ways unacceptable: nobody objects to Coca 
Cola banning Pepsi from its fountains. And 
banks can always choose to quit MasterCard 
and Visa if they want to offer Amex cards. 
But the economic benefits claimed for the 
rules do not seem large: if there were fewer 
small banks offering credit cards, would 
they be missed? 

In sum, the case against MasterCard and 
Visa looks weak. But, in contrast to the Mi- 
crosoft suit, the result is unlikely to make 
much difference, at least to consumers. 

E 





Asset management 


Mercury falling 


HEN Merrill Lynch acquired Britain’s 

Mercury Asset Management in 1997, it 
certainly paid top dollar. Mercury cost £3.1 
billion ($5.2 billion), or 3% of assets under 
management. If the price looked high at the 
time, there have been moments since, when 
Mercury has stumbled, that it 
has looked even higher. Mer- 
rill, of course, vigorously de- 
nies that it overpaid. But is it 
to be believed that this is a 
merger that has worked? 

Up to a point. At least at 
senior levels, both sides are at 
pains to present this cor- 
porate marriage as harmoni- 
ous. Mercury’s bosses do not 
even seem upset at losing 
their cherished name in fa- 
vour of a new global brand. 
From June 30th, Merrill's en- 
tire asset-management divi- 
sion, will be known as Merrill 
Lynch Investment Managers 
(mut). But Carol Galley and 
Stephen Zimmerman, Mer- 
cury’s joint bosses, will both be members of 
MLIM’s four-member executive committee, 
as well as of the executive managementcom- 
mittee of Merrill itself. 

But since the merger, Mercury has had a 
tough time, especially at home in Britain, 
Even Ms Galley calls it an “unhappy period 
of performance”. Mercury’s funds did 
poorly, as it continued to follow traditional 
“value” strategies, buying shares that looked 
cheap rather than high-flying “growth” 
stocks. As a result it was underweight in TMT 





Galley’s slaved away 


stocks (technology, media and telecoms). 
This has meant a period of about 18 months 
when its funds have consistently underper- 
formed the market. 

As a result, Mercury lost a number of 
high-profile clients. Even more spectacu- 
larly, the trustees of the pension fund at Un- 
ilever, a consumer-goods firm, took it to 
court last October. The pension fund is alleg- 
ing negligence by Mercury, which managed 
£1 billion-worth of assets for it in 1997 and 
1998. Unilever is seeking compensation of 
more than £100m. The lawsuit is still run- 
ning, and alarming other fund-managers. 

Yet despite these setbacks, in its core 
business, running pension-funds for com- 
panies, things have been looking up lately 
for Mercury. This has resulted in part from a 
shift in investment strategy. It now imposes 
much stricter guidelines on individual man- 
agers. It is also investing less in traditionally 
managed “balanced” funds and more in in- 
dex-tracking funds. 

In 1997, Mercury’s flagging performance 
made it an obvious candidate for a takeover. 
In terms of complimentarity, the deal with 
Merrill could hardly have looked better. 
Merrill had a huge retail-brokerage network, 
with about $ 272 billion of assets under con- 
trol, most of it American mutual-fund 
money. It could count on a formidable sales- 
force of more than 13,000 financial consul- 
tants. But it needed institutional clients in 
America, every sort of client in Europe, anda 
wider, more sophisticated range of products. 

Mercury could plug most of these gaps, 
and it had only a minimal 
presence in America (about 
$7 billion under manage- 
ment). So together the two 
firms form a much more bal- 
anced business mix. Assets 
under management are split 
roughly equally between re- 
tail and institutional ac- 
counts, equities and bonds, 
and dollar and non-dollar 
accounts. The asset-manage- 
ment division is now 
responsible for more than 
$568 billion, making it the 
world’s sixth-largest asset 
manager. It is hoping to im- 
prove on that ranking, partly 
through expansion in Eu- 
rope and Asia, and partly by 
offering a broader range of products (includ- 
ing, with its commitment to “open architec- 
ture”, those of its competitors) through a 
wider range of channels. 

That, one would have thought, implies 
ever-closer co-operation between Mercury's 
and Merrill’s fund-managers. Strange to re- 
late, then, that they still sit in separate build- 
ings—and will continue to do so even when 
Merrill moves into its new building near St 
Paul's Cathedral in London. 


— B 
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Indian derivatives 


Back to the 
futures 


MUMBAI 


N THE crowded by-lanes of Dalal Street in 

south Mumbai, punting on the Bombay 
Stock Exchange’s Sensex, an index of 30 
shares, is a favourite pastime. Now those 
bets can be taken legally, and it is hoped, 
more safely.On June 9th the 125-year-old sse 
began trading Sensex-futures contracts. 
Three days later, its bigger rival, the six-year- 
old National Stock Exchange, kicked off trad- 
ing in contracts based on its own index, the 
50-share sap cnx Nifty. 

For a country that first traded commod- 
ity and equity futures more than a century 
ago, India has been slow to adopt many ba- 
sic forms of derivative contract. That is be- 
cause the government frowns on specula- 
tion of any sort. In the 1960s, it even banned 
trading in commodity and equity futures. 
Only in recent years has this ban been re- 
laxed for such commodities as pepper, ed- 
ible oils and coffee. The government-owned 
banks, however, still refuse to lend to stock- 
brokers for fear that this might lure them into 
speculative excesses. 

Yet Indian stockmarkets are among the 
world’s most speculative. In almost 90% of 
market transactions no shares actually 
change hands. Rather, a form of futures 
speculation known as badla has thrived. 





Better than badla 


This is a way of carrying trades forward 
without settling them, and of borrowing 
shares or cash to take those positions. Badla- 
users have been required to post only very 
small margin deposits, making the system 
highly dangerous. On one occasion a badla- 
induced default led to the closure of the sse 
for three days. In late 1993, a few defaults, in 
which badla was suspected to have played a 
role, prompted the Securities Exchange 
Board of India (ses), the regulator, to ban ba- 
dla. But sustained lobbying by the sse 
brought back a new, more regulated version 
in 1996. 

Initially, the clubby, broker-controlled 
BSE Opposed the introduction of derivatives, 
partly because it seemed a threat to badla, or 
the old way of doing things. In 1997, its presi- 
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dent, Madanlal Damani, was 
the only opposing voice on a 
panel set up toconsider the in- 
troduction cf trading in deriv- 
atives in India. The govern- 
ment-sponsored nse has long 
been an ardent proponent of 
derivatives. 

The delay in their intro- 
duction has helped the Bse, 
but the exchange has, under a 
new president, Anand Rathi, 
emerged as an eager reformer. 
For its part, she nse, which in- 
troduced bcth electronic trad- 
ing of shares and paperless 
settlement to India, has 
teamed up with Standard and 
Poor’s to launch its sap CNX 
Nifty futures. Those contracts will soon trade 
cn sIMEX, Singapore's futures exchange. 

Sadly for both the nse and the sse, en- 
thusiasm for their new contracts may be 
cented by the recent trava Is of information- 
technology shares around the world. Such 
stocks account for about a fifth of the 
weighting in both indices. Yet this might be a 
good time to introduce Gerivatives. Indian 
markets are better regulated and more or- 
Gerly than they have ever been, and the turn- 
over of shares has multiplied 20 times since 
1992, to more than $2 billion daily. Retail in- 
vestors and local speculators form a vibrant 
part of the market, and those who currently 
use badla to bet on individual shares might 
be persuaded to make safer wagers on the in- 
dex. Ramachandra Patil, the nse’s managing 





EOPLE in the City like a drink. But 

sometimes they don’t. Apparently, this 
has something to do with the weather. If it 
is warm—not a safe bet—they drink wine, 
beer and cocktails by the bucket-load; if it 
is cold they don’t. So Comey & Barrow, a 
chain of wine bars-cum-restaurants with 
outlets in the City, has decided to buy pro- 
tection against inclement weather—the 
first non-wholesaler to do so in Britain. 
Given the amount of publicity the deal has 
received, it is probably not the last. 

Corney & Barrow has 12 restaurants; 
six have places where customers can sit 
outside. Although it has plenty of regulars, 
a fifth of the company’s summer profits 
stem from those who come out with the 
sun, wanting to soak upits rays and “relax”. 
The firm wanted to avoid this volatility, so 
it bought what amounts to “put” options 
on bad weather (the right to sell it) from En- 
ron, an energy firm, through Speedwell 
Weather Derivatives, a consultancy. Enron 
will pay Corney & Barrow up to £15,000 
($22,500) for each Thursday and Friday be- 
a 





Buying a financial umbrella 


tween June and September on which the 
temperature in London falls below 24° Cel- 
sius (75° Fahrenheit), up to a maximum of 
£100,000 for the whole period. 

This, you might think, is free money for 
Comey & Barrow: London is not, after all, 
famed for its blue skies. But Enron is the 
firm that claims to have invented weather 
derivatives (in 1997), and it says it knows 
what it is doing. The knack is to hedge a po- 
sition with something that is closely corre- 
lated. You cannot trade weather, so the 
next best thing is to trade something that 
behaves very like it: gas (as it happens, gas 
prices, which according to Enron are 
closely correlated with temperature). 

Will others follow Corney & Barrow’s 
lead? Possibly: after all, many have the 
same sort of exposures to weather, be it hot 
or cold. Theatres loathe high temperatures; 
ice-cream makers love them. But such 
deals are not the solution to all weather 
worries. After all, how can both sides make 
money out of such a bet? In this case, En- 
ron, like any seller of derivatives, justifies 





Jolly drinking weather 


the transaction in terms of smoothing the 
volatility of the buyer's profits. And for 
Comey & Barrow, there may be another 
hidden cost: the price of the drinks it owes 
its derivative-literate customers, who gave 
it the idea in the first place. 
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around $6,000 for a one-month contract, 
makes them affordable. 

Local mutual funds, hurt by the recent 
market slump, might also like the hedge that 
index-futures can offer. Foreign funds, 
meanwhile, might be tempted by the 


Mexican banks 





director, says that the size of each futures lot, © 


healthy gains made by Indian stockmarkets 
last year. Jayarith Varma, who oversees de- 
rivatives trading at sesi, seems confident 
that safeguards are in place for the contracts 
to be traded without abuses. Encouragingly 
for him, local traders seem to agree. As one 
puts it: “It’s harder torig an index.” 





The Spanish acquistadores 


MEXICO CITY 


Banks are consolidating throughout Latin America. Mexico has gone much 
further than has Brazil, the subject of the next article 


ERE weeks ago, Mexico's banking sys- 

tem looked sickly and unpromising. 
Now it has a rather different air. Following 
the second of two big mergers, the industry is 
stronger, more solid—and distinctly more 
Spanish. On June 12th the board of the coun- 
try’s biggest bank, Bancomer, decided to re- 
ject a purchase offer from the country’s sec- 
ond-biggest, Banamex, and accept one from 
Spain’s Banco Bilbao Vizcaya Argentaria 
(BBva), ending weeks of uncertainty in a bat- 
tle of bids unprecedented in Mexico. Under 
the deal, on which Bancomer’s shareholders 
will vote on June 29th, the Spanish bank’s lo- 
cal subsidiary, sev-Probursa, will merge 
with Bancomer. Though ssva’s $2.5 billion 
offer will give it only 32.2% of Bancomer’s 
shares, it will run the show. 

Mauricio Gonzalez Naranjo, a vice-pres- 
ident at the cnav, the banking regulator, 
thinks the deal is “very good news”. A Bana- 
mex-Bancomer merger would have given 
him and his colleagues headaches, since the 
combined bank would have had some 40% 
of Mexican deposits and nearly 70% each of 
both mortgages and consumer loans. Some 
analysts had wamed that such a superbank 
could be a systemic risk all by itself. The sBvA 
merger, on the other hand, will leave two of 
Mexico's three biggest banks under Spanish 
control (last month ascu, another Spanish 
bank with a Mexican subsidiary, bought Ser- 
fin, Mexico’s number-three bank, which had 
gone into receivership last year). 

There was none of the nationalism that 
might once have blocked such deals. A good 
thing too: the extra capital brought in by 
BSCH and ssva will clean up their new 
banks’ balance-sheets, which have looked 
poorly since the economic crisis of 1994-95 
sent many of their borrowers into default. 

Banamex does not have access to bags of 
foreign capital, which is one reason why 
Bancomer turned its offer down. Even so, 
after selling some assets this year, it is ex- 
pected, like the other two, to meet new capi- 
tal-adequacy rules set by the cnsv—two 
years before the new rules come into full 
force. All this, combined with the acqui- 
sition of Banpais by Banorte in 1997, has led 
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to a more consolidated, not to say reju- 
venated, banking industry. Since the econ- 
omic crisis, banks have lent little, partly be- 
cause of a lack of capital, and partly because 
they have been reluctant to lend to risky bor- 
rowers under a legal system that makes it 
hard to collect debts, 

In recent weeks two badly needed laws, 
a bankruptcy law and a loan-guarantee law, 
were passed after months stuck in Congress. 
They are untested and the judicial system is 
still slow and unreliable. But the laws should 
boost efforts to persuade banks to restart 
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lending—though not until after the closely 
fought presidential election in July has 
passed, the markets have calmed, and inter- 
est rates have dropped. 

The Spanish acquisitions, combined 
with the presence of America’s Citibank, 
mean that around half the banking system 
will now be under foreign control, putting 
Mexico on a par with such countries as Chile 
and Argentina. Foreign expertise may be 
good for all the banks. But notall such invest- 
ments go smoothly. Citibank is currently in a 
row with the government over a $2.5 billion 
promissory note, acquired when it bought 
Confia, another casualty of the economic 
crisis, in 1998. To save interest charges, the 
government wants to prepay the note, but 
Citibank, which wants to keep the asset on 
its books, says this goes against the spirit, if 
not the letter, of their agreement. The Span- 
ish invaders will need to be sure they have 
read the fine print in theircontracts. 


Brazilian banks 






On the block 


SAO PAULO 


T IS hard to be exact about how much tax- 

payers’ money Banespa, one of Brazil's 
largest publicly owned banks, has frittered 
away over the years in politically motivated 
loans that were never repaid. Some guess at a 
staggering $300 billion. Its biggest single bail- 
out,in1997,cost around $so billion. And how 
often has its imminent privatisation been 
announced, only to be postponed? No fewer 
than 60 times since it was first mooted in 
1994, according to some estimates. Time for 
number 61. The Brazilian high court is mull- 
ing its ruling on an injunction taken out by a 
banking union to suspend the bank’s auc- 
tion, currently scheduled for July 18th. The 
best-informed guesses are that the privatisa- 
tion will bedelayed yetagain and will finally 
take place in September. 

In the circumstances, it is perhaps sur- 
prising that anybody at all is interested in 
buying the bank. Yet nine banks-—four Bra- 
zilian and five foreign—are in the running for 
the government’s holding of 76% of 
Banespa’s voting shares. The government's 
advisers on the sale hope to raise at least 1.5 
billion reais ($830m). When the sale hap- 
pens, it is widely expected to trigger a round 
of other takeovers too. Privatisations and 
other purchases have already cut the num- 
ber of banks in Brazil from 263 in 1994 (the 
year in which the inflation-busting real plan 
was introduced) to 214 today. But that leaves 
the banking market highly fragmented. Two 
lumbering state banks, Banco do Brasil and 
Caixa Economica Federal, hold more than 
40% of all deposits; of the privately owned 
banks, the biggest, Bradesco, has less than 
12%. And, unlike Mexico, foreign banks that 
have arrived in Brazil in recent years have 
taken only a small share of the market-—their 
combined deposits are barely more than 
Bradesco’s (see chart on next page). 

Brazil’s banking market is by far Latin 
America’s biggest, with an estimated 25m ac- 
count holders out of a population of 165m. It 
has considerable scope for growth, particu- 
larly in lending: total loans in Brazil are 28% 
of Gpr, compared with 63% in Chile. This 
low level is likely to rise now that Brazil's 
economy is growing, interest rates have 
fallen from their previously stratospheric 
levels and the share of deposits that banks 
must lend interest-free to the central bank is 
being cut, from 55% to 45% this month, and 
eventually further. Despite its chequered 
history, Banespa, with almost 3m customers 
and 600 branches, concentrated in Sao Paulo 
state, offers a good prospect of buying into 
this growing market. 

Banespa’s efficiency is poor: its running 
costs amount to 114% of its income from in- 
terest and commissions (ie, it makes an op- 
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erating loss). The equivalent figure at Itau, the 
most efficient of Brazil’s big banks, is 69%. 
But, says Tomas Awad, an analyst in the Sao 
Paulo office of Chase, an investment bank, 
Banespa’s new owner could take advantage 
of opportunities for “cross-selling” financial 
products to its current-account holders. Bra- 
desco, Itau and Unibanco have had great 
success, particularly in selling insurance. 

Since the government has relieved 
Banespa of most of its bad debts, its new 
owner should also have plenty of room toex- 
pand its lending (this time, perhaps, to peo- 
ple who will actually pay the money back). 
Banco Fator, the investment bank advising 
the government on the sale, insists that ade- 
quate provision has been made for any re- 
maining bad debts, plus any liabilities for 
` staff pensions, tax arrears and other hidden 
horrors that often come to light when a Bra- 
zilian company is sold. 

Among the Brazilian bidders, Bradesco 
needs Banespa to stay out in front, and Itau 
needs it to come close to the top spot. Un- 
ibanco and Safra would be left far behind 
the top two if they did not buy it, and an- 
alysts think the families that own them 
would probably then sell (they might do so 
even if they are the successful bidders). 

As for the foreigners, some analysts argue 
that, since none has a market share of more 
than 3%, all should either get bigger or get 
out— in particular Spain’s scH and BBVA, 
and Britain’s HsBc. Two American banks, 
Citibank and Fleet, this week reaffirmed 
their strong interest in bidding, although Mr 
Awad wonders if it would make sense for 
them to move out of their current upmarket 
“private banking” niches. Disappointed bid- 
ders might snap up one of the smaller state 
banks that the government is also selling. 
And many smaller private-sector banks may 
soon be up for sale. In the days of exorbitant 
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interest rates and rampant budget deficits, 
they could make an easy buck by investing 
in government bonds. Now, with falling in- 
terest rates and a deficit-cutting government, 
they will have to make a living from real 
banking Many will find that hard. 


Japanese bankruptcies 
Tightening, 
already 


TOKYO 


OME of Japan’s economic gloom is at last 

lifting—at least according to the country’s 
wildly erratic statistics. Yet even they show 
some very dark patches. Last week, the gov- 
ernment claimed that the economy had 
grown, remarkably, by an annualised 10% in 
the first quarter of this year. But its numbers 
also show that confidence among small 
businesses has been falling again. And, 
though most hopes for recovery are pinned 
on the business-investment cycle, orders for 
machinery have also sagged. Most eye- 
catching of all, however, has been a recent 
sharp rise in bankruptcies. Figures released 
this week showed that the number of com- 
panies filing for bankruptcy in May was up 
by 13% on last year’s tally. In March, the num- 
bers shot up by 39% (see chart), 

Partly, this is because last year’s figures 
were unusually low, after the introduction 
in October 1998 of a government scheme to 
offer emergency loan-guarantees. A re- 
sponse to a nasty banking crisis, the scheme 
was a godsend to imperilled small busi- 
nesses, rescuing many from collapse. More 
than 1.3m businesses have used it, to procure 
¥21 trillion-worth of fresh loans, But since 
the scheme does not excuse businesses from 
servicing their debts, some are now folding 
under the extra financial burden. Officials at 
the scheme expect defaults to reach a peak 
next year, and total defaults to be some 5-6% 
of the amount extended—covering about 
65,000 companies in all. 

Another reason for the rise in bank- 
ruptcy-filings is a new law modelled on 
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America’s Chapter 11. It aims to rehabilitate 
businesses without necessarily getting rid of 
their managers, while providing some pro- | 
tection from creditors. Since it was intro- 
duced in April, the new law has attracted no 
applications, according to Teikoku Data- 
bank, a research firm. 

There is also, however. another, more in- 
triguing, explanation for climbing bankrupt- 
cies:that they are a consequence of a tighten- 
ing of fiscal policy. This is startling at a time 
when the central government's budget defi- 
cit is ballooning following repented aid 
massive—dollops of fiscal stimulus. Ye 
bankruptcies among corstruction compa 
nies, the obvious beneficiaries of huge in 
creases in public-works spending, have been -< 
rising particularly fast. They make up nearly — 
a third of total filings in May. The reason, says 
Katsuyuki Kumagai of Te:koku, is that pub- 
lic-works orders have actually been falling, 

With the economy still fragile, there has 
deen no public decision to tighten fiscal pol- 
icy. But the government’s own statistics 
clearly show that public-works orders have. 
been declining since as early as the middle of: 
last year. One view is that this represents a 

_temporary lull, and that orders will pick up 
once the government gets round to spending 
its latest emergency budget, which was 
passed last November. But another explana- 
tion is that fiscal policy is tighter than it 
looks. Local governments, which must pay 
for a proportion of the ex:ra projects that the 
central government announces, are short of 
cash and heavily in debt. 30 they are refusing 
to spend their share, or are cutting in other 
areas to make up the shortfall. As a result, the 
government has been unable to lift overall 
spending, despite one supplementary bud- 
get in 1997, two in 1998 and two in 1999. Rich- 
ard Jerram of inc Barings, an investment 
bank, calculates that average public-works 
orders between 1992 and 1997 were 22% 
higher than in.1998 and 1999. 

This might have some positive implica- 
tions: for instance, that the economy is grow- 
ing even though the public sector may be 
shrinking. That ought to soothe those econo- 
mists who wonder what will happen toja- 
pan once the govemmentťs help is taken. . 
away. The latest Gop figures, for instance, 
show that public investment fell by 7.5% be- 
tween the last quarter cf 1999 and the first - 
quarter of this year. At the same time, all. 
components of private demand grew. is 

Yet it cannot be wholly good news that = 
the government has so little control over the 
direction of fiscal policy. It could mean that: 
any attempt to rein in spending in future < 
might tighten po licy dangerously fast. That 
would mimic the mistaxen fiscal tightening 
of 1997, which helped te derail the recovery 
then under way. Comb:ned with hints that 
the Bank of Japan, the central bank, may 
soon raise interest rates, a repeat would 
really send bankruptcies soaring. 
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Performing miracles 


Last week’s Economics Focus looked at recent evidence on America’s “new 
economy”. Productivity is up, these studies find, but not as much as you 
might think, or in quite the way you might think. How can this be? 











HE debate over American productivity 

is far from resolved. New studies, as 
noted here last week, confirm that growth 
in labour productivity has soared in the 
computer-manufacturing industry, and is 
higher too in durable-goods manufactur- 
ing more generally. But outside these sec- 
tors of the economy, the evidence is more 
puzzling—at least, it is if you believe one- 
tenth of the stories you hear about the pro- 
ductivity miracle that is going on right 
across the American economy. Robert 
Gordon of Northwestern University has 
found that, once you subtract the effect of 
| the business cycle from the raw figures, the 
underlying structural improvement in la- 
bour productivity in the remaining 88% of 
theeconomy is negligible. 

How can it be that the recent surge in 
| investment in computers, and the great ef- 
forts most companies are making to get the 
| most out of the Internet and other new 
| technologies, are failing to have a marked 
| effect, or indeed any cyclically adjusted ef- 
fect, on America’s service and non-dura- 
ble-manufacturing industries? 


Itdoesn’t add up 


One possibility is that the output of these 
| industries is not being properly measured. 
| Measuring the output of service industries 
is notoriously difficult; so is measuring the 
inputs of high-tech capital that many such 
industries use intensively. Maybe invest- 
ment and production of final goods and 
services have both been understated. If so, 
the performance of the American econ- 
omy would be much better than the figures 
seem to suggest, and perhaps even as good 
as most people appear to think. 

This is apparently Alan Greenspan's 
view, by the way. In a speech this week, he 
offered the usual anecdotes about the pro- 
ductivity revolution; but he also pointed 
out that if you measure America’s cpr by 
adding up output across the economy you 
get smaller figures than if you measure it 
by adding up incomes (in principle, of 
course, the two should tally). This does lend 
| the mismeasurement story extra credibil- 
ity—though the picture is going to remain 
murky until the government starts collect- 
ing better disaggregated output statistics. 








Internet addresses for Mr Gordon’s paper and for the 
other stidies that were mentioned last week can be 
found in the version of this article that appears on our 
website, wwweconomist.com, 





However, before investing all your sav- 
ings in this argument, follow Mr Gordon's 
advice and bear a couple of things in mind. 
Note first that many of the service indus- 
tries which have been among the heaviest 
investors in new technology stand atan in- 
termediate position in the supply chain. In 
many such industries, most of the custom- 
ers, and in some cases all of the customers, 
are other producers. Buyers of these inter- 
mediate goods and services (wholesale 
trade, much of finance, much of the insur- 
ance business, legal services and so forth) 
in effect embody them in the final goods 
they go on to sell to consumers, and which 
duly get measured as part of 
GDP. 

Suppose for the sake of 
argument that the output 2 
of these intermediate 
suppliers had increased 
in unmeasured ways. 
Then the corresponding 
inputs of the final-goods 
producers would be under- 
measured to exactly the same 
extent. As a result, the ratio of 
output to input for those final- 
goods producers, which is to say their 
productivity, would be higher: it 
would reflect the unmeasured im- 
provement in service-supplier pro- 
ductivity after all. So long as you can 
count final goods, unmeasured im- 
provements in the supply of interme- 
diate services will succeed in raising 
measured productivity. But, as Mr 
Gordon has shown, in non-durable 
manufacturing, where you can 
count the output, this has not hap- 
pened. The least you can say if you 
believe in the new economy is that 
this is odd. 

Mr Gordon also makes a 
broader argument. In his view, 
people have simply got carried 
away in judging the significanceof 
the Internet revolution. The 
golden age of American pro- 
ductivity growth followed what 
is called the second industrial 
revolution, in 1860-1900, which 
yielded a cluster of genu- 
inely paradigm-shifting 
inventions:electric power, 
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the internal combustion engine, modem 
industrial chemistry and telecommunica- 
tions. These were all “first-order” inven- 
tions of entirely new things, which stimu- 
lated waves of further second- and 
lower-order innovations, sufficient to 
spread higher incomes throughout the 
economy. 

Mr Gordon does not regard the In- 
ternet as a first-order invention, in this 
sense. So far as business isconcerned, it cer- 
tainly ought to be raising productivity— 
through — business-to-business  ¢-com- 
merce, for instance—but, as Mr Gordon 
shows, it doesn’t seem to be. So far as con- 
sumers are concerned, on the other hand, 
the Internet is largely a bundle of services 
that duplicates and partially substitutes 
for others that already existed: television, 
snail-mail, newspapers, and so forth. 

In addition, other factors may combine 
to diminish the improvements in pro- 

ductivity you might have supposed the 
Internet would cause. A lot of computer 
investment is driven by the need 
to protect market share 
against competitors. But for 
the economy as a whole, 
this can be a zero-sum game: 
depending on the industry, it 
may be solely a matter of re- 
distributing profits, not improv- 
ing overall productivity. 

And, sorry to bring this up, 
there is also the question of the 
Internet as a way of shirking. 

Web-surfers tend to access 
entertainment sites more fre- 
quently at work than they do at 
home. According toone study cir- 
culated this year, the site most 
visited by users at work is eBay; 
three financial-trading sites are 
close behind. “Traffic on many 
consumer-oriented websites 
peaks not at night, when people 
are at home, but in the middle of 
the day, when they are at work.” 
The Internet as a distraction 
from getting on with one’s work 
is of course unheard of at The 
Economist, and no doubt at 
your company too. But in less 
well-run organisations, it prob- 
ably does happen. 

All in all, the Internet may 
not be quite up there with the 
internal combustion engine. 
But time will tell. Mr Gordon 
may be proved wrong. Until he 
is, his scepticism deserves to be 
weighed very carefully. 









































THE ECONOMIST JUNE 17TH 2000 


Corners Left Uncut 
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SCIENCE AND TECHNOLOGY 


Hot stuff 


Observations of space weather have proved a decades-old theory about the 
behaviour of plasma, the dominant form of matter in the universe 


N INTERPLANETARY gust buffeted the 
earth last week, and it was a big one. As 
always when a spotof space weather arrives, 
a warning was issued beforehand by the 
Space Environment Centre in Boulder, Colo- 
rado, whose satellites had seen it coming. It 
was given a rating of G3, which meant that it 
was not severe enough to paralyse power 
grids, disrupt satellites, silence short-wave 
radio stations or confuse Global 
Positioning System (Gps) equip- 
ment. That would have made it a 
G5. The smaller gust merely made 
power, satellite and communica- 
tions engineers pay attention for a 
few days. Although it may have 
spoilt a pigeon race or two, it also 
put a smile on the faces of people 
not used to seeing the aurora. 

Space-weather researchers 
from America, Europe and Japan 
were smiling too. A few days ear- 
lier, at a meeting of the American 
Geophysical Union, they had pre- 
sented the first observations of the 
hot, charged gas slung towards 
earth by the sun actually breach- 
ing the planet's magnetic defences. 
These observations vindicated a 
theory about the interaction be- 
tween the sun and the earth that 
was first proposed decades ago— 
and whose proof could have 
wide-ranging implications. 

The G in G3 stands for “geo- 
magnetic storm”, and the inconveniences it 
brings are caused by changes in the magnetic 
field of the earth. That field, weak as itis com- 
pared with the one that keeps the shopping 
list attached to your refrigerator door, last 
week saved your life, as it does each time the 
sun spews out a “coronal mass ejection”. A 
CME is 10 billion tonnes or so of searingly hot 
gas travelling at over a million kilometres an 
hour. The gas is very tenuous (a sample of it 
on earth would be regarded as a very good 
vacuum), but it is so hot that it is ionised—its 
hydrogen and helium atoms have been 
shaken apart into a plasma of free electrons, 
protons and helium nuclei. Living cells do 
not survive a bombardment of those. Fortu- 
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nately, however, charged particles and 
atomic nuclei can be steered away by a mag- 
netic field, such as the one around the earth. 
It is the free electrons that make the 
plasma obey. Electrons travelling through a 
magnetic field are strongly influenced by it. 
They find it extremely hard to move at right 
angles to the “field lines” that physicists 
draw to represent the direction of the field, 





Here comes the sun, again 


but have no trouble moving parallel to them. 
The earth’s field lines run from pole to pole 
around all sides of the planet, including the 
sun-facing side, so the plasma in a cme faces 
a shield of field lines that neatly diverts it 
around the planet, out of harm’s way. 
Almost, that is. For if a cme is powerful 
enough, it can still make its presence felt on 
earth. The magnetic cocoon around the 
planet, the magnetosphere, has such a strong 
grip on the plasma that it gets carried along 
with the incoming particles, and its shape is 
distorted. The sunward side of the magneto- 
sphere, which normally extends 60,000km 
(37,500 miles) into space, gets squashed to 
within 30,000km of the planet's surface. This 


has the effect of concentrating the earth’s 
magnetic field so that its strength on the 
ground becomes much goeater. A change in 
the strength of a magnetic field will cause a 
current to flow in a conductor that happens 
t0 be around. If this conductor is very long— 
the power lines and oil pipelines in Canada 
or Alaska, for instance—the voltage gener- 
ated can be enormous. A G5 geomagnetic 
storm can put a power grid out of action, as 
happened in Quebec, the north-eastem Un- 
ited States and Sweden in1989. 


Fire from heaven 


So far, this is fairly straightforward physics. 
More baffling, at least tc physicists, is that 
sometimes a bit of the plasma manages to 
break through the magnetic barrier and get 
inside the magnetosphere. There, the hot 
charged particles cause problems wherever 
they go. They may cause local 
changes in the direction of the 
magnetic field, confusing pigeons 
that use it to fimd their way home. 
They make aurorae visible at far 
lower latitudes than usual. They 
change the praperties of the iono- 
sphere, which is used as a bounc- 
ing surface by short-wave radio 
stations and “over the horizon” ra- 
dar. They car put an electrical 
charge on sate lites in high orbits, 
such as communications satel- 
lites, and may damage their sensi- 
tive electronics. And the hot 
plasma can also heat up and ex- 
pand the upper layers of the atmo- 
sphere, causing satellites in low or- 
bits to encounter more air 
resistance and Jose altitude. 

For the plasma to leak into the 
magnetosphere is quite an accom- 
plishment. There seems to be no 
way that particles streaming past 
theearth along magnetic field lines 
can make a tum, move at right an- 
gles to those lines for a bit and end up inside 
the magnetosphere. Somewhere along the 
way, something must be happening that is 
alien to the neat pictureof plasma and field 
lines moving together. Forty years ago, an 
English physicist called ames Dungey, now 
77 years old, gave that something a name: 
magnetic reconnection. Yet only now has it 
actually been seen to happen. 

The observations were made by two sat- 
ellites. One was an American craft called 
Polar, orbiting close to tne earth to track the 
solar plasma on its way to the night side, 
where it draws the magnetic field into a long 
“geomagnetic tail” stretching beyond the or- 
bit of the moon. The other, the Japanese 
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Geotail satellite, was stationed farther away 
to study that tail. In 1996 (it took several years 
to analyse the data) Polar saw some plasma 
sneak inside the magnetosphere, and Geo- 
tail saw the rogue plasma being bounced 
back toward earth itself. The results were an- 
nounced on June 3rd by Jack Scudder of the 
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NYBODY who uses the World 
Wide Web will have encoun- 
tered jreG files, though perhaps 
without realising it. jrpEG is the 
| name of a mathematical recipe 
| drawn up by an international 
panel of experts (the Joint Photo- 
graphic Experts Group) that is 
used to compress digital picture 
files to a fraction of their original 
| size, at the cost of a reduction in 
| image quality. The more an image 
is compressed, the less accurately 
the reconstituted jreg file will re- 
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semble the original. For sending A picture of health? 


| 

| 

| 

| snapshots across the Internet, this 

| does not matter. But medical images such 
| as x-ray and ultrasound scans are often 
| turned intoyrec files—either for archiving 
| or to allow them to be sent quickly across 
| networksso that they can be examined by 
| distantspecialists. In such situations, even 
| a slight loss in image quality could have 
| serious consequences. 

| A compression ratio of 43 (which 
| Means that the je file is a quarter of the 
| size of the original, uncompressed image) 
| does not noticeably degrade image qual- 
| ity. But anything over 161 produces im- 
| ages that are blurry, blocky or grainy. 
| Three groups of American and European 
| researchers decided to find out how far 
| medical images could be safely com- 
| pressed by looking at the impact of com- 
| pression on the evaluation of heart scans 
| called digital cardiac x-ray angiograms. 
| Their results, published recently in the 
| Journal of the American College of Cardi- 
| ology and the European Heart Journal, 
| have implications for medical imaging in 
other fields. 

In the first of the three studies, angio- 
graphers looked at image sequences in 
which each frame had been compressed 
using JPEG with a compression ratio of 61, 
10:1 or 161. Assessments of each case were 
compared with those made from uncom- 
pressed images. The researchers, led by 
Richard Kerensky of the University of 
Florida, found that, for example, with 163 
compression, the error rate for the detec- 
tion of calcification was 30% higher than 
for uncompressed images. From this and 
other results they concluded that using 
any more than 61 compression would 
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University and Atsuhiro Nishida of the Ja- 
pan Society for the Promotion of Science. 
They had been looking for the point at 
which the magnetic field and the plasma 
switch from a slow, gentle waltz to some- 
thing like an American square dance. After a 











lead to a reduction in diagnostic accuracy. 

In another study, angiographers were 
asked to compare compressed and un- 
compressed images directly. Most found 
that images at 61 compression were not 
discernibly different from uncompressed 
images. At 161, however, although 55% of 
the images were rated “clearly degraded, 
but still adequate for clinical use”, the di- 
agnostic error rate was found to be 45% 
higher than for uncornpressed images. 

This suggests that it is easy to overesti- 
mate the degree of compression that can 
be safely applied. That may be because 
the jreG algorithm was originally meant 
for the transmission of news and maga- 
zine photographs, though it is now widely 
used in medical imaging. It was designed 
to be forgiving, and to fool the eye so that 
loss of detail is not always apparent. 

As a result of these studies, the inter- 
national standards for the exchange of 
cardiac angiographic images have been 
updated to prevent the use of JPEG com- 
pression for recording and archiving, 
though more advanced compression al- 
gorithms may be allowed in future. One > 
such algorithm is JPEG2000, a new stan- 
dard based on a “wavelet” algorithm. Jack 
Cusma of the Mayo Clinic in Rochester, 
Minnesota, says that anecdotal evidence 
suggests JPEG2000 is suitable for medical 
imaging at higher compression ratios than 
jpeG. That would be good news. There 
have already been cases where patients | 
have claimed that misdiagnoses resulted | 
when too much compression wasapplied | 
to chest x-rays in order to send them by | 
modem over phone lines. | 
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few fast turns caused by turbulence in the 
magnetosphere, one piece of plasma finds it- 
self close to another piece that is dragging 
along a magnetic field with the opposite ori- 
entation. The magnetic field lines are like the 
two lanes of traffic on a busy road: close to- 
gether, but pointing in opposite directions. 
Now imagine that at a particular pointalong 
the road, all the cars start making u-turns 
and switch lanes. Up and down the road, the 
flow of traffic looks normal, but just between 
the two turning flows, there's no traffic at all: 
it would be possible to cross the road quite 
safely. The same thing happens with the 
magnetic field lines, which suddenly recon- 
nect, resulting in a hole a few kilometres 
wide in the armour of the magnetosphere, 
through which plasma can spill. By combin- 
ing observations from the two satellites, the 
researchers were able to see this reconnec- 
tion happening for the first time. 
Reconnection is a fundamental aspect 
of the behaviour of plasma, so the ability to 
observe it in detail will benefit a number of 
fields of research. On earth, a magnetically 
confined plasma is what nuclear-fusion re- 
searchers wrestle with in their search for a 
clean source of energy. In space, plasma and 
magnetic fields are everywhere, so reconnec- 
tion can occur in all sorts of places. It is 
thought, for instance, to be involved in 
shooting big jets of matter from black holes, 
and solar physicists believe that itis the sud- 
den reconnection of magnetic fields on the 
sun that causes solar flares and cmes. So be- 
ing able to study reconnection up close could 
lead to a better understanding of the behav- 
iour of plasma on earth, on the sun, and in 
deep space-not to mention improved 
space-weather forecasts. Hot stuff indeed. 
APESIN A E aac a ences | 





Optical recognition 


A trip down 
memory lane 


WO wrongs can occasionally make a 

right. Until recently, holographic mem- 
ory and optical correlators, two neat ideas 
that exploit the properties of light for the 
purposes of processing information, have 
been languishing as “orphan” technologies: 
admired in the laboratory, but ignored in the 
real world. Two groups of researchers, how- 
ever, hope a marriage between the two or- 
phans could make them both famous. 

Holographic memory works by storing 
the difference between twobeams of light in 
a photosensitive medium. The first is arefer- 
ence beam containing no information; the 
second carries encoded data picked up from 
a so-called light modulator (often a liquid- 
crystal display). Where the two beams inter- 
sect, they interfere with each other. The re- 
sult, recorded in the photosensitive me- 
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dium, is a hologram, which can be read by 
applying a beam equivalent to the original 
reference. This produces a replica of the orig- 
inal data. Applying a beam Stel tothe 
original data, similarly, produces a replica of 
the reference. 

This scheme. allows for high-capacity 
storage, because a huge number of different 
holograms can be stored in the same volume 
of material. All thatis required is that the ref- 
erence beam for each arrives ata slightly dif- 
ferent angle from all other reference beams. 
In theory, tens or hundre of thousands of 
holograms, each containing an entire page of 
data, can be storec ‘way. But the vast 
capacity of holograpt 








hic storage has not been 
enough to ensure its adoption. Thanks to im- 
provements in semiconductor manufactur- 
ing, the industry has chosen to improve ex- 
isting electronic storage technology rather 
than switch to an entirely new approach. 

Optical correlators, meanwhile, work by 
encoding images on to a beam of light and, 
using a special lens, transforming them into 
their Fourier components—building-blocks 
that encode the thickness and direction of 
lines in the image, but not their position. By 
passing this “Fourier transform” of a scene 
through another filter derived from a target 
image, components that do not match the 
target can be filtered out. When the result is 
transformed back into its original condition, 
the only light remaining marks the position 
of the target, or things that looked similar to 
it, in the original image. 

Because the transforming and the filter- 
ing are done opticaily, this mechanism for 
pattern recognition is fast, allowing an image 
to be tested for the presence of a target in a 
single step. However, multiple targets have 
to be tested sequentially, either individually 
or in small batches that are tiled together. 
This makes it hard, for instance, to compare 
real-time video images (from a camera in the 
nose-cone of a missile, for example) with a 
set of several thousand targets (pictures of 
enemy aircraft, say), because all the targets 
have to be tested within a thirtieth of a sec- 
ond, the duration of a single frame of video. 

It was this problem that led Tien-Hsin 
Chao, Hanying Zhou and George Reyes, of 
the Jet Propulsion Laboratory (jpt) in Pasa- 
dena, California, to combine the two tech- 
nologies. Rather than storing hundreds of 
target images in conventional, power-hun- 
gry electronic memory, they used a holo- 
graphic memory. Instead of laboriously 
comparing each incoming video frame with 
each stored target image, they could then 
search for all the targets at once. 

It works like this. First, the video frame is 
transformed and encoded on to a data 
beam. Then this is applied to the holographic 
memory, which contains transformed target 
images, each written into the memory using 
a different reference beam. If any of these 
targets matches the video frame, the corre- 
sponding reference beam is emitted by the 
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memory, and picked up by a detector. The 
image retrieval and recognition are thus 
done simultaneously, in a single step, and it 
is possible to search for thousands of targets 
with extraordinary efficiency. 

This approach could also be useful in 
conventional data retrieval, for finding re- 
cords that match particular criteria. Geof- 
frey Burr, Sebastian Kobras, Holger Hanssen 
and Hans Coufal of 13m’s Almaden Research 
Centre in San Jose, California, are doing just 
that. Since the mid-1990s, the laboratory has 
been at the centre ofa consortium todevelop 
holographic storage. Storing arbitrary digital 
information (as opposed to images) in a ho- 
lographic memory is not easy. Holography 
and optical correlation are both inherently 
analogue processes that can degrade the 
clean 1s and os required in a digital system. 

The rem team makes a virtue of this fuzz- 
iness. Instead of using optics for the entire re- 
trieval process, they use it to guide a second, 
electronic (and error-free) search of a large, 
conventionally stored database. The first 
stage narrows the database down to a man- 
ageable number of relevant-looking records, 
and the second finds the exact record (or set 
of records) required. For two technological 
foundlings, the future could be looking up. 
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Patent law 


Going global 


GENEVA 


INSTEIN had some of his brightest ideas 

while working in a patent office, and 
even financed some of his research by writ- 
ing patents for better refrigerators. These 
days, budding inventors who struggle 
through the lengthy, legalistic procedure of 
filing a patent application usually find the 
process anything but inspiring. The scien- 
tist’s concise description of a clever contrap- 
tion must be translated into different dia- 
lects of legalese to satisfy national and 
international authorities. Standards for 
what is new, or even how to describe some- 





thing new, vary widely, and the whole pro- 
cess involves a mass of paperwork. ce 

Inventors should not despair, however. 
Help is at hand from a most unlikely source: 
the United Nations, where a significant step. 
towards a simple, global system for patent. 
filing was made on June 2nd. At the head- 
quarters of the uN’s World International 
Property Organisation (wero) in Geneva, de- 
legates from 43countries signed anew world 
patent-law treaty, and 64 other countries’ 
plan to follow suit soon. 

The treaty should make life simpler for 
inventors. It stipulates, among other things, 
standardised forms that all patent offices 
must accept, basic standards for electronic 
submission of patents, and mechanisms to 
avoid loss of rights due te non-essential for- 
malities or unintentional delays. But the 
most far-reaching change is the requirement 
that authorities of member states accept na- 
tionally any patent filed according to an in- 
ternational standard known as pcr (or Pat- 
ent Co-operation Treaty). This simplifies 
today’s tedious process, where national and 
pct versions of the same patent have to be 
written to different patent standards. More 
significantly, it may pave the way for filing a 
single patent according to a global standard. 

Are one-click world patents just around 
the corner, then? Albert Tramposch, a direc- 
tor at the wiro, cautions against overenthu- 
siasm. The new treaty deals only with mat- 
ters of form. Issues of substance, such as 
international standards for what constitutes 
novelty, will be the focus of new negotia- 
tions that are due to start in the autumn. 
Some contentious issues will probably be 
pushed even farther into the future, such as 
the difference between the “first to invent”— 
the criterion that determines patent owner- 
ship in the United States—and the “first to 
file” rule used elsewhere. This cautious ap- 
proach makes diplomatic sense, since at- 
tempts over the past 15 years to reach inter- 
national agreements on patents have 
foundered on just such sensitive issues. 

Thenew treaty will not become law until 
itis ratified by the governments of atleast ten 
signatories. Although the United States and 
Britain are on board, other key 





Another brilliant idea 





countries have not signed up 
yet. France, Japan and a num- 
ber of other notable absentees 
seem keen, but have had to 
postpone signing for technical 
reasons. And China, India and 
some other developing coun- 
tries seem to have misgivings 
about the treaty. That is a 
shame. Many of the next cen- 
tury’s Einsteins will -come 
from those countries. It would 
be sad for those potential in- 
novators if they missed outon 
the benefits of the new treaty 
and its successors, 
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MOREOVER 


The future on display 


Can museums really keep up with modern developments and changing 
public attitudes to science and art? London’s Science Museum is about to find 
out (below). Two Tate Galleries are under scrutiny (next page) 


| Bi pg SWADE, curator of computing 
at London's Science Museum, was a 
very worried man. In front of him stood five- 
and-a-half tonnes of Victorian engineer- 
ing—the mechanical calculating engine and 
printer that had been built according to 
plans drawn up in the 1840s by Charles Bab- 
bage, a computing pioneer. Nothing had 
come of Babbage’s designs 
during his lifetime; construc- 
tion began only in the 1990s 
when Mr Swade decided to 
see if Babbage’s calculating 
engine actually worked. By 
March this year, construction 
was finally complete. The 
printer had been carefully at- 
tached to the calculating en- 
gine via a set of interlocking 
cogs, ready for its unveiling 
the following day. But after a 
few cranks of the handle, the 
mechanism jammed. Mr 
Swade could not work out 
why. 

The problem, he mut- 
tered, was that Babbage failed 
to leave behind any instruc- 
tions for troubleshooting. For- 
tunately, by the following af- 
ternoon the problem had 
been identified and solved, 
and a visibly relieved Mr 
Swade was ready for his grand 
unveiling. What he had over- 
come were the unexpected 
difficulties of getting a con- 
traption designed in the 19th 
century to work in the 2ist. 

That, as it happens, is exactly the pro- 
blem faced by the world’s science museums. 
How should showcases of industry and 
technology, originally pioneered in Victor- 
ian times or earlier, respond to the changing 
demands of the modem world? Museums 
face many challenges. They are expected to 
cover complex and fast-changing topics 
such as cosmology, computing and genetics, 
but research in these fields is advancing so 
quickly that exhibits may be out of date be- 
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fore they even open. At the same time, muse- 
ums must avoid the arrogant tone that scien- 
tists are often accused of using when 
addressing the public. There is also the ques- 
tion of how best to incorporate “virtual” ex- 
hibits, both within the museum and online. 
So when planning began a few years ago 
for the Science Museum’s new wing, its 





director Sir Neil Cossons and his colleagues 
decided to tackle these problems head-on. 
The result, the £50m ($75m) Wellcome wing, 
which will be officially opened by the queen 
on June 27th, involves a daring combination 
of innovations in presentation, content and 
technology. 

Doscience museums really need tobe re- 
invented? The short answer is yes, because 
the traditional approach torunningascience 
museum will no longer work. Sir Neil says 
that when he took over as director in 1986, 





one exhibit boasted a caption speculating 
that, some day, men might walk on the 
moon. At the time, the museum was run in 
much the same fusty way as the British Mu- 
seum: exhibition areas were renovated one 
by one ina slow rotation. Each update might 
cost millions and take menths, but would 
then be left unchanged for 20 years. This is a 
fine way to exhibit Chinese pottery, or 18th- 
century Surgical instrumer ts, but it is no use 
at all for modem science and technology. 

So in 1992, the museum launched a new 
initiative called Science Bex, in order to put 
together new exhibits within three months 
in response to news events or break- 
throughs. Over the years. Science Box has 
covered many topics including passive 
smoking, pNa fingerprinting, and infertility 
treatments. The new wingextends this idea: 
its ground floor exhibition, “Antenna”, will 
consist of constantly updated 
exhibits, some prepared in as 
little as 24 hours, and others 
put together over the course 
of no more than six weeks. 
This will allow the museum to 
respond to news events, and 
to update its exhibits when 
things change. Partnerships 
with  sciemtific publishers 
mean that the museum will 
be given advance warning of 
major stories. This will make it 
possible, says Sir Neil, for 
someone to hear about some- 
thing on the moming news, 
and then walk into the mu- 
seum at 10am and see an 
exhibit exp.aining it in more 
detail. 

Market research showed 
that visitors to the museum 
wanted mcre than just time- 
liness, however. They also de- 
manded better coverage of 
two of the fastest-moving sci- 
entific fields: computing and 
biomedicine. So the first and 
second floars of the new wing 
are devotec to these two sub- 
jects alone. Again, flexibility is vital, and this 
is reflected in the architecture: the wing's 
three upper floors are huge, suspended 
deck-like structures. There are no fixed walls, 
and each deck is hollow, allowing techni- 
cians to run compressed air, electricity and 
data feeds to wherever they are needed. The 
wing's architect, Richard MacCormac, refers 
to it as a “theatre of science” able to respond 
quickly to scene changes and new 
productions, 

What about virtual exhibits? The bio- 
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medical exhibition, “Who Am I?” will let vis- 
itors make scans of themselves and enter 
other information, which they will be able to 
save and carry with them as they travel 
around the museum. This will be made pos- 
sible through the use of fingerprint scanners 
which will identify individual visitors and 
enable them tocall up and modify their own 
data at any terminal. As they leave the mu- 
seum, they will be issued with a password, so 
that they can subsequently call up this in- 
formation over the Internet, from home or 
school. Janet Carding, one of the curators of 
the new exhibitions, admits that getting all of 
this to work will be quite a feat. 

The third floor of the new wing, “In Fu- 
ture”, takes a novel approach to predicting 
what is to come, something that science mu- 
seums often get embarrassingly wrong. Not 
only are such predictions liable to be proven 
incorrect, they can also come across as 
patronising: this is the future, they imply, be- 
cause that’s what a bunch of scientists have 
decided. “In Future” is an attempt to avoid 
these mistakes by presenting a range of fu- 
ture scenarios, by admitting the existence of 
scientific controversy, and by emphasising 
the role of the public in determining which 
future will corne to pass. 

The exhibit takes the form of a multi- 
player computer game in which visitors are 
invited to explore a particular subject, such 
as the possibility of male pregnancy. Once 
the game is over, players vote to indicate 
their views on the subject. As well as being 
able to see how their own views differ from 
those of other players, visitors can inspect a 
tally of all votes to date, which gives them an 
indication of broader public opinion. 

Other exhibits in the new wing include 
an Imax cinema, a children’s exhibit called 
“Pattern Pod”, and “Live Science”, where sci- 
entists will perform genuine research inside 
the museum in conjunction with visitors. An 
early project will involve collecting facial 
scans and DNA samples in an attempt to 
identify the relationship between the two. 

Some of these ideas—interactive dis- 
plays, opinion polls—have been tried else- 
where, and recent exhibits in many science 
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museums have acknowledged controversy 
or uncertainty in science, and the role of the 
public in directing research and deciding 
what is and is not acceptable. The Wellcome 
wing is, however, unique in using the pub- 
lic’s changing view of science as the organis- 
ing principle for an entire museum. It will 
not be easy, and it will not be cheap—-keep- 


British 20th-century art 


Wrong key at the 


IFTY years ago the Tate Gallery did a dar- 

ing thing when it launched a public ap- 
peal for funds to buy Rodin’s sculpture, “The 
Kiss”. The trustees were unsure it would suc- 
ceed. The larger-than-life naked lovers 
locked in an embrace was still considered a 
scandalous work. But succeed it did, and for 
many years Rodin’s piece dominated the 
Tate’s collection of 2oth-century art. 

Now it has been moved—along with all 
the other non-British art—to the new Tate 
Modern on the South Bank near Southwark 
Bridge. Never mind that the footbridge, de- 
signed by Sir Norman Foster to link the gal- 
lery with St Paul’s cathedral, sways so much 
it has given new meaning to the phrase 
“swinging London”, Tate Modern is the most 
ambitious museum project in Britain since 
the second world war. The architects, 
Jacques Herzog and Pierre de Meuron, have 
used Giles Gilbert Scott’s original building 
that was begun in 1947, and the space 
around it, tocreate a logical and friendly rela- 
tionship with the river and the City on the 
opposite bank. The museum draws large 
crowds every day. Yet Mr Herzog is man 
enough to admit that some of the project's 
success is entirely random. “The choice of 
Bankside,’ he says somewhat eliptically, 
“was almost an act of urbanism to which we 
as architects didn’t contribute.” 

On entering the building, the visitor de- 
scends into the old turbine hall, which is 
larger than most railway stations. Stairs to 
the left lead to five floors of exhibition space. 





ing the exhibits updated is expected to cost 
around £3m a year. But curators of other sci- 
ence museums around the world will be 
watching closely. If it all works, and if people 
actually like it, the Wellcome wing may come 
to be seen as the prototype for an entirely 
new kind of science museum—a museum of 
the future, indeed. 


Tate 


To the right (still to be completed) will be a 
further gallery, below ground level, which 
once housed the oil tanks of the building. In 
the main gallery is the Tate Modern’s first 
major commission, a series of massive sculp- 
tures by an 88-year-old French sculptress, 
Louise Bourgeois. Like the gallery itself, these 
structures, which have staircases up them 
that the public are encouraged toclimb, have 
caught the public’s imagination and helped 
make Ms Bourgeois a household name. 

The Tate Modern appears so far to have 
had a blessed, if brief, existence. But the 
establishment of a major contemporary-art 
museum in London has not been without 
problems. The Tate trustees were forced into 
building elsewhere because the construction 
of the Clore Gallery alongside the old Tate 
left no room for further development north 
of the river. While building a whole gallery 
may have been simple, dividing the collec- 
tion was not. The original Tate, redesignated 
Tate Britain, now houses the permanent col- 
lection of British art, while Tate Modern has 
the rest. A carve-up was necessary, but the 
result is unhappy. The situation has. been 
made worse by the curators’ decision to dis- 
play both collections, notinanencyclopedic 
chronological sequence, but by grouping the 
works of art in a series of exhibitions based 
on genres or subjects—war, nudes, land- 
scapes, still-life, and soon. 

For most of the spring, the grumbles 
were confined to critics and museum ex- 
perts. Earlier this month, though, they burst 
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into the open when a distin- 
guished art historian, David Syl- 
vester, wrote in an essay in the 
London Review of Books that, 
“Chronology is not a tool of art- 
historical interpretation which 
can be used at one moment, dis- 
carded at another. It’s an objective 
reality, built into the fabric of the 
work.” Using stronger language, 
Waldemar Januszczak, a critic at 
the Sunday Times, insisted, “This 
exercise in arrogance and whimsy 
masquerading as a new national 
hanging policy has resulted in the 
Tates being divided into 
‘themes’...a way of not saying 
something definite about any- 
thing.” 

The division of the spoils 
seems to have panicked the Tate 
Modem curators who are now 
faced with the reality of alopsided 
collection with many gaps. At Tate 
Britain, meanwhile, the departure 
of so many famous 2o0th-century 
names—Rodin, Picasso, Matisse, 
Dali and Jackson Pollock—has forced its cu- 
rators to find new ways of making British art 
interesting in order to draw in the crowds. It 
does not seem to be working, although Sir 
Nicholas Serota, director of the Tate since 
1988, fiercely defends the decision to experi- 
mentin this way. Ina new book, “Experience 
or Interpretation: The Dilemma of Museums 
of Modern Art” (Thames & Hudson, 64 
pages, £7.95), he suggests modern work ob- 
liges the viewer to consider the “personal ex- 
perience” of the artist before relying ona “cu- 


Keeping time 





ratorial interpretation of history”. 

One area where this has worked, though, 
is at the Tate Modern’s group-show exhi- 
bition on the fourth floor, which is entitled 
“Between Cinema and a Hard Place”. The 
rooms are much less overcrowded because 
visitors have to pay an entrance fee to see the 
show. Since the rest of the gallery is free, a sig- 
nificant percentage of the public chooses to 
ignore it. By missing it, though, they are deny- 
ing themselves the chance to see the se- 
quence of rooms used to best advantage. 





Works by Cornelia Parker (includ- 
ing the startling “Cold Dark Mat- 
ter: an Exploded View”, an instal- 
lation based on fragments from an 
exploded garden shed), Rachel 
Whiteread and many others, take 
the visitor through a series of phys- 
ical confrontations that bear out 
Sir Nicholas’s theory: “The gallery 
or museum has become a studio, 
prompting a sigr ificant change in 
the conventiona. relationship be- 
tween the artist the work of art 
and the curator.” 

Sir Nicholas suggests that curi- 
ous juxtaposition ought to appear 
“perverse or obscure” to the un- 
wary viewer. In tis, the curators at 
both galleries have succeeded, in 
part at least. A national collection 
has to alter all the time, and the 
Tate’s policy for some years has 
been to have regular re-hangs. The 
controversy that the latest scheme 
has stirred up should, if anything, 
encourage them to continue this. 
After all, a retum to the old-fash- 
ioned chronological promenade will then 
seem to offer something new. There remains 
one problem that it is unlikely even the most 
imaginative curator will be able to solve at 
Tate Modern. Those early 2oth-century 
works that the collection olds seem out of 
place there. At the top o? an escalator the 
once-sensational Rodin ‘ Kiss” stands in a 
corner. The crowds pass by, hardly giving ita 
glance. Ithas been reducec tolittle more than 
a decorative icon. So sad. 
= s 








ST IVES, CORNWALL 


Surfing the galleries 
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T THE tum of the 2oth century, St Ives 
was a tiny, picturesque town teeming 
with fishing boats and with artists. Most of 
the latter had come from London, drawn, 
as were Walter Sickert and James McNeill 
Whistler through several winters in the 
1880s, by the vivid and naturalistic subject 
matter and the preternaturally clear light. 
By the 1920s, however, fishing had de- 
clined. Until recently, St Ives was only ever 
crowded in summer. Although there were 
still many artists, only a few working boats 
remained. And every winter, the town 
used to suffer a severe slump. Since 1993, 
however, an outreach of the Tate Gallery, 
the Tate St Ives, has done much to change 
that. On a cliff-top site with a massive 
curved glass wall—and built with slate 
floors, white walls and views which beau- 
tifully frame the surf, the fishermen’s cot- 
tages and a distant lighthouse—the gallery 
is a powerful work of art in its own right. 


Up to 10,000 visitors a week come in sum- 
mer, and 8,000 during the winter. 

Until October 29th, you can see the 
work of Alfred Wallis, an irascible local ex- 
fisherman and one-time rag-and-bone- 
man, who, in 1925, at the age of 70, began 
painting “for company” after his wife died. 
Wallis’s paintings form an elemental vision 
of storm-wracked boats, harbours and 
bridges seen from eerie perspectives and 
mysterious inland scenes with odd vertical 
paths. The endless interplay of art and life 
may never have been better demonstrated 
than by Wallis’s exhilarating pictures of 
“The Wreck of the Alba”, which are on 
show not far from the remains of the vessel 
thatare still just visible at low tide. 

The legendary discovery, in 1928, of the 
self-taught Wallis by two young painters, 
Ben Nicholson and Christopher Wood, 
who happened to see his pictures outside 
his cottage, has often been cited, although 


—m 


there is some evidence that another 
painter, Cedric Morris, had already come 
across Wallis’s art two years earlier. 

Wallis’s intuitive sophistication was to 
inspire more than one generation of artists 
in St Ives. Nicholson and his second wife, 
Barbara Hepworth, settled there in 1940. He 
made increasingly abstracted and crystal- 
line-looking pictures of the fishing town 
and its surroundings. Hepworth’s cool 
sculptures—which stanc like pristine 
modernist versions of ancient Cornish 
standing stones—can be seen prominently 
around the town and in what was once her 
studio, now a museum. In mid-July, a new 
gallery devoted to Benarc Leach, a philos- 
opher and potter who came to St Ives in 
1920, will be opened in wkat was his home 
and studio. 

Though one eye is keot firmly on the 
past, the Tate now also promotes more ex- 
perimental contemporary art—such as in- 
stallations and video art—as part of its St 
Ives programme. But the legacy of the 
primitive Wallis and the ertists who came 
in his wake is an enduringone. 
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| OBITUARY | 
Hafez Assad 





EFORE Hafez Assad died Syri- p~~ 

ans would joke that God sent 
the angel of death to bring him to 
judgment. The angel returned to 
heaven, bruised and limping, 
beaten up by the dreaded Syrian 
secret police. “Oh no,” God re- 
sponded in horror, “you didn’t 
tell them who sent you?” 

In the end, the angel did fulfil 
his mission, and it is judgment 
time. On earth, at any rate, the 
best being said of Mr Assad is that 
he brought stability to Syria. The 
coup that brought him to power 
in 1970 was the tenth in 20 years. 
He ended the chaos that had con- 
sumed the country since inde- 
pendence from France in 1946. 
The “corrective movement” he 
launched toned down the revolu- 
tionary zeal of his predecessors. 

A village boy himself, one of 
u children, the new leader 
brought schools, hospitals and 
electricity to the countryside after 
decades of neglect by the squab- 
bling Damascene elite. The econ- 
omy, freed from dogma and up- 
heaval, boomed. Above all, he 
helped Syria regain some na- 
tional pride and international 
influence after years of humilia- 
tion at the hands of Israel. Mr As- 
sad’s surprise attack on Israel in 
1973 was initially successful; and 
although repulsed when Israel 
rallied, it helped to offset his fail- 
ure as defence minister in 1967, 
when Syria lost its strategic bor- 
derlands known as the Golan Heights. 

Nonetheless, opposition to Mr Assad’s autocratic rule grew, 
and so did his repressive habits. The resentment that much of 
Syria’s Sunni Muslim majority felt at being ruled by a member of a 
small Shia sect culminated in a bloody Islamist insurrection in the 
town of Hama in 1982. Mr Assad sent in the air force to bomb the 
rebels into oblivion, heedless of the tens of thousands of civilians 
he killed in the process. Today, a leafy park stands over the ruins of 
Hama’s city centre, where members of Syria's dozen security ser- 
vices patrol for any sign of renewed dissent. 


With the Americans 
Along with his internal prestige, Hafez Assad’s international influ- 
ence was draining away. Despite Soviet help, Syria could not afford 
its arms race with Israel. When Egypt made peace in 1978, Mr Assad 
was left to carry the burden of “strategic parity” with Israel. Syria’s 
endless meddling in the Lebanese civil war spread the military 
budget even thinner. It also helped to undermine Mr Assad’s repu- 
tation as an Arab nationalist, as the twists and turns of the conflict 
pitted him against both Lebanon's pan-Arabists and the Palestin- 
ian guerrillas along Israel’s northern border. 

By the time the Soviet Union collapsed, Syria was friendless 
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Hafez Assad, Syria’s brutal “man of 
principle”, died on June 10, aged 69 


and penniless. Mr Assad reversed 
his lifelong opposition to Ameri- 
can interference in the Middle 
East, and sent Syrian troops to 
fight under American command 
in the Gulf war. He gave up any 
pretensions of a military chal- | 
lenge to Israel, but refused any 
deal which left any Syrian terri- 
tory in Israeli hands. 

Indeed, Mr Assad clearly saw 
himselfasamanof principle.Asa | 
youth, he joined the nationalist | 
Baath party, although his Alawite 
brethren were the mainstays of 
the French colonial regime. Once 
in power, he preserved an absurd 
regard for constitutional propri- 
ety, carefully cobbling together a 
multi-party coalition in a parlia- 
ment that never dared do more 
than rubber stamp his decrees. 
Throughout his presidency, he 
lived an ascetic life in a modest 
villa, only visiting the grandiose | 
presidential palace for official | 
functions. | 

Whenever American digni- | 
taries came to persuade him to 
make peace with Israel, he would 
hector them for six hours on the 
trot on the injustices of the Arab 
world’s colonial heritage. Friends 
and enemies alike admitted he | 
was a master of negotiation. It 
took a dozen visits for Warren 
Christopher, an American secre- 
tary of state, to persuade Mr As- | 
sad to sit face-to-face with him, 
instead of the normal neck- 
straining side-by-side. His predecessor, James Baker, never sum- 
moned up the courage to interrupt a tirade to visit the loo. 

But it was the Syrian people who paid the price for these small 
victories. While Mr Assad’s attention focused ever more narrowly 
on the peace process, internal policy began to drift. Ever fearful of 
his security, he valued loyalty over ability or honesty. His cowed | 
and corrupt cronies moved even more slowly than their counter- | 
parts in the rest of the Arab world to abandon the failed statist and 
socialist policies of the 1960s and 1970s. Syria, a country once fam- | 
ous for its merchants, still has no banks worthy of the name. The 
economy depends mostly on oil prices and rainfall. The number 
of Syrians is growing, and their average income is tumbling. 

Aska Syrian on the street exactly what it was Mr Assad did for 
Syria,and he cannot come up with much beyond vague notions of 
steadfastness and national pride. If anything, his main achieve- 
ment was to stop Syrians even asking such questions. The leaders 
of the purportedly socialist and republican Baath party have ac- 
cepted Mr Assad’s son, Bashar, as their new leader without mur- 
mur. His accession to the presidency seems assured. The day after | 
his father’s death, thousands of Syrians took to the streets shout- 
ing, “God, Syria, Bashar and nothing more”, as if Hafez Assad had 
never existed. | 
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INSE AD f A ` 








< 


TR ; The retailer as a major player 
15-22 Noyember 2000 e retailer strategy / e-tailing 


manufacturer-retailer negotiation 





14-21 November 2001 


. merchandising shelf space 


The STORWARS marketing simulation, specially 
designed by the Programme Director, Marcel 
Corstjens, is used to integrate, apply and test the 
concepts developed during the course. Building on 

i ; a ee INSEAD’s considerable experience in the field of 
strategic marketing practices in this highly competi- international marketing, the STORWARS simulation 
tive field. g 


Focusing on consumer goods, the STOREWARS 

programme and its exclusive marketing simulation 

bring together senior managers in manufacturing, 
g 

retailing and advertising to explore and exchange 


recreates the most crucial challenges facing today's 


. ` > S “ro Y) z A 
This marketing programme addresses key issues CORTAS goods industry 


of consumer marketing from two perspectives 


manufacturer and retailer, as outlined below: The combination of the STORWARS simulation, 


F À the tailored conceptual inputs and the facilitated 
Marketing strategy and tactics ; 


discussion makes sure that the learning is rooted in our 
e differential advantage and target-market selection 


? : experience. As a result, it has been a challenging and valu- 
e marketing intelligence and customer profitability able programme to our customer managers — even for those = 
from different market places and with different marketing z 
The brand as a central concept responsibilities? 

e brand equity and acquisition of brands 


e efficient consumer response 


International Marketing & Sales Training Manager 
e brand loyalty / brand sw itching 8 g 8 


Unilever 
e eurobranding and globalisation 
L 
ee dE 


Please fax or mail this coupon to Janet Burdillat, INSEAD, Boulevard de Constance, 77305 Fontainebleau Cedex, France, 
Tel 33 (0)1 60 72 42 90, fax 33 (0)1 60 74 55 13, E-mail exec.info@insead.fr, http://www.insead.fr 
O I would like to reserve a place on STOREWARS (date of programme) 
[O Please send me a brochure on STOREWARS 
C Please send me INSEAD's Executive Education general brochure 


Family Name Mr/Ms/Dr/Other 

First Name Job Title 

Company Name & Address o 
a 

Country Postcode 

Tel Fax e-mail ; 
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LL.M./Masters 


in INTERNATIONAL and 
OFFSHORE TAX PLANNING 


INTERNET DELIVERED 


ONLINE delivery - Study anytime, anywhere. 
Prestigious Masters in international Taxation (VLT) for non-lawyers, 
E-Commerce ~ Tax Planning speciality. 


St. Thomas is accredited by the Commission on Schools of the 
Southern Association of Colleges and Schools. 


American Bar Association approved programme. 
Course Modules include: 
s Principles of International Taxation * Tax Treaties 
e Offshore Financial Centres « Anti-avoidance 
a Trusts and other entities * Transfer Pricing 
* International Tax Planning « E-Commerce Taxation 
Global Estate Planning & Asset Protection 







A St. Thomas University 


School of Law + miami, Florida 


For more information please contact: 





HONG KONG UNITED KINGDOM USA 
Michael Foggo Siman Denton Coleman Foster 
+44 (020 7479 7070 Tel 41 (205) 474 2460 









Tel 4852 2542 1177 Teh 
Fax, +8; K 
hkapBovers 









+44 020 7430 & 
uk@SovereignGroup.cum 





The MSc in Finance at the City University Business School is 
an intensive 10 month course integrating theory and practice. 
it provides: 


* a thorough and comprehensive grasp of the principles of 
finance together with enduring technical and conceptual skills 








* a genuinely international, multicultural perspective with a 


global focus 


e a highly flexible qualification suitable for a wide range of career 
openings in the financial sector 






pa tly haath oh de 
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1 programme 

2 continents 

3 top universities 
4 terms 





A joint programme, offered by: 
University of Groningen, The Netherlands | 
Uppsala University, Sweden | 
University of Florida, U.S.A. 






Master of Science in 
international Financial Management 


A truly international academic programme 
The programme offers an in-depth study in 
the field of international financial ¢ 
at three highly respected universiti 


For more information, 
please contact: 








Mr. Rieks Bos 
Course Manager MSc (IFM) 
MSc Office, 
Faculty of Management 
and Organization 
iversity of Groni 
+O. Box 800/Landie 
§700 AV Groningen 
The Netherlands 
Tel ++ 31 50 363 4305 


Fax ++ 31 50 363 2341 
dk.rug.nl 


Applicatie a 
To apply, please request an app! licati ion pat 
c Office, or download tf 





An information session will be held on the following date at the 
Business School, Frobisher Crescent: 


5th July 5.00pm - 6.00pm 
Tei: +44 (0)207 477 8660 

E-mail: MScFin@city.ac.uk 
www.business.city.ac.uk/af 





The University for business and the professions 
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Combine job 
and education: 


The new MBA 
meeting the 
future 
challenges of 
shipping 


Application date 15.09.00 
Startup date: 04.01.01 
Contact secretary: 

Vicky Henriksen 
Copenhagen Business School 














Phone: +45 38152444 
Fax: +45 38152500 
E-mail: veh.int@cbs.dk 


ISMA Professional Education 


TV THE BUSINESS SCHOOL 
Sai FOR FINANCIAL MARKETS 


W Market and Credit Risk Management 
Techniques for Emerging European Economies 
Professor Salih Neftci +31 July-3 August 2000 


i Market Risk Measurement Models 
for Latin American Countries 
Professor Carol Alexander - 18-21 September 2000 
Expert practitioner guest speakers: 
Dr Jacques Pezier and Dr David Murphy 


i The Measurement of Operational Risks 
A One-day Workshop 
Professor Carol Alexander : 22 September 2000 
Expert practitioner guest speakers: 
Dr Marcelo Cruz, UBS and Stuart O’Nions, Lloyds TSB 


For information visit: www.ismacentre.rdg.ac.uk 
(ISMA Professional Education/Executive Courses) 
or email: courses @ismacentre.rdg.ac.uk 


The University of Reading, ISMA Centre 
Whiteknights, PO Box 242, Reading RG6 6BA, UK 
Tel: +44 (0)118 931 6712 

Fax: +44 (6 9314741 tates A, ifar 


with the 
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SUMMER SCHOOL 
SE will offer undergraduate degree level Certificate proaeniiehes: 
consisting of 4 course modules totalling 160 hours over nine weeks 
leading to a Certificate in: 


* PR Pai Cor 
« Marketing nications Strategies 
* Management “ Ciabal yeu 


«Finance internet a New Media 


Between 17th July and 15th September 2600 


Bachelors Degrees Masters Degrees 
"international Business + international Marketing. 
with ten specialisations to * Fashion Management 
choose from) * International MBA 
«Communication & Media » World Wide MBA 


«international Political ‘Studies 





GENEVA 2000 


During the past two decades, the FAME-ICMB 
Executive Courses in Finance have become the 
benchmark for executive training in asset 
allocation, risk management, forecasting and 
quantitative analysis. 


The emphasis ori- practical applications and our 
renowned international faculty ensure that 
participants build skills that are directly 
applicable to their daily work environment. 


G. Andrew Karolyi 26 - 30 
EQUITY PORTFOLIO MANAGEMENT 


Yacine Ait-Sahalia 
INTEREST-RATE MODELS: THEORY. AND PRACTICAL: 
APPLICATIONS 


Kevin. Wilson ~ 26 
SHAREHOLDER VALUATION AND: SECURITIES ANALYSIS. 


Richard Leavich gust 28 - September 4 
EXCHANGE-RATE AND INTEREST RATE ECONOMICS 
AND FORECASTING 


Francis x. Diebold co September 4 - 8 
FORECASTING FINANCIAL MARKETS 


Stepren Schaefer =“ Seotember 11- 15 
BOND PORTFOLIO AND INTEREST-RATE RISK 
MANAGEMENT - 


Philippe Jorion September 18 - 22 
GLOBAL ASSET ALLOCATION 


Pau Embrechts tober 
EXTREME VALUE THEORY AND ‘RISK MANAGEMENT 


René Stulz October 9 - 13 
INTEGRATED RISK MANAGEMENT 


David Cox er6- 10 
IMPLEMENTING QUANTITATIVE: TECHNIQUES FOR 
FINANCIAL MARKETS 


Didier Cossin November 13 - 16 
CREDIT RISK PRICING, MANAGEMENT AND THE USE 
OF CREDIT DERIVATIVES 


Salih Neft er 20 - 
ADVANCED MATHEMATICS OF DERIVATIVE PRODUCTS 


TERN, RTEA POR 
PIMANCIAL AKSET MANADEMENT AND ENGINEERING 


To register and obtain our detailed brochure, 
please contact: 

Fabienne Scagliola or Béatrice Candotfi 
FAME-ICMB 

Av. Blane 49, 1202 Geneva, Switzerland 

Tel: +41-22/731 95 55 Fax: +41-22/731 95 76 
E-mail: geneva~courses@fame.ch 

URL: www.fame.ch/executive-education/geneva 
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eCreate Yourself 


Re-create yourself by earning your graduate degree online. 
Get your MBA, MS in Information Management, or MS in 
information Technology-- without setting foot on a campus. 
That means no time out from your career. 


Log on and you're there. Network as you learn, Interact with 
respected technology leaders and fellow professionals from 
around the globe. 


join us at www.isim.edu, the award-winning, accredited 
online International School of Information Management. 


Applications are now being accepted for the Spring, Summer 


and Fall terms. Apply online or call our admissions mentor 
Robin Thompson at: 303.333.4224, ext. 177. Or Toll-free in 
the US, at 1.800.441.4746, ext. 177. 


isim university 


Become tomorrow's eStrategist 


Online Learning since 1987 © Accredited Member DETC 
Denver, Colorado + www.isim.edu 


Amsterdam 
Institute of Finance 


In cooperation with the faculty of 


INSEAD 


Measuring and Implementing 
Economic Value Added 
(August 28 — 30) 


This course is designed for anyone interested in shareholder 
value and performance metrics, including corporate managers 
and management consultants. It provides the tools to measure 
performance, see where value is created or destroyed, and 
design value-driven incentive schemes for ernployees. 


Advanced Financial 
Statement Analysis 
(October 23 — 25) 


In this course advanced skills in the analysis of corporate 
financial reports are provided. Participants are given an 
international perspective on financial statement interpretation 
and learn how to detect manipulation of accounts. 


For information, please visit our Web site or contact us directly. 


AIF - Herengracht 205, 1016 BE Amsterdam, The Netherlands 


telephone: +3 1-20-5200162/160 - fax: +31-20-520016! 
email info@aif.ni - internet: www.alfal 









f ery ‘ ú 

Surrey European Management School 
University of Surrey 

Guildford, Surrey GU2 5XH 
Freephone 0800 0523972 (UK only) 
Telephone: +44 (0) 1483 259347 
Email: sems@surrey.ac.ak 

Website: www.sems.surrey.ac.uk 


el, 16. 28009 Madrid (Spain) 
2.839 | Fax: +34 014.315 054 


E-m da.com, 
[ww ina 








UNIVERSITY DEGREE 





B. 
NO COST evaluation! Send resume, 


University B.S. 


EE N 
j 10.0004 for a nonet 
No bachelors 


don't need to know, Wanted as faculty member: £ go 
communication and teaching skills who are internet savvy. We are in Dakota: Dunes, South Dakota, USA, 


www.distancemba.com 605-232-6037 ec@rushmore.edu 


WASHINGTON INTERNATIONAL 


BACHELOR'S « MASTER'S «DOCTORATE 
Barn a recognized, legal and accredited dagroe 
entirely through work or He experiance or tatored one 
campus oroi ramnpas: 

ST. GEORGE UNIVERSITY | 
. ‘Distant Education Contre, JAPAN-UK: 
NE Tel: (00 or WA or O11) RR-16S 11-1445 
Mail: oxford @atgeargeuniversity.cdhes 

Website: hittp-/sevewstpeongeunhriesity ada 













6400 UPTOWN BLVD NE > SUITE 398-W 

Dept, 34 > ALBUQ., NM 87110: USA 

J4 @reenturyuniversityedu 
1-800-240-6; 


An unconventional, no-hassle, 
real-world MBA for those with. | 

i no time or money to waste 
tion & DBAPR.D. degrees also available. One-year’ MBA progiem tuition only $3995. 
ee, Distance Learning using e-mail end. the web, nol classes. 


stom ilai 
degree {B.S} needed if you have significant real-world experience, Transfer students 


welcome. Learn from successful faculty with extensive real-world experience, not relired-on-the:job 
tenured professors. No required courses or irrelevarit readings covering m know. oF 







aterial. 
s: highly successful mrelessionals oF ante wih 


NIVERSITY 


















Bachelor + Master + Ph.D. 

Business (GMBA Majors) - Engineering 
Liberal Artes - Computer. 

Adutis, cam your AMERICAN degree in ONE Y 

< Scnderic credi for your naperiencee Lise sak 

RNET LIBRARY © Your private American Instructor froni ge 

iy will neip you with your studies « Students from 112 counties 

P.O. Box 1138, Bryn Mawr, PA 19010-U5A 

fax: 610.527.1008 * e-mail: admissions@washint.edu * vevew washint edu 

























Brussels School of 
International Studies 


The Graduate School of Politics and International Relations of the 
University of Kent offers the following programmes in Brussels: 









~ MA in International Relations by Coursework and Dissertation 
+ MA in International Relations by Research and Thesis 

+ MPhil in International Relations by Research and Thesis 

* PhD in International Relations by Research and Thesis 








Ve 
Admission for Coursework Programmes in October and February. and eee Libre de 


sion for Research Degrees at the beginning of any month. vy 
Ful-tine and Part-time evening study. 










For a full brochure and informal enquires, contact: 

Dr Jarrod Wiener, Director, Brussels School of international Studies, 
“ollege, Plaintaan 2, B-1050 Brussels, Belgium 

-2) 629-2707 Fax: (432-2) 629-3637 Emaik |. Wiener @iuke.acuk 












The University of Durham MBA comes in three AMBA accredited 
study options ~ Full-time, Part-time or Distance Learning. 
Find us @ www.dur.ac.uk/udbs or call +44 191-487 1422. 


Y University of Durham 
BUSINESS SCHOOL 


Investing in excellence in teaching and research 
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The University of Reading 
i pe gateway to the best careers 
THE BUSINES L à ; 
RE| FOR FINANCIAL MARKETS in the global financial markets 


44 (0)118 931 6675 - Fax: +44 (0)118 931 4741 - email: admin @ismacentre.rdg.ac.uk web: www.ismacentre.rdg.ac.uk 


APPOINTMENTS | 























"IMPERIAL COLLEGE AT WYE 
External Programme 


Dhoni 


UNIVERSITY OF LONDON 
DISTANCE LEARNING 


MSc and Postgraduate Diploma 
programmes available worldwide in: 


a mom | PS [UNIVERSITY OF DUBLIN | 
Management Food Management TRINITY COLL EGE 


-* Biodiversity Conservation + Sustainable Agriculture 
Lectureships in 
Business Studies 


The School of Business Studies at Trinity College, Dublin, 
invites applications for three appointments. One 
appointment will be made. in the field of Management: 
Information Systems. Two further apoointments will be 
made for which applications are invited from suitably 
qualified candidates in the following fields, in descending 
order of priority: Marketing, Strategic Management, 
Service Operations. One appointment will be 








Balkans - TV, Radio, Newspaper Consultants. IREX/ProMedia, a 
USAID-funded projec, seeks short and long-term consultants for T 

Radio, and Newspaper development programs in the Balkans. Ideal 
candidates are experienced professionals with at least 10 years journalism 
and/or management experience in TV, Radio, or Newspaper. Send resume 7 
with cover letter to: IREX ProMedia, fax (202) 628-8189 or: 
promedia @ irex.org 







































Individual courses from these programmes can be taken 
under the Occasional Student Scheme 


or a full programme guide contact us today 

| External Programme Imperial College at Wye 

, University of London Ashford Kent. TN25 SAH UK 

< Tel: +44 (0)1233 813555 ext 280 

| Fax: +44 (0)1233 812138 

Email: epadmin@wye.ac.uk Web: www.wye.ac.ul/EP 





















Enhancing access to continuing education worldwide | 






























THE UNIVERSITY 
OF BIRMINGHAM 


















































SCHOOL OF PUBLIC POLICY permanent, two. appointments will be made on contract 
INTERNATIONAL DEVELOPMENT for a period of not less than three years. 
DEPARTMENT The School of Business Studies is recognised for its 
PUBLIC SECTOR MBA inquiring, multi-disciplinary and general management 
(INTERNATIONAL STREAM) orientation based on a strong research and research- 


based teaching record, a unique international position in 
terms of action learning and action research competence, 
an intimate, tutorially orientated educational philosophy 
at undergraduate and postgraduate levels and a high 
degree of internationalisation in all its activity. 


Salary Scale: IR£17,872-IR£44,164 per annum 
(permanent post) 
IRE16,984-IR£41,956 {contract posts) 


Appointments will be made within the salary range 
IR£E17,872-IR£25,227 (permanent)//RE16,984-IR£23,966 
(contract), at points to accord with qualifications and 
experience to date. 


In recent years, management in the public sector has seen new 
complexities with pressure for efficiency and accountability. In 
many countries there have been innovations in practice with new 
forms of partnership between public, private, community and 
non-governmental organisations. This MBA programme 
provides managers with the skills to respond to these challenges. 
Covering topics including governance and management: financial 
management; organisational analysis and marketing for the 
public sector the programme also includes management 
breakout weekends, policy study visits to organisations such as 
the UK Cabinet Office and a European study visit. 


The programme is delivered by academic staff who are heavily 
involved in research and publication around these issues and 
have backgrounds as UK practitioners and extensive overseas 
field experience. 


The School of Public Policy is the UK’s largest academic institute 
devoted to public sector management. The School annually 
provides its MBA programmes to over 200 public sector 
managers from across the globe, 

` Further enquiries: Postgraduate Office, International Development 
Department, The University of Birmingham, Edgbaston, 
Birmingham B15 2TT, tel: +44 121 414 5034, 
fax: +44 121 414 5032, e-mail: D.L.Grove @bham.ac.uk 
web page: http/Awww.bham.ac.uk/idd 


Candidates should submit a full curriculum vitae, to 
include the names of three referees. to: 
Establishment Officer 
Staff Office, Trinity College 
Dublin 2 
Tel: 608-1678/Fax: 677-2169/e-mail: recruit@tcd.ie 
Website: http://www.tcd.ie/Staff_Office 
to arrive not later than Friday, 30th June, 2000. 


Trinity College is an equal oppertunities employer. 
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Fighting Poverty in Asia & the Pacific 


Asian Development Bank's overarching goal is to reduce poverty and improve the quality of life of people in the Asian & Pacific region. 





The Position 


+ identifies, quantifies and monitors risk exposure associated with a multi- 
currency portfolio of treasury positions 

+ Calculates risk exposure on a daily basis using a variety of risk measures 
and techniques and undertakes periodic stress-testing and scenario 
analysis to determine the extent of potential risk exposure 

+ Analyzes treasury positions to ensure that risk measures calculated in 
these positions are accurate and comprehensive 

+ Supervises the preparation of daily, weekly and quarterly risk reports which 
provide information and analysis on the risk exposure of treasury activities 

+ Assists in the implementation and management of the External Asset 
Management program 


The Requirements 


RISK MANAGEMENT OFFICER 


+. Advanced degree, with appropriate quantitative emphasis, in business, 
finance or economics with at least three years of experience in related 
treasury activities 

+ Proficiency and demonstrated experience in related risk management 
activities utilizing modem risk measurement techniques 

+ Strong quantitative skills and conceptual expertise in the area of risk 
modeling 

* Advanced skills in related computer applications 

* Commitment to teamwork, and resourcefulness in identifying opportunities 
for enhancing risk measurement and analysis s 

e — Excellent written and spoken English skills 


Established in 1966 and headquartered in Manila, Philippines, ADB's multicultural staff come from over 45 member countries. ADB offers an internationally competitive 
salary paid in US dollars. Salaries and benefits are generally free of tax except for citizens of some countries, primarily the USA and the Philippines. whose incomes 


are taxed by their respective governments. Applicants should be nationals of one of ADB's member 


www.adb.org and look for Employment Opportunities under Business Center. 








Women are actively encouraged to apply 





Cranfield 


UNIVERSITY 


College of Aeronautics 
































LECTURER/SENIOR 
LECTURER IN AIR TRANSPORT 


The Lecturer/Senior Lecturer will be a member of the Air Transport 
Group, which is the leading academic Centre in Europe for teaching 
and research in all aspects of airline, airport and ATC management, 
planning and operations. 


The Group expects to develop and further expand its teaching, 
research and consultancy work in the whole field of air transport 
management. The new appointment is seen as part of this 
development, but more specifically to strengthen the Groups’ 
knowledge of, and teaching capability in statistics, operations 
research and forecasting techniques. 

You will be expected to have a good university degree, and a sound 
knowledge of statistics and forecasting techniques, which have 
preferably been applied to the air transport or related industries. 
Previous lecturing experience would be an advantage, but not 
essential, 

The salary for this appointment will be between £17,960 to £37,104 
per annum, depending upon experience. 

Application forms and further details are available from the 
Personnel Department, Cranfield University, Cranfield, Bedford 
MK43 OAL. E-mail: personnel@cranfield.ac.uk. Alternatively, 
telephone our 24 hour Recruitment Line on (01234) 750111 
extension 2000, http://www.cranfield.ac.uk/admin/personnel, 


sane? quoting reference number C/0093A. 
LE cts Closing date for receipt of applications: 
Aeronautics 18th July 2000. 






no 


HUMAN RESOURCES DIVISION 


countries. For further information on ADB, please visit 











uly fo: 


ASIAN DEVELOPMENT BANK 
P.O. BOX 789, 0980 MANILA, PHILIPPINES 
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Only shortlisted candidates wii be notified 


Automated Clearing House (ACH) 


The Central Bank of Venezuela in compliance with Resolution N° 99-07-01 of 
July 1999, has launched a project for the reform of our system of payments. 


The project foresees the development, configuration and implementation of a 

single countrywide Automated Checks Clearing House, which will ensure the 

swiftness, safety and efficiency of processes via automatization. 

We are interested in gathering information about approaches and new tech- 

nologies which may be available for accomplishing our objective, Therefore, 

we are inviting all local and foreign firms with experience in projects of similar 

nature to submit their proposals together with a statement detailing the 

company's background. 

Information on the actual system of payments in Venezuela, is available at our 

web site Attp://www, bevorg.ve 

Proposals may be submitted until July 31 at 4:00 pm, at the following address: ` 
Banco Central de Venezuela, piso 6, Vicepresidencia de Operaciones 
Nacionales. Torre Financiera, Avenida Urdaneta, Esquina de 
Carmelitas, Caracas 1010, Venezuela. 

we will also accept proposals via E-mail at the following address” 

compensacion @ bev.org.ve : 

Upon completion of our study, the Central Bank of Venezuela will open ahe 

corresponding licitation under the new law of licitations enacted on October 11 

of 1999 (Gaceta Oficial Extraordinaria N° 5.386). 

For additional information, please contact us through the: E-Mail address given 

above or the following telephone numbers (582) 801,83,12 and 801.59,85 and 

fax numbers (582) 801.86.69 and (582) 861 18.47; 
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The creme always rises to the top, so JOB HUNTING INTERNATIONALLY? 


why shouldn’t you? 
Looking for the way to‘achieve that higher level of income? If you're an 
international senior executive, over 40, and currently earning $100K+ per 
year, we can assist-you in attaining your goals. Resume Broadcast 
international, will manage your career search with the personal contact 
necessary for success, Our commitment is not just 40 hours per week, but 
24 hours a day, 365 days a year, Contact us at Tel: (619) 224-9257, Fax: 
(619) 224-9268 or E-mail: 102224.3306 @compuserve.com and open the 
doors to opportunity today. 









Executive $75K-500K+. Career searching into, within or out of 










Asia / Europe / M.East / U.S.? Contact for Free Info & Critique 


www.careerpath.co.uk 


Fax: Email: 
USA/Canada +1 202 4781698 i areerpath.co.uk 
Europe +44 20 75048280 
Asia / M. East / Aus +66 2 2674688 












































esume Resume Broadcast international 
R Rae yates P.O. Box 6390, San Diego, California 92166, USA. 
Hroackast Tel: 619 224 9257, Fax: 619 224 9268 


(in arnationall Email: 102224.3306 @compuserve.com 


f TOT ECONOMISTS FOR THE DEPARTMENT FOR 
43 DFID 


















































International 


Development INTERNATIONAL DEVELOPMENT | 


Economists in DFID play a key role throughout the organisation in QUALIFICATIONS AND EXPERIENCE 


helping define policy, strategy and programmes to implement the You should have a first degree, at least a 2:1, in economics or 
agenda set out in the influential 1997 White Paper, ‘Eliminating development ecoriomics and preferably also a further degree in 
World Poverty: A Challenge for the 21st Century: They are also economics or development economics. You should have a strong 
making significant contributions to the new White Paper: understanding of the issues facing the poorer economies in the 
Globalisation and Development. They work on a wide variety of world, have strong macro-and micro-economic skills and be very 


ee ae ies bai ill of ne policies which familiar with trade and international issues. And you will need good 
will contribute to the elimination of poverty, through to economic interpersonal, teamworking and communications skills, together 
rt at the country level, es a a of specific programmes with an ability to identify and distil important issues rapidly and the 
and projects to promote growth and tackle poverty. flexibility to cope with competing demands. 
We now have vacancies for a number of Assistant Economists and Candidates for Adviser posts will need to demonstrate potential 
; Economic Advisers. We gan offe successful candidates the management expertise including effective staff management, and 
opportunity to develop a career within the organisation, applying. team leadership skills. Advisers should have four to six years 
their s Is over xe to a challenging range 2 To tant a relevant experience and work experience. Work experience ina 
_ Complex issues. We c pect of significant wor developing country is essential. 
Overseas, and opportunities for postings in our offices abroad ' 
(located in Bangkok, Bridgetown, Dar es Salaam, Delhi, Dhaka, 77 TERMS OF AP! Pe Pht ote vedic 
Harare, Kampala, Kathmandu, Nairobi, and Pretoria). Economic These are picks ee appointments. Candidates should be 
Advisers in DFID xpect to:spend about half their career overseas. UK nationals; nationa s of Member States of the European Economic 
Sp cieva P Area (EEA); or citizens of Commonwealth Countries who have an 
PN ae oe established right of abode and the right to work in the United 
« “An Adviser to work 6 Kingdom. 
donor community. Ee s MIRT ; E , 
~ This will include high‘level representation at international ForAd visers, afier an initial probationary period, these permanent 
Ae ane ee le Phin, oils is appointments will have a starting salary in the range £32,269 - 
meetings and synth: 2 experience of the new poverty ie ‘ ‘ : ; : : 
ae : HA £47,492 (pensionable); for Assistants, starting salary will be in the 
FERSP) process, This post is in gur range £17,415 - £29,452 (pensionable), depending on qualifications 
titutions Department in London.’ anion Eee = BERAE AD , dep gonq 
i TARD si “and experience, 
on rural livelihoods, environmental issues, . “An Assistant E ist will be offered a provisional contract and 
including research, urban development and infrastructure in ie pa AEA d e 4 k te P m = tE > . ; is 
. our Economics Policy and Research Department. ig, AEN DE requ Q sae BIC, pas Re enn CONOC Ser 
An Ad ee ee the defiritt dä exams during the first few months in the job, A permanent position 
AA rt € put:to'the efinition an . cs, to be offered after success in the GES exam. 
our strategy for working with:partners in ees ; f , A ey 
: es an Successful candidates will be subject to a mobility obligation, 
rnational developmen : x : : d 
res “including service overseas if required. 

















reduce world poverty 


























h he closing date for receipt of completed applications is 7 July 2000. 


Application forms can he obtained, quoting reference AH304/3C/TE/MW clearly on your envelope, from Department for 
International Development; Abercrombie House, Room AH304/3C, Eaglesham Road, East Kilbride G75 8EA or tel (01355) 
843138 (answerphone) or e-mail: group3c1@dfid.gov.uk  http://www.dfid.gov.uk 











Fulfilling Britain’s commitment to. 


The Department for international DFID works in partnership with Asia and sub-Saharan Africa, but we also 
Development (DFID) is the UK's government governments, international and national non- work in middle income countries, and in 
department responsible for promoting governmental organisations, the private Central and Eastern Europe. 

development and the reduction of poverty. sector and institutions such as the World DFID is committed to a policy of Equal 
DFID is committed to the internationally i Bank, UN agencies and the Europ Opportunities and encourages applications 
agreed target of halving the proportion of Commission. Most of our assistance is from members of the ethnic minorities, 
people living in extreme poverty by 2015, concentrated on the poorest countries in 
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O a. | Research Fellows in 
Regulation & Communications 


Department Of Economics, University Of Oxford 


Kenneth Sewards-Shaw Fellowship In Economics 


Applications are invited for the above post, tenable in conjunction with a Faculty 
Lecturership in the University of Oxford. Candidates should have some 
experience of teaching undergraduates and will normally be expected to have 
completed a higher degree. The Fellow will be expected to teach for the College 
in central areas of Economics, specifically Macro and Micro Economics and to 
contribute special paper teaching to the University pool, The successful applicant 
will be expected to give tutorials, to engage in research and to participate in the 
academic, pastoral and administrative activities of the College. 


University duties will include lecturing, the supervision of graduate students, and 
participation in the work of the Department. 

The combined College and University salary is on an age-related scale currently 
from £23,187 up to £38,412 per annum at age 45 and over, with additional 
College allowances. 


Further. particulars and an application form may be obtained from the College 
Sécretary, Lincoln College, Oxford OX1 3DR. Tel: (+44) (0)1865 279801, 
fax: (+44) (0)1865 279802, email: Juliet.Montgomery@lincoin.ox.ac.uk 
Applications and references must be received by Monday 31st July 2006, 
Email applications are not acceptable. 

Lincoln College is an Equal Opportunities Employer. 





















































Two outstanding individuals with PhDs in Economics, to work in 
two areas: on regulatory issues as part of the Regulation Initiative 
under Professor David Currie; and on convergence in telecoms 
and communications associated with regulatory issues as part of 
the Global Communications Consortium under Professor 

Len Waverman. 


ti SAA A ADE SNOT OPN ANASARE LASSE LEPESANT LENE I AIEEE OS NN A 
Applications including the names of three referees and cv to 
Rhian Thomas, Regulation Initiative. 













email: rthomas@london.edu 


London Business School, ; London e l 

R : P TER E mite 

London NWI ASA Business 
School 


Closing date 14 July 2000. 
www.london.edu 



























Financial and Banking Economists 


The successful candidates will join a division in the Research and Policy Analysis group that 


z 
inte r n ational addresses issues of regulation, supervision and financial stability, and provides analytical 
support for committees and groups that meet at the BIS, principally to the Basel Committee on 


Settlements Banking Supervision. 


Job description + Represent the BIS in meetings and 









The Bank for International , Carry out policy relevant research in one seminars hosted by central banks and 
Settlements is an international of the following areas: other organisations. 

lial anaes that ideas (i) risk measurement and management * Develop contacts in central banks, 
central bank cooperation an (i) banking. academic and financial market circles. 







provides banking services to . 
central banks and international ° Provide analytical support for various 
organisations. Based in Basel, meetings and official working groups. 
Switzerland, with a representative Job requirements 


Exe t drafting skills in English, writi 
office for Asia and the Pacific in * Excetient drafting skills in English, writing 
















Hong Kong, the BIS has around ° PhD in Finance or Economics or reports for non-technical readers. 
Eno etal Wonisorhe 35 countries exceptional research background in the Working knowledge of another major 
: relevant fields. Econometric and advanced A world language a A cams 

statistical modelling skills are highly irect exposure to policy formulation, gain 
www.bis.org desirable. either working with official committees or 
their private sector counterparts, would be 


* Excellent knowledge of finance or banking 
theory, as well as experience analysing 
and addressing issues from a theoretical 
and practical perspective, preferably 
gained at a private financial institution, 
supervisory agency or central bank. 
Familiarity with broader economic issues 
is a definite plus. 


an asset. 


The BIS offers attractive conditions of employment in an international-environment and excellent 
welfare benefits. Information on the BIS, including research papers and other publications, is 
available on the BIS web site. 






Candidates should send their application and detailed curriculum vitae to Human Resources, 
Bank for International Settlements, CH-4002 Basel, Switzerland, quoting reference 00668. 
Please note that applications received after 31 July 2000 cannot be considered. a 
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Max Planck Institute for 
Demographic Research 


Directors: Prof. James W. Vaupel, Ph.D. 
Prof. Dr. phitos. Jan M. Hoem 


The LABORATORY OF CONTEMPORARY EUROPEAN FERTILITY AND 
FAMILY DYNAMICS at the Max Planck Institute for Demographic Research, 
headed by Prof. Dr. Jan M. Hoem, offers a number of positions as 









Doctoral students 


Applicants should have completed a master's degree in demography or a related 
subject (e.g. quantitative sociology, family psychology, social anthropology 
or ethnology with an orientation toward demographic behaviour, economics, 
econometrics, computer science, or statistics). The successful applicant must 
be well acquainted with the quantitative methods of the social sciences, 
particularly methods to analyze event history and other longitudinal data, We 
expect all applicants to have a good command of English. 










For further information, please access http://www.demogr.mpg.de. Applications 
from women and persons with disabilities are encouraged, Applications in 
English with the usual documents (CV and selected publications) should be 
sent by 31 July 2000 to 





Prof. Jan M. Hoem 

Max Planck Institute for Demographic Research 
Doberaner Str. 114 

D-18057 Rostock, Germany 






CHAIR IN ENTREPRENEURSHIP 


The Hunter Centre for Entrepreneurship, founded in 1996 as 
the Strathclyde Entrepreneurship Initiative, has become known 
internationally for its cross-faculty entrepreneurship education 
programmes emphasising technology and knowledge-driven 
entrepreneurship. The Centre has an expanding staff located in 
high quality premises. The appointee will lead the Centre's next key 
area for development: the creation of a world-class research base. 
For information about the Centre see: www.entrepreneur.strath.ac.uk 


Candidates, preferably with first-hand experience in an entrepreneurial 
company/organisation, will have: considerable international 
networking in both academic and entrepreneurial communities; a 
substantial publications record; and a demonstrated ability to 
secure funding to support and develop the Centre's research base. 


For application form (Ref 38/00) and further particulars (available 
on request in alternative formats for applicants with a disability) 
contact the Personnel Office, University of Strathclyde, Glasgow 
G1 1XQ, Tel: 0141 548 4133 (24 hour Voicemail Service). 


Q 


INVESTOR IN PEOPLE 


Applications Closing Date: 12 July 2000. 


Committed to Equal Opportunities. 


Committed to 
Equal 
Opportunities 
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CALL FOR CANDID. 
HENRY A. WALKER, JE., 
DISTINGUISHED PROFESSOR 
OF BUSINESS ENTERPRISE 


TE 





















The University of Hawaii College of Business Administration seeks a | 
dynamic leader, researcher, scholar and teacher tooccupy the Chair of | 
the Henry A. Walker, Jr., Distinguished Professor of Business 
Enterprise. 




















The Chairholder will serve as a leader and catalyst for research, 
instruction and practical application of the latest developments and 
trends in the area of the interaction among privatz and public sector 
organizations, with special emphasis on the role of entrepreneurship 
in the articulation of the College’s two academic strategic thrusts, 
international business and information technology, in an Asia Pacific 
context. 

















Responsibility to the community is inherent in this position. The 
Chairholder will serve as a resource, liaison and ambassador to the 
community and as a resource for the College’s Doctoral, Executive 
MBA and executive development programs. 





Minimum requirements are: 

© Doctorate in business or a related field frorn a college or 
university of recognized standing. 

© Evidence of excellence in teaching. 

© Four years or more of full-time college or aniversity teaching at 
the rank of at least Associate Professor or equivalent with 
evidence of increasing professional maturity. 

© Senior-level academic or equivalent professional management 

experience which has resulted in significant recognition by the 

national or international community of scholars or practitioners in 

the same field. 

















Desirable qualifications are: 
© Stature and reputation as a researcher and a teacher, in a discipline 
related to entrepreneurship in the context-of one or both of the 
College’s twe academic strategic thrusts, international business 

and information technology, in an Asia Pacific setting. 
© Distinguished service in international business, private enterprise 
or the public sector. 
+ Proven ability to work with and provide professional expertise to 
the community. 















Salary: Commensurate with qualifications and experience. 
Start Date: Academic Year 2000-2001. 

Closing Date: Continuous recruitment unti! position is filled; first 
screening date is September 1, 2000. 

Position Number: 85100 Full-Time 

How to Apply: Send letter of application, resume and supporting 
materials including a list of references to David McClain, Dean and 
First Hawaiian Bank Distinguished Professor of Leadership and 
Management, College of Business Administration, University of 
Hawaiʻi at Mānoa, 2404 Maile Way, Honolulu, HI 96822. 






















COLLEGE OF BUSINESS ADMINISTRATION 
UNIVERSITY OF HawWarl AT MANOA 














Established in 1949, AACSB accredited. 
An Equal Opportunity/Affirmative Action Employer. 
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Council of Europe 
Conseil de l'Europe , * , 
* 































aus 
x 
antn, X - 
* x * * 
kak ey * 


The North-South Centre 
of the Council of Europe seeks a 


Deputy to the 
Executive Director (M/F) 
Based in Lisbon (Portugal), the European practical experience with international 


Centre for Global Interdependence organisations and/or governmental 
and Solidarity (commonly known as authorities dealing with global 
the North-South Centre) is a partial interdependence issues. You must be fluent 


agreement of the Council of Europe that in one of the two official languages 
provides a platform for dialogue between f of the Council of Europe (English/French) 














Europe and the South. and have working knowledge of the other, 
As Deputy to the Executive Director, you A knowledge of other European 

will assist the Executive Director in ail languages, especially Portuguese, would 
fields of activities of the North-South be an advantage. You must also possess 
Centre including fundraising for the the personal qualities which we consider 
programme activities. You will assume to be importantaptitude for team 
specific programme and administrative leadership and good communication skills, 
responsibilities in close collaboration initiative, discretion and a methodical 
with the programme co-ordinators for approach, computer literacy. 

education and training, youth, human Please send your detailed CY including 
rights and the Transmediterranean the reference number, date of birth, 
Programme. You will be in charge nationality, education and training, work 
of networking with appropriate experience and language skills by 9 July 
organisations and institutions as well as 2000 to the Council of Europe, Human 
representing Ure Centre at conferences Resources Department (Recruitment 

and other external events, Office), Ref. 9/2000, 67075 Strasbourg 
Normally under 35 years of age, you must | Cedex, France. Fax: 0033 388 41 27 £0. 
hove a university degree, preferably in E-mail recruitment@coe fr. 

international relations, political sciences, http://www. coe, frijobs 

development, environmental studies ar (official vacancy notice). 







human rights. Since graduating, you will This position is open by way of 
have gained at least two years’ experience | competition to all qualified nationals of the 
in one of the above fields You have Council of Europes 41 member States. 














ICRAF 
Recruiting A Technical Advisor for 
AHI 


The African Highlands Initiative (AHI), as an ecoregional initiative under the 
A iation for Strengthening Agricultural Rescarch in Eastern and Central Africa 
J, wishes to fil the vacancy of Technical Advisor, AHI, convened by the 
International Centre for Research in Agroforestry (CRAP), condacts research 
through its researchparmers, to solve natural resource management (NRM) and 
cultural productivity issues in the intensively cultivated highlands of Eastern 





















The position 
Based in Kampala, Uganda, the technical advisor will provide technical support on 
participatory research for NRM to AHP principal implementers (research teams in 
Ethiopia, Kenya, Madagascar, ‘Tanzania and Uganda) and develop/use tools and 
concepts that draw, as appropriate, on the experience of CIAT and [CRAP among 
others, 














i The candidate 

AHI and our partners strongly believe that staff diversity promotes excellence and 

strongly encourage applications from citizens of developing countries. Requirements 

for the position inchide: 

« Pht). or equivalent in agronomy or related discipline with a farming systems 
perspective 

* A minimum of five years experience in participatory research and working with 

the NARS of a developing country 

Strong interpersonal skills and experience in institutional innovation 

French desired but not mandatory 

Good writing and communication skills and 

Ability to work in a muln-institutional environment. 


























t+. 










Terms of offer 

ICRAF offers an internationally competitive salary and benefits package, and a 
collegial and gender-sensitive working environment, The initial contract is tor 3 
years, renewable subject to adequate funding and satisfactory performance. 
Appheants are invited to semi a detailed CV to HRU, ICRAF, PO Bax 30677, 
Nairobi, Kenya; rel: +254 2 524000 or 1 650 833 6645; fx: +284 2 524001 or l 
650 833 6646; email: riecuver@cgiar.org. The closing date for applications is 
July 14th 2000. We invite you to learn more about ICRAF and AHI by accessing 
our web site at http: //www.egarorg/icraf on the Internet. Please indicate your 
recruitment source in your application. 















ie COMMISSIONER GENERAL OF THE 


International 
Development 









L As Commissioner General, youwill be-responsible to the Board of 
Directors for the formulation of policy and overall management 
and performance of the Rwanda Revenue Authority, you'll advise 
the Ministry. of Finance with respect to fiscal policies and also — 
represent the Authority to external parties. 





Also as part of your remit, you'll implement the Board's decisions. 
~ concerning the activities and management of the Authority, ensure 
- sufficient staff of a suitable calibre are motivated and disciplined 
using an appropriate management and organisation structure, 
submit business plans and ensure that budgeted revenue targets 
are achieved. o seat 
be submitted in the form of Expressions 
with a current Curriculum Vitae, to Mrs A O'Farrell, Procu: 
Abercrombie House, Room AH360; Eaglesham Road, East 


Applications must 





The Department for International poverty by 2015. 


government department responsible for governments, inte 


of poverty. DFID is committed to the 
internationally agreed target of halving the World Bank, UN a 
proportion of people living in extreme i 





private sector and 


Fulfilling Britain’s commitment to a o world poverty 


Commission, Mos 





| 


H4 






also note that this advertisement also appears in the Official Journal of the European Communities. 





RWANDA REVENUE AUTHORITY 
RWANDA 


QUALIFICATIONS AND EXPERIENCE 


Having gained substantial operational and senior management 
experience from a revenue administration organisation, you will 
have an understanding of economics and finance. Also, excellent 
report writing, management/leadership, public speaking, 
negotiation and corporate strategy and planning skills are key to 
this. post. A University Degree and/or professional qualifications in 
rélevaritareas such as management, tax administration and 
financial management/accounting is desirable. Fluency as a French 
speaker with knowledge of Francophone systems is desirable. 


it iş expected that the contract will commence in December 2000 
and will be for a duration of 2 years. 


Closing date: 5 July 2000. 





‘of Interest, which should be no more than 3 pages long, along 
ment Department, Department for International Development, 
bride G75 8EA http://www.dfid.gov.uk Applicants should 





concentrated on the poorest countries in 


Development (DFID) is the UK’s DFID works in partnership with Asia and sub-Saharan Africa, but we also 


rnational and national work in middle income countries, and in 


promoting development and the reduction non-governmental organisations, the Central and Eastern Europe. 


institutions such as the DFID is committed to a policy of Equal 
ancies and the European Opportunities and encourages appli 
t of our assistance is from members of the ethnic minorities. 
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School 
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© ) United Nations Environmert Programme.” 
PORES COE ARDRE REY POUR VEMVIRORURIOMENT « PIIRAMA DE LAR ALUTIONES ONRAN PARA I. MEON AMAER TE 


UNEP OER CPT A EIAI EIEEE E HAEA TIO PEER CP 













UNITED NATIONS ENVIRONMENT PROGRAMME 
is seeking to recruit a 
Special Assistant to the Deputy Executive Director (P3) , 





Research Fellows (Two posts) 










A Vacancy Announcement No: NA-00-42 
Up to £26,613 pa incl. Duty Station: Nairobi 
Duration: Two years (renewable) 






Applications are invited for two post-doctoral fellowships 
in management. They will last for two years in the first 
instance to allow recent graduates to develop their 
academic career. The posts are available from 

1 September 2000 or possibly earlier. 


You will be expected to work closely with one or more 
research active faculty. In the Department of Systems 
and Information you will be expected to work closely 
with Professor Erik Larsen on either computational 
organisation theory or an application in a dynamic 
international industry such as electricity or 
telecommunications. In the Department of Strategy 

and Marketing you will be expected to work closely with 
Professor Charles Baden-Fuller or Professor Rob Grant 
on leading issues in strategy or with Professor Axel 
Johne on innovation management. 






DEADLINE FOR APPLICATIONS: 7 July 2000 











The Deputy Executive Director (OED) assists the Executive Direcror in the management of 






UNEP global environment programme and is responsible for che day-te day running of. 
UNEP. The Special Assistant to the DED supports the DED inthis role. This challenging: 
assignment involves preparation of analysis of and recommendations on issues from various 
disciplines with accoracy anid diligence and requifes a dynamic approach and understanding: 
OF political sensitivities. 


MAIN RESPONSIBILITIES 


+ Perform diverse analytical tasks for the DED concerning management and administra 
matters with regard to the organisational structure and its functioning and human 





























resources mar 






6 Co-ordinare the UNEP Junior Professional Officer OPO) Programme; 










* Support the DED in his work with the UNEP Governing Redies, Government 






Representatives and other officials of goverhments, UN-organisations, NGOs, [GOs 
and donors; 










* Liaise between DED and UNEP Senior Management and Manage the office of the DED: 
REQUIREMENTS 


Advanced University Deges, preferably in Business “Management. aid. Administraticn! or 
relevant social science if combined with studies in the feld of environment. Minimin st 

years of work experience, wich ar least 2 years at the international deve 
in management /administration; experience in working ina muldiculrural environment; ability 
to analyse and provide clear summaries and conehisions of issuns both orally and in writting, 
flucncy in English and good understanding of Windows based software, 






















We are committed to equal opportunities. 
For further particulars and an application form, 

please send a postcard to Mrs Rouschmeyer, 

Personnel Department, City University, 

Northampton Square, London EC1V OHB; or 

E-mail: c.j.rouschmeyer@city.ac.uk, detailing your name, 
address and quoting the job reference number MSI/17E. 
Deaf people can reach us through the minicom on 020 
7477 8931. 

Closing date: 4 July 2000. 

www.city.ac.uk 





























Internationally competitive salaries and benefits at standard UN rates will be offered 









Applicants are requested to send a detailed CV. including date of birth, nationality, 
educational qualifications, summary of professional skills, relevant work experience and 
languages spoken or to complete a United Nations Personal History Pors (P-11), available 
ar UN Offices. The applications may be sent or faxed befom: 7 July 2000 to the È E- 
Recruitmen Section, Haran Resource Management Service, United Nations Office at 
Nairobi (UNON), BO, B&ax.O7578, Nairobi, Kenya. 
Bax: (254-2) 524212 /624) id 622615 (622004 à 
IN ALL CORRESPONDENCE OR INQUIRIES PLEASE. QUOTE VACANCY | 
ANNOUNCEMENT NUMBER NA-00-42, Š 

































The University for business and the professions 










BUSINESS & PERSONAL 


SOVEREIGN 


Ss FA, e š; j +3 ği NA m s 
innovative and cost-effective so ereign Group is a professional global practice of 
leading tax specialists, operating in 17 jurisdictions worldwide for over 10 years. For complimentary copies of our quides to international tax planning 
and trustee services, please contact your most convenient Sovereign office. Alternatively call for e ce free of obligation or charge. 





BAHAMAS: Coretta Dames GIBRALTAR: Diane Demith HONG KONG: Stuart Stobie @SA: Pawt Winder 

alc +F 242 322 5444 Tet: +350 76173 Tek +852 2542 1177 4&4 (0)20 7479 7070 1 800 813 6 

1 242 325 8445 Fax: +390 70158 Fa 852 2545 0550 Fax: +44 (0)20 7439 4436 : +4} 800 813 # 
avereignGroup.cam gi overeignGroup.cam hk @SovereignGreup.com é 





maanani ana 


OFFSHORE 


Since 1977 The ICSL organisation has specialized in the establishment and administration of Offshore Companies, Trusts, 
Foundations and other structures with emphasis on Tax Mitigation, Asset Protection and Privacy. We also arrange no 
tax /low tax residency and alternative citizenship and passport. For information or an initial consultation without obligation 
please contact your most convenient ICSL office. Our corporate aim: to provide Quality Service at Reasonable Cost. 


















ISLE OF MAN - PETER HARRISON IBERIA - ROD RAMSDEN LLB LLM IRELAND - EILISH MURPHY 
International Company Services Limited ICSL Iberia Limited International Company Services (Ireland) Lid 
Tel: +44 1624 801801 Fax: +44 1624 801800 Tel: +351 21.314 2030 Fax: +351 213142031 Tel: +353 1 661 8490 Pax: +353 1 661 8493 
Email: iom@ICSL.com Email: por@ICSL.com Email; ire@ICSL.com 
UK - PEYMAN ZIA USA - JERRY BAKERJIAN BBA URUGUAY - DR. CARLOS QUERALTO : 
International Company Services (UK) Ltd International Company Services (USA) Inc International Company Services S.A, 
Tel; +44 20 7493 4244 Fax: +44 2074910605 Tel: +1 954 9431498 Fax: +1954 9431499 Tek: +598 2902 1168 Fax: +598 2 902 1191 
Email: uk@ICSL.com Email: usa@ICsSL.com Email: ay@ICSL.com 
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TYNDALL CENTRE FOR CLIMATE CHANGE RESEARCH 


OVERSEAS DEVELOPMENT GROUP mamana sere 
SCHOOL OF DEVELOPMENT STUDIES scop - UEA 
NORWICH NORWICH 


PROJECT DEVELOPMENT ommum RESEARCH DIRECTOR nenia 


MAN. AGER The University of East Anglia (UEA) seeks to appoint a Research 


The Overseas Development Group (ODG) is seeking applications Director, at senior professorial level, of the newly announced Tyndall 

from suitably qualified and highly motivated people for the above Centre, the national UK centre for interdisciplinary research on climate 
position. This opportunity arises from ODG's intention to further change. The Centre is based in the internationally-renowned School of 
strengthen its position as a UK centre for excellence for research, Environmental Sciences at UFA, but involves a Consortium of nine UK 


consultancy and training for international development. higher education and reseorch institutions. The Tyndall Centre aims to 
“further our understanding of the causes and consequences of global 


Reporting to the Chief Executive, the Project Development climate change and to identify, promote and facilitate sustainable 
a eian pe n T See with solutions that will minimise the adverse effects of climate change and 
iu es pai elbari DERSE EN sar esses stimulate the transition to a more benign energy and mobility regime”. 
links with external consultants; help with the recruitment of 
consultants and for long-term overseas posts; and contribute to : ; 

of, and commitment to, integrated research; a first-class 


MTER tee Pea icator and team-builder; able to inspire and work effective! 

À ; A . communicator and team-builder; able to inspire and wo ively 
Candidates should have a higher degree im development studies with scientific colleagues, business leaders and public decision-makers 
or a related discipline (agriculture, agricultural Seonomics, alike. The Research Director will have overall responsibility for the 
natural resource management, development economies etc.) Centre, but will work closely with the Executive Director in fulfilling the 
and at least five years experience If the preparation of project Centre's objectives. Together they will be accountable to the funding 
proposals in the araa of international development. A good bodies - three UK Research Councils (Natural Environment Research 
knowledge of public and private sector development institutions | Council, Economic and Social Research Council, Engineering and 
in the UK and Europe will be essential. The successful candidate | Physica! Sciences Research Council) and the Department of Trode and 
oes un Remsen beads pare pie “a industry. The Research Director will be based at UEA, but is expected: 
verbal and written communication skills and strong computer to trave! widely within the UK and obrood. 4 
skills (Excel, Word, Access, PowerPoint). Experience in a private Further particulars about the Tyndall Centre Consortium, 
sector development firm would be desirable. the University of East Anglia and instructions for 

: , A applicants are available from the Registrar and Secretary, 
Nisa lea alge een pees rR University of East Anglia, Norwich, NR4 71) (answerphone: 
y <r ‘i ‘ +44 (0)1603 593648, email: c.cook@uvea.ac.uk). Please 
peste AA H fo Se O quote reference number AC321. For further information 

3 9 Sdr ron d about the vision and operation of the Centre please 
£31,563 to £35,670 per annum (both scales under review) contact the Executive Director Dr Mike i A 
depending on Aee a experience, plus a (tel: +44 (0)1603 593162; email: m.hulme@uea.ac.uk). 
perfoonence OANA ams The closing date fer applications is 21 July 2000 and interviews are 
Further particulars and an application form should be provisionally scheduled for 19 September 2000. The appointment will 
obtained from the Personnel Office, University of East be for an initial 5-year term and at senior professorial level. Salary will 
Anglia, Norwich, NR4 7TJ (answerphone: 01603 593493, be commensurate with the importance and seniority of the 
e-mail: Personnel@uea.ac.uk), to be returned by appointment. The Centre is to be officially launched in October 2000 
30 June ee Ton uea SE s uiy 2000 and the Director must be in post as soon as possible thereafter. 


UEA is committed to excellence in education and research, 


BUSINESS & PERSONAL 


NEW AUTHORS 


PUBLISH YOUR WORK 


ALL SUBJECTS CONSIDERED 
WRITE OR SEND YOUR MANUSCRIPT TO: 
MINERVA PRESS 
315 - 317 REGENT ST LONDON WIR 778 UK 
wa minorya- press. touk 


The Research Director will be a research leader of international 
stature. S/he will be: an innovative thinker demonstrating experience 


UEA is committed fo excellence in education and research. 

















BUSINESS/PROPERTIES 
| WANTED | 
I} Do you have any Zimbabwean || 
I businesses or properties for sale | 
i o which are held offshore? i 
if so, please contact, 
Box No. 4107, 25 St James's St, 
London SWIA IHG, England. 












r™ START YOUROWN ™ * 
E IMPORT/EXPORT AGENCY I 
No Capital or Exp. req. No Risk. Work from 
Home, Part/Full time. Free Advisory Service, 
Est, 1946. Clients in 120 countries. 
Send for Free Booklet. 
WADE WORLD TRADE 
Dept 2024 50 Burnhill Road 
Berkenham Kent BR3 3LA UK 
Tel: +44 (0) 20 8650 0180 (24hrs) Wisdom House Publications, UK 
Fax: +44 (0) 20 8663 3212 “Teb+d4 (113) 234 4466 Paxchde (113) 234 4477 
hittov/www,wadetrade.com | iso ghosh@usm.iny 


w m o e e a a a e a 








Wanted comple: y manuseripis in 
the areas of sciences (including 
contemporary issues} for publication by @ 
fast-growing international publishing tonse: 
Please contact: Dr, Parvesh K Chopra, 
Managing Director and/or Professor EN. | 
Ghosh, Commissioning Editor 














































s OUNTANTS © CONFIDENTIALITY GUARANTEED ¢ BANK INTRODUCTIONS 


The SCF Group, est. in 1989 provides full ranges of offshore services at what we believe are the 
most competitive rates currently available by a licensed professional firm. 


j -for OFFSHORE COMPANIES @ the best prices contact us today Ji 
s a “LONDON: j i ” For immediate, friendly advice, please contact: im 
90-100 Sydney Si. Chelsea, TENDON: Janson Lotery BSc (Hons) DUBLIN: Peter Murphy &.Corm (Hors) 

Tel +44 (Ø) 20 7352 2274 Tek +353 10) 4-662 1388 


www.scfg roup.com. - -2 eek oka St, _ Fax-+44 (B) 20 7795 0016 Fax: +353 (8) 1 862 1954 


Dublin 2, ireland. E-nait Janson@scigroup.com E-mail: pmixphy@scfint jolie 


© OWNED BY LAWYERS AND ACC 















GROUP 
eee eee 
LICENSED CO. 
l END 
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KENYA SUGAR AUTHORITY 


< Invitation to bid for Management of Miwani 
Sugar Company (1989) Ltd. 














©The Kenya Sugar Authority, in collaboration with the Board of Directors of 

; Miwani Sugar Company (1989) Ltd., hereby invites interested parties to 
o send an expression of interest to undertake the Management of Miwani 
» Sugar Company (1989) Ltd, (hereafter referred to as MSCL). 


2° GoK has a 49% shareholding in MSCL, the majority shareholder being 
Vanessa Associates with 51%, The company consists of a white sugar 
factory with a rated capacity of 2500 TCD, a sugar refinery with a capacity 
of 100 tonnes of sugar per day, a distillery with a rated capacity of 4,000 
litres of alcohol per day, a nucleus estate of 3.255 hectares and 12,618 
hectares of contracted out-growers’ cane. MSCL is located 22 kilometres 
East of Kisumu Town. 


















Basic Requirements - 
1. Abidder may consist of the following: 
a, a sole entity or company, provided that such entity has the relevant 
experience in sugar growing, milling and marketing, or 
b. a consortium including the experience outlined in part (a) above. 


2. Each bidder must submit identification of all the shareholders and 
beneficial owners that control more than 5% of its capital, 


Technical Qualification Requirements 

The bidder or in the case of a consortium, the proposed manager of the 

consortium, must provide: 

A Capability Statement of the firm including a proven track record in: - 

i. operating one or more sugar producing complexes of comparable nature 
and size in a developing country; 

ii. successful financial management of comparable sugar producing 
complexes; 

ili. turning around ailing sugar companies into profitable enterprises 
through technical and financial restructuring: 

iv. capacity to source for restructuring funds; and 

v. training indigenous staff to take over management of the sugar facility 
prior to the end of the Management Contract. 


Submission Procedures 


interested bidders are requested to register their interest and obtain a copy 
of the Terms of Reference and other related information from Mr. Francis 
M. Chahonyo, Chief Executive KSA; N.S.S.F. Complex, 9th Floor, 
Bishop’s Road, P. O. Box 51500; Nairobi, KENYA; Tel: 254-2-710600/1/2, 
Fax: 254-2-723903; e-mail: KSA @africaonline.co.ke before 4:30 pm. on 
21st June 2000. Expression of interest should be accompanied by a non- 
refundable Submission fee of three hundred dollars (US$300), payable by 
bank draft to the Kenya Sugar Authority. 




















BUSINESSES APPOINTMENTS 
FOR SALE 


| PROFITABLE, GROWING, TRAVEL BUSINESS 
with new e-commerce systems and 
innovative web-brands 


INVESTOR SOUGHT/FOR SALE 


Established 10 years plus 

Stable base of £25m conventional trade - growth 
aim £ 10m è 

Very profitable, high margin, low risk 

Large repeat client ~ 

Direct selt tour operation, general travel 

Market Jeading, developed, e-commerce capability 
Esciting new “umbrella” web-brand, for all travel 
products 

Management and owners to remain to develop and 
grow business 


Contact via fax number 00 (4) 1376 349023 
‘or telephone 00 (44) 1376 349024 










CHIEF OF STAFF POSITION AVAILABLE 


London-based, high profile, 
government/business figure seeks a Chief of 
Staff, Must have a background in Law and 
Economics. Bi-lingual Italian, Operate on an 
international level with an emphasis on the 
European community. Broad understanding of 
the technical aspects of business administration. 
Oversee ail activities. Conduct research, 
prépare summary reports, write speeches, 
manage multiple projects, and act as Haison, 
Diplomacy and discretion. 

Submit credentials in confidence via fax or e-mail 
to: 212-697-1163, or mkdevlin? @aol.com 


INTERNATIONAL 
PROPERTY 


















. 



















or eee 






* 















Readers are recommended 


to make appropriate enquiries and take 
appropriate advice before sending money, 
incurring any expense or entering into a 
binding commitment in relation to an 
advertisement. The Economist Newspaper 
Limited shall not be liable to any person for 
loss ‘or damage incurred or suffered as a result 
of his /her accepting or offering to accept an 
invitation contained in any advertisement 
published in the Economist. 


a SWITZERLAND 


Lake Geneva & Alps 








REVAC S.A. 
52, Montbrillant, CH-1211 GENEVA 2 
Tel. +441 22/734 15 40, Fax 734 12 20 
www.revac.net 
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fisheries industry to Jersey's economy; 


including market trends and requirements; 


strategies. 


stakeholders. 


Anne Nicholson 


PO Box 327 
Howard Davis Farm 
Trinity 
Jersey, JE4 8UF 


| 
| 
l 
| 
i 
H 
| 
| 
| 
| 
| 
* identification and analysis of the key issues currenti 
| 
| 
| 
f 
| 
E 
I 
| 
| 
| 
| Fora copy of the full Terms of Reference please contact: 
| 
| 
| 
| 
| 


Should be sent to Anne Nicholson ne 


BUSINESS OPPORTUNITIES 


——————— — 


Department of Agriculture and Fisheries 


STUDY OF THE AGRICULTURE AND FISHERIES 
INDUSTRY IN JERSEY 


Expressions of interest are invited from consultancies and other organisations 
with a firstelass track record in agricultural and food industry analysis and 
advice, to carry out a study on behalf of the Policy and Resources and © 
Agriculture and Fisheries committees conceming the current position and future < 
development of Jersey's arable, dairying, horticultural and fishing sectors, The 

purpose of the study is to assist in determining strategies concerning the future 

development of these sectors. The work will need to include: . 


* an analysis of the current position and the value of the agriculture and 


* Jersey’s particular strengths, weaknesses, opportunities and threats, and the i 
conclusions that can be drawn fror this analysis; 


* identification of the broad strategies that each sector of the industry willhneed | 
to pursue to secure and strengthen its future viability. 


* An indication of the potential environmental impact of the recommended. | fe 


The study will need actively to engage representatives of the sectors and other. 


Department of Agriculture & Fisheries 


tel: 01534 86620), fax: 01534 866201 
or e-mail; agfishs] @super.netuk 


y facing the sectors, 
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How about 0% tax? 


Investing 2 million EUR in Poland - 


Lodz Special Economic Zone - 
or employing 100 workers 

in a productive activity. 

one gets the following benefits: 


| 

| for a period of 10 years 

| - 50% income tax exemptjon 
| for the subsequent years 
| -total exemption —; 

| from real estate rR: 
until 2017 





Starting up your activities 
in the zone you gain: 

- refundment 
of the investment expen 
~ acces to a 40 milli¢ 
market of potential cfi 
- a number of ind 
sites out of 200h4 
The time of accepting 








new applications 


~- total exemption from income ta 

















SJ 


| is limited till the end of 2000. All the tax incentives 


sy 




















More detalis: 
Lodz Special Economic Zone 
22/24 Ks. Tymienieckiego St., 90-349 Poland 





tel. +48 42.676 27 53, fax 676 27 55 
www.sse.lodz.pl, e-mail: info@sse.lodz.p! 


and privileges are guaranteed by the Polish Government 







ened 
















Europe made easy 


Crossair of Switzerland, Europe's largest regional airline, offers more than 28 daily departures 
from the the UK and ireland to Switzerland. In addition, Crossair also offers more than 100 desti- 


o 
nations in 36 European countries through its EuroCross hub at EuroAirport Basle. Contact your crossadair 


local travel agent or Crossair +44 845 607 3000. www.crossair.com $ The Qualiflyer Group 


BUSINESS OPPORTUNITIES 
















The 
TO ADVERTISE WITHIN THE CLASSIFIED SECTION, CONTACT: 


Stephen Welch, 
New York 





Tel: (1-212) 541 5730 Fax: (1-212) 247 1325 
email: stephenwelch@economist.com 
or: TRICIA DOOLEY, 

New York 
Tel: (1-212) 541 5730 Fax: (1-212) 247 1325 
email: triciadooley@economist.com 


: CONFERENCES | © Our ideal partner has communications licensing for internationatiregional voice, 
3 pantanaenanenananana aanneem ISP, VSAT, Wireless Local Loop, and/or Licensed Spectrum Commnanications 









GlIC Arrica Communications CONFERENCE 
June 25-27, 2000 in Asuia, Niceria 





Theme : 
Communications infrastructure development : 
the challenges of attracting investment in Africa 


Who will attend: African Communication Ministers & 


Regulators, CEOs of African Regulatory bodies, Operators, : ved i ab BI ; os n 
Service providers, Regional/international financing institutions, | For more information, contact Phil Gibson via emailat pgibson gs akon.com, 


Regional Econom s, public and private sectors. i phone at 001-978-369-6339 x237, Please visit Sakon on the web at www -sakon.com. 4 
















Regulators, Europi 


be 
a 
Commission, Africa 


s, lo wer Arrangements 
Topics to include $ 
local and foreign investments, emerging opportunities in the b 
communication sector, technological options and new applica- 
tions for Africa e.g. Voice over IP etc, 














i Endorsed by African Telecom Think Tank E 

Technical Advisers : Kemilinks International À S I o 
APARTMENTS 

“Best value in London” 








[Sponsors: Ministry of Communications, Nigeria, MIH Group, says oon 
EUTELSAT, MTN South Africa, RASCOM, es Travel Guide 
| Teinet (Nigeria) Limited, ITXC 
with satellite ty, direct dial 


telephones, office facilities and 











For more information/registration/sponsorship opportunities, | 
i contact: Fi Ethe 5 
i l comparable hotel accommodation, 
i from £40 per night per person 
london Lagos iweekly discounts). 
PETET Ee 7 Faai G uth Kensington. 
METERS LY TOA GONG: yer PPRS ASEH RN mn at i aed 
Te 344 208 202 SREP Fel a2ad 1 AIO ROAR Perfect for business or pleasure. 
a eee 34 4 320 618 020 7590 6000 one 0131 660 5080 
Lm kä we y ES ae j s 
Email Kemilins aol.com 426 9 262 OORT 31 Rosary Gardens, London SW7 ANH fa 0131 G60 9199 
Faz lia 2262 BOLT Pax 620 7590 6060, 


Emal veyagerBhygeria.com US Toll Free: 1 800 525 2810 
E-mail: sales@instons-apartments,com 


Aetons-8 partie nts. COL 





www.flower-posiesbypast.co.uk 








| 
= 
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IMMIGRATE TO CANADA 
P 
“We Can Help” 
23 Years Experience m immigration Matters 
The law firm of Somjen & Peterson 
_ hapuiwww. somjeo com 


2ND PASSPORTS, DRIVER'S 

LICENCES, DEGREES, BANK 
A/Cs, CAMOUFLAGE PASSPORTS. 
GMC 


Smaller laptop? Smaller flaptop. 













Fax +3120-5241407 Our Flexible Unwreckable 
Email: 100413,3245@compuserve.com frame protects your laptop. z 
http://www. globalmoney,com Hand finished cowhide: 











choose natural, walnut or 
black. Lecter-size, far letter- 
size, A4, or legal-size. 

$650 to 3695, 







IMMIGRATION TO CANADA 
Experienced Canadian Immigration Lawyer 
will prepare Visa application for Skilled 
Workers, Businessmen. Investors. Very 
reasonable fees. Leonard Simcoe, Ref: E, 
1255 Laird Blvd, Suite 208, Mount Royal, 
ELAB IRR O67 Sere Canada HAP 271 Fax: 


uiae Avaa y cake oni CCHS 





















We make Glaser Travel 
Goods, and sell directly to 
you. Talk with us abour 













your luggage and briefcase Insiders™ dividers: 
COMPANY & needs. Any purchase may customize the way you 
TRUST SERVI C ES be returned unused in ten organize your documents 
j days for a full refund. and geer. 





Please call for our free catalog. Toll fee 800.234.1075. 


ag, GLASER DESIGNS 





i i Trave Goons MAKERS 

wear ; 

TPE 2) 32 OTIS ST. SAN FRANCISCO, CA 94103 
aa ad PHONE 41§-§§2-31E8 FAX 415-431-3999 

TOLL FREE 890-234-1075 ECON@GLASERDESIGNS.COM 







The ultimate authority on the world’s best hotels 
hideawayreport.com 





International Calls Cost Up To 
85% Less In the New World. 





” fyou re looking for the finest international phone rates and service, 
look no further than New World Telecommunications. Because we 
save you up to 85% on all international calls. 


To the U.S. and U.K. 4s a tue callback innovator New World 
From anon provides state-of-the-art voice communica- 
tions and the lowest possible rates for all 
international calls originating outside the 
United States through callback. 


Now you can call anywhere in the world FOR OUR 110 PAGE COLOUR BROCHURE CONTACT 
at amazingly low rates. Perfect for home, CW Forster (Director) 


office, hotel, fax, or cellular phones. Call | 
today and be calling globally at 85% less 
e day after tomorrow! 


Call Today! 1-201-287-8408 Grosvenor Court, Tower st 


Isle of Man, Great Brit 

402 Teaneck Road, Suite 114 TEL: +44 1624 815544 

oes pe Jersey USA 07666 FAX: +44 1624 817080 
8 


NewWorld ** 01-287-842 


telecommunications nee newworldtele.com 








ee SE EE SE SE 


e 






CREDIT CARDS 
ACCEPTED 








E-mail: economist@ocra.com : 
| wwwnewworldtele.com z ua WWW. oc ra „CO m— 


E AO New World teleotnmunications, New Weld & a trademark of New Workd Teocounmunications. A rights asen. 1509002 94 Certificated + A member of the Estaze and General Group established in 1935 
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OUTPUT, DEMAND AND JOBS Japan’s Gor grew atan annual rate of 10.0% in the first quar- 
ter. But growth in the 12 months to March, at 0.5%, was below the government’starget. In the year 
to the first quarter, euro-area Gp grew by 3.2%. German industrial production rose by 6.1% in the 
12months to April. Canada’s jobless rate fell to 6.6% in May, its lowest since March 1976. 


% change at annual rate The Economist poll Retail sales Unemployment 
s 


% rate 


latest year ago 
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in May. § Feb-Apr 
PRICES AND WAGES American consumer prices rose by only 0.1% in May, but the 12-month 
rate of inflation was up, to 31%; producer-price inflation remained at 3.9%. Britain’s consumer 
prices also rose by 32% in the 12 months to May, the fastest rate since September 1998; producer 
prices were up by 2.3%. Japanese producer prices declined by 0.6% in the 12 months to May. 
The Economist poll 




















United States 


Euro-11 


















=| 














A ARRAS NE RERUN a EEE EEN LT 
COMMODITY PRICE INDEX 
Malaysia, once the world’s big- 
gest rubber producer, wants to stem the de- 
cline in its output, which has fallen by half 
in a decade, as planters switched to palm 
oil. The government is launching a $38m 
scheme to boost production. It will identify 
areas most suitable for rubber planting and 
persuade smallholders there to form co-op- 
eratives. Farmers will be given loans for re- 
planting. By contrast, Indonesia wants tore- 
duce output by cutting down old trees. 
Indonesian growers say the government 
could boost local processing by scrapping 
the 10% var on raw rubber processed lo- 
cally. The country is particularly vulnerable 
to low world prices because it exports 92% 
of its output; Malaysia processes nearly half 
its rubber. Talks with Thailand and Malay- 
sia on forming a producers’ cartel have been 
postponed yet again. 





1995=100 % change on 
Jun 6th = Jun 13th* one one 
month year 





















































All items 763 765 ~ 36 + 87 

food O53 See 

industrials 777 BI AZ + 10.5, 

Euro index i 

AM items 101.2 

Food _ ~ 99.8 

industrials 103.0 

Yen index =e 

All items 82.7 __ 834 eet etl 8.5 
a21 - 48 - 97 
851 - 58 - 69 

Speroz 28875. 29015 + 50 +17 | 

Crude oil North Sea Brent l 

$ per barrel 28.89 3155 +112 +872 | 


* Provisional. | Non-food agriculturals, 








@ CHILD POVERTY A report from the Un- 
ited Nations Children’s Fund shows 
marked differences in the prevalence of 
child poverty in the world’s rich nations. 


i 


olds with incor 








ng in relative poverty _ 
below 50% of t 





The chart shows that child poverty rates 
vary from under 3% to over 25% in the 23 
countries surveyed. The lowest rates are in 
Scandinavian countries. Fewer than 3% of 
Swedish children live in households with 
incomes below half the national median. 
By contrast, 26% of Mexican children and 
22% of American children live in relative 
poverty. The report finds a number of fac- 
tors to be responsible. These include the 
proportion of children who are in single- 
parent families, the distribution of in- 
comes, the proportion of households with 
children where nobody works and the size 


2 z z eerveses 

























and extent of government social transfers. 


sts nso eenaienntinnnansintesiiinarerint ti teenie 
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) MONEY AND INTEREST RATES Fears that the Fed would raise interest rates again at its next 


meeting on June 28th eased on weaker than expected economic data. Japan’s broad-money 
growth slowed to 2.2% in the 12 months to May; narrow-money growth also slowed, to 10.2%. 


















































Money supply* = interest rates % p.a, (Jun 14th 2000) 
% rise on year ago yer. 3-mth mo ov't corporate 
narrow broad night fatest year ago prin year ago bonds 
Australia +88 +77 Ap 600 620 480 625 752. 
Britain _+84 +48 Ap 563 611 497 ~~ : 
d: #209 +88 Ap 565 560 450 
ark =0.9 ap 4.70 505 308 
001003 003 138 653 167 158 
3.75 396 300 57 
Switzerland 282 339 107. é . ; 
United States 6.56 657 500 950 6X 604 593 7.63 
Euro-11 514 469 263 435 487 508 420 606 











“Narrow: M1 except Britain MO, broad: M2 or M3 except Britain M4 Sources: Commerzbank, Den Danske, LP. Morgan, Royal Bank of Canada, Svenska 
Handelsbanken, Warburg Dillon Read, WEFA Group, Westpac, Primark Datastream. Rates cannot be construed as banks’ offers. 








STOCKMARKETS New economic figures suggesting that American interest rates may not rise 
much further cheered most markets, though America’s still fell a little. The Nikkei 225 fell by 2.9% 
as investors sold technology and telecom shares. Stockholm also lost 2.9%. 





















Market indices _..% change on ner 5 
PPN i one record Dec 31st 1999 
Jun 14th high year high infocal in $ 

sist tate Beet currency terms 

+ 46 -24 -103 














| Austria (ATX) 
„Belgium (Bel 20). : 




















































































__ 2,886.5 3,340.4 
‘Britain (FTSE 100) — 6536.3 69302 5,99 
Canada (Toronto Composite) 9,972.1 10,052.7 : 
870.7 896.6 
France (SBF 250) 416 4,2179 
| 4 8,065.0 
2,028.5 2,1823 
16,654.4 20,8332 
{fop 4547 1,7548 
Netherlands (EOE) 6833 6879 
Spain (Madrid SE) _ 1001.7 1,146.2 
Sweden (Affarsvariden Gen) 6,052.3 6,960.6 
7,888.1 7,938.3 
ed States (DJIA) 0688.0 11,7230 9,796.0 
= G&P 500) 14706 15275 1,3334 
United States (Nasdaq Comp) 3,797.4 5,0486 3,164.6 
Europe (FTSE Eurotop 300)" 1,6295 1.6680 1,472.5 
Euro-14 (FTSE Ebloc 100)* 1,5020 1,5087 1.2777 + 19 i 5 + 38 
World (MSC) 13900 14488 1,3004 - 07 +136 na 22 
World bond market (Salomon) 436) 4400 ala8 < 0) 4 22 -52 ma OD 





yn euro terns. Morgan Stanley Capital internation 








Japan’s trade surplus widened to $126.6 billion over the 12 
-weighted index fell by 1.3%. 





| E FOREIGN RESERVES Japan’s official for- 
| eign-exchange reserves outstrip those of the 
11 euro-area countries put together. Official 
reserves include foreign currency, special 
drawing rights and reserve positions at the 
IMF, but exclude gold. In April, Japan’s re- 
serves were $332 billion, while the euro 
area’s were $248 billion. But the euro area 
has substantial gold reserves worth $us bil- 
lion, whereas Japan has only $7 billion. So 
when official and gold reserves are added 
together, the euro area’s foreign reserves ex- Ţ 
ceed those of Japan. In April, America’s for- 
gign reserves amounted to $60 billion, alit- 
tle more than Germany's. However, 
American gold reserves were $75 billion, 
more than double Germany’s gold holdings 
of $32 billion. 
























































































































































































__Trade balance*, $bn Current account Exchange rate Currency units 

latest latest 12 Sbn The Economist poll “wade-weighted?’ = Sse per per 

month mo latest 12 mths % of GDP, forecast Jun 14th year ago $ £ DM 

es: Teslan sa 2000 „2001. im nen JUN MAA year ago i n 
Australia = 0.33 Apr - 82 =- 22.2 Ql -4,9 -4.5 77.8 85.7 1.66 1.52 2.52 0.81 
Austria ZDA? Mar aT a Mor -2.4 2.4 1003 107.8 143133 21.7 7,00 
Belgium + 173 Ma3 + 159 + 11.9 De 4004 993 1010 42039 638 206 
Britain ~ 297 Ma - 418 “= 20.7 z 7 103 6.67 0.63 - 033 
Canada + 266 Mar + 25.7 + 22¢ 147 1.46 223 O72 
Denmark + 026 Ma + 43 4 16 “778 720 08 38) 
France 4 1.11 Mma a 170. 3 355 Ma 4 a23 4022 104i "6ga 36 10.4 335 
Germany + 492 Ap + 65] 0.6 989 1016 204 190 310 
italy “+ 0.70 Mar’ + T12 ie 3 p 743 2,018 3,065 987, 
Japan $12.90 Ap +1266 4117.2 Apr 5 463 524 
Netherlands + 1.01 Mars + 118 + 23.6 Qi 350 1.13 ; 
Spain L330 Mer -367 ~ 939 Feb 263 846 166- aa 
Sweden 4 +129 Apr E 58 Apr 130 418 817 EE 
Switzerland ~ 0.13 apse" + + 29.2 Q4 0.80 156 na 
United States 37.05 Mar ~338.4 O4 ga 0. 1.0 
Euro-14 + 2.40 Mars + 174 Mar : 7 158 051 O “12 
* Australia, Britain, France, Canada, Japan and United States imports fob, exports fob, All others cifffob. 11990=100, Bank af England. OECD estimate, 
Not seasonally adjusted. **New series. 
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W MOBILE PHONES Users in Europe sent | ECONOMY Mexico’sinflation rate fell to 9.3% in the 12 months to May, its lowest level for over 
more than a billion short messages from | five years. Chile's rate edged up to 3.6% in the same month, and Hungary's slowed to 9.1%. The 
their mobile telephones in April 1999. But | growth rate of Russian industrial production quickened to 10.6% in the year to May. Argentina’s 
price differences are large, saysa new report | tradedeficit narrowed to $1.4 billion in the 12 months to April. 

on “Cellular Mobile Pricing Structures and 
Trends”, published by the orcp 
(www.oecd.org/dsti/sti/it/em/index.htm). 
In countries that charge users by the mes- 
sage, prices vary from three cents in South 
Korea up to more than 25 cents in Austria, 
Sweden and Hungary. Even more striking is 
the difference in pricing between Europe, 
where customers pay per message, and 
North America, where flat rates are the 
norm. This echoes differences in pricing for 
Internet access. The choice of pricing model 
will become more significant as short-mes- 
sage services are used for a growing range of 
commercial services, such as flight in- 
formation, parcel-tracking and auctions. A 
user in the United States now pays $5 for be- 
tween 100 and 200 messages; in Sweden, he 
would pay between $29 and $58. 


Ce 
rt-message service pricing 
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FINANCIAL MARKETS istanbul fell by 6.2% over the week, amid continuing political uncer- 
tainty. Prague shed 3.6% on worries about the banks: 1Ps shares touched an all-time low after re- 
ports of a lack of reserves. But Mexico City rose by 6.9%, as lower-than-expected inflation in 
America eased fears of higher interest rates. Jakarta gained 1.6% on June 14th on foreign buying. 
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“We can’t afford that 
large a cast. Make a 
smaller movie.” 


~~~ Cutting corners can be a risky business. 
But in all their areas of specialty, the companies 
“of MMC have exceptional experience in helping 
clients manage risk to avoid compromising their 
chances for success. 
It’s a focus of every MMC company, including 
“Mercer Consulting, Putnam Investments, and 
Marsh, the world’s leading insurance broker and 
+» risk advisor. 
«+ Because cliffhangers may be fine in the movies. 
But we don’t like them for clients. 


Perfecting the balance 
between risk and reward. 


Marsh & McLennan Companies 
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Capital and insurance markets 
can be fickle. They're attracted 
to you as long as your deal can 
be done with standard products. 
If not, they lose interest. 








Enter Centre. | 


When conventional sources 
ove yo u of risk capital are stymied, we 
Z make deals happen. Helping | 
companies obtain financing | 
through unique forms of credit 


enhancement, financia! products | 
and insurance coverage. | 
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LETTERS 


Death sentences 


Sir—You say that “biblical con- 
viction of righteous revenge” lies 
at the heart of the death penalty 
in America (“Dead man walking 
out”, June 10th). Such a conclu- 
sion serves Christians, Jews, other 
faiths and the secular world 
poorly. Christ’s words from the 
cross were directed to God: “Fa- 
ther, forgive them, for they know 
not what they are doing” (Luke 
23:34). Earlier, when asked how 
many times we are to forgive an 
enemy, He responded, “Not seven 
times, but seventy times seven” 
(Matthew 18:22). Hardly the stuff 
of murderous hate. 

Likewise, God admonished the 
Jews much earlier that “It is mine 
to avenge, I will repay” (Deuter- 
onomy 32:35). In other words: “let 
it go”. You have confused revenge 
with the state’s duty to punish 
wrongdoers, thereby protecting 
the innocent, and preserving civil 
society. The responsibilities of the 
individual and the state are en- 
tirely different, as are their mo- 
tives. Both, however, are account- 
able to God for their actions. 
Seattle CratGe MCMILLAN 


Sir—I love the death penalty on a 
gut level. But I am completely 
against it as it stands. I do not like 
irreversible decisions that may be 
wrong nor the state having the 
right to kill its own citizens. | 
would require a jury that voted 
for death to select a member at 
random to carry out the execu- 
tion. If the verdict later turned out 
to be mistaken, that juror would 
be executed as a sacrifice to jus- 


The Economist, 25 St James’s Street, London'swia HG.. FAX 1-020 7839 2968 E-MAIL: letters@econommist.com 


tice. Or perhaps 1 would turn the 
guilty over to the family of the 
victim. They could choose mercy 
or death under the same rules. Of 
course, what these impossible 
changes mean is that | want to see 
it end. 

Jaffrey Centre, 
New Hampshire 


BRUCE 
MORLEY 


Sir--Death sentences are often 
handed down even though 
opportunities for parole and re- 
duced sentences abound, even 
for murder, in all states. Juries, 
aware that a life sentence does 
not mean what it says, opt for the 
death sentence because they per- 
ceive correctly that a murderer 
will then at least serve the rest of 
his life behind bars. Even jurors 
who are offended by the death 
penalty realise that the chances of 
the sentence actually being car- 
ried out remain extremely low. 
Were jurors convinced that a life 
sentence meant just that, I sus- 
pect that they would not be so 
quick to pronounce death. 
Johnson City, 


Tennessee EDWARD BRADING 


Sir—It should be apparent that a 
certain level of false positives 
leading to innocents being con- 
victed is inevitable. The stark im- 
plication is that those in favour of 
the death penalty are advocating 
the inevitable sacrifice of some in- 
nocents for a perceived greater so- 
cial good. This stance is incom- 
patible with a just society. 
Ridgefield, 

Connecticut ROBERT TRUMBULL 
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Growth is good 


Sin—Justin Forsyth of Oxfam 
(Letters, June 10th) seriously mis- 
represents our study “Growth is 
Good for the Poor”, Mr Forsyth 
says: “Now a report from two of 
the [World Bank’s] researchers is 
sending a different message: all 
governments have to do is stabil- 
ise, liberalise, sit back and wait for 
globalisation to deliver the poor 
from poverty.” To the contrary, 
our study explicitly says: “We do 
not want to be misinterpreted as 


arguing that growth is all that is’ 


needed to improve the lives of the 
poor.” 

What our study shows is that 
growth on average raises the in- 
come of poor households propor- 
tionally as much as it raises the 
income of the average household. 
Contrary to some popular opin- 
ions, growth does not appear to 
have systematically adverse dis- 
tributional consequences in aver- 
age circumstances. This also ap- 
plies to the institutions and 
policies that promote growth. 

Clearly,  growth-enhancing 
policies are just one part of a pov- 
erty-reduction strategy. What ap- 
plies on average does not pre- 
clude adverse effects of particular 
policies in particular countries. 
That is why we make the strong 
point that growth alone is not 
enough. It is a shame that Mr For- 
syth chose to ignore that point. 

Davip DOLLAR 
Aart KRAAY 
Washington, DC World Bank 





America’s own goal? 


Sir—You puzzle at America’s re- 
luctance to embrace soccer (“Why 
there is no soccer in America”, 
June 3rd), a sport in which a ball 
moves back and forth across a 
field but rarely crosses the goal 
line to score. American sports em- 
phasise leadership, initiative and 
teamwork, the “big play”, and 
most importantly a measure of 
progress—moving the ball down 
the field, or players around bases. 

In the same issue, you are hesi- 
tant about America’s initiative to 
defend itself (and its allies) 
against ballistic missiles (“Don't 
rush into missile defences”). In- 
stead, you recommend the Euro- 
pean approach to international 
diplomacy: move the issue back 
and forth, possibly getting near a 
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goal, and maybe achieving suc- 
cess sometime in the future. This 
is not the American way, and, 
with all due respect, if some 
screwball decides to toss us a 
bomb, we are going to knock it 
out of the park. 





Los Alamos, 

New Mexico STEPHEN JUDD 
siie mE AA Eae 

A gem of a cartel 


Sır—You focus on the controver- 
sial role that diamonds play in the 
context of Sierra Leone (“Losing 
their sparkle”, June 3rd). How- 
ever, you fail to acknowledge. 
that, by our reckoning, 96% of dia- 
monds mined in the world today» 
have brought growth and pros 
perity to a number of countries, - 
many of which are in the de- 
veloping world including south- 
ern Africa. 

You also call for the breaking 
up of the De Beers “cartel”. De 
Beers believes that the diamond 
industry has enjoyed more than 
60.years of growth and prosperity 
precisely. because of the stability 
that it has introduced since the 
19308. 


London 


Style guide 





Sir— am an.avid follower of The 
Economist’s seamless. uniformity 
of style: chatty discourse markers 
(for a start, touch wood, in any 
event, possibly, not exactly, aston- 
ishingly enough); opinionated 
colloquialisms . (duff, .. shenani- 
gans, no big deal, nowadays, a bit 
rich); and magisterial, slightly par- 
simonious, apportionment of 
judgment {room for improve- 
ment, alright as far as it goes, a 
step in the right direction, alright 
for a start). But do you sometimes 
go too far? 

Am l alone in feeling that your 
wry, humorous: style rides. too 
lightly over tragedy and ‘comedy 
alike? For a start; | sometimes feel 
that it flattensthe readers’ emo- 
tional engagement. Colourful 
comparisons always were irresist- 
ible to The Economist but “That 
Ceausescu moment” (Bagehot, 
June 10th) might be a metaphor 
too far. Here humour has truth in 
an arm lock. 








SAM MERRY 
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digital age, everybody wants security. 


Package to €150,000 plus stock options 


Mondex International - a subsidiary of MasterCard International 
- is the business behind the world’s most technologically advanced 
cash-based transaction system. Already a leader in the delivery of 
e-cash and smartcard technology and services, this is an 
established, successful company enjoying global expansion. 


Mondex International has built its reputation on security. In the 
digital age, electronic transactions call for new levels of protection, 
and the smartcard covers all the bases. No other electronic cash 
system offers the security of Mondex and, as no authorisation is 
required, money can be transferred directly and quickly. Imagine 
the consequences for the dot.com, e-commerce and satellite 
industries - or just the convenience it can add to everyday life. 


ROLE 
* High profile role, scoping and managing the delivery of services 


to franchisees. Supporting sales of Mondex licences, secure 
payment products and consulting services. 


* Brokering commercial arrangements between market players, 
focusing on digital multi-media, e-commerce and lifestyle applications. 


a 
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London base, with international travel 


* Representing Mondex and liaising with clients and regulators 
across the world. Interfacing with MasterCard International and 
other strategic partners. 

PERSON 

* Experience of building and maintaining cross-border client 

relationships. Motivational leader, used to working to best 
practice procedures and constantly reviewing performance. 


* Strong cross-cultural presentation skills at a senior level - a 
second European language would be an advantage. Broad 
sector and geographical view of trends and issues in payments 
and smartcard applications. 


* Professional business/management qualifications are desirable. 
The ability to travel frequently. 


Please reply in strictest confidence, enclosing your CV to: 
Andrew VJ Greening, @FeSOULC!Ng, 26 Boulevard Royal, 
L-2449 Luxembourg, Or via email: response@e-resourcing.com 


MONDEX 
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You don't have 

to be the best 
and brightest 
software guru 
to work here. 


microsoft.com/jobs A 
/runms.htm 
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The International Finance Corporation (IFC), a member of the World Bank Group, promotes private sector] 
investment in developing countries which will reduce poverty and improve people's lives. It finances private sector projects that are profit A 


oriented, environmentally and socially sound, and that foster development. 


IFC employs highly qualified and motivated professionals from around the world seeking creative and profitable solutions to complex business issues. TFC's. 
Department for Technical and Environment is seeking to recruit senior professionals who will identify and evaluate the viability of corporate investments, 
and mitigate business risks and promote and monitor projects. The evaluation process covers overall business and best industry practices, including managerial, 


technical, marketing, cost competitiveness and profitability criteria. 


* Metallurgical Industry Specialist (ferrous and non ferrous) 
Candidates have had a responsible role in the: ‘metallurgical, industry, 
including preparation, implementation. and: hand a 
management experience; a specific focus is pu 

from their ores, purification of metals and cre 

products from metals. es 


¢ Industry Generalist 


Candidates have a mechanical engineering backigonkal and business and 


managerial experience: to assess manufacturing projects. in:medium and 
large diversified industrial enterprises; identifi 


of waste products and avoidance of waste’ “generatio in IFC financed 
general manufacturing projects. fe i 


General requirements for all positions: advanced i 


management, solid and diversified industrial experience cluding production, project developm 
management; working experience in emerging countries; ideally some experience as-a consultant in 


stment opportunities. | 
for energy conservation in general manufacturi g and process industries; 
implement solutions based on natural resources through recycling. and use: 


iversity degree in the respeciive vechitied 


« Consumer obdilleverage Specialist 

-- Candidates havea i 
industry. expe 
alsi implement tic 
í =, exposure to and 


d diversified consumer food and/or beverage 
g production, project development and 
nning and general management with 

f sales, distribution and marketing, 


Industri pecialist 

Cindia have a mechanical or industrial engineering background and. 
business and managerial experience: to evaluate the viability of corporate’ 
loans. in medium-and large diversified industrial enterprises; recommend’ | 
best industiy praétices and benchmarks; provide guidance in. | 
Strengthening management systems including working capital 
management; liaise with investment specialists to evaluate when required 
restructuring 5 opportuni 0 support corporate financial positions. 


eld, preferably combined with a degree in 
and implementation, strategic planning and general” 


excellent communication skills in English; the capacity to set up international networks to create business opportunities that will benefit the industries in 
developed and emerging countries. Detailed job descriptions are available upon request. 


Positions are based in Washington, D.C. International travel is involved. The IFC offers a stimulating work environment and internationally 


competitive conditions. For Corporate information, please visit 
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TFC's 
RecruitEurope @ worldbank.org, or IFC Recruitment, 66 Av. d’ lena, 75116 Paris (France), Fax 33.1.47 20 77 71 


cKinsey& Company 


© Command 






web site www.itc.org/, Please send applications to IPE 
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. .MUST BE WORTH INVESTIGA- 


TING. Send your résumé, together with 
a cover letter, to: 


McKinsey & Company 
Ref: ADECLB 
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1000-092 LISBOA 
PORTUGAL 

Tel: +351 1 316 42 97 
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Excellent Career Opportunities 
Highly Competitive Salaries Plus Other Benefits 


1LAl leading major holding company in Sudan that owns at present controlling shares in thirteen subsidiary companies 
operating in diversified activities is offering excellent career opportunities to high calibre and energetic professionals to 
fill the challenging positions. 


(a) Finance and Treasury Manager: 

Reporting to the Managing Director, you will have the key roles of planning and managing the company’s resources to 
ensure optimum utilization; planning, directing and supervising the development of a fully integrated financial 
information system; co- ordinating the preparation of financial plans and budgets; implementing standard accounting 
practice and procedures; cost controls; liaising with external auditors and financial institutions; analyzing feasibility 
studies and recommending investment options; and preparing management accounts. 

The ideal candidate must have MBA/Finance professional qualifications plus computer certificate and knowledge in 
Management Information System (MIS) complemented by more than 10 years experience in the business; good 
command of the English language. 


(b) Chief Accountant: 


Reporting to the Finance and Treasury Manager, you will have the key roles of supervising and managing all the 
functions of accounting; implementing standard accounting procedures; liaising with internal auditors; preparing and 
keeping proper and accurate records of financial activities. 

The ideal candidate must have an ACCA or a college or professional institute degree comp jemented by more than ten 
years experience in the business; good command of English language; and IT literate. 


(c) Information Technology Manager (IT Manager) 


Reporting to the Managing Director, you will have the key roles of planning Management Information System (MIS); 
introducing, monitoring and upgrading an integrated user machine system for providing information to: support 
operations, management and decision making functions; and recruiting and training staff. 

The ideal candidate must have a post-graduate degree in MIS or relevant professional degree complemented by more 
than five years experience in the field of information technology; good command of the English language. 


(d) Human Resources Manager: 

Reporting to the Managing Director, you will have the key roles of setting policies and strategies to plan and develop 
human resources; actively participating in facilitating and. leading change process; leading, motivating and supporting 
the company’s vision and objectives; designing and implementing effective performance appraisal systems. 

The ideal candidate must have a college or professional institute degree in business management complemented: by 
more then ten years experience in human resources management; good command of the English language; and IT 
literate. 


(e) Company Secretary: 


Repor ting to the Chairman, you will have the role of providing legal and administrative support and guidance to the 
company’s strategies by ensuring that the boards’ resolutions and instructions are properly communicated and carried 
out; ensuring that the company complies with relevant statutory and regulatory requirements. 

The ideal candidate must have a university degree preferably in law complemented by more than 7 years experience in 
the job of company secretary; degree or certificate in accounting is desired but not a muist; good command of the 
English language; and IT literate. 


2. Attractive compensation package awaits the right candidate. If you are seeking a break-through in your career, this is 
an Opportunity that you should not miss. All applications will be handled as strictly confidential. Send only your 
detailed CV. Short listed candidates will be requested to send their certificates and supporting documents. 


3. Applications with CVs for each position should be sent, within fifteen days from the date of Saver REIIENT to the 
following address: 


Managing Director, 

Recruitment Division 

P.O. Box: 12136 Khartoum-Sudan. 
Fax: 00 249 11 786469 

E-mail: nhc@sdn-mobinet.net 
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EUROPEAN CENTRAL BANK 


VACANCIES AT THE EUROPEAN CENTRAL BANK 


RE The European Central Bank (ECB), established in Frankfurt am Main on | June 1998, iş seeking highly qualified and 
‘experienced economists for the Fiscal Policies Division of its Directorate General - Economics. The ECB has its own 
terms and conditions of employment, including a competitive salary structure, retirement plan, health insurance and. 
relocation benefits. Candidates must be nationals of a Member State of the European Union, — 


ECONOMISTS 


(Ref.: ECB/219/00/TE) 


The main task of the Fiscal Policies Division is to analyse fiscal developments and policies as well as structural 
issues in the countries of the euro area and in the EU Member States which are candidates for adopting the single 
«oo eurrency and to examine their. impact on the primary objective of the monetary policy of the Eurosystem, price’ 
< + stability. The Division also provides assistance to the ECB’s decision-making bodies i in formulating views on fiscal 
policies both from a short-term as well as a structural standpoint. 


Successful candidates will be involved over time in a wide range of tasks in the public finance domain, which may 
include: monitoring and forecasting of fiscal developments in the EU countries and from a euro area perspective 
=e estimating fiscal policy reaction functions • analysing fiscal policies and» preparing analytical studies on public 
“finance. They will also be involved in preparing briefing material for the members of the Executive Board of the 
ECB, for the Governing Council of the ECB and for senior management attending meetings at European and 

international fora as well as in contributing to publications of the ECB. 


Qualifications and experience 

« Advanced university degree in economics, together with a sound economic background in public finance 
and macroeconomic policy. A PhD as well as a research and publication record would be considered 
additional assets. 

¢ Comprehensive experience in preparing policy- -related briefing and in analysing fiscal developments and policies 
as well as a strong interest in institutional issues are desirable. 

* Sound knowledge of statistical and econometric techniques for forecasting and analytical purposes. 

» Appropriate analytical skills and experience in one or more of the above-mentioned areas of specialisation. 

e Very good knowledge of English and a working knowledge of at least one other official Community language. 
Candidates should have good writing skills in English and the ability to draft well-structured notes within 
strict deadlines. Candidates should also be able to identify and address policy issues and present analytical 
findings in non-technical terms. 





li 
Applications should be submitted in English and include a covering letter, a curriculum vitae and a recent 
photograph, together with references confirming the required experience and skills and, if possible, copies of 
(published or unpublished) papers or notes written/prepared by candidates. They should be addressed, quoting 
the reference number, to the European Central Bank, Directorate Personnel, Postfach 16 03 19, D-60066 
Frankfurt am Main and should reach us no later than 21 July 2000. Applications will be treated in the strictest 
confidence and will not be returned. 


To meet the deadline, applications may be sent beforehand by fax to fax number +49 69/1344 - 7979. However, 
this is not a substitute for the original, which must still be submitted by mail. 


This vacancy is also published on Internet: http://www.ecb.int but applications should only be submitted on 
“paper via surface mail. 
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COMMONWEALTH SECRETARIAT COMMONWEALTH SECRETARIAT 


ECONOMIC AFFAIRS DIVISION - TWO POSTS l SPECIAL ADVISER (ORGANISATION DEVELOPMENT) 






















The Commonwealth Secretariat wishes to recruit a Spevial Adviser in the 
Management and Training Services Division to work as part of atësi responsible for 
the implementation of the Commonwealth technical assistance. programme “Towards 
a new public administration”. This programme covers strategies for the reform of the 
full spectrum of the public sector from the ‘core’ civil service, to public service 
agencies, state enterprises, the public services and responsibilities of the private sector 
and civil society. 


The Role 


This position is responsible for managing a number of projects: providing advice to 
Commonwealth governments to assist with their civil service reform:and development 
programmes. These programmes include the review and preparation of comprehensive 

eform strategies, re-organisation of government ministries and agendis, assessment 
ms of policy formulation and implementation, badget: management and 
erface between civil servants, ministers, parliament and the public. 


The Economic Affairs Division is responsible for carrying out the 
Secretariat’s programmes on consensus building and policy development 
on national and international economic issues. 





























Deputy Director 
(Small States, Environment and Economic Management) 


and Chief Programme Officer 
(Sustainable Development) 























The Deputy Director Role: 








To lead the Division’s programme covering small states, environment, 
and economic management, undertaking policy analysis and providing 
advice; working with other multilateral institutions to implement the 
{e development agenda for small. states; supervise the preparation of annual 
publications, update and disseminate information through the Division’s 
Jo website; develop and supervise the implementation of the work 
“programme on environment, covering consensus building on sustainable 
“development issues and integration of economic and environmental 
policies; develop and supervise the implementation of work on 
promoting good governance and combating corruption in economic 
o management; prepare policy papers and lead preparations and represent 
‘Pathe Secretariat at Ministerial and other meetings. 


Qualifications and Experience 

Post-graduate degree in management, business administration, public administration or 
related field: Significant experience in senior positions in a Commonwealth civil service 
and experience/extensive exposure to other countries, including developing countries: 
direct experience in the central offices of government (such as cabinet office, civil 
service commission, ministry of financc) is highly desirable: demonstrable experience of 
significant achievements in policy and strategy innovation and organisation 
development in senior positions: proven ability to write analytical reports and project 
management: capacity to lead and contribute to policy research dnd publication: 






























The appointment (London-based) is for a period of three years in the first instance atid is oper 
to nationals of all Commonwealth countries. Extensive international travel required. 










A competitive international package is provided and application is by detailed CV 
which should be forwarded only after applicants have received an information pack 
available from: Gladys Mhone, Tel No: 020 7747 6181 Fax No: 020 7747 6320, 
g.mhone@commonwealth int Marlborough House, Pall Mall, London SWIY 5HX. 
Closing date: 31 July 2000 


We will only contact shortlisted. candidates. 







Qualifications and Experience: 





OA post-graduate degree in economics/economic development or 10 years 
equivalent relevant work. experience. A proven track record of experience 
at policy level, dealing with issues concerning small states, 
environmentally sustainable development, and economic management 
-[ {preferably in an international organisation), Strong analytical, drafting 
4. and leadership skills. 


“The Chief Programme Officer Role: 














The Commonwealth Secretariat is an Equal Opportunity Employer with a website at 
bttp:/ Avww.thecommonwealth org 
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Responsible for the implementation of the Secretariat’s programme on 
environment; prepare papers on environmental policy issues and global 
environmental developments; co-ordinate, prepare and represent the 
Secretariat at intergovernmental and other meetings; develop the 
Division’s environmental policy development work (currently focusing 
on the integration of economic and environmental policies); advise on 
issues concerning the environmentally sustainable development of small 
states. 


CONSULTING OPPORTUNITY 


Our client, an international management and technology 
consulting firm that provides services’ in strategy, systems, . 
operations, and technology to clients ona global scale is seeking 
consulting professionals to support their international projects in 
Southeast Europe. Clients include most of the largest industrial 
and service corporations in the. world, the U.S. Federal 
Government, and major institutions and government bodies 
across the globe. 


INTERNATIONAL POSITIONS INCLUDE: 

* Civil Engineers with Water /Wastewater or 
Transportation Infrastructure Expertise 
Government Finance, Capital, and 
Procurement Managers 
Policy Reform Specialists with Infrastructure 
Finance and Investment Expertise 
Project Finance and Investment Banking. 


Qualifications and Experience 





Post-graduate degree in economics or environment and development, A 
multidisciplinary academic background desirable. At least five years 
experience dealing with environment and development policy issues at an 
international level preferably in an international organisation, Strong 
analytical, drafting and managerial skills. Sound political judgement, 
diplomacy and tact. IT literate. 









The Deputy Director appointment is for a period of three years in the 
first instance. The Chief Programme Officer for two years only. Both are 
open to nationals of all Commonwealth countries. 





A competitive international package is provided and application is by 
detailed CV which should be forwarded only after applicants have 
received the relevant information pack available from: Gladys Mhone, 
Tel No. 020 7747 6181; Fax No. 020 7747 6520; Email: 
g-mhone@commonwealth.int Marlborough House, Pall Mall, London 
SWIY 5HX. 


Generous benefits, including profit sharing and parental, family, 
and medical leave offered. To apply, send your resume to Mike 
Harris, Tone, LLC, at mike.harris@erols.com (ASCII Text), or fax 
(508) 302-6379. Include REFERENCE. CODE 5006. 


Closing date: 26 July 2000 
We will only contact shortlisted candidates. 


The Commonwealth Secretariat is an Equal Opportunity Employer with 


a website at lttp://wwm.thecommonwealth.org We are proud of our diverse work environment. EOE 


am me me me m me ee e ama mm ee a ae aae ae m a o e e m ae e ame ne e e oe a a 
meaa aa a a a a ee ee ee 


ee ea ee ee a a ae a a aa Ma Aa ce M A ee a ONO, oe OE naa Aida a 
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INTERNATIONAL FEDERATION OF RED CROSS nf C 
_& RED CRESCENT SOCIETIES 


Geneva, Switzerland wwwifre.org 


The International Federation (‘IFRC’) is the world’s largest humanitarian organisation, supporting its 176 independent 
National Society (NS) members in developing their capacity to improve the lives of vulnerable people. The Secretariat of 
_ the Federation aims to be a serving leader for National Societies, helping to implement disaster preparedness and long-term 
“development programmes, along with humanitarian activities such as community-based healthcare. It co-ordinates and 
mobilises international emergency relief assistance. The Secretariat is currently sae its role and realigning its 
organisation, offering challenging career opportunities. 














Division Director, Programme Co-ordination Division Directoy, Knowledge Sharing 

The Position: The Position: ER 

* Leads co-ordination of NS in long-term relief and * Leads experts supporting and building NS capacity in 
development. Ensures optimal allocation of resources disaster preparedness, disaster response, health and 









for the NS to respond to the needs of vulnerable care, principles and values. 
people. * Leads co-ordination of knowledge management with 

* Leads the Secretariat’s regional strategies and priorities. IFRC to set standards and share best practices. 

* Strengthening of partnership with all NS and other « Encourages. the creation of relevant expertise networks. 
stakeholders in the humanitarian field. « Reports to the Secretary General. 

* Reports to the Secretary General. The Requirements: 

The Requirements: * Have a proven track record in ‘knowledge management, ' 
* Successful programme management track record within + Be a leader and a ratural networker, able to bring people = 
international organisations, NGOs, or private sector. together to share information and expertise, and believe 

* Ability to develop a strategy and focus on results. with enthusiasm in the power of shared knowledge. 

* Have excellent leadership qualities, and experience in * A team player, able to.delegate and capable of inspiring 
managing challenging transitions. confidence. 

Department Director, Communications Department Director, Relationship Management 

The Position: The Position: i 

* Leads the development and implementation of * Leads strengthening of relationship with NS and their 
communication strategies. governments, as well as: the development of partnership 

* Assists NS in the development of their communications with international organisations and corporations. 
capacity. * Ensures mobilisation of all available resources for 


international co-operation. 

* Ensures that human-and financial resources from NS 
and other organisations are meeting quality standards. 

The Requirements: 

* Have a proven tracx record'as successful international 
relationship manager in the public or private sector (i.e. 


* Develops positive relations with other organisations in 
communications and seeks areas for co-operation. 

* Supports the Federation’s advocacy initiatives. 

The Requirements: 

* Proven track record as a communications manager. 


* Have vision, demonstrate ability to develop and investment and private banks, or consulting firms). 
implement strategies and focus on results. * Have outstanding interpersonal capabilities and 

* Able to be proactive, to seek innovative ways to use excellent diplomatic and negotiating skills at top level. 
technology, and to deal with unforeseen events. * Reliable and innovative personality, experienced in 

* Bean excellent people manager. managing challenging transitions. 


All positions require: 

* Demonstrated belief in and commitment to the Movement’s fundamental principles. 

* Ability to work in a multicultural environment and a matrix structure. 

° A university education with experience in working in a broad spectrum of cultures. 

* Absolute fluency in English; French, Spanish and Arabic would be a plus. 

The Federation is an equal opportunity employer. 

Please send your CV with current salary details to: Sibylle Rupprecht, Korn/Ferry International, rue du Rhône 61, 1204 Geneva- 


Switzerland, quoting the title of the position. Alternatively send by fax on +41 22 311 78 29 or by e-mail to kfs-Geneva@kornferry.com 
Consult our Internet homepage: www.kfselection.com or the Federation's website www.ifre.org 


K KORN/FERRY INTERNATIONAL 
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CORPORATE FINANCE 
OPPORTUNITIES 


Associate & VPs 
£60,000 - £90,000+Bonus and Benefits 


Badenoch & Clark's Corporate Finance division specialises in the 
recruitment of Corporate Finance professionals within the investment 
banking arena. We deal with candidates at all levels from junior 
analysts through to experienced Directors in the areas of Mergers 
and Acquisitions, Equity Capital Markets, Industry and Geographical 
sector specialists and Corporate Broking. 


Vacancies we are currently handling include: 


Global Investment Bank 


International investment bank with a dynamic and energetic culture 
seeks experienced Corporate Financiers/newly-qualified ACAs or 
Lawyers to join its M&A transaction team, working with leading 
bankers on headline deals. 


Telecoms/Technology Boutique 


This position is for those who wish to move away from a large bank, 
and gain early responsibility specialising in Corporate Finance in the 
telecoms/technology sector. Candidates will have min 12 months 

Corporate Finance experience and an interest in “new technology". 


If you would like a confidential career consultation, or are interested in 
either of the two listed positions, please contact Amanda Lote. 
E-mail: cofin@badenochandclark.com or visit our interactive website 
at: www. badenochandclark.com 


London ECAV 6HU 
‘Tel: 020 7583 0073 
Fax: 020 7353 3908 


BADENOCH & CLARK 


reeraiiment specialists 








Sees 


mes 

















International Commission of Jurists 


Secretary-General 


Established in 1952, the IC] is an international non-governmental 
organisation whose global mandate is to promote the Rule of Law. Its 
Secretariat is based in Geneva and is staffed by 15 fulltime officers. 


IC} activities include: formulating and advancing legal policies 
concerning the Rule of Law, promoting the adoption of human rights 
instruments at the universal and regional level; organising trial 
observations, fact-finding missions, seminars and workshops. 


The Secretary-General advances IC] core values through visionary 
leadership. S/he is responsible for developing, directing and 
coordinating strategies for the advancement of the Rule of Law. 
Assisted by an Executive Secretary, and reporting to the Executive 
Committee, s/he is responsible for budgeting, developing and 
coordinating fundraising campaigns and management of the 


i} Secretariat. 


The successful candidate must be a jurist of high standing with a 
comprehensive knowledge of international human rights and 
humanitarian law. S/he must have a proven record in advancing the 
Rule of Law and significant experience as senior manager in an 
international organisation, NGO or comparable work environment 
and in fundraising, S/he must be a strong leader, communicator and 
administrator and be able to operate in a multicultural environment. 
Fluency in English and French is necessary with additional UN 


|| languages desirable. 


The position offers a competitive remuneration package. The IC] is 
an equal opportunity employer. 


Interested applicants should consult our web site www.icj.org 
for information on the application process. 
Applications close on. 15 September. 





































16-18 New Bridge Street, 














“MOVING TOWARDS 
A NEW HORIZON” 


Our client, a market leader in the Merchant 
Banking sector, both regionally and inter- 
nationally, is set to further expand its current 
operation into Africa. It is because of this 
expansion and decision to capture more of the 
African and world markets that MSL AFRICA has | 
been retained to assist in recruiting and selecting 
two key personnel for the Head Office in 
Botswana. Both these senior positions report 
directly to the Chief Executive. 



















Head of Investment Banking 


The ideal applicant must have current exposure 
and experience in the Merchant Banking 
environment and a thorough knowledge of 
possibly both regional and international markets. 
A working knowledge of capital markets, 
corporate finance, privatisation and mergers and. 
acquisitions are essential pre-requisites. Applicants 
must have hands-on experience and must also 
have played a strategic role in their current 
position. 

Applicants must be team orientated with the | 
ability to instil positive attitudes within. his/her 
team and be able to train on the job if necessary. 
Good interpersonal skills, highly relationship 
driven, coupled with a drive to motivate and grow 
the business are additional traits required for this 
senior position. 


Head of IT 


The position demands that applicants must be in 
possession of a formal qualification with a track 
record within the IT sector and must therefore be 
a strategist with the vision to motivate change 
within the organisation and the market place. 
Applicants should have had exposure within the 
banking environment, however this is not an 
essential pre-requisite. Knowledge of 
computerised general ledger, payroll and trade 
systems is however essential. Knowledge of 
Spectrum, Computron and Midas Karpeti systems 
will be advantageous. 

Good communication and team-orientated skills 
are important to the success of this position and 
applicants must be at the cutting edge of the IT 
industry to enjoy the freedom that comes with » 
this senior position. 






































Our client offers highly attractive remuneration 
and benefits packages, career growth opportunity. ° 
and the challenge to move towards a new 
horizon. 









Respond in the first instance to: 





Roy Henderson 
General Manager 
MSL Africa 

on tel, no. +27 11 269-8880, or 
sent a detailed CV via fax on +27 11 
269-8881 or email: royh@msl.co.za 
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| choo of Oriental and African Studies Uaiversity of London 


Director & Principal 


Applications are invited for the post of Principals, representing the School ‘Interested individual Is may obtain full 
Director and Principal, which becomes within the United Kingdom and write particul ars (including how to app 
available from 1 January 2001. The post worldwide, liaising with other centres of from the School's appointed consul 

is directly comparable with a Vice learning, government departments, Saxton Bamfyle Kever plc. by telephoning - 
Chancellor position and commands a funding agencies and foundations. +44(0)20 8466 4126 (24 hours) not later 
similar salary and benefits. Qualifications than Friday 14 July 2000 quoting E 


The School, which is the size ofa small The School is seeking an outstanding "erence GSBA. 

British University, is the leading European candidate who is: Candidates outside the United Kingdom 
centre for the study Africa and Asia and may email GSBA@saxbam.co.uk with an 

enjoys an international reputation for its reputation and senior management email address at which they can receive 


research and teaching. experience or who has hada- this informiation, 
The Director and Principal is responsible successful career in another field but -Tne closing date for applications will be 
to the Governing Body for: who has academic credibility and Wednesday 19 July 2000. 
* the strategic development of the School, empathy with the School’s mission 
and through the Pro-Directors and the a first class communicator 
School Secretary, for the provision of a forward looking innovator with paS 
academic leadership and its commercial acumen g 
operational and financial management an enthusiastic and effective motivator a A R C 
* representing the School on the interested and experienced in x t: 
Committee of Vice Chancellors and fundraising. A TESE ACE NITIN AMEA paurevion EVER ee 









* an academic with an international 


* 



















. 








| Junior Japanese Economist | 





Dresdner Kleinwort Benson is currently seeking a suitable candidate to fill a position of junior economist to join 
the highly regarded global economics team based in Tokyo. 


The role will encompass responsibility for: The successful candidate will need a background of 
academic excellence in economics, preferably to a 
postgraduate level. Other prerequisites are fluency 
in English and Japanese, analytical ability, strong 
spreadsheet skills and proven interpersonal skills. 





- Forecasting monthly Japanese economic indicators 

+ Daily monitoring, analysis and commentary on 
Japanese statistics 

+ Preparation and maintenance of databases 

e Communicating with equity and fixed income Full resumes, with a covering letter, should be 
salesforces sent to yuko.udagawa @dresdner-bank.com 


+ Providing support for ongoing thematic reports by 30 June 2000. 





C Dresdner Kleinwort Benson 
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CENTER FOR INTERNATIONAL FORESTRY RESEARCH 


DIRECTOR GENERAL 


CIFOR is seeking a dynamic visionary leader who is 
committed to improving the scientific basis for the 
management of tropical forests and woodlands primarily for 
the benefit of the peoples of developing countries. Our 
international public goods research recognizes the 
fundamental link between human well being and the health of 
forests. CIFOR works with a global network of partners. 


CIFOR is one of 16 research centers supported by the 
Consultative Group on International Agricultural Research and 
receives funding from 29 government and development 
assistance agencies. We employ 140 staff of 22 nationalities at 
our headquarters in Bogor, Indonesia and in regional offices 
located. in Brazil, Costa Rica, Cameroon and Zimbabwe. 
CIFOR values scientific excellence, commitment, diversity, 


collegiality, and informality. 


The new Director General will have: 
international scientific standing, 


recognition within the global forestry research community 
and the various international processes related to forests, 


experience in managing multidisciplinary policy relevant 
research in developing countries, including complex 
international partnerships, 


excellent skills in resource mobilization, management, and 
communication with scientific and policy communities. 


The position is for a renewable five-year term with 

negotiable starting date in 2001. An internationally competitive 
compensation package is provided. Nominations, or 
expressions of interest including the names of three referees 
and a curriculum vitae, should be sent to the manager of the 


search process: 


Professor Bo Bengtsson 

Swedish University of Agricultural Sciences 
Department of Plant Breeding Research 
Nybyvaegen 1304, SE-243 93 

Hoor, Sweden 

Fax: 46 413 254 76 

Tel: 46 413 261 39 


Email: bengtsson.bo.m.i@telia.com 


All applications will be acknowledged. The Board of Trustees 
will begin considering applications on September 1, 2000 and 

will continue until the post is filled. To learn more about 
CIFOR, the position and living in Indonesia, visit our Web site 
at </http://www.cgiar.org/cifor> 
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Pyramid Research 


We offer a truly global perspective on the opportunities and risks in the 
dynamic communications industry. We provide rigorous and 
independent advice and analysis to key industry players. around the 
world, from operators to equipment vendors to investors. 


* Internet/E-commerce 
> Broadband 


mio and Senior positions available. 
Positions available in all of our regional groups including Asia, Latin 


America, Eastern Europe, Africa and the Middle East. Relevant foreign 
language proficiency is essential to the job. 


Send cover letter, curriculum vitae, 2-page writing sample. (in English) 
and salary expectations to: Jobs@pyr.com, fax to 617-494-8898, or mail 
to Karen Caines, Human Resources, The Economist Building, 58 
Charles Street, Cambridge, MA 02141, USA. www. pyrcom. 7 


Pyramid Research is the communications division of the EIU. 


Birks Sinclair and Associates Ltd 


Founded in 1985, Birks Sinclair and Associates Led. are advisers to the main 
international development organisations including DFID, World Bank and the EC. 
Our advice is sought in addressing leading social issues and policy development in 
transition economies. Our working style is collaborative and oriented to partnerships. 
We work with a wide range of entities in the UK and abroad inchiding: companies, ” 
government agencies, colleges, NGOs, and. private individuals. We sonable clients to 
design policies and programmes, manage and monitor their projects. We would be 
interested to hear from individuals or organisations whe: share this, perspective, are 
able to achieve results in these environments following this approach; and have made 
an outstanding contribution in transition economies or the United Kingdom in any 
of the following spheres: 


Livelihood strategies, exclusion, gender issues, mitigation, 

enterprise, housing, minorities, NGO partnerships, community 

initiatives, social dialogue 

Promotion, active measures, labour market services, ingentive 

structures, labour markets, OSH, sustainable job creation, local | 

initiatives, micro-grant schemes 

Standards, curriculum, assessment, optimisation of the network, 

finance, funding formulae, decentralisation, sector reviews, 

appraisal, strategy papers, EMIS, communication strategies. | 

flexibility and relewance oe 

v Statistics Social survey principles and practice, survey design, ‘sampling, 
questionnaire design, data analysis, strengthening of statistical 
institutions 

* Institutional Capacity building, institutional audit, strategic reviews, 

Development needs assessments, study visits, reforms vahie for money audits 

* Communications Policies and Strategies, Instruments, Media, Publicity, 
Surveying, 

* EU Accession Aspects of Accession related to these sectors 

* Training, Training in topics related to the categories listed above. 


* Social Policy 
« Employment 


« Education 


Interested parties should write, attaching their cv. (or corporate brochure) on hard 
copy and electronic diskette in World Bank format, to: Birks Sinclair and Associates 
Lid, Mountjoy Research Centre, Durham DEI 3SW, United Kingdom or e-mail: 
BirksSinclair@aol. com 
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IRST IN E-COMMERCE Carne e Mellon : 
UCATION 


STRATEGIES FOR E-COMMERCE EXECUTIVE 
July 17-214, 27000 


o October 23-27, 2000 
“in Pittsburgh, Pa. 


EARN ABOUT: 
tronic commerce trends + E-commerce Technologies 
Develo gs or competitive advantage -+ Internet marketing and Process management 


LEADERSHIP IN THE GLOBAL MARKETPLACE 


THE PROGRAM FOR EXECUTIVES 
September 24- October 20,2000 in Pittsburgh, Pa. 
For MORE INFORM: ATION 
John Lankford 
Graduate School of Industrial 
~~ The global environment Leadership in complex organizations Administration 
Corporate strategy Strategic marketing Carnegie Mel lon University. 
Financial management Management accounting Pittsburgh, Pa. 15213-3890 
commerce a Operations management Phone: (412) 268-2305 
Email: jrl@emu.edu 


Our top-rated program. consistently achieves 100 percent executive customer satisfaction, 
The curriculum covers: 


Wes Sire: ce es 





University 


“I thought they’d give me a few tools. 
But | walked away with a shiny new toolbox.” 


Tomas Mathews, Vice President Human Resources — International, America Online, Inc. 
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You're a major player in the securities 
markets worldwide, so when it comes to 
trading, you know what you need. 

Liquidity. 

A world of buyers and sellers — ready 
to trade. And when you're trading elec- 
tronically, you know the place to come 
for global liquidity. 

Instinet, oo 
_ We give you electronic access to some 
of the broadest, deepest — most liquid — 
trading opportunities around the world. 


Whats more, we don’t have our 
own portfolio so we never compete 
with your trades or take a position 
against you. 

Our only goal is to help you get the 
fastest trade at the best price — and we 
handle the follow-up automatically. 

AH of which can add up to better 
performance. 

For information, call our international 
freephone number +800 INSTINET (+800 
4678 4638) or visit www.instinet.com 
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Phoney democracies 


N THE face of it, the past decade has 

been a splendid time for democrats. All 
over the world, dictatorships, whether com- 
munist or military, have been in retreat; de- 
mand for ballot boxes, election monitors and 
people who know how to run parliaments 
has been as hot as for Pokemon cards. For the 
first time in history, the proportion of the 
world’s population that lives in countries that 
can claim to be broadly democratic has 
climbed past 50%. In all, some 120 out of the 
world’s 190 or so states can now plausibly 
claim to have democracies. 

If you think, with Winston Churchill, that 
although democracy has its flaws, it is the 
least bad political system yet invented, this offers genuine 
cause for celebration. Sure enough, next week a “World Forum 
on Democracy” will meet in Poland, organised privately by 
Freedom House (an American pro-democracy think-tank) 
and a Polish foundation, but hosted by the Polish gov- 
ernment. It will be addressed by such luminaries as Made- 
leine Albright, America’s secretary of state, and Kofi Annan, 
the secretary-general of the United Nations. At a parallel 
meeting, foreign ministers from more than 100 countries will 
discuss ways of further strengthening the democratic cause. 

And there is even better news on the way, if you believe 
the Internet enthusiasts. Direct democracy through computer- 
ised voting at home is a long way off virtually everywhere, 
given still-low levels of Internet access in most countries. But 
the Net, and associated advances in communications tech- 
nology, could soon have a beneficial effect on government, as 
people begin to press for public services to be delivered or ad- 
ministered online, and then to demand the same standards of 
service—speed, reliability, courtesy, innovation—from their 
local or national governments as they do from Amazon.com 
(see our survey on government and the Internet in this issue). 
If voters can force their governments to treat them like cus- 
tomers, rather than just as cattle who are fed nicely every few 
years when an election happens along, it will add a powerful 
new pressure for democratic accountability. 

This is all moving pleasingly in the right direction. Yet 
there are also forces pressing in less benign ways. For a start, 
progress is not always permanent. From time to time, coun- 
tries that were democracies, or looked like becoming them, 
lapse into their old ways. Recently two Pacific tiddlers, the Sol- 
omon Islands and Fiji, disappeared from Freedom House’s list 
- Of electoral democracies after coups or other mayhem. Pak- 
istan was counted as one for a time, albeit of a rough and not 
very ready sort, until General Pervez Musharraf took over the 
reins of power last October (see page 35). 

There is also, however, a more sinister phenomenon, one 
which bears more thought than it usually gets. Freedom 
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House and the other organisers of next week 
meetings are well aware of it. The celebratory 
number of 120 or so broad, electoral democra- 
cies includes a considerable list of countrie: 
whose citizens are far from free, in the true 
sense of the word. Freedom House’s own 
rankings count only 86 countries as properly 
free. Which, since more than 100 will be at the 
meetings, means that there will be quite a 
number of impostors at the feast. 
The optimistic way of putting this is that 
some countries are “in transition” towards- 
full democracy, and that conferences like this, 
with all the public exposure and discussion 
that they bring, can help jostle them along . 
that path. It will persuade them that ballot boxes may be nec- 
essary for democracy, but are far from sufficient: you also 
need free speech and a free press; an independent judiciary; _ 
and, supervised by that judiciary, the impartial enforcement 
of the rule of law. Mexico (see next article) is an example of a’ 
transition in progress, though it has been painfully slow. In- 
donesia is finding it hard to establish proper judging and pol- 
icing overnight after decades of dictatorship, let alone a full 
set of legitimate laws and a clear-out of corruption. Yet with 
help, patience and encouragement, it can be done. i 


Democracies of convenience 


Indeed it can. But often it isn’t, and wilfully so. For another — 
good word for the many partial democracies is this: phoneys. 
They are not as phoney as the old Soviet Union, with its 
99.999% votes for Comrade Stalin. But in some ways they are 
worse, because their appearances deceive. And, increasingly, _ 
the suspicion must be that the deception is deliberately de- 
signed to gain just enough respectability to attract private for- 
eign capital, and to qualify more readily for the public sort, 
from multilateral bodies such as the 1mr and the World Bank. 
Some of the phoneys have been exposed. Peru, whose 
President Alberto Fujimori recently rigged his (unconstitu- 
tional) re-election, is one of them; Haiti, its democracy sup- 
posedly restored by American intervention in 1994, is another 
(see page 54). Russia isa cleverer deceiver, and has been more 
prone in post-Soviet times to be given the benefit of the” 
doubt. Now, the doubts about its newly elected president, 
Vladimir Putin, are mounting, both because of the way he 
was elected in March and because of his conduct since. When: 
visiting a western capital, such as Berlin last week, he plays 
the democratic part. Back in Moscow, however, the scri 
changes and things begin to become murkier (see page 19 
Malaysia, too, is a phoney, despite its noisy shunning of th 
IMF. Its prime minister, Mahathir Mohamad, abides by demo- 
cratic procedures (and was re-elected in November), yet 
meanwhile has imprisoned his chief rival (Anwar Ibrahim. 





a sO SF a pr pay st e Ie 


LEADERS 
whose wife will speak at the Forum) on trumped up charges, 
has throttled the press and has suborned the judiciary. 

Is this worse than no democracy at all? Zimbabwe's vote 


this weekend (see page 57) may yet prove, despite all the vio- 
lence and rigging, that the right to vote can still be made to 


count. Yet it can often be worse, for the strongman, with his 
rigged press and gagged courts, gains a form of international 
approval—and even money—adding to the frustration, and 
perhaps eventual violence, of his subjects. It is best to use 
words as plainly as possible. Call a phoney a phoney. 


m 








Mexico's vote 


It is time for the clinching electoral test—an honest handover of power 


HANGE comes slowly to Mexico, the country with the 

world’s longest-serving ruling party. Ever since the 
bloodletting of the 1910-17 revolution led to the emergence in 
the 1920s of the Institutional Revolutionary Party (PR1), power 
in Mexico has changed hands through backroom deals in 
which the incumbent president has chosen his successor— 
whose subsequent electoral victory was a formality, achieved 
when necessary by fraud. No longer. That makes Mexico's 
presidential election on July 2nd a historic event. 

The outcome is uncertain. After months of campaigning, 
the latest opinion polls give only the narrowest of leads to the 
pri’s Francisco Labastida over Vicente Fox of the opposition 
National Action Party (PAN). The leftish Cuauhtemoc Carde- 
nas trails in third place. But if Mr Fox has at least a chance of 
winning, it is also because of a second big change. This is the 
first presidential election to be supervised not by the gov- 
ernment but by an independent institute whose probity is ac- 
cepted by all. 

Will that be enough to ensure a clean vote? A swelling 
chorus has arisen recently to complain that the pri has been 
up to its old tricks, showering voters with largesse (ranging 
from washing machines to bicycles and cash) and threats (to 
withdraw anti-poverty funds from opposition supporters, for 
example). Such reports should be kept in perspective: even 
the opposition says their effect is confined to relatively few 
voters, mainly in rural areas. Even so, such tactics are worry- 
ing: in a tight election, they may prove decisive. 

The first thing to hope for is thus that the election should 
produce a clean and clear winner, relieving Mexico of pro- 
tracted dispute about the result. But better still if that winner 
were to be Mr Fox. He is not without flaws. He combines stub- 
bornness with an impulsive tendency to flip-flop on issues. 
Some Mexicans are offended by his rude language; others by 
his militant Catholicism and his opposition to abortion. 

But there are two overriding reasons for desiring an oppo- 
sition victory. First, it would, almost by definition, complete 
Mexico's transition from one-party state to plural democracy. 
And the alternation of power would be beneficial in itself, be- 
cause many of Mexico’s problems stem from the fusing by the 
pri of the functions and interests of party, state and nation. 

Second, Mr Fox, a former businessman (and Coca-Cola 
manager) looks, on balance, to be the candidate likeliest to 
push forward with the reforms his country needs. 

That is not immediately obvious. However slowly, Mexico 
has changed much in the past 20 years, especially under Pres- 
ident Ernesto Zedillo. That is not least because of the North 
American Free-Trade Agreement (NAFTA), which is drawing 
the country’s economy, and perhaps its politics, into ever- 
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closer association with those of the United States. Since the 
currency collapse and deep recession of 1994-95, Mr Zedillo 
has started to put Mexico on the road to sustained economic 
growth. Macroeconomic management has been less opaque 
than in the past. So, too, has been the selection of the pri’s 
candidate: Mr Labastida was chosen by an open primary. 

Provided the election comes off cleanly, those changes 
have increased the chance that this year Mexico will avoid 
the economic or political crises that have marked the start of 
the past four presidential terms—despite some signs of econ- 
omic overheating, and worries about the possible impact of a 
slowing economy north of the border. 

Mr Zedillo’s record, and the pri’s adaptability, might seem 
to be strong arguments for Mr Labastida. He is an experienced 
politician known for his negotiating skills, though he is not a 
liberal technocrat like Mr Zedillo. But change and its benefits 
have been distributed unequally (see pages 25-31). If all Mexi- 
cans are to get full value from narta and from economic 
growth, their next president needs to complement an emerg- 
ing democracy with a market economy and a reformed state. 


The essential divorce 


That involves separating political and economic power. Mex- 
ico is still burdened by the pri’s corporatist history: the state 
let favoured businessmen enrich themselves in return for po- 
litical loyalty. One costly result was a banking crisis which de- 
prived most Mexicans of credit during Mr Zedillo’s term, and 
left a bill of $100 billion for bailing out the banks (and some of 
the bankers). Another has been a monopolised economy. 
State monopolies still control electricity distribution and oil. A 
privatised near-monopoly, Telmex (whose boss, Carlos Slim, 
is Latin America’s richest man), has used its political clout to 
delay a fully competitive telecoms market. 

Instead of mutual backscratching, Mexico needs impartial 
regulation of its economy to promote competition, and de- 
regulation of government, and also, in some ways, its expan- 
sion: petty officialdom still exacts its venal toll, while the state 
does far too little to give its poorest citizens decent schooling 
and health. The next government also needs to do much more 
to combat crime, corruption and powerful drug gangs. 

Mr Labastida claims to help those who suffer from 
change. But as the chief beneficiary of the old ways, the pri is 
unlikely to be as vigorous in trying to abolish them as Mr Fox. 
Whoever wins the election will probably face a Congress di- 
vided three ways, as it has been since 1997. Governing Mexico 
will thus not be easy; reforming it harder still. That is another 
reason for wishing the election to be both clear-cut and clean. 
m 
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The European way of defence 


On the cheap doesn’t pay 


I THE road to a stronger European defence identity could 
be paved with good intentions, this week’s European Un- 
ion summit would have laid out all necessary milestones 
along the way. The £u’s leaders insisted (under prodding by 
France) that they could make their own defence decisions, 
while also agreeing (under prodding by Britain) to keep shoul- 
der-to-shoulder with Nato. The Eu 15 have agreed (under 
prodding by America, worried that they would march off in a 
huddle) to consult regularly with six other European coun- 
tries, including Poland, Turkey and Norway, who are mem- 
bers of Nato but not of the Eu, and also with nine other po- 
tential eu recruits. By the end of this year the eu hopes to 
have set up co-ordination mechanisms with Nato, whose 
equipment it will need to borrow for even the modest Euro- 
peans-only missions it has in mind, and started mustering the 
60,000 troops it wants to have at the ready by 2003. But from 
here on the going gets a lot tougher. 

There is no doubt that rich and militarily capable Europe- 
ans ought to be shouldering more of the alliance’s military 
burdens, both in Europe and beyond. They were rightly em- 
barrassed, during Nato’s Kosovo campaign last year, that 
America had the most advanced equipment, did the lion’s 
share of the bombing raids over Serbia, and then found most 
ships and planes to ferry in the peacekeepers. Encouragingly, 
some of the bigger European states, particularly France, more 
tentatively Spain and Italy, and most recently Germany, have 
started to follow Britain in training more professional, rapidly 
deployable soldiers, available for real soldiering, not just bar- 
racks duty. Discouragingly, even in Britain, which along with 
France has led the new European defence effort, there is little 
sign that the money will be found to do it well. 

Finding enough well-trained frontline soldiers to field a 
force of up to 60,000 for up to a year out of Europe’s 2m- 
strong armed forces ought not to be that hard. But the Eu’s 
pledging conference planned for November is supposed to 
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spot other gaps in defences too. That is easy. They are being 
jointly identified with America in nato: the need for more 
“smart” weapons and equipment, certainly, but also ships 
and aircraft able to move and supply a fighting force swiftly, 
more reconnaissance aircraft, and the means for all the na- 
tional contingents to talk to each other on compatible equip- 
ment and use each other's ammunition and supplies. 

Investment in these sorts of capabilities, carried out in co- 
ordinated fashion, would help strengthen both naro and the 
gu. The trouble is that the money needed is unlikely to be 
found simply by rattling existing defence budgets, as Ger- 
many, one of the lowest spenders, was still doing this week. 
New money will be needed up-front to buy the ships and air- 
craft Europeans lack, and more imaginative arrangements 
need to be found for pooling some activities—for example, in 
logistics—to avoid wasteful duplication. 


Credibility on the front line 


When Britain and France first pushed for a stronger European 
defence identity through the eu rather than simply by making 
a better European effort within Nato, the biggest danger 
seemed to be from Euro-exuberance: excited talk of £u “au- 
tonomy” in defence matters raised fears that, instead of com- 
plementing Nato, the Europeans would go their separate way, 
thereby endangering the continent-stabilising link with 
America. That could still happen, if in the NAto-eu talks the 
EU insists on deciding everything itself first, expecting the rest 
of nato to fall in obediently later. 

But now a different danger looms: that by failing to find 
enough money the eu will fall short even of its own officially 
more modest defence expectations. European efforts to do 
NATO defence on the cheap, relying too much on American 
help, have caused irritation for years. Attempts to do the Eu’s 
defence the same way would only pile on the frustrations, 
while undermining the £u’s credibility all round. 
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Putin a la Pinochet? 


Maybe that’s not how Russia’s new leader sees himself. 


think he’ll win western approval if it is 


Dec months after Vladimir Putin won Russia’s presi- 
dency, some ugly things have been happening in his be- 
nighted country. The new man, a former kGp officer, has been 
cracking his whip. He has sounded belligerent towards sev- 
eral of Russia’s former vassal states on its rim, and shows little 
sign of softening towards Chechnya, the rebel republic devas- 
tated at his command. He has told the leaders of the outlying 
regions within Russia that they must step back into the Krem- 
lin’s line—or else. And he has frightened the press by resorting 
to the bullying of media groups and journalists critical of the 
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But don’t let him 





new regime. Most notably, the owner of the only indepen- 
dent nationwide television station, Vladimir Gusinsky, was 
arrested earlier this month, and freed without charge a few 
days later, amid flimsy-sounding allegations of embezzle- 
ment. Virtually the entire country presumed that Mr Putin, 
who breezily denied foreknowledge of the arrest, simply 
wanted to silence the voice of opposition. 

Yet, despite all this, it is still possible to paint a less bleak 
picture. After eight years with the wayward Boris Yeltsin fit- 
fully in charge, Russians—it can be argued—need an ener- 
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ection, discipline and pride. Unlike his predecessor, Mr Putin 
has a co-operative parliament that broadly backs a coalition 
government in which economic reformers seem to have been 
> given their head. Already, for instance, a bold law has been 
enacted to reduce income tax to 13% across the board, in the 
hope of bringing millions of tax-dodgers back into the reve- 
nue net. And Mr Putin’s approach to foreigners may also be 
reaping rewards: stalled arms-cutting deals with America are 
again being struck. Once again, western leaders are giving a 
new Russian tsar the benefit of doubt. 

If those good things come with nasty addenda, such as an 
upsurge of authoritarian intolerance at home and a crescendo 
of snarls abroad, that—-so the Putin-boosters argue—is the 
price to be paid for reviving a humiliated and pauperised 
Russia. In the long run, it will be better for the world if the 
country becomes prosperous and confident, however 
roughly that is achieved. Only then, say those who see the 
merit of Putin á la Pinochet, might Russia become something 
it has never been—a law-based and liberal society. 

But there is the rub. Can Russia become prosperous with- 
out first entrenching a proper legal system to underpin a gen- 
uine free market? Besides, it is still unclear how, or indeed 
whether, Mr Putin intends to fulfil his promise to bring to 
‘book the influential tycoons who have gobbled up so much 
of the state’s wealth. Ideally, an independent judiciary, with- 
out the say-so-of the president, would simply set about pros- 
ecuting all cases of corruption, starting with the most blatant. 

Unfortunately, even if Mr Putin were sincere in his wish to 
clean up, he would probably not at this early stage in his pres- 
idency have the power to do so—without recourse to strong- 
arm methods that are themselves illegal. The arrest of Mr Gu- 





It is time for record companies to embrace the Internet wholeheartedly 


[T IS a depressing picture: stripped of their limousines and 
gold chains, the world’s pop stars are suddenly penniless 
and destitute, their royalties ruthlessly slashed by rampant 
online piracy. That, say some, is what will happen unless ac- 
tion is taken to clamp down on the exchange of music files on 
the Internet, encoded in the popular mp3 format. Napster, the 
most popular music-swapping program, has amassed 10m us- 
érs worldwide within ten months of its launch. If you have a 
fast enough Internet connection, Napster allows you to call 
up a copy of almost any pop song from another user’s com- 
puter, within a few seconds and without paying a penny. Not 
surprisingly, record companies and artists are terrified, and 
the lawsuits have started flying. Napster and similar “dis- 
tributed information networks” make a mockery of copyright 
law, they. say, and should be shut down. 

For all the record companies’ bleating about lost sales, no- 
body is about to starve. But in highlighting how hard it is to 
control digital content once it is let loose on the Internet, Nap- 
ster and its sort are merely the tip of a far bigger iceberg. As 
books, videos and other digitisable works go online, the same 
problems over copying and distribution are likely to arise. 
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sinsky, no angel despite his courage as chief upholder of a free 

press, reeks of despotism. But if, for instance, the Putin- 
prompted prosecutors were instead to take on Boris Berezov- 
sky, widely seen as the most malign and powerful of the - 
plutocrats, the action might reasonably be regarded as just as 
politically inspired. So far, the taming of the oligarchs appears 
to be all about power-play and very little about justice. 


Still on probation 


It is early days. In the three months since the election, Mr Pu- 
tin has moved cautiously, apart from the rash attack on Mr 
Gusinsky, which may turn out to have been his first big mis- 
take. Whatever his critics’ suspicions, and his defenders’ 
hopes, it is still unclear whether the new president is an auto- 
crat or a democrat, his own man or the servant of others. In 
particular, it is unclear whether he is keen to collude with the 
tycoons, several of whom helped him to power, or to cut 
them down. At present, his emerging team is a rum mix of 
economic reformers, former KGB people and tycoons. 

In any event, outsiders probably have little influence at 
present. If it becomes clear that Mr Putin’s desire to bring 
strong government to his people means trashing their rights, 
then Russia’s expulsion from the Council of Europe is inev- 
itable. He should certainly not be allowed to believe that the 
West would merely wink at greater authoritarianism. On the 
other hand, a concerted effort to encourage the judiciary to 
uphold the rule of law impartially should be warmly wel- 
comed. Meanwhile, no government money from the West 
should go to Mr Putin’s Russia. A better home. for western 
cash can be found among the more hopeful countries on Rus- 
sia’s rim. Things may change, but, for the time being at least, 
Mr Putin remains on probation. 








And the biggest difficulty is that, even if Napster, say, were 
shut down by the courts, many other, more powerful, sys- 
tems are waiting to take its place that have been designed to 
be still harder to control (see page 107). Faced with such a 
many-headed hydra, what can the record industry do? 

Napster’s success is significant for many reasons. It shows 
that online distribution of music is technically feasible; if re- 
cond companies are not making greater use of the Internet, it is 
because they have chosen not to. They have, in fact, spent 
ages bickering over digital-rights management, and especially 
over producing a secure version of mp3 for online distribution 
as part of a “secure digital music initiative”. Their delays have 
merely left the field open to nimbler pirates. 

Even if they hesitate to sell and distribute music online, re- 
cord companies could make far more use of the Internet for 
promotion. The impact of Napster on sales is unclear, but 
there is evidence from user surveys that people who swap 
music files on the Internet often go on to buy the real thing. 
Fans unwilling to plunk down cash for an unknown album 
might do so if offered some free tracks in Mp3 format. Napster 
could, in other words, become a powerful promotional tool 
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for ths traditional industry. EREE, 

Most important, Napster shows tat consumers s find the 
idea of a huge online archive of recorded music very appeal- 
ing. Since record companies have not provided it themselves, 
it has sprung up on its own. For many, if not all Napster users, 
its attraction lies as much in its convenience as in the fact that 
it is free. Indeed, according to one survey, more than half of 
college students who use Napster would be prepared to pay a 
monthly fee of $15 for a similar service. Evidently, there is 
much latent desire for online music-on-demand; yet the only 
way to satisfy it at present is to break the law. 


If you can’t beat ‘em, steal their clothes 


Given this, a better response to Napster would be not to sue 
but to defeat it in the marketplace. Even devoted users admit 
that it can be slow and unreliable; users can call up songs only 
if they know the title and artist; there are no personalised rec- 
ommendations; there is no way to browse songs by genre. 
There is thus a clear opportunity for a legal, commercial, uni- 
versal jukebox service that could provide features that unoffi- 


Health international 


There are lessons to be drawn from comparisons of health-care systems 


EALTH-CARE spending is everywhere on the increase. In 

1948, it took 3% of gross world product; now, says a new 
report from the World Health Organisation, the figure is 7.9% 
and rising. That is reasonable: as people and countries get 
richer and older, they naturally want to spend more of their 
incomes on health, as on other services. But health is not as 
simple as, say, hairdressing: how the system is organised and 
paid for critically affects what you get for your money. 

That makes international comparisons of health care ex- 
tremely useful. The wHo report, which tries for the first time 
to rank countries’ performance, is thus welcome, even if its 
league tables are flawed (see page 110). Governments and 
health-care providers have much to learn from studying the 
structure and performance of other countries’ health systems. 
But what may matter more for public policy than the rank- 
ings in the wHo report are four more general conclusions. 

The first is the lack of any clear connection between in- 
puts (more spending, say) and desired outputs (better health). 
There is only a tenuous link between health-care spending 
and broader measures of health: if the latter are the goal, 
spending more on things like housing or education often does 
more to reach it. But even on health-care systems’ own 
ground, the wHo cites evidence of hugely wasteful spending. 
Those governments that appear to think that more money is 
all that is needed to improve health-care performance should 
think again: structural and management reforms to raise effi- 
ciency can count for'a lot more than cash. 

The low ranking of America in the wHo tables supports 
this view—for America spends far more on health than any 
other country. Yet the main reason for dissatisfaction with 
America’s performance is not its extravagance: it is the num- 
bers of uninsured (see page 46). For Americans with health in- 
surance, as the wHO report says, the system is highly respon- 
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per-song basis. Switching to a new pricing model such as this 
might be painful (though online distribution would also cut 
costs). That is no doubt why record companies, reluctant to 
give up their huge margins, have been so glacially slow to re- 
spond to the Internet’s arrival. But that slowness is in turn 
why so many people are using Napster. 

There have been a few more encouraging signs in recent 
months. Warner Music Group and sme entertainment have 
both dropped lawsuits and instead signed deals with 
MP3.com, a website that will now be allowed to distribute 
music from their catalogues online, in return for royalties. All 
five of the largest record labels have invested in Listen.com, a 
website that helps fans to find legitimate sources of down- 
loadable music. emi, Sony and smc have announced trials of 
limited sales of music online. But these initiatives are mere 
toes in the water. It is time for record companies to take the 
plunge and change their pricing and business models to re- 
flect the new Internet environment. The success of Napster is 
both a response to, and an indictment of, their hesitations. 








sive and impressive. But the poor health care dished out to 
the 44m-odd Americans who lack any regular health- 
insurance coverage drags down the country’s ranking. Hence 
the second conclusion: if the American system (and that of 
other countries with similar gaps) is to improve, some way 
must be found to spread insurance coverage, whether pub- 
licly or privately financed, across the whole population: 

A third conclusion is that health-care delivery, as opposed 
to finance, is showing some encouraging signs of convergence. 
From the purchaser/provider split in Britain’s National Health 
Service to America’s health-maintenance organisations, coun.: 
tries are moving in the direction of a form of “managed care”, 
in which doctors, hospitals and other providers operate with- 
in certain budget constraints, and there is some effort to foster 
both consumer choice and producer competition. This at- 
tempt to yoke a form of market forces into the health-care 
business is well worth pursuing, even if professionals and 
their trade unions squeal about it. 

The fourth conclusion is that the boundaries between 
public and private health care should be eroded. As the wHo 
report complains, health ministries tend to look solely at pub- 
lic health-care systems, ignoring the role that private provision 
and finance can play. In most countries, public finance, 
whether from taxes or from social insurance, is likely to pre- 
dominate in health care; but it need not obstruct private in- 
surance or some out-of-pocket spending, which can be useful 
safety-valves, especially for people in. rich countries. who 
wish to spend more than their governments would like. Nor 
should there be a rigid demarcation between public and priv- 
ate providers: distinctions are better drawn. over responsive- 
ness and efficiency than over ownership. For most of us, after 
all, health care is far too important to be left to the state. 
PAE a Se ice 
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MEXICO’S ELECTION 


The beginning of the end of 
the longest-ruling party 


MEXICO OTY 


As they approach their most hotly contested presidential election in seven 
decades, Mexicans are divided—and their divisions will mean the demise, 
sooner or later, of their one-party state 


HRISTIAN VILLASENOR is a tousle- 

haired, middle-class 21-year-old who 
earns 20,000 pesos (around $2,000) a month 
working as a clerk for a small import com- 
pany. It is a good wage, he admits; it main- 
tains his habit for cool clothes and a mobile 
phone. But he saves a lot, and considers him- 
self a world away from the spoilt rich kids 
who tear around Mexico city’s smarter parts 
in brand-new cars that are washed by their 
parents’ valets every moming. He represents 
entrepreneurial, would-be modern Mex- 
ico, and his vote on July 2nd is probably 
going to Vicente Fox, the charismatic 
former businessman whois running 
for the opposition National Action 
Party (PAN). 

Now consider Rene Magda- 
leno, a primary-school teacher 
in his 40s in the southern state of 
Oaxaca. Mr Magdaleno has a 
tough job, struggling to teach 
children whose first language is 
not Spanish and whose parents 
try tokeep them at home to work 
in the fields. Yet his wage is only 
one-third of Mr Villasefior’s. He 
will vote for Cuauhtemoc Carde- 
nas of the left-wing Party of the 
Democratic Revolution (PRD), al- 
though he knows he has little chance 
of winning. The narrow favourite for 
Sunday’s election, especially in poor 
areas like Oaxaca, is Francisco La- 
bastida, the career politician run- 
ning for the Institutional Revolu- 
tionary Party (pri), which has ruled 
Mexico for the past seven decades. 

Next week's election in Mexico is 
about divisions: between haves and have- 
nots, rich north and poor south, between 
those who want something new and those 
who cling to the past. It is also about the di- 
vide between a newly confident opposition 
and a ruling party that, while slowly adjust- 
ing to a changed world, is still on the defen- 
sive and still in thrall to undemocratic ways. 

At first glance, Mexico is doing remark- 
ably well, especially considering the dramas 
of the past decade. In December 1994, when 
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the present president, Ernesto Zedillo, came 
to power, the country was in grave straits, af- 
flicted by political violence and economic 
mismanagement: the currency pegged and 
over-valued, a huge current-account deficit, 
foreign investment dominated by short- 
term portfolio capital (most of it taking 
flight) and $40 billion of debt about to fall 



















due for repayment. Within 
days of Mr Zedillo’s arrival in of- 
fice, his government was forced into 
a bungled devaluation that led to the 
peso’s collapse and a deep recession. 
Thanks in part to emergency loans from 
abroad, the economy recovered surprisingly 
quickly. Mexico’s macroeconomic numbers 
are now the envy of its Latin American 
neighbours. In the past four years, Gop has 
grown by an average of 5.1% a year and 
manufacturing employment by 3%. Infla- 
tion, which was running at 52% in 1995, could 
fall to single figures this year. This admirable- 
record is partly due to good governmentand 
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partly to the North American Free-Trade 
Agreement (NAFTA), which came into force 
in 1994; since then, both trade and foreign di- 
rect investment have more than doubled. 
But, successful as Mr Zedillo’s stabilisation 
policy turned out to be, it caused real wages 
to fall by nearly a quarter; they have since be- 
gun tocreep up again, but so far the improve- 
mentis hardly visible. 

Now, according to government figures 
released last month, the gulf between the 
country’s rich and poor is wider than ever. 
Between 1996 and 1998, the share of the nat- 
ional income earned by the richest tenth of 
households rose from 36.6% to 38.1%. Mean- 
while, the poorest 60% of households saw 
their share fall, from 26.9% to 25.5%. That 
takes income distribution back toits levels of 
1994. According to Miguel Szekely at the In- 
ter-American Development Bank in Wash- 
ington, during the 1990s inequality in wages 
increased more in Mexico than in any other 
Latin American country. Mr Villaseñor, for 
instance, earns more than five times the na- 
tional average salary, and some 60m of 
Mexico’s 100m people earn less than a 
tenth of what he does. 

Mexicans may well ask why, if 
their country is doing well, the gen- 
eral standard of living remains so 
low. As they go to the polls in a 
week’s time, most will vote on the 
basis of party loyalty, family tradi- 
tion, the attitude of their friends, or 
which candidate looks beston tele- 
vision. A few, though, may reflect 
on what seven decades of the pri 
have brought them, and, above all, 
on five-and-a-half years of rule by 
President Zedillo, whose campaign 
slogan was Bienestar para tu familia: 
“Well-being for your family”. 


One party, a dozen opinions 
“Remember,” a new pri mayor is told, as he 
is handed a pistol and a copy of the penal 
code, “you are the representative of the exec- 
utive, legislative and judicial branches, and 
you must act as such.” This was actually fic- 
tion—a scene from “Herod’s Law”, a recent 
film set in the 1940s—but, according to older 
Mexicans, it was pretty close to reality. 

For much of its existence the pri has 
been less a party than a cronies’ network, 
with no ideology save that of holding on to 
power. In the past century, few parties can 
boast leaders as diverse as Lazaro Cardenas 
(1934-40), who nationalised the oil industry 
and jump-started one of the world’s most 
ambitious land-redistribution programmes, 
and Carlos Salinas (1988-94), Mr Zedillo’s 
predecessor, who ended land reform and 
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sold off most of the state’s assets. Just last 
year, a survey of senior party officials found 
that their ideologies ranged all across the so- 
cial and economic spectrum. 

Like the Soviet Communist Party, the pri 
penetrated (and still penetrates) everything. 
But its genius has been to cultivate loyalty, 
using repression only as a last resort. It de- 
fused political dissent by permitting and 
even financingit. Instead of rigging elections, 
it co-opted support so that fraud was often 
unnecessary. Land redistribution, for in- 
stance, became a superb (and not undemo- 
cratic) political tool, since it gave parcels of 
land to millions of grateful farmers. 

During the years of statism, this 
system worked well. But economic 
mismanagement and a collapse in 
the price of oil—the government's 
chief source of revenue back then, 
and still about a third of it now— 
prompted an economic opening 
in the 1980s. Meanwhile, some 
policies were seen to be bank- 
rupt. Land distribution, for exam- 
ple, split the land into tiny and 
barren plots farmed by people 
who were too poor to invest in 
modern techniques. 

At the same time, political dissent 
grew. Electoral fraud became more bla- 
tant and more controversial, culminating 
in the 1988 presidential election, when Mr 
Salinas’s victory was widely believed to 
have been fixed. Reforms were required, 
but the country lacked the institutions to 
make sure they were properly imple- 
mented. Although they talked and 
sometimes acted like modernisers, Mex- 
ico’s presidents were still bound by the loy- 
alties of the pri network. 

That generated a schizoid approach to 
change, of which Mr Salinas’s sexenio (six- 
year term) was a perfect example. He was by 
far the most radical of Mexico's recent rul- 
ers—privatising banks, telecoms and other 
industries, institutionalising open trade with 
the United States through Narra, ending 
land reform, decentralising power, loosen- 
ing controls on the media. But many of the 
reforms were half-measures which, instead 
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of solving problems, only created new ones 
that became apparent later. 

One example was the banks, some of 
which were sold to Mr Salinas’s friends, from 
whom he and the pri later called in favours 
in the form of large donations. Since they 
were allowed to operate under weak super- 
vision, too many of the banks went on lend- 
ing sprees that left them with huge bad-loan 
portfolios after the crisis. Likewise, Mr Sali- 
nas sold Telmex, the state telephone monop- 
oly, without first creating a monopolies com- 
mission or a telecoms regulator; competitors 
and the authorities are now struggling to 
break the giant company’s dominance of the 
market. And he went into NAFTA without 
fully considering the competition that Mexi- 
can farmers would face from their bigger, 
better-equipped and __better-subsidised 
American counterparts as protective tariffs 
disappeared. Small maize producers, in par- 
ticular, are now being wiped out. 

By stopping the redistribution of land, 
Mr Salinas hoped to introduce capitalism to 
the countryside. He gave farmers who had 
been granted plots the right to sell them. This 
generation, showing the deep conservatism 
















that characterises Mexico's 

peasantry, has proved reluc- 

tant to do so. But their children 

face harsh choices between scratch- 

ing out a livelihood on a few acres of often 

poor-quality soil, or migrating en masse to 
the cities or across the northern border. 


Cowboys and Indians 

The hardships of small farmers point to an- 
other gap that has been growing in Mexico: 
the one between north and south. The divi- 
sion between Mexico's geographical halves 
has always been great, but the uneven effects 


of the changes of recent years have made it 
worse. The north, close to the United States, 
has absorbed the lion's share of benefits 
from NAFTA, such as the maquiladoras, fac- 
tories that import parts or materials to make 
finished goods for re-export. With these, it 
has absorbed modern business practices. It 
is also home to modern farming on big 
ranches, the kind that is most likely to sur- 
vive the competition with American pro- 
ducers. The pAN’s Vicente Fox, with his plain- 
talking entrepreneur’s manner, is every bit a 
man of the northern culture. 

The south remains poor and rural, as 
hilly and inaccessible as the north is flat. This 
is where most of the country’s Indians live, 
many of them subsistence farmers. For de- 
cades, the pri has bolstered its support here 
with universal subsidies and handouts, 
though not to much effect. The south still has 
the worst public services, the lowest levels of 
education, the greatest number of conflicts 
over land.Consequently, it also has the most 
social unrest; any journey through the 
southern states takes you past roadblocks 
manned by soldiers who politely (if you are 
a foreigner) check your bags for explosives. 

The social problems of Chiapas, one of 
the poorest states, lie behind the Zapatist re- 
bellion that began in 1994 and still smoul- 
ders on, pitting hundreds of thousands of 
pro-Zapatist villagers against the army. 
Smaller guerrilla groups have since 
popped up sporadically in other 
southern states. 

Less violent left-wing protest, 
too, has not disappeared. A ten- 
month strike at the National 
Autonomous University, and con- 
tinuing annual teachers’ strikes, 
are signs of an activism which can- 
not be contained in the only main- 
stream political force of the left, the 
PRD. None of these ructions is likely 
to start a civil war. But they are not 
being resolved either. pri govern- 
ments, so accustomed to command 
and control, have still not figured out 
how to deal with protesters except by buy- 
ing them off, ignoring them or repressing 
them. 


The Zedillo stalemate 


Hopes that the pri would change in re- 
sponse to all these challenges centred for a 
timeon Mr Zedillo himself. Unlike his prede- 
cessors, who manoeuvred their way into the 
top job, he fell into it when Mr Salinas’s 
hand-picked successor, Luis Donaldo Colo- 
sio, was assassinated a few months before 
the 1994 election. 

Mr Zedillo was young, a technocrat, and 
held a doctorate in economics from Yale. He 
looked like a new man. Yet he campaigned 
just like one of the pri old guard, taking full 
advantage of heavily biased media and un- 
regulated campaign finance; and, since PRI 
cronyism means that Mexico has no career 
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Deutsche Bank vaults to 


“For 20 years, ever since Euromoney began its 
annual foreign exchange surveys, Citigroup came 
top. Now Deutsche Bank has dislodged it by a 
convincing margin” * 


Foreign exchange results 2000 
Top 10 by market share (overall) 


2000 1999 Estimated share 

1 2 Deutsche Bank 12.83 
2 3 Chase Manhattan Bank 8 26 
3 Je Citigroup 8.0 

4 4 Warburg Dillon Read 5.02 
5 8 HSBC 

6 5 Goldman Sachs 4.38 
7 7 JP Morgan 394 
8 10 _Merrill Lynch : 327 
9 tt Credit Suisse First Boston 2.89 
10 15 Morgan Stanley Dean Witter 287 


“Source; Euromoney, May 2000 
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civil service, he had to bring his own team of 
hangers-on into government with him. That 
isone reason why he was unprepared for the 
mess that Mr Salinas left behind. 

The old web of political connections, 
though it is being picked apart knot by knot, 
still exists. And though there is no suspicion 
that Mr Zedillo is a crook as some of his 
predecessors were, his reforms have not 
gone to the heart of the system. One sign of 
this is his bail-out of various industries and 
banks. During the recession of 1995, interest 
rates of up to 100% made it impossible for 
many lenders to pay back their debts and 
turned the already shaky banks into basket 
cases. Mr Zedillo’s government rescued 
many of them; taxpayers must now pick up 
the bill, which some estimates put at over 
$100 billion, or 21% of Gpr. They will also 
have to stump up for smaller bail-outs 
inindustries such as construction and 
sugar. 

Another failure to grapple with 
the system is the persistence of 
monopolies or near-monopolies in 
areas such as telecoms, beer and ce- 
ment. Although the government is 
packed with bright young techno- 
crats like Mr Zedillo himself, they 
clash with members of the old guard 
who believe in protecting national 
champions. Furthermore, although big 
companies may be able to get credit on 
overseas financial markets, small ones 
have had to rely on the sickly banks, which 
have been reluctant to lend ever since 1995. It 
is no accident that both Mr Labastida and 
Mr Fox are promising extensive help, such as 
credit schemes, for small and medium-sized 
businesses. 

Crime, too, has hardly been touched. Mr 
Zedillo has had to face both a surge in petty 
crime, which is blamed on the economic cri- 
sis, and an increase in organised crime: espe- 
cially in drug-trafficking, after the relative 
weakening of the Colombian drug gangs al- 
lowed more room for Mexican ones. Crime 
levels have fallen from their peak in 1997, but 
clear-up rates remain low, as does public 
confidence in the police. Some recent 
changes should improve things, in particu- 
lar the creation of a national database so that 
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the country’s myriad police forces can share 
information, not only on criminals but on 
corrupt policemen. 

There has not been much progress 
against the drug gangs either, despite a great 
deal of help from the United States and a few 
big arrests. The Mexican government argues, 
with reason, that the problem will not go 
away until the United States does 
something about its own people’s 
fondness for drugs. But part of 
the cause is also corruption 
among Mexican officials. 


Labastid@ 


There has been a steady trickle of embarrass- 
ing, prominent cases. 

Lastly, there is the problem of continuing 
poverty, especially in the south. Mr Zedillo’s 
government is proud of having spent a big- 
ger slice of its budget on social programmes 
than any other, and of spending it more 
wisely. It has tried to tackle poverty by end- 
ing universal benefits which, like land distri- 
bution, were as much aimed at winning the 
loyalty of the poor as at reducing their pov- 
erty, Instead, it is trying to concentrate on 
those most in need. 

Progresa, the main anti-poverty pro- 
gramme, is more forward-looking: for in- 
stance, families who get benefits must agree 
to send their children to school, and the 
money is handed to the women instead of 
the men, who tend to drink or gamble it 
away. The Zedillo governmentis alsostarting 
up projects to help small farmers change 
their traditional crops for more profitable 
ones or use their land for something else. It 
has attracted maquiladoras to southem 
states. The education gap between the rich- 
estand poorest states has shrunk. Health has 
improved. But in the short term, at least, 
these sorts of adjustments cannot keep pace 
with the accelerating advantages that rich 
Mexico has over poor Mexico. 


















MEXICO’S ELECTION 


For all that, Mexicans now live in a mark- 
edly different country to the one they inhab- 
ited six years ago. “Herod's Law” is losing its 
grip, as institutions shift from being tools of 
the executive to being checks and balances 
on it. The Supreme Court can now overturn 
laws that it deems unconstitutional and rule 
on disputes between different levels of gov- 

ernment. When the pri lost its majority in 
the lower house of Congress in 1997, the 
chamber transformed itself overnight 
from a rubber stamp into a genuine 
legislative body—albeit a chaotic one, 
since the parties have yet to learn the 
art of political negotiation. 


The leopard’s spots 
There is also more openness. The federal 
budget is published in full these days, 
and the president's discretionary and 
quite legal “secret fund”, which was 
said to totalled $900m during Mr Sa- 
linas’s sexenio, has quietly been 
shrunk tonothing. The press is more 
querulous, and so more interesting, 
Unfortunately, Mexicans still 
hardly read it; the combined cir- 
culation of all newspapers, national 
and local, is around 2m. 
Wonder of wonders, even the pri 
has become more democratic. Mr La- 
bastida was its first presidential candi- 
date to be chosen not by presidential 
whim but by a primary election, even 
though it may not have been perfectly clean. 
And Mr Zedillo has given autonomy to the 
Federal Electoral Institute, whose prepara- 
tions for July 2nd have made election-day 
fraud virtually impossible. 

Yet the prospect of a clean polling day 
has not ensured a clean run-up. In recent 
weeks the media, social organisations and 
foreign observers have denounced numer- 
ous cases of vote-buying and coercion. Gifts 
have been offered in return for the promise 
of a vote; pressure has been put on union 
members and state employees to vote for the 
PRI; PRI literature has been given out with aid 
to flood victims and struggling farmers. “The 
federal government's social programmes are 
PRI programmes,” one former pri cabinet 
minister has told the media, “and we're go- 
ing to use them to win the presidency.” 

There lies the most important political 
divide. The urban, the young, the well-off 
and the well-educated are more likely to vote 
for the ran; the prt is still strong in poor and 
remote areas, where people associate it with 
the government that has given them hand- 
outs for so long. Yet even if it does not hap- 
pen this year, demography may well prove 
the undoing of the pri. By 2006 there will be 
around 15m new potential voters, many of 
whom will probably want to shake off the 
old system. Even if Mr Labastida wins on 
July 2nd, he may turn out to be the last pri 
president of Mexico—at least for a while. 
= 
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Leaders of the European 
Union’s 15 countries, meeting 
in Portugal, agreed to shelve a 
proposed tax on private sav- 
ings. However they failed to 
agree to phase out sanctions 
imposed four months ago 
upon Austria, after it had in- 
cluded a far-right party in its 
government. 


In France, the employers’ 
association and some trade 
unions agreed to a plan that 
would make payment of the 
dole conditional on the unem- 
ployed making serious efforts 
to find work. 





The owner of Russia’s only 
independent national televi- 
sion station, Vladimir Gusin- 
sky, was freed after three days 
in prison amid allegations of 
embezzlement that were 
widely assumed to be politi- 
cally motivated. 


A judge in Milan threw out a 
case against the leader of 
Italy's opposition, Silvio Ber- 
lusconi, who had been 
charged with bribing judges in 
order to take over a publisher, 
Mondadori. Mr Berlusconi, 
whose party leads in the opin- 
ion polls, still faces further 
trials for alleged corruption 
and false accounting. 


Fifty-eight Chinese immi- 
grants were found dead in a 
lorry at a British port. They 
had been trying to enter the 
country illegally and had ap- 
parently suffocated. 
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Violence involving mainly 
English fans marred the start 
of the Euro 2000 football 
championship. The English 
team was threatened with ex- 
pulsion by vera, European 
football's governing body, but 
was knocked out anyway. 


Air of resignation 











Ehud Barak’s left-wing secular 
ally, Meretz, resigned from Is- 
rael’s coalition government. 
This enabled the ultra-Ortho- 
dox Shas to withdraw its own 
resignation. In or out, Meretz 
would support peace-making; 
Shas might not have. 


The un Security Council de- 
cided that Israel’s withdrawal 
from Lebanon had been 
completed. Lebanon, however, 
disputed that the uN-desig- 
nated border was precisely the 
old international frontier. 


The governor of Kano, north- 





ern Nigeria’s largest city, said | 


that Islamic law, or sharia, 
would come into effect at the 
beginning of Ramadan in 
early December. The introduc- 
tion of sharia has led to reli- 
gious violence in other Niger- 
ian cities, and many of Kano’s 
non-Muslim residents began 
leaving the city. 


Eritrea and Ethiopia signed an 
interim peace agreement in 
Algiers to end their two-year 
war. Ethiopia said it would 
stay in the parts of Eritrea it 
occupies until a UN monitor- 
ing force arrived. 


On the eve of parliamentary 
elections in Zimbabwe, the 
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opposition complained of 
continuing intimidation. An 
opinion poll showed that, de- 
spite the bullying, it could win 
about half the seats. The gov- 
ernment banned about 200 of 
the 500 or so international ob- 
servers who will monitor the 
election. 


President Omar Bashir of Su- 


| dan declared an uncondi- 


tional amnesty to all his oppo- 
nents. The main rebel group, 
the Sudan People’s Liberation 
Army, rejected it. 


| Wars of religion 


| More than 100 people were 


massacred after Muslim 
groups attacked a Christian 
village in Indonesia’s Mo- 
lucea islands. That brought 


| the number of deaths there in 


the past 18 months to more 
than 2,500. 


In the last days before Japan’s 
general election on June 
asth, the prime minister, Yosh- 
iro Mori, drew criticism for 
saying that the large propor- 
tion of undecided voters 
“should just stay in bed” if 
they were not interested in 
voting. 





A month after the coup in 
Fiji, rebels led by George 
Speight tried to strike a deal 


| with the army to introduce a 


transitional government. But 


| after a day of talks, Mr Speight 
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said many contentious issues 














remained. His supporters are 
holding a number of hostages, 
including the prime minister. 


As part of his “Prosperity and 
Progress tour”, Al Gore, the 
Democratic candidate for 
president, proposed changes 
that would encourage Ameri- 
cans to invest retirement sav- 
ings in the stockmarket. He 
said it was different from a 
similar-sounding and popular 
plan of his Republican rival, 
George W. Bush. 





America’s Supreme Court 
released a series of decisions, | 
notably one throwing out a 
Massachusetts ban on state 
purchases from companies 
dealing with Myanmar. It also 
upheld a ban on prayer at 
government-sponsored 
schools, even when student- 
led, and another forbidding a 
disclaimer mentioning the 
“biblical version” when teach- 
ing evolution. 


As part of a plan aimed at 
tackling a violent crime wave, 
Brazil's government an- 
nounced a six-month ban on 
gun sales and the provision of 
extra manpower and training 
for police forces. 


The president of Haiti's elec- 
toral court fled to the United 
States after he had been 
threatened for refusing to ap- 
prove irregular results in last 
month's congressional election. 
These gave most Senate seats 
to the ruling Lavalas Family 
party. A full count would 
have shown that run-off elec- 
tions were needed for many 
seats, according to indepen- 
dent observers. 
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Oiling up 


The OPEC oil cartel agreed 
to a modest increase in pro- 
duction. quotas of just over 
700,000. barrels a day. But the 
move is unlikely to bring the 
price of oil down to orec’s 
target of $25 a barrel. 


Euro-area inflation re- 
mained steady in May at 1.9%, 
despite energy prices rising by 
12.2% at an annual rate and a 
weak euro. Inflation of just 
under the European Central 
Bank’s 2% ceiling may make 
more interest-rate increases 
marginally less likely. 
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America’s trade deficit 
narrowed in April for the first 
time since December 1998, to 
$30.4 billion, despite a strong 
dollar and faster growth in the 
American economy than in 
other big economies. 


Indonesia’s attorney-general 
said that the governor of the 
central bank, Sjahril Sabirin, 
would be charged with cor- 
ruption in connection with 
the recent Bank Bali scandal. 
The rupiah wobbled on the 
news. 


After the recent warming of 
relations between North and 
South Korea, America loos- 
ened some economic sanctions 
against the North. Coca-Cola 
immediately ordered trucks 
laden with soft drinks into the 
country. 


The feeling’s Mutual 


Old Mutual, a South African 
life-assurance company listed 
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in London, said it would buy 
United Asset Manage- 
ment, an American fund 
manager, continuing the trend 
of European-based firms mus- 
cling in.on American fund 
managers. Old Mutual plans 
to break up UAM. 


Dresdner Bank, Germany’s 
third-largest, confirmed re- 
ports that it was in talks with 
Commerzbank, the fourth- 
largest, over possible tie-ups 
that might include a full 
merger. Deutsche Bank, the 
biggest bank, had planned a 
takeover of Dresdner but the 
deal collapsed in April. 


Exclusive talks ended between 
ING, a Dutch financial con- 
glomerate, and Aetna, an 
American insurer, after inc re- 
vised down its initial valua- 
tion of the company from $8.1 
billion. Aetna continued to 
talk with inc but it may now 
be hoping for a better offer. 


Europe v Hollywood 


Vivendi, a French media and 
utilities group, won acceptance 
for its bid to acquire Sea- 
gram, a Canadian media and 
drinks company, valued at $34 
billion, along with the 51% of 
Canal Plus, a French pay-rv 
company, that it does not al- 
ready own, to create the 
world’s second-largest media 
group. But investors remained 
sceptical; Vivendi’s shares fell 
yet again after the deal went 
through. 


Approval of a $230 billion 
merger between Time War- 
ner and America Online, 
the deal that Vivendi is striv- 
ing to emulate in Europe, 
could face delays. The Euro- 
pean Commission announced 
a further four months of anti- 
trust investigations on con- 
cerns about domination of 
digital media distribution. 


MCI WorldCom has offered 
to sell all of Sprint’s Internet 
and long-distance operations 
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to win approval from anti- 
trust regulators for its planned 
takeover. Sprint is a rival 
American telecoms firm. With- 
out these operations, the deal: 
loses a lot of its merit. 


The judge in the Microsoft 
antitrust case, Thomas Penfield: 


Jackson, suspended the con- f. 


duct-remedies that he had im- 
posed on the software giant 
until the appeal process is ex- 
hausted. However, as a quid 
pro quo, Mr Jackson sent thé 
case directly to the Supreme 
Court in an attempt to speed 
up a final ruling on the 
break-up of the company. The 
Supreme Court’s review pro- 
cess is expected to take at least 
a year. 


Oracle, the world’s second- 
largest software company, an- 
nounced profits well ahead of 
expectations. In the quarter 
ending May 3ist, net profits 
were up by 76% to $926m. Or- 
acle ascribed much of the im- 
provement to sales of e-busi- 
ness applications. software. 




























A French advertising group; 
Publicis, announced the ac- 
quisition of a British one, 
Saatchi & Saatchi, in a deal- 
worth £12 billion ($1.8 billion) 
that will create the world’s 
fifth-largest advertising com- 
pany. Publicis wants to im- 
prove its position in America, 
where Saatchi earns nearly 
half its revenues. 


Freshfields, a big British law 
firm, won approval for a 
merger from the partners of 
Bruckhaus Westrick 
Heller Löber, one of Ger- 
many’s biggest. This is hap- 
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pening only two months after 
the firm had merged with 
Germany’s. Derringer: Tessin. 
White & Case, an American 
law firm, also said that it 


‘planned to: merge with Fed- : 
dersen Laule. ee 


Ringing off | 
Global Crossing, an Ameri- 


can telecoms company, termi- 
nated its talks to acquire’) 
Equant, a Dutch-based tele- 
coms company that grew out. 
of an international airline-res- 
ervation system. The $10 bil- 
lion price-tag was too high for 
Global Crossing. France Tele- 
com, a rival to acquire 

Equant, or another suitor, may 
come forward. 


AT&T paid $3.3 billion for 
two mobile-phone operations 
in San Francisco and San 
Diego, California, and one in 
Texas in a bid to expand its 
wireless services. The move 
will give arar a further 1.3m 
subscribers to add to its exist- 
ing 10m spread across the 
country. 


As a reward for steering 
through the £113 billion ($170 
billion) takeover of Mannes- 
mann, Vodafone Air- 
Touch’s chief executive, 


-Chris Gent, will receive a bo- 


nus of fiom. Klaus Esser, Man-- 
nesmann’s chairman who for 
months attempted to fight off 


-the bid, received a golden 


handshake of around €30m 
($28m). 





The Assembly of God, a group 
of evangelical churches, said it 
might buy Vasp, an ailing 
Brazilian airline, and relaunch 
it under the slogan: “New 
Vasp: blessed by God”. 





























Taking Medical Progress 
for Granted? 


by Robert Goldberg 
ave we all become unwitting enemies 
of medical progress? We may be, if our 
political debate over the future of health- 
care leads to diminished investment in the most 
hopeful areas of research and innovation. 

At the moment, ironically, this is a parti- 
cular danger in the US, where the benefits of 
medical progress are demonstrable and measur- 
able. The internet, magazines and television are 
full of news about how genetic discoveries 
will yield drugs and diagnostic tests for the 
most incurable illnesses, free of side effects, 
and personalised to our individual body chem- 
istry and family history in ways that will prevent 
or control disease before it begins. Cancer 
vaccines are in the works. Irreversible diseases 
such as Alzheimer’s and Parkinson's may be 
controlled as chronic illnesses. Other research 
will lead us to simple and cheap shifts in diet 
and lifestyle that will complement or perhaps 
surpass the work of medications. And yet, in 
the current political season, proposals to force 
pharmaceutical companies ~ which provide the 
bulk of research funding for such progress ~ to 
cut their prices seem to command substantial 
public support. 

How is this possible? The answer is, most 
Americans ~ and I dare say most people in the 
developed world ~ take medical progress for 
granted, as an entitlement, without considering 
that only continued spending and investment 
will make further progress possible. The returns 
on this investment promise to be substantial, 
both in social and economic terms. A recent 
study by Columbia University Professor Frank 
Lichtenberg has found that a one-time pharma- 
ceutical R&D expenditure of about $15 billion 
subsequently saves 1.6 million life-years per 
year (conservatively, worth about $27 billion). 
Lichtenberg found that for every dollar spent 
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on new drugs, the US saves nearly four dollars 
on physicians and hospitalisations. Currently, 
Lichtenberg and I are updating this research 
to focus on one amazing shift: the growing 
number of alder people in America who are 
spending their time working and managing 
stock portfolios, instead of languishing in 
hospitals and nursing homes. We see this 


We are in danger of 
freezing medical 
progress in 

amber at the very 
moment when it is at 
its most promising. 


trend ~ of longer, more active and more 
productive lives - continuing over the next 
decade largely because of the introduction of 
medical innovations. 

It is clearly time that we begin to look at 
medical progress, not as a cost to be capped 
or rationed, but as an investment - one we should 
manage in order to accumulate the maximum 
amount of “health capital,” which Harvard 
University economist David Cutler defines as 
“the dollar value of health a person will have 
over the course of their remaining life.” Cutler 
measures health capital empirically using data 
on the length of life, the prevalence of medical 
conditions for those alive, and the quality of 
life conditional on having an illness condition. 
For an American new-born in 1990, Cutler esti- 
mates health capital at about $3 million, while 
for the elderly, health capital is nearly $1 million. 
Health capital has increased greatly over time 
by roughly $40,000 to $50,000 per decade. 

Cutler has found that, in comparing the 
change in health capital with the increase in 
medical spending, medical technology has been 
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worth its cost. In fact, under the most conser- 
vative assumptions, the US would have needed 
only about 30 percent of the improvement in 
health capital that it received in the past 40 
years to justify the investment in medical 
progress over that period in time. 

As Professor Cutler has suggested, the 
time has come for a fundamental repositioning 
of the public debate about medical spending. 
Traditionally, the debate has focused on this 
question: how can society (or government) limit 
medical costs so that we can afford healthcare 
in the future on our current budget? A more 
appropriate question is: how can we spend more 
on medical technologies that are valuable and pro- 
ductive, while avoiding unproductive spending? 

If we do not begin to frame the debate on 
medical spending in those terms, we are in dan- 
ger of freezing medical progress in amber at the 
very moment when it is at its mast promising. 
The idea that we could calmly erect a barrier 
between people with chronie and fatal illnesses, 
and the possibility of access to cures, seems 
chillmg. We have reached this state of affairs 
not because of technological limits, but due to 
political limits - our fear of discarding old systems 
of organising and financing healthcare, despite 
their unsuitability for the new era of rapid and 
continuous innovation. But the findings I cite 
above should give us the courage to consider 
new ways of thinking about healthcare, and 
paying for healthcare, because they suggest that 
medical breakthroughs are far from incom- 
patible with affordable, universal access to health- 
care. Instead, the two must go hand in hand. 
Robert Goldberg is Senior Research Fellow 
at the Ethics and Publie Policy Center (EPPC) in 
Washington, D.C. with its Program on Medical Science 
and Society. His most recent publication, Is a Medicare 
Prescription Drug Benefit Hazardous To Your 
Health?, is available fram EPPC at wwe.eppe.org 
or by calling +202-682-12G0. 
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The general dictates the tune 


to which Pakistan will dance 


ISLAMABAD 


After eight months in power, the military junta is making shaky progress on 
its plans for Pakistan. Can they still be made to work? 


T DAWN every moming, Hamesh Gul 
squats under an arcade in a bus station 
in Rawalpindi, unpacks laces, awls and 
thread and waits for customers to present 
their shoes. By the time he finishes at around 
midnight, he will have earned 100-150 rupees 
(about $2-3). This grinding routine has made 
Mr Gul bitter and inert. He is illiterate; his 
children, who live in another province, are 
also likely to be because they do not go to 
school. Mr Gul has never voted and does not 
much care that last October's military coup 
has suspended his right to do so. “Why 
should I care who's in power?” he asks. “My 
life is polishing people's boots.” 

Mr Gul probably paid no attention to the 
generals’ first budget, read out by the finance 
minister on television toa sleeping nation on 
the night of June 17th, parliament having 
been suspended. With just enough mer- 
chandise to fill a small wooden box, Mr Gul 
has had little todo with the shopkeepers’ tus- 
sle with the government over tax, which has 
prompted them to pull down their shutters 
for a series of strikes recently. He is probably 
unaware of the ambitious local-govermment 
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scheme to devolve power to democratically 
elected local bodies next year. 

Yet Mr Gul and people like him are the 
target market for Pakistan's eight-month-old 
experiment in democratisation by diktat. 
The country’s military ruler, General Pervez 
Musharraf, holds the liberal view that a cor- 
rupt ruling class is responsible for Pakistan’s 
ills. The remedies are to disperse power, es- 
tablish the rule of law and encourage private 
enterprise. The general probably shares the 
western worry that, if reforms fail, religion 
will take over (his interior minister recently 
made the mistake of describing Pakistan as 
“secular”, then quickly backtracked). 

This can be overstated. General Mushar- 
raf isa hawk on India, and his egalitarianism 
could prove to be more rhetorical than real. 
Nonetheless, in domestic matters General 
Musharraf has so far seemed to be a dictator 
with a difference. 

Yet his pre-emptive revolution has been 
beset by compromises. For example, on June 
21st the military-appointed governor of Pak- 
istan’s North West Frontier ordered the prov- 
ince’s cable television networks to be shut at 


the behest of Islamic clerics, who said they 
promoted obscenity. It is hard to tell the tacti- 
cal retreats from the surrenders, which in 
turn makes it difficult to say which way Pak- 
istan is going. 

So it is with the budget, which promises 
to braid austerity with generosity to the poor 
and encouragement to investment. In his 
speech, Shaukat Aziz, the finance minister, 
said the budget deficit would fall to 4.6% of 
cop in the forthcoming fiscal year, from 6.1% 
in the year just ending. At the same time, he 
promised an “unprecedented” 25% increase 
in spending on social programmes and pov- 
erty alleviation, reductions in income-tax 
rates for salary-earners, and various sops for 
privatisation and investment, especially in 
information technology. Mr Aziz found 
room to placate, if not satisfy, his military 
masters: defence spendingis to rise 10%, more 
than Pakistan can afford but less than the 
near 30% rise in the larger defence budget of 
the country’s adversary, India. 

Mr Aziz’s main method for paying for all 
this is not tocut other spending or to raise tax 
rates but to recruit more taxpayers and get 
evaders to stump up. This dovetails with the 
government's larger aims of whitening the 
black economy, establishing the rule of law 
and abolishing unwarranted privilege. Mr 
Aziz expects tax revenues to increase by 24% 
in the current fiscal year. 

This is where the scepticism comes in. 
According to Sakib Sherani, chief economist 
at the Islamabad branch of asn Amro, a 
Dutch bank, the government is putting 
much of its faith in a survey designed to 
bring new classes of taxpayer into the tax net. 
The survey, if successful, will help in the long 
run, but the belief that it will dramatically 
improve the government's finances next 
year is “entirely misplaced”, says Mr Sherani. 

The government's battle to extract reve- 
nue from traders, the most conspicuous non- 
payers, now stands at an uneasy truce. Ear- 
lier this month, after various concessions by 
the government, the traders ended (merely 
suspended, some say) their strike. The con- 
cessions may not be fatal to the govern- 
ment’s documentation drive (some retailers 
can defer declaring their stocks and will not 
be subject to on-the-spot inspections, 
though they will remain liable for audit). But 
the compromise sends fuzzier signals than a 
decisive victory. One trader at the bus sta- 
tion, better fed than Mr Gul, says he has no 
intention of filling out his tax form. 

Now Pakistan will hold its breath. A 
team from the ımr is expected to inspect the 
country’s books by early July. If satisfied, the 
IMF is expected to approve Pakistan’s ump- 
teenth adjustment programme and cough 
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up more cash. If not, Pakistan’s agreements 
with its other creditors will unravel, forcing 
default, triggering an economic crisis. 

If Pakistan were a normal country, eco- 
nomics alone would decide what happens 
next. But the masters of the mr, especially 
the United States, have other worries: will 
Pakistan return to democracy or will it suc- 
cumb to rule by anti-western mullahs? Will 
it become a haven for terrorists or a bulwark 
against them? Will it co-operate with the 
Americans’ non-proliferation agenda, or vie 
with India in acquiring nuclear and conven- 
tional weapons? The imr is one of the few le- 
vers left available. 

Among other things, the United States 
would like Pakistan to sign the Comprehen- 
sive Test-Ban Treaty, barring further tests of 
nuclear weapons, in exchange for ımF help. 


Yet Pakistan cannot be pushed too hard. The 
religious right has already made clear its op- 
position to the crer; to punish Pakistan 
through the imr might push it in the direc- 
tion opposite to the one desired. The talk in 
Islamabad is of an interim ımF programme 
that gives the general extra time to comply 
with the West's political conditions. 

General Musharraf’s biggest achieve- 
ment may be that, after eight months with 
near-absolute power (and with another 28 to 
go, under a Supreme Court ruling), he still 
has democrats, liberals, economic reformers 
and non-proliferators hoping. One indica- 
tion is that many, though not all, of the non- 
governmental organisations with liberal 
views are co-operating with his government. 

General Musharraf’s boldest initiative 
so far,a plan todevolve power to elected loc- 
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HONG KONG 


T TAKES a big issue to get Hong Kong's 

middle classes to take to the streets in 
protest. But for many there is nothing 
more important than the falling value of 
their property. On June 18th, property- 
owners demonstrated 
over the govemmenť’s 
failure to protect their 
most precious asset. The 
Liberal Party, a pro-busi- 
ness group, was a touch 
disappointed that only a 
few hundred took part, 
but it was raining and no 
one wants to miss his Sun- 
day dimsum. On June 
25th, a repeat demo was 
planned, and the organis- 
ers were confident that, 
this time, thousands 
would tum out. 

In the past, property 
in Hong Kong has been 
hugely expensive chiefly because the 
price of land has been kept high by the 
supposedly free-market government, 
which controls its supply. High prices 
have helped fill the government's coffers 
from the duties levied on the sale of land 
and property. Its unspoken motto has 
been: keep personal income tax low and 
make billionaires out of property tycoons. 
But half the population has been unable 
to buy or rent private housing and so live 
in small government-subsidised flats. 

Because of the Asian slump, the price 
of private housing has plummeted by 
about half since October 1997. Flats have 
become more affordable, but many peo- 
ple who already owned them found they 
were worth less than the mortgages they 
held on them. 








Hong Kong’s private passions 





Now half price 


The falling values have also hurt the 
property tycoons, who have been urging 
the government to suspend land sales in 
order to force prices back up. The govern- 
ment has declined to interfere with the 
market, most recently in 
an announcement on 
June 15th. Awkwardly, 
though, Rosanna Wong, 
the head of the public- 
housing authority, an- 
nounced the next day 
that she would put up 
16,000 public-sector flats 
for rent rather than for 
sale, and that she would 
ensure cheaper loans for 
home buyers. Property 
shares jumped, and Miss 
Wong was accused by 
politicians and others of 
caving in to the tycoons. 

“They have not even 
approached me,” retorted Miss Wong. In 
any event, a difference of 16,000 flats will 
hardly tum the market. More impor- 
tantly, Hong Kong has 100,000 people 
waiting an average of five years to rent 
public-sector flats. “My priority is always 
the waiting-list,” said Miss Wong. 

In fact,she could have taken alot more 
public-sector flats off the market. Nobody 
seems to want to buy them now. Since 
1978, a home-ownership scheme has 
helped the “sandwich class’”—people too 
rich to qualify for the government's 
cheapest rental flats but too poor to buy 
on the private market. Three years ago, at 
the height ofa property bubble, there were 
about 360,000 such households in Hong 
Kong. But, as prices have fallen, many of 
them can now afford a nicer private flat. 











al bodies, speaks their language. An 80-page 
scheme proposed last month would vest 
authority in four tiers of government below 
the provincial level, with some seats re- 
served for women and lots of mechanisms 
tomake representatives and bureaucrats an- 
swerable to ordinary people. The promise is 
to break the stranglehold of “powerful inter- 
est groups”. The government intends to hold 
(non-party) elections to the new bodies in 
phases beginning in December. 

There is plenty to criticise. Some NGOs 
fear the plan is too radical, scrapping existing 
local-government structures and requiring a 
degree of political and administrative savvy 
few people possess. It all but ignores the 
provinces, whose discontents were among 
the most divisive forces in pre-coup Pak- 
istan. Cynics—and by now most educated 
Pakistanis are cynics—think privilege and 
exploitation will simply migrate to lower 
tiers of government. The general’s men por- 
tray the devolution plan as the foundation of 
the “durable, sustainable working democ- 
racy” they want to build. Until they see it, 
many Pakistanis will not believe it. 

a a 





India 
Untouchable 
Bihar 


DELHI 


ANBIR SENA, a private army dominated 
by the land-owning Bhumihar caste, 
struck with savagery on June 16th in the 
Aurangabad district in India’s central state of 
Bihar, slaughtering 34 people, many of them 
women and children. The victims were 
mostly Yadavs, a middle-tier caste whose 
leaders rule the state, but included some Da- 
lits (formerly known as untouchables). 
Violence in Bihar, India’s poorest and 
second-most-populous state, seems to have 
increased since the state elections last Febru- 
ary. The Asian Development Research Insti- 
tute in Patna, the state capital, has tallied 22 
incidents since mid-February with a death 
toll of 128. Some of these are instalments in a 
long-running war between upper castes, 
such as the Bhumihars, and the Naxalites, 
whose underground Maoist groups cham- 
pion what they take to be the cause of land- 
less lower castes. Their battles consist largely 
of tit-for-tat atrocities. The slaughter in 
Aurangabad was said to be revenge for the 
killing of 34 Bhumihars in March last year. 
Lately, new varieties of caste war have 
broken out alongside the old one. Some of 
the more recent killings, says Shaibal Gupta 
of the research institute, arise from gang wars 
over contracts in businesses such as tran- 
sport. On May uth, a gang of Yadavs killed 11 
lower-caste labourers in a dispute over rights 
to quarry sand from a river bed. Now that 
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says Mr Gupta, the conflict is shifting to the 
division of specific economic spoils. 

The main reason the government does 
not stop the carnage is that the state's politi- 
cians and administrators are creatures of the 
conflicts that give rise to it. Some politicians, 
in both government and opposition parties, 
have been linked to gangs responsible for 
killings. Laloo Prasad Yadav, Bihar’s colour- 
ful de facto ruler, went to console the (largely 
Yadav) families of the victims of Auranga- 
bad but did not visit the Bhumihar commu- 
nity, a dozen of whom had been killed by a 
Yadav gang less than a week before. None of 
the Bihari leaders of the Bharatiya Janata 
Party and its allies, which rule in the capital, 
Delhi, but are in opposition in Bihar, went to 
Aurangabad. 

There is little prospect of improvement. 
Mr Yadav installed his wife as chief minister 
after being charged with corruption; now 





Malaysia 


both are fighting corruption charges, which 
may be why the state’s dismal public ser- 
vices have deteriorated even further since 
the elections. The couple are likely to retain 
power as long as Congress, the main opposi- 
tion party, backs them (and might even 
snare enough legislators to rule without 
Congress support). The central government, 
which tried to dismiss Mr Yadav’s govern- 
ment last year, is not prepared to try again. 

A plan toslice Bihar in two could deepen 
the state’s misery. The Bihar legislature in 
April passed a bill to turn 18 mineral-rich 
southern districts into the separate state of 
Jharkhand. Itnow awaits approval of the na- 
tional Parliament, where both the sje and 
Congress support it. Jharkhand has just a 
quarter of Bihar’s population but, according 
to Mr Gupta, generates more than 60% of its 
revenue. Even with compensation, unfortu- 
nate Bihar is likely to be worse off without its 
relatively prosperous south. 

=! s 





Mahathir has a dream 


KUALA LUMPUR 


E IS firmly in command, but Mahathir 

Mohamad is still being snapped at 
from all sides. A good indicator of his trou- 
bles was his speech on June 17th to the Ma- 
laysian Chinese Association (mca), one of 
the biggest parties in his ruling coalition. Al- 
though all of Malaysia’s prime ministers, in- 
cluding Dr Mahathir himself, have been 
members of the Muslim-Malay majority, he 
told the mca’s annual assembly that the 
country’s next leader might well come from 
the Chinese, Indian or other ethnic minor- 
ities. That would be an excellent notion for 
the prime minister to champion, if anyone 
thought he really meant it. But given the divi- 
sions within his own party, the United Ma- 
lays National Organisation (UMNo), Dr Ma- 
hathir’s panderings amount to a rare 
admission of his vulnerability. 

In the general election last November, 
UMNO Suffered heavy losses among the 
Muslim-Malay majority. Dr Mahathir’s co- 
alition still won a thumping victory, but only 
with the help of the ethnic-Chinese and in- 
digenous voters from the two big states in 
Borneo. UMNO’s Muslim-Malays were out- 
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raged, and blame the 74-year-old prime 
minister for driving many of their suppor- 
ters into the hands of pas, the Islamic opposi- 
tion party. Dr Mahathir’s authoritarian ways 
and the treatment of his former dep- 
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1969, widespread race riots ensued. Nobody 
wants a repeat of that. So, for the most part, 
the ethnic minorities have gone for the status 
quo. Now, though, the election performance 
of pas and its behaviour in regional govern- 
mentis changing a few minds. 

Although pas has laced its message with 
tolerance, it clearly hopes to integrate Islamic 
values firmly into Malaysian politics. That 
has long prevented any workable alliance 
with the other main opposition group, the 
Chinese-led Democratic Action Party. Nor 
did the entrance last year of a moderate, 
middle-class party, Justice, make any differ- 
ence. This was led by Mr Anwar’s popular 
wife, Wan Azizah Ismail, but it managed to 
capture only a few seats. 

PAS now controls two north-eastern 
states: Kelantan, which it has ruled since 
1990, and Terengganu, which it took in the 
election. In both states it has been applying 
different rules for Muslims and non-Mus- 
lims. Whereas Muslims, for example, face 
strict prohibitions on alcohol, pork and gam- 
bling, the ethnic Chinese do not. 

Although such a system would be much 
harder to sell to moderate Muslims else- 
where in the country, most of whom prefer 
the less formal arrangements that apply in 
their own states, it might appeal to many 
non-Muslims. With UMNo’s aura of invinci- 
bility suddenly gone, some of its small non- 
Muslim coalition partners might be tempted 
todefect to the opposition. 

Thatisstill unlikely, yet the very threatof 
ithas been enough to prompt fresh demands 
from some of UMNO’s coalition partners. 
Ling Liong Sik, the leader of the Mca, has 
been criticised by some of his own col- 
leagues for not winning more representation 
in the cabinet, which is dominated by 
UMNO. His unhappiness about the mca’s 
allocation recently prompted him to 
threaten to resign. By entertaining the idea of 
a non-Malay prime minister, Dr Mahathir 
has tossed him a bone. Others may follow. 





uty, Anwar Ibrahim, who has been in 
prison since 1998, helped to trigger 
the exodus. The prime minister is 
now under pressure to win the de- 
serters back and to bolster support 
for his new deputy, Abdullah Ba- 
dawi, supposedly his anointed suc- 
cessor. So, why did the speech Dr Ma- 
hathir made to the mca seem to 
undercut both objectives? 

Mainly, it seems, because non- 
Malays have been emboldened by 
UMNO’s internal problems. Until 
now they had faced a simple choice: 
by backing UMNo’s partners, such as 
the mca, they could at least win a 
stake for their ethnic group in the rul- 
ing coalition, or they could back a los- 
ing party. UMNO has led every gov- 
ernment since independence in 1957. 
When voters cut into its majority in 








Hallo, Chinese, Hallo, Indians 
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Education 

The challenges of achievement 

Education is one of Hungary’s major assets as 
demonstrated by its generation of the world’s 
highest per-capita number of Nobel 
laureates—albeit in some cases for accomplish- 
ments made outside the country~as well as top- 
level results in international comparative 
achievement evaluations. 

Accomplishment is also apparent at the 
institutional level through the country's 
successful participation in European co- 
operation programmes such as Tempus, 
Socrates and Leonardo da Vinci; involvement 
by universities in transnational R&D 
programmes and advanced training and 
education schemes; as well as independently 
conceived initiatives such as a quality- 
improvement programme, the positive results 
of which have attracted inquiries from several 
EU countries. Hungary is also the first country 
from Central Europe to join the EU's high- 
speed research informational network, and, 
from the perspective of scientific research, has 
been an EU member since 1999. 

Yet the advent of an information-driven 
global economy and the prospect of EU 
accession mean new challenges. "Hungary 
faces critical issues in the quality of, and access 
to, education it can offer and in its ability to 
develop its human resources to meet the 
requirements of a rapidly evolving society," 
declares Zoltán Pokorni, minister of education. 
“The degree of our success will define our 
country's place in the new, unified Europe." 

The ministry has laid down two guiding 
principles: the promotion of equal opportunities 
and quality improvement, the implementation 
of which can make the country’s education 
system more responsive to social and economic 
needs. Equal opportunity is promoted by 
offering a tuition-free first diploma at the 
college or university level as well as by enabling 
students up to age 23 with one professional 
qualification to obtain a second tuition-free. 
Quality improvement is manifest in the 
strengthening of local planning and manage- 
ment capacity, modernisation of content 
regulation and accreditation procedures, 
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reorganisation of the network of institutions, 
and supporting prograrmmes aimed at 
introducing local and institutional-level quality 
assurance schemes. 

"The main objective of quality improvement, 
which was already introduced in schools and 
will soon be launched in higher education, is 
the promotion of institational partnerships and 
the strengthening of organisational culture," a 
ministry official comments, “a fundamental 
condition for which is the introduction of 
regulated institutional procedures." 

Content regulation in primary and 
secondary-level education (compulsory until 
age 18} aims to introduce more up-to-date and 
relevant subjects (technology, economics, 
sociology, etc.) while shifting emphasis from 
the transfer of knowledge to its application. 
Another goal is the development of the skills 
and abiliry for the independent acquisition of 
knowledge, including communication skills, the 
formation of lifestyle actitudes and the teaching 
of learning techniques. Training for any 
particular profession begins only after age 18, 
bolstering basic skills, general education and 
creating a wider basis tor career choice. 


Topping up the class 
Stud ents enroled in higher educa 





Source: Ministry of Education 


The ministry's new quality policy in the 
field of vocational training mirrors the 
anticipated revamp of the structure of 
occupations by the time of EU accession. 
Quality-focused modernisation will orient 
vocational education toward skills in demand. 
Short-cycle training courses outside the school 
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system are being organised with the active co- 
operation of businesses to accommodate near- 
term labour marker shifts. 

Accredited higher vocational training, 
which can be offered by higher education 
institutions, allows those institutions te 
recognise credit hours or modules of their 
students’ former yocational-training studies. 
This system significantly increases the participe 
ation of secondary school graduates in, and by 
tightening the links with higher education 
raises the prestige of, vocational training. 

A Vocational Training Fund is supported by 
a 1.5% tax on salaries paid by private firms, 
which can elect how up to 75% of their 
contributions are spent, strengthening the link 
between vocational training and the economy. 
For example, firms can choose berween 
offering in-house training for students or their 
own employees; providing vocational schools 
selected by them with finance and traming aid; 
or simply paying into the fand, which finances 
the development of vocational training, 
including participation in such EU 
programmes. The minister of education is 
responsible for the fund's allocation based on 
input from the National Vocational Council, 
an advisory body representing the labour 
market and its social partners. 

Organising in-house employee training has 
proved very attractive for those multinational 
companies that can meet their own training 
needs. In the north-eastern city of Ózd, a major 
company retrained 850 people in one year, 
demonstrating that a large number of workers 
can be quickly made employable even in an 
economically underdeveloped region. 

"The role of the business sector in 
education is important beyond the need to 
finance the development of vocational 
training,” says Minister Pokorni, " Businesses” 
role is to assure sufficient in-house training in 
their areas of operation. This provides both 
opportunities for trained or retrained people to 
gain work experience as well.as offers the 
company a pre-trained potential workforce,” 

Hungarian higher education has undergone 
a major reorganisation over the past two years. 
Last year's amendment of the Higher 
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Education Act merged several fragmented, 
economically inefficient institutions as of 
January Ist 2000, resulting i in the creation of 
‘multi lsciplinary universities and colleges 
; modating a significant 
; tudents. 
One of the reorganisation’s results was the 
‘creation of integrated institutions capable of 
operating as regional intellectual centres, 
“fulfilling local education and research 
requirements, The expected strengthened links 
between teaching and scientific research should 
‘increase the country’s R&D capacity, while the 
institutions are expected to develop courses 
more relevant for their region’s needs. 

The broader reforms the ministry wishes to 
implement gradually include: universal 
introduction of the credit system, the modern- 
isation of enrolment procedures, additional 
support for talented students, the introduction 
of a student loan scheme, raising the wages of 
higher education instructors, increasing funding 
for research, and participation in EU R&cD 
programmes and local development efforts. 

The development of higher education will 
cost $250m, $150m of which will be funded by 
a loan from the World Bank. The sum will be 
used for infrastructure modernisation-mainly 
expanding libraries and computer facilities, 
upgrading classrooms and building college 
dormitories. Such development should be 
sufficient to accommodate most of the growth 
projected over the next ten years. While a 
decade ago 11% of 18-to-23-year-olds were 
enrolled in higher education, today the pro- 
portion is 35% and the goal by 2010 is 50%. 

Preparations are under way for institutions 
of higher education to qualify for EU structaral 
funds upon accession, a prerequisite for 
which-as well as for securing pre-accession 







funds~is that such institutions play a significant 
role in their region’s human resource develop- 
ment in line with economic and social needs. 

"The biggest challenge in winning EU 
subsidies will be finding the required matching 
funds," says a ministry official, as at least 25% 
of total project cost must be borne by the 
recipient country to qualify. The ministry has 
some experience in arranging matching funds 
for pre-accession schemes, such as the Phare 
programme. Potential sources include the 
central budget; the universities, which gain 
revenue from jobs-training programmes and 
from industrial research contracts; and the 
universities’ economic partners in projects, who 
benefit from EU funds-supported training. 

The ministry always prepares its decisions 
by sounding out directly the affected groups. 
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"Education is an area where only those pro- 
grammes that span long governing cycles can 
bring real progress. Continuous dialogue is the 
primary guarantor of this," emphasises the 
minister. 

"We want to continue and further build 
upon those values that have given Hungarian 
education its high ranking,” says Mr Pokorni, 
“while paying particular attention to the needs 
of the fast-developing technology sector and 
evolving job market." 
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Source: international Association for the 
Evaluation of Educational Achievement (TIMSS} 


Semmelweis University 

in the forefront of medical education 
Semmelweis University, whose alumni inclade 
Nobel laureates and world-renowned 
researchers and clinicians, has a more than 
230-year-old tradition of academic excellence 
and commitment to educating physicians. 

As a state university, Semmelweis-named 
after Ignác Semmelweis, who discovered the 
cause of puerperal fever and was a professor 
there-functions under the auspices of the 
Ministry of Education but is administered 
autonomously, with its educational, research 
and clinical activities falling under the 
supervision of the University Rector. Deans 
head each of the Faculties of Medicine, 
Dentistry and Pharmacy. 

Current enrolment in the Faculties of 
Medicine, Dentistry and Pharmacy is 1,800, 
350 and 590 students, respectively. A special 
German-language Doctor of Medicine/Dentistry 
programme has 310 German-language students 
enrolled, while the English-language 
programmes have altogether 840 students 
registered in the three faculties. The first two 
years of instruction are entirely in English, 
excepting the Hungarian language course. 

The University hospital has 2,850 beds and 
admits 98,000 patients annually while the 
outpatient departments care for more than Im 
patients each year, The University, the Ministry 
of Education and the Hungarian Academy of 
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_ Promotional supplement 


Sciences sponsor research programmes in the’ 
Pre-clinical and Clinical Departments. 
Semmelweis ‘University of Medicine, Haynal 
Imre University of Medical Sciences and the 
Hungarian University of Physical Education 
were integrated on January Ist 2000 under the.. 
name Semmelweis University. Dn 
Additionally, since 1993 the School of Ph.D: 
Studies has: begun. operations with more than’ 
890 doctoral candidates. having joined its 
research programmes, which deal with _ Lf 
theoretical, clinical and methodological 
issues~from molecular biology through 
behavioural science to sport science. 


University of Miskolc 
A regional learning centre 
Thousand-year-old Miskolc is a-major provin= 
cial city in north-eastern Hungary. Miskole:. 
University has fostered strong intellectual, 
academic and cultural links with the city, 
county and region, fulfilling che role of an 
academic and scientific centre, Its graduates are 
respected not only-in the community, but satisfy 
national and international employers. 

Established-in. 1949 to "advance higher 
education and technical training,” the uni- 
versity began with faculties for mining, metal- 
lurgy and mechanical-engineering. Course“ 
offerings have been expanded inito the fields of 
“aw, political science, economics, humanities, 
social scierices, music and health sciences. 

Over 14,000-students and about 2,000 
lecturers and staff members live‘and work 
together on-a self-contained campus. It has 
received foreign students—whose classes are 








100 have graduated. 

In the autumn of 1998 ins Centre for 
European Studies was launched with Phare 
support. The graduate and postgraduate 
modules offered cover four topics: legal harm- 
onisation; economic integration, political inte-. 
gration and the history of EU institutions. 
On January 1st 2000, Comenius Teacher's. 
Training’ College w: was integrated in into the 
university. 

The-urtiversity is about to Taimel a major 
infrastructural development of $30m each for. 
improvement of academic and living condit f: 

“At present our most important: object y 
to create auniversity unique in the coun 
objective thar has been furthered i in recent yea 
by expansion into the fields of music and l 
medicine," according to rector Lajos Besenyei: 
"We are now focused on preparing to meet the’ 
requirements of the next millennium." 
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ASIA 
The Philippines 


Muddling on, 
but not through 


MANILA 


OME eight weeks after 21 people had been 

kidnapped in Malaysia and taken to the 
Philippines, a government minister in the 
Philippine capital, Manila, confirmed what 
local newspapers had been saying for a long 
time: that the kidnappers wanted a ransom 
of $im for each hostage. The next day, the 
same minister denied that any ransom de- 
mand had been received. It was just another 
example of the muddle that has character- 
ised the entire saga. 

The hostages were abducted from the 
East Malaysian scuba-diving resort of Sipa- 
dan on April 23rd. Since then they have been 
held on the southern Philippine island of 
Jolo. They include tourists from Finland, 
France, Germany, Lebanon and South Af- 
rica, and resort workers from Malaysia and 
the Philippines. The kidnappers say they be- 
long to a small Filipino Muslim secessionist 





The kidnappers are the only ones smiling 


guerrilla group, called Abu Sayyaf. 

The government's negotiations for the 
release of the hostages seem to be getting no- 
where. Such talks as have taken place, say of- 
ficials, have been about politics, not money, 
because government policy is not to pay ran- 
som. But, as the minister let out this week, 
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JAKARTA 


O END is in sight to the violence in 

Indonesia’s Molucca islands. More 
than 100 people died on June 19th during a 
new round of killings on Halmahera, 
scene of some of the bloodiest mayhem. 
Another five people were killed in fighting 
in the provincial capital, Ambon, on June 
22nd. Both incidents were said to involve 
the Jihad Force, a group of Muslim mili- 
tants who arrived in the region several 
weeks ago spoiling for a fight with Chris- 
tians. Some of their weapons were re- 
ported to be similar to those used by the 
armed forces. In the past 18 months, over 
2,500 people have been killed in the area, 
once known as the Spice Islands. 

The bloodshed in the Moluccas has 
persistently been portrayed as a religious 
war. That has become a self-fulfilling im- 
age, even though the origins of the trouble 
are far more complex. Like many parts of 
Indonesia, the Moluccas suffer from the 
vacuum of power created when ex-Presi- 
| dent Suharto stepped aside two years ago. 
But the communal violence has been far 
worse than elsewhere, except perhaps for 
East Timor, which voted for indepen- 
dence last August, prompting a rampage 
by pro-Jakarta militias backed by the 
army. Among the many reasons for the 
killings in the Moluccas, say observers, is 
an influx of new migrants, setting off land 
disputes and tilting a delicate ethnic and 








Indonesia’s unholy war 


religious balance. 

The newest arrivals, however, are not 
settlers but members of the Jihad Force. 
Several thousand arrived in the Moluccas | 
after sailing from the main Indonesian is- | 
land of Java, over 2,000km (1,240 miles) | 
away. Whether they came to protect the | 
living or avenge the dead, they appear to 
have been motivated by reports, many of 
them true, of Christians killing Muslims. 
Some of them have been spurred on by 
Muslim leaders. 

Few people expect the police or the 
army to gain control of the situation. They 
lack resources and are poorly trained. 
Some members of the armed forces are de- 
moralised by their declining influence in 
the capital, Jakarta. Others are in league 
with criminals and local power brokers. 
Almost everyone is either a Christian or 
Muslim and is expected to take sides. 

The only advantage the national gov- 
ernment has is the symbolism of its new 
leadership. The president, Abdurrahman 
Wahid, has consistently stood for religious 
tolerance. His vice-president, Megawati 
Sukarnoputri, is the daughter of Sukarno, 
Indonesia’s founding president and 
someone who long championed the no- 
tion of “unity in diversity”. So far, unfortu- 
nately, not even these two figureheads 
have been able to come up with any sol- 
ution to the nightmare. 
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what at least some of the kidnappers really 
want is cash. Their political demands, such 
as independence for the Muslim minority in 
the south of the Philippines, a predomi- 
nantly Christian country, may be a smoke- 
screen. Confusingly, though, the kidnap 
gang has members from at least five armed 
groups, some of which may seek political 
gains, rather than, or as well as, money. 

In previous cases, the government has 
paid money to kidnappers, without calling it 
a ransom, in the guise of expenses for the 
board and lodging of the hostages. Govern- 
ments of countries with citizens among the 
21 people held on Jolo appear to be growing 
impatient with the Philippine government's 
attempts to preserve its no-ransom fiction. 
The Malaysian foreign minister hinted last 
week that the Philippine government 
should get on with it and pay up. His Filipino 
counterpart says that, if foreign govern- 
ments want to pay ransom, there is nothing 
the Philippines can do tostop them. 

The foreign governments insist that no 
attempt should be made to use force to free 
the hostages. They fear a repetition of the 
heavy-handed and only partially successful 
operation by the Philippine army in April 
and May to free Filipinos held hostage by 
Abu Sayyaf on the nearby island of Basilan. 
The gunmen on Jolo become nervous when 
soldiers approach. Several times, the kidnap- 
pers and soldiers have exchanged shots. 

The hostages have received supplies of 
food, clothing and medicine from outside. 
But a German woman is reported by doctors 
to be seriously ill. A South African is preg- 
nant. The psychological health of the cap- 
tives is a cause for concen. When govern- 
ment workers showed up at the kidnappers’ 
base and began building a permanent-look- 
ing hut to house the hostages, some of the 
captives burst into tears. The hut was physi- 
cal evidence of the Philippine government's 
prediction that the impasse is likely to con- 
tinue for months. 

a 
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MAE SOT 


MEASURE of the fearand repression in 

Myanmar can be readily found by 
talking to its refugees in neighbouring 
Thailand. About 1m have fled to border 
towns like Mae Sot to avoid economic col- 
lapse and repression by a brutal military 
regime. Many have found their way into 
the growing Thai economy, but some 
90,000 refugees remain in camps on the 
border. Among the more worrying stories 
they tell are of a homeland that increas- 
ingly relies on slavery. 

To judge by the reports of recent refu- 
gees, slavery seems particularly wide- 
spread in such states as Shan and Karen. 
Myanmar’s army only recently took full 
control of these remote border areas. The 
regime, which ten years ago ignored an un- 
ambiguous election victory by the opposi- 
tion National League for Democracy, has 
arranged ceasefires with most of the rebel 
ethnic groups, but keeps control only by 
using slaves to build defences, roads and 
bridges. Locals are forced to clear land, act 
as porters for the army and provide food 
and housing. Refugees claim that forced la- 
bourers are even made to march along 
roads that have been mined by rebels. 

“It is a matter of life or death. Now we 
have people coming from deep inside 








Australia 


The taxman 
cometh 


MELBOURNE 


OR 97 years, the Wheaton family have 

been delivering groceries from their store 
at Miram (population 16) to outback farming 
families in the Australian state of Victoria. 
“We had hoped to crack our 100 years,” says 
Les Wheaton, whose great-grandfather 
started the business. Instead, he has been or- 
ganising a wake to mark the store’s closure. 
The Wheatons have decided it would be eas- 
ier toclose their doors rather than deal witha 
new tax system. 

The changes, which will be introduced 
on July ist, shift the burden of tax collection 
from income to spending by introducing a 
goods and services tax on almost everything 
Australians buy and sell. To offset this, there 
will be cuts to income and company taxes. 
Australia is one of the last rich countries to 
introduce such a tax. It has been an ambition 
of the prime minister, John Howard, who 
leads the conservative Liberal Party, ever 
since he came to power in 1996. Mr Howard 
believes it will make the economy more 
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Drugs and slavery in Myanmar 











Burma [Myanmar}, not just the 
border,” explains the leader of 
the Um Phiem refugee camp, 
on a muddy, crowded hillside 
on the Thai border. Their sto- 
ries, and other accounts col- 
lected clandestinely inside 
Myanmar, tell of horrific 
forced labour. Sometimes 
they involve prisoners, even 
petty criminals. One man 
says he was plucked from a 
train for not having a ticket 
and forced to work for the 
army on a starvation diet. 

In this deeply Buddhist 
country, the army usually de- 
scribes the work demanded of forced la- 
bourers as a traditional merit-earning ac- 
tivity. Unfortunately, the 800,000 or so peo- 
ple who are thought to be exploited in this 
way have little say about it. Their numbers 
have been estimated by groups compiling 
evidence for the un’s International Labour 
Organisation. In a conference in Geneva 
last week, the Lo urged that Myanmar 
should face further international isolation 
because of its use of forced labour. The re- 
gime, which has lately been making re- 
newed efforts to gain recognition abroad 





competitive, lower the costs of doing busi- 
ness and make the overall tax system fairer. 

Few people will mourn the end of much 
of Australia’s old tax system, which has been 
little changed in 60 years. A plethora of 
wholesale sales taxes levied at different rates 
will disappear, as will the need for self- 
employed people to pay taxes a year in ad- 
vance based on their previous year’s income. 
Nevertheless, the new tax is unpopular. 

At first, the government wanted to intro- 
duce the new tax at the rate of 10% on every- 
thing. But it was made to compromise by the 
Democrats, a small party that holds the bal- 
ance of power in the Senate, and to exempt 
fresh food and some health and education 
charges. Even so, there is considerable resis- 
tance from the owners of small businesses, 
who will be charged with collecting and re- 
mitting the tax revenue to the government. 
Many are simply reluctant to change, but 
will stop grumbling in due course. Others are 
joining the Wheatons and giving up: the 
number of businesses on the market has 
risen by almost half recently. 

Some 6,500 people who live in mobile 
homes on the north coast of New South 
Wales have been waging a noisy campaign 
against the tax, pointing out that it will apply 
to their rents but not to rents on houses and 
flats. The number of people affected is tiny, 





and to woo foreign inves- 
tors, has responded angrily, 
denying that it uses forced la- 
bour and giving warming that 
foreign meddling would “only 
impede the process of democ- 
ratisation”’. This is not a process, 
however, that has been much 
in evidence. 

The army has about 
400,000 men and takes the 
lion’s share of government 
spending. Even so, its soldiers 

are ill-equipped. Most of 
them are frightened con- 
scripts, of whom many 
are also forced to 
work unpaid for the 
various businesses 
run by their officers. These may 
be as innocuous as, say brick making. Or 
they may involve illegal logging, smuggling 
or Myanmar’s flourishing drugs industry. 

The United States has condemned 
Myanmar as the biggest producer of 
opium after Afghanistan. The Thais are 
concerned about the quantities of whatare 
called yabba flowing across the border. 
These potent amphetamines are increas- 
ingly being manufactured in Myanmar’s 
border region. Whatever its regime may 
proclaim, Myanmar seems to be relying on 
ever more horrible methods to sustain an 
indefensible export trade. 
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but the government may not want to ignore 
them. A general election is due next year and 
thousands more caravan-dwellers live in 
constituencies it could not afford to lose. 

These may be the inevitable teething 
problems of the sort experienced in coun- 
tries such as Canada and New Zealand 
when they introduced consumption taxes. 
But Mr Howard is taking a political risk. 
Small business is at the core of his Liberal 
Party’s support. 

The government's efforts to educate the 
public about the new tax have not been con- 
vincing; the press has attacked the A$46m 
($28m) campaign as a waste of money. An 
opinion poll published on June 20th sug- 
gested that the government was eight points 
behind the opposition Labor Party. Labor 
opposes the new tax and says it will “roll it 
back” if elected, whatever that means. It is 
also trying tomake political capital out of the 
fact that Mr Howard will not be in Australia 
when the tax begins but leading a party of 
former Australian prime ministers and offi- 
cials to Britain to mark the centenary of the 
act of Parliament on July 9th 1900 that set up 
Australia’s federation. That is around the 
time Les Wheaton’s great-grandfather was 
embarking on an Australian way of outback 
life that is now coming to an end. 

m 
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The precarious politics of 


prosperity 


WASHINGTON, DC 


The discovery that the American government may have another $1 trillion to 
spend is changing the dynamics of the presidential campaign 


MERICANS love “having it all”. So does 
everyone, of course, but nowadays 
Americans seem to have a better shot at it 
than most. In politics, having it all means get- 
ting lower taxes and higher spending simul- 
taneously—and still running a budget sur- 
plus. This seems possible now because every 
time Americans inspect their government's 
figures, the numbers keep getting better. 

What to do with this treasure is one of 
the biggest questions of the presidential 
campaign. It is also muddying one of the few 
clear differences between two otherwise 
markedly similar candidates. When it came 
to economic policy, George W. Bush always 
seemed the radical reformer, keen on big tax 
cuts and bold (or crazy) enough to offer a re- 
form of Social Security, America’s huge and 
popular public pension pro- 
gramme, that included the creation 
of individual retirement accounts. 
Al Gore was Mr Prudent: deter- 
mined to use any budget surpluses 
to pay down the national debt, and 
unabashedly dismissive of Mr 
Bush’s schemes. 

Suddenly, even this fault-line 
appears to be disappearing. In the 
past week, Mr Gore has doubled the 
size of his tax cut to $500 billion over 
ten years, largely by proposing a big 
programme to subsidise retirement 
saving that superficially looks sus- 
piciously like Mr Bush’s system of 
individual accounts. The same man 
who condemned the notion of di- 
verting payroll taxes to invest in the 
stockmarket as “roulette” now 
wants to use large tax credits to sub- 
sidise Americans building up nest- 
eggs in that same risky market. 

So has the Gore campaign sim- 
ply become Bush lite? There are 
some substantial differences—no- 
tably the fact that Mr Gore's subsi- 
dised retirement accounts are in ad- 
dition to Social Security (which will 
remain intact), whereas Mr Bush's 
are carved out of Social Security's 
payroll taxes. But there is no doubt 
that Mr Gore has been forced to ad- 
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just his definitions of “prudence” in the light 
of the new budget numbers. 

Early next week, the administration is 
due to publish its updated ten-year budget 
projections; the Congressional Budget Of- 
fice, Congress’s fiscal watchdog, is set to pro- 
duce its numbers shortly thereafter. Already, 
however, the word is that these projections 
will raise the on-budget surplus (that is, the 
surplus excluding the Social Security trust 
funds) by around $1 trillion over the next de- 
cade. The administration’s current forecast 
of a $746 billion cumulative ten-year surplus 
will rise to $1.5 trillion-2 trillion. 

Mr Bush, of course, has been quick to use 
these numbers as further proof that his 
schemes are fiscally responsible. Even after 
paying for his tax cut, a new missile-defence 





Mr Prudent, with a little added risk 


system and Social Security reform, there will 
be money to pay down the debt. That may be 
stretching it: after all, at an estimated cost of 
$1.6 trillion (including interest) over ten 
years, Mr Bush’s tax cut will gobble up most 
of the projected surplus. But the Bush pro- 
posals look less profligate than they used to. 

Mr Gore has the opposite problem. If he 
stuck to that “prudent” policy of paying 
down the debt, the new surplus figures sug- 
gest thatall the debtin public hands could be 
paid back during the ten-year budget-pro- 
jection period. Hence the Gore campaign’s 
decision to set up “trust funds” (read spend- 
ing funds) for health care, environmental 
and education spending, and also to double 
the size of a tax cut as well as accelerate re- 
payment of national debt. 

The specifics of the tax cuts remain very 
different. Unlike Mr Bush, with his across- 
the-board tax cut, Mr Gore (like Mr Clinton) 
concentrates the tax goodies on social engi- 
neering for working families: making up to 
$10,000 in college-tuition fees tax-deduct- 
ible, giving tax credits for after-school pro- 
grammes, turning the existing child-care tax 
credit into a refundable credit, and giving tax 
breaks to people looking after elderly par- 
ents. On June 21st he even added relief from 
inheritance taxes. 

The biggest component, withan 
approximate cost of $200 billion 
over ten years, is Mr Gore's “Retire- 
ment Savings Plus”. Couples earn- 
ing less than $30,000 would have 
their saving matched three-to-one 
by federal funds, up to an annual 
limit of $4,000. Each spouse could 
put aside up to $500 and receive a 
$1,500 refundable tax credit from 
the government. For couples in the 
$30,000-60,000 bracket, the federal 
match would be one-to-one, and for 
those earning up to $100,000 the 
government would match one dol- 
lar for every three dollars saved. The 
savings plan is intended for retire- 
ment, but it could be used to buy a 
first home and pay for college or cat- 
astrophic medical expenses. 

The economics of the proposal 
makea lot of sense. Because these re- 
tirement savings accounts are in ad- 
dition to Social Security (rather than 
carved out of it), and because they 
are targeted towards poorer people, 
they will do more to help raise 
America’s saving rate than Mr 
Bush’s plan. At the moment, each 
year the top 20% of Americans snaf- 
fle around two-thirds of the $100 bil- 
lion-worth of general tax incentives 
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Quick learner 
Lenora Fulani resigned from Pat Bu- 
chanan’s campaign. Ms Fulani, “a black, 
Marxist advocate of gay rights” objected to 
Mr Buchanan's “efforts to transform the 
[Reform] party into a party of, and for, only 
social conservatives”. 
Washington Post, June 20th 
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The twilight zone 

Tony Coelho, Al Gore’s campaign chair- 
man, has a bizarre connection with June 
15th. He was born on June 15th 1942;0n June 
15th 1974, he was diagnosed with epilepsy; 
on June 15th 1989, he resigned from Con- 
gress; and on June 15th 2000 he resigned 
from the Gore campaign for health rea- 
sons. A coincidence? 

Hotline, June 16th 
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Geek of the week 

“Tm not an expert on computers” 

Al Gore, inventor of the Internet, on why 

he’s lost lots of e-mails, Time, June 26th 
xe 


Misspent youth of the week 

The London Sunday Times reported that 
in 1972, during his time as a pilot in the Na- 
tional Guard, George W. Bush was 
grounded for failure to take a medical 
exam that would have included a drug test. 
The New York Times also reported that Mr 
Bush was arrested for disorderly conduct 
whilst at Yale—he stole a Christmas 
wreath. The charges were later dropped. 

wee 


Séance of the week 
“Get outa ouija board. I mean it, I'm totally 
clueless.” 
An unnamed Bush advisor failing to spec- 
ulate on the Bush vice-presidential front- 
runner, New York Times, June 19th 

*x*** 
Oh yeah? 
“People view me as a sensitive person on 
this subject.” 
Mr Bush on the death penalty. A New- 
sweek poll found that 59% of Americans 
thought political considerations moti- 
vated his recent granting of a 30-day stay 
of execution. 
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Fantasy vice-president of the week 
“Both political parties are looking for the 
same candidate. Both of them would like a 
Hispanic woman from a Great Lakes state, 
who has raised a large family and has ex- 
tensive foreign-policy experience.” 
Michael Barone, CNBC, June 19th 

xe 
Philanthropist of the week 
Ralph Nader, who is expected to be nomi- 
nated as the Green Party’s presidential can- 
didate this weekend, has filed financial 
statements with the Federal Election Com- 
mission which reveal his net worth to be 
$3.8m, and also that he donates more than 
80% of his after-tax income to worthy 
causes serving the interests of the con- 
sumer or the environment. 
Washington Post, June 18th 








for retirement saving. 

The problem is that the tax breaks do not 
seem to persuade the rich to save more over- 
all; they simply shift their money from or- 
dinary saving vehicles to tax-advantaged 
ones, such as Individual Retirement Ac- 
counts. According to Bill Gale, a savings ex- 
pert at the Brookings Institution, virtually all 
the net new saving that has occurred 
through tax incentives has been by less-af- 
fluent Americans. This suggests that a new 
retirement subsidy focused so heavily (and 
so generously) on lower-income families 
may be the most effective way to encourage 
more new saving. 

Oddly enough, the Gore retirement-sav- 
ings plan may actually help the future poli- 
tics of pension reform, despite his dismissal 
of the subject. One of the biggest objections 
to“risky” reform schemesis that Social Secu- 
rity provides the bulk of retirement income 

* for poorer Americans. If Retirement Savings 
Plus accounts enabled low-income Ameri- 
cans to build up sizeable nest-eggs outside 
the Social Security system, the notion of cut- 
ting Social Security benefits might become 
less politically explosive. 

Whether the Gore plan makes good po- 
litical sense today is more complex. His 
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speech in Lexington, Kentucky launching 
the retirement accounts was almost a pa- 
rody of a Democratic anti-rich tirade. His 
campaign was not just about the people 
“who think comfortably about their savings 
over scotch in the club looking out at the golf 
links, but also the ones who try to make it all 
add up to the dream over a pressured half- 
hour lunch break on the factory floor.” At the 
same time, he repeated his rant about the 
risks of Mr Bush’s plan. We will “not become 
a nation that penalises the elderly people 
who happen toretire ina bad year.” 
Demonising his opponent's ideas, ap- 
propriating the popular aspects of them and 
couching the overall policy in populist rhet- 
oric is a coherent strategy, and one Mr Gore 
excels at: remember his demolition of Bill 
Bradley’s health-care plans. Thus the new 
Gore economic strategy may prove an effec- 
tive successor to the exclusive emphasis on 
prudence. On the other hand, according to 
opinion polls, Mr Bush's version of individ- 
ual accounts is popular; and the new budget 
numbers make his broad tax plans look both 
less profligate and less risky. As yet, the fight 
for the political gains fram increasing econ- 
omic prosperity is far from over. 





Road-pricing in California 
Tolled you so 


SAN FRANCISCO 


TRANGE bedfellows are part of the Cali- 

fornia scene. Even so, the sight of carcom- 
panies, oil firms and environmentalists 
snuggling up together seems a bit odd; even 
odder is the idea of them coming out in fa- 
vour of an idea normally associated with 
right-wing economists. 

On June 22nd, the California Environ- 
mental Dialogue, a new 32-member group 
including General Motors, Chevron, pp 
Amoco, the Sierra Club and Environmental 
Defence, published a paper on the state’s 
transport policy. Much of what the cep pro- 
poses in its paper is pretty tame stuff— 
patching up rickety bridges before they be- 
come unsafe, buses for the young, old and in- 
firm, more bike paths. But endorsing the 
principle that the “user should pay” for road 
use and that “tolls and congestion pricing 
should be utilised whenever possible” is a 
first for the big oil and car firms. 

Itisnot hard to imagine the cep coalition 
coming apart over more of the details. But its 
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existence is a good indication of the growing 
controversy over Californian sprawl. After 
little investment in infrastructure for 25 
years, the state’s transport system is groan- 
ing. Businesses complain about potential 
employees turning down job offers that 
would compel them to spend hours a day 
commuting. Car makers worry that unless 
air quality improves they will be ordered to 
meet yet stricter design standards. 

Road-pricing has long been champi- 
oned by economists, keen to impose more of 
the external costs of driving on road-users by 
charging them a fee that reflects not just the 
distance travelled (which is loosely what 
gasoline taxes do) but also the time and route 
of the journey. Driving imposes a heavier 
burden of externalities when it is done at 
rush hour (it adds to delays and is less en- 
ergy-efficient) so such journeys ought to cost 
adriver more. In theory, drivers will then ad- 
just their departure times and smooth out 
the flow of traffic through the day. 

Car makers have been understandably 
nervous about any system that charges their 
customers. But motorists are a tolerant lot. 
Car ownership and use has continued to rise 
even as road-building levelled off in the 
1990s. Greens too are much more willing 
nowadays to accept “market” solutions to 
environmental problems: witness the 
growth in emissions trading. 

The most nervous people are probably 
politicians. Voters seem to tolerate tolls to fi- 
nance the construction of roads—the sort of 
thing levied on some bridges and roads. But 
charging money specifically to discourage 
driving is a harder sell. Drivers’ groups, such 
as the American Automobile Association, 
are firmly opposed to the idea. Kevin Mur- 
ray, a state senator from Los Angeles, argues 
that charging money for what are currently 
free roads would be unfair on the poor. 
Road-pricing, he says, is a middle-class fan- 
tasy dreamed up by “some dweeb in a dark 
room doing quantitative analysis.” 

The dweebs say their critics oversimplify 
things. Bob Poole, of the libertarian Reason 
Foundation, points out that, rather than just 
imposing new charges on currently free but 
crowded roads, California could make use of 
its network of (largely unpopular and under- 
used) high-occupancy vehicle (Hov) lanes 
on roads: these could be opened to single 
drivers who choose to pay a toll. 

California is home to two of America’s 
four working examples of high-occupancy 
toll lanes or Hors (the other ones are in Texas 
and Florida). One, sr-91 in Orange County, 
allows drivers to pay an amount that de- 
pends on the time of day to jump into an 
nov lane. The other, on Interstate 15 north of 
San Diego, is closer to the theoreticians’ 
dream of adjusting price to demand: its fee 
varies from 50 cents to $4, depending on the 
volume of traffic in the Hor lane, with the 
current price flashed up on screens half a 
mile before the lane starts. (An electronic 
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Fifty cents to get out of this 


transponder system means that there is no 
need tostopata toll booth.) 

HoT lanes have generally been well re- 
ceived once drivers understand them. But 
the opportunities to install them are limited 
to places with existing Hov lanes. And they 
will not change the overall pattern of behav- 
iour in California. Despite all the com- 
plaints, average commuting time remained 
stable through the 1990s, but the average dis- 
tance travelled grew. People seem to like liv- 
ing further away from their jobs. Indeed, 
their main response to any easing in conges- 
tion is to go and live even further away. That 
psychology will take more than road-pricing 
tochange. 

—— 








The Supreme Court 


Burma shave 


hs AN election year, almost anything the 
Supreme Court does is interpreted as a vic- 
tory or defeat for one political camp or the 
other. On June 19th, the court delivered a 
pair of decisions which caused rejoicing and 
gnashing of teeth to both liberals and conser- 
vatives in equal measure. 

A unanimous court slapped down up- 
pity Massachusetts, a stronghold of liberal 
Democrats, when it found that the state gov- 
ernment’s boycott of companies which did 
business with Myanmar was unconstitu- 
tional. Human-rights advocates were dis- 
mayed. But the court also voted six-to-three 
to declare unconstitutional a provision al- 
lowing student-led prayer before football 





UNITED STATES 
games at a high school in Texas, the home 
state of George W. Bush, the Republican’s 
presidential nominee. Religious conserva- 
tives were outraged. Mr Bush, who signed 
Texas's brief supporting the school district’s 
case, said he was “disappointed”. 

Because both decisions were narrowly 
drawn, neither will settle the core issues in- 
volved. The European Union, Japan and the 
scores of big firms that had opposed the 
Massachusetts law will be pleased that the 
court rejected so firmly a pesky complica- 
tion to international trade (which also, inci- 
dentally, seemed to violate the United States’ 
obligations under the World Trade Organisa- 
tion’s open-procurement agreements). But 
the decision did not rule out all such local 
sanctions. It knocked down the Massachu- 
setts law only because Congress had passed 
a milder federal law giving the president the 
power to impose sanctions on Myanmar’s 
harsh military regime. 

The ruling will overtum several other se- 
lective-purchasing laws against Myanmar 
enacted by the cities of New York, Los Ange- 
les and Philadelphia, among others. It proba- 
bly also means that Miami's tough sanctions 
against Cuba are pre-empted by the milder 
federal sanctions. But for cases in which 
Congress has not acted, local sanctions re- 
main intact. And the ruling does not prohibit 
other measures, such as divestment by state 
pension funds in firms doing business in 
Myanmar, a move already being pushed by 
some Massachusetts legislators. 

More important, the ruling does not set- 
tle the more troubling issue of whether inter- 
national trade agreements signed by the fed- 
eral government supersede local laws on the 
environment or safety, as well as those im- 
posing human-rights sanctions. “This ques- 
tion will not go away. In fact, it's bound to 
come back to the court as local regulations 
come under attack for breaching wro rules,” 
observes Douglas Kmiec, a law professor at 
Pepperdine University in California. 

The court’s ruling on the Texas school- 
prayer case was equally limited. The case 
concemed the policy of a high school in 
Santa Fe, a small town in south Texas, which 
had allowed students to vote on whether or 
not to hold a “non-sectarian, non-proselytis- 
ing” prayer before football games, and to 
elect a student representative to deliver it. 
The court rejected the school’s argument that 
this was private student speech. 

In his opinion for the majority, Justice 
John Paul Stevens argued that, despite being 
led by a student, “these invocations are au- 
thorised by a government policy and take 
place on government property at govern- 
ment-sponsored school-related events.” The 
effect of the prayers was to send a message 
“to members of the audience who are non- 
adherents that ‘they are outsiders, not full 
members of the political community’.” 

Oddly, the court declined to rule on a 
lower-court decision allowing the same 
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school to hold student-led prayers atgradua- 
tion ceremonies. Several other cases dealing 
with graduation ceremonies are winding 
their way through the lower courts, and the 
Supreme Court will probably have to decide 
this issue as well. 

The court's rulings on school prayer have 
now become complicated enough to con- 
fuse even constitutional lawyers. This re- 
flects not just divisions on the court, but a 
real dilemma. The sweeping language of the 
First Amendment is itself inherently contra- 
dictory, guaranteeing free speech and the 
free exercise of religion while at the same 
time barring the government from making 
any law “respecting the establishment of re- 
ligion”. Reconciling these provisions in a 
country where most education is govern- 
ment-run and where most people are reli- 
gious is not easy. 

In 1962, in a highly controversial deci- 
sion, the court banned organised school 
prayers in public schools. Ever since then 
schools, especially in the southern “Bible 
belt”, have tried to get round that ruling. In 
1985 the court also banned daily moments of 
silence if students were encouraged to pray 
in them. Many schools now have such mo- 
ments but, at least officially, refrain from en- 
couraging prayer. And yet in 1990 the court 
ruled that public schools must allow student 
prayer-groups to meet if other student clubs 
were allowed. In 1992 it prohibited clergy-led 
prayers at public-school graduation ceremo- 
nies, but said nothing about student-led 
prayers. 

Even in this latest judgment, Justice Ste- 
vens observed that the constitution did not 
“impose a prohibition on all religious activ- 
ity in our public schools”, or prohibit “any 
public-school student from voluntarily 
praying at any time before, during, or after 
the school day.” But the issue of when, where 
and how such prayers are allowed looks set 
to return to the court again and again. 


At the Gates 


As emotive as the sanctions and school- 
prayer decisions were, they were over- 
shadowed this week by another legal hot 
potato dumped in the court’s lap: the Micro- 
soft antitrust case. Judge Thomas Penfield 
Jackson, the federal judge who has ruled that 
the world’s largest software firm must be 
broken up, decided to send the case directly 
to the Supreme Court, bypassing a federal 
appeals court. 

Obligingly, the judge also gave the jus- 
tices some breathing space by suspending 
his order imposing severe restrictions on the 
company’s business pending a full break- 
up. This means that the justices can take 
some time mulling over whether they want 
to take up the case directly, probably in the 
autumn, or consider it only after a ruling by 
the appeals court, whose judges already 
seem eager to tackle it. 


Health care i 


Thirty-six places to go 









America’s health-care system is once again pushing itself to the fore of politics. 
This time, the battle is over spending on prescription drugs for old people. Is 


that really the main issue? 


EALTH care plagues American politics 

like a lingering disease. Issues bubble to 
the surface for a time, only to subside and be 
replaced by other symptoms. In the Demo- 
cratic primaries, Bill Bradley championed 
the plight of the 44m uninsured; they have 
pretty much disappeared from the political 
debate since then. Two different versions of a 
federal bill of patients’ rights, allowing pa- 
tients to sue their managed-care company, 
are stuck in Congress. Now the Republicans 
are scrambling to disprove that they are soft 
on drug pricing. 

Stark evidence of real disease under all 
these symptoms was provided this week by 
the World Health Organisation. It ranked the 
world’s health-care systems according to 
how well they perform, given the resources 
invested. Even though the report's method- 
ology is controversial (see page 110), the find- 
ings are pretty tough for the United States. 

The world’s biggest spender on health 
care, forking out an average of $3,700 per per- 
son a year, ranked just 37th overall, behind 
such health-care luminaries as Morocco and 
Oman. The United States, argues the wHo, is 
really three Americas. The top 10% of its peo- 
ple are the healthiest in the world; the mid- 
dle bulge gets a “mediocre” deal; the bottom 
5-10% “have health conditions as bad as in 
sub-Saharan Africa.” 

In its first year, the Clinton administra- 
tion tried to come up with a grand health- 
care scheme. Its failure has haunted attempts 
ever since. Although Americans told poll- 
sters that they wanted health-care reform, 
when presented with the chance of change, 
they baulked. As one member of the White 
House admits, reform ever since has been 
limited to trying to soothe the most politi- 


cally sensitive parts of the system. 

For the moment, that means prescrip- 
tion drugs. Democrats think this is an issue 
with which they can clobber George W. 
Bush. They will seek to portray the Republi- 
can Party as soft on drug companies, and 
they will aim their ads squarely at the el- 
derly, a key group of swing-voters who actu- 
ally vote. Al Gore, who also tried to tarnish 
Mr Bradley as a friend of drug companies, 
moved early to push for plans to help pill- 
popping senior citizens. Now the Republi- 
cans are having torespond. 

America leads the world in spending on 
prescription drugs, doling out an estimated 
$112 billion this year—a figure that may rise 
by 11% next year (see chart on next page). Bob 
Blendon, a health-policy expert at Harvard 
University, points out that consumers are far 
more conscious of pill prices than, say, the 
cost of sutures. The elderly, who account for 
one-third of the drugs bill, are particularly at- 
tentive. Many ailments, from.arthritis to.im- 
potence, can now be treated by drugs, as Bob 
Dole never stops telling people; but Medi- 
care, the federally funded health-insurance 
scheme for the 65-and-overs, which has 37m 
elderly members, does not pay for these 
drugs outside hospitals. Meanwhile, health- 
insurance plans that cover the drug costs of 
some of these elderly voters are getting less 
generous. A third of Medicare beneficiaries 
have no coverage for drugs at all. 

The response: a number of bills in-Con- 
gress over the past 18 months, trying to 
bridge this gap. The Democrats. have tended 
to lead the way. But this week, the House 
Ways and Means Committee approved a 
new bill drafted by Bill Thomas, a Republi- 
can (and coincidentally a close ally of Mr 
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A new way of thinking about life sciences: 
From life expectancy to greater expectations 


People are living longer, thanks to medical progress 


advances in nutrition, hygiene and better working environments. But longer life expectancy creates new challenges. Diseases 
closely related to aging are increasing. That's why one focus of our research is on the development of medicines against age-related 


diseases. As one of the world’s leading life sciences companies, our goal is to help people stay healthy. Because we believe it is 


important for people to have not only a longer life but a better life. 
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Bush). Dr Blendon points out that the 
Thomas plan offers broadly the same cover- 
age as the Democratic plan Mr Gore is cham- 
pioning. It also costs roughly the same: $160 
billion over the next ten years. 

The big difference lies in who will dole 
out the money and negotiate with the drug 
firms. The Democrats favour existing gov- 
ernment agencies working through “phar- 
macy-benefit managers”, the middlemen 
who negotiate drug prices between drug 
manufacturers and managed-care compa- 
nies; the Thomas bill prefers dealing directly 
through private health insurers, which will 
compete for the Medicare folk. That option 
might be more attractive to the big drug com- 
panies, who are uneasy about government 
bodies setting drug prices. One possible 
sticking point, according to Patricia Neuman 
of the Kaiser Family Foundation, is that not 
many insurers want Medicare patients, who 
are a great deal more expensive than youn- 
ger workers. Since 1998, roughly a quarter of 
the nmos directly involved with Medicare 
have pulled out. 

Since both parties are in dire need of a 
sop to throw to the elderly, some sort of pack- 
age extending Medicare coverage for pre- 
scription drugs will probably emerge. That 
still ignores the thornier question of whether 
drug prices are indeed too high, and whether 
there is anything that can be done beyond 
doling out more money. States bordering 
Canada, such as Maine and Minnesota, have 
been packing their elderly on buses and 
sending them across the border to take ad- 
vantage of lower prices for certain prescrip- 
tion drugs. A recent Congressional report 
suggested that American prices for some 
branded drugs are 70% higher than those in 





LITTLE ROCK 


YNDON LAROUCHE is not your ideal 
presidential candidate. He’s a con- 
victed felon, for a start. He did not even 
bother to register to vote in the last presi- 
dential election. His hyperventilating 
prophecies of world financial collapse and 
international Jewish conspiracies are ig- 
nored in most of America. But not in Ar- 
kansas, one of the few southern states that 
Al Gore might win. 

Last month, Mr LaRouche received 
53.280 votes, or 22% of the total, in the Ar- 
kansas Democratic primary. That was 
17,000 more than George W. Bush received 
from the Republican Party on the same 
day. Mr LaRouche’s tally should gain him 
at least ten state delegates at the Demo- 
cratic convention in August in Los Angeles. 
That is, unless the Arkansas Democrats 
stop him. On June 24th, at the Arkansas 
State Convention, the party's leaders will 











THE ECONOMIST JUNE 24TH 2000 


A bitter pill 
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Canada, and Maine has just passed a law to 
try to hold drug prices down. 

Already there are a few early initatives in 
Congress to allow health-care providers to 
import cheaper drugs from overseas. These 
may gain strength when a prescription-drug 
benefit plan is finally approved. But the drug 
companies will fight them tooth and nail. 

This sort of haggling reflects an underly- 
ing truth about America’s health-care sys- 
tem that also emerges from the wHo study. 
More than any other country, America has 
turned health care into a business. It boasts 


officially amputate Mr La- 
Rouche’s delegates from Mr 
LaRouche and give them to 
Mr Gore instead. 

Under Arkansas law, Mr 
LaRouche was entitled to be 
on the ballot if he followed 
proper procedures. He did. 
The local Democratic Party is 
therefore having to rely on a 
by-law of the Democratic National Com- 
mittee. Joe Andrew, the chairman of the 
DNC, sent out a letter earlier this year stat- 
ing that LaRouche delegates would not be 
seated on the floor of the national conven- 
tion since, under their rules, Mr LaRouche 
isnota bona fide Democrat. 

That is more of a technicality than it 
sounds. Mr LaRouche is not a Democrat 
partly because he fails to show “commit- 
ment to the goals and objectives of the 
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myriad sorts of health-care companies and 
patients who, at least some of the time, think 
of themselves as consumers. This heady mix 
often spurs innovation in health care. But the 
conflicting interests of all the different par- 
ties—and their deep political pockets—also 
make wholesale reform extremely difficult. 

The wHo report confirms that Ameri- 
cans with ample wealth, or generous em- 
ployers, have ready access to the highest- 
tech medicine in the world. On such mea- 
sures as promptness of service and patient 
choice, which the wHo ranking exercise calls 
“responsiveness”, America comes out top. 
The losers from the current system are those 
Americans with the least clout: the minority 
who are poor or workers uninsured by ei- 
ther public or private plans. More than a 
third of Hispanics, and a fifth of blacks lack 
regular health insurance, compared with 
12% of white Americans. As the wHo study 
makes clear, despite state-sponsored pro- 
grammes such as Medicaid, America’s poor 
have less access to medical care of any sort— 
including simple things like vaccination— 
and worse health on the whole. 

Although the uninsured can usually find 
ree treatment for acute complaints, such as 
heart attacks, they lack regular medical at- 
tention, which is the key to dealing with 
chronic, expensive conditions such as dia- 
betes. It was this issue that Mr Bradley tried 
to inject into the campaign. It did him few fa- 
vours with most voters. Both Mr Gore and 
Mr Bush pay some lip service to it in their 
manifestos; but it is not at the centre of their 
campaigns. In the end, most countries get the 
health systems most of their people want. 
America appears to be noexception. 





Democratic Party as deter- 
mined by the National 
Chair”, but also because he 
did not register to vote or 
vote in the last election. If 
this sounds an idiosyn- 
cratic definition of the word 
“Democrat”, that is be- 
cause the Supreme Court 
has ruled that the Demo- 
cratic Party is, in effect, a 
private club; it can seat, or 
refuse to seat, whoever it 
damn well likes. 

All the same, it is hard to know why the 
Arkansas Democrats are going to all this 
trouble. Their efforts will do nothing to 
draw independents (of all sorts) to the vice- 
president's side. As for Mr LaRouche, he 
has had a merry old time not only appeal- 
ing in court, but also inviting the Organisa- 
tion of American States, which monitors 
elections in Latin America, to investigate 
the evil and undemocratic acts of the 
Democratic Party of the United States. 
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Be my number two 


MERICA’S quadrennial search for a designated mourner at the 
funerals of foreign dignitaries—-otherwise known as the vice- 
president—is in full swing. Short-lists are being drawn up. Short- 
lists are being narrowed down. Candidates are being grilled by se- 
lection teams. Candidates are being grilled on television. Candi- 
dates are filling in endless forms, hoping to avoid unexpectedly 
embarrassing their boss later on. And all this is taking place against 
the traditional frenzied speculation that is the inevitable conse- 
quence of not having much else todiscuss. 

Here are some current hopefuls, together with their main 
drawbacks, On the Bush side: Tom Ridge of Pennsylvania? Too 
pro-choice. (The Republican right might stampede.) John Dan- 
forth of Missouri? Too dignified. (He makes Mr Bush look shallow. 
Anyway, he’s ruled himself out.) Elizabeth Dole? Uninspiring. 

John Kasich of Ohio? Looks like a 
| boy scout. Frank Keating of Okla- 
homa? Said homicide is the best way 
to deal with an unfriendly State 
teachers union. 

It is not much better for Mr Gore. 
His front-runner is Evan Bayh. Very 4 
telegenic. Very handsome. Very a 
much an unknown from Indiana. 
Very like Dan Quayle (though with 
more brains). How about Dianne 
Feinstein of California? Too married: 
her husband has business dealings 
with China, not ideal for a vice-presi- 
dent who shudders each time he 
hears “Buddhist temple”. Robert Ru- 
bin, then? Never been elected to any- 
thing in his life. Bill Richardson, the 
energy secretary? Just kidding. The 
last batch of military secrets lost by 
his Los Alamos laboratories were 
later found behind the photocopy- 
ing machine. You couldn't invent 
that kind of bad luck. 

A natural reaction is to say that 
none of it matters anyway. The last 
time a vice-president made a difference in an election was in 1960, 
when Lyndon Johnson helped deliver Texas to John Kennedy ina 
close race. If George Bush senior could anoint Mr Quayle vice- 
president and still get elected in 1988, then his son could appoint a 
plasticine chicken in 2000 and not be harmed. 

The only person to whom the appointment seems to make any 
difference is the appointee him- or herself. Since 1972, with the ex- 
ception of Mr Quayle, all vice-presidential candidates who have 
later sought their party’s nomination for president have got it. But 
so what? Except for President Bush, they all lost the subsequent 
election. 

So is the veepstakes the creation of bored pundits with too 
much time on their hands? Not entirely. This time, there is a slim 
chance the choice of running mate could actually make a differ- 
ence. It would not do so directly, as Lsj did. Hardly anyone has the 
sort of favourite-son status that can deliver big blocks of votes. But 
it could do so indirectly. Depending on whom he chooses, George 
W. Bush could alter the dynamic of the presidential campaign. 

So far the debate has focused on what a potential number two 
can add to a ticket (with the general answer being, not much). But 
the question can also be posed in a different way: will the choice 
transform the way that the number one is seen? For Mr Gore, it is 
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hard to see how. He has a well-defined national reputation any- | 
way, which cannot be transformed at a stroke. And the pool of | 
Democratic heavyweights who could make a difference is small. 
Bill Bradley, for instance, whom he defeated in the primaries, 
would not make much of an impact, even if he were persuadable. 

But that is not true of Mr Bush. It is easy to forget when you look 
at the Gore campaign, but Mr Bush is the challenger. He has things 
to prove in the campaign, of which the most important are that he 
has national stature, not just state-wide popularity, and that he is 
more than just the choice of the Republican establishment. 

He can make both points at once by picking as his running 
mate someone of real substance from outside the charmed circle 
of the Bush dynasty. Only two men fit the bill. The first is that pe- 
rennial favourite, Colin Powell, the former chairman of the Joint 
Chiefs of Staff, who has relentlessly 
refused attempts tolure him into poli- 
tics. Were Mr Bush to persuade Mr 
Powell tojoin him, it would be a stun- 
ning coup. The harsh fact remains, 
though, that there are no signs of the 
general changing his mind. 

Hence the lure of a man who 
could also transform peoples’ opin- 
ions of Mr Bush and may be (slightly) 
more temptable: John McCain. The 
important point about Mr McCain is 
not that he has a track record of at- 
tracting independents, though that is 
obviously not to be sneered at. Nor is 
it that he (again like Mr Powell) pro- 
vides Mr Bush with credibility in for- 
eign affairs. Nor is it even that Mr 
McCain can savage Mr Gore on the 
embarrassing campaign-finance ir- | 
regularities of the 1996 election— 
though that again is useful. No, the 
main value of choosing Mr McCain is 
what it tells voters about Mr Bush. 

Itsuggests that Mr Bush really can, 
as he claims, show leadership, by per- 
suading an independent politician, with a mind of his own, to 
choose torun with him. It says he isa man of the centre, not just be- 
cause he makes a lot of speeches about compassionate conserva- 
tism but because he has picked someone whom conservatives 
loathe. Lastly, itimplies he can work with people who do not agree 
with him on everything and who do not kow-tow to the Bush 
name-brand. This will be an essential attribute of governing in the 
next administration, because one of the few near-certainties of 
2001 is that whichever party ends up with a majority in Congress 
will do so by only the narrowest of margins. What better way to 
demonstrate your capacity to work with opponents—and distin- 
guish yourself from Mr Gore, who has a reputation for divisive- 
ness—than to appoint a man who was, until recently, trying to 
bash the living daylights out of you? 

Of course, Mr McCain, still smarting from the bitter primary 
campaign, says he does not want the job. That only increases. the 
prize. Mr Bush’s ability to persuade him to accept it would speak 
even more loudly for his claim to be able to lead. Leadership, after 
all, does not consist of selectively rewarding those who want to 
please you. Rather, it means persuading someone to do something 
they do not want to do for the sake of the greater good—-or in this 
case, for your own electability. 
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Brazil grapples with crime, 
punishment and policing 


SAO PAULO 


A new public-security plan looks insufficiently radical to tackle an epidemic 
of violent crime and deep-rooted police brutality 


FEVER there were a case of violence breed- 

ing violence, this was it. Earlier this month, 
some 35m shocked Brazilians watched on 
television as the Rio de Janeiro police 
botched a bus hijacking. The gunman was 
captured alive, but was killed by suffocation 
after being bundled into a police van. In 
grabbing him, the police had shot one of his 
hostages. In the aftermath, it emerged that 
the crazed young hijacker was a survivor of a 
massacre of street children by off-duty Rio 
policemen in 1993. 

The hijack was a gruesome symbol of the 
incompetent brutality of Brazil's police, and 
the everyday violence some of its citizens in- 
flict upon each other. The ensuing outcry 
pushed President Fernando Henrique Car- 
doso to announce on June 2oth a long-prom- 
ised “national public-security plan”. 

Its most drastic measure is a six-month 
ban on new registrations of guns. By the end 
of this period, the government hopes that 
Congress will have passed a gun-control bill 
sent by Mr Cardoso a year ago. in other mea- 
sures, the 7,000-strong federal police will be 
reinforced with 2,000 new recruits, and state 
governments, which have the main respon- 
sibility for policing, will get some 500m reais 
($275m) a year in grants for crime-reduction 
projects. Money has also been promised for 


25,000 new prison places by 2002, and a fur- 
ther 3,500 in top-security federal jails. Bills to 
reform criminal law and the justice system 
will be sent to Congress, and a witness- 
protection scheme will be extended. 

Such promises have been made before, 
and not kept. Even if it is different this time, 
are the measures enough? Violence and 
crime in Brazil have been rising steadily. In 
Sao Paulo, the largest metropolis, the homi- 
cide rate hit a new record last year. There, 
and in Rio too, many of the victims are shot 
in drunken brawls or drug wars. Most are 
poor. Kidnappings have also risen, while 
hardly amonth goes by without violent riots 
in Brazil’s brutalised, overcrowded prisons. 

Drugs, rising unemployment, and the 
breakdown of community ties caused by 
migration all play a part. But perhaps the big- 
gest single factor in the rise of violence is that 
police inefficiency makes it so easy, literally, 
to get away with murder. The conviction rate 
for murders in greater Sao Paulo is 2%, ac- 
cording to the University of Sao Paulo’s Cen- 
tre for Violence Studies. Policemen say that is 
because of their low pay and manpower. But 
Mario Covas, the governor of Sao Paulo state 
since 1995, has increased both police pay and 
numbers—and violent crime has soared. 

The roots of the policing problem lie in 


Everyday horror, and incompetent policing, on a Rio bus 
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poor organisation, and a culture of brutal in- 
difference dating from centuries of slavery. 
Each state has two police forces: the “mili- 
tary” police, a uniformed constabulary 
(though not part of the army), and the “civil 
police”, a detective force. Both are bureau- 
cratic and prone to corruption and violence. 
Many of the best officers are assigned to desk 
jobs, or to bloated riot squads, while violent 
shanty-towns are under-policed. 

There is rivalry, rather than co-opera- 
tion, between the two forces. Evidence and 
potential witnesses are often lost. Jose Vi- 
cente da Silva, a former police colonel and 
now a researcher at the Fernand Braudel In- 
stitute, a Sao Paulo think-tank, says that, 
when someone is arrested with an unli- 
censed gun, neither force makes much effort 
to find out where the weapon came from 
and which past crimes it might have been 
used in, nor to investigate the suspect’s pos- 
sible links with other crimes. 

Rio’s state governor, Anthony Garo- 
tinho, has begun to implement a plan to 
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make his military and civil police work to- 
gether. Eventually, they will share premises 
and resources. But even this limited measure 
is resisted by police chiefs. 

Merging the two forces would require 
constitutional change. Faced with a power- 
ful police lobby in Congress, Mr Cardoso has 
shrunk from that, or other radical reforms. 
And few state governors have come up with 
alternative ideas, nor do they have the 
means to challenge their powerful police 
chiefs, says Mr da Silva. 

When a suspectis charged, justice is slow 
and unreliable, prison escapes are common, 
and parole is available after serving as little 
as one-sixth of a sentence. Although the new 
plan tries to tackle the prison problem, the 
backlog of investment is huge. The proposed 
reforms of the penal code and criminal-jus- 
tice system will have to overcome the en- 
trenched attitudes of judges and lawyers, 
also well represented in Congress. 

The gun-control bill’s slow progress au- 
gurs ill for these further measures. Oppo- 
nents say that withdrawing gun licences 
from most civilians is pointless because 
criminals do not license their weapons, 
many of which are smuggled across Brazil's 
borders. Perhaps, but in Sao Paulo state last 
year 70,000 licensed weapons were reported 
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LA PAZ 


1 
| 
HILE other Andean republics have 
suffered upheaval or decline, Bolivia 
| has been a model of democratic stability 
for the past 15 years, with two coalitions 
| alternating in power. The next election is 
| notdue until 2002, but already the political 
| jockeying has begun. And with it has come 
| fears in some quarters that Bolivia could 
| suffer the kind of chicanery that sur- 
| rounded Peru’s recent election. 
l One question-mark hangs over the 
| Movement of the Revolutionary Left, 
| known by its Spanish acronym, mir. De- 
| spite its name, since 1989 mir has been al- 
| lied with the conservative party of Hugo 
| Banzer, Bolivia’s military dictator in the 
1970s and its elected president since 1997. 
Jaime Paz Zamora, mir’s leader, was presi- 
| dent from 1989 to 1993, and wants to suc- 
| ceed Mr Banzer in 2002. But he has a pro- 
| blem:in 1994, he and his deputy, Oscar Eid, 
| were accused of having taken campaign 
| money from drug traffickers. The United 
States withdrew their visas. 
| Mr Eid was found guilty by a special 
| anti-drugs court, and served four years in 
| jail. He has since campaigned to have his 
conviction overturned, arguing that he did 
not know the donors were traffickers. But 
on June 16th, the Supreme Court rejected 
| 
| 


Bolivia’s gender-bending politicians 


stolen, while only 41,000 guns were seized by 
police. In other words, the widespread pos- 
session of licensed guns does indeed put 
weapons into the hands of criminals. 
Embarrassed into action by the bus hi- 
jacking, senators pushed the gun-control bill 
through their justice committee last week. 
But it still faces uncertain votes in the full 
Senate and the lower house. Despite all their 
hand-wringing over Rio’s latest tragedy, Bra- 
zil’s politicians may still lack the will to push 
through the measures that are so plainly 
needed to curb violentcrime. 
tnt ir ene iit ll 


Haiti 


Counted out 


HEN Hiaiti held local and parliamen- 

tary elections on May aust, faith in its 
eggshell-thin democracy briefly revived. De- 
spite fears that people would be too scared 
or cynical to vote, between 50% and 60% of 
the registered voters turned out. And despite 
reports that opposition observers had been 
kept away from polling stations and that 
gunmen had stolen some ballot boxes, moni- 
tors from the Organisation of American 





States (Oas) pronounced the election fair: 

That seemed like a surprisingly happy 
outcome. The approach to the election had 
been unpropitious. Repeated. postpone- 
ments had left the poorest country in the 
Americas without a parliament for 16 
months. Political violence in the weeks be- 
fore the vote had killed at least 15 people, 
many of them opposition candidates. And, 
sure enough, with the election results, the 
shadows are returning. 

Last month, a preliminary reckoning by 
the provisional electoral council gave 15 of 
the 19 Senate seats being contested to Lavalas 
Family, the party of Jean-Bertrand Aristide, 
the predecessor and mentor of René Préval, 
the current president. Another seat went to 
an independent and two are still uncounted. 
But something fishy emerged, A candidate 
must get over 50% of all votes to win outright; 
if not, there has to be a second round. But the 
council counted only the votes cast for the 
leading four candidates for each seat. Had it 
included the votes for all the candidates, as 
the law requires, some of the “winners” 
would not have received over 50%. 

The oas called for a recount. The United 
States and the uN agreed. As the delay 
dragged on, Lavalas supporters began riot- 
ing. Two electoral councillors resigned and 





resign as Mir’s deputy leader. That may 
not hurt Mr Paz, however. Many Boliv- 
ians will feel that it is for them, not the 
United States, to choose who should be 
their president—-though others may re- 
call the problems caused to Colombia by 
American hostility to President Ernesto 
Samper, who was also accused of taking 
drug money for his campaign. 

Mr Paz’s chief rival at the nextelection 
will be Gonzalo Sanchez de Lozada, who 
as president from 1993 to 1997 pushed 
through liberal reform. He leads the oppo- 
sition to Mr Banzer’s government, but has 
recently been seeking agreements with the 
president, apparently to sideline Mr Paz. 

One of the matters Mr Sanchez de Lo- 
zada raised at a long meeting with Mr Ban- 
zer earlier this month was his fear of elec- 
toral fraud. Those worries have been 
fuelled by a scandal over last December’s 
municipal elections. A new law required at 
least 30% of each party’s candidates to be 
women. This seemed to have struck a blow 
for greater equality of the sexes. But re- 
cently it has emerged that at least 107 of the 
women candidates were not as they 
seemed: many were fictitious, and a dozen 
of them were in fact men. 

The president of the Electoral Court, 
Ivan Guzman de Rojas, ruled that all candi- 





his final appeal. As a result, Mr Eid had to 
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dates elected from these adulterated lists | 
would be disqualified. That angered the | 
politicians. Some hit back by accusing Mr i 
Guzman of nepotism: he gave a contract | 
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for a computer system to his son's com- 
pany, though he denies any wrongdoing. 
In an effort to settle matters, the Con- 
gress has asked the Organisation of Ameri- 
can States to audit the Electoral Court. But 
some Bolivians detect an ulterior motive in 
the row. Since the court became indepen- 
dent in 1991, the conduct of elections. has 
improved greatly. Now it is trying to clean 
up the electoral ‘roll: it recently found 
52,000 duplicated entries in a sample of 
1.2m registered. voters. Voter ‘registration 
tends'to rise sharply before elections, espe- 
cially in closely-fought districts. Mr Guz- 
man fears that fraud could be “wide- 
spread” unless the court acts firmly. 
E Sonat oe sats temas 
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last weekend the council's 
president, Léon Manus, fled 
to the United States, saying 
that he had received death 
threats after resisting pres- 
sure from Mr Préval to ap- 
prove the incorrect results. 
He claims that if the vote 
were correctly counted, La- 
valas would have only 
seven senators. 

The electoral council, or 
what remains of it, now says 
the decision is final. That 
gives a majority to Lavalas, 
which had only one of the 
eight Senate seats not being contested. It also 
won outright 26 of the 83 seats in the Cham- 
ber of Deputies. The council has postponed 
a second round for the lower house, origi- 
nally due on June 25th, saying it is not ready. 





Haiti’s ruler of thumb 


Meanwhile, as results for the 
nearly 7,500 local posts 
trickle in, most are going to 
Mr Aristide’s party. 

Mr Aristide himself will 
run for president again this 
November. Heis expected to 
win, not only because he is a 
charismatic living legend as 
Haiti’s first elected president 
after decades of dictator- 
ship, but also because the 
opposition is fragmented. 
Last month’s vote suggests 
that Lavalas enjoys huge 
support even without re- 
sorting to fraud. A second round in the Sen- 
ate could well give it a majority anyway. But 
it seems unwilling to contemplate anything 
short of total control. It also seems to have Mr 
Préval’s backing. Those are bad signs. 





The Caribbean 


A tidal wave of drugs 


PORT OF SPAIN 


ROUND the Caribbean, the headlines in 
the local press tell the gathering tale. 
Four Bahamians arrested off Florida with 
more than a tonne of cocaine. A Jamaican 
policeman stopped on a cruise ship, on duty 
with six kilos (13.2Ib) in his briefcase. In Am- 
sterdam’s Schiphol airport, a dozen kilos 
come tolight when a luggage trolley, quite by 
chance, splits the Suriname diplomatic bag. 
Trinidad makes its largest heroin catch to 
date, packed in 50condoms. 

Once again, as it was a decade ago, the 
Caribbean has become a favoured route of 
Colombian drug traffickers to get their pro- 
duct to markets in the United States and Eu- 
rope. Most of the cocaine heading for the Un- 
ited States still goes through Mexico. But 
controls have toughened there, and bribes 
risen. As a result, almost 200 tonnes of co- 
caine were shipped through the Caribbean 
islands to the United States last year, an in- 
crease of 75% over 1997, according to esti- 
mates by American officials. For cocaine go- 
ing to Europe, the Caribbean is the main 
route. And Colombia produced eight tonnes 
of heroin last year, whose value per unit of 
weight is ten times that of cocaine. 

The drug fighters are being over- 
whelmed. Cocaine seizures in the Carib- 
bean were down 25% last year, at 20 tonnes. 
Smuggling methods are varied, with drugs 
being carried in container cargoes, cruise 
ships, fishing boats, yachts and aircraft. Ship- 
ping lanes busy with freight and tourist traf- 
fic provide ample cover. Then there are the 
“mules”, individuals who carry small quan- 
tities. Several thousand of them are in Carib- 
bean jails; Suriname alone has 500, mostly 
with Dutch passports. Thousands more are 
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in more comfortable prisons, arrested at 
joumey’s end in Miami or London. 

The weakness of some governments 
does not help. Haiti (see previous story) is the 
extreme case: the civil service is in chaos, and 
the police anti-drugs unit has just 24 staff (in 
acountry of 7.8m people). The American au- 
thorities reckon that some 67 tonnes of co- 
caine passed through Haiti in 1999; there 
were no convictions. Colombians are well 
entrenched. 

Drugs also flow from Colombia to Ja- 
maica, or to Suriname and on to Europe, or 
north along the eastern Caribbean island 
¢hain to Puerto Rico. The more than 300 is- 
lands of the Bahamas, some large and almost 
empty, are just 80km {50 miles) from Florida 
at their closest point. Hubert Ingraham, the 
prime minister of the Bahamas, talks of a 
“resurrection” of the drug trade after a lull 
for much of the 1990s. 
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The economics are against the drug fight- 
ers. A tonne of cocaine sells for less than $1m 
in the Andes, and $5m-1om in the Caribbean. 
But it fetches $100m on the streets of New 
York—more than the annual government 
revenue of countries such as Dominica or St 
Kitts-Nevis. In several islands, sudden cash- 
flows show upin the building industry, or as 
“errors and omissions” in the official balance 
of payments figures. 

The islands are paying a high price, in 
terms of their way of life. Forget the smiling 
rasta selling home-grown spliffs on a Jamai- 
can beach. Nowadays, up to a hundred re- 
gional operators each handle a tonne or 
more of cocaine a year, working with Co- 
lombian and Venezuelan exporters. Often 
paid with a slice of the goods, they cash in 
through a street-corner sales network. 

Starting in most islands from the 
mid-1980s, the damage was immediate. 
Where houses were once left unlocked, ev- 
ery window is now meshed with burglar 
bars. Families are broken. Beggars with des- 
perate eyes haunt cars at traffic lights. Ja- 
maica’s crime wave is well-known. The 
once-tranquil Bahamas, with 300,000 peo- 
ple, suffered 64 murders in 1999. 

Everywhere, trust has broken down. 
With corruption in the air, almost every con- 
tract is suspected, as are many politicians. 
But even where intelligence is well-founded, 
few are charged. Preparing a case that will 
hold up in court is not easy. Prosecutors and 
police are not used to working together. Few 
countries allow evidence from telephone 
tapping, or recorded evidence from infor- 
mants. Judges, witnesses and customs offi- 
cers are routinely intimidated. 

Some steps are being taken. Trinidad has 
arespected police drug unit and, since 1997, a 
multi-agency outfit linking this with the tax 
authorities, customs and immigration ser- 
vice. A joint anti-drug force based in Barba- 
dos, known as the Regional Security System, 
attempts to support the smaller islands. Ja- 
maica is working with the United States 
coastguard to control sea-borne traffic. 

The United States’ Drug Enforcement 
Administration reported a shortage- 
induced temporary jump in co- 
caine street prices in April, after a 
26-country campaign called Opera- 
tion Conquistador, involving Cen- 
tral American countries as well as 
the Caribbean. In co-ordinated 
swoops, more than 2,300 suspected 


“DCUBRS . DOMINICAN traffickers were held. More such op- 

z HAITI REPGBLIC puerto erations can be expected. But their 
T a US s effectiveness depends in parton le- 
EX ST KITTS- gal and judicial reforms, and the po- 
NEVIS DOMINICAN litical will to enforce them. Also 


needed, say Caribbean politicians, 
is a far greater effort by the United 
States to block the flow of guns to 
the islands, and to cut its relentless 


A demand for drugs. 
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Zimbabwe's unfair election 


HARARE 


The ruling party is doing its best to steal Zimbabwe’s election this weekend. 


Will it lose anyhow? 


LL he does is stuff envelopes for Zimba- 
bwe's main opposition party, the 
Movement for Democratic Change (mpc). 
But since the mpc represents the first serious 
threat in 20 years to President Robert Mu- 
gabe’s party, ZANU-pF, Deligent Marowa’s 
humdrum job is hazardous. Last month, six 
thugs kidnapped him at gunpoint, hand- 
cuffed him, beat him, drove bicycle spokes 
up his urethra and left him for dead. Some- 
how, he made it to a hospital. The same pis- 
tol-toting thugs tried to abduct him from his 
sickbed, but fled when another patient 
raised the alarm. Mr Marowa can walk 
again, but he will never have children. 

The ordeal was intended to 
frighten Mr Marowa into abandon- 
ing the mpc. It had the opposite ef- 
fect. Brandishing his x-rays like a 
banner of protest, he declares: 
“We have to throw these crimi- 
nals out of power. And we will.” 


‘tir, 


a 


Ma 


In a free and fair election, 6 
the ruling party wouldstandno "jut 
chance. Mr Mugabe’s govern- «= 
ment is violent, corrupt, incom-  & 
petent and detested. But zaNuU Vv 


enjoys the advantages of incum- 
bency. The state-owned media ap- (9) 
plaud its unrealistic manifesto— [o) 
free land, free houses, jobs for all, % 
cheap food and petrol,and soonandso 
forth—while “uncovering” moc plots to 
bring back colonialism and forced labour. 
ZANU receives public finance; opposition 
parties do not. A fifth of the country’s par- 
liamentarians are appointed by the presi- 
dent. Constituencies are gerrymandered, the 
electoral roll is out of date, and a zanu hack 
isin charge of the count. 

Yet, despite this head start, the ruling 
party could still lose its majority (it currently 
controls 147 of the 150 seats). Mr Mugabe 
himself does not have to run for re-election 
until 2002, but a defeat for his party would 
weaken him considerably, and perhaps 
even prompt zanu to oust him. To avoid 
this, Mr Mugabe is trying to terrorise the vot- 
ers. He is an old hand at this. 

When zanu was a guerrilla movement, 
suspected “sell-outs” had their ears and lips 


THE ECONOMIST JUNE 24TH 2000 


gs 


cutoff. At independence in 1980, Mr Mugabe 
would have won a free election, but cheated 
anyway. His more violent followers pre- 
vented rivals from campaigning in almost a 
third of the country, and murdered several 
of them. In the mid-1980s, Mr Mugabe’s sol- 
diers killed thousands of dissidents in Mata- 
beleland, and tortured many more, 

This year’s campaign of intimidation has 
been less murderous, but more systematic. 
inja Gu 
oC" Ful, 
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Bands of ruffians, some of them veterans of 
the liberation war, others merely pretending 
to be, have invaded over 1,000 farms. The in- 
vaders say they are reclaiming land stolen 
from their ancestors by white colonialists, 
but they make little effort to cultivate it. In- 
stead, they beat up farm workers, burn their 
shacks and force them to attend zanu ral- 
lies—where they are whipped if they chant 
the slogans with insufficient ardour. 

All this is organised and paid for by the 
security services, reportedly commanded by 
the man behind the Matabeleland atrocities, 
a cousin of Mr Mugabe’s. Various cruelties 
have been inflicted on teachers, nurses and 
others who, because they can read and write, 












































are assumed to be opposition supporters: At 
least 30 people have been killed, and many 
women gang-raped. Worse will follow, or so: 
goes the warning, if zanu loses the election. 
Many ordinary Zimbabweans, however, 
refuse to be cowed. Despite the perils, the 
moc has put up candidates in every consti 
uency. Several of them, having been’ a 
saulted or threatened with death, are in hid- 
ing. But still they campaign. In areas where it 
is too dangerous to stick up mpc posters b 
‘day, they do it stealthily by night, or drop. 
leaflets from light aircraft. Although the state. 
media refuse to air their message, the inde- 
pendent press continues to maul Mr Mu- 
gabe, and non-governmental organisation 
spread the word thatthe ballot will be secre! 
Many farm workers, despite their welts 
and bruises, remain quietly defiant. On a 
road: between tobacco fields in rural Ma- ` 
cheke, the scene of several farm invasions, a. 
freshly-beaten worker muttered: “The so- 
called veterans can’t just carry us where they. 
want, as if we were bags.” Another said: fit- 
is time todie, wecan die.” 

The atmosphere at zanu rallies ig = 
joyless: Despite generous handouts of. - 
< g -beerand t-shirts to those who show | 
cs 4 up, few do: Rows of shiny porta- 

O,- loosstay fresh and unused. Sparse 
4 - crowds clap listlessly. By coni 
Avast, Mpc rallies throb with en- 
thusiasm. Throngs of people 
wave red cards to signal, in'a 
footballing analogy, that itis: 
time Mr Mugabe was sent off. 
Speakers at zanu rallies, es- 
pecially Mr Mugabe himself; - 
‘blather on about the party’s he- . 
roic deeds during the liberation => 
struggle, but gloss over the two dé- 
¿cades in which zanu has been in 
charge of the country. Some bigwigs are 
so out of touch that they are genuinely 
baffled by their unpopularity. Vice-Presi- 
dent Simon Muzenda has told disgruntled ` 
party members that they should vote forthe 
candidates zanu ‘chooses, even if zanu ~) 
were tochoose.a baboon. i 
Who will win? It is impossible to predict 
Pessimists fear that pluck. and popularity 
will not be enough to defeat a cunning old 
despot who is determined to use all the ma- 
chinery of the state to preserve his power. 
Optimists counter that Mr Mugabe cheated 
during a referendum in February, and still. 
lost. This showed Zimbabweans that change — 
was possible, giving heart to the opposition. 
But it also jolted zanu out of its compla- 
cency. The party is cheating much more en 
ergetically now than before the referendum, | 
A recent opinion poll suggested that the _ 
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MDC would win 70 seats. This would give ita 
majority of the seats contested but not, be- 
cause of the 30 mrs Mr Mugabe can appoint, 
a majority in parliament. Conducted in an 
atmosphere of intimidation, the poll proba- 
bly under-estimated opposition support. 

In the end, the election result will de- 
pend on the answers to two questions. First, 
will the presence of the international observ- 
ers, invited by Mr Mugabe to maintain the il- 
lusion of fairness, prevent excessive ballot- 
stuffing? They will be fairly sparse on the 
ground; a large number of other would-be 
monitors have been banned. Second, has Mr 
Mugabe's thuggery so frightened people that 
they will be afraid to vote his party out of of- 
fice? Or has it so enraged them that they will 
risk its retribution? 

a . — | 





Lebanon 


Blue border 


BEIRUT 


HEN is a border less than a border? 

When it is blue. So, at least, runs the 
contention of the United Nations officials 
trying to confirm the Israeli army’s retreat 
from south Lebanon. When Israel first in- 
vaded Lebanon in 1978, the Security Council 
called on it to pull back to Lebanon’s “inter- 
nationally recognised boundaries”. But by 
the time Israel eventually got round to doing 
so last month, no one could agree any more 
on where the boundary lay. 

So the un, trying to fudge the issue, in- 
vented a new, blue “withdrawal line” where 
it thought the border should run. In theory, 
this semantic sleight-of-hand allows it tocer- 
tify Israel's compliance with the resolution 
without getting involved in the difficulties of 
defining the frontier. But the Lebanese gov- 
emment, which already has to cope with 
green, red, black and purple lines left behind 
by the country’s civil war, is reluctant to add 
another shade to the spectrum. 

It argues that the new boundary leaves 
several chunks of Lebanese territory inside 
Israel. Although un officials repeat the 
phrase “without prejudice” until their faces 
are as blue as their line, Lebanon is fearful 
thatit has next-to-no chance of securing a fu- 
ture readjustment. So it insists that it will not 
allow un peacekeepers to patrol the border 
until the dispute is resolved. 

Kofi Annan, the un’s secretary-general, 
says it will take a few more days to make sure 
the Israelis are honouring the un’s line, but 
once that is in no doubt the peacekeepers 
must be deployed. After some hesitation, the 
Security Council has sided with him, putting 
its seal of approval on the pull-out. 

In general, Lebanon has won little sym- 
pathy for its case. Its ally, Syria, at first 
pressed it to make things difficult for the Is- 
raelis in the hope of luring them to joint 
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HEY signed, and the fighting has 

stopped—at least for the moment. 
After two years of war and perhaps 
100,000 dead soldiers, the foreign minis- 
ters of Eritrea and Ethiopia, under the eye 
of Algeria’s president, signed an interim 
peace plan on June 18th. This provides for 
the international demarcation of their 
1,000km (600-mile) border. In the mean- 
time, a UN force will monitor the border, 
patrolling a 25km-wide buffer zone in Eri- 
trea captured by Ethiopia. The Ethiopians 
say they will leave this zone only when the 
UN force arrives, which could take three 
months or more. 

Once the un troops are in place, it 
may be years before the boundary is 
agreed on. Both sides say they accept the 
colonial boundary, but which one? Many 
lines have been drawn on the map be- 
tween 1890, when Eritrea was declared an 
Italian colony, and 1993, when it split from 
Ethiopia to become an independentstate. 

The more immediate concern for the 
outside world is the hunger threatening 
the region's people, including the 85,000 or 
so Eritreans who have been displaced by 
the war. Although the earlier fear of a dev- 
astating famine appears to be receding, 
large numbers will not survive the year 











Say cheese, Algeria tells Ethiopia and Eritrea 


Eritrea and Ethiopia at doubtful peace | 


unless they get outside assistance. | 

The aftermath of the war will be par- | 
ticularly painful for Eritrea, which has | 
now taken on all its neighbours, achieving 
nothing. Never far off the breadline atthe | 
best of times, Eritrea will need substantial 
food aid. Its fertile area in the south-west 
has been ravaged by war, and some of it is 
still under Ethiopian occupation. The 
planting season begins soon and farmers 
are unlikely to be able to return home in 
time. Making matters worse, international 
donors, sickened by a pointless war, are 
notin a generous mood. 

Norisitclear how Eritrea will manage 
in the longer term. It depends on taxes and 
remittances from Eritreans living abroad 
but, after the disillusion of defeat, these 
may begin to dry up. Assab, which was 
once landlocked Ethiopia’s main port— 
and provided a fifth of Eritrea’s revenue— 
has been at a standstill since the war be- 
gan. Ethiopia now uses Djibouti, a port 
farther down the Red Sea coast. 

Whatever happens, Eritrea is unlikely | 
tobe able to resume its role asentrepotbe- | 
tween Ethiopia and the world. It has few | 
resources of its own beyond the intelli- | 
gence and energy of its people. Its earlier 
attempts to become a manufacturing and 
service hub for the region 
foundered on the rigidity of 
its bureaucracy. 

Will a leader defeated in 
battle hold on to his job? Pres- 
ident Issaias Afwerki won the 
Eritreans’ loyalty during the | 
long struggle for indepen- | 
dence. Moreover, no opposi- | 
tion is allowed and dissent is | 
barely heard. Much will de- | 
pend on whether Ethiopia | 
can be magnanimous in vic- 
tory. It may, but the trium- 
phalist mood in Addis Ababa 
gives small sign that it will. | 





peace talks. But the death of Hafez Assad, 
Syria’s president for 30 years, has left Leba- 
non with a distracted backer at best. Further- 
more, the area in question is laughably small: 
all of the alleged incursions, bar one, cover 
no more than a few hundred square metres. 
The exception, known as the Shibaa 
farms, has, in the words of a local shepherd, 
grass to graze 10,000 goats. But it falls within 
the slice of Syria occupied by Israel. The uN 
argues, not unreasonably, that any adjust- 
ments to the Syrian-Lebanese border can 
wait until the land reverts to Syrian hands. 
In the end, with the weight of world 
opinion against it, the Lebanese government 
will probably bow to the inevitable and ac- 


cept the un’s writ. In the meantime, the bor- 
der remains a potential flashpoint.The gov- 
ernment has petulantly refused to send its 
soldiers south to take control. The Hizbullah 
guerrillas, who led the battle to eject the Is- 
raelis, remain on the prowl, and have threat- 
ened to resume fighting unless Israel accepts 
Lebanon's interpretation of the frontier. 
Without UN troops manning road- 
blocks, a disgruntled, or hired, Lebanese or 
Palestinian (see next story) would not find it 
hard to shoot a rocket or two over the border 
into Israel. Such an incident, in turn, could 
provoke a return to the conflict from which 
Lebanon and Israel have only just emerged. 
— 
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THE 

GREATEST RISK 
IS NOT 

TAKING ONE. 


They do not write the stories of those who played it safe. Yet that is 
what most of us do. It is inherent in our nature to avoid risk. From the 
earliest age there is something that tells us to sidestep danger. Perhaps 
because of that, there is also something in us that admires the risk taker, 
the adventurer, the person with the courage to step up to the edge of the 
precipice and believe that he can make it to the other side. 

But it doesn't mean leaping blindly. You can go after your dream with 
fiery determination, armed with the confidence of knowing you have 
chosen a business partner wisely. You see, few have the resources we do. 
The imagination. The sheer ability and flexibility to custom-tailor 
solutions, no matter what the risk, no matter where the risk. Even if it’s 
some crazy idea. Like walking on the moon, for instance. 
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Palestinians in Lebanon 
Still waiting, still 
hoping 


CHATILA CAMP, BEIRUT 


ILL Bashar Assad be on better terms 

with Yasser Arafat than his father 
was? Hafez Assad battled with the Palestin- 
ian leader for stewardship of the Palestinian 
cause and in Lebanon, at least, there was no 
clear winner. So the Palestinian refugees in 
Lebanon, prime sufferers from 
this ancient rivalry, watched 
keenly to see how Mr Arafat 
was received at Assad’s fu- 
neral. The president-in-waiting 
greeted him, but perfunctorily. 
The son, or so Palestinian 
Assadologists fear, will be true 
to his father’s legacy. 

Palestinians living in Leba- 
non were cheered by Israel's re- 
cent flight from the country. 
But they are also fearful. They 
hear Lebanese politicians 
suggesting that they are a “ticking time- 
bomb” about to explode in cross-border 
raids into Israel. This is fanciful. Although 
some young Palestinian, inspired by the suc- 
cess of Lebanon’s Hizbullah guerrillas, could 
well be tempted to take a pot-shot across the 
border, it is the consensus of every Palestin- 
ian faction in Lebanon that a renewal of the 
“armed struggle” against Israel would be 
disastrous, an invitation to the Lebanese to 
attack the camps. Radical Palestinian groups 
are said to have been told by their Syrian 
paymasters to hold off from any attack that 
would risk plunging the region into war. 

The Palestinians believe that Lebanon's 
portrayal of their camps as “hotbeds of sedi- 
tion” is part of a manoeuvre to impose a sol- 
ution on them. The wildest rumours speak of 
Palestinians in Lebanon being dumped in, 
say, Libya or Iraq. More sober predictions 
speak of an American proposal under 
which some of the refugees would be offered 
citizenship in third countries, probably in- 
cluding Canada. Others would go to a Pal- 
estinian state in the West Bank and Gaza, 
and 50,000-100,000 would be reunited with 
their families in Israel’s Galilee region over a 
ten-year period. 

Officially, the Palestinians still stand by 
the UN resolutions that insist on the right of 
return of all the 1948-49 refugees and their 
families to the land that is now Israel. But 
many of them now quietly admit that, in 
Lebanon, the ground is fertile for a compro- 
mise. Barred under Lebanese law from most 
professions, and denied all Lebanese social 
services, the refugees are starkly poor. 

They are also disliked: many Lebanese 
hold them responsible both for Lebanon's 
17-year civil war and for Israel's 22-year occu- 
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pation. Beside Beirut’s Chatila refugee camp 
is a mass grave for the thousands of Palestin- 
ians killed in the massacre there by Christian 
Lebanese forces during Israel's 1982 invasion. 
The grave, routinely used as a sewage tip, is 
overrun with rats. “We will clean it up in 
time for the anniversary in September,” says 
a local from the camp, “as we do every year.” 

The refugees have long been subject toa 
semi-official policy of encouraged emigra- 
tion. Although uNRwa, the UN agency 
responsible for their welfare, places the 
number of registered Palestinian refugees in 
Lebanon at 375,000, probably no more than 
200,000 still live in the country. 
Quite simply, all those Palestin- 
ians with the means to do so 
have already left. 

In such a friendless world, 
the American scheme, or some- 
thing like it, may be “the least of 
the evils available to us”, ad- 
mits one Palestinian leader. But 
the refugees, who have had lit- 
tle control over their lives for 
the past 50 years, desperately 
want to have some choice 
about what happens to them in 
the future. Which is one of the reasons why 
they are hoping that the damaging rivalry 
between Mr Arafat and the Assad family 
should come to an end. 
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Iran 
Inquisition 


OR the past half-century, Iranian stu- 

dents have been in the forefront of radical 
movements. In the past, they ranged them- 
selves against western imperialism and its 
local allies. Now, once again, they are push- 
ing for change, and being punished for it. But 
this time their enemy lies within. 

Without much publicity, but across the 
country, students are being arrested for de- 
monstrating publicly for more freedom. The 
latest crackdown began late last month after 
students held rallies to commemorate Presi- 
dent Muhammad Khatami’s electoral vic- 
tory three years ago. Their crime was slogan- 
shouting, a harmless kind of protest but one 
that risks immediate retribution in Iran. 

Scores of people were arrested on June 
6th and 7thin thenorth-eastern city of Mash- 
had for taking part in a pro-democracy rally 
after Mr Khatami had given a speech there. 
Their shouted slogans were aimed at the 
conservative clerical establishment: “Free- 
dom of thought cannot be realised by the 
people who grow long beards,” they boldly 
cried. Among the arrested were two mem- 
bers of an Islamic student association. 

The United Students’ Front, an umbrella 
group of reformist student groups, said that 
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one of their members had been questioned 
by a revolutionary court in a way that 
amounted to “an inquisition into the faith 
and beliefs” of the students. Many members 
of Iran’s largest student group, the Office to 
Foster Unity, have also been summoned to 
revolutionary courts. Ali Afshari, one of the 
group’s leaders, was arrested in April after at- 
tending a conference in Germany. He was 
charged with endangering national security 
and prevented from seeing his lawyer dur- 
ing the first 40 days of his interrogation. 

Next month will be the anniversary of 
last summer's pro-democracy student prot- 
ests which led to days of street violence in 
Tehran, and the imprisonment of student 
ringleaders. Although student leaders seem 
to be heeding the advice of their pro-reform 
elders to try to avoid provocation, they say 
that they are planning to organise campus 
rallies to mark the anniversary. 

Students are also searching for other out- 
lets. Among the more sophisticated are on- 
line news-sheets from the Iranian Students’ 
News Agency (isn). In a building near Teh- 
ran University, young men and women hud- 
dle over a handful of computers, pumping 
out breaking news from campuses across 
Iran for the isna website. The agency has 
some 30 offices dotted about Iran, from 
which stringers call the Tehran headquar- 
ters. “News about universities is often biased 
and distorted, so we decided we must create 
ourown agency,” says the 24-year-old politi- 
cal editor, Amir Muhammad Eslami. 

Their mission may be freedom of expres- 
sion, butit hasits limits. rswa is financed bya 
state body called the Supreme Council for 
the Cultural Revolution. Although council 
members include reformists—Mr Khatami 
sits on the board—isna is still subject to the 
whims of state censorship. Mr Eslami says 
that they are taking great precautions in or- 
der to avoid being shut down, as the reform- 
ist newspapers all were this spring. “We try 
not to offend anyone,” he says. “Reforms 
should happen ata gradual pace.” 
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Protest is a little safer when alent 
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Workforce Analytics — 
Leveraging the Knowledge Worker 


By Kathy Bryant, Director HRMS 


Product Strategy, PeopleSoft Asia-Pacific 


emerging emphasis on knowledge workers as today’s key competitive 
vantage has placed unprecedented importance 1 organisation's ability 


o make better strategic worktor ecisions. Never before has it been so 


ritical to align the workforce with organisational 


isk of being lost? What compensation structure: 


ie most qualified people? Answering these and other workforce questions 


© the heart of an organisation's ability to continue to grow and prosper 
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“A tremendous book that 
dares to celebrate the 
potential of our new 
world.” -Newsweek International 


Hiong 
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OF 


“Convincing, 
even-handed, 
often witty.” 


—Henry Kissinger 


“Globalization is a savage process, but 
it is Glso a beneficial one, in which the 
winners far outnumber the losers.” 


o say Economist correspondents John 

Micklethwait and Adrian Wooldridge in their 
latest book, A Future Perfect, the first comprehen- 
sive examination of globalization and how it will 
continue to change our lives. It answers questions 
such as 


+ Why did the first era of globalization 
collapse, and can it happen again? 


Are we creating “winner-take-all” 
societies? 


Will globalization seal the triumph 

of junk culture? 
Gathering evidence from the shantytowns of Brazil 
to the boardroom of General Electric, Micklethwait 
and Wooldridge offer a guided tour of the global 
economy and a fascinating assessment of its 
potential impact 


CROWN 
BUSINESS 


For more information, visit www.afutureperfect.com 











EUROPE 


MOSCOW 


Russia's imperial yearning 





At this week’s summit of the Commonwealth of Independent States, 
embracing the rump of the Soviet Union minus the Baltic countries, Vladimir 
Putin sought a bigger role for Russia. In a second article we look at prospects 
for a lasting peace between Armenia and Azerbaijan 


TIOR an embattled new president, talking 

toughly to someone weaker seems to be 
just the ticket. At home, Mr Putin may still 
feel overshadowed by the tycoons, regional 
barons and Kremlin fixers from the previous 
presidential regime, all of whom helped him 
into office. When dealing with pipsqueaks 
like Moldova, it is another story. During a re- 
cent visit to that impoverished republic in 
the south-western corner of the former So- 
viet Union, he could boss his hosts around as 
if he were the leader of a superpower. 

Does that mean that Mr Putin can hope 
to recover the power Russia had over the rest 
of the Soviet Union before communism col- 
lapsed a decade ago? Not really. Even so, 
across Russia’s old domain, the balance of 
power may be shifting. Under Mr Putin, Rus- 
sia could continue to lose influence in some 
parts of the empire, but claw back a bit in 
others. And in some places, such as the Cau- 
casus, there is still much to play for. Russia’s 
power there is waning, but the Kremlin still 
wields much influence—and an enduring 
capacity for stirring the pot. 

Seen from the Kremlin, the Balts have 
gone, probably for good, as they eagerly 
head towards membership of the European 
Union and perhaps, one day, even Nato. All 
the same, Mr Putin seems loth to make a full 
and friendly accommodation with them. 
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This month his foreign minister said he 
would reopen the question of Estonia’s and 
Latvia’s ethnic-Russian population, and de- 
plored the “discrimination” against them 
over citizenship and language (see page 70). 

Lithuanians have engaged in a row too, 
of their own choosing, by putting forward a 
bill in parliament to require their govern- 
ment to negotiate compensation from Rus- 
sia for five decades of Soviet misrule. The te- 
merity of this request has made the Kremlin 
incandescent. All the same, though Russia 
may huff and puff, Mr Putin must know 
there is little he can now do to reverse the 
Balts’ enthusiastic flight towards the West. 

Even puny Moldova, despite a sliver of 
its territory populated by ethnic Russians 
and occupied by Russian troops, is loth to 
clasp Mr Putin’s hand of friendship too 
tightly. Russia had agreed to withdraw its 
troops by 2003, but has been dragging its feet. 
Any deal to end the conflict there (in essence, 
between natives and ethnic Russians) must, 
said Mr Putin, with an eye to Moldova’s re- 
calcitrant Slavs, “firmly ensure the rights of 
all those who consider that Russia can be a 
guarantor.” But even Moldova may manage 
to resist Russia’s blandishments. 

Ukraine and Belarus, especially Ukraine, 
are of much greater concern to Russians with 
imperial nostalgia. Ukraine is fiercely striv- 





















ing to stay out of Russia’s orbit, despi 
pendence on Russian energy; to Russi. 
ration, it took part in a NATO naval exe 
this week in the Black Sea. Russia’s re 
with Belarus, under its populist pre 
Alexander Lukashenka, is part of Mr. 
plans for rebuilding Russian” 
though Belarus's economic woe: 
real merger, suchas a recent accord 
currency, look implausible. AG 

But it is in ex-Soviet Central Asi 
Russia has recovered most ground. Kaz 
stan, under the dictatorial Nursultan Naza 
baev, who at first tried to tilt towards the. 
West, has decided to keep Russia sweeter. At 
this week’s cis summit in Moscow, he 
brought along a clutch of. initiatives: 
strengthen the role of the Russian language, 
which, he said, had “given the Kazakhs ac- 
cess to the heights of science and culture and. 
to world literature.’ Tajikistan, on the AF 
ghan border, torn apart by a civil war with. 
Muslim fundamentalists, still relies. on Rus- 
sian troops to keep its regime afloat. More re- 
cently, Kirgizstan, on the border with China, 
had to get Russian help after Islamic. mili 
tants invaded its southern part. : 

The most striking shift has been in. Uz~ 
bekistan, which put out friendly feelers to. 
the United States, even offering military 
links. But after the Americans decided that 
Uzbekistan was fot quite worth the trouble, 
its leader, Islam Karimov, another despot, re- 
cently decided to strengthen old military: 
ties, in the shape of a joint air-defence sys- 
tem, with the Russian devil he knew. 

Indeed, the Wests main attempt to 
counter Russian influence via a loose group- 
ing of Georgia, Ukraine, Uzbekistan, Azer- 
baijan and Moldova, known as GUUAM, 
looks rather weak. Azerbaijan and Georgia, . 
which is dependent.on Russian gas and:ner- 
vous about Islamic war spreading from ` 
Chechnya, are still keenest to defy Russia. A 
former foreign-policy adviser to Azerbai- 
jan’s president suggested this month that his 
country should simply merge with its ethnic 
cousin, Turkey. 

cis summits are usually long on words 
and short on deeds. But this week, at Russia’s 
behest, the leaders agreed to set up a joint 
“anti-terrorism centre” in Moscow, headed 
by a Russian from the rss, the internal-secu- 
rity successor of the KGB. It also set yet an- 
other deadline for a free-trade zone within 
the cis, this time for the end of this year. 

All this is along way from a revival of the 
power that the Kremlin used to wield. Butit 
is clear that Russian influence is still hefty— 
and could increase, especially if Mr Putin. _ 
means what he says. 
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The Caucasus 





Is a settlement possible? 


BAKU AND YEREVAN 


Cautious hopes are rising for a settlement of a bitter dispute between Armenia 
and Azerbaijan that has helped to keep the entire Caucasus region on edge 


F THERE is one ex-Soviet zone where 

peace looks both feasible and of great 
benefit to almost all interested parties, in- 
cluding the United States and Russia, it is the 
thorny old dispute over Nagorno-Karabakh, 
a hunk of mountain that is legally Azerbai- 
jan’s but controlled by Armenia. As long as 
renewed fighting is only a machinegun burst 
away, and relations between Armenians 
and Azeris are virtually frozen, there is scant 
chance of the Caucasus realising its econ- 
omic potential as a source and conduit for 
energy. Now, however, things may change. 

A ceasefire in 1994 left Armenia in con- 
trol both of Karabakh itself and of swathes of 
adjacent territory. But the dispute saps the 
strength of both countries. Borders are still 
closed, mines remain uncleared, railways do 
not run and more than 500,000 Azeri refu- 
gees are still livingin camps. 

Now, after Heidar Aliev and Robert Ko- 
charian, the presidents of Azerbaijan and 
Armenia, resumed talks in Moscow on June 
2st, hopes of a breakthrough are flickering 
more brightly. In both countries, there are 
domestic reasons why now might be the 
time to strike a bargain. But the emotionally 
charged conflict has often been a grave- 
yard—literally as well as metaphorically— 
for politicians on both sides. Though 
grounds for hope do exist, it is not yet clear 
whether they are strong enough to offset the 
forces of fear and chauvinism. 

On the Armenian side, Mr Kocharian’s 
freedom of manoeuvre has been boosted by 
his own remarkable escape from several 
sorts of danger. About half the country’s po- 
litical leaders were assassinated in a shoot- 
out in parliament last October. Albeit un- 
fairly, it was Mr Kocharian who took much 
of the blame for allowing the shootout to 
happen, and he came under strong pressure 
to resign. But he has outmanoeuvred the leg- 
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islators trying to impeach him, appointed a 
new prime minister and artfully divided the 
war veterans’ union. His background as a 
former wartime leader of the Karabakh Ar- 
menians should enhance his ability to de- 
liver an agreement on his homelands status. 

His mind will be concentrated further in 
Washington next week. President Bill Clin- 
ton may offer to bankroll a settlement to the 
tune, it is whispered, of $2 billion—dwarfing 
the annual budgets of both warring coun- 
tries. While discouraging euphoria, Mr Ko- 
charian says, “I would like to solve this pro- 
blem before my term ends [in 2003}.” 

What about Azerbaijan, an oil-rich re- 
public that is failing to reach its full econ- 
omic potential, partly because of the red 
tape and corruption that have driven some 
foreign companies—and even airlines—to 
pull out? Mr Aliev, a former member of the 
Soviet Politburo, seems ready to make con- 
cessions. He is grooming his son Ilham to 
take over and would like to bequeath him at 
least a framework deal. But Ilham would not 
have anything like his father’s personal au- 
thority, so there is an argument for cutting a 
deal now, not later. 

If peace looks hard to sell in either coun- 





Aliev and Kocharian not yet smiling 








Caspian | 








try, thatis partly due to theclimate of intoler- 
ance the leaders previously helped to create. 
On both sides of the line, the Karabakh war, 
which raged on and off for six years and took 
tens of thousands of lives, has been mythol- 
ogised in song, marble and film. Undis- 
tracted by contact with one another, bar in- 
formal trading links, the Armenians cast 
themselves as heroic freedom fighters; the 
Azeris see themselves as persecuted victims. 

That strengthens the hand of vested in- 
terests such as the Armenian armed forces 
and the Azeri-nationalist opposition, which 
will probably denounce any peace deal as a 
sell-out. Mr Aliev, who faces an election in 
November, will have to tread carefully. 

The room for compromise is limited. 
One sort of grand bargain has been much 
discussed in Baku and Washington, but 
firmly rejected by Mr Kocharian: an ex- 
change of territory that would leave the Ar- 
menians in control of Lachin, the town 
whose surrounding land links Karabakh 
with Armenia proper, while ceding Arme- 
nia’s southern Meghri district to Azerbaijan. 
The loss of Armenia’s border with Iran 
would not be welcome either to Mr Kochar- 
ian, which has described the route south- 
wards as a “road of life”, or to Russia, which 
has a close strategic relationship with Arme- 
nia and has been wooing Iran. 

Everybody agrees that Moscow’s role in 
the Caucasus is crucial, but nobody has yet 
worked out what sort of policy will be pur- 
sued by President Viadimir Putin, or how he 
will adjudicate in the battles between Rus- 
sia’s oil barons, soldiers and diplomats. On 
the face of it, there are good reasons why Rus- 
sia, instead of simply fighting the Armenian 
corner,should forge a policy based on co-op- 
eration with Georgia and Azerbaijan too. If 
Russia would settle for a share, but not a 
stranglehold, of the region’s energy con- 
tracts, it would win friends with “tankers 
rather than tanks”, as Araz Azimov, Azerbai- 
jan’s deputy foreign minister, puts it. 

But there are sceptical voices both inside 
and outside Russia who reckon the Kremlin 
may still see more pain than gain in a Kara- 
bakh peace. After all, the conflict helps to 
justify the large Russian garrison in Armenia. 
P 
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The European Union 


One row settled, another festers 


SANTA MARIA DA FEIRA 


The European Union’s countries have agreed to shelve an EU-wide tax on 
private savings, but have failed to decide how to handle Austria 


NE big argument can be a useful, even a 
"welcome, feature of a European Union 
“summit. It gives dramatic form to the pro- 
ceedings. But with two or more big. argu- 
ments, things get much trickier to manage. 
The frictions feed on one another; the points 
of disagreement multiply. 

It was a two-argument affair when the 
Ev’s leaders met this week at Santa Maria da 
Feira, a town near Oporto in northern Portu- 
gal. One row was about tax, the other about 
Austria. Tempers frayed. So it was something 
ofa relief, not to say a surprise, that quitea lot 
of business was done all the same. The first of 
the rows was contained, if not resolved. The 
summiteers agreed on the steps they might 
take to settle a tax question that has divided 
them since 1997. 

Their decision was, in principle, that 
their national tax authorities could tell one 
another about interest paid by banks tonon- 
resident savers, thereby attacking acommon 
means of tax evasion. Savers would no lon- 
ger be able to dodge tax in their home coun- 
try by parking their savings, undeclared, in 
the country next door. This agreement 
marked a political victory for Britain, and a 
retreat by Luxembourg and other countries 
that have championed banking secrecy. Brit- 
ain now seems to have persuaded its part- 
ners to drop an alternative proposal, for the 
compulsory taxation at source of interest 
payments to non-residents, which it had 
feared would drive investors away from in- 
ternational bond markets in London. 

Beyond that, however, there was less to 
the tax deal than met the eye. The proposals 
will not pass into law until 2002 at the earli- 
est. They will doso only with the unanimous 
support of all eu governments. They will not 
take full effect for a further seven years. Aus- 
tria is only half-committed to them. And, 
most shakily of all, the ev’s governments 
have reserved the right to drop them unless 
other big financial centres, such as Switzer- 
land, can be persuaded to follow suit. 

And even this fragile compromise was 
almost blocked by the summit’s second row, 
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a 7 —_ 
Awards: In Queen Elizabeth's birthday | 
honours last weekend, Edwina Moreton, | 
our diplomatic editor, was made an Officer | 
to the Order of the British Empire, for ser- | 
vices to international journalism. Jonathan | 
Carr, who retired as our correspondent in 

Germany last year, became a Commander | 
of the Order of the British Empire, for ser- | 
vices to British-German relations. | 
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on which no progress was made. There was 
nochange to the political sanctions which 14 
governments of the Union have been im- 
posing against the 15th, Austria, since Febru- 
ary. The sanctions, which freeze high-level 
political contacts, began in protest against 
the entry of the far-right Freedom Party into 
Austria’s coalition government. 

Each of the 14 claims to be snubbing Aus- 
tria bilaterally, while doing business as usual 
within £u institutions. But this polite fiction 
has fooled no one, and the wonder is that 
Austria, humiliated at every turn, has put up 
with it for so long, At Feira it showed its dis- 
pleasure by withholding agreement to the 
tax package until the very end. Even then, it 
said only that it would not block the agree- 
ment. It could not promise changes to its 
own banking secrecy laws “at this stage”. In 
return, it appeared to expect some conces- 
sions from the 14 very soon. Failing which, it 
is talking of holding an autumn referendum 
on relations with the Union that could well 
put the twosides on a collision course. 

The other main business at Feira con- 
sisted of nodding through pre-cooked pro- 
posals for oe the “common security 
and defence policy’ of the Union, an ambi- 
tion that is fast acquiring political form and 
substance, even if it is a long way from any 
operational clout. The summiteers said they 
wanted to set up four “ad hoc working 
groups” in which the ru and Nato would 
discuss practical and political matters. They 
also announced plans for a new body bring- 
ing together all eu countries, all countries ne- 
gotiating to join the eu, and all other Euro- 
pean countries within Nato, to discuss 
security issues at least four times a year. They 
said Russia, Ukraine and Canada might also 
be “invited to take part in eu-led opera- 
tions”. And they pledged to have at least 
5,000 police from across the Union available 
for joint “crisis-management” missions by 
2003, in addition to a force of §0,000-60,000 
soldiers, deployable for up toa year, already 
promised for then. 

There was some discussion, too, of the 
changes to institutions and procedures that 
may be needed to prepare the gu for admit- 
ting a dozen or so new countries in the de- 
cade ahead. The summiteers agreed that a 
concept known as “flexibility” should go on 
to the formal agenda of the constitutional 
conference that the Union launched in Feb- 
ruary, and which is meant to end in Decem- 
ber. Flexibility is zu-speak for authorising 
new institutions and programmes in which 
some but not all zu countries take part. 






















The main question is whether to make 
flexibility much easier by removing the right 
of non-participant countries to veto such 
projects. Most governments seem to think 
so. A few, including Britain, are less sure,” 
fearing the emergence of a new “leading: | 
group” that they could notjoin. 

For all the talk at Feira, there was, how- 
ever, one area of near-silence:on a timetable = 
for admitting the Eu’s next new members. 
Nobody wanted to talk about dates for ad- 
mittirig any of the dozen countries now well: 
advanced in their negotiations. There was 
not even talk about when such dates might 
be set. A pity. In the face of that timid consen- 
sus, some argument would have been a 
healthy sign. 





France 


The lure of Lille 


PARIS 





N THE principle that timing is every- 
A thing, Martine Aubry must surely soon 
resign as France’s minister of employment 
and “solidarity”. The country’s unemploy- 
ment rate has dipped below 10% for the first 
time since 1991; the shorter working week, of 
just 35 hours, has passed into law and, for big 
firms, into practice; and the social-security 
funds look in better shape, thanks to econ- 
omic growth and the potential proceeds 
from selling off telephone licences. 

In short, Mrs Aubry, one of the more left- 
inclined members of Lionel Jospin’s Social- 
ist-led coalition, had better go while the go- 
ing is good. She can then campaign to be 
mayor of Lille in next year's local elections 
and later consolidate her political base or re- 
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turn to government—perhaps even as prime 
minister—after the parliamentary and presi- 
dential elections in 2002. 

How annoying, then, that France’s 
bosses should this week dump on her desk 
the vexing issue of the country’s programme 
of unemployment insurance, which is 
known as Unedic and which is jointly ad- 
ministered by the bosses and the unions, a 
post-war partnership found elsewhere in 
Europe only in Belgium. After five months of 
hard bargaining with the unions, the bosses 
have come up with a reform plan which 





would make the receipt of unemployment 
benefits conditional on a search for work or 
on training for work. 

This obligatory Project to Assist the Re- 
turn to Work (pare, in the French acronym) 
might seem normal enough in Britain or 
America. In France, however, it smacks of 
“Anglo-Saxon” ruthlessness. The French tra- 
dition is that the benefits are an uncondi- 
tional right. More to the political point, only 
twoof France’s five big unions have accepted 
the deal. Even though the accord promises 
lower contributions and better benefits, the 
unco-operative three are denouncing it as a 
“disguised privatisation” that favours the 
individual at the expense of the collective. 

One complaint from France’s ideologi- 
cally hyper-sensitive left is that the bosses’ 
ideas would create an unacceptable two- 
speed approach, in which Unedic would 
deal with the easy cases of joblessness, while 
the state would be left to cope with the un- 
employable. Hence Mrs Aubry’s dilemma. 
She is loth to offend the left, especially when 
the Socialist Party’s general secretary, Fran- 
çois Hollande, has accused the bosses’ orga- 
nisation, Medef, of practising blackmail. Yet 
itis hard to decry a reform that is cheaper for 
the workers and also does away with the 
phased reductions in benefits that were part 
of the old system. 
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ROME 


HE leader of Italy’s centre-right opposi- 
| tion, Silvio Berlusconi, is keen on sport- 
| ing analogies: he called his party Forza Ita- 
lia—Let’s go, Italy—because that was the 
| battle-cry of fans urging on Italy’s national 
| teams. But for the owner of, among many 
other things, ac Milan football team, few 
victories could have given as much sat- 
isfaction as the legal knock-out his lawyers 
scored in a Milanese courtroom on June 
| agth. And that will surely help to convince 
| him that, whether the general election 
comes in the autumn or, at the latest, next 
spring, he is set to win that too. 

After a preliminary hearing, a judge 
ruled that allegations that Mr Berlusconi 





A bonus for Silvio Berlusconi 












“In-addition, Nicole Notat, who as secre- 
tary-general of the moderatecrpr union has 
signed the accord, argues that, because the 
return-to-work programme is individually 
tailored, it should be easier for the jobless— 
including the long-term unemployed—to 
find work. Since legally the bosses only need 
the support of one union, Mrs Aubry, in the- 
ory, has no choice but to approve the accord. 

As the Medef president, Emest-Antoine 
de Seilliére, has mischievously pointed out, 
“It is the republican tradition of our country 
that big social accords should be accepted by 
the government.” The current accord expires 
this month, though that is less menacing 
than it seems. After all, the government can 
easily administer Unedic itself; the unem- 
ployed would notice no difference. 

A more threatening deadline is the end 
of this year: Medef has said it will then with- 
draw from all the social-security funds that it 
manages jointly with the unions unless in 
the meantime the “social dialogue”, of 
which the Unedic negotiation has been part, 
results in a “genuine social reformation, un- 
der the banner of modernisation, consulta- 
tion and innovation.” That could sorely 
embarrass the government—one more rea- 
son for Mrs Aubry to make a timely depar- 
ture for Lille. 








had bribed other judges to swing a legal 
battle over the takeover of the Mondadori 
publishing house in his favour were un- 
founded. Mr Berlusconi's numerous legal 
tribulations (see table below) have kept 
prosecutors and his own lawyers busy 
since the mid-199es, but the Mondadori 
case was one of the most serious. 

Ever since Mr Beriusconi was served 
notice of criminal investigations into his 
activities when, in 1994, he was Italy’s 
prime minister, he has argued that he is 
merely the target of politically motivated 
prosecutors. Indeed, when the general 
election does come along, he is sure to play 
up the judge’s latest ruling and to stress his 


various acquittals on other charges. The 
three television channels that he owns are 
sure to help out. But he still faces trials on 
other charges of corruption. 

While Mr Berlusconi was cock-a-hoop 
this week, the team of prosecuting magis- 
trates was downcast. Their investigations 
into corruption, known as mani pulite 
(clean hands), which began in 1992, have 
claimed fewer notable scalps than ex- 
pected. Moreover, most Italians now seem 
bored by the anti-corruption campaign 
that has dragged on for so long. 

The day before the verdict in Milan, 
Ferraris won the first two places in the Ca- 
nadian grand prix. And on the day of that 
verdict, the Italian soccer team was notch- 
ing up its third win in a row in Europe’s 
football championship. Now that, in Ital- 
ian eyes, is something that really matters. 
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EING prime minister of Latvia is a precarious job—just as being 

a Latvian is a precarious existence. Andris Berzins, the latest 
man in the hot seat, will be doing better than average if his govern- 
ment survives a full year. And if Latvia, which regained its inde- 
pendence in 1991, survives another decade, it will be the longest 
period of freedom it has ever enjoyed. 

Whether Mr Berzins can create a good government out of Lat- 
via’s fractious and scandal-ridden politics matters elsewhere too. 
His small country—it is about the size of Ireland—is in the middle 
of a complicated but unusually promising bit of post-communist 
Europe. A stable Latvia, with borders open for trade and closed to 
crime, would be a welcome link between the rich Nordic countries 
to the north and the poorer ex-communist states of Eastern Eu- 
rope. Some of its success might even infect western parts of Russia. 

An unreliable Latvia, on the other 
hand, would find itself—and also its 
Baltic neighbours, confident, efficient 
Estonia and cheerful, chaotic Lithua- 
nia~exposed to Russia’s heavy breath- 
ing. Instead of being a zone of free trade 
and democracy, the Baltic region 
would become a worry. 

Mr Berzins, a solid, unflappable fig- 
ure who was previously a successful 
mayor of the capital, Riga, has his gaze 
fixed firmly to the west: he would like 
to see Latvia in both the European Un- 
ion and NATO as soon as possible. But 
he has to deal with a mixture of eco- 
nomics, history and geography. 

For a start, a pipeline through Lat- 
via is the main northern route for Rus- 
sia’s oil exports. This has been lucra- 
tive, but it has also nourished a 
powerful business clan that favours 
close ties with Russia rather than the 
Eu. Its leader is Aivars Lembergs, the 
mayor of the main oil port, Ventspils, 
who argues that pro-western, free- 
market policies have “stunted” busi- 
nesses and turned Latvia into an “un- 
stable and risky partner”. 

Riga has also become a big offshore 
financial centre for Russians wanting a 
safe home for their money. One Lat- 
vian bank regularly ran an advertisement on television seen in 
Russia that showed a dollar bill and the words, “We are closer than 
America.” The bank concerned, Parex, insists that this had nothing 
to do with money laundering and that it no longer does much 
business in Russia anyway. However, Russian-linked banks in Lat- 
via have certainly been influential. The founders of Parex, both 
Russians, gained Latvian citizenship without having to pass the 
usual language exams. 

The third big link to Russia is in food-processing and farming. 
The outgoing prime minister, Andris Skele, ran the biggest com- 
pany in this industry, which until the rouble was devalued in 1998 
relied heavily on exports to Russia. Since then it has struggled. 

All this, plus a well-run central bank, has helped Latvia mud- 
dle along. But it has allowed a series of weak governments tododge 
some important decisions. Unlike neighbouring Estonia, which 
has sold off almost all its public-sector industries, Latvia has priva- 
tised few big enterprises. It has carried out much less restructuring 


Andris Berzins, a hard-pressed Latvian 











than Estonia and, unsurprisingly, has received less foreign invest- 
ment. Mr Berzins says he will insist that the big state-owned com- 
panies are sold, for cash. That provision is designed to exclude the 
existing managers and their friends, 

Mr Berzins’s second big job is to keep the country on track to- 
wards the eu and, more optimistically, NATO too. That means mak- 
ing government more honest and efficient, and polishing Latvia's 
image abroad. It has been the butt of some venomous Russian criti- 
cism: at a Council of Europe meeting in March, for example, Russia 
accused Latvia of making “an explicit apology for Nazism”. 

There are two issues. One is the treatment of non-citizens—the 
hundreds of thousands of Russian-speakers stranded in Latvia 
after 1991, who must pass exams if they want citizenship; without 
it they are barred from many public-sector jobs. Second, Latvia 
has started to bring to trial a handful of 
Soviet military veterans who have 
been accused of wartime atrocities 
against Latvians. 

Neither of these issues is an embar- 
rassment to most Balts, nearly all of | 
whose families have vivid memories of 
injustices at the hands of Russia. Those 
Russians who settled in occupied Lat- 
via should not, say Balts, have expected 
automatic citizenship there when the 
occupation ended. And Stalin's hench- 
men should face justice, however old. 
But Russianssee it all rather differently. 
According to the increasingly nostalgic 
view of Soviet history, now articulated 
by President Viadimir Putin, Stalin le- 
gally annexed the Baltic states;only Lat- 
via’s Nazi collaborators resisted. 

Although previous Latvian govern- 
ments aroused westerncriticism for va- 
rious measures designed to do down 
Russians, western governments are 
now mostly sympathetic. Laws on citi- 
zenship and language, now softened, 
broadly pass international muster. It is 
recognised that most Balts who fought | 
alongside the Germans in 1944-45. were. | 
conscripts, not collaborators. And hav- | 
ing experienced both kinds of occupa- | 

| 
| 
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tion, no doubt many Latvians did think 
the Soviet type was the worse. For Latvia’s many Jews, of course, 
nearly all of whom perished, it was the other way round—and Lat- 
via has shown regrettably little enthusiasm so far for prosecuting 
those who did collaborate zealously with the Nazis. 

Will Mr Berzins be up to the job? He knows little of foreign af- 
fairs, though his moderate views about Russia could help calm re- 
lations. He will have to work with. Latvia's sharp-tongued presi- 
dent, Vaira Vike-Freiberga, who likes to muse publicly about the 
Russian threat. His most difficult tasks will be reforming govern- 
ment and tackling corruption. Other countries are ready to help: 
Finland, for example, is pepping up Latvia’s shambolic border 
guards. Vested interests, such as the Ventspils clan, have grown 
weaker. But reform needs to come from the top. Mr Berzins is re- 
garded as personally honest, but his local-government record sug- 
gests he is more of a fixer than a man bent on eradicating sleaze 
and revamping bureaucracy. Yet if Latviastays unreformed, it may 
lurch back into instability, and perhaps into something worse. 
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GOVERNMENT AND THE INTERNET 


The next revolution 


| JIN DOWNTOWN Phoenix, Arizona, people are 
| MA queuing in a grubby municipal office to renew 
their car and truck registrations. They are visibly 
bored and frustrated, but what can they do? All over 
the world, people dealing with government depart- 
ments and agencies are having to engage in dreary 
and time-consuming activities they would much 
rather avoid. 

What is unusual about Arizona is that the locals 
have a choice. Since 1996, a pioneering project called 
ServiceArizona has allowed them to carry out a 
growing range of transactions on the web, from or- 
dering personalised number plates to replacing lost 
| 1p cards. Instead of having to stand in a queue at the 
motor vehicle department, they can go online and 
| renew their registrations 24 hours a day, seven days 
| a week, in a transaction that takes an average of two 
i 








minutes. 

What is more, ServiceArizona has not cost tax- 
payers a cent to set up, and is free to users. The web- 
site was built and is maintained and hosted by 18m, 
| which is being paid 2% of the value of each transac- 
| tion--about $4 for each vehicle registration. But be- 
cause processing an online request costs only $1.60, 
compared with $6.60 for a counter transaction, the 
state also saves money. With 15% of renewals now 
being processed by ServiceArizona, the motor vehi- 
cle department saves around $1.7m a year. 

That allows Penny Martucci, the decidedly un- 
geeky grandmother behind the project, to devote ex- 
tra resources to improving her departments offline 
service. But perhaps even more gratifying for her are 
the e-mails she gets from satisfied customers. In a re- 
cent survey, the Arizona motor vehicle department 
| scored an 80% approval rating for its service, head 
| and shoulders above other departments. John Kelly, 
the state’s ambitious chief information officer, is 
pushing other departments in the same direction, 
and has put out to tender a contract for building a 
portal that will link them all together. 

There is nothing spectacular about ServiceAri- 





THE ECONOMIST JUNE 24TH 2000 





zona, but it is a straw in the Internet wind that is be- 
ginning to blow through government departments 
and agencies all over the world. Within the next five 
years it will transform not only the way in which 
most public services are delivered, but also the fun- 
damental relationship between government and 
citizen. After e-commerce and e-business, the next 
Internet revolution will be e-government. 


Little and late 


With few exceptions, governments have come late 
to the Internet. Although the net was born out of a 
project sponsored by America’s Department of De- 
fence, most governments have seen their job as cre- 
ating a benign environment in which the hoped-for 
economic and social benefits of the Internet could 
unfold, rather than actively harnessing the fancy 
new technology to their own ends. 

There have been some good reasons for reti- 
cence, as well as bad ones. Governments, even more 
than commercial enterprises, were deeply worried 
about the potential impact of the millennium bug 
(known as y2k) on their computer systems, and the 
social disruption that might follow. Much of the 
available rr funding and expertise was channelled 
into forestalling millennium disaster. 

But even without the distraction of the v2 
threat, governments and their agencies would have 
lacked many of the private sector’s incentives to 
adopt the Internet. As monopoly suppliers, they are 
not worried about being “Amazoned”—waking up 
one morning to find a new web-based competitor 
with the potential to destroy their business. Tran- 
sactions with government are rarely a matter of 
choice, and agencies collecting tax or managing enti- 
tlement programmes do not see the Internet as a 
challenge to their existence. Nor are the people run- 
ning government services likely to be rewarded— 
with share options for, say, devising an innovative 
Internet strategy. 

There is also the question of access. Even in 
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America, the proportion of people with an Internet 
connection at home is still under 50%, and in most of 
Europe it is less than half that. Governments cannot 
choose their customers; the services they provide 
must be for everyone, and much of what they do in- 
volves dealing with the poor, the less-well-educated 
and the elderly—precisely the people least likely to 
be wired. Lastly, security and trust are even bigger 
concerns for government than for the private sector. 
Banks and insurance companies may know quite a 
lot about their customers, but nothing matches the 
range and detail of information that governments 
require from their citizens. Unless the integrity of 
that information can be guaranteed, the scope for 
governments to make constructive use of the In- 
ternet will remain limited. 

But despite the late start, the pressure is now on 
to catch up fast. The spur may not be competition in 
the conventional sense, but talk to public servants 
and politicians almost anywhere, and the sense of 
urgency and excitement is tangible. Helped by the 
big rt vendors, governments are realising that by ap- 
plying much the same technologies and principles 
that are fuelling the e-business revolution, they can 
achieve a similar transformation. Reinventing gov- 
ernment, a fashionable but premature idea a decade 
ago, is at last being made possible by the Internet. 

More prosaically, the starting point for most e- 
government projects is the desire to reduce costs 









and make tax revenues go further. The potential for 
savings comes from the sheer scale of public-sector | 
spending and from the opportunities to make inter- | 
nal processes more efficient. American federal, state 
and local procurement spending on materials and 
services this year will be around $550 billion. Some 
big private-sector companies are now achieving an- 
nual savings in the region of 20% by putting their 
supply chains on the web. If government services in | 
the United States could replicate that, they could 
save $110 billion a year. In the European Union, 
where the member states’ combined procurement 
spending is about €720 billion ($778 billion), savings 
could be of a similar order. As with commercial 
businesses, the benefits come from the way the web 
can slash purchasing and fulfilment cycles, lower 
administrative costs by up to 75% and halve stocks. 





Reasons to be “e” 


Governments are also under pressure to meet rising 
expectations of service. Not many people enjoy 
dealing with their government; they do it because 
they have to. But that does not mean the experience 
has to be as dismal as it usually turns out to be. As 
increasing numbers of consumers become used to 
the quality of service offered by the best web retail- 
ers and service providers, their willingness to accept 
slum standards in the public sector is coming under 
strain. If the same 24-hour, seven-days-a-week 
availability and convenience, fast delivery, cus- 
tomer focus and personalisation became the norm 
in the public sector, it would not just make life eas- 
ier, it would fundamentally change the way that 
people view government itself. 

One of the greatest problems for anyone who 
has dealings with government, whether as a citizen 
or a business, is its sheer complexity. The average 
government has between 50 and 70 different depart- 
ments and agencies. Just finding out which is the 
right one for the task in hand can be hard enough. 
Worse, even for fairly straightforward matters such 
as licensing a business, selling a house or registering 
the birth of a child, a number of different agencies 
requiring a plethora of different forms may be in- 
volved. Moreover, they expect users to communi- 
cate with each of them in tum rather than being pre- 
pared to communicate with each other. 

One of the basic reasons for public-sector ineffi- 
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ciency—“bureaucracy”—is that, whereas depart- 
ments are vertically organised, many of the services 
that they have to deliver require complex collabora- 
tion between employees across departments. The 
British government has for several years been 
preaching the need for “joined-up government”, 
but has found that the underlying structures of gov- 
ernment conspire against it. 

The Internet offers a solution to both problems. 
Increasingly, governments are coming round to the 
view that they will need to construct Internet por- 
tals, similar to consumer portals such as Yahoo!, that 
can provide a one-stop shop for all of a citizen’s 
needs. A central government portal of this kind has 
just been launched in Singapore; another is being 
developed in Austria. In Britain, st has recently won 
the contract to build ux Online, a portal to offer gov- 
ernment services that should, in a basic 
form, start up in the autumn. 

These government portals are being de- 
signed to allow users to find what they are 
looking for by using questions such as 
“How do I...?” or asking about so-called 
“life events”, such as a change in marital or 
employment status. The citizen does not 
need to know about the organisational 
complexity behind the scenes because the 
portal will take him smoothly to where he 
wants to go. And the same technology infra- 
structure that is built to link and integrate 
services for the citizen can provide the plat- 
form for a secure government intranet that 
allows common access for government employees 
and enables them to work better together across all 
departments. 

Governments have also realised that although a 
sluggish and half-hearted approach to e-govern- 
ment will not put them out of business, they may 
not be as immune from competition as they 
thought. True, the first thing they have to do is to 
create the right regulatory and public-policy envi- 
ronment for the digital economy—a competitive 
communications market, universal access, digital 
signatures, light taxation, online privacy, consumer 
protection for web shoppers and so on. But they are 
also becoming aware that their own e-government 
strategies can have a powerful catalytic effect on 
business in general. 

Just as Ford and General Motors can push their 
suppliers into doing business with them through 
online exchanges, so can governments, thus galva- 
nising thousands of small firms into becoming e- 
businesses. By harnessing the efficiency, transpa- 





rency and accountability that is inherent in the web 
to improve all aspects of government-to-business 
and business-to-government transactions, they can 
deliver a big economic boost. And by ensuring ac- 
cess for all to the Internet as the main channel of 
dealing with government, they can be a powerful 
force in bridging the “digital divide” between the 
haves and the have-nots and stimulating online 
education. 

Last but not least, by improving the quality of 
their relationship with citizens, they can make a big 
difference to the attractiveness of their country, re- 
gion or city as a place to live and work. This goes be- 
yond the delivery of services through the Intemet, 
and to the beginnings of digital democracy. 

The first signs are already there: a Democratic 
primary in Arizona (again) in which online voting 
boosted voter turnout to six times its usual 
level; more accountability for elected offi- 
cials, thanks to e-mail and web-casting; and 
online campaigning and fundraising, as in 
this year’s American presidential election. 

Yet making e-government a reality will 
be extraordinarily difficuit. Britain's e-min- 
ister, Patricia Hewitt, points to one. of the 
more obvious reasons: “If Jack Welch says 
that GE is going to become an e-business, it 
does, and pretty quickly. Government is 
different.” Politicians can be as visionary as 
they like, but unless they can get the ma- 
chinery of government to take notice, noth- 
ing much will happen. And persuading 
public servants to abandon their paper-shuffling 
ways and embrace change on a hitherto unimag- 
ined scale will require relentless pressure—as well as 
some of the carrots and sticks that keep people going 
in the private sector. 

Jay Nussbaum, who heads Oracle's service 
industries business in Reston, Virginia, has a mantra 
for e-government: “Start small, scale fast, deliver 
value.” In other words, it is important to bank some 
quick wins from smaller projects that achieve what 
they set out to do, like ServiceArizona, before mov- 
ing on to bigger things like the all-embracing portals 
that cover every aspect of government activity. 

The potential is enormous, but governments 
will need committed leadership, a full understand- 
ing of e-business principles and a clear strategy for 
overcoming the barriers to change: the depart- 
mental rivalries, the hostility of unions, the fears of 
individuals and the sheer size of the thing. For once, 
the technology—although crucial: to making it all 
possible—is the least of the worries. 
renee ll 





ODD RAMSEY, 1Bm’s worldwide head of gov- 

ernment services, does not beat about the bush. 
“About 85% of all public-sector ır projects are 
deemed to be failures,” he says. That does not mean 
they are total disasters, but that they usually take 
longer to implement, cost more and deliver less than 
was planned. For anyone who is getting overexcited 
about e-government, that is a sobering reflection. 

At least the reasons why big government rt pro- 
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jects get into difficulties are well understood. The 
trouble often starts with the way contracts are 
awarded, typically by tender. This can be a night- 
mare. Steve Dempsey, Andersen Consulting’s e- 
government specialist in Britain, says tender docu- 
ments often run to 1,000 pages, and picking the win- 
ner can take 18 months. 

At that point, according to Mr Ramsey, the con- 
tract can become a battleground as both sides take 
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out their frustrations on each other. Often the cus- 
tomer—ie, the agency or government department 
involved—deserves blame for poor project manage- 
ment and inflexibility, but vendors too must take 
their share for over-promising and under-bidding. 
They, in turn, would argue that this happens be- 
cause public servants tend to award contracts on the 
basis of price rather than value, quality or past per- 
formance. 

Another problem—not unique to the public sec- 
tor, but especially prevalent there—has been a ten- 
dency for iT integration firms to over-customise 
(and thus over-complicate) applications. This is be- 
cause officials are reluctant to ask a highly unionised 
workforce to change its working practices so that 
software can be used straight out of the box. 

And changes could involve more than working 
practices; they could entail big job losses too. There 
may be scope for retraining some clerical and coun- 
ter staff to improve offline customer service, but 
many existing workers will not adapt to new work- 





ing patterns. Private industry can redeploy people 
more easily by changing its remit, but that is not an 
option for government departments and agencies 
whose goals and powers are usually mandated by 
Statute. 

With so much scar tissue around, the confidence 
shown in the prospects for e-government may seem 
surprising. But according to Elizabeth Echols, a 
member of Al Gore’s electronic commerce working 
group, “People on the Hill are desperate to link their 
names to anything with an ‘e’ on it.” For Tony Blair, 
Britain’s prime minister, the Internet is crucial to the 
modernisation of government which he believes 
must be carried out if non-conservative parties 
which support the idea of an active state are to have 
a long-term future. As for the vendors—the big infra- 
structure and software firms as well as the iT integra- 
tors—they keep saying that the Internet changes 
everything, so they had better believe it themselves. 

On the technology front, at least, the Internet, or 
rather the success of Internet standards and proto- 
cols, has indeed changed things a great deal. It is the 
Intemet’s open standards, allowing everyone to 


connect with everyone else, which are the basis of | 
its power. In past government rr projects, special | 
programmes had to be written for every application 
to make it work with the assortment of hardware 
and software chugging away in every government 
department. But today’s web applications, often 
written in the Java programming language, are de- 
signed to run straight from the Internet browser. 

What is more, virtually all the technologies that 
will make e-government possible are already work- 
ing for e-business. For example, applications for en- 
terprise resource planning, customer-relationship 
management and supply-chain management, busi- 
ness intelligence and data-mining tools, Internet 
procurement and payment systems are all available 
now and need very little adaptation for public- 
sector use. In the same way, the security protocols, 
the multi-layered firewalls and the public key infra- 
structures needed for authentication and the pro- 
tection of data are already available off the shelf. 
Even the vendors, always keen to offer their own 
patent solutions, agree that technology is not a bar- 
rier to the introduction of e-government. 

In the past, government iT projects have been 
carried through from beginning to end within a sin- 
gle department or agency. That has meant that they 
have often merely streamlined existing work pro- 
cesses instead of redesigning them or getting rid of 
them altogether. But just as Internet technologies 
have forced many big businesses to change what 
they do as well as the way they do it, so they are 
about to transform the biggest and most change- 
resistant business of all—government. 


Four far-from-easy steps 


The way to e-government divides into four distinct 
stages. The first stage—which is as far as most gov- 
ernments today have got—involves departments 
and agencies using the web to post information 
about themselves for the benefit of citizens and 
business partners. Thousands of such “one-way” 
communication sites are already up and running. In 
the second stage, these sites become tools for two- 
way communication, allowing citizens to provide 
new information about themselves—such as a 
change of address—instead of telephoning or writ- 
ing. There are also plenty of these around, although 
many depend on e-mail. 

During the third stage, things start to get more 
interesting. At this point, websites allow a formal, 
quantifiable exchange of value to take place. It might 
be renewing a licence, paying a fine or enrolling for 
an educational course. There are several hundred 
such sites, mostly operating at the state or local gov- 
ernment rather than central government level. More 
sophisticated versions can guide applicants through 
making a claim for benefit or filing a tax return. Ex- 
amples include the Pennsylvania Department of La- 
bour’s site and Britain’s new Inland Revenue site 
that went live in April (only to be taken down for re- 
pairs a week or so later). Such sites substitute an ele- 
ment of web-based self-service for work previously 
carried out by public servants, and need to be co- 
ordinated with offline channels. They begin to chal- 
lenge traditional working practices and processes. 

The final stage, of which more later, is a portal 
that integrates the complete range of government 
services, and provides a path to them that is based 
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on need and function, not on department or agency. 
A single log-on and password allows users to get in 
touch with any part of government. Many gov- 
ernments have plans for such portals, but at present 
only two such sites are anything other than local: 
MAXI, operated by Australia’s state of Victoria, and 
Singapore’s eCitizen Centre. 

The British government’s experience in prepar- 
ing to launch its uk Online portal illustrates some of 
the problems. On the face of it, Britain, with a highly 
centralised government, a parliamentary democ- 






racy and a powerful prime minister who sees him- 
self as a “moderniser”, should be well placed to 
move quickly. Its targets are highly ambitious: 25% of 
its services are meant to be available online by 2002, 
and 100% by 2005. But the difficulties are immense. 
According to Andersen Consulting’s Steve Demp- 
sey, nobody has really grasped the extent of the 
change that is called for or, for that matter, the sheer 
inefficiency within government that will be ex- 
posed by this project. 

Mr Dempsey should know: Andersen Consult- 
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Quick fixes 


N THE long term, no self-respecting 
government moderniser would settle 


| for anything less than a fully fledged 


portal complete with a zappy, citizen- 
centred interface. But most e-govern- 
ment projects start off much more mod- 
estly, as initiatives championed within a 
particular department or agency. Typi- 
cally, they go after the things whose 
transfer to the web can make a notice- 
able difference without big changes in 
existing work practices or rr infrastruc- 
ture. They mostly fall into one of three 
categories: intranet applications that al- 
low data to be gathered, processed and 
shared in new, more efficient ways; ex- 
tranets that link government to business 
suppliers, bringing discipline and cost 
savings to procurement; and public 
websites that give citizens and busi- 
nesses a self-service channel for their 
dealings with government. 

One example of the first kind is a 
web-based intranet application de- 
veloped by eps for the naval airbase at 
Corpus Christi in Texas. A large propor- 
tion of the helicopters based there, hav- 


| ing come into service in the 1960s, were 


getting increasingly decrepit. Records on 
the parts most prone to failure and how 
best to fix them did exist, but in a form 
that made them almost useless: hand- 
written paper dockets stowed away in 
thousands of filing cabinets. 

The solution was to take all the old 
service sheets and scan them into a da- 
tabase that could be searched by serial 
number or by key word, such as “leak- 
ing O-rings”. Now an authorised me- 
chanic anywhere in the world can both 
enter and retrieve information instantly, 
so the right spares can be held. 

Another example is the work 1m 
has done with Emekli Sandigi, a Turkish 
government social-security organisation 
that collects the premiums and pays the 
health expenses of 2m public-sector 
pensioners and their dependants. Previ- 
ously, pharmacists might have to wait 
up to two months to be paid for medi- 
cines, and had to process 15m prescrip- 


tions a year by hand, risking both error 
and fraud. Emekli Sandigi also main- 
tains detailed health files on its mem- 
bers that must be regularly and labori- 
ously updated manually. 

By linking 17,000 pharmacies to- 
gether by Internet and intranet, all the 
information has been brought online. 
Pharmacists can now check the validity 
of a customer’s health card, his pay and 
the latest medicine prices. Not only are 
health expenses being reduced—the 
$8m that the system cost to set up 
should be recouped in its first full year 
of operation—but a medical communi- 
cation network is being built between 
pharmacies, hospitals and doctors. Re- 
payment to pharmacists now takes less 
than a week, and customers can use 
pharmacies anywhere in Turkey. 

Electronic procurement is one of the 
fastest-growing areas of e-business be- 
cause it can save time and money. The 
same web-based technologies that are 
saving firms such as Ge and Ford hun- 
dreds of millions of dollars could have 
an even more dramatic effect in the 
public sector. The state government of 
Australia’s Victoria has worked with Or- 
acle to improve the purchasing effi- 
ciency of its Department of Natural Re- 
sources and Environment by 70%. The 
department has deployed a paperless 
system with access for 5,000 users that 
provides complete transparency be- 
tween vendor and user. Payments are 
electronic, and fraud is kept down by 
random sampling. As well as saving 
money, the department is providing bet- 
ter value thanks to the enforcement of 
business rules and the accountability in- 
herent in the system. The model is likely 
to be adopted in government through- 
out Australia. 

The most popular self-service e- 
government applications that involve 
transactions of real value with members 
of the public tend to be web-based sys- 
tems for paying fines and renewing li- 
cences and permits of various kinds, 
Online payment of taxes is also making 


rapid headway, although some legiti-. 
mate concerns about security and 
authentication remain. 

One of the pioneers in using the In- | 
ternet for tax collection is the Chilean 
Internal Taxation Service. Its web strat- 
egy was introduced in stages but has 
now come fully on stream, allowing tax 
returns to be submitted entirely on the 
web. Citizens can schedule payments, 
check accuracy and look back over their 
full tax history. The use of the electronic 
system has dramatically reduced not 
only the time taken over each transac- 
tion but also the number of errors made. 

If something as complicated as pay- 
ing income tax can be carried out on a 
self-service basis, is there any limit? 
Sceptics think that such sites may not be 
able to cope with the more complex as- 
pects of benefit and entitlement pro- 
grammes. But the success of a website 
designed by eps for the Pennsylvania 
Department of Labour to resolve dis- 
puted unemployment insurance claims 
suggests otherwise. 

The system, known as gase (Expert. 
Assistance System for Examiners), is de- | 
signed to allow people who have been 
denied benefit after being fired to lodge 
an appeal, It establishes the exact cir- 
cumstances of an individual’s dismissal 
and narrows the ground for lawyers to 
argue over. It works by carefully walking 
the claimant through a logical series of 
questions. If he continues to disagree 
with the department’s decision, he still 
needs to go to court, but the system re- 
duces the scope for legal argument and 
makes it quicker and cheaper for every- 
one to resolve their differences. 

Public-service innovators all over 
the world are trying to work out how 
best to move their services to the web, 
Starting with the easy ones, then gradu- 
ating to those that will require a lot of 
reorganisation. Technology vendors, for 
their part, are creating ever more sophis- 
ticated applications to deal with the 
range of problems that their public- 
service customers are confronted with.) 
As 1Bm’s Todd Ramsey says: “You start 
with one set of ideas, but then you. go . 
further.” a 
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of big public-service rr projects. Five years ago it 
won the contract to build a new system for Britain's 
National Insurance records (Nips) that eventually 
went live last year. With 65m National Insurance ac- 
counts, more than $60 billion in contributions and 
over 100m online transactions each year, not to 
mention annual changes in the law that affect the 
whole system, it was a project of huge scale and 
complexity. 

It was also the first big rr project carried out un- 
der the Private Finance Initiative, a scheme designed 
to shift funding and risk to the private sector, In re- 
turn for designing and building the system, Ander- 
sen will receive payments on a per-usage basis for 
seven years. Although nirs eventually turned out to 
be a success, it illustrates the difficulties that bedevil 
work for the public sector, says Mr Dempsey. “There 
was simply no partnership with the Department of 
Social Security, and as a consequence the relation- 
ship soured.” 

uK Online has been split into two projects: one 
to design and build the site, the other to integrate the 
systems of all departments to create the single gate- 
way to government that is the point of the portal. 


The prospect of working on the gateway—likely to 
be a £2 billion project—has vendors such as Eps and 
1BM licking their lips, but there is also trepidation, 

Mr Dempsey frets that it is not clear who in gov- 
ernment will ultimately be responsible for the pro- 
ject, or how and where it will be funded. The gov- 
emment’s “e-envoy”, Alex Allan, is based in the 
Cabinet Office, which has already said that each de- 
partment should make its own preparations for 
integration. But somebody should be asking 
whether all of these departments will still make 
sense once services are delivered electronically. The 
Inland Revenue, Britain’s tax-collection agency, has 
proposed that because it is much further down the 
e-road than any other department, it should make 
the decisions about vital technical standards that 
will allow data to be transferred between depart- 
ments. As a precedent, it can cite Singapore’s suc- 
cessful e-Citizen project, which has been led by the 
Ministry of Finance. 

There are other worries too. The government's 
advisers are quite sensibly thinking about a public- 
private partnership that would, in effect, create a 


ing has played a pioneering role in the management 





joint venture. But as ram's Mr Ramsey points out: 
“At the.end of the day, it’s the government that has 
to control the channel.” In other words, unless the 
government is committed to making the portal its 
preferred way of doing business, people may not 
use it. 


Keep it bite-sized 

Britain's push to turn itself into an e-government 
has won widespread acclaim. Al Edmonds, the re- 
tired American Air Force general who runs the gov- 
ernment division of the world’s biggest systems in- 
tegrator, eps, even describes Britain as “the 
template” for what other governments, including 
his own, are trying to do. There is nothing wrong 
with a project as ambitious as the gateway: Mr Ram- 
sey says that when it comes to-e-government portal 
architecture, “cheap and cheerful won’t give you the 
foundation you need to grow.” But the technology 
firms are saying something else as well: beware of 
trying to bite off more than you can chew. 

Mr Ramsey feels that such projects need to be 
broken down into smaller segments, for example, 
getting every agency to agree to use just one system 
for procurement on the web. Oracle’s Jay Nussbaum 
also warns against “The Big Bang of trying to do too 
much too fast.” Mr Nussbaum claims that outlining 
a vision and strategy is the easy bit. Among other 
success factors that are needed, he suggests, are a 
profound understanding of the principles of e- 
business, and a realistic assessment of the organisa- 
tion’s readiness for what is about to hit it. 

In common with other vendors, Mr Nussbaum 
also emphasises the importance of scoring some 
quick wins to boost morale. His highly practical 
mantra is: “Start small, scale fast, deliver value.” Da- 
vid Kleinberg, a feisty deputy chief financial officer 
at the us Department of Transportation, who has 
been working with Oracle to put much of his opera- 
tion on the web, took on some 20 “rr baronies” with- 
in his sprawling department. “By eating a slice at a 
time,” he says, “they now see the value and they 
want to play—the costs just come oozing out of the 
system.” 

Britain’s Ux Online is much bigger than any in- 
tegrated portal either running now or coming soon, 
and some anxiety can be sensed even within the 
ranks of government evangelists. John Clark of the 
Cabinet Office’s Performance and Innovation Unit, 
who is preparing a report on electronic service de- 
livery, reckons that if the portal is to be.a success, 
there is a lot of work to be done that most people in 
government have not even thought of yet. The big 
organisational question remains largely unan- 
swered: how do you motivate people to accept mas- 
sive change in the absence of overwhelming market 
pressure? Mr Clark concluded a recent presentation 
with a salutary quote from George Bernard Shaw: 
“Reformers have the idea that change can be 
achieved by brute sanity.” 

E-government is definitely not for the politically 
timid or half-hearted. One-stop, non-stop e-gov- 
emment portals will revolutionise not just the way 
public services are delivered, but government itself 
as well. The trouble with revolutions is that they 
rarely go according to plan. They also have a nasty 
habit of eating their own young. 
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Island site 


OR a tiny island state with a population of little 

more than 3m, Singapore takes its defence ex- 
tremely seriously. A two-year stint in the armed 
forces is compulsory for every able-bodied male, 
and after that, every year well into his sos, he has to 
report back to his unit for three weeks of military 
grind. It does not matter whether he is a road 
sweeper, a teacher or the boss of a bank: he is an 
“nsman” (National Service man) as well. 

Nor does it end there. If you leave the country 
for more than 24 hours, you must get an exit permit 
and provide a contact number. And do not forget to 
submit yourself for regular fitness checks and keep 
abreast of the latest training requirements. But al- 
though boot camp remains painfully physical, 
much of what goes on between the nsman and 
MINDEF (Singapore’s Ministry of Defence) happens 
on the web. 

The site is both a window on the armed services 
for the whole Singaporean community (including 
parents, partners and employers) and the platform 
for a wide variety of applications for the nsman. He 
can claim his training pay and get it sent to the right 
bank account; send information about trips and up- 
date it from anywhere in the world; book fitness 
tests and training courses; shorten the length of 
training by upgrading his skills through an online 
military academy; and then tell minper what he 
thinks of the whole thing in a feedback section. 

Access to confidential information, such as 
medical data, is by rın number, but families can 
check dates of events and the whereabouts of re- 
cruits. Some sections are already accessible by wap 
(wireless application protocol) mobile phone. With 
such a large and active community, MINDEF’s man- 
agers are wondering whether to launch into e- 
commerce: for example, by taking advertisements 
from private fitness centres and by using the pur- 
chasing power of the ns community to get good 
prices for products and services that may have 
nothing to do with defence. 

Small and rich, with a well-rewarded, entrepre- 
neurial civil service and a political leadership with a 
liking for big strategies, Singapore is an e-gov- 
ernment natural. The 112000 Masterplan, which has 
been largely implemented, provided a blueprint for 
the use of ir in nearly every government depart- 
ment and spawned the Singapore ONE project—a 
broadband infrastructure of high-capacity networks 
and switches throughout the “intelligent island”. 
With that foundation, the government is now 
putting together the rcr21 Masterplan, which will, it 
gushes, “transform Singapore into a vibrant and dy- 
namic global icr (information communications 
technology) capital with a thriving and prosperous 
net economy by the year 2010.” 

What is striking about Singapore’s approach is 
that although individual departments are left to in- 
novate in their own way, the big picture is never lost 
sight of. For example, when minper’s 1T arm, the 
Systems and Computer Organisation, launched the 
world’s first Internet-based government procure- 
ment system a couple of years ago, it was not long 
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before the Ministry of Finance and the National 
Computing Board (recently re-christened the In- 
focomm Development Agency) turned up to see 
whether it might be extended to the rest of the gov- 
ernment service. 

The idea—to create a one-stop, round-the-clock 
centre for the government's business dealings—was 
christened Gesiz. The first phase was launched two 
months ago, and the site should be fully operational 
by the end of the year. As with other online B28 
trading networks, the cost benefits come in the form 
of more competitive bidding, easy access to suppli- 
ers round the world, time saved by online process- 
ing of orders, lower stocks and autamated collection 
of high-quality data. 


Gee-whizz GeBIZ 

Geniz works by allowing the financial systems of 
ministries and agencies (the usual mix of software 
from sap, Oracle and PeopleSoft) and the procure- 


ment applications to work together. Trading part- >. 


ners can find invitations to tender and purchase or- 
ders on the site. Suppliers can also submit invoices, 
check payment status, post their catalogues and bid 
for contracts. For the moment purchases are capped 
at $30,000 (US$17,341), but the Ministry of Finance 
reckons that once new payment and security sys- 
tems are introduced, 80% of all government procure- 
ment will transfer to Geniz. 

One agency that stands to gain more than most 
is the Housing and Development Board (Hops), the 
body responsible for building and administering 
the estates on which most Singaporeans live: With a 
budget of nearly $$18 billion a year, it orders the 
building of new blocks of flats, as well as building 
and managing over 32,000 commercial and indus- 
trial premises. 

Under Alex Siow, its chief information officer, 
Hp has developed a sophisticated information site 
that gets nearly half a million hits a month. Soon he 
expects to be able to deal with rent and mortgage 
payments online, but the biggest gains will come 
when noes can conduct its dealings with the con- 
struction industry through Gesiz. “When we do 
that, we can expect just-in-time contract manufac- 
turing and contract construction,” says Mr Siow. The 
key to this, he believes, is using Singapore ONE to ex- 
change three-dimensional drawings and plans. 

But Gesiz is only one example of Singapore's 
lead in e-government. In an international survey of 
sites offering integrated service delivery through the 
Internet, conducted last year, America’s General Ser- 
vices Administration (Gsa) concluded: “Singapore’s 
eCitizen centre is the most developed example of in- 
tegrated service delivery in the world.” Launched 
just over a year ago, eCitizen was one of a series of 
modernising government projects designed to en- 
sure that the public sector operated, and was seen to 
operate, as a single entity. This particular project 
aimed to bring together useful services and to de- 
liver them to Singaporeans in convenient and easily 
accessible packages. 

It quickly became clear that this would best be 


When it comes to 
e-government, 
there is nothing to 
match Singapore 








visions of the future come from 





Peer into a stunning world of new wireless services 


and applications. And learn how to continually renew your 


customers’ fascination with you. 


www.motorola.com/aspira 


fascination seith | the [orld 


islrenewed every | day. 


imagination into opportunity 


Imagine adding Web browsing, videoconferencing and rich streaming multimedia to your wireless service 
offerings. It's the future. And we'll help you see it. With our vision of Aspira™, a new IP communications 
architecture being created by Motorola together with Cisco Systems and others. If you're looking to expand 
services to wireless customers — and gain new ones — you might want to explore our seamless path to 


future-generation wireless. What's under construction may fascinate you. And your customers. 





SS KT Cee 
14 SURVEY GOVERNMENT AND THE INTERNET 


ee cab = e ie PCy a | Pers 








achieved by creating a single, comprehensive gov- 
ernment web portal. This would also help to make 
Singapore’s population more net-minded. As the 
education minister, Peter Chen, puts it: “The de- 
velopment of electronic public services is critical to 
setting the pace in proliferating the use of rr and cre- 
ating an 1T-savvy culture in Singapore. It will en- 
hance the ability of the public to be increasingly fa- 
miliar and comfortable with 11, which has become a 
critical component in the knowledge economy. Our 
people's openness to and skill with rr can offer a dis- 
tinctive competitive edge to Singapore.” 

According to the 1pa’s Tan Sue Hua, one of the 
eCitizen team leaders, the main reason for the suc- 
cessful launch of the site and its ever-increasing use- 
fulness is the way in which the Ministry of Finance 
and the pa have worked together. The ipa has 


been responsible for the technological side, whereas 
the ministry has been controlling the purse strings. 
That has given it the clout to secure top manage- 
ment support and commitment across every gov- 
ernment agency. Ms Tan also points out that the 
technology alone will not get you anywhere: you 
also have to rethink the processes you are transfer- 
ring to the web, and make sure that people's atti- 
tudes keep up with the changes. 

The design of eCitizen allows each agency to 
keep its own website but to display the content by 
function, giving users an overall view of the way 
government works. Information and the opportu- 
nity to do business on the site are delivered in one 
package. To make that possible, all agencies have to 
adopt a common infrastructure and common mod- 
ules for things like form-filling, payment and secu- 











A tool for learning 


HEN he talks about his favourite 

digital project, Chan Poh Meng, 
the principal of Singapore’s Outram Sec- 
ondary School, almost wriggles with ex- 
citement. Outram, an old neighbour- 
hood school that recently moved to 
multi-storied new premises in a hilly 
district of the city, was chosen last year 
to pilot the Learning Village, a joint ven- 
ture between Singapore’ Ministry of 
Education and IBM. 

Mr Chan’s enthusiasm is under- 
standable. The project goes to the heart 
of Singapore's education policy of using 
the Internet to make schools more out- 
ward-looking and collaborative. 
“Schools can become like cocoons,” says 
Mr Chan, “but they can’t remain iso- 
lated, they must reach out.” That is the 
idea behind the Learning Village. It is a 
web-based platform combining a set of 
Internet applications to allow communi- 
cation and collaboration both within 
the school and beyond it, involving par- 
ents and other interested members of 
the local community with the school 
and its activities. 

Parents are given passwords for log- 
ging in to the site from their homes and 
offices. Once there, they can go to the 
events calendar to check the where- 
abouts of their children, or visit teachers’ 
home pages to get information about 
their teaching methods, grades achieved 
in class, assignments, homework and 
lessons for independent study. Parents 
can also participate in online “meetings” 
with teachers, and follow their chil- 
dren’s online discussions. For their part, 
parents can offer their ideas for the 
school’s development and influence its 
policies. Mr Chan recently used the site 
to solicit views about the school’s open- 
ing hours. He is also keen to use a “priv- 
ate conference” application to discuss 


individual children’s problems online. 

Teachers and pupils benefit from the 
online bulletin board, which cuts down 
on the need for time-consuming assem- 
blies and administrative meetings. In a 
“Teachers’ Lounge”, teachers can share 
ideas about lessons and discuss the ef- 
fectiveness of teaching strategies. There 
is also a suggestions box for the princi- 
pal. Pupils can use the site to work to- 
gether on projects, not just with each 
other, but with counterparts in other 
schools, even other countries. Official 
“mentors” who may have some special 
expertise or experience to contribute to 
the school can do so from anywhere in 
the world. Recently, a class was able to 
put questions to a mountaineer climb- 
ing Everest. 

Mr Chan believes that what makes 
the Learning Village so valuable is its 
openness—which only the public In- 
ternet, as opposed to a special schools 
intranet, can deliver. It offers parents the 
opportunity for day-to-day involvement 





instead of just the odd visit to the school 
at some critical time in their child’s ca- 
reer. He says this transparency is not 
only profoundly challenging for teach- 
ers, but also makes parents rethink their 
commitment to their child’s education. 

His main concern is to increase the 
number of parents using the site. Al- 
though Outram’s parents tend to have 
lower-than-average incomes, about 40% 
have access to the Internet from home, 
but fewer than 20% have applied for a 
password. This being Singapore, though, 
they are not being let off the hook. Mr 
Chan is bringing them in for training 
sessions of two hours for groups of 30 at 
a time. 

Other schools in Singapore are keen 
to follow Outram’s example. In January, 
40 principals met to hear about Mr | 
Chan’s experience. One obstacle may be | 
cost. 18M charges a subscription of S$2.80 
per student per month to cover the cost 
of the software and of hosting the site, 
though it makes little or no money out 
of it. With a school the size of Outram, 
that works out at around $$40,000 a 
year. The Ministry of Education’s di- 
rector of education technology, Tam Yap 
Kwang, says it will be three to five years 
before the Learning Village can be ex- 
tended to all the schools that want it, 
but he may be being too pessimistic. 

Whatever the time scale, it seems 
likely that schools in poorer areas will 
get priority. The ministry has a poliey of 
aiming the bulk of its rr spending at less 
able and less privileged children. Mr 
Tam says that, in the past, most of these 
children would have dropped out of 
school at the earliest opportunity, but 
give them access to a pc and the Internet 
and they will stay in school. If they want 
to upgrade their skills later, they will 
also be far better equipped to take ad- 
vantage of the many online courses to 
be found in “Education Town” on the 
eCitizen site. 
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rity. And to achieve a single, consistent user inter- 
face, they must accept common methodologies. 

The user interface the Singaporeans have chosen 
adopts the metaphor of a citizen journeying through 
life. As he travels along that road, he can stop at va- 
rious “towns”. Each town groups together a number 
of service packages that are related to each other. For 
example, in the Employment Town a visitor can 
find packages called “Employ People” (for employ- 
ers), “Look for a Job” (for employees), “Retire from 
the Workforce”, “Upgrade your Skills” and (for for- 
eigners) “Work in Singapore”. At present there are 
nine towns, covering business, defence, education, 
employment, family, health, housing, law and or- 
der, and transport, many of which link the func- 
tions of one agency with another. In the Family 
Town, for example, packages on “Care for the El- 
derly” come from the Ministry of Health, whereas 
packages on “Getting Married” are from the Minis- 
try of Community Development. 

The Housing Town includes packages on buying 
and selling flats provided by Mr Siow’s npe. It also 
has a package called “Move House”, complete with 
electronic application forms for a telephone, utili- 
ties, a television licence and parking. Through the 
same package, a change of address can be sent to ev- 
ery agency that needs to know about it, including 
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the postal service so it can redirect mail. At the Law 
and Order Town, a report of an incident can be sent 
to the police, a petition for bankruptcy can be filed 
and an application made for estate administration 
by a public trustee. 

The next step will be to personalise the transac- 
tions so that frequently used services can be reached 
even more easily and quickly. That does, however, 
raise one unsettling issue. A site of this kind, which 
hoovers up a huge amount of data as people tran- 
sact business on it, can create a centrally held “su- 
perfile” of detailed material on every user. This in- 
formation can be used to improve the level of 
service further, but it can also be put to less innocent 
use. The 1a blandly says that information will con- 
tinue to be protected “in accordance with existing 
policies”, and that individuals must have the right to 
withhold certain information. 

In fact, Singapore’s somewhat authoritarian 
government is probably not too bothered by the 
threat to privacy or civil liberties. The point of the 
web is that it is a two-way street. E-governments 
may be more transparent and accountable than the 
old-fashioned kind—a risk Singapore seems willing 
to run—but they will also know far more about their 
citizens than they do now, and have much more ef- 
ficient ways of putting to use what they know. 
i s 








-GOVERNMENT is not just e-business on a larger 

scale. One of the most fundamental differences 
is that whereas businesses can, by and large, choose 
their customers, government cannot. The debate 
over the so-called “digital divide” is like the ghost at 
the e-government feast. For e-government to suc- 
ceed fully, the dream of Internet access for all has to 
become a reality. 

Governments are well aware that large and ex- 
pensive e-projects will command little support if 
only a privileged minority benefits. As David Ag- 
new of the Toronto-based Governance in the Digital 
Economy Project, which is supported by eight big rr 
firms and 20 national and local governments, ar- 
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Haves and have-nots 





gues: “If putting government online is just a way of 
reinforcing access for people who probably already 
have more opportunity to access government and 
decision-makers, then it hasn't really been much of 
an advance after all.” 

When Arizona’s Democrats held their state 
presidential primary online in March, it nearly did 
not happen—not because of security and authenti- 
cation problems (although there were plenty of 
those), but because a pressure group called the Vot- 
ing Integrity Project tried to have it banned. It almost 
persuaded a court that the vote would disenfran- 
chise the state’s minorities, so should be ruled illegal. 

Raise the spectre of the digital divide with the 


How to overcome 
the digital divide 





























technology vendors and e-government champions 
within the public sector, and their brows furrow 
with concern—but not for long. They are, after all, 
professional technology optimists. But they also 
genuinely believe that many of the barriers to near- 
universal Internet access are falling, at least in eco- 
nomically advanced countries (though it is worth 
remembering that half the world has never even 
made a telephone call). Survey after survey has 
found that the main barriers to access are the fear 
that it is too expensive, that computers are too com- 
plicated and that somehow the whole thing is not 
really relevant or useful. Those optimists argue that, 
one by one, each of those perfectly legitimate anxi- 
eties is being overcome. 


What’s the problem? 


Too expensive? Internet-ready pcs can be bought for 
little more than $300—less than the price of most 
televisions, a device that has found its way into 99% 
of all American homes. Some Internet service pro- 
viders (ises) are even giving pcs away in return for 
two or three years’ subscription, and other firms of- 
fer free pcs to users who agree to be bombarded by 
advertisements while online. True, access fees and 
telephone call charges remain high in some coun- 
tries, but unmetered local calls are spreading from 
America to Europe, and free rsrs are evolving a range 
of different business models. 

Too complicated and unreliable? That will soon 
be fixed by the proliferation of non-re devices 
which provide access to the web. Among them will 
be simple terminals that do nothing more than runa 
browser and take all their applications fram the 
web. These will be found in places such as schools, 
community centres, libraries and anywhere else 
that needs a robust machine and has an “always 
on” connection. An even simpler version is the kind 
of web kiosk with a touch-screen that is springing 
up in cities such as Singapore and Toronto. 

Many people will be able to do as much busi- 
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ness as they need over the Internet with inexpensive 
smart mobile phones, some of which will soon take 
the form of a wrist-watch that can be activated by 
speech rather than via a fiddly keypad. Many new 
mobile phones are already being loaded with war 
software and microbrowsers. Another way of get- 
ting online is by interactive digital television. Early 
services, such as BSkys’s Open in Britain, are still 
clunky, but the technology will improve, and the 
set-top box decoders will often come free. 

The more extreme technology optimists, such as 
Adam Thierer of the conservative Heritage Founda- 
tion in Washington pc, say that the rapidly falling 
price of both computing power and bandwidth will 
in fact create a “digital deluge”, so any policies 
aimed at giving access to the “information-poor” are 
quite unnecessary and may be counter-productive. 
It is a comforting view, but probably quite wrong. 

The latest release of the us Department of Com- 
merce’s survey “Falling Through the Net” paints a 
disturbing picture in which the digital divide be- 
tween rich and poor, white and non-white, well- 
educated and under-schooled seems, if anything, to 
have widened significantly during the five years in 
which this information has been collected. Among 
the examples of the digital divide today, the survey 
found that: 

e People with a college degree are eight times more 
likely to have a rc at home and 16 times more likely 
to have Internet access at home than those with an 
elementary school education. 

* A high-income household in an urban area is 20 
times more likely to have Internet access than a ru- 
ral, low-income household. 

e A child in a low-income white family is three 
times more likely to have Internet access than a 
child in a comparable black family, and four times 
more likely than if he were Hispanic. 

e A wealthy household of Asian descent is 34 times 
more likely to have Internet access than a poor black 
household. 

* A child in a two-parent white household is twice 
as likely to have Internet access as a child in a single- 
parent household. If the child is black, he is four 
times more likely to have Internet access than his 
single-parent counterpart. 

* Disabled people are nearly three times less likely 
to have home access to the Internet than people 
without disabilities. 

In other words, although Internet penetration 
has risen across all demographic groups, the digital 
divide remains only too real. It has also become a 
poignant proxy for almost every other kind of dis- 
advantage and inequality in society. 


Chalk and cheese 


It would be hard to find a better real-life symbol for 
the digital divide than the gulf between Silicon Val- 
ley’s leafy Palo Alto, home to dot.com millionaires, 
where the average house sells for nearly $700,000, 
and East Palo Alto, the desperate little town on the 
other side of Highway 101 that not long ago claimed 
America’s highest murder rate. Palo Alto’s website 
has 251 sections and is a paragon of e-government. 
Among many other things, it allows users to send 
forms to the planning department and search the 
city’s library catalogue. During storms, it even pro- 
vides live video footage of fiood-prone San Fran- 
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Millions in Japan mode. 


F or many people, cellular phones are all talk. 
But at NTT DoCoMo — Japan's leading mobile 
communications operator — we're proving that the 
cellular phone can be much, much more. 

Our “i-mode” service in Japan provides cellular 
phone users with Internet connection and specialized 
services at the touch of a button, bringing a new 
level of convenience to over 7 million customers since 
its introduction in February 1999. 

Users receive news and stock prices tailored to their 
needs, send and receive e-mail, shop online, and even 
get advice on good restaurants in unfamiliar parts of 
town! Online banking allows financial transactions 
with Citibank and 200 other institutions nationwide, 
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and we're adding new capabilities all the time. 
We're even linking i-mode with car navigation 
systems to provice congestion news, localized weath- 
er forecasts and parking updates for the ultimate 
in traffic information. With JAVA-installed i-mode : 
terminals now targeted for release, we're tightening. =. 
data security while opening the door to a new world 
of entertainment possibilities. 
i-mode represents a major leap towards 3G 
mobile communications and a tantalizing glimpse 
of what our “Vision 2010” will bring: A world in 
which mobile communications are limited only by 
your imagination, and where actions speak louder 
than words. 


* Redefining Mobile Communications Fron 











How to hit a forehand: 





Take three steps toward the ball. 


With knees bent follow through 
on swing. 





dally. 


Consult with nutritionist who 
puts you on a special diet of 
New Zealand mussels that have 
to be flown in fresh daily. 


After hundreds of forehands you 
consult with a sports doctor whe 


insists on replacing your rotator cuff. 





/ Play 8 hours a day with 
intensive instruction from 
people who und 
the meaning of di 


After lengthy recuperation you 
are told you will have to learn 
the forehand all over again. 
From scratch. 

















Pandesic develops, builds, and manages e-commerce engines 
for rapid scalability. We partner with emerging leaders of the 
new economy to create sustainable business platforms that 
outperform the competition. Before you choose a partner, 


know the difference. Know Better. 





www.pandesic.com or +44 (0)207 958 9012 





a 


IC. 


the commerce platform 
























cisquito Creek. East Palo Alto’s site, by 
contrast, has only three pages, containing 
little more than outdated population fig- 
ures and the address of City Hall. 

The digital divide is not so much a 
question of access but of education. As 
Esther Dyson, an Internet pundit, puts it: 
“You can put computers in community 
centres, but only the literate people are 
likely to go use them.” Simpler, cheaper 
ways of getting on to the web will help, as 
will content that seems relevant to those 
who shun the Internet today—after all, 
the mobile phone has conquered all so- 
cial classes, thanks to its sheer usefulness 
and simplicity. But even with enlight- 
ened policies such as America’s “e-rate”, 
which gives cut-price web access to 
schools and libraries, and the growing 
number of private-public partnerships to 
spread both technology and training in its use, there 
is a danger that the “digital deluge” may reach only 
those parts where the grass is already green. The 
same people who have wired pcs today will collect 
all the fancy new web gadgets that are coming in, 
and the rest will continue to go without. 

So what does this mean for e-government archi- 
tects? First, as 13m’s Todd Ramsey points out, they 
have to accept that some people, especially the el- 
derly, will never want to deal with government—or 
indeed anyone else—online. That means some off- 
line channels will almost certainly have to be kept 
open for years after everything has moved on to the 
web. Second, they must find ways to allow even 


those diehards to benefit from the e-government 
transformation by improving the quality of the off- 
line channels and targeting them better. Not all the 
savings from electronic service delivery will be 
bankable. 

Third, they need to think up incentives for those 
on the wrong side of the digital divide to take the 
leap. Government may be able to act as a catalyst in 
a way that the private sector cannot. What per- 
suades most people to try the Internet is the promise 
that they will find something relevant to them. If the 
most convenient way of getting welfare benefits is 
online, a lot of people who had never thought of us- 
ing the web will have a go. 


Sign on the dot.com line 


Ko TUZMAN says it was his discovery of a 
two-year-old unpaid parking ticket while mov- 
ing house in 1998 that prompted him to start gov- 
Works. How convenient it would be, thought Mr 
Tuzman, if he could pay the fine online. The end re- 
sult of that reflection was a firm which uses the In- 
ternet to let people make all kinds of routine pay- 
ments to local government—not just in one 
municipality, but potentially across America. 

The business logic was simple. The United States 
alone has more than 80,000 local authorities which 
between them collect around $450 billion a year in 
fines and fees for things like building permits and 
business licences. If taxes are included, the figure 
rises to about $4 trillion. 

Most of them post some information on the 
web, but very few as yet offer facilities for the public 
to do business with them that way. The standard 
method is still by mail or, if you can ever get through 
to the right person, the telephone. With limited 
funding for new tr initiatives and the skilled staff 
that would be needed for them, Mr Tuzman reck- 
oned there was an opportunity for a web-based “in- 
fomediary” to pull all the pieces together. Gov- 
Works would get its money partly from a 
convenience fee it would charge users for its service, 
and partly from a share of the savings made by the 
local authorities. 
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GovWorks, launched six months ago with $i9m 
of venture capital, claims to be able to process 
credit-card payments of fines, local taxes, permits 
and utility bills for 3,600 municipalities. Its site is a 
portal designed to provide a friendly interface be- 
tween citizens and bureaucrats. Its features include 
discounts on payments through its “govRewards” 
loyalty scheme, information about jobs, a who's 
who of officials, auction listings, bulletin boards and 
chat forums to encourage civic debate, among other 
things. Job advertising and hosting online gov- 
ernment auctions are expected to provide addi- 
tional revenue in future. To add a feelgood element, 
govWorks has promised to reinvest a portion of all 
these earnings in free pcs and pre-paid Internet ac- 
cess for schools, libraries and community centres. 
“It’s all part of our effort to help bridge the digital di- 
vide,” it claims with a hint of smugness. 


Great minds think alike 

It would be surprising if govWorks had such a po- 
tentially lucrative field to itself, and indeed several 
other well-financed competitors have emerged at 
about the same time. Some of them, such as Pay- 
TheTicket.com and Official Payments Corp, simply 
offer a payments service. Others concentrate on just 
one aspect of the government-to-business relation- 
ship. For example, Accela.com issues building per- 















Paying fines or fees 
online isa lot 
more convenient 








mits, in the hope that this will bring traffic to its con- 
struction e-marketplace. Another firm, the National 
Information Consortium, offers a turnkey solution 
to governments, designing, building and operating 
Internet portals for 11 states, from Hawaii to Maine. 
NIC’s proprietary technology provides access to 
many previously unconnected databases, saving its 
customers’ time. Most of its earnings come from fee- 
sharing arrangements. Govhost.com is a systems in- 
tegrator for local-government services. Giants such 
as IBM, EDs, Oracle and the big five consulting firms 
either collaborate or compete with e-government 


specialists in building and hosting sites. 

GovWorks’ closest rival is ezgov.com, an At- 
lanta-based start-up that launched its website a 
month before govWorks. It boasts Mario Cuomo, a 
former governor of New York, and Jack Kemp, a for- 
mer congressman, among its directors. In March it 
tied up $28m of second-round funding. The main 
difference between the two is that ezgov.com aims 
to establish a deeper partnership more slowly by 
partly integrating its activities with the back offices 
of the government department concerned. 

Each of the two firms has launched spirited at- 
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HREE years ago, the people of 

Spain’s Valencia region were rather 
behind with their computing skills and 
Internet experience. It was one of the 
things that put off would-be investors in 
the area. But today, thanks to a project 
called “Infoville”, Valencia is on the way 
to becoming one of Europe's first “smart 
communities”. 

The government of Valencia, work- 
ing with Oracle, a software and consult- 
ing firm, conceived Infoville not just as a 
local government website, but as a por- 
tal that would combine a broad range of 
services from both the public and the 
private sector. Juan Rada, who heads 
Oracle’s service-industries practice in 
Europe, says that Infoville is a kind of lo- 
cal information utility which integrates 
e-commerce, e-government, online 
learning and virtual governance. 

As well as dealing with gov- 
ernment departments such as 
housing and tax-collection 
agencies, the portal also pro- 
vides access to utilities, local 
bank accounts, schools, doctors’ 
surgeries, garages, restaurants 
and retailers. With more than 
260 services now available 
through the site, it is a little like 
an interactive version of the 
yellow pages. New services can 
easily be added, and will bene- 
fit from its centralised arrange- 
ments for administration and 
billing at virtually no cost to 
themselves. 

Infoville was designed to be 
relevant to its users’ daily lives, 
and to be simple enough for 
even the most technophobic to 
handle. To encourage its use, it 
was made accessible in a va- 
riety of ways: through not only 
pcs, but also kiosks in public 
places, as well as digital interac- 
tive television. The 100,000 citi- 
zens who are involved in the pi- 
lot were chosen as a represent- 


ative sample of the population at large. 
To disarm critics, Mr Rada makes a 
simple point: most of the activities peo- 
ple engage in take place within their lo- 
cal community. For example, 90% of 
telephone calls are local. He calculates 
that up to 80% of the information car- 
ried on a site such as Infoville is unique 
to the region. The pilot has been so suc- 
cessful that similar services will soon be 
launched in 35 more Spanish cities. 
Another European city that set out 
to become a “smart community” was 
Naestved in Denmark. It was faced with 
a decline in traditional industries such 
as paper, steel and timber and had trou- 
ble attracting new ones because it is by- 
passed by main road and rail links, even 
though it is only an hour's drive from 
Copenhagen. To overcome that disad- 
vantage, it built itself a world-class rr in- 





frastructure based on high-speed cable 
and set about integrating Internet tech- 
nologies into every aspect of local soci- 
ety—private, public and commercial. 

One result is NaestvedNet, an In- 
ternet database that provides access to 
all regional services from a single site. 
Users can choose from, among other 
things, council services, traffic informa- 
tion, an interactive local phone book, a 
complete local business directory, tele- 
education, an electronic map, banking 
and online local shopping. A digital sig- 
nature can be obtained by anyone who 
wants it, and so far about 20% of the 
population have got one. Herman Wei- 
dermann, the municipal director, says 
that digital signatures give citizens ac- 
cess to their own files and allow them to 
perform legal transactions over the net, 
despite Denmark’s draconian data- 
transfer laws. 

The mayor of Naestved, Henning 
Jensen, thinks that concerns about the 
digital divide are overdone. But 
to make doubly sure, six open 
data centres have been set up 
across the city to provide free 
rc and Internet access, as well 
as a distributed learning net- 
work for training and comput- 
ing skills. Working with mm, 
Naestved has set up a single ba- 
sic system to meet the needs of 
government employees, citi- 
zens and private firms alike. 

Neither Naestved nor Va- 
lencia have found it cheap to 
build their smart communities, 
but Oracle’s Mr Rada says the 
costs have to be put into per- 
spective. The cost of launching 
Infoville, he points out, has 
been about the same as build- 
ing a single kilometre of motor- 
way. If that seems too expen- 
sive, he says, Oracle offers to 
put up the money in return for 
a share of advertising or tran- 
saction revenue. “Don’t in- 
vest—if you give us the site traf- 
fic, we will build a local 
information utility for you.” 
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~ GOVERNMENT AND THE INTERNET SURVEY 





tacks against the other. Bryan Mundy, the chairman does link into governments, usually processes in- 
and co-founder of ezgov.com, is particularly resent- formation in batches only once a day—adequate for 
ful of govWorks’ claim to have been first in the field. most things, but a far cry from the real-time effi- 
He suggests that his rivals have hijacked his busi- ciency of the best commercial e-tailing sites. Forres- 
ness model, and accuses them of being “a bunch of ter also doubts that revenue will grow fast enough to 
investment bankers” who lack the passion to make finance traditional dot.com advertising sprees, so 
a difference. But this will not be a winner-takes-all awareness of the sites may grow only slowly. 
market. Joe Landy of Warburg Pincus says that be- That said, Forrester believes the very existence 
cause government in America is so decentralised, of these sites will create consumer demand and put 
“there’s plenty of space here for alot of winners.” He further pressure on governments. to invest in im- 
is probably right. Nevertheless, a recent report by proving them. Technology, especially data stan- 
Forrester Research gives warning that this market dards such as xma, will evolve to make the job eas- 
will take time to develop. The problem, says one of _ ier, allowing the way services are delivered to be 
the report’s authors, Jeremy Sharrard, isthatthecon- standardised, wherever they are based. 
testants’ “success is linked to outgunned, un- When that point is reached, government’s 
dermanned local governments, and as a result im- present way of doing things will be challenged. 
plementation will prove more difficult than Within America, the range of services that local gov- 
expected.” In order to move online quickly, he ar- ernment delivers is much the same, so as they move 
gues, governments often stop short of full integra- to the web, those services are bound to be commod- 
tion, which makes their sites less convenient to use. _itised. Firms such as ezgov.com will be able to do 
GovWorks, for example, does not connect to everything that today’s bureaucracy can do. Unless 
most of the governments it does business with, so it can respond creatively, local government in 
payments made through the site can take up to America, and many other parts of the world, may 
seven days to reach their destination—about the lose at least some of its raison d'être. Who said gov- 
same time as using the mail. Even ezgov.com, which — ernments can’t be “Amazoned’’? 





N THE 48 hours after winning the Republican due course citizens will move from using the web to Stand by for online 
primary in New Hampshire, John McCain raised communicate with government to expecting to be voting, and more 
$1m in campaign funding through his official web- able to cast online votes in a national election. i 
site. The donations were made by credit card and President Clinton acknowledged as much last 
averaged $110. He subsequently amassed a further Christmas when he launched a number of initia- 
$6m online, but even that was not enough to stave tives under the broad heading of “e-society”— 
off defeat at the hands of a well-dug-in party orga- including a feasibility study into the introduction of 
nisation that had already committed itself to George online voting described by White House insiders as 
W. Bush. Still, Mr McCain’s use of the web to raise “very serious”. There is support for online voting in i 
funds as well as to organise grassroots volunteers Europe too. An e-mail survey of 500 elected officials | 
was not lost on the political establishment. in 14 countries last year showed that more than half 

To date, fewer than 14m Americans have ever would back the introduction of online voting as 
used their credit cards for an online transaction, but long as traditional channels remained in place. 
as that number surges over the next few years, can- How soon online voting will become routine is 
didates will be able to use the web to go straight to hard to say. Experiments at the local level, such as 
the voters’ wallets. The traditional party machines the Arizona Democratic primary in March, when 
will increasingly find themselves disintermediated. 40,000 people voted via the web (a 600% increase in 

Inevitably, much of e-government is about the 
delivery of services and the government's dealings 
with the private sector. But there is another dimen- 
sion to it. This is how David Agnew, the executive 
director of the Governance in the Digital Economy 
programme in Toronto, describes it: “You can’t 
build a fence around the citizen as simply a con- 
sumer or customer of government services. 
That same citizen is also an owner or share- 
holder of government itself. In the digital age, 
people have an ability to communicate, to par- 
ticipate and add value.” 

Mr Agnew believes that just as the Internet 
has helped to empower a new generation of 
well-informed and demanding consumers, it 
will challenge the essentially passive relation- 
ship that the majority of people have with gov- 
ernment and politics. Just as consumers at first 
used the web to gather information and only 
later took the plunge by buying things online, in 











turnout over the election of 1996), 
will proliferate in both America and 
Europe as governments learn how 
to run cyberpolls. 

When Arizona's Democrats 
held their now famous election, 
state officials from all over America 
went to Phoenix to learn from the 
experiment and to quiz the firm 
that conducted the poll, elec- 
tion.com. Although those involved 
declared it a huge success, there 
were enough hitches to give pause 
for thought. The voting site went 
down for an hour on the first day of 
voting; some voters lost the pin 


number that had earlier been e- | po you believe tha 


mailed to them; and the helpline (¿information teers 
can enhance deme ) 


could not handle the volume of 
calls from all the people having pro- | Yes 74.2. + 
blems. Users of Apple Macintosh 
computers encountered particular 
difficulties. 

Thomas Wilkey of the New 
York State Board of Elections was 
unimpressed: “I call it chaos.” Alfie 
Charles, the assistant secretary of 
state in California, agreed that 
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representatives and voters; wired 
legislative bodies (such as Wiscon- 
sin’s state assembly and Belgium’s 
parliament); and feedback from the 
public on legislative drafts, | 

If some governments are | 
tempted to drag their feet over digi- | 
tal democracy, they will find thata | 
plethora of commercial e-politics | 
sites has stirred interest among both | 
candidates and voters. PoliticsOn- | 
line provides news and webcasts of | 
campaigns, but also sells Internet | 
tools and software to candidates 
and campaign managers who want 
to build a site for fund-raising. One 
of the PoliticsOnline offerings is “In- | 
stant Online Fundraiser v2.o—your | 
Internet fundraising solution.” 

New York-based election.com, 
the company that ran and hosted 
the Arizona primary, claims to have 
conducted hundreds of elections in 
both the public and the private sec- 
tor around the world. t promises a 
reo i seamless migration path from the 

traditional, paper-based election 
process to the Internet.” Its latest 





breakdowns of any kind were unac- 
ceptable during an election, and added that before 
Internet voting systems could be certified, state au- 
thorities would have to be confident about the 
strength of encryption systems and the overall reli- 
ability of the software. “It just shows the need to take 
a cautious, incremental approach,” he said. 

Theo Dolan of Forrester Research echoes that 
sentiment, arguing that essential requirements are 
likely to include mass voter authentication, online 
databases with accurate, up-to-date electoral rolls, 
and voting sites that can withstand concerted 
hacker attacks. 


How universal? 


But the biggest uncertainty surrounds the digital di- 
vide. Some argue that as long as Internet access is so 
heavily weighted towards the better off, online vot- 
ing will inevitably weaken the voice of the poor and 
of ethnic minorities still further. Others, such as 
Reed Hundt, the former chairman of the Federal 
Communications Commission, think that it will en- 
courage voter registration, especially among the 
young. Opponents may find it hard to argue against 
something that could help to make America’s voters 
less apathetic (only 49% bothered to vote in the 1996 
presidential election). 

Still, there is more to e-politics and digital de- 
mocracy than online voting, says Janet Caldow, the 
director of the 18m-funded Institute for Electronic 
Government in Washington, pc. Ms Caldow de- 
fines digital democracy as any electronic exchange 
in the democratic process. As well as online voting, 
digital democracy includes a number of things that 
are already gaining ground: campaigning and fund- 
raising, as demonstrated by Mr McCain; voter reg- 
istration (so far ım American voters have registered 
online, and the number could reach 5m by Novem- 
ber if the service is offered by portals such as Ya- 
hoo!); opinion polling; communication between 


project is the Youth-e-Vote, a na- 
tionwide exercise in online voting for students. 

The brilliantly named E The People describes it- 
self as “America’s Interactive Town Hall”. It offers a 
service processing traffic-violation fines, but its 
main activity is running online petitions on almost 
any subject, from “Stop Kent State Primate Re- 
search” to “Equal Rights for Children of Second 
Families” and “Impeach Mayor Penelas”. Other par- 
ticipatory sites include Votercom and Grass- 
roots.com. Voters who find it hard to make up their 
minds can try CandidateComparecom and Se- 
lectSmart, which will identify the candidates whose 
policies and prejudices most closely match those of 
the inquirer. 

Some hope that this could one day lead to the 
kind of electronic direct democracy once advocated 
by Ross Perrot, the founder of eps and maverick 
presidential candidate. But the unbridled populism 
that might be released is something that makes most 
e-government enthusiasts recoil. The aim, they say, 
is to work with the grain of the representative insti- 
tutions we already have, not replace them with 
something so scarily unpredictable. They prefer to 
think of the rekindling of Jeffersonian democracy 
by electronic means. As David Agnew says: “In 
many countries, democracy is showing signs of fray- 
ing round the edges. We've seen not just lower par- 
ticipation rates in elections, but also a lower com- 
mitment to the political process and lower trust in 
government. Thoughtful governments are looking 
at the Internet not as a threat, but as a positive po- 
tential tool to re-engage the citizenry in the business 
of governing.” 

Perhaps. But Jeffersonian democracy was, in 
practice, democracy by and for an elite. Unless great 
care is taken, digital democracy could turn out to be 
something similar—providing simply a better way 
for political activists to be politically active. 
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Handle with care 


HEN Intel's Andy Grove declared last year 

that all businesses would have to become e- 
businesses soon if they wanted to survive, few peo- 
ple disagreed. The fear of new Internet-bome com- 
petitors and the sudden transformation of old rivals 
was almost palpable. Many businessmen were also 
excited about innovative business models that 
seemed to dazzle investors. E-government is not dri- 
ven by such extremes of fear and greed as e- 
business, but the rewards for success and the penal- 
ties of failure are nevertheless real. So what should 
governments do to prepare? 

The first thing they need to do is hurry up. If 
they are not already well on the road to e-gov- 
ernment, they should start at once, or other coun- 
tries and regions will make them look like laggards. 
Governments form such a crucial part of the busi- 
ness environment that, when all else is equal, firms 
and skilled people may prefer to go where the bene- 
fits of e-government are available. Not only are e- 
governments far more efficient than the old-fash- 
ioned variety, they are also easier to deal with and 
better liked by their citizens. 

At a minimum, e-government might consist of 
nothing more than filling in a few forms on the web. 
But to move from there to a fully fledged e-gov- 
ernment requires profound changes in the culture, 
the processes and the relationships that define gov- 
ernment as an entity. Would-be e-governments 
need to adopt a four-pronged strategy. 

e The first prong is the establishment of a secure gov- 
ernment intranet and central database that reaches 
across all departments and enables them to work to- 
gether. The intranet must also have resilient, high- 
capacity interfaces with public-sector agencies and 
local and regional government bodies. 

* The second is the delivery of services that are tai- 
lored to the needs of citizens, and are accessible via 
the web in a convenient and secure form. The aim 
should be to provide a one-stop portal that is always 
open and caters for all aspects of the relationship 
between government and citizen. 

*The third is the creation of a government e- 
marketplace where departments can advertise their 
requirements, authorised suppliers can bid and post 
tenders for high-value purchases and public ser- 
vants can purchase low-value goods quickly, effi- 
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ciently and at centrally negotiated prices. 

* The final prong is digital democracy. Governments 
and politicians must use the web to. make them- 
selves more transparent and accotintable to the vot- 
ers, evolve new methods of consultation and even- 
tually offer online voting. 

Implementing e-government is complex and 
will require not only vision, but also strong political 
leadership at the highest level. Prime ministers and 
presidents do not need to know how to write Java 
code, but they must have the basic familiarity with 
technology that comes from using computers and 
the Internet in their daily lives. Bosses whose idea of 
using e-mail is to get their assistants to provide print- 
outs are ill-equipped to lead the transformation of 
their firms into e-businesses. They do not know the 
right questions to ask, and lack credibility with em- 
ployees. The same applies to senior politicians. 

Leadership also means that a team has to be put 
in place within government that has the political 
clout and the funding to knock departmental heads 
together, rethink current working practices and im- 
pose technology standards. Britain has made a start 
by appointing an impressive-sounding “e-envoy”, 
Alex Allan. He leads a group of 35 senior officials 
representing the departments and agencies in- 
volved, who optimistically call themselves “The In- 
formation Age Government Champions”. But the 
minister responsible, lan McCartney, attached to an 
all-purpose department called the Cabinet Office, is 
rather junior, which raises doubts about the outfit’s 
effectiveness. Singapore, by contrast, has given the 
job to its Ministry of Finance and the ma, the agency 
responsible for rr and communications policy, both 
of which carry plenty of clout. 


Keep it simple 

So where should governments start? An e-gov- 
ernment portal can operate on three levels of com- 
plexity: first, publishing information and providing 
links to existing departmental websites; second, 
establishing a two-way channel for dealing with 
individual agencies; and third, doing business in- 
volving multiple agencies. The best starting point 
may be to get a fairly simple portal up and running 
and then add more functions in stages as progress 
allows. An over-ambitious site that loads pages 


E-government is 


mostly a good 
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slowly and fails to deliver on its promise to work 
across departments and agencies will put usersioff. 

Governments would also be well advised not to 
get carried away with the technology, but to stick to 
established Internet standards and protocols and to 
use tried-and-tested packaged applications with as 
little custornisation as possible, Much of what they 
should aim for sounds obvious: a flexible technol- 
ogy infrastructure that can easily adapt to different 
amounts of traffic (because successful central gov- 
ernment portals are bound to be busy, with unpre- 
dictable peaks); a single interface that provides a 
consistent look and feel for its users; straightforward 
search and navigation; the widest possible range of 
getting access to the system, from pc browsers to 
wap phones and digital television; and the provi- 
sion of links between online services and telephone 
call centres, because many people will still prefer to 
use the phone to deal with government depart- 
ments and agencies. 

E-government projects offer great opportunities 
for establishing new partnerships with the private 
sector, for example by developing new funding 
models and sharing risk with technology vendors. 
Each government will have to decide for itself how 
far it wants to go in allowing the private sector to 
supply public services and to package these with 
commercial services. But, leaving funding to one 
side, arrangements of this kind will be essential to 
bridge a growing skills gap, because the public sector 
is finding it ever more difficult to attract scarce rr 
professionals, Careful thought must be given to the 
regulatory framework for such partnerships. Typi- 
cally, problems will arise about the way licences are 
awarded, and over what periods; fair treatment for 
governments’ other commercial partners; and the 
safeguarding of citizens’ privacy. 

Privacy and security is a hugely important as- 
pect of successful e-government. By giving every cit- 
izen a digital signature and maintaining the highest 
standards of data and privacy protection in its elec- 
tronic transactions, e-governments will not only in- 
crease confidence in the Internet delivery of their 
own services, but will also provide a stimulus to e- 
commerce throughout the economy. if they fall 
down on the job, they risk a damaging 
erosion of trust. As more and more de- 
tailed information about individuals is 
gathered electronically and passed be- 
tween agencies, e-governments will 
also have to allay citizens’ understand- 
able fears that Big Brother is snooping on 
them in cyberspace. 

Another serious concern is the digital 
divide, which carries the threat that the least 





well-off may not have access to the system. At 
first sight, this suggests that governments should 


move more slowly, but an even better case can be 
made for the opposite policy. Because all citizens 
have to deal with government, whether they like it 
or not, e-governments can provide incentives for 
them to make the web their preferred channel for 
such transactions, thus spurring the adoption of the 
Internet. In the same way, governments can encour- 
age small businesses that want to supply them to get 
on to the web. 

Fully fledged e-government will be neither 
quick nor easy to achieve—despite the sometimes 
extravagant promises of cyber zealots and politi- 
cians alike. In that respect, the rules for e-gov- 
ernment are different from those for e-business, 
where it may sometimes be better to be fast than 
right. Governments have to be more cautious, they 
must take more care to take people with them, they 
are more accountable for the money they spend, 
and the sheer size of their operations dwarfs all but 
the biggest global companies. That said, for the first 
time since the establishment of the modern welfare 
state, there is now a real chance to “re-invent” gov- 
ernment—and make it a great deal better. 

For tomorrow’s e-citizens and e-businesses, the 
coming e-government revolution is almost wholly 
good news. It offers the potential for services that are 
designed for citizens’ needs, and available when 
and how they want them; lower taxes, as increased 
efficiency cuts the cost of government; more trans- 
parent ways of doing business with the different 
arms of government; a two-way street of consulta- 
tion and collaboration; a new level of accountability 
for both elected and unelected officials; and more 
open and responsive politics. . 

The one important reservation is that vastly 
more efficient governments will also know vastly 
more about each and every one of their citizens. The 
exponential increase in the ability ofe-governments 
to gather, store and mine data about people will 
raise well-founded worries about privacy and civil 
liberties. The price of happy e-citizenship will be 
eternal vigilance. 
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The last frontier 


DOVER 





This week’s tragedy in Dover has highlighted the scale and manner of the 


smuggling of people into Britain 


WES customs officers opened up the 
back of an articulated container lorry 
at Dover’s Eastern Docks, they found a hor- 
rific scene. Strewn amidst its cargo of toma- 
toes were the bodies of 54 Chinese men and 
four women. The only two survivors, both 
men, told of desperately shouting and claw- 
ing to get out of the sealed container lorry on 
its journey from the Belgian port of Zee- 
brugge. On one of Europe's hottest summer 
days, the lorry’s refrigeration unit was 
turned off, leaving its human cargo to be 
slowly asphyxiated. 

The nightmarish discovery at Britain’s 
main channel port last week is a reminder of 
the risks run by illegal immigrants and asy- 
lum-seekers, and the ruthlessness of the or- 
ganised crime syndicates who prey on them. 
Trafficking in humans is more profitable and 
less risky than the smuggling of drugs. In- 
deed, according to the International Orga- 
nisation for Migration, people trafficking is 
now a bigger business than drug trafficking. 

A special police unit to deal with illegal 
immigration was first set up in Dover in 1994. 
The police reckon that the number of “ille- 
gals” coming through the port has gone up 
by 500% in the last six years. They catch 
about 100 a day—of whom roughly half 
planned to apply for asylum, while the other 
half planned to disappear. In general, Alba- 
nians, Afghans and Iraqis are more likely to 
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claim asylum; the Chinese and Indians more 
likely to disappear into immigrant commu- 
nities in Britain’s big cities. 

The flow of illegals into Britain is, of 
course, only a small part of the international 
trade in people. The Home Office’s Immigra- 
tion and Nationality Directorate estimate 
that about 30m people are smuggled across 
international borders every year, and that 
the trade is worth between £8 billion ($12 bil- 
lion) and £20 billion. An inp memorandum 
says that gangs are charging £1,500 to smuggle 
a migrant from Romania into Britain, £6,000- 
9,000 from India and as much as £16,000 per 
head from China. Five syndicates control the 
trade from the Indian sub-continent. Police 
intelligence sources say that worldwide 
there are about 50 gangs who handle the 
bulk of the trafficking in migrants. The Inter- 
national Centre for Migration in Vienna esti- 
mates that between 400,000 and 500,000 mi- 
grants are smuggled into the European 
Union each year. The United States esti- 
mates that 300,000 unauthorised foreigners 
cross its borders every year. 

The trade is highly organised with differ- 
ent groups specialising in transport, while 
others handle asylum claims. The National 
Criminal Intelligence Service (ncis) believes 
that about ten “Snakehead gangs” control 
the human trade from China into Britain. 
The gangs use several routes but most Chi- 


nese immigrants are now travelling overland 
by train, truck and bus via Russia and East- 
ern Europe to the Channel ports. That jour- 
ney can take as long as four months. They are 
then smuggled into Britain, usually in the 
backs of container lorries. 

Last year 11,000 Chinese claimed asylum 
in the European Union, of whom roughly a 
quarter applied in Britain. This year, the 
number of asylum-seekers from China in 
Britain increased to 1,700 in the first four 
months, the result probably ofa crackdown 
in the United States and Canada. Many Chi- 
nese immigrants shy away from asylum pro- 
cedures and prefer to rely on friends or fam- 
ily to shelter them. Only 5% of asylum claims 
from mainland Chinese are accepted, but 
few people are successfully deported be- 
cause China refuses to accept the return of 
citizens without documents. Intelligence es- 
timates suggest that the real rate of illegal im- 
migration from China into Britain is now 
running at more than 600 a month. Most are 
being smuggled in container lomies. 

Many of those who arrive in Britain, 
heavily in debt to the Snakehead gangs, find 
that their troubles are only beginning. Immi- 
gration officials say that many are forced to 
work as prostitutes or “soldiers” for illegal 
gangs. One young Chinese immigrant said it 
would take him five years to pay off his 
£10,000 debt. Those who do notpay are sub- 
ject to terrifying treatment. Trials last year of 
Chinese gang members heard accounts of 
debt-collection methods including torture, 
kidnap and rape. One migrant had his 
knuckle slashed to the bone with a machete, 
another was manacled for nearly two years. 

Ministers accept that there is not much 
they can do tostop this trade in humans. The 
parliamentary home-affairs select commit- 
tee is currently conducting an inquiry into 
border controls. Written evidenee submitted 
by Stephen Boys Smith, the head of Britain’s 
immigration service, says his officials to- 
gether with the National Crime Squad are 
currently targeting 12 leading gangs. 

But the chances of success are limited 
even though Britain’s security agencies, mi5 
and m16, have been brought in to help. The 
memorandum states: “The gangs have infra- 
structures, communications and surveil- 
lance capabilities far in excess of anything 
that the law-enforcement agencies in transit 
and source countries can musier, and the 
ease with which they operate across interna- 
tional boundaries means that the chances of 
their activities diminishing is negligible.” 
With most of the gang leaders residing out- 
side the jurisdiction of either British or Eu 
courts, Mr Boys Smith concludes that “dis- 
ruption is a more viable alternative to arrest 
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and prosecution.” i 

To that end, the government has cracked 
down on the lorry drivers who take part in 
this trade. Drivers are typically paid £1,000 a 
refugee; the authorities are retaliating with 
the introduction of £2,000 fines for each 
stowaway--an extension of the carrier’s li- 
ability originally introduced against airlines. 
But until the chances of being caught go up, 
many lorry drivers will be tempted by the 
possibility of pulling in a small fortune 
through people-smuggling. 

At present, only 5% of the 5,000 lorries 
that pass through Dover each day are 
checked and a much smaller proportion is 
searched. To do more without creating huge 
delays to trade would require better equip- 
ment. Currently customs, immigration and 
police use sniffer dogs and hand-held car- 
bon-dioxide detectors to inspect freight traf- 
fic. Both methods take time and manpower, 
and are not foolproof. The inp is currently 
examining new methods of detection based 
on the use of radar and the seismic detection 
of heartbeats. 

Though border controls have proved to 
be porous, the government has so far re- 
jected tighter internal controls such as iden- 
tity cards. The fact that British people are not 
obliged to carry identity cards remains a 
powerful symbol of personal freedom, 
which all governments have proved wary of 
tackling. 

The tragedy at Dover will also play into 
the debate on asylum-seekers—although its 
effect is unpredictable. The horror of so 
many deaths will make it harder to demo- 
nise illegal migrants as ruthless exploiters of 
soft-hearted Britons. But it also highlights the 
extent of the flow of people into the United 
Kingdom. The majority of illegal migrants 
into Europe are still concentrated in south- 
ern European countries and Germany, but 
the flow into Britain has been rising relative 
to other European countries. This week Le 
Monde pointed out that just six people had 
applied for asylum in Calais in the whole of 
1999, while hundreds crossed over into Brit- 
ain each week. Joel Loeuilleux, who works 
for the Human Rights League in Calais, says 
that Britain has a more open asylum policy 
than France. “Foreigners are assured of some 
financial support, a place to stay, food, cloth- 
ing and lessons in English.” Such comments 




















are bound to fuel accusations in Britain that 
the country is too “soft” on asylum-seekers. 
But the fact that the majority of Chinese 
who died at Dover probably had no inten- 
tion of claiming asylum should focus atten- 
tion on another area of policy—immigra- 
tion. In common with other eu countries, 
Britain provides scant opportunity for legal 











immigration. Yet there are jobs for would-be 
immigrants. Indian restaurants, for example, 
now employ more people than the steel in- 
dustry, but restaurateurs complain that they 
cannot get visas for the chefs and waiters 
that they need. More legal immigration 
would help the British economy, and might 
also make future tragedies less likely. 





Football hooligans 


Merciful defeat 


The grotesque behaviour of English football supporters in Europe is causing 
some agonised navel-gazing back home 


LTHOUGH the England football team 
was knocked out cf the European 
championships (Euro 2000) on June 2oth, its 
supporters produced their best perfor- 
mance of the tournament. The travelling 
English fans behaved so well that the mayor 
of Charleroi, the small Belgian town where 
the team played its last match, afterwards 
described them as “charming”. 

This was an unusually charitable ver- 
dict. At the European summit in Portugal, 
Tony Blair had been obliged to apologise to 
other European leaders for the very different 
behaviour of some Englishmen in Charleroi 
and Brussels on June i6th-:7th. In contrast to 
the festive atmosphere which has prevailed 
amongst other countries’ supporters, English 
hooligans abused and attacked French and 
German fans, and fought with the Belgian 
police. They also racially abused Turks and 
North Africans resident in Belgium; when 
they ran out of alternatives, some of them 
fought each other. At the last count, 921 Eng- 
lish fans had been arrested during Euro 2000 
{many of them for trivial offences), of whom 
464 were deported back to England. 

The English team’s failure on the pitch at 
least spared it the humiliation of being ex- 
pelled from the tournament because of its 
fans’ misbehaviour—an unprecedented 
sanction which vera, European football’s 
governing body, had threatened. It also re- 
moved the worrying prospect of England go- 
ing on to play Italy in the same Belgian sta- 
dium where, in 1985, rioting by Liverpool 
fans resulted in 39 deaths. 

But the ramifications of this latest bout 
of hooliganism will stil! be considerable. 
England is one of five countries hoping to 
stage the World Cup in 2006—a tournament 
which will generate revenue for the host na- 
tion of more than £500m ($750m). When the 
world football authorities choose the loca- 
tion on July 6th, it is unlikely that they will 
want to reward England. Recriminations for 
the government's failure to prevent hooli- 
gans from getting te Euro 2000, and soul- 
searching about the culture which produces 
the thugs in the first place, have been intense. 

The tournament started hopefully. 


Dutch and Belgian authorities used in- 
formation supplied by Britain’s National 
Criminal Intelligence Service {ncis} on 1,000 
known English hooligans to prevent some of 
them from entering their countries. Eng- 
land's first game, in the Dutch town of Eind- 
hoven, passed off relatively peaceably. But 
some known troublemakers managed to 
evade surveillance; and in the run-up to Eng- 
land’s match with Germany, the violence 
erupted. 

Although English fans’ attempts to 
blame foreign policemen for their riots have 
become a tired refrain, the well-primed 
Brussels police did use strong-arm methods 
to deal with the troublemakers—including 
tear-gassing restaurants and making large- 
scale, indiscriminate arrests. The great bulk 
of the blame, though, lies with the English 
hooligans themselves. Even when they were 
not actively attacking passers-by, their drun- 
ken, bellicose behaviour was intimidatory. 
Without doubt, England’s travelling suppor- 
ters included some members of the far right, 
whose presence was signalled by their re- 
peated chanting of “No surrender to the 
IRA”—-a Curious sentiment to express before 
a football match against Portugal or Ger- 
many. 

Could British politicians have done 
more to control them? vera openly accused 
the government of not doing enough to re- 
strain hooliganism. Jack Straw, the home 
secretary, responded by proposing to ban 
any proven hooligan from attending a foot- 
ball match in Britain, and tried to enlist ferry 
companies into the effort to prevent unde- 
sirables travelling to Euro 2000. But an- 
nouncement of these new measures merely 
angered uera, who said that it showed that 
not enough had been done in the first place. 

Legislation, was passed last year 
strengthening powers to ban convicted hoo- 
ligans from going to overseas matches. The 
new law obliges courts to give reasons if they 
choose not to impose “international ban- 
ning orders” in cases where they have the 
right todoso. But, whether out of reticence or 
confusion, many magistrates have not ap- 
plied the international bans when they 
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might have. Since last September, when the 
new law came into force, only 23 interna- 
tional bans have been imposed. 

UEFA point to new laws in Germany— 
another leading contender to host the 2006 
World Cup—that have enabled the authori- 
ties to prevent hundreds of hooligans, con- 
victed or otherwise, from getting to Euro 
2000. The Mp who put forward last year’s bill 
in Britain, Simon Bums, hoped to make the 
international bans applicable to anyone 
whom a court could be convinced was likely 
to cause trouble. But many mrs are wary of 
allowing the judicial system to deny civil lib- 
erties to people merely suspected of criminal 
tendencies. One central difficulty is that very 
few of the people arrested for hooliganism 
abroad are ever prosecuted. Only a handful 
of the hundreds of Englishmen arrested in 
Belgium have been charged by the Belgian 
authorities. 

As Mr Straw argued this week, though, 
even the power to prevent suspected hooli- 
gans from travelling would probably not 
have prevented the riots in Belgium. Only a 
small minority of those arrested are known 
to have been previously involved in football 
violence. A much larger proportion have 
criminal records—though as Mr Straw re- 
minded Parliament, so do a third of thirty- 
year-old British men, which, as he also said, 
is “a dreadful commentary on our society”. 
Many of those involved in the havoc in Brus- 
sels and Charleroi apparently lead ordinary, 
respectable lives in Britain. 





A fine ambassador 


These sobering facts may help to exoner- 
ate the government, but only by shifting the 
blame to English culture at large. Although 
Mr Blair claims that the behaviour of the 
hooligans does not reflect the English na- 
tional character, Mr Straw acknowledges 
that the country has an entrenched problem 
with drink-related violence. ncis agrees, 
pointing out that most casual hooligans are 
ordinary young Englishmen, who simply 
like a drink anda fight. 

Other countries also export football 
hooligans: Turkish fans rioted on the streets 
of Brussels on Monday night—though the 
mayor of Brussels somewhat bizarrely tried 
to blame the English for that as well. UEFA 
was also much less critical of the Turkish 





Cyber soapboxes 


CCT WORE a shirt of browns and fawns, 

and a tie of chocolate and gold squig- 
gles. My underpants were of cotton mesh.” 
So explains Michael Portillo, the shadow 
chancellor, on his official website, to web- 
surfers curious about his dress sense, angst 
and lust as a teenager. His clothes, he adds, 
made him feel unsexy (yes, really) and 
scuppered the young man’s chances witha 
woman called Mirabelle. 

Such details may be useful to the pub- 
lic, journalists and biographers. That, pre- 
sumably, is one purpose of a politician’s 
website. The Net might also bolster democ- 
racy, think some mps, letting the public 
learn more about their representatives. 
Building a website could even generate a 
youthful, computer-literate following. But 
Mr Portillo, and the clutch of other par- 
liamentarians who have ventured online, 
have much to learn before that day comes. 

Compared with the smooth and glitzy 
sites of American congressmen, those of 
British politicians are shoddy. Every self- 
respecting American politician has a site 
replete with his latest speeches, views on 
his favourite issues, a special corner for 








children and a range of links to other sites. 
But the typical British mp—if he or she hasa 
site at all—offers an out-of-date curriculum 
vitae and a recycled harangue from the 
hustings. The site of Geoffrey Clifton- 
Brown, a Tory mp, where the word “clap- 
trap” flashes on and off beside lists of gov- 
ernment policies, is typical. 

The pick of the crop is the “Widdy 
Web” of the shadow home secretary, Ann 
Widdecombe, where viewers are shown 
snaps of her cats, of some anxious school- 
children and of Miss Widdecombe with a 
pig. There too she promotes her books and 
invites constituents to her surgery, though 
she offers no e-mail address, nor any links 
for the keen surfer. 

Of the party leaders only Charles Ken- 
nedy of the Liberal Democrats makes an 
impact—his party has apparently im- 
posed a standard style for its mps’ pages. 
Tony Blair, who has admitted his computer 
illiteracy, has no personal website (al- 
though there are many others dedicated to 
him, and his speeches can be found on the 
recently revamped Downing Street web- 
site). William Hague’s site contains just 11 
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hooligans than it had been of the English. But 
that may be because English hooliganism is 
especially persistent, and is aceompanied by 
a peculiar kind of jingoism. Thousands of 
English fans whodon’t hurl chairs at foreign- 
ers across Belgian town squares are nonethe- 
less happy to sing xenophobic songs inside 
the stadiums, many of which incessantly 
hark back to the second world war. 

The seriousness of last weekend's car- 
nage in Belgium may have been exaggerated 
by its ceaseless repetition on television. Nev- 
ertheless, as well as embarrassing the gov- 
ernment, it raises tough questions about the 
attitude of young Englishmen to drink, ca- 
sual violence, and foreigners. Theories 
abound that attribute their dysfunction to 
post-imperial hang-ups, a lousy educational 
system and England’s martial history. As Mr 
Straw says, there is no “magic wand” to solve 
this depressingly chronic problem. 

But the peaceable atmosphere in which 
the final game in Charleroi passed off of- 
fered a little hope. Perhaps ueza’s threat to 
expel the national side from thetournament 
did shame England's fans into behaving bet- 
ter? Perhaps the mass deportations of trou- 
blemakers did show that it might be possible 
after all to identify and isolate a minority of 
thugs, from a majority of ordimary fans? If 
that is so, then solving the problem of vio- 
Jence by England’s travelling supporters may 
be easier than most current, despairing ana- 
lyses allow. 

m 























words andone picture. 
Only two sites visited by The Econo- 
mäst could rank alongside those øf Ameri- 
can politicians’ for their professional style. 
Sally Keeble; a media specialist and junior 
minister, boasts that she has won eight 
awards for her informative online pages 
and even accepts e-mails. The homepage of 
the Monster Raving Loony Party pips her 
for content and presentation. There view- 
ers can find quick updates of Loony party 
policies and comments on the news, links 
to personal loony pages as well asspointers 
to more serious sites—all in a dazzling 
shade of yellow. 
But however bad such British sites are, 
spare a thought for Bertie Ahern, the Irish 
prime minister. Now embroiled in a law- 
suit with an American domain-name host, 
he endured months when www.bertieah- 
ern.com sent visitors toa pornographic site. 
Nocotton-mesh underpants there. 
http://www.michaelportillo.co.uk/ 
httpe//www.gcbmp.demon.co.uk/ 
http<//www.annwiddecombemp.com/ 
http://www.scotlibdems.org.uk/Ip/roskyinv/ 
kennedmp.htm 
hittp://www.williamhague.org.uk/ 
httpy/www.cwd.co.uk/sally.keeble/ 
http//freespace.virgin.net/ravingloony/ 
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AY what you will about Robert Mugabe and hiselection-rigging 

ways, Zimbabwe's president keeps cool in a crisis. You have 
only to remember his comportment during that extraordinary 
moment when the white minority running South Africa plotted to 
assassinate China’s president during a visit to Zimbabwe, and 
then to use nuclear weapons against Zimbabwe’s tiny army. Mr 
Mugabe's crisis-calming rv broadcast, to his nation and the world, 
will go down in history as. a masterpiece of statesmanship. 

Or it would go down in history if these events had happened. 
But they happened only in the imagination of Peter Hain, who 
published his imaginings five years ago in a thriller, “The Peking 
Connection”, when the Labour Party was still in opposition and its 
mes had more leisure. Since this ex- 
cursion into fiction, fate has played 
its usual duplicitous tricks on Mr 
Hain. It has lifted him up by making 
him minister for Africa (and some 
other places). This is a dream come 
true for a lifelong anti-apartheid 
campaigner, born in Kenya, who 
boasts even now in speeches that he 
is “a son of Africa” and graduate of 
“the freedom struggle”. But it has 
also dropped him to earth by pitting 
him against his erstwhile hero. Mr 
Mugabe, lionised in “The Peking 
Connection”, nowadays calls its au- 
thor the arch villain in Tony Blair's 
“gangster regime of little men”. 

How did relations come to this? 
Accident played its part, and farce. 
In New York last year Mr Hain gave 
Mr Mugabe a copy of his thriller. In 
October they met in a London hotel 
for another talk. Mr Hain thought 
this meeting had gone well. But the 
next day Peter Tatchell, a gay-rights 
campaigner, turned up at the same 
hotel to “arrest” Zimbabwe's notori- 
ously homophobic president. Zim- 
babwe accused Britain of tipping 
Mr Tatchell off. Britain denied it. 
Zimbabwe opened a British di- 
plomatic bag in Harare. Mr Hain said that this was “not the action 
of a civilised country”. Zimbabwe's foreign minister calls Mr Hain 
a “loose cannon”, running a “one-man mission of vilification” 
against Zimbabwe. Mr Hain calls Mr Mugabe “economically illit- 
erate”. And so forth. On top of the accident, farce and insults there 
was probably also a trap. In the run-up to next week’s election in 
Zimbabwe (see page 57), Mr Mugabe has tried deliberately to pro- 
voke Britain, so that he can turn the reaction of the former colonial 
power to the advantage of his beleaguered zANU-PF party. 

There is a special poetic injustice in this. Mr Hain made his 
name 30 years ago by attacking cricket pitches and organising 
sporting boycotts against apartheid. In 1972 South Africa’s security 
services sent him a letter bomb, which his sister Sally opened over 
the breakfast table but which failed to explode. The same year, at 
22, he defended himself at the Old Bailey against charges of con- 
spiracy arising from his activities against apartheid. In 1976 he was 
in court again, charged preposterously with having raided a bank 
in Putney after popping out to buy some typewriter ribbons. This 
may also have been a South African plot. Many white liberals fled 
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South Africa in the 1960s, as Mr Hain’s parents did, but few of their 
children continued the good fight from Britain with such energy. 
Visiting South Africa for the first time as minister for Africa, Mr 
Hain made a point of sleeping over on Robben Island, Nelson 
Mandela’s former prison. Though it would be too much to say that 
he ever admired Mr Mugabe as he admires Mr Mandela, he seems 
to have regarded him as a lesser god from the same pantheon. 

Around Westminster there are knowing Africa types who 
whisper that a white liberal was bound to get Africa wrong. They 
say that Mr Hain has been too bullish about Africa’s prospects (he 
was in Durban this week talking again about its “lion economies”) 
and naive about its leaders. They think this “son of Africa” mis- 
read Mr Mugabe, an autocrat who 
had no trouble getting on with Mar- 
garet Thatcher but hated New La- 
bour for making him deal with a ju- 
nior minister, especially a former 
South African with unsettling lib- 
eral ideas about human rights. Ac- 
cording to this theory, Mr Hain felt 
so let down when he found out that 
Mr Mugabe was not as. saintly as Mr 
Mandela that he overreacted to 
Zimbabwe's deliberate provoca- 
tions. He should sot, for example, 
have made the mistake of calling a 
former colony “uncivilised”, nor al- 
lowed Britain to be drawn into Mr 
Mugabe's quarrel with white farm- 
ers over land reform. By going in too 
hard, Mr Hain fell into Mr Mugabe's 
trap, turning Britain into an unwit- 
ting instrument of Zimbabwe's do- 
mestic politics. 

Well, it’s a theory. But as Men- 
zies Campbell, the Liberal Demo- 
crats’ foreign-affairs spokesman, 
likes to say, foreign policy is not 
arithmetic. And while some people 
accuse Mr Hainof being too hard on 
Mr Mugabe, others (such as the To- 
ries). accuse him of being too soft. 
This suggests that he may have got 
things just right, making it plain that although Britain disapproves 
of Mr Mugabe it stands ready to help the country he misrules. Be- 
sides which, something in the picture of the innocent abroad does 
not fit. For Mr Hain is not the least bit naive. Though he has ideals, 
and has paid a price for them, he is alsoa smooth operator. 

Consider. He made his name in the Young Liberals, a relatively 
easy organisation to dominate, but defected to Labour, one with 
better prospects. He used the Tribune group to build a reputation 
on the left, but also earned the trust of the Blairites. As minister for 
Wales he helped to elect Mr Blair’s candidate as party leader, but 
was also one of the first ministers to give warning in public about 
the resentment of Labour’s core voters. This is a liberal whocan be 
hard: he staunchly defends sanctions on Iraq. As one of half-a- 
dozen ministers vying for promotion to the cabinet, he was bound 
to see a job in the Foreign Office as a chance to burnish the reputa- 
tion he earned by opposing apartheid. By raising Africa’s profile in 
the Foreign Office, he has also raised his own. Of course Mr Mu- 
gabe has used his fight with Britain for his domestic political pur- 
poses. But the traffic has not all been in one direction. 
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The global gambles of General 
Motors 


DESENZANO DEL GARDA 


Every car maker purports to have a global strategy these days. But how to 
achieve it? Two articles look at the difficulties. First, General Motors’ bold 
network of alliances; then, a regional view of the way that GM and Ford are 


chasing Japanese producers in parts of Asia 


N A resort on the shores of Lake 

Garda in northern Italy, the 
bosses of General Motors 
were this week putting 
the finishing touches to a 
bid for Daewoo, a trou- 
bled South Korean car 
maker for which foreign 
bidders have to submit 
their offers by June 26th. They did so while 
awaiting the arrival of dinner guests: their 
new friends, the bosses of Fiat Auto. 

Gm’s bosses had come to Italy to hold a 
strategy review and to parade their new con- 
nection with Fiat Auto: in the spring they 
signed a deal under which cn is to take a 20% 
stake in the Italian firm and Fiat’s biggest 
shareholders will take a 6% stake in the 
world’s biggest car maker. The Fiat deal is by 
far the biggest and most ambitious of Gm’s 
various alliances. Building these links is the 
strategy that the American company has 
chosen in order to become a global car 
maker, rather than merely an American 
giant with big foreign subsidiaries. 

Since the DaimlerChrysler merger in 
1998, the car industry has been consolidating 
rapidly: just six large groups produce 









roughly 75% of the 44m vehicles that will be 
sold this year. But in cars, more than in other 
products, consumers around the world have 
surprisingly different tastes. A personal 
computer is a personal computer whether it 
is bought in Los Angeles, London or Singa- 
pore. But Americans drive huge offroad util- 
ity vehicles; Europeans want town cars; 
Asians want something small enough to 
squeeze through crowded city streets (see ta- 
ble on next page). 

For GM, this variety of taste poses a par- 
ticular problem. It is pouring most of its re- 


THE ECONOMIST JUNE 24TH 2000 







sources in America into big 
offroad trucks, which it 
thinks will account for 
60% of the passenger- 
vehicle market with- 
in a few years. It 
plans a whole new 
fleet of monster vehi- 
cles. No wonder that Ga- 
rel Rhys, at Cardiff University, 
describes GM as “a redneck company that 
wants to be global but does not know how.” 
GM begs to differ. Indeed it thinks it has 
come up with a smart and pragmatic 


way of being global even while cater- , 
ing to different local tastes in the | 


main regional markets. To 
be able to offer conven- 
tional and smaller cars 
to the foreign markets 
that want them, it 
needs the expertise of 
foreign companies. The 
answer is the “Gm Net- 
work”, as Rick Wagoner, Gm’s newish chief 
executive, calls it. 

Mr Wagoner describes his policy of alli- 
ances as “ a faster and more capital-efficient 
way to grow.” It deals, he says, with the real- 
ity that some companies do not want 
to be bought; it keeps the 
management of the 

partner company happy 
and committed; and it 
ducks the political problems 

that arise when national champi- 
ons are swallowed up by foreigners. 

With alliances, though, come other pit- 
falls. Frequently companies find that they 
are competing in one area while co-op- 
erating in another. Much of the time 
this does not matter. For in- 
stance, although Fiat and Gm 
will share the likes of engines, 
gearboxes and other parts 
(made or bought jointly), their 
small-car brands will compete 
in the European and South 
American markets. But when 
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the worlds of competition and co-operation 
collide, things can become awkward. 

For instance, in the auction forDaewoo, 
Fiat has been independently bidding against 
Gm. The American company used'to have a 
joint venture with the South Koreans; and 
the Korean finance ministry is keen for it to 
win. Fiat is likely to call off its separate bid: 
but it may have driven up the priee that Gm 
has to pay. For GM must win—even if, as Joe 
Phillippi, car analyst at Paine Webber, an in- 
ternational investment bank, puts it: “They 
may pay too much to keep it outof anyone 
else’s hands.” Leading car makers from 
America and Europe are desperate toget into 
growth markets such as Asia-Pacific, where 
two-thirds of sales growth is expected to 
come over the next ten years. In particular, 
they want to break the Japanese strangle- 
hold in Asia (see next story). 

Even without Daewoo, Gm’snetwork of 
alliances will control 23% of world car sales. 
That seems like a commanding lead in vol- 
ume terms over Ford, whose share is well be- 
low a fifth. Yet everywhere GM goes, Ford is 
dogging its footsteps, threatening to overtake 

it to become the world’s big- 
gest, and so strongest, car 
maker. 

Ford is also build- 
ing a global network, 
even though the 
global strategy that it 

forged five years ago 
gives preference to acqui- 
sitions. In Europeit has bought 
Jaguar, Volvo and, most recently, 
Land Rover; and it would dearly love tosnap 
up Bmw if the Bavarian company were put 
on the block. This week it hinted that it 
would boost existing upmarket brands to re- 
duce its European losses. It is also closing fac- 
tories in order to shave $2 billion off its cost 
base within three years. In Japan it is taking 
control of Mazda, after its loose alliance with 
the Japanese car maker failed to work, and it 
is a rival bidder for Daewoo, attracted, like 
others, by the prospect of dominating the 
South Korean market and acquiring low- 
cost production with which to serve local 
Asian markets. 

This relentless competition from Ford is 














x 





| 


pease Yt a 


Pee: aN ot, 








Peng 
| United States 
| Ford F-series pick 
l Chevrolet Silverado 
| Toyota Camry 
| Dodge Ram pick-up 
| Ford Explorer 
| 
| 





Honda Accord 
Ford Taurus 
Ford Ranger 



































what makes Gm’s alliance strategy so criti- 
cally important. The key will be the integra- 
tion of the technology and product develop- 
ment of its different alliances so that it can 
reap benefits of scale by spreading engineer- 
ing and development work over a wider 
range of products. If it all goes according to 
the plans, GM will be able to focus on what it 
knows best, while its European Opel opera- 
tions will serve as the liaison with Isuzu, Su- 
zuki and the other affiliates. Already, cm’s 


Car making in Asia 
Politics of scale 
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affiliates can plug into the global Gm digital 
design system. For instance, a new small car, 
dubbed the yom, was drafted simulta- 
neously on Suzuki and Gm computer screens 
that were 6,000 miles apart but all hooked up 
together. 

To make all this work, it will be impor- 
tant tocome up with common platforms (es- 
sentially, vehicle families), sharing compo- 
nents and a basic design, and manufactured 
in the same way. Not only will this yield sig- 









nificant economies of scalesas up to a dozen 
vehicles could share the same assembly line, 
it should also allow Gm to respond to fast- 
changing demand for different models. As 
Mike Burns, boss of Gm Europe, points out, 
its Bochum factory in Germany makes both 
Astra saloons and the Zafira, a compact, 
seven-seater minivan designed around the 
Astra platform. Production could be 
tweaked to meet peaks and troughs of de- 
mand for either vehicle. 

It all sounds wonderful. But alliances 
evolve, and not alwavs for the better. The car 
industry is littered with examples of mar- 
riages that have failed. The key problem with 
alliances, say the critics, is that even a big 
company such as GM can, at best, only share 
decision-making. 

And a single disagreement over one pro- 
duct can ruin the whole affair. Look at Ga’s 
past: that is exactly what happened eight 
years ago when it pulled out of its joint ven- 
ture with Daewoo. At least, ifit now acquires 
its former partner, it will escape the same 
fate. But its enthusiasm for alliances in gen- 
eral looks suspiciously like a case of hope tri- 
umphing over experience. 

bina ce alas REARS | 





Betting on free trade, western car makers are choosing Thailand as their base 


to supply the whole of Asia 


HEY are cheap, educated, friendly and 

fastidious, and Ralph-Rainer Ohlsen 
loves them. He smiles benignly at the 
women and men assembling amw 318s and 
328s in the light-flooded, squeaky-clean fac- 
tory in Thailand's Rayong province that he 
opened last month. “Those Thais even take 
their shoes off when they get in the cars,” he 
enthuses. “It’s great.” That sort of thing never 
happens at smw’s South African factory, 
which he previously ran; nor, for that matter, 
at its Dingolfing plant in Bavaria. 

After Ford last year and Gm in April, 
BMw is the latest western car maker to set up 
in Thailand. This might seem odd in a coun- 
try where car sales plummeted by 70% dur- 
ing the Asian crisis and: production is still 
well below  pre-crisis levels (see chart). In- 
deed, a new study of the car market in the 
Association’ of South-East Asian Nations 
(ASEAN) by the Economist Intelligence Unit, 
asister company of The Economist, suggests 
that car sales in the region will return to pre- 
crisis levels only after 2005. 

The Americans and Europeans come to 
Thailand with a vision that differs from that 
of the Japanese companies which dominate 
the region. Whereas the Japanese treat each 
ASEAN country as- a distinct market, the 
Americans and Europeans are planning fora 
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day when trade is free across the region. 

According to Jochen Legewie, a car ex- 
pert at the German Institute for Japanese 
Studies in Tokyo, this “power shift” away 
from the Japanese, who today make nine out 
of ten cars and trucks sold in ASEAN, towards 
western producers will prove the biggest 
force for change in the economics and poli- 
tics of car making in Asia.The goal for west- 
erners is global economies of scale. If they 
reach it, the Japanese will lose out. 

Visit, for instance, the factory of Toyota 
in Samrong, an hour north of Bangkok, and 











you see trucks unloading Thai parts from 
Thai suppliers for assembly lines that make 
cars for Thai consumers. At Toyota's plants 
in the Philippines, Indonesia and Malaysia, 
itis the same story. Everywhere in the region, 
Toyota and other Japanese car makers have, 
in effect, re-created a whole supply chain in 
order to serve the local market. 

This is inefficient, and Toyota, for one, is 
losing money in the region. But the Japanese 
have had little choice, because politics has 
dictated their Asian strategy. ASEAN coun- 
tries used tosubscribe to import substitution 
as a development philosophy, and to bur- 
den foreign investors with onerous local- 
content requirements. Some also have their 
own “national” car projects, such as Malay- 
sia’s Proton, and are hostile to foreign com- 
petition. Tariffs on cars and car parts, high to 
begin with, went higher still during the crisis 
of the late 1990s, as countries tried in vain to 
conserve hard currency. Having watched 
American trade unionists: bash Japanese 
cars in Detroitin the 1980s, says Yoshiaki Mu- 
ramatsu, president of Toyota in Thailand, 
the Japanese decided to follow a strategy of 
“harmonious growth” in the region, in effect 
sacrificing bigger economies of scale to na- 
tional politics. 

But hopes of liberalising trade in ASEAN 
have revived. Since 1996, compani¢s in 
ASEAN have been able to apply for a reduc- 
tion in tariffs on parts traded within the re- 
gion. But the bureaucracies empowered to 
grant the reductions have tended to block 
any applications. The biggest hope now is for 
an Asian Free-Trade Area (Arta) to take ef- 
fect in January 2002. If it goes ahead, tariffs 
on cars and parts will be limited to a ceiling 
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of 5%, low enough to allow the development 
ofa genuine pan-regional marketplace. 

Itis this prospect that so excites the west- 
ern companies. GM, for instance, plans to ex- 
port up to 90% of the Zafira vans that it 
makes at its Thai factory to the rest of the re- 
gion, and the world. Ford now makes several 
models with sub-optimal efficiency, but it 
has designed its plant to convert to making 
one model highly efficiently for export 
around the region. As for Bmw, it sees three 
phases for its plant. In the first, it makes cars 
for Thailand, in the second it expands pro- 
duction and starts exporting, and in the third 
it sources from, and exports to, anywhere in 
the world. Of course, it all depends on AFTA 
going ahead, says Mr Ohlsen. “If phases two 
and three happen, it’s a hat-trick,” he says. 
“Tm convinced it won't go pear-shaped.” 

Because so much rides on trade liberal- 
isation, westerners are lobbying hard for it. 
Kitcha Minakan, a director at Thailand's 
Ministry of Industry, says “the Japanese 
come and ask what our laws are and then try 
to please us. The Europeans look at our laws, 
say they cannot abide by them entirely, but 
then try as much as possible. But the Ameri- 
cans come in and say, ‘This is all wrong, you 
have to change everything.” 

In fact, Mr Minakan and Thailand will 
not be the biggest obstacles to AFTA, because 
Thailand, as the production base of choice 
for the westerners, has the most to gain from 
liberalisation. The main foot-dragger will be 
Malaysia, which fears for its Proton. 

But the westerners are undaunted. They 
look forward to being able to put their fac- 
tories wherever the combination of labour, 
suppliers and transport works best, and to 
export from them to the world. “This is a crit- 
ical point. Their way is different from ours,” 
says Toyota’s Mr Muramatsu. “We must 
study how we, too, can enjoy further liberal- 
isation.” That is as close as a Japanese execu- 
tive ever comes to saying, “We are worried.” 


Instant messaging 
Trying to 
connect you 


SAN FRANCISCO 


OMMUNICATING quickly is what in- 

stant messaging is supposed to be all 
about. But aox is said to be making connect- 
ing harder, by stalling efforts to create open 
standards for this increasingly popular form 
of online communication so that competing 
services can connect with its own, which 
dominates the market. 

The issue has caused uproar for almosta 
year. Last week, it hit the headlines again. 
First, it was reported that the Federal Trade 
Commission (Ftc) is examining AoL’s be- 
haviour as part of its review of the online 
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Open standard, slower message 


giant's $230 billion merger with Time War- 
ner. Then aot submitted a proposal to the 
Internet Engineering Task Force, a standards 
body, outlining how it thought different in- 
stant messaging services could eventually 
connect with each other. Unfortunately for 
AOL, the row (combined with a successful 
hacker attack on the company’s network) 
even overshadowed the launch of aor Tv, a 
service linking television sets to the Internet. 

It is no surprise that the quarrel is drag- 
ging on for so long. Much is at stake. Instant 
messaging, a cross between a telephone call 
and e-mail, is increasingly popular. Users in- 
stall a piece of software on their pc and enter 
a list of “online buddies” into the program. 
Once they logon to the Internet, they can ex- 
change instantly displayed messages with 
buddies who are also connected. There may 
now be more than 130m users worldwide, 
sending roughly a billion short messages a 
day. Exact figures are hard to come by, since 
most firms publish only the number of soft- 
ware downloads, not of active users. But Ju- 
piter Communications, a high-tech market 
researcher, found ina recent survey that half 
of America’s online population uses the ser- 
vice at least once a month. 

Once the Internet goes wireless, these 
numbers will seem tiny. In Europe and Ja- 
pan, short messaging via mobile telephones 
looks like the “killer app” of wireless data 
services. This new form of communication, 
once considered only a toy for teenagers, is 
turning out to be much more. Advertisers see 
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it as a pithy, productive medium. Businesses 
are using it for customer support. And, once 
connection speeds improve, and voice com- 
munication becomes a standard feature, the 
“buddy list” will become an immensely 
valuable telephone directory: 

So far, aor has dominated instant mes- 
saging, controlling roughly 90% of the traffic 
with its AOL Instant Messenger (which 
everybody on the Internet, not just AOL sub- 
scribers, can use) and 1c, an Israeli firm that 
AOL bought in 1998. Competing services 
such as Microsoft Messenger, Yahoo! Mes- 
senger or PowWow are mere also-rans. That 
is why, since last summer, competitors—first 
Microsoft and most recently Odigo, a small 
instant-messaging company—have come up 
with clever ways to link them networks to 
AOL's, so that users of the different services 
can communicate. 

But AOL has systematically cut them off, 
purportedly because it is worried about pri- 
vacy and security. It describes these unau- 
thorised attempts at interconnection as 
“hacking”. Unsurprisingly, its rivals have 
cried foul. In early June, a coalition of 42 In- 
ternet companies filed a petition with both 
the rrc and the Federal Communications 
Commission, America’s telecoms watchdog. 

AOL's proposal to the Internet's stan- 
dards body appears to be a reaction to this 
mounting pressure. In 18 pages.the firm gives 
a sketch of how competing instant-messag- 
ing systems could interconnect—but says lit- 
tle about deadlines or technical details. 
AOL's competitors have already called the 
document a stalling tactic simply to win ap- 
proval for the merger with Time Warner. 

If all thatsounds familiar, that is because 
it is. The debate about instant messaging is 
just the same as earlier ones about the big 
telephone companies and cable-television 
networks. Aot’s rivals say it is behaving like 
ATAT before its break-up: Ma Bell blocked 
competitors in the long-distance telephone 
business. Not allowing other services to in- 
terconnect with Aot’s would be akin to not 
letting Sprint or mci subscribers call Arar 
customers. A more recent analogy is the ar- 
gument over opening up the cable networks 
run by Time Warner and arar to competing 
Internet service providers. Firms such as 
Earthlink and Gre want to have access to 
those broadband pipes. In that argument, 
both Ao and Time Warner gave ground: in 
early March, they agreed to open their cable 
systems after the merger. 

The antitrust enforcers clearly ought to 
make approval of the aoL/Time Warner deal 
contingent on a cast-iron agreement to open 
up the merged firm’s instant-messaging ser- 
vice and cable networks. The success of the 
Internet has shown the value of open stan- 
dards and a neutral platform on which 
everybody can compete on equal terms. Had 
the Internet been dominated by any one 
company, it would not be where it is today. 

- a 
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Big deal 





j} 
| nN THE opsc cartel met this week in Vi- 
| enna, the world watched with bated 
| breath. Oil prices had shot past $30 a bar- 
| rel, where they were when opec met three 
months ago. Big consuming countries 
| clamoured for relief. On June zist, the frac- 
| tious cartel announced an unusually 
| unanimous decision: a production in- 
| crease of some 700,000 barrels of oil a day. 
This might seem like big news. Yet in 
reality it is not, for three reasons. First, the 
| declared size of the increase disguises the 
| fact that far less new oil may end upon the 
| market. That is because what the cartel 
| agreed to was a quota increase. But thanks 
to cheating on the previous quotas, it was 








already producing close to the new quota 
level. Moreover, few producers have 
much spare capacity. opec, even with 
help from non-orec friends like Mexico, 
may now produce little extra oil. | 
A second point was thatthe sizeof the 
increase was widely anticipated, so mar- 
kets had largely discounted it. And third, 
thisdecision is unlikely to help the tightest 
ofall markets: the Americangasoline mar- 
ket. Retail prices are soaring there chiefly 
because of domestic factors, such as refin- 
ery bottlenecks and new regulations, not 
because of a shortage of cil. Relief now 
seems unlikely before September, when 

OPEC Meets yet again in Vienna. 
a EN s 








Natural gas 


Torrid 


6STPCHE big American gas crunch is com- 

ing,” says Mark Papa, the boss of EOG, 
an American energy company. Angry Amer- 
ican drivers, paying record prices for gaso- 
line, may think the crunch has come already. 
But the gas market suffering this particular 
price shock is largely unaffected by gyra- 
tions in oil price. Although few outside the 
industry have noticed, prices for natural gas 
in the United States have shot up in the past 
year (see chart). The rise has surprised even 
old industry hands. Until the mid-1990s, 
there was so much gas available that supply 
consistently outpaced demand. Prices were 
soft and margins weak. 

No longer. Supply is, at long last, becom- 
ing tighter. Nearly all the gas consumed in 
America comes from domestic sources or 
from neighbouring Canada. Many of these 
fields are now past their prime. Ron Den- 
hardt of wera, an industry consultancy, 
reckons that the rate at which output from 
America’s offshore gas fields is declining has 
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risen in recent years, from below 20% a year 
to well above 40%. That also means that 
firms investing in new wells are extracting 
declining amounts of gas. 

Meanwhile, demand is soaring. As 
America’s decaying power grid groans under 
the annual strain of heat waves, such as a re- 
centone in California that led to blackouts in 
Silicon Valley, demand for power is growing. 
Dramatic recent advances in gas-turbine 
technology, which have made gas plants 
much less expensive than rival options, 
mean that almost all new plants use gas. GE, 
the leading manufacturer of gas turbines, 
has an order backlog several years long. 

Moreover, gas now has cachet as a green 
fuel. Burning gas produces fewer greenhouse 
gases than do other fossil fuels, especially 
coal (coal-fired generation still makes up 
over half of America’s installed power base). 
The Environmental Protection Agency's re- 
cent attacks on old coal plants in the mid- 
west have spurred the dash to gas. 

Natural-gas prices are also likely to re- 
main high because of the decline in stored 
gas. Typically, firms store a certain amount of 
gas to sell during the cold months of winter, 
when demand for heating is strong. This 
year, however, the amount of gas in storage 
has plunged, and industry analysts say that 
shortfall will increase. One reason is that 
firms, tempted by the current high prices, are 
selling gas that they might otherwise have 
stored. Another, says Mr Denhardt, is that 
the growth of supply from decaying fields 
has not kept pace with demand, so that there 
is simply less surplus gas to store. 

In most commodity markets, soaring 
prices eventually bring an adjustment of 
supply or demand. However, gas is unlike 
most commodities, for it is difficult to han- 
dle and costly to store and transport. Unlike 
oil, which can be transported in anything 
from gallon jugs to gigantic tankers, gas usu- 
ally requires extensive, expensive pipelines 
to be in place from the wellhead all the way 






through tocustomers’ homes. 

Asa result, one response that high prices 
produce in other commodity markets—a 
diversion of supplies from places where 
prices are lower—cannot happen easily. The 
exception is gas that is compressed into liq- 
uid form (LNG); but this is so costly that it ac- 
counts for less than 1% of America’s gas, That 
may change. William McCormick, head of 
cms Energy, which runs America’s biggest 
LNG terminal, says that prices for gas have to 
be over $3 per million British thermal units 
(metu) for LNG imports to make economic 
sense. He is so confident that gas prices will 
remain above that level that he plans to in- 
crease his firm’s terminal size by a third. He 
reckons that LNG imports could, in time, 
make up 4-5% of America’s total supply. 

The upshot of all this is that even higher 
prices may be on the way. Some worry that 
prices may rise to the once unthinkable level 
of $6 per metu. If that happens, worries Paul 
Portney of Resources for the Future, a re- 
spected think-tank, “the federal govern- 
ment might then step in, as it did in the 1970, 
to regulate who can use gas (homeowners 
and utilities, say) and who can't (industrial 
customers, maybe).” 

An alternative possibility, described by 
Mr Papa, is that the sheer scarcity of gas 
could force demand down. Or worse, force it 
out: he points to the recent flight to gas-rich 
Trinidad of a firm that makes ammonia, an 
energy-intensive process, and insists that 
“the chemicals industry is next.’"Mr Papa’s 
firm and others are lobbying the govern- 
ment for permission to drill on federal land 
and on offshore sites that are off limits. They 
would also love tax credits for exploration. 
But for the moment, America’s politicians 
seem too preoccupied with the other “gas” 
crisis to heed such calls. Natural gas will be a 
seller’s market for some time tocome, 
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Italian industry 


End of an IRI 


ROME 


I; WAS once Italy’s largest employer, own- 
ing stakes in everything from Alitalia, the 
national airline, to a company that makes 
panettone Christmas cake. Now the Istituto 
per la Ricostruzione Industriale (r1) the Ital- 
ian state holding corporation, is to be killed 
off. The Treasury ministry, its sole share- 
holder, will place the corporation in liquida- 
tion on June 28th. i 
About time, too. rar has long outlived its 
usefulness. Established in 1933 as a tempo- 
rary body to tackle banking crises, it took 
over Banca Commerciale Italiana, Credito 
Italiano and Banco di Roma, three big banks 
with large problem portfolios of industrial 
shareholdings: Alfa Romeo, the car maker, 
became an rrr firm when the state holding 
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a 20% reduction in inventory. 
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NEW YORK 


OMPANY executives in search of wis- 
l dom are turning from psychotherapy 
| and religion to the cleverest thinkers of all: 
| ancient philosophers. For corporations, 
philosophy has become the latest manage- 
ment fad. Tom Morris, author of “If Aris- 
| totle Ran General Motors: The New Soul of 
Business”, earns $30,000 an hour-one of 
| the highest fees for a non-celebrity speaker 
| in America—for teaching Socrates and He- 
| geltothelikes ofiam,Campbell Soup, Gen- 
| eral Electric and Ford. 
| Lou Marinoff, who wrote a popular 
l book published last autumn, 
| called “Plato, not Prozac! Apply- 
ing Philosophy to Everyday Pro- 
| blems,” is spearheading the rise 
of “philosophy counselling”, 
| which has roots in Europe in the 
| early 1980s but is new to America. 
| Mr Marinoff has founded the 
| grand-sounding American Philo- 
| sophical Practitioners Associa- 
| tion, which has trained around 


70 philosophy counsellors so far 

and has backing from a local 
| assemblyman to certify the prac- 
| tice in New York State. Mr Ma- 
rinoff, who charges $100 an hour 
| (in line with clinical-psychology 
rates), says many of hisclients are 


corporation was established. After the sec- 
ond world war, 1r1 helped to finance the big 
infrastructure projects that were part of It- 
aly’s reconstruction: building roads and the 
telephone network, and investing in steel 
and engineering. 

Then politicians became increasingly in- 
volved. The government decided in 1957 that 
the holding corporation should make at least 
40% of its investments in Italy’s poor mezzo- 
giorno southern regions. rı became a tool of 
state planning, and not just in the south. 
When Motta e Alemagna, a Milanese maker 
of panettone, ran into difficulty in 1974, IRI 
salvaged the firm. “The effect of giving the 
public sector businesses objectives that were 
not aimed at profit was like that of a Trojan 
horse,” says Piero Gnudi, rRi’s chairman. “Tt 
let the political parties in.” 

iri and its subsidiaries became part of 
the political spoils system. Appointments 
were fought over by party bosses. One per- 
son who benefited enormously from this 
politicisation was Romano Prodi, now presi- 
dent of the European Commission, who 
served as irt’s chairman from 1982 to 1989, a 
peak period for party interference. 

Mr Prodialso served a second term, from 
1993 to 1994. By then, Irr’s position had 
changed significantly. According to Mr 
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An early management seminar 








profit 


“refugees” from psychology and psychia- 
try. “Philosophy deals with big questions— 
purpose, ethics, moral quandaries—with- 
out messing up their emotions.” 

In Britain, Alain de Botton’s bestseller, 
“How Proust Can Change Your Life”, has 
spawned an agony column in a Sunday 
newspaper. His latest book, “The Con- 
solations of Philosophy”, pops philoso- 
phers like pills: take Socrates for unpopu- 
larity, Epicurus for lack of money, Seneca 
for frustration and Montaigne for inade- 
quacy. Mr de Botton, being a cerebral sort 


of chap (and much consoled by making a 
successful television series on his book), 
has not yet moved seriously into the busi- 
ness of management counselling. 

When he does, he will find that there is 
now a brand-new market for the sages: 
failed Internet entrepreneurs. Christopher 
McCullough, a self-styled “clinical philos- 
opher” based in San Francisco, says that 
half his practice consists of “manic start-up 
types who can smell the money, but see it | 
disappearing fast”. Mr McCullough, who 

| 
| 


DOESN 


runs a philosophy café in a local Barnes & 
Noble bookshop and is opening his own 
café in June, prescribes the example of Ep- 
ictetus, a noted Stoic philosopher, to teach 
people how to stay serene when they have 





Ri Th 


ae 





lost everything. 

Epictetus is just the thing for | 
those with underwater stock op- | 
tions. He led a life of exemplary | 
contentment, simplicity and vir- | 
tue, living in a small hut fur- | 
nished with only a bed and a 
lamp. Mr McCullough’s success 
in prescribing him suggests that 
high-achieving entrepreneurs 
prefer intellectual discussion. to 
treatment for depression or anxi- 
ety. “There is much less tissue 
and couch use in. philosophy 
counselling,” says Mr McCul- 
lough. “And I have more room to 





be funny.” As for Socrates, he 
must be guffawing in his tomb. 
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Gnudi, trt’s losses rose from 670 billion lire 
($540m) in 1991 to 4.2 trillion lire in 1992 and 
to a staggering 10.2 trillion lire, or 12% of the 
Italian public sector’s entire current deficit, 
in 1993. Its consolidated debt reached 72 tril- 
lion lire in 1992. By then, the whole Italian 
economy was in crisis: the lira had collapsed, 
and the government had exhausted its abil- 
ity to borrow. In July 1992, 1R was incorpo- 
rated. That meant it had to abide by civil- 
code law~-and thus could not run up further 
debt without recapitalising. 

Incorporation was followed, in 1993, by 
an agreement between the Italian govern- 
ment and Karel Van Miert, the Eu’s compe- 
tition commissioner, that state guarantees to 
IRI should be withdrawn and that rrr’s debt- 
to-equity ratio should be reduced from 13-to- 
one: to 0.86-to-one. IRI responded to these 
new constraints by embarking on a vast 
jumble sale of its motley bunch of assets. Its 
ice-cream business went to Nestlé in 1993, its 
olive oil and canned vegetables were sold 
and Credito Italiano was privatised later that 
year. Banca Commerciale Italiana, steel, ca- 
tering, supermarkets and Telecom Italia fol- 
lowed over the next four years. 

Between July 1992 and March this year, 
privatisations by ret and its subholdings 
raised 90.8 trillion lire. Atthe end of this year, 


the liquidators will transfer to the Treasury 
ministry 1R’s residual shareholdings, which 
include acontrolling stake in Alitalia, and al- 
most the whole of the rat broadcasting com- 
pany. They will also hand over a further 20 
trillion lire in cash, the product of three final 
sales. In early June ret’s board completed a 
public offering of shares in Finmeccanica, an 
aerospace and defence subsidiary, raising 
€5 billion ($4.8 billion} on June isth it an- 
nounced the sale of rri’s controlling interest 
in Aeroporti di Roma, the Italian capital’s air- 
port company, for about €13 billion; and 
last December, rı raised €6.7 billion by sell- 
ing its controlling stake in Autostrade, Italy's 
toll-motorway network. 

“rı had taken over from the market. It 
no longer has a reason to exist and is giving 
back what properly belongs to the market,” 
says Mr Gnudi. Today, he says, former IRI 
companies make up some 40% of the capital- 
isation of Italy's stock exchange. Almost all 
have done better out of Y's grasp than in it. 
So much for “the state.as entrepreneur”, as a 
book published in 1972 rosily described Iri. 
The Italian government’s management of IRI 
was anything but entrepreneurial. Only in 
the past seven years of privatisation has IRI 
again done good to the Italian economy. 
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European defence 


The French factor 


The biggest cross-border industrial merger in Europe’s history may soon fly 


into a few clouds 


NTHE face of things, the new European 

Aeronautic Defence and Space com- 
pany will have an auspicious start. Both in 
civil aerospace, which accounts for three- 
quarters of the new group’s turnover, and on 
the military side, there will be plenty to keep 
£ADSs busy after its formal constitution, anda 
public offering of shares early next month 
that could raise around $4 billion. 

In the non-military area, the good news 
is that a compromise on terms for turning 
Airbus, the civil-aircraft consortium, into a 
transparent, commercial entity has at last 
been struck. This follows years of tetchy ne- 
gotiations between the continental Euro- 
pean (mainly French and German) compa- 
nies that are now forming EADs, and BAE 
Systems of Britain. This deal, in turn, should 
clear the way for Airbus to embark on a $12 
billion project to build a giant passenger air- 
craft, the A3xx. With an average capacity of 
550 seats, the Airbus superjumbo would 
break the monopoly on the big-airliner mar- 
ket that Boeing, Airbus’s American rival, has 
enjoyed for three decades. 

The military order-book of raps will 
also be brimming, thanks toa flurry of recent 
or imminent procurement moves, in which 
Britain has set the pace—although its own 
defence firms will be linked with the new 
group only through specialist joint ventures. 
In particular, by placing the first firm order 
for the Meteor, a European air-to-air missile, 
and promising to buy a4o0om, a military 
transporter based on the Airbus, the British 
defence ministry has boosted 
the viability of both efforts and 
prodded its continental coun- 


all, Boeing will be watching the a3xx pro- 
gramme closely to see whether there are any 
grounds for legal action. In particular, the 
Americans want to know whether the 
launch aid promised by European govern- 
ments will be at preferential interest rates, vi- 
olating a 1992 agreement between Europe 
and the United States. If so, Boeing could ask 
the American Commerce Department to 
take retaliatory action, or it could lobby the 
government to challenge Airbus subsidies at 
the World Trade Organisation. Boeing’s 
bosses have had a lively internal debate 
about the best tactics. For now, the consen- 
sus seems to be on the side of caution—on 
the grounds that Boeing, as a successful sup- 
plier to Europear airlines, would be harmed 
by a poisoning of the transatlantic climate. 


Fasten your seat belts 


The state of European-American relations 
will also be a decisive factor in £aps’s effort 
to be a player in global defence markets. The 
German bit of the group has been cultivating 
American connections for a couple of years: 
it is, after all, still part of DaimlerChrysler, 
the biggest transatlantic union ever sealed. 
Earlier this month, the Germans announced 
a broadening of their tentative relationship 
with Northrop Grumman, the fourth-big- 
gest American defence contractor. The two 
sides hope to collaborate in developing a ra- 
dar system for the agoom, and might even- 
tually co-produce a range of electronic and 
space products. 










But how. far can an outsider go.in an 
American defence establishment where 
there is deep scepticism about the Europe- 
ans’ ability to keep secrets? America’s policy- 
makers make no mystery of the varying de- 
gree to which they approve would-be 
defence-industrial partners from Europe. 
They trust Germany a bit less than they trust 
Britain, and they trust France far less than ei- 
ther. The German managers of EADS may 
thus find that their French connection is a 
disadvantage in the search for transatlantic 
relationships. An important test is coming 
up: a bid by gaps, along with an American 
partner, L3 Communications, for an Ameri- 
can company called Sanders, which oper- 
ates in the sensitive field of electronic war- 
fare. It will be astonishing if the Pentagon 
allows the bid through. 

In the longer term, raps can expect more 
military work in Europe, assuming that a 
few European governments make good on 
their promise to create more mobile armies. 
But the advantage enjoved. by American 
contractors because of economies of scale, 
and the Pentagon's vastly superior research 
effort, seems likely to grow over time. So 
there are grounds for scepticism about 
EADS’s chances of penetrating the American 
market—except in small niches, or in areas 
such as civilian telecoms and space that are 
related to defence but less sensitive. 

Fund managers, meanwhile, will be 
studying the caps structure to see whether 
the group, whose constituents’ turnover last 
year was $22 billion, can achieve its aims. 
These include the realisation of $480m in 
cost savings by 2004, although arms makers, 
like other merging firms, find it hard to cap- 
ture synergy. 

As the diagram shows, a complex ar- 
rangement has been designed to balance 
French, German and Spanish interests. The 
French side includes the state (through its 
holding company Sogepa), the private Lagar- 
dére group and two financial institutions, 
BNP Paribas and Axa. The French state will 
retain a veto over new strategic alliances; 
over investments worth more than €s00m 
($480m); and over any capital increase that 








terparts to follow suit. 

In another milestone, the 
German government has at 
last indicated that it prefers the 
A400M to a Ukrainian alterna- 
tive that it had been pondering 
for years. To complete the pic- 
ture, the EADS management- 
in-waiting is confident that, 
within weeks, four European 
governments will place orders 
for a total of 300 helicopters, 
worth around $8 billion. 

So what are the tiny black 
clouds on the horizon? First of 
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would affect voting rights: As a 
guarantee against over-zealous 
use of these privileges, the Ger- 
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them to sell their stake. 

Since the French govem- 
ment has promised not tocon- 
trol more than 15 % of the new 
group, EADS can legitimately 
describe itself asa private com- 
pany. But; as the French side 
has a slight majority of man- 
agement posts, it is unmistak- 
ably a French one too—with all 
the strengths and weaknesses 
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Now you can fly to the 

Far East on an airline that's 
in a class of its own. 

Our brand new fleet of 
Airbus aircraft flies to six 
destinations in the 

Asia Pacific region — 
Bangkok, Hong Kong, 
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Sydney and Tokyo. 

Each seat features its own 
personal television and phone. 
And in business class 

you can choose from 42 
different videos on demand. 
What's more, our inflight 
menu offers a wide variety 
of delicious international 
dishes that are sure to 
satisfy even the most 
discerning palate. 

For reservations and 

flight information, 

please call your local 
SriLankan Airlines office or 
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Russia's fallen angel 


Anatoly Chubais was once the West’s favourite Russian. Now even shareholders in 
the company he runs are mutinying 


WO years ago there would have been no 

guest more welcome, at any meeting of for- 
eign investors in Russia, than Anatoly Chubais. 
The country’s best-known economic reformer 
had not only become a leading figure in a pro- 
mising new government, but was also running 
United Energy Systems (ues), the national 
power company and one of the most traded 
shares in Russia. 

This week, Mr Chubais was indeed a 
much-awaited guest at an investors’ confer- 
ence—but in a rather different atmosphere. 
Angry foreign investors wanted to grill him 
abouta restructuring plan at ves that many see 
as tantamount to asset-stripping. He cancelled 
belatedly. Stephen Jennings, a veteran Mos- 
cow investment banker who eight years ago 
worked with Mr Chubais on privatisation 
(and had invited him to the conference), spoke 
of his “evasive and cynical” behaviour. “Per- 
haps he knew there would have been a revolt in the room,” said 
Bill Browder, of Hermitage Fund, a big Moscow-based equity fund. 
At the same time, 18 big foreign investors wrote a letter to President 
Vladimir Putin, condemning Mr Chubais’s plans. 

Many westerners once saw Mr Chubais as one of their own: he 
read Hayek, carried a laptop, talked eloquently of the free market. 
Disillusion has taken two years to set in. In the summer of 1998 it 
seemed that his finest hour was just approaching. The man who 
had forced through privatisation in the early 1990s was once again 
at the heart of economic policy. The huge gap in public finances 
was about to be plugged by the biggest-ever loan to Russia by the 
International Monetary Fund—$4.8 billion—negotiated largely 
thanks to the confidence that Mr Chubais inspired in Washington. 
The financial markets were boiling. Returns on government bonds 
were colossal, while reformist rhetoric from the government made 
equity investors believe that, one day soon, their companies 
would be run just like proper businesses. 

The glowing western image of Mr Chubais had acquired an 
electric halo when he took over ves in the summer of 1998. This be- 
hemoth, which generates, transmits and sells the nation’s electric- 
ity, was at the heart of the unreformed, subsidy-ridden, barter- 
plagued post-Soviet Russian economy. Who better to turn it round 
than Mr Chubais, one of the country’s 








tycoons so rich? The Justice Department in 
Washington began investigating conflicts of 
interest involving his American privatisation 
advisers. 

Even with Mr Chubais’s reputation under 
growing scrutiny, foreign investors who collec- 
tively own around one-third of ues still gave 
him the benefit of the doubt. There was re- 
markable progress in collecting debts in cash— 
and in paying creditors. Mr Chubais points out 
that, when he took over ues, it received only 8% 
of its bills in cash. Now the figure is 68%. Its 
share price, like that of other Russian compa- 
nies,collapsed—butit then started rising again. 
When leftist politicians tried to unseat him 
(UEs is 52% state-owned) early last year, foreign 
shareholders readily agreed to new articles of 
association that have made him virtually un- 
sackable. 

Since then, foreign investors have become 
increasingly uneasy about Mr Chubais’s over-ambitious plans to 
exportelectricity, about his ties with the aluminium industry, and 
about the amount of time he seemed to spend on political lobby- 
ing in the Kremlin. Their worries crystallised when ves unveiled 
plans to sell off its generating companies. In the next few days, the 
share price plunged 37%. 

No shareholders objected to the sell-off in principle. Russia’s 
frayed electricity system needs huge investment. Bringing in more 
outside capital is thus perfectly sensible. Competition among gen- 
erating companies would introduce some desirable pressure on 
costs, efficiency and bill collection. But investors worry that Mr 
Chubais is selling too soon: before Russian electricity regulators 
have been persuaded to raise tariffs to a reasonable level. 

At the tariffs’ present, artificially low, levels. no investor in 
search of a cash profit will be keen to own a power plant. “No one 
apart from powerful local companies will bid,” complains Robert 
von Rekowsky, of Fidelity, an American asset manager. So some of 
the most valuable bits of ues may end up in the hands of provin- 
cial political bosses. In many of Russia’s provinces, where they 
have already snapped up the best of local industry, the power sta- 
tion is a nice strategic fit in a crony-capitalist monopoly. 

Mr Chubais agrees that he explained his plans poorly, but in- 
sists that the majority of investors are 





most formidable administrators and an 
apostle of free-market capitalism? 

But the hours that then came were far 
from being Mr Chubais’s finest. When, in 
August 1998, Russia’s economy tottered 
under the brewing financial crisis, Mr 
Chubais failed to return from his holi- 
day—to the consternation of foreigners 





who had interrupted theirs to try to stave $ 
off disaster. The crisis brought down the 5 
government. Mr Chubais left office. Š 

In the aftermath of Russia’s default 8 
and devaluation, people began to ask 4 


why Mr Chubais’s speedy privatisation 
programme had left most Russians so 
miserably poor, but made the country’s 


The Chubais effect? 
Unified Energy Systems share price, cents 
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now satisfied with the revised strategy. 
He also suggests that some foreign share- 
holders may pay lip-service to compe- 


~~~ 0| tition, but they would actually prefer the 
—_935| existing monopoly structure to a painful 
wi 30, and costly restructuring. 


Certainly a real crackdown on non- 
paying customers—the commercially 
sensible approach—isoutof the question: 
it would mean people freezing to death. 
And, by the dismal standards of most big 
Russian companies, Mr Chubais is proba- 
995) bly running ues quite well. But, if foreign 
investors expected his management abil- 
ities to match his lofty free-market rheto- 
ric, they have only themselves to blame. 
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Let the times keep up 
with you for a change. 


As incredible as the pace of technological 
change is, one company has the Clear Ideas™ 
and a proven track record of getting you 


ahead and keeping you there. Tellabs 


Tellabs’ TITAN® 6000 family of optical 
networking solutions incorporates next- 
generation capabilities. This new solutions 
portfolio offers breakthrough technology, 
scalability, unmatched reliability and robust 
feature growth and capacity — the same 
characteristics that propelled the TITAN 5000 
family — and our TITAN 5500 system to 
the top of the cross-connect field and keep 
it there today 


And we've just proven our commitment to 
future-focused technology again. Our new 
TITAN 6500 Multiservice Transport Switch 
is the first in a class of new technology for 
the core of optical networks. Already orders 
of magnitude beyond competitive offerings, 
it was developed with a next-generation, 
cell-based switching fabric and optical 
capabilities to ensure delivery of leading-edge 
efficiency and functionality well into the future, 


even as your network evolves and grows 


When you look closely at the companies that 
say they are leading the field in optical 
networking technology make sure you take a 
close look at the true front runner. Tellabs. You 


see the future. Clear Ideas WillGet You There.™ 
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The tail boom of the RAPTOR 


For more Innovalue Product Informat 


Innovalue™ gives you 
added value through innovation. 
That's the Taiwan Advantage. 


Last year, Thunder Tiger of Taiwan surprised 
model builders with a fully operational jet engine. 
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It is a simple principle that guides how we work. As one of the world’s largest 


petroleum companies, Chevron has established close and trusting partnerships with 
more than 70 nations. Partnerships that have been nurtured by observing local customs 


and learning local languages. At Chevron, we've 


Chevron 
long understood that the best way to work together l Chevron 


is to respect what makes each country unique. The symbol of partnership. 
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SACHS ON GLOBALISATION 


A new map of the world 


Today’s world is divided not by ideology but by technology. This demands, 


Jeffrey Sachs argues here, bold new thinking on development 


ITH the end of the cold war, old ideo- 
logical divisions are over. Virtually all 
nations proclaim allegiance to global mar- 
kets. But a more intractable division is taking 
hold, this time based on technology. A small 
part of the globe, accounting for some 15% of 
the earth’s population, provides nearly all of 
the world’s technology innovations. A sec- 
ond part, involving perhaps half of the 
world’s population, is able to adopt these 
technologies in production and consump- 
tion. The remaining part, covering around a 
third of the world’s population, is techno- 
logically disconnected, neither innovating at 
home nor adopting foreign technologies. 
These technologically-excluded regions 
do not always conform to national borders. 
They include southern Mexico and pockets 
of tropical Central America; the Andean 
countries; most of tropical Brazil; tropical 
sub-Saharan Africa; most of the former So- 
viet Union aside from the areas nearest to 
European and Asian markets; landlocked 
parts of Asia such as the Ganges valley states 
of India; landlocked Laos and Cambodia; 
and the deep-interior states of China. (My 
colleagues Michael Porter and Andrew War- 
ner are currently developing sophisticated 
indicators of these new technological divi- 
sions, and confirming their importance in 









accounting for growth.) 

Many of the technologically-excluded 
regions, especially in the tropics, are caught 
in a poverty trap. Among their greatest pro- 
blems are tropical infectious disease, low ag- 
ricultural productivity and environmental 
degradation—all requiring technological so- 
lutions beyond their means. Sometimes, the 
needed technologies are available abroad, 
but the countries are too poor to buy or li- 
cense them on the necessary scale. Often, the 
technologies do not exist in appropriate 


forms, and poor-country markets offer scant - 


incentives for research and development. 

It is time for the rich countries to recog- 
nise this and respond. Note that the world’s 
new boundaries are not fixed: many of the 
technologically excluded could soon be- 
come technological adopters, and a few (Tai- 
wan, South Korea and Israel) have graduated 
from the middle group to become top-rank 
innovators. But such transitions are far from 
automatic. If more of the 2 billion people 
who live in the technologically-excluded 
countries are to join in the benefits of global- 
isation, three things need to happen. 

First, the new  technologically-driven 
character of the global economy must be 
properly thought through: geography, pub- 
lic health, and ecology must be brought into 
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the analysis of technological change and 
economic growth. Second, governments 
need to change their approach to aid, spen 
ing more, and more wisely. Third, particip 
tion in international assistance needs to be 
broadened and recast. Multinational: firms 
and first-world universities and scientific 
establishments need to be engaged, and the 
official agencies charged with global de- 
velopment (the mr, the World Bank and the- 
various UN agencies) must be reformed. 


Rethinking globalisation 
Development has traditionally been seen as 
a matter of accumulating physical and hu- 
man capital. Poor countries, when they are 
well governed, are assumed to have an ad- 
vantage in this: where capital is scarce, the n 
turns on new investments should be-high, 
which ought to promote saving and attract 
inflows of capital from abroad, The gap be- 
tween rich and poor therefore narrows, 
process known as “convergen 
Butiwe now: know that technology is less 
likely to: converge than capital. Innovation 
shows increasing returns to seale, meaning 
that regions with advanced technologies are 
best placed to innovate fur- 


















Technological inniovators* 


: nologicaliy excluded 


Based c o country data, 1 1997. Some sub-country fagians are sh 


ther. New ideas are typically 
produced froma recombina- 
tion of existing:ideas (in the 
phrase coined’ by Marti 
Weitzman), so environmen 
rich in ideas produce chain 
reactions of innovation. But 
as with nuclear reactions, a 
critical mass of ideas and 
technology is needed first. 
Also, the incentive to inno- 
vate depends on the size of 
the market. Innovation in- 
volves fixed costs, such as 
Rap: a bigger market sup- 
ports this more readily 

The public-good aspect 
of ideas—the fact that they 
can be used again and again 
without being depleted— 
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SACHS ON GLOBALISATION 
leads to further complexities. Free markets 
are not enough: successful innovation re- 
quires supporting institutions. Commercial 
innovation today is generally a product both 
of basic scientific insight (based mainly on 
ideas in the public domain) and applied en- 
gineering (backed by patents). The first relies 
on universities and public laboratories, the 
second on private, profit-driven firms. Suc- 
cessful innovation requires academia, gov- 
ernment and industry to work in hamess. 
The Internet is a familiar case in point. 

In developing countries, fruitful interac- 
tion of this kind is unheard of. Few govern- 
ments even have a science adviser. The re- 
sults are depressing. There are 48 countries 
with more than a million people (in 1995), 
and with at least half of these living in trop- 
ical areas: with a total population of 750m, 
they took out just 47 of the 51,000 American 
patents issued to foreign inventors in 1997. 

Of course, the technological capacity of 
an economy depends not just on its own in- 
novations, but on its capacity to adopt the 
technologies produced elsewhere. This can 
happen through three main channels. 
Countries can import technology embodied 
in capital and consumer goods (cell-phones, 
fax machines, personal computers, immuni- 
sations). They can license technologies from 
patent holders. And they can attract foreign 
direct investment (Fp1), so that a multinat- 
ional enterprise with proprietary technology 
sets up production inside their borders. In all 
cases, countries must be successful as ex- 
porters to pay for the imports of technology 
(or to pay dividends on foreign investment). 

Many economists assume that all de- 
veloping countries are equally well placed to 
absorb technologies from abroad, but this is 
wishful thinking. Whatever the channel, 
geographical conditions are important. Suc- 
cessful importers of technology tend to be 
close to big markets or on principal sea 
routes or both. Technology is drawn across 
borders tocountries like Mexico;or to Poland 
and Hungary, neighbours of the European 
Union; or to coastal China, Singapore, Hong 
Kong, the port cities of South-East Asia and 
the coastal states of southem India. It does 
not flow as easily to remote mountainous re- 
gions (the Andean countries), landlocked de- 
veloping countries (Central Asia), or regions 
that are far from seaports (inland China or 
northern India). 

Countries that do not keep up with 
global technology often collapse, unable 
even to maintain their standard of living, 
much less increase it. They usually depend 
on a narrow range of exports that lose their 
profitability in the world economy. Copper 
is displaced by fibre optics. Natural rubber 
and jute are displaced by new synthetic ma- 
terials. The long-term decline in the terms of 
trade of many primary commodities is itself 
a side-effect of innovation. 

Demographic pressures magnify the 
risks. Poor countries typically experience 
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rapid population growth until urbanisation, 
education of women, and especially falling 
childhood mortality lead couples to reduce 
their fertility. In technologically-stagnant 
countries, however, all these factors are sub- 
dued. Urban jobs are few because techno- 
logical backwardness limits export competi- 
tiveness in urban-based manufactures and 
services. Childhood mortality stays high. 
Families continue to have many children, so 
investment in the health and education of 
each one is less, and population grows rap- 
idly. Apart from adding to the poor coun- 
tries’ miseries, these demographic strains 
also lead to environmental harms (such as 
deforestation and reductions in biodiver- 
sity) which threaten everyone. 


Rethinking aid 

Much of the world, perhaps 2 billion people 
or more, will fail to share in the benefits of 
global growth without a complete change in 
international strategy. This needs to be un- 
dertaken on several fronts: 

¢ Public health and population. The 
burden of disease on poor countries, espe- 
cially in sub-Saharan Africa, is simulta- 
neously a humanitarian catastrophe, a 
daunting barrier to development, and 
(through its effects on population) a first-or- 
der threat to critical regions of high biodiver- 
sity. Foreign investors shun the worst-af- 
fected economies, and the burdens of 
ill-health block development in other ways 
too. Sick children often face a lifetime of di- 
minished productivity because of interrup- 
tions in schooling together with cognitive 
and physical impairment. 

Donor countries’ efforts to control infec- 
tious disease in the poor countries are small. 
Worldwide support for malaria control in 
Africa is probably little more than $50m-75m 
a year, although malaria claims perhaps 2m 
lives annually (a million or more directly, 
and another million or so from diseases in 
which malaria is a factor). Donor efforts for 
aips control in Africa have averaged no 
more than a few tens of millions of dollars a 
year in the past decade. The disease now 
claims more than 2m lives a year in Africa, 
with around 4m new infections a year, and 
around 23m infected Africans overall. Do- 
nor support for immunisation has been so 
small that many poor countries have not 
even begun to introduce vaccines that‘have 
been used routinely in the rich countries for 
years, and which could greatly reduce. death 
and disease in Africa at modest cost. A dona- 
tion of up to $1 billion by the Gates Founda- 
tion will at last address this urgent problem. 

A serious effort would start with a 
proper battle against these lethal infectious 
diseases. The Clinton administration, rightly 
if belatedly, has recognised aips in the de- 
veloping world as a national-security pro- 
blem for the United States, because of the 
potential of the disease to destabilise vast re- 
gions. Africa’s leaders have recently pleaded 





for $1 billion a year in donor support to help 
them partially reverse the devastation of ma- 
laria. The un has pleaded for another $4 bil- 
lion a year to address the arms epidemic. A 
few billion more is needed to address the 
growing epidemic of rs, and the millions of 
deaths due to measles, diarrhoeal diseases 
and other communicable illness. 

In all, these initiatives would demand 
perhaps $10 billion a year from the rich 
countries. At roughly $10 per person per year 
for the 1 billion citizens of the first world, the 
cost of saving millions of lives is paltry. 

* Connecting the marginalised regions. 
In recent years NAFTA has bound Mexico 
into the global high-tech economy and the 
European Union has developed new trading 
arrangements with North Africa and Cen- 
tral Europe. These preferential approaches 
have greatly helped the immediate benefi- 
ciaries, but harm more distant regions by 
drawing rpi and trade away. The cartelisa- 
tion of global shipping makes things worse: 
trade routes linking marginal traders with 
major markets tend to be much less compet- 
itive than the high-volume routes. A new 
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multilateral trade round, with a focus on bet- 
ter market access for the poorest countries, 
could do much to put this right. 

The World Bank and imr must adopt a 
new approach in helping marginalised re- 
gions to connect to the world economy. Both 
reject the use of special incentives to attract 
FDI, such as export-processing zones, tax 
holidays, and joint ventures between host 
governments and foreign investors, even 
though these methods have worked for oth- 
ers. When Costa Rica wanted to attract Intel, 
it gave incentives. Israel has done the same. 
Ireland’s rapid growth was supported by 
low rates of corporate tax applied to foreign 
investments. Rich and poor countries could 
design co-operative schemes to bring new 
technologies to the marginalised regions, 
sharing the fiscal costs. 

Information technology offers another 

huge opportunity, because it can overcome 
many of the disadvantages of distance. A 
landlocked region, say Mongolia, surely 
would have a comparative advantage in 1T- 
based service exports (software, data tran- 
scription, telemarketing) as against export- 
oriented manufactures. America has a so- 
phisticated industrial policy for the uptake 
of rr; so should the developing countries. 
Even more important, the political leader- 
ship of the developing countries should 
work with leaders of the rr industry to de- 
velop policies for a rapid increase in band- 
width in the poor countries. 
s Fostering technological advance. At 
the core of the global divide is the vast in- 
equality in innovation and diffusion of tech- 
nology. Globalisation policy has barely 
scratched the surface of this central problem. 
World Bank lending and grants for science 
and technology are probably less each year 
than one-tenth of the rap budget of a single 
large American pharmaceutical company. 
The World Bank devotes around $50m a year 
to tropical agricultural research, around 
$iom to tropical health research, and a little 
more in a scattering of other loans. Merck's 
R&D budget in 1999 was $2.1 billion. 

The model to emulate is the Rockefeller 
Foundation, the pre-eminent development 
institution of the 2oth century, which 
showed what grant aid targeted on knowl- 
edge could accomplish. Rockefeller funds 
supported the eradication of hookworm in 
the American South; the discovery of the Yel- 
low Fever vaccine; the development of peni- 
cillin; the establishment of public-health 
schools (today’s undisputed leaders in their 
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fields) all over the world; the establishment 
of medical faculties in all parts of the world; 
the creation and funding of great research 
centres such as the University of Chicago, 
the Brookings Institution, Rockefeller Uni- 
versity, and the National Bureau of Econ- 
omic Research; the control of malaria in Bra- 
zil; the founding of the research centres that 
accomplished the green revolution in Asia; 
and more. Not one of these accomplish- 
ments was assisted by means of a high-con- 
ditionality country loan. 

The Rockefeller Foundation worked 
mainly with universities and governments. 
A new strategy of technological promotion 
must be based on an interplay of academia, 
government and industry, with participa- 
tion from rich and poor alike. A first step 
would be a promise by international high- 
tech firms to increase their technological co- 
operation with developing countries, com- 
bined with a far greater commitment by the 
poor countries to promote science and tech- 
nology. The big drugs companies give hun- 
dreds of millions of dollars in medicines to 
poor countries, and under pressure they 
have agreed to supply anti-arps drugs at low 
cost. But they could do more. 

First-world universities and scientific 
associations could and should help too. 
Many American and European universities 
have established overseas campuses or long- 
term exchange relationships, but these are 
typically directed towards undergraduate 
education rather than long-term collabora- 
tive research. Research links are under- 
funded. American universities receive more 
than $25 billion a year in philanthropic and 
foundation giving. They ought to devote 
much more of these funds todeepening their 
research and teaching relationships with 
partner institutions in developing countries. 

Philanthropy is only part of the answer. 
Public money will also be needed. Last year 
Michael Kremer and I proposed to use pub- 
lic-sector pledges to buy new vaccines as a 
way to direct global research towards ma- 
laria, te and aips. President Clinton 
adopted that approach in proposed new tax 
breaks for successful vaccine developers. 
Public funding should aim at a combination 
of new “push” strategies, in which rap ef- 
forts directed at poor-country problems are 
explicitly subsidised, and “pull” strategies in 
which market incentives are enhanced by 
rich-country commitments to buy new tech- 
nologies on behalf of the poor countries. 

At the government-to-government level, 


the international community should makea 
firm commitment to promote scientific and 
technological capacity in the poor countries. 
As part of this, rich countries should exercise 
restraint in the use of property rights. Rich 
countries are unilaterally asserting rights of 
private ownership over human and plant 
genetic sequences, or basic computer codes, 
orchemical compounds longin use in herbal 
medicines. These approaches are of dubious 
legitimacy and will worsen global inequities. 
A better balance needs to be struck between 
incentives for innovation on one hand, and 
the interests of the poorest on the other. 


Astart, atleast 


This by no means exhausts the new agenda 
on policy towards globalisation. The Bretton 
Woods institutions need to be moved away 
from the old country-based model of inter- 
action with the third world, and to concen- 
trate their efforts instead on a world domin- 
ated by concerns over technology, disease 
and the environment. The World Bank needs 
todo less country lending and more to create 
and disseminate knowledge for develop- 
ment. UN agencies, especially the World 
Health Organisation, must be redesigned 
and expanded. The mr should get out of de- 
velopment altogether and go back to moni- 
toring global financial markets. 

More resources will be required. Here, 
above all, American attitudes need to 
change. Technological leader and beacon of 
hope for much of the world, the United 
States has been the meanest donor of all. It 
musters a trifling $5 per American each year 
in budget assistance for the poorest coun- 
tries. Successive administrations have 
sought to define assistance in the cheapest 
possible way. Lecturing peor countries 
about weak governance, while providing 
precious little money for technological ad- 
vance, public health and other needs, is 
cheap all right. But it does not work. 

Quarrels over ideology have ended. The 
prosperity of the richest countries is atan all- 
time high, and so is their capacity to look be- 
yond their own immediate needs. At the 
same time, the crisis of the poorest countries 
is acute, and the shortcomings of the current 
strategy of globalisation painfully evident. 
At the un’s Millennium Assembly later this 
year, the world’s leaders will have a chance 
to will both the ends and themeans for the 
kind of globalisation that can serve all the 
world. They must seize that chance. 

_ Fe 
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FINANCE AND ECONOMICS 


Sermons from the governor 


TOKYO 


As markets wait for next week’s Federal Reserve decision on American 
interest rates, the Bank of Japan seems to be preparing public opinion for the 
first Japanese interest-rate rise in a decade. Or is it? 


ENTRAL banking can be a dry business. 
Yet, appropriately enough in a week in 
which Japan is to have a general election, its 
central bank has turned monetary policy 
intoa piece of lively political theatre. Gone is 
the usual talk of Taylor rules and output 
gaps. Suddenly, a decision about whether to 
raise interest rates for the first time since 1990 
has acquired the quality of a melodrama 
about the battle of good and evil. 
This is due in large measure to 
the oddly messianic quality that 
the central bank, the Bank of Japan, 
has acquired under the God-fear- 
ing Christian who governs it, Ma- 
saru Hayami. Outside the bank 
stand multitudes of sinners. Scan- 
dals and mismanagement have 
eroded the faith the Japanese once 
held in their government officials. 
Recession has laid bare the rot and 
corruption upon which the politi- 
cal economy is built. The Bank, 
however, (or so officials seem to 
feel) stands clear of this stink, the 
last guarantor of the public interest. 
In all likelihood, it is a clumsy 
coincidence that the Bank has 
mounted its pulpit just as the politi- 
cians are clambering on to their 
soap-boxes. But the grubby hacks 
of the Liberal Democratic Party 
(Lpr} cannot help but take the 
Bank’s sharp barbs personally. The 
Lpp’s almost unbroken rule since 
1955 has nourished a system of 
money politics that trades protec- 
tion for inefficient industries in ex- 
change for organised votes. Now the 
Bank is putting forward some unorthodox 
reasons for ending its “zero interest-rate pol- 
icy”, under which it has tried to keep short- 
term interest rates as close to zero as possible 
(see chart on next page). These reasons ap- 
pear, at the very least, to be an oblique attack 
on the Lpr’s traditional political methods. 
The Bank talks, for instance, about set- 
ting interest rates for Japan’s “winners”, 
rather than for its losers in the construction, 
property and banking industries. Bank offi- 
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cials mutter that Japan’s overborrowed and 
inefficient producers have been given too 
much help already. Better to inflict a bit of 
pain to prod them back into shape. On the 
other hand, Japan’s long-suffering savers 
need rewarding with higher interest rates on 
their bank deposits. Some Bank staff are 
even blunter, calling for an end toa system of 
government in which money is dished out to 





the provinces through the obscenely swollen 
building industry. 

Needless to say, this sort of talk plays 
well with the crowds. Unlike those of the op- 
position Democratic Party of Japan, led by 
the amiable but bungling Yukio Hatoyama, 
the Bank’s criticisms pack a real punch. Nev- 
ertheless, it is hard to know whether the 
Bank seriously intends to act upon these con- 
victions. Going by the published minutes, all 











the talk at the Bank’s policy-board meetings 
has been far more orthodox: the timing of a. 
rate rise will depend on the usual central- 
bankerly judgments about the direction of 
theeconomy. 

if anything, the minutes suggest that the 
Bank has softened its stance recently. 
it appeared 1 to be.on the look-out for ; 
sustaining business recovery before 
rates. Now, it wants to wait forsolide 
that consumer spending i is. recovering as 
well. This suggests that it will delay raising — 
rates at least until the autumn, when data on. 
summer bonuses are published. Meanwhile 
the Bank’s talk of raising rates to purge the’. 
Lpp’s cronies merits nothing more thana: 
technical footnote in the policy board’s de- 
liberations. Critics fret that theBank has. un- | 
wittingly created a “moral hazard”: free 
money. may have had the unfortunate side- 
effect of delaying business restructuring, as 
financial discipline has faded with the fall- 
ingcost of borrowing. 


Hazardously moral 


One explanation for all the confusion is that: 
it reflects a deeper uncertainty about why- 
the Bank adopted its zerointerest-rate policy. > 
in the first place. Different board members: © 

have at different times offered different rea- 
sons, which naturally leads to contradictory: 
prescriptions for when the policy ought to 
end. If driving rates down to zero was, above 
all, a measure to combat deflatien, the policy 
should be abandoned only when the threat 
of deflation is lifted. If, however, it was an. 
emergency measure to rescue a desperately 
sick financial system, putting an end to the 
policy might depend on other judgments, 
such as whether the banks are truly on the 
mend. Mr Hayami is said to cling to this sec- 
ond argument. His powerful deputy gover-: 
nor, Yutaka Yamaguchi, favoursthe firstthat 

the policy’s prime target is deflation. 

This difference of opinion, though, is 
not enough to explain the conflicting mes- 
sages that the Bank has put out recently. 
More important, perhaps, areits public re- 
lations. Lined up against a rate rise are an 
impressive range of opponenis. These in- 
clude not only the Lor, but alsowbig business 
and the finance ministry, which wants 
monetary policy kept loose so that it has 
more freedom to begin fixing the govern- 
ment’s finances. Since the passage of a new 
law in 1997 guaranteeing the Bank its inde- 
pendence, it can in theory ignore this pres- 
sure. But in Japan’s consensus-loving culture, 
that is hard. So Mr Hayami and his deputies 
may simply be trying to build support for its’) 
policies, as well as todeal with criticism from | 
within its own ranks that they have notdone 
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enough to sell them to the public. Bank offi- 
cials seem to be building their own lobby for 
change over the heads of the politicians. A 
sophisticated financial-market audience 
gets the sophisticated explanation for why 
the Bank wants to raise rates. The masses get 
the popular version, complete with villains 





Scottish finance 





and heroes. 

‘The trouble is that these tactics hardly 
improve the transparency of the Bank’s deci- 
sion-making, something in which it has, un- 
til now, taken great pride. Just as elsewhere in 
Japan’s obscure machinery of government, 
confusion is breeding speculation about the 
Bank’s true intentions. Nor can the Bank’s 
holier-than-thou sermonising be doing 
much to warm chilly relations with the dis- 
graced finance ministry. No doubt, the Bank 
wants to demonstrate its newly won inde- 
pendence. But, however distasteful it finds 
the task, it may be as important to co-ordi- 
nate economic policy with the government. 

Against the confused and disillusioned 
backdrop of Japanese politics, the Bank cuts 
an impressive figure—independent, public- 
spirited and uniquely credible. That seems 
all the more reason for it to guard its reputa- 
tion carefully. 
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Raising the standard 


EDINBURGH 


The financial industry in Scotland is enjoying a quiet boom 


TANDARD LIFE, a 175-year-old Scottish 
insurer, has presided as regally and sol- 
idly over Edinburgh’s financial industry as 
the capital’s castle has over the streets below. 
So when a group of disgruntled life-insur- 
ance policyholders demanded that it stop 
being mutually owned by its policyholders 
and sell shares on the stockmarket, it caused 
a big shock. But like Edinburgh’s financial 
sector as a whole, it may find that much- 
feared change actually rather suits it. 
Standard Life manages about £70 billion 
of investments, for 4m customers. Its board 
has waged a ferocious campaign to stay mu- 
tual. In a ballot on June 27th, the demutualis- 
ing “carpetbaggers” will need to win 75% of 
the votes to force the company to go public. 
That would generate windfall payments to 
qualifying policyholders averaging an esti- 
mated £6,000 ($9,000). Even if they fall short 
of the 75%, the demutualisers may get 
enough votes to force the directors to swal- 
low their mutual pride and float the firm, 
reckoned to be worth £15 billion-16 billion. 
The performance of other Scottish insur- 
ers that have gone public suggests that the 
company might do better under the glare of 
shareholder scrutiny. For example, funds 
managed by Scottish Equitable, which went 
public in 1994 and was bought by Aegon, a 
Dutch insurer, have risen from £7 billion 
then to £33 billion now. Last year, its pre- 
mium income jumped by 26% and profits by 
61%. Scottish Mutual, now owned by Abbey 
National, a bank, and Scottish Amicable, 
now owned by Prudential, an insurance 
firm, have done almost as well since they 
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were taken over in the 1990s. 

Scots have long fretted that such loss of 
independence would mean corporate 
power and jobs moving out of Scotland. In 
fact, the reverse often seems to be true. The 
numbers employed by Equitable, Mutual 
and Amicable have together risen by about 
4,500 since they went public. And since 
Lloyds rsx, a British bank, bought Scottish 
Widows, the doyenne of Edinburgh insur- 
ers, last year, it has shifted £46 billion of 
funds from London to its Edinburgh manag- 
ers. The expectation in Edinburgh is that, if it 
goes public, Standard Life will be a buyer of 
other insurers rather than a prey to takeover. 












This is all in marked contrast to the early 


19908. Then, funds moved out of Scotland 
after General Accident, an insurance com- 
pany based in Perth, north of Edinburgh, 
merged with Commercial Union. Ray Per- 
man, chief executive of Scottish Financial 
Enterprise, the industry's lobbying body, 
says that the turnaround came when insur- 
ers spun off their investment arms into sub- _ 
sidiary companies, thereby allowing them to 
compete for the managementof other funds. 

Indeed, the total funds managed in Scot- 
land have risen steadily to $252.7 billion in 
1999 (see chart on-next page), making Edin- 
burgh the sixth-biggest: fund-management 
centre in Europe. After the Lloyds rse move, 
Edinburgh may even come close to overtak- 
ing Frankfurt ($310.9. billion. managed in 
1999). Not surprisingly, this activity is attract- 
ing attention. In recent years, big intema- 
tional banks such as Deutsche, State Street 
and Chase Manhattan have set up invest- 
ment-administration offices in Edinburgh, 
mainly by buying the administration de- 
partments of established local firms. 

As these outsiders have moved in, Scot- 
tish bankers are looking out. Starting with 
Bank of Scotland’s operation of payment 
cards for Marks and Spencer, a retail chain, 
they have shattered the old convention that 
English and Scottish banks did not compete 
on each other’s turf. Royal Bank of Scotland 
(RBs) seems to be making steady cost-cutting 
progress at NatWest, the British bank that it 
took over in March. And Bank of Scotland, 
the loser in that auction, is expanding in Eu- 
rope, having launched successful telephone 
mortgage-banking operations in Ireland, 
Belgium and the Netherlands. 

The stiffest competition for these old 
banks may come not from established for- 
eigners but from young Scottish upstarts. 
In 1997, Jim Spowart moved from running 
rBs’s telephone banking to Standard Life, to 
start a new telephone bank, which had after 
18 months taken in £3 billion in savings and 
lent £2 billion in mortgages. 

Standard Life expects the bank to make a 
profit in 2002, but Mr Spowart has already 
moved on to Halifax bank, for which he is 
next month starting anew telephone and In- 
ternet bank, Intelligent Finance. This bank is 
advertising an innovative “all-in-one” ac- 
count (savings, current account, mortgage, 
credit card, etc). Its target is relatively mod- 
est—to lure 2m customers by 2005. But such 
is Mr Spowart’s reputation asa financial en- 
trepreneur that Halifax agreed to his de- 
mand to locate the new bank in Edinburgh. 

This is not as obvious a move as it 
sounds. The growth in financial services has 
been so rapid thatcompanies now have pro- 
blems recruiting people with the right skills. 
With only 8,000 of Edinburgh’s 450,000 peo- 
ple unemployed, Bank of Scotland is offering 
a car to the people it wants for jobs in call 
centres that pay just £13,500 year. 

House prices, especially at the plusher 
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end of the market, have also started toclimb. 
With financial firms forecast to need an- 
other 15,000 people in the next decade, the 
Edinburgh economy is in danger of over- 
heating. Local property and retail markets 
look likely to get a short-term boost in Au- 
gust, when employees and policyholders of 
Scottish Widows get their share of the £5.8m 
windfall pay-out due from that firm’s demu- 
tualisation and takeover. For some at least, 
life is good up north. 





German banks 


Shotgun 
courtship 


FRANKFURT 


ONE at last, it would seem, is the epoch 
when Germany’s banking world 
moved with the speed of a glacier. These 
days, no sooner has one financial mega- 
merger collapsed than another pops up. 


Having tried and failed earlier this year to tie ` 


the knot with Deutsche Bank, Germany’s 
largest bank, Dresdner Bank, the third- -larg- 
est, is trying its luck with a partner more its 
own size. This week, it confirmed reports 
that it was talking to Commerzbank, the 
number four, about a range of possible com- 
binations, including a full merger. But de- 
spite the splashy headlines, this time round 
the watchword is caution. 

Dresdner and Commerzbank began 
eyeing each other in April, after Dresdner’s 


planned merger with Deutsche collapsed: 
because of differences over the fate of 
Dresdner’s investment bank. Although: 


` courtship. Ever since the Detitsche deal 


~ Kohlhaussen. Not that Mr Kohlhaussen is 





Commerzbank and Dresdner’ have talked 
before, not everyone expected them to try _ 
again. Dresdner, after all, has only just un: 
veiled a go-it-alone strategy aimed at restor- 
ing its tattered credibility. It will close aquar- 
ter of its German branches and focus:on 
investment banking and asset management 
in. Europe, Although a perennial takeover 
target; Commerzbank has fiercely guarded 
its independence in recent years, shunning 
mergers in favour of a loose web of alliances 
with European partners, including Spa 
BscH and Italy's Intesa. 

In truth, this is something ofa shotgu 













































through, Dresdner has been under pressure 
from its largest shareholder, Allianz, whic 
would have been the main beneficiary of the. 
deal, Paul Achleitner, Allianz’s finance chief, 
and guardian of its corporate shareholdings, 
is said to have leaned on Bernd Fahrholz, 

Dresdner’s new boss, to sit down with his 

opposite number at Commerzbank, Martin. 





free from outside influence either. Com- 
_merzbank is under fire from group of Ge: 
-man financial investors whohave builta17% 
stake in the bank and are badgeringit to find. 





The jilted exchange 


F THERE is a people the British mistrust 

more than the Germans, it is the French. 
Perhaps that is why the board of the Lon- 
don Stock Exchange (ise) was so loth to 
consider a proposal to join Euronext, a 
three-way merger of the Paris, Brussels and 
Amsterdam exchanges. It is being led by 
the French. The terms of a proposed deal 
were set out in a letter from the heads of the 
three exchanges to Gavin Casey, the Lse’s 
chief executive, in April. They seem at least 
as good as those agreed with the Deutsche 
Börse, with which, in May, the ise an- 
nounced a merger to form a new exchange 
called iX. But the Euronext alternative was 
not put to the Lse’s 298 shareholders. 

Like Deutsche Börse, Euronext is far 
bigger than the tse in terms of revenues, 
because it has interests in futures ex- 

_ changes, a technology company, and in 

| Clearing and settlement busi- 
nesses. But, in recognition of Lon- 
don’s dominance in market cap- 
italisation, Euronext offered the 
LSE a 50/50 ownership split (as it 
will have in iX). It was also willing 
toconcede that London would be 
“the major location for the equity 
trading business line”. Blue-chip 
trading, as with iX, would have 
migrated to London, as long as it 
was not subject to Britain’s 0.5% 
stamp duty. 

The Euronext deal also has 





-+ BOrse and the se say they want consolida- | 
_ tion of clearing and settlement systems. 


answers to some questions raised by the iX 
deal. Unlike iX, which envisages two sepa- 
rate regulatory regimes, it would have had 
one rulebook for trading, and one for clear- 
ing. Euronext’s central counterparty, Clear- 
net, has agreed a joint venture with the 
London Clearing House (Len). London se- 
curities firms have long lobbied for a cen- 
tral counterparty, but London and Frank- 
furt have been unable to agree on one. 
Jean-Francois Théodore, head of the 
Paris Bourse, also suggested that Crest, the 
London equities settlement organisation, 
which is independent of the ise, be linked 
to Euronext’s settlement system. London 
and Frankfurt could not agree on a settle- 
ment solution. This is a big failing, because 
clearing and settlement account for 80% of 
the cost of European cross-border share 
trading. In iX’s defence, both Deutsche 





don’s independent derivatives exchange, | 
“might co-operate with the new Euronext: 


Euronext also suggested that Liffe, Lon: 


Deutsche Borse’s half-share in Eurex, the | 
Swiss-German | derivatives. exchange, | 
meant that it had:no incentive to include 
Liffe in any deal. 

Not that the French were prepared to 
let London have everything its own way. 
Mr Théodore suggested that nsc, the 
French trading system, be used, not Lon- 
don’s Sets. However; many London traders | 
actually prefer nsc. Like Deutsche Börse; 
Euronext was also prepared to accept a 
British chairman, but the first chief execu- 
tive would have been French. (Mr Théo- 
dore,one presumes.) ; 

The tse’s strategy committee was split- 
over which of the two offers-to pursue. - 
Some members are thought to have fa- 
voured a deal, but not to have insisted on 
choosing the Germans as part- 
ners. But Michael Maiks, of Mer: 
rill Lynch, and Simon: Robertson’ 
of Goldman Sachs, favoured a 
deal with the Germans. There is 
no reason to think that theirjudg-.. 
ment was based on anything |- 
other than the merits of the case.. 
But the fact that, in theiX merger, 
Merrill Lynch is advising the isk, 
and Goldman Sachs the Deut-’ 
sche Börse, has given ‘that deal’s 
many voracious critics another 
bone to pick. 
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FINANCE AND ECONOMIC! 
a partner. 

Together, Dresdner and Commerzbank 
would be a formidable beast with a market 
value of €44 billion ($42 billion). As with the 
Dresdner/Deutsche combination, ample 
costs could be cut in retail banking, where 
Commerzbank makes a mere 8.7% return on 
equity and Dresdner even less. And each 
would bring new strengths to the other: 
Dresdner is stronger in investment banking; 
Commerzbank is better in online finance. 

But a deal would have to surmount sev- 
eral hurdles. Dresdner pushes Allianz’s in- 
surance products through its branch net- 
work, while Commerzbank does the same 
for Italy’s Generali, which owns 5% of its 
shares, and is one of Allianz’s keenest rivals. 
Casting further doubt on the scope for com- 
promise, each bank is insisting that it will 
merge only so long as its existing strategy re- 
mainsintact. Analysts say any merger would 
have to be one of equals, in reality as well as 
on paper—unlike Dresdner’s disastrous fling 
with Deutsche, which amounted to a thinly 
veiled takeover by the bigger rival. 

This time, the partners seem happy to 
pursue their romance one date at a time. 
They plan to make a “careful assessment’ of 
the pros and cons before getting into formal 
talks. That is understandable. Another failed 
merger would set Dresdner “back in the stra- 
tegic dark ages”, according to one former 
board member. Commerzbank, meanwhile, 
is cautious by nature, leaning more towards 
highly focused co-operation agreements 
than grandiose transactions. Mr Kohlhaus- 
sen has a tendency to balk at headline-grab- 
bing deals, even at the last minute: in 1996, he 
pulled out of a merger with Bayerische Ve- 
reinsbank (now HypoVereinsbank) days be- 
fore it was due to be announced. 

It may not come to that this time, espe- 
cially if the banks opt for a series of bite-sized 
deals rather than a full-blown merger. Com- 
merzbank is keen to push a step-by-step co- 
operation, starting with a joint venture in 
one area~say, retail banking—and moving 
to other ventures if that works out. Dresdner 
too would rather build trust methodically 
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than take a blind leap, especially after its ex- 
perience with Deutsche. But even this will 
need the backing of Allianz and the raiders 
at Commerzbank’s door. Im this dalliance, 
they are the ones wielding the shotguns. 


Czech banking 
The last crisis? 
66 ONDERFUL, courageous!”, ex- 


claimed Vaclav Havel, the Czech 
president, at the end of a messy week for his 
country’s banks. Well might he applaud. 
After much dithering, the Czech govern- 
ment had stepped in decisively (brandishing 
machineguns, indeed). to clear up the coun- 
try’s biggest banking crisis. Om June 16th the 
central bank put Investicni Postovni Banka 
(ie), the third-largest Czech bank, which is 
controlled by Japan's Nomura Securities, 
into forced administration. By June 19th it 
had found a buyer: res’s better-run rival, 
Ceskoslovenska Obchodni Banka (csos), 
which is owned by xsc of Belgium. 

The merger will create theCzech Repub- 
lic’s largest retail bank and one of the biggest 
financial institutions in the region, with $16.5 
billion in assets and 3m clients. Some worry 
that csop will find it difficuleto digest irs, a 
far bigger bank. But it should gain from 1pp’s 
extensive high-street presence. csos had 
anyway been planning to add 100 branches 
and to overhaul its computer operations. 

Czech banks have long created head- 
aches for their government. In 1995, the gov- 
ernment forked out more than 8% of GDP to 
clean up the banks, and the taxpayer had al- 
ready taken on a big chunk of the bad loans 
of the two largest Czech banks. When No- 
mura bought ips for a knockdown price in 
1998—an arm’s-length transaction, in which 
it acquired 46% of the shares—the central 
bank hoped it might assume its dud assets. 

No such luck. Indeed, :ps’s collapse has 
made Nomura’s extravagant promises to 
turn it into Central Europe’s leading bank 
seem hollow. Analysts were widely scathing 
of Nomura’s involvement, noting that its 
losses were more than offset by the sale of 
some juicy industrial assets held by 1ra— 
such as some Czech breweries. According to 
local analysts’ sums, it may have walked 
away from tps with as muchias $300m more 
than it paid for the shares. despite losing its 
entire equity investment in the bank. 

This is not the first time that Nomura’s 
activities in Central Europe have come in for 
criticism. In 1995, it bought a 31% stake in Slo- 
vakia’s largest privatisation fund, then 
forced the fund to split and sold assets from 
it to western investors at a profit. Although 
the bank did nothing illegal, it was portrayed 
locally as an unethical raider of money that 
rightly belonged to ordinary Slovaks. 























Source: Company reports 
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ire had long ago been flagged as a poten- 
tially rotten bank, but its fall came suddenly 
when jittery depositors, rattled by press 
speculation about the result ofan imminent 
audit, withdrew $450m from the bank in a 
week. The meaning of “forced administra- 
tion” turned out to be all too literal. Masked 
anti-terrorist police detained senior bank 
managers at gun-point. Nobody was hurt, 
and the use of force was later defended by 
the foreign minister, Jan Kavan, who said it 
was known that those responsible for forced 
administrations often faced threats. The gov- 
ernment, he said, also wanted to stop the dis- 
appearance of important documents. 

Many hope that this banking crisis will 
be the country’s last. Certainly Czech banks, 
which had been dominated by dubious 
state-owned institutions, now look much 
more competitive. Komereni, the last big 
state-owned bank, is due to be sold later this 
year. Ordinary Czechs will waita while be- 
fore sinking their hard-earmed koruna back 
into 1pB, but the bank’s large corporate and 
insurance business should be safe for the 
time being. That is no small thing. Pavel Mer- 
tlik, the Czech finance minister, speculates 
that rpp’s losses could have amounted to 
2-4% of the country’s cpr. That would have 
depressed a Czech economy that, after two 
years of recession, is expected to bounce, 
ever soslightly, into growth this year. 


Tax 


Havens and 
haven'ts 


PARIS 


ET international criminals, third-world 
dictators and anybody else with an inter- 
est in dodging taxes beware: the world’s tax 
havens are about to be a touch less welcom- 
ing. How much less. welcoming is still un- 
clear, but on June 19th six “fiscal para- 
dises”—Bermuda, the Cayman Islands, 
Cyprus, Malta, Mauritius and San Marino— 
informed the prim and proper Organisation 
for Economic Co-operation and Develop- 
ment (orcp) that they agreed with the 
OECD’s strictures on “harmful tax practices” 
and were fully committed to eliminating 
such practices by the end of 2005. 
That leaves another 40 or so havens, 
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from Nauru to Panama, 
which at an OECD meeting 
on June 26th may find 
themselves on a blacklist. 
That will give them just a 
year’s grace toclean up their 
behaviour before the orga- 
nisation’s 29 members have 
the right “to take defensive 
measures” against the mis- 
creants. Cap that with a 
two-day symposium on 
harmful tax practices at the 
end of next week, organised 
by the French finance min- 
istry and involving both 
OECD members and an- 
other 30 countries, and tax- 
dodgers may start to sweat. 
Some may be sweating 
already. Last week, Liech- 
tenstein’s police announced that they had 
raided ttc Bank, owned by the principality’s 
ruling family, as part of an investigation into 
money laundering. More raids are on the 
cards as the police, aided by an Austrian spe- 
cial prosecutor, investigate accusations of 





Paradise lost 


poses no more than nomi- 
nal taxes; allows non-resi- 
dents to escape taxation in 
their country of residence; 
and engages in harmful tax 
practices, characterised by 
either a refusal to exchange 
information, a “lack of 
transparency” or a desire to 
attract “businesses with no 
substantial activities”. 

At first glance this 
seems fair enough. Why 
should one country de- 
prive another of the tax due 
from its residents and com- 
panies? Moreover, the 
oEcD’s officials are ada- 
mant that they are not 
against tax competition as 
such, merely against the 
harmful variety. Look a little closer, how- 
ever, and the issue is less clear-cut. The o«cD 


emphasises the evils of “ring-fencing”, 


where tax breaks are allowed to foreigners 
but not locals. But such incentives are a nor- 
mal tool of economic policy, especially in 
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other’s respect for privacy. The City of Lon- 
don, for example, regards itself as well regu- 
lated; yet a French parliamentary mission 
investigating money laundering this month 
denounced its lack of co-operation (the same 
committee this week lambasted Monaco). 

What is clear, however, is the risk that 
badly run or misbehaving financial centres 
will, in the words of the Basle-based Finan- 
cial Stability Forum (set up by the G7 last 
year), “constitute weak links in an increas- 
ingly integrated international financial sys- 
tem.” Last month the forum listed 26 off- 
shore financial centres, from Vanuatu to 
Anguilla, that could be such links; another 
nine were somewhat stronger: but only eight 
had supervisory and legal infrastructures 
“largely of a good quality”. 

Cynics will argue that, since money is 
fungible, the crooked and cerrupt will al- 
ways find a tax haven. But mueh will depend 
on the “defensive measures”. If Liechten- 
stein’s banks, for example, cannot do busi- 
ness with America’s, they may decide that 
openness is a better policy. Similarly, the 
threat of losing foreign aid or preferential 
market-access may concentrate minds in the 


money-laundering on behalf of Russia’s ma- 
fia and Colombia’s drug lords. 

But is it just the world’s criminals that 
should be on their guard, or will more re- 
spectable business types find themselves 
caught in the ogcp’s line of fire? The oecn’s 
definition of a tax haven is a regime that im- 


developing countries—witness the special 
economic zones of China, or the incentives 
available to multinationals that set up re- 
gional headquarters in Singapore. 


Caribbean. Yet the cynics have a point: it has 

taken the ev three years of hard bargaining, 

up to its summit in Feira this week (see page 

67) to agree to a regime of banking transpa- 
Moreover, one man’s illegal tax evasion rency, and—as the same cynics point out—it 

is another's legitimate tax avoidance, and may never come into force. 

one regime’s lack of transparency is an- = a 








The Washington dissensus 


WASHINGTON, DC 


AMES WOLFENSOHN, president of the 

World Bank, has been trying hard to 

change his institution’s image as an arro- 
gant place full of narrow-minded econo- 
mists. Development, he insists, must be a 
“holistic”, inclusive, participatory process; 
and he has made a point of reaching out to 
“stakeholders”, including many of the 
Bank's critics. 

It is unfortunate, then, that for the sec- 
ond time within a year a senior bank offi- 
cial has resigned over a clash of views on 
development. Joseph Stiglitz, the Bank’s 
former chief economist and a critic of mF 
policies in the Asian crisis and in transition 
economies, quit last year. Now Ravi Kan- 
bur, who was in charge of this year’s World 
Development Report (wor), the Bank’s an- 
nual publication on development think- 
ing, has resigned over disagreements about 
the correct emphasis for the report. 

The 2000 wok is a particularly impor- 
tant and controversial document, because 
of its subject—poverty—and its approach. 
Ten years ago, the Bank published an influ- 
ential wor on reducing poverty. The best 
ways to fight poverty, defined as inade- 


quate health, nutrition and education as 
well as money, were, it argued, labour-in- 
tensive economic growth, and investment 
in education and health care for the poor. 
Under Mr Kanbur’s direction the 2000 
report argues that poverty also includes 
“voicelessness”, vulnerability and power- 
lessness. As a result, anti-poverty strategies 
must emphasise “empowerment” (in- 
creasing poor people’s capacity to influ- 
ence state institutions and social norms) 
and security (minimising the conse- 
quences of economic shocks for the poor- 





Which way for Wolfensohn? 


est)as well as opportunity (access to assets), 
Mr Kanbur also took the participatory 
approach further than had previous wor 
directors, The first draft of the-report was 
posted on the Internet in January. Tradi- 
tional Bank critics saw Mr Kanbur as their 
man. Suddenly, they felt, the Bank was lis- 
tening. Others were alarmed. They inter- 
preted the first draft as positively anti- 
growth, and suggested changes. Although 
Mr Kanbur has not commented publicly, 
he appears to have resigned because he 
was uncomfortable with these changes. 
Those close to Mr Kanbur within the 
Bank profess surprise at his actions: to 
them it seems obvious that poverty reduc- 
tion demands both economic growth and 
specific anti-poverty policies. The only dif- 
ference that they see between Mr Kanbur’s 
position and others’ was of emphasis, But 
that, in itself, is important, because it sends 
a signal about the World Bank's priorities. 
Mr Wolfensohn has recently been empha- 
sising “empowerment” almost exclusively. 
So many critics of the Bank felt he was on 
their side. Mr Kanbur’s resignation is a rude 
reminder that you cannot be all things to 
all men; and that the world’s leading de- 
velopment institution has a duty to point 
out that the bread-and-butter of economic 
growth matters as much as it ever did. 
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AMES TOBIN, Nobel laureate and one of 
this century’s most admired economists, 
proposed the idea of q in 1969. It is a sim- 
pleenough notion, you might think: the ra- 
tio of (a) the value of companies according 
to Wall Street (their market capitalisation) 
to (b) the replacement cost of their assets. 
As Mr Tobin pointed out, this is a number 
that ought at first sight to be equal to one. 
The numerator and denominator of the ra- 
tio are, after all, just two ways of measuring 
the same thing: the value of companies. 

Moreover, suppose that q for 
some reason was greater than one. 
This would imply that the stock- 
market put a higher value on assets 
owned by companies than those 
same assets actually cost to acquire. 
So there would be a kind of arbitrage 
opportunity. If q were greater than 
one, companies could be expected to 
increase their investment, presum- 
ably until the market reckoned the 
company was now worth what its 
assets cost. At that point, q would 
again be equal to one. 

“Valuing Wall Street: Protecting 
Wealth in Turbulent Markets” by An- 
drew Smithers (an investment ad- 
viser) and Stephen Wright (an econo- 
mist at Cambridge University) 
applies this idea to the American 
stockmarket as a whole*. The results 
are striking. At the moment, Wall 
Street’s q stands at well over two. Are 
the figures correct? And, if they are, 
what do they imply for the course of 
investment and share prices? 

For the moment, consider the second 
question. In the spirit of Mr Tobin's writ- 
ings on the subject, it would be plausible to 
expect a boom in investment when q was 
high. If physical capital costs less to acquire 
than its true worth, companies should be 
buying it as fast as they can, But the authors 
regard this investment-boom scenario as a 
very unlikely way for q to get back to one. 
This is not what has happened in the past. 
Their book reports extensive statistical in- 
vestigations of q. These find that, when the 
ratio (suitably adjusted to take care of ac- 
counting discrepancies) moves far above 
one, equilibrium is indeed eventually re- 
stored—not, however, by a surge in the re- 
placement value of companies’ assets but 
by a correspondingly dramatic fall in the 











A new book advocates a ratio called “Tobin’s q” as the best way to judge 
whether stockmarkets are soundly valued—and concludes that Wall Street 
is, oh, about two-and-a-half times higher than it should be 





value that Wall Street places on them. In 
other words, there is a stockmarket crash. 
That is what happened in 1929-32, and 
in 1968-74, after earlier peaks inq. The value 
of q, as the authors note, is higher now than 
in either 1929 or 1968. If today’s market fell 
“merely” in line with the collapse after 
1929, the Dow Jones Industrial Average 
would drop to less than 2,000; if in line 





with the fall after 1968, to less than 4,000. 

The view that adjustment will come 
through share prices rather than capital 
accumulation turns Mr Tobin on his head, 
so it is unsurprising, if rather awkward for 
the authors, that the great man by no 
means endorses his disciples. Mr Tobin has 
also noted a weakness of q as a benchmark 
for valuing today’s firms: namely, the im- 
portance of intangible assets (such as intel- 
lectual property and “goodwill”) for many 
of America’s corporate stars. 

This is a point much emphasised by 
the authors’ critics, Such assets, it is argued, 
are either undervalued or ignored in the 
denominator of q, causing the ratio to be 
overstated. And of course such assets are 
increasingly important in the fabled “new 
economy”. 

The authors try hard to deal in their 
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book with this crucial point about intangi- 
bles. But here, where they most need to be, 
they are not at their most lucid. It is curious 
to argue, as they seem to, that measuring 
tangible capital poses some problems, 
whereas the supposed difficulties over 
measuringintangible capital are almosten- 
tirely in their critics’ muddled imagination. 

The main concession they make to the 
q-sceptics is to agree that, if'a certain kind of 
intangible asset increases monopoly 
power in the American economy, then q, 
properly measured, would be lower than 
their estimate. However, they regard this as 
most unlikely, partly because America is a 
competitive place and partly because pro- 
fits are not rising as fast as they would 
be if monopoly were on the rise. (A 
case could be made, in fact, for the 
view that intangibles suchas intellec- 
tual property are indeed increasing 
monopoly power in America, al- 
though, admittedly, this is nota view 
that many “new economy” enthusi- 
asts could argue with any consis- 
tency.) 
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Preaching to the deaf 


Whether the authors will change 
anybody's mind is doubtful, regard- 
less of intangibles or any of the other 
matters the book goes into. That most 
investors have closed their minds to 
rational calculation about risks and 
returns is one of the book’s themes— 
and in this respect and many others 
the authors are spot-on. 
In developing their q-stery and 
putting it in the context of rival ap- 
proaches, the authors reviewa lot of 
what currently passes for financial 
commentary and convincingly high- 
light its biases and inaccuracies. Today’s 
consensus on stockmarket investment— 
“buy and hold”, because Wall Streetalways 
comes good in the end—is shown to be 
much riskier than is widely believed. In un- 
usual times, which these are, the market is 
capable of falling far enough to inflict 
losses that will take very many years to 
claw back. This is not to say it must fall as 
far as that, only thatas a matter of factithas 
done so in the past. 

Most stockmarket investors appear to 
think that the safest way to invest today 
(when inflation-proofed Treasury bonds 
are yielding 4% in real terms) is to buy 
shares and hold on regardless. This view, as 
Mr Smithers and Mr Wright show, is simply 
wrong. But one suspects that, unless and 
until the market drops sharply, few inves- 
tors will want to know. 
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= Here, there and everywhere 


SAN FRANCISCO 


New software that allows Internet users to swap files also m 


anybody concerned about copyright or censorship to stop them 


VEN casual Internet users will 

have heard by now of Napster, 
the service that makes it easy to find 
music files online. Just type a song ti- 
tle, say the Cure’s “Boys don’t cry”, 
into the software’s search window 
and up pops a list of dozens of links 
to download the song—free. No 
wonder the record industry is un- 


“copyright implications of this and 
other comparable services, such as 
Gnutella and FreeNet, their real sig- 
nificance may be different: they em- 
body a new breed of “distributed” 
systems for the storage and retrieval 
of information that could change 
the Internet in a more dramatic way 
than anything since the advent of 
web browsers. 

To see why this might happen, 
you first have to understand the ar- 
chitecture of today’s Internet. It is in 
many ways more hierarchical than 
is generally assumed. The prevailing 
model is that ofa client, usually arc, 
and a server, a powerful computer 
elsewhere on the network. On the 
web, for example, the clients 
browser software sends a request to a server, 
which then returns a web page. In contrast, 
on distributed information networks, all 


_ computers are peers, meaning that they 


function as clients and servers at the same 
time. One computer can download a file 
from another or send out data—just as in the 
days before the Internet became popular. 
Back then, computers passed around e-mail 
by dialling each other and exchanging data. 
This return to the future is a consequence 
of faster and ever more powerful technol- 
ogy. PCs now have enough computer power 
and disk space to function as servers. And 
like servers, more and more desktop com- 
puters are “always on”, meaning they are 
permanently hooked up to the Internet via 
broadband connections such as cable mo- 
dems or digital subscriber lines. This makes 
it possible to create huge storage networks by 
linking large numbers of pcs. That is what 
Napster and its cousins do: users install a 
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small piece of software that makes part of 
their hard disk accessible to other users. 

Where these systems differ from each 
other is in how they allow users to retrieve 
data~which mostly depends on what their 
developers want to achieve. Shawn Fanning, 
a 19-year-old American, created Napster to 
give music fans a convenient way to swap 
music files encoded using the mp3 format. It 
is not, in fact, a completely distributed ser- 
vice: separate servers maintain central direc- 
tories of available songs. That makes Napster 
easy to use—but it also makes it a target for 
lawsuits by copyright holders. 

Last week, the Recording Industry Asso- 
ciation of America (riaa) asked for a pre- 
liminary injunction against Napster, claim- 
ing that most of the music exchanged using 
Napster’s software violates copyright law. 
For its part, the firm argues that it is like a 
phone company or an Internet service pro- 
vider: it offers only the plumbing and should 


akes it hard for 









not be held responsible for copyright viola- 
tions over its network. Napsterhas hired Da- 
vid Boies, the lawyer who tortured Microsoft 
in its antitrust trial; a first hearing of the case 

is scheduled for July 26th. 

Not least because of the Napster lawsuit, 

Gnutella is deliberately more decentralised. ’ 
- This service, which allows users.to share not 
just mp3 files, but any kind of digital content, 

operates entirely in peer-to-peer mode. That « 
‘is why America Online, within 
whose walls the program was. 
originally created by 21-year- 
fold Justin Frankel, took it off the’ 
_ official. Gnutella website hours: 
after it was posted. By then, how- 
ever, thousands of people had: 

- downloaded the software. It is now 
= being refined by a growing group of 
volunteer programmers. 




































Gnus you can use 


Once Gnutella users have installed 
their “servent” (ie, server and client) 
“software, they need to find a. few. 
other users willing to hook up with: 
- them directly—for example, friends 
who are, inturn, connected to other 
Gnutella sites. When a user wants 
tosearch for a file, the request is sent 
to these peers and search results are 
returned from their hard drives; but 
the request is also sention to others, 
who do the same, anc so on. Each 
request has a fixed lifetime, so that 
it-can be passed on only so many 
times before expiring. 

Gnutella, however, has its 
drawbacks. Compared with Nap- 
ster, for example, it is decidedly 
slow. Results keep trickling in for several 
minutes after a request is sent cut. More im- 
dortantly, there may be problerns with scal- 
ing. Ifa request hasa lifetime of en hops and 
each website contacts just six other sites, it 
can generate as many as a million messages: 
Such. a rapid spread also makes the whole 
system vulnerable to “flooding” attacks in 
which itis paralysed by bogus requests. 

FreeNet appears more robust.Jan Clarke, 
a 23-year-old Irish programmer, did not, 
however, developit as an alternative to Gnu» 
tella. Instead, he was worried that the In- 
temet could become an instrument of con- 
trol beyond the “wildest imaginings of 
Orwell”. He wanted tocreate an information 
system that has no centralised administra- 
tion and provides anonymity to both pro- 
viders and consumers of information. 

The model for FreeNet is that of a travel- 
ler in a prehistoric society in which there is 
no central government and no maps: he re: - 
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lies on the advice of those he meets. By ask- 
ing somebody where another place is and 
following that advice, the traveller should 
get somewhat closer to where he wants to go. 
By repeating this process, he should eventu- 
ally arrive at his destination. 

On FreeNet, the “travellers” are requests 
for files. They first try the most likely path to 
find the data, backtracking if they get stuck 
and then trying another. Those they ask for 
advice along the way are pcs on the network. 
These “nodes” forward requests they cannot 
satisfy to the node they think is “closest” to 
the desired information. If it cannot pass on 
the request, it informs the preceding node, 
which then tries the “second-closest” node, 
then the “third-closest” and soon. 

Unlike travelling, however, distance on 
FreeNet is not geographic but lexicographic. 
Files put on the network are associated with 
a “key”, usually some form of description of 
the content that is encoded for security rea- 
sons. Nodes use the key of a desired file tode- 
cide where to send a request: they may, for 
example, forward it first to the node that has 
previously been the source of data with the 
most similar key. 

This routing system also guarantees a 
high degree of anonymity, making life diffi- 
cult for censors. Each node on FreeNet 
knows only, for example, where the immedi- 
ate upstream or downstream nodes are— 
and not the identity of the original requester. 
And when a file is found, it is passed back 
through the chain of nodes, each of which 
keeps a copy—which makes it hard to tell 
who inserted the data originally. 

Even so, like Gnutella, FreeNet has short- 
comings. The most obvious is that users can- 
not search it. Since the key to a file is a string 
of characters, one has to know this key to 
find the data. It is impossible to change a file 
once it is inserted into the network. And the 
system also seems vulnerable to attacks by 
malicious nodes, which could, for example, 
try to spread bogus data around it. 

The developers of distributed informa- 
tion systems clearly have their work cut out 
to deal with such problems. But as the tech- 
nology improves it will spawn new kinds of 
applications. Distributed real-time search 
will be one. Recently, a group of Gnutella 
programmers launched a website called In- 
fraSearch. Unlike traditional search engines, 
it does not sift through a huge, more or less 
complete database of the web, but instead 
sends queries directly to other websites. The 
results are speedier and more up to date. 

Distributed storage networks could also 
be used to spread content across the Internet 
more efficiently. Since each node on FreeNet 
keeps acopy of every file that passes through 
it, there will be lots of copies of popular con- 
tent. Once a particular item of content falls 
out of favour, the number of copies will 
automatically decrease. This is because 
when the disk space a node has designated 
for the service fills up, the least recently ac- 
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cessed files are deleted to make room. 
Conversely, these systems could also be 
used to help preserve digital content. Two Sil- 
icon Valley scientists, for example, are work- 
ing on a project called tockss (for “Lots of 
Copies Keep Stuff Safe”). It is anetwork of pcs 
based at libraries around the world and de- 
signed to preserve access to scientific jour- 
nals that are published on the web. The com- 


puters organise polls among themselves to 
find out whether files on their hard disks 
have been corrupted or altered, and replace 
them with intact copies if necessary. 
Equally interesting will be the regulatory 
and economic implications. FreeNet, in par- 
ticular, makes it even harder to control on- 
line content. It further disconnects the vir- 
tual from the real: documents have no fixed 











OW was your childhood? Did you 
like school? Was your little brother 
your mother’s favourite? Were your par- 
ents too strict? Did you prefer books to 
sports? Here's a surprise. No matter what 
you think you remember feeling as a 
child, there is a good chance that you are 
wrong. In fact, a stranger taking a wild 
guess would be justas likely to be right. 
Such is the finding of Daniel Offer, a 
psychiatry professor at Northwestern 
University Medical School in Chicago. Dr 
Offer tracked down 67 men he had inter- 
viewed in 1962, when they were all 14- 
year-old boys, as part of a study of “typi- 
cal” American teens. Thirty-four years 
later he asked the study subjects, now 48 
years old, to think back to their teen years 
and answer the same questions. So many 
had changed their answers that, statisti- 
cally, anybody taking a guess in the sur- 
vey would have scored just as well. Dr Of- 
fer concludes that, as people get older, 
their view of the past changes. His find- 








Don’t tell me about your mother 


ings are published this month in the Jour- 
nal of Child and Adolescent Psychiatry. 
He does not mean to suggest, how- 
ever, that people who remember growing 
upin middle-classcomfort in St Louis, say, 
are likely to turn out to be the children of 
pig farmers in Manitoba or millionaires in 
Miami. Barring some serious psychiatric 
problem, the factual outlines of a person’s 
life are probably as they remember them. 
It is how people feel about childhood 
events that the study calls into doubt— 





A rose-tinted view of childhood 


ra | 


even about emotionally resonant memo- 
ries, such as those relating to family rela- 
tionships and home life. 

For instance, as teenagers, only 14% of 
the boys said they were their mother’s fa- 
vourite. As men looking back, a full 30% re- 
membered being the favourite. Asked 
what the worst thing about their home life 
was, 40% said that home was physically 
uncomfortable, but only 1% thought it 
was emotionally uncomfortable. Looking 
back as adults, though, only 15% remem- 
bered feeling physical discomfort with 
the home, but 50% complained that it had 
been emotionally uncomfortable. 

Even a question as seemingly objec- 
tive as whether physical punishment was 
used elicited conflicting answers. As boys, 
82% said they received physical punish- 
ment as a discipline. As men, only 33% re- 
membered it that way. A fair fraction of 
the men even misremembered them- 
selves as bookish:23% of the men said they 
enjoyed “mental activity” the most. Back 
when they were 14, only 5% did. 

The findings fit well with 
how scientists understand 
memory to work. Research 
shows that rememberingis actu- 
ally an active process, in which 
the memory is mentally con- 
structed. Beliefs, prejudice and 
subsequent experience can all 
affect what is remembered. 
Many mental-health profes- 
sionals are rightly suspicious of 
“recovered” memory, in which 
people supposedly unearth 
memories of sexual and physi- 
cal abuse, or even abduction by 
aliens. The new study is remark- 
able because it was conducted with per- 
fectly normal subjects. Although some of 
the men have subsequently had psycho- 
logical difficulties, statistically those did 
not score better or worse than the others. 

In the light of these findings, doctors 
and therapists (not to mention biogra- 
phers) will have to be more careful. Dr Of- 
fer recommends that they treat all rec- 
ollections as “existential reconstructions”, 
and take anything a subject says with “a 


small rock of salt”. 
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New Executive Education 
Programs at Darden 


Septet Se ae =" "3 MANEUVER IN A BUSINESS WORLD 
Electronic Commerce: Creating a Successful || Soon THAT HAS NO SAFETY NET. 
Business Model for the Web Se 

Participants gain an overview of e-business and 
learn to formulate, manage, and evaluate their 
firms’ e-business strategy and operations. The 


research and case materials from Darden’s recently STERN EXECUTIVE DEVELOPMENT 
acclaimed e-business program for 1,000 executives PROGRAMS FALL 2000 
of a leading professional services firm formed the 
foundation of this program. — September 13-15 
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gaining information on selecting, implementing, 
nurturing, and monitoring the development of 
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Offered jointly with SDA Bocconi 


new ideas, technologies, businesses, and products. — October 23-24 

DATA MINING IN THE E-COMMERCE AGE 
We invite you to join us... ~ October 24-25 
And learn why each year over 4,000 executives MANAGING CREDIT RISK: 


from around the world choose Darden Executive The Great Financial Challenge, offered as part of the 
Education. As one recent participant remarked, Salomon Center Frontiers in Finance Series 

“Great school, great methods; modern teaching 
style with case studies. The material can be used ~ October 25-27 

in your own environment straight away.” E-COMMERCE I: Understanding the Digital Economy 
Offered jointly with SDA Bocconi 
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— November 8-10 
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location, That does not mean, however, that 
these storage networks will be a safe haven 
for illegal content. Already, a form of self- 
regulation has emerged on Gnutella. Zero- 
paid.com has put up a “Wall of Shame” for 
child pornographers. Try downloading one 
of the site’s temptingly named images and it 
logs, among other things, your domain 
name and posts it for everybody to see. 

Life for the telecommunications and 
computer industries will change, too. File- 
swapping eats up a lot of bandwidth~so it 
could become the “killer app” for broad- 
band Internet access that network operators 
have been waiting for. It could also give the 
pc, which many have declared dead, a fresh 
lease on life, because participating in these 
networks requires a powerful computer. So 
it is no surprise that Andy Grove, chairman 
of Intel, the world’s top chip maker, is a big 
fan of Napster. 

As forcopyright, itis by no means certain 
that Napster et al will kill it. On the contrary, 
storage networks could become a highly effi- 
cient means for “superdistribution”—dis- 
seminating content that is wrapped in a 
cryptographic envelope to protectit. Youcan 
download these files for free, but before you 
can open them they will ask you to send 
some money to a clearing house. A fantasy? 
Maybe not. Last week, SoundSight.com, a 
digital video company, announced that it 
will make movies available as copy-pro- 
tected files on the Internet using Gnutella. 
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Evaluating health care 


The health of 
nations 


ODERN medicine may be good at 

"A gauging the health of patients, but it 
has proved less successful at taking its own 
pulse, Assessing the performance of a coun- 

“try’s health-care system is no easy task, be- 
cause deciding what to include—from doc- 
tors to drugs to diet—is difficult, and because 
some chosen criteria, from infant mortality 
to patient satisfaction, are themselves hard 
to define. Making comparisons between 
countries is even trickier, because health- 
care systems differ radically in their financ- 
ing. and organisation, and in the social goals 
they set out to achieve. 

The. World Health Organisation (wHo) 
has nevertheless decided to take a stab at do- 
ing it. In its World Health Report 2000, pub- 
lished this week, the wHo ranks the health- 
care systems of 191 countries according to 
how well they perform on five measures. 
Among them is overall population health as 
determined by “disability-adjusted life ex- 
pectancy” (DALE), the number of years of 
good health that an average baby born in a 
given country in 1999 can expect in his or her 


no 


lifetime. The study also rates the “respon- 
siveness” of health-care systems, according 
to how promptly they provide medical at- 
tention, how much choice they offer and 
how well they respect the confidentiality 
and autonomy of patients, as well as other 
“consumer-oriented” criteria. 

Although one of its interests is in the 
quality of national health-care systems, the 
wno is alsoconcerned about their “faimess” 
in providing adequate service to the poor as 
well as the rich. So it looked at how evenly 
DALES are distributed in a population; the 
size of groups underserved by the health- 
care system and how badly they are treated; 
and the distribution of household spending 
on health care, as an indication of how much 
more the poor (who often have inadequate 
health insurance) are paying out-of-pocket 
for medical treatment. Many of these things 
are hard to measure, and assigning weight- 
ings to them is highly controversial. But the 
end-result was a score, and so a ranking, for 
the overall attainment of each country’s 
health-care system (see table). 

Not surprisingly, Japan, along with oth- 
ers in the rich world such as Sweden and 
Canada, comes high in the league. Nor are 
the laggards unexpected: the bottom 20, with 
the exception of Afghanistan and Myanmar, 
are all in sub-Saharan Africa, where meagre 
health-care spending has resulted in ram- 
shackle medical services that have to con- 
tend with poverty and malnutrition, as well 
as aibs, malaria and other problems. 

But there are surprises too. Colombia, 
which gets low marks for healthy life expec- 
tancy and health-care responsiveness, 
comes top for fairness of financial contribu- 
tion: its government has worked hard over 
the past decade to revamp the health-insur- 
ance system to try to provide coverage for the 
country’s poorest. And while America’s 
health-care system is deemed the most re- 
sponsive, it does badly when it comes to 
measures that reflect general population 
health, coming 24th in the paze ranking and 
54th, alongside Fiji, in how fairly the finan- 
cial burden of health care is distributed. 

As well as evaluating overall attainment, 
the wHo has borrowed a measure of effi- 
ciency from industry called frontier-produc- 
tion analysis. Every health-care system was 
judged on the basis of its inputs as well as its 
outputs, including per capita spending and, 
more surprisingly, the average number of 
years its citizens spend in school. Education, 
along with other factors such as housing, is 
known to influence health. 

On this measure, which is the one that 
has attracted most press attention, France 
and Italy were judged to have the world’s 
most efficient health-care systems. This is a 
little surprising, says Julian Le Grand, of the 
London School of Economics, since neither 
country is usually known for the excellence 
of its health care. But because France has a 
less-educated population than, say, Sweden, 



























and because Italy spends less on health care 
than, say, Switzerland, their record, which 
Dr Le Grand attributes largely to sound diet, 
appears more impressive. Japan, Norway 
and other western nations do less well in the 
efficiency league table because of their high 
investment. In essence, the wHo is com- 
mending their health-care systems for doing 
well but suggesting, given the resources that 
they put into them, that they could do better. 

The architects of the wHo assessment, 
Chris Murray and Julio Frenk, say their re- 
port breaks new ground and highlights some 
significant trends, such as the superior per- 
formance of state-run health-care systems 
that stress health insurance for all. But they 
are also quick to point out its limitations, 
with insufficient data chief among them. For 
some measures, such as responsiveness, in- 
formation came from a small number of 
population surveys in the best cases, and 
from educated guesswork for the rest. The 
uncertainty surrounding much of the data 
means that the system rankings have sub- 
stantial margins of error; they will probably 
change again as better information becomes 
available from field surveys. But the league 
tables do at least allow those that come low 
in the pecking order, such as the Ukraine, to 
look at other poor countries such as Mo- 
rocco and wonder why their performance 
falls so far behind. 
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Taste buds Down Under 


SYONEY 


Eating and drinking has improved in many countries, but nowhere as much 
as in Australia. A taste of Ozzie cuisine (this page) and wine (overleaf) 


explains why 


N THE McLaren Vale, in South Australia, 

Russell's restaurant opens on Friday nights 
toserve only two Mediterranean specialities: 
wood-fired pizzas as crispy as any you will 
find in Naples and bowls of dukkah, an 
Egyptian dip made from hazelnuts, corian- 
der, ground cumin, sesame seeds, salt and 
pepper. Forty kilometres (22 miles) away in 
downtown Adelaide, Silesian immigrants in 
the 1860s founded Australia’s first major fruit 
and vegetable market. Today Central Mar- 
kets sells sausages and kangaroo steaks, bot- 
tles of Australian virgin olive oil—pressed 
from olive trees that were planted by Italian 
immigrants in the 1950s—and bok choy, 
lemon grass and chillies, grown and farmed 
by the more recent waves of Asian immi- 
grants. 

All of these are now integral to Austra- 
lia’s diet. The evolution of Australian eating 
from pie floaters, lager and steaks to interna- 
tionally acclaimed wines and a wide range 
of restaurants, principally in the Adelaide, 
Melbourne and Sydney triangle, has been 
swift, though notentirely painless. Moreover 
it is a process which, while it owes its de- 
velopment principally to the growth of tra- 
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vel both within and from outside Australia, 
can trace its origins back to the 1956 Olympic 
games in Melbourne. 

That year, for the first time, significant 
numbers of young, predominantly French 
chefs arrived to cook and, unwittingly, to ini- 
tiate the breakdown of Australia’s gastro- 
nomic isolation. The group included Her- 
mann Schneider, who went on to open The 
Two Faces, for 20 years Melbourne’s most re- 
spected restaurant, and to train many indig- 
enous Australian chefs and restaurateurs in- 
cluding Anders Ousback, now Sydney's 
most respected restaurant consultant. “Ev- 
ery night Schneider used to make us smell 
and sip what was left in the empty wine bot- 
tles the customers had ordered. It was the be- 
ginning of my wine education,” Mr Ousback 
recalls. Two of Australia’s current culinary 
stars, Teage Ezard (nicknamed “the spice 
boy”) at the Adelphi, Melbourne, and Luke 
Mangan in Sydney, whose restaurant, Salt, 
derives its name from the Greek tradition of 
serving salt on bread as a sign of friendship, 
are also Mr Schneider's disciples. 

This small cohort of chefs did much to 
instigate the rapid metamorphosis, but the 


opening up of Australia helped too. As Jan 
Parmenter, who presents a weekly food pro- 
gramme for asc Television, explains, “Chi- 
nese, Italians, Greeks and Germans have 
been here for decades but they always ate in 
their own houses and communities and 
kept their ingredients to themselves. Fortu- 
nately, this insularity eventually broke 
down so that from the early1970s onwards 
we began to see [unusual food, such as] 
home-grown courgettes and aubergines on 
the market stalls in Western Australia.” 

It is probable that ifthis culinary renais- 
sance had been left in the hands of Gay Bil- 
son, Stephanie Alexander and Maggie Beer, 
Australia’s first generation of chefs, it would 
have developed along 2 gentler, more Euro- 
pean path. But from the mid-1970s on, chefs 
from all over Asia began to settle in Australia 
and to thrust this evolving process down a 
new and more vigorous route 

Undoubtedly, Australia’s most influen- 
tial chef has been Malaysian-born Cheong 
Liew, who arrived in Adelaide in 1975 and 
was recently awarded the Order of Australia. 
His signature dish at The Grange restaurant 
in the Adelaide Hilton is“Four Dances of the 
Sea”, which incorporates a quartet of soused 
snook, sushi prawn, octopus with garlic 
mayonnaise, and black squid-ink noodles 
with flying-fish roe, a eombination of fla- 
vours that testifies to the radical changes in 
the Australian palate. Other significant in- 
fluences have come via the kitchens of a Jap- 
anese chef, Tetsuya Wakuda, who has been 
cooking for the past 20 years in a rather un- 
prepossessing suburb of Sydmey, and Le Tu 
Thai, a Vietnamese refugee who began his 
career washing dishes in Darwin. 

These initial East-West or “fusion” influ- 
ences, imposed on a rapidly emerging cui- 
sine which lacked the traditienal discipline 
that has been the bedrock of French, Italian 
and Spanish chefs for generations, freed 
Australian cooks and allewedimany of them 
to go for the shock of the new rather than 
aiming for flavour. Like their counterparts in 
California, an unwritten rule seems to have 
been an utter disregard for boundaries. 
Sometimes, this worked. Occasionally, as in 
the creation of a pale green wasabi ice 
cream—made from the eye-watering, hot 
Japanese horseradish that is usually served 
on sushi—one was left wondering what was 
the point. 

Happily, such extreme experimentation 
seems by and large to have come to an end 
although in the right chef’s hands, such as 
those of Christine Manfield, a dish of kanga- 
roo fillet with nori omelette, wasabi potato 
pikelet and horseradish cream can still be 
undeniably and excitingly Australian. As 
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can the current saying that the difference be- 
tween Sydney and Melbourne cuisine isonly 
six inches—whilst Melbourne's is six inches 
across the plate, Sydney’s dishes are six 
inches high. Whatever the dimensions, more 
earthy, less fussy French and Italian bour- 
geois cooking is very much in vogue today. 
The healthy state of Australian cooking 
also benefits from the friendly rivalry be- 
tween Adelaide, Melbourne and Sydney (a 
rivalry that is missing between cities in 
America and Britain, for example) and from 
the support it receives from the growing 
numbers of quality-conscious Australian 
wine makers keen to find just the right dish 
to partner their latest releases of Chardon- 
nay and Shiraz. Immigrants, such as Stan Sar- 
ris, a New Zealander who is currently Syd- 
ney’s top restaurateur with Banc and GPO, 
the Greek-born Janni Kyritsis at the highly 
fashionable mG Garage and a significant 
group of British chefs in Melbourne also 
make their own contribution. A bountiful 
climate and a weak Australian dollar add the 
final incentive for anyone, other than an ath- 
lete perhaps, travelling to Australia uncon- 
cerned about their waistband. 
a 





Australian wine 


In search of 
ICONS 


HE relationship between Australian 

wine and French is a bit like the bond be- 
tween old money and new. After a decade of 
rapid success, the “new-money” Australians 
have earned the right to walk tall. But like 
many a nouveau riche, Australian wine 
makers are sometimes troubled by a lurking 
sense of insecurity—a feeling that the world 
may never grant them the respect that is af- 
forded to the “old-money” French, who have 
sat at the pinnacle of the wine 
industry for centuries. 

The Australians have cer- 
tainly had huge commercial 
success over the past decade. In 
Britain, the world’s largest im- 
porter of wine, they have 
emerged from nowhere to grab 
15% of the market. Itis even pos- 
sible that, within a decade, 
they will actually have over- 
taken the French in Britain, and 
made considerable progress in 
America and Germany, the 
next largest wine-importing 
countries. 

But in the auction rooms 
and fine-wine dealerships of 
the world, the dominant ac- 
cent is still decidedly French 
with the most sought-after 
wines still coming overwhelm- 
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God smiles on Hi 


ingly from Bordeaux and Burgundy. Ranked 
after that are the Italians, the Californians, 
the Spanish, port—and only then, perhaps, 
Australian wines. Serena Sutcliffe, Sotheby's 
chief wine auctioneer, can point to only one 
Australian wine that has achieved “icon” 
status, Penfolds Grange. Perhaps notentirely 
coincidentally, Grange has received rave no- 
tices from Robert Parker, the world’s most in- 
fluential wine critic, who is based in Amer- 
ica. 

But while lauding Grange, Mr Parker has 
often been cruelly dismissive of many of 
Australia’s other efforts. In the most recent 
edition of his “Wine Buyer’s Guide” (Fire- 
side, $60 or $30 paperback; Dorling Kinder- 
sley, £40) Mr Parker accuses the Australians 
of producing “oceans of mediocre and 
poorly made wines”. This kind of criticism 
hurts. And it is not just pride that is at stake. 
The Australians know that the reputation of 
the very top wines can have a significant 
“halo” effect on the wines lower down the 
range. All Bordeaux wines have benefited 
from the extraordinary reputations of the 
grands crus, which make up less than 5% of 
claret production. The Japanese, who are 
now wine-crazy, became the world’s biggest 
market for red Bordeaux in 1998, with the 
Australians left trailing in what they regard 
as their own Asian backyard. 

So it has come as something of a relief to 
Australians that the spookily influential Mr 
Parker appears finally to have revised his 
opinion of Australian wines. A recent edi- 
tion of his magazine, the Wine Advocate, an- 
nounces loftily that “Australia can produce 
world-class wines of extraordinary richness, 
potential complexity and ageworthiness.” 
Wines given high scores by Mr Parker, like 
Torbreck Run Rig, a shiraz from the Barossa 
Valley, have seen an immediate spike in 
their prices. Another sign that Australian 
winesare receiving more attention from con- 
noisseurs came in London last month when 
Christie’s staged its first ever wine auction 
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ll of Grace 


focused on Australia. 

The Parkerisation of the Australian wine 
industry would, in many ways, be regretta- 
ble. One of the refreshing things about the 
Australian approach to wine has been the 
willingness of the country’s wine makers to 
puncture some of the snobberies and myths 
that surround the world of wine in Europe, 
and increasingly California. It is for example 
often assumed in Europe that the finest 
wines must come from a particularly fa- 
voured patch of ground or terroir. They will 
also, so conventional wisdom goes, be made 
in small quantities—like a handcrafted 
watch ora piece of jewellery. 

The Australians have been happy to 
cock a snook atall of this. Rather than philo- 
sophising about terroir, they have special- 
ised in blending wines from different re- 
gions. That, in turn, has allowed the big 
companies that dominate the Australian 
wine industry to demonstrate that it is possi- 
ble to produce excellent and consistent 
wines in large quantities. But the very com- 
mercial mindedness that has been the secret 
of much of Australia’s success in the mass 
market has undermined efforts to create the 
sense of rarity and specialness that seems to 
be essential to pushing up the prices of the 
top wines. 

So if Australia is to establish more “icon” 
wines, it may have to moderate its refresh- 
ingly democratic approach to wine making 
and emulate some of the marketing tech- 
niques of the Europeans. For while terroir 
may be a debatable concept when it comes 
to the production of wine, there is no disput- 
ing its power as a marketing tool. Wine mak- 
ers down under are already trying toempha- 
sise the terroir of regions like Coonawarra 
and Barossa. Producing wines in tantalis- 
ingly small quantities—a particular special- 
ity of the Californians, as well as the 
French—is a practice thatis also increasingly 
widespread in Australia. 

That is because what a wine actually 
tastes like is only one small part 
of establishing its status as an 
“icon”. Mystique, scarcity and 
clever marketing are also often 
crucial. It is no accident that 
Grange, and Hill of Grace— 
which is probably the second 
most expensive Australian 
wine—are made in tiny quanti- 
ties. Combine a favourable 
critical notice with scarcity, 
and you have the recipe for 
high prices. 

Partly for this reason, some 
of the next generation of Aus- 
tralian wine icons may come 
from Western Australia, in par- 
ticular the Margaret River area. 
Halfa continent away from the 
headquarters of the Australian 
industry in Adelaide, the West- 
em Australians tend to be 
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London awoke on midsummer’s day to find there were giant snowballs in 
the street. This was not the result of freakish weather, but just the latest 
work by a Scottish installation artist called Andy Goldsworthy. He spent 
much of last winter building balls in the Highlands only to have them melt 
in the City, as well as on the web at www.eyestorm.com | 
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smaller-scale producers, independent of the 
four big wine companies that dominate the 
business. As a result, they also tend to pro- 
duce in small quantities, In particular, the 
winesof the Leeuwin Estate in Western Aus- 
tralia have drawn raves from the Wine Spec- 
tator, and nodsof approval from Mr Parker. 
But the Leeuwin Estate is notable not just 
for the undeniable skill with which its wines 
are made. Dennis Horgan, the winery owner, 
is also a skilled marketeer, who flies in 
world-famous orchestras for concerts at his 
estate. The best Leeuwin wines are also re- 
leased as part of an “art series”. Each vintage 
has a label painted by a noted artist, a prac- 
tice successfully pioneered by Mouton Roth- 
schild in France. Perhaps there may be no 
getting away from France, after all. 
—s | 


Economic refugees 


Scaling heights 


THE UNINVITED: REFUGEES AT THE RICH 
Man’s Gate. By Jeremy Harding. Profile 
Books; 128 pages; £5.99 


AGUINE KOITA and Fodé Tounkara, 

two young men from Guinea hoping to 
make a new life in Europe, hid in the vege- 
tation at the end of the airport runway in 
the capital, Conakry, waiting while a Sa- 
bena aircraft taxied towards them. “As it 
swung around to line up for take-off, they 
leapt the airport fence, sprinted under the 
howling turbines and clambered into the 
undercarriage. It is unusual to survive for 
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very long at minus forty or fifty centigrade.” 
The pair froze to death. 

Bravery, folly or sheer desperation? 
However you characterise the qualities of 
those would-be migrants to the rich coun- 
tries of the European Union who undertake 
such unimaginable journeys, it is hard to 
square them with the description of the 
“human sewage” made by a local newspa- 
per, the Dover Express, in response to the 
surge in asylum-seeking in that British sea- 
side town. The migrants featured in Jeremy 
Harding’s book are a cast of resourceful 
characters, ready to put their health—and 
their lives—at risk for the chance of reach- 
ing the West. 

One Nigerian migrant in a group of 15 
took a months-long journey north from La- 
gos across the Sahara, sometimes by truck, 
but mostly on foot. By the time the party 
reached the Moroccan border, most of its 
members had experienced delirium 
through hunger and thirst; five had died. In 
another case, a West African woman, in the 
seventh month of her pregnancy, scaled 
two fences and struggled through a roll of 
razor wire to reach the Spanish enclave of 
Ceuta, in North Africa, technically part of 
the £u. She was caught, locked up, and 
committed suicide. 

At a time of widespread suspicion 
about illegal immigration into the Ev, this 
book is a timely reminder of the human cir- 
cumstances which drive people to such 
lengths. In some respects, Mr Harding sug- 
gests cynically, Europe has devised a fine 
form of “sieving”. It has built up such a 
fearsome defensive wall to shut people out, 
powerfully symbolised by the two parallel 
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fences running around the enclave of 
Ceuta, monitored by 30 closed-circuit cam- 
eras, floodlights and sensors, and ringed 
with razor wire, that only the most moti- 
vated, capable and resilient manage to get 
inside. 

There is nothing new about Europeans’ 
hostility to immigrants. There were riots in 
the poor crowded London borough of Ful- 
ham in 1916, when locals thought that Bel- 
gian refugees were receiving higher welfare 
payments than British soldiers. Half a cen- 
tury ago, southern Italians who made it 
north to Milan were vilified as “noisy, or 
violent, or predisposed to crime”, just as Al- 
banians in that city are today. 

What does seem to have changed, how- 
ever, is Europeans’ once-famed willingness 
to open their borders, even to refugees. 
That intolerance has hardened in the face 
of the growing numbers of false asylum- 
seekers, who in turn have been driven to 
masquerading as political refugees by the 
closing of official doars tœ economic mi- 
grants. By the time of the disintegration of 
Yugoslavia, Mr Harding suggests, “the idea 
of sanctuary had withered”. Populist poli- 
tics in Europe has turned refugees from an 
object of pity to one of suspicion and fear. 
But that does not put off themost resource- 
ful, or perhaps the most desperate, as Do- 
ver customs officers found this week when 
they opened a suspect cross-Channel to- 
mato-container lorry and found the bodies 
of 58 Chinese men and wamen who had 
suffocated during an attempt to enter Brit- 
ain and make a new life. 

— 





Football 


Dutch capped 


BRILLIANT ORANGE: THE NEUROTIC GE- 
NIUS OF DuTCH FOOTBALL. By David Win- 
ner. Bloomsbury; 256 pages; £14.99 


CCASIONALLY a book comes along 

that you fall in or out of love with on 
the basis of nothing more than the contents 
page. As “in the spirit of Tota! Football,” Da- 
vid Winner announces at the beginning of 
“Brilliant Orange”, “chapter numbers are 
not sequential. Think of them instead as 
squad numbers.” 

That, Mr Winner argues, is the way that 
Dutch football, at its best, works. Rather 
than sticking to their allotted places, like 
their peers from other more boring coun- 
tries (eg Germany), the Dutch drift around 
the field looking for space (if they have the 
ball) or trying to destroy it (if their oppo- 
nents do). And, in forming these pretty 
sporting patterns, they say a great deal 
about their own country’s art, history and 
geography. 

As a thesis, this might seem appallingly 
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pretentious or just downright weird. In fact 
“Brilliant Orange” is one of those strangely 
informative books that will even entertain 
those who have little interest in either soccer 
or the Netherlands. 

Despite his non-sequential chapters, Mr 
Winner conjurs up some fairly intriguing 
patterns of his own. Ajax, the country’s most 
famous team, is fiercely pro-semitic. Its (pre- 
dominantly non-Jewish) supporters sport 
Star of David tattoos. They even once hon- 
oured their Surinamese goalkeeper by sing- 
ing “Stanley's a Jew”. Mr Winner links this 
back to the country’s guilty war record. De- 
spite a history of tolerance, proportionately 
fewer Amsterdam Jews than Berlin Jews sur- 
vived the Hitler years. The Dutch have al- 
ways kept to the fiction that they boldly re- 
sisted the occupation. Yet, not one 
Amsterdam wartime police officer was ever 
prosecuted for having complied with the 
Nazi regime. 

Yet the heart of the book remains what 
happens on the field. Until the 1960s, the 
Dutch were a fairly mediocre team; by 1974, 
they were the best team in the world, led by 
Johan Cruyff, arguably still the best-known 
Dutchman in the world. The Hollander is 
still famous, not just for “the Cruyff tum” 
but for his strange philosophical utterings 
(“The game always begins afterwards”). 

This was a time when post-modernist 
sculptors actually had a voice in national 
team selection. Jeroen Henneman per- 
suaded the manager to play Jan Peters 
against England in 1977, and it seemed to 
work. Peters scored two goals. 

The arrival of total football coincided 
with Amsterdam’s transformation from be- 
ing one of Europe’s most boring cities to a 
dope-smoking capital of free love. But there 
were also deeper forces at work. This, after 
all, was a nation that defended itself by re- 
moving the opponent’s space—when the 
Spanish invaded 400 years ago, the Dutch 
opened the dykes. Virtually every bit of 
Dutch culture—from Amsterdam’s unusu- 
ally steep staircases to the “quiet, roomy” 
paintings of Mondrian and Vermeer—can 
be linked to this desire for space. 

Yet one nagging doubt remains: are they 
really that good? In the 1974 World Cup final, 
the Dutch scored against the Germans with- 
out the lesser mortals having even touched 
the ball, and then taunted their opponents 
with 20 minutes of arrogant, sublime, total 
football. But the Germans scored two goals 
and won the game. Despite all their great 
players, the Dutch have won only one com- 
petition, the 1988 European championship. 
Mr Winner half gets round this point by ar- 
guing that in total football, it is far more im- 
portant to play beautifully than to win. But 
his argument would certainly get a boost if 
the Dutch won the current European cham- 
pionships. They are on their way to the quar- 
ter finals. 

a 
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Basle art fair 


Smokescreens 


ITH its medieval buildings, trams and 
old-fashioned shops, Basle—the cen- 
tre of the Swiss pharmaceutical industry— 
hardly conjures up the glamour of the high- 
end contemporary-art market. But the an- 
nualart fair, which started thereon June 21st, 
is now the world’s most important meeting 
place for dealers, collectors, and curators. 
The fair offers dealers from zocountries a 
showcase for their stock of paintings, sculp- 
tures, installations, photographs and video 
art. Dealers often sell more here in six days 
than in the whole of the rest of the year. This 





Pipilotti perfect 


year was no exception with many reporting 
brisk business on the opening night. 

Despite the sales, there is a skittish atmo- 
sphere in Basle this year. At Sotheby's and 
Christies contemporary-art auctions in 
New York in April, price records for 32 
individual artists were broken as a large cir- 
cle of dealers and collectors chased a small 
group of fashionable works. A number of 
dealers in Basle now feel the market is over- 
heated and that some of the prices being 
asked verge on the insane. The contempo- 
rary-art market attracts speculators, and the 
reputations of fast-moving, high-fashion 
contemporary artists are vulnerable. For 
both those reasons, the contemporary-art 
market is often the first to tum. When that 
last happened, in the late 1980s, the market 
quickly plunged, followed by the rest of the 
world economy, into a stifling recession. 
“There is toomuch money around at the mo- 
ment, particularly in America,” says Thomas 


Schulte, a Berlin dealer at the fair. “People are 
willing to pay huge prices for works by par- 
ticular artists simply because other people 
want them.” 

The Basle art fair was set up in 1970 by a 
group of five important dealers—including 
Ernst Beyeler—at a time when most people 
were ignorant of the artists and prices alike. 
As the contemporary-art market roared up- 
wards in the 1980s, serious-minded connois- 
seur collectors were joined by multi-million- 
aires with huge amounts of disposable 
income. Being “culturally solvent”—being 
seen to have taste through buying art—be- 
came a badge of success. Big names from the 
1960s, like Robert Rauschenberg, Jasper 
Johns and Andy Warhol—typically on show 
at Basle—joined the Impressionists and Post- 
Impressionists as the most expensive 
art that money can buy. The upturn 
that followed the recession of the early 
1990s has raised Basle’s annual sales to 
well over $150m. 

Basle remains the world’s most 
prestigious contemporary-art fair, 
drawing 50,000 visitors, despite com- 
petition from similar annual displays 
in Paris, New York and Chicago. It lies 
on a European crossroads—France 
and Germany are only a couple of 
miles down the road—there are few 
big-city distractions and rich collectors 
can easily visit their bankers in Zurich. 
The fair is also formidably well-organ- 
ised. A rigorous selection procedure 
ensures that only the best swim 
through the net. This year, 271 dealers 
have been selected out of over 800 
applicants. 

Divided into two sections, the fair 
takes place in a purpose-built exhi- 
bition hall near the centre of town. The 
ground floor entertains wealthy, es- 
tablished art galleries dealing princi- 
pally in modern masters, such as Pi- 
casso, Giacometti and Francis Bacon. 
Upstairs, newer galleries offer the boldest 
and best on the current scene—which these 
days often means British artists such as Gary 
Hume, Damien Hirst and Rachel White- 
read—along with well-established figures 
like Rebecca Horn and Cindy Sherman. This 
year’s highlight is a brand-new giant hall 
filled with projects too large to fit into the 
stands. Collectors can view a videocontribu- 
tion by Bill Viola, minimalist installations by 
Dan Flavin, Donald Judd and Sol Lewitt. “La 
Grotte”, a vast black grotto which the artist, 
Xavier Veilhan, has dimly lit inside with a 
red glow, is attracting the longest queues. By 
the entrance of the fair, stands an alumi- 
nium box bya talented 38-year-old Swiss art- 
ist, Pipilotti Rist, which emits smoke-filled 
bubbles that pop in your hand. An unwit- 
ting symbol, some might think, of a market 
that may be about to burst, it could be yours. 
All for a mere SFr 150,000 ($92,000), plus tax. 
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DMIRERS of Noboru Takesh- 
ita liked to make much of his 
quiet manner. How impressive it 
was, they said, that he became the 
most powerful man in Japanese 
politics without ever displaying 
anger. As a young man, it was re- 
called, he became known as the 
“master of the draw” in judo for 
avoiding easy victories over 
weaker opponents while averting 
defeat from stronger ones. Shin 
Kanemaru, Mr Takeshita’s close 
political ally, saw him as “a sa- 
shimi knife”, filleting out any 
bones of contention. 

Some found his quietness a 
touch eerie, and believed it could 
be traced back to the suicide of his 
young wife when he was away in 
the army in the second world war. 
Jacob Schlesinger says in his book 
“Shadow Shoguns” that, there- 
after, the young Noboru Takesh- 
ita suppressed his emotions and 
became obsessed with compo- 
sure and self-control, vowing 
never, no matter what the cir- 
cumstances, to show anger again. 

He remarried, this time a dis- 
tant relative, and became an Eng- 
lish teacher, although he knew lit- 
tle of the language. He turned to 
the new “democratic” politics im- 
posed by the victors at the end of 
the war. In Shimane, his local pre- 
fecture, he showed a talent for 
organisation, turning a group of 
volunteers into an efficient cam- 
paign machine that got him 
elected to the local assembly in 1951. Seven years later, he won a 
seat for the Liberal Democratic Party in the lower house of the Diet 
(parliament). The Lor had been the ruling party since its founda- 
tion in 1955 and was to continue to run Japan decade after decade 
almost withouta break. As the Lpr prospered, sodid Mr Takeshita, 
inside the party and in government, and he shares both the credit 
and the blame for its record. In 1985, as finance minister, he helped 
to manipulate the yen to drive the now notorious “bubble econ- 
omy”, the effects of which are still present in Japan. He finally 
made it in 1987 as prime minister. But it was not done alone. None 
of this would have been possible without the help of Shin Kane- 
maru. Mr Takeshita may have been a sashimi knife, but Mr Kane- 
maru was, as he described himself, “a hatchet”. 


The bid for power 


They had been close friends from 1958 when both won seats in the 
Diet for the first time. Both of their families were sake brewers; 
both fathers had been big wheels in local politics. Noboru Takesh- 
ita’s eldest daughter married Shin Kanemaru’s eldest son. Mr Ka- 
nemaru, physically muscular and ten years older than his dimin- 
utive friend, saw himself as very much his guardian. When Kakuei 
Tanaka, the boss of their faction, was weakened after being ac- 
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Noboru Takeshita, Japan’s political 
puppeteer, died on June 19th, aged 76 





cused, among other misdeeds, of 
taking bribes, the two men set 
about taking over. 

Kakuei Tanaka has become a 
sort of legend, practising on a vast 
scale what Americans call pork- 
barrel politics: keeping constit- 
uencies sweet with public works 
projects, which in tarn kept his 
business backers happy. He re- 
signed as prime minister in 1974, 
but remained immensely popu- 
lar even after he wes convicted, 
and never went to jail. He re- 
mained a big influence in politics 
until his death in 1993. 

However, in 1987, when the 
Takeshita-Kanemaru team finally 
made their bid for his faction, he 
was too ill to resist, and every 
member switched to a newly 
formed Keiseikai (Wise govern- 
ment) faction and Mr Takeshita 
was made prime minister. These 
were the days of what seemed, on 
the surface, a battle between the 
pro-business Liberal Democratic 
Party and the Japan Socialist 
Party. In reality it wasmore a care- 
fully scripted charade than any 
serious conflict of ideology. While 
the hatchet man anddeal-maker, 
Mr Kanemaru, managed the op- 
position with wads of money 
passed beneath the table, the wily 
Mr Takeshita ran the government 
using his extensive network with- 
in the ruling party and the upper 
echelons of the bureaucracy. 
Thus, even the mostcontentious 
bits of legislation—the introduction of a consumption tax, the lib- 
eralisation of the heavily protected beef, citrus and (later) rice mar- 
kets,even anenhanced security pact with America—were allowed 
to work their way through the Diet and into law. 

Mr Takeshita was prime minister for only 18 months before he 
resigned over involvement in corrupt share dealing. He remained, 
though, a power in politics, in the manner of the deposed Kakuei 
Tanaka, deciding who should rule. Keizo Obuchi, the prime minis- 
ter who died last month (Obituary, May 2oth), was æprotégé. For 
the past year Mr Takeshita has been guiding the Lpp’s power bro- 
kers from his sickbed, still the puppet master. 

It sounds banal to write of an end of an era for Japanese poli- 
tics, if only because that era, a dizzy mixture of brilliance and cor- 
ruption, has been so reluctant to come to an end. Butnow the old 
manipulators have gone: Tanaka, Kanemaru, in disgrace in 1996, 
Obuchi, prematurely,and now Takeshita. The idea of a passing age 
seemed to be confirmed with the death on June 16th of dowager 
Empress Nagako, aged 97, the widow of Emperor Hirohito, who 
himself killed off the idea of royal divinity. This Sunday, June 25th, 
Japan votes on its future in a general election. The op does not 
look at all healthy, although, that said, its power of recovery 
should not be underestimated. 
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Presents a global overview of the business enterprise and its strategic challenges. This 
programme at Templeton provides a unique opportunity to stand back and pursue your own 
learning agenda, assisted by a world class team of individual tutors and in the company of 
some of the most international and high calibre senior executives. 


Name 
Please send details of: 


The Oxford Advanced Management Programme Address 
Return to: 

Caroline Lomas 

Templeton College, University of Oxford 

Oxford 0x1 5NY, England Tel 


Tel +44 (0)1865 422771 Fax +44 (0)1865 422501 
Email amp@templeton.oxford.ac.uk 
www.templeton.ox.ac.uk Email 


Fax 


Templeton College is a graduate college established under Royal Charter within the University of Oxford 
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Are you making e-business 
your business? 


London Business School is 
delighted to announce 

the e-business@london.edu 
series for 2000/2001: 


Strategies for the New Economy 
18 - 20 October 2000 
24 ~ 26 January 2001 


E-Strategy 

21 & 22 September 2000 
5 & 6 October 2000 

14 & 15 February 2001 


E-Service 
25 & 26 September 2000 
22 & 23 January 2001 


E-Marketing 


12-& 13 October 2000 
26 & 27 October 2000 
17 & 18 May 2001 


E-Technology 
12 & 13 February 2001 
1 & 2 March 2001 


E-Operations 


26 & 27 February 2001 
14 & 15 June 2001 


EXECUTIVE 
EDUCATION 


Ernman anaana eaaa 














The Internet changes everything. Even until recently, this may have been seen as an 
overstatement. Today, this is clearly no longer the case. 

At London Business School, we understand the pressures. that businesses in all sectors are 
facing in the light of the e-revolution. 

So, to help unleash the potential of e-business in your organisation, we have created a portfolio 
of programmes for senior managers within established companies, under the basner of 
e-business@london.edu. 

Our e-business programmes for 2000/2001 are: 


For managers who want an overview of e-business: 
Strategies for the New Economy covers the fundamentals of e-business and its implications fer 


"marketing, strategy, operations management and the organisation. 


For managers with knowledge and experience of e-business: 


E-Strategy addresses how successful established companies can meet the challenge of 
becoming.an e-business. : 


E-Service focuses on how to deliver outstanding customer service on the Web. 


E-Marketing explores the Intemet as an interactive conwnunication channel and examines online 
promotion & advertising and web metrics. 


E-Technology considers threats & opportunities, leadership, new developments and solutions for 
the IT function. 

E-Operations looks at the transformation of supply & distribution systems by the Intermet and 
explores how e-operations can increase efficiency and profit. 


Regent's Park 

London NWI 4SA, UK 
Contact: Adam Norsworthy 
Tel: +44 (0)20 7706 6836 
Fax: +44 (0)20 7724 6051 


London 
Business] 
School 


transforming futures 


email: e-business@london.edu 
www.london.edu/execed 








For further information about e-business programmes at London Business School, please contact Adam Norsworthy in Client Services as above or 


complete the coupon and return it to him by fax on +44 (0)20 7724 6051 or by post at London Business School, Regent's Park, Londen NWI ASA, UK, 
Mr C] Ms CI First name(s) o Family name 

HE TAN EERE PEE a nc OEE Company name 
Address: work C] home [I 














Tel 








London Business School exists to advance learning and research in business and management 
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Institute of | 
Social Studies 


The Hague, The Netherlands 


PhD PROGRAMME in DEVELOPMENT STUDIES 

The Institute of Social Studies (ISS) is an international school of 
higher education and research in development studies. The ISS 
offers a four-year PhD programme, conducted in English, which 
emphasizes a multidisciplinary and comparative approach to global 
and local issues in development studies. 
The ISS welzomes qualified candidates in the following key areas: 
* ECONOMICS OF SUSTAINABLE DEVELOPMENT 
* STATES, SOCIETIES, WORLD DEVELOPMENT 
* HUMAN RESOURCES AND LOCAL DEVELOPMENT 
* RURAL DEVELOPMENT, ENVIRONMENT AND 

POPULATION STUDIES : re” 
Themes of strategic importance to all four areas are poverty 
alleviation, gender analysis and environmental sustainability. 
The annual tuition fee is Dfl 10,000.-. An overview of expenses is 
available on request, Highly-qualified candidates from lower- 
income countries may be awarded a PhD fellowship for the full 
duration of the four-year programme. 
For an application form and further information,contact: 
The Academic Registrar, Institute of Social Studies, 
P.O. Box 29776; 2502-LT The Hague, The Netherlands, 
Tel 31 704260514, Fax 31 70 4260799, 
E-mail: student.office@iss.nl 


Visit the ISS website at: http://www.iss.nl 





Master’s Degree in Public Policy: A One-Year Program For Midcareer Professionals 


The Woodrow Wilson School of Public and International 
Affairs at Princeton University offers a Master’s Degree in 
Public Policy (M.P.P), providing rising leaders in the 
international and domestic policy worlds an opportunity to 
expand their organizational skills and intellectual breadth 
to compete in an increasingly complex global environment. 


Qualifications. Applicants must possess a minimum of 7 
years of professional experience in domestic or international 
government agencies, and/or experience in the nonprofit 
sector. Successful candidates must demonstrate creativity, 
leadership skills, a commitment to public service, and the 
intellectual capacity to thrive in a demanding academic setting. 


Financial Assistance. The School's generous policy meets 
the full demonstrated needs of all admitted students. More 
than three-quarters of graduate students at the School 

receive financial aid, which for most includes full tuition 
and a stipend for living expenses. Applicants should also 
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PRINCETON UNIVERSITY Ñ, 


GeV Eee 
Venice International University (V.LU.) 
INTERNATIONAL CENTER OF ECONOMICS AND FINANCE 


Master’s Program in Economics and Finance 
January-July 2001 


Applications are invited for a Master's Program to be held on the island of San 
Servolo, Venice, on the international campus of VLU. 


The program is aimed at young graduates who wish to specialize in the theory and 
management of financial markets in an international context, as well as young 
professionals at the beginning of their career in the financial services sector of the 
Economy- 


Courses 

Quantitative Methods for Economics, Economics of Uncertainty, International 
Economies, Corporate Pinance, Financial Markets, Quantitative Methods for 
Finance, Financial Institutions, Analysis and Prediction of Financial Data, 
International Finance. 


Course-work will be integrated by tutorial activities. 
Fees 
10 million Lira (plus 20% VAT) for the entire program, Scholarships, covering part 
of the fees, will be offered on a competitive basis, 
Application deadline: September 30, 2000 
For further details and application form, please contact + 


Venice International University 
International Center of Economics and Finance 
Isola di San Servolo 
30100 Venice-Italy 
Tel.439 041 2719 530 
Fax+39 641 2719 516 
e-mail: icef@ viel vin.unive.it 
http://www.vinunive.iticef 








Woodrow Wilson School of 
Public and International Affairs 





pursue funding from outside sources, such as the World 
Bank, with which the School has cooperative and 
cost-sharing arrangements. 


To Apply. For an application and further information, contact: 







Woodrow Wilson School of Public and International Affairs 
Master’s Degree in Public Policy = 

Princeton University 

Princeton, NJ 08544-1013 

Telephone: 609-258-4836 

E-mail:MPP2@princeton.edu 

Website: http:/Awww.wws.princeton.edu/degree/grad.html 


Applications must be received by January 3, 2001. 











The Woodrow Wilson School also offers a two-year degree 
in Public Affairs (M.P.A.) and a Ph.D. degree program. 
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Create shareholder value 


If creating shareholder value is the driving principle of your company, the following 
programmes could very well refuel some fresh ideas for you. 





EVA” and Value Based Management 


r | Corporate Financial Strategy in Global Markets | 
Driving Corporate Performance | uy i 


15-20 October 2000 


28 November — 8 December 2000 





Led by Professor S. David Young, this 1-week pro- Led by Professor Theo Vermaelen, The Schroders 
gramme takes a holistic approach to management based Chaired Professor in International Finance and Asset 
on the principle that managers at all levels of the organ- Management, the 10-day programme takes you 
isation must manage their firm’s resources with the through an insider’s view of how strategic financial 
ultimate objective of creating shareholder value. Value decisions can increase shareholder value through: 
Based Management can help managers formulate rele- improvement of internal operations, asset restructur- 
vant business plans, capital and operating budgets, make ing, financial restructuring, managerial incentives and 
sound business and investment decisions, evaluate actual shareholder communication. 


business performance and design effective management 


compensation packages. 








SESO a OIE Ser re oN Pane Hates, <element peat aa BS Sie ch RRO ee AREN Se PF Ik] 
| Please fax or mail this coupon to Janet Burdillat, INSEAD, Boulevard de Constance, 77305 Fontainebleau Cedex, France | 
f Tel 33 (0)1 60 72 42 90, fax 33 (0)1 60 74 55 13, E-mail exec.info@insead.fr http://www.insead.fr | 
! O | would like to reserve a place on (programme name) i 
! O Please send me a brochure on: [C EVA® and Value Based Management i 
i O Corporate Financial Strategy in Global Markets i 
f } 
f Mr/Ms/Dr/Other Family Name | 
! First Name Job Title S i 
-E S 
| oompany Name & Address 2 
! D: 
i Country Postcode = 
i a 
i Tel Fax e-mail O | 
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The University of Reading is Be 


The Warwick 
MBA. 
Consider it 
an unfair 
advantage. 













TIYE THE BUSINESS SCHOOL 
Jase FOR FINANCIAL MARKETS 






Innovative programmes for those seeking 
careers in the global financial markets: 


MSc International Securities, 
Investment and Banking 


MSc Risk Management, 
Operations and Requlation 


MSc Financial Engineering 
and Quantitative Analysis 











ISMA Centre graduates have been successfully 
placed with Goldman Sachs, CIBC Wood Gundy, 
Barclays Capital, Chase Manhattan and many more. 





























There are many places to go to take a full-time MBA, but there’s only 
one place to go if you want it to count for more. 
De your MBA at Warwick, do your career a favour. 


| BUSINESS SCHOOL 





Tel: cag 7652 3922 Fax: 024 7652 4643 
Email: fnbain@whs.warwick.acuk http://www.wbs.warwick.acuk/mba 


Amsterdam 
CG Institute of Finance 


In cooperation with the faculty of 
INSEAD 
Upcoming Courses 2000 


Measuring and Implementing 


Economic Value Added (Aug. 28 - 30) 
Rational Valuation of Internet Companies 
and High-tech Projects (Oct. 2 - 3) 


Financial Innovation in Corporate Finance (Oct. 9 - 13) 


Advanced Financial Statement Analysis (Oct. 23 - 25) 


Valuation (Oct. 26 - 28) 
Advanced Valuation Topics 
~ Valuing Commercial Banks (Oct. 30 - 31) 
- Real Options (Nov. 3 - 4) 
Asset and Liability Management (Nov. 20 - 24) 


Project Finance (Nov. 27 - Dec. |) 


Advanced Corporate Finance 
~ Mergers and Acquisitions 
~ Financial Restructuring - Going Public 


(Dec. 4 - 8) 
(Dec, If - 15) 


For information, please visit our Web site or contact us directly. 


AIF - Herengracht 205, 1016 BE Amsterdam, The Netherlands 
telephone: +31-20-5200160 - fax: +31-20-5200161 


e-mail: info@aifnl - internet: www.aifal 
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The University of Reading, ISMA Centre, 

Whiteknights, PO Box 242, Reading RGG € 
Tel: +44 (0)118 931 6675 - Fax: +44 (0)118-931 4741 
email: admingismacentre.rd i 








LL.M./Masters 


in INTERNATIONAL and 
OFFSHORE TAX PLANNING 


INTERNET DELIVERED : 


ONLINE delivery ~ Study anytime, anywhere. 
Prestigious Masters in international Taxation: (MLT) for nor-lawyers. 













E-Commerce ~ Tax Planning speciality. 





St. Thomas is accredited by the Commission on Schools of the 
Southern Association of Collages and Schools. 


American Bar Association approved programme, 
Course Modules include: 
* Principles of international Taxation + Tax Treaties 










+ Offshore Financial Centres © Anti-avoidance 





e Trusts and other entities « Transfer Pricing 





* International Tax Planning + E-Commerce Taxation 





* Global Estate Planning & Asset Protection 





Aà St. Thomas University 
A School of Law « miami, florida 


For more information please contact: 

HONG KONG UNITED KINGDOM 
Michael Foggo Simon Denton Coleman Foster 

Tei +852 2542 1177 Yel: t44 (020 7479 7070. Tek + STATE 2460 
Fax, +852 2645 0850 Fax: +44 (020 7438 8436 Pax: +1 CIOSI A74 2687 
hk@SovereignGroup.com  uk@SoversignGroup!com . ... cfostek@SoversignGroup.com 






USA 
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T programme 
-2 continents 
3 top universities 
A terms 





“A jöint programme, offered by: 
"University of Groningen, The Netherlands 
Uppsala University, Sweden 

University of Florida, U.S.A. 


A truly international academic programme 
The programme offers an in-depth study in 
“the field of international financial management 
at three highly respected universities, Jeadi 

to a Master of Science degre 
year in September, the 
is offered entirely inEriglish 


For more information, 
please contact: 










Mr. Rieks Bos 

Course Manager MSc (IFM) 
MSc Office, 

Faculty of Management 
and Organization 
University of Groningen 
P.O. Box 800/Landleven 5 
9700 AV Groningen 

The Netherlands 


Tel ++ 31 50 363 4305 
Fax ++ 31 50 363 2341 
E-mail: ibp@bdk.rug.ni 





please apply re Py 2000. 


http:/www. masterprogram 













Where you study 
is academic. 





The Centre for Financial and Management Studies 
in the University of London offers Masters Degrees in 
Policy Management by Distance Learning 


Providing excellence where you and your professor are separated by 

. distance and time zones. 
No matter where you are in the world, the Centre for Financial and 

© Management Studies enables you to study an internationally renowned 
Masters Degree or Diploma programme for policy professionals. 


<- MSc in Public Policy and Management + MSc in Development Finance 


CeFiMS 


. For further details and to apply for programmes 
beginning January 2001 visit www.cefims.ac.uk or 
contact The Centre Secretary at CeFiMS, 

University of London, SOAS, London WC1H OXG, UK. 

Tek: +44 (0) 20 7691 1700, Fax: +44 (0) 20 7637 7075. 

“email enquiries@cefims.ac.uk 





SOAS 


‘avencenatanatnnnsndnnnins 
‘ohare off Kanes 


UNIVERSITY OF LONDON 
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For the ambitious , 
professional who wants. 
to go nowhere. 









ial and Management Studies 
ersity of London: offers 
Masters Degrees’ in Finance by Distance Learning 












Providing excellence where you and your professor are-separated by distance: 
and time zones. No matter where. you are in the world, the Centre for 
Financial and Management Studies enables you to study an internationally 






renowned Masters. Degree or Diploma programme for the financial world. 


MSc in Financial Management * MSc in Financial Economics 






Postgraduate Diploma in Economic Principles 


CeFiMS: 






Por further details and.to apply for programmes 






beginning January 2001 visit www,cefims.ac.uk or 
contact The Centre Secretary at CeFiMS, 

University of London, SOAS, London WC1H OXG, UK 
Tel: +44 (0) 20 7691 1700, Fax: +44 (0) 20 7637 7075. 
email: enquiries@cefims.acuk 














SOAS 


eaves ob Laie: 


UNIVERSITY OF LONDON. 








University of 
Portsmouth 
Postgraduate Training Opportunities in 


Applied Economics 
FULL-TIME AND PART-TIME 












MA Economics for Business 









MSc Business Economics 








MSc Local and Regional Economies 





MSc Business Economics, Finance & Banking’ 
FULL-TIME 


MSc Fisheries Economics 























MSc Fisheries Planning and Development 








MSc Aquaculture Economics 


All these pathways may also be taken at the Posigraduate Certificate | 
and Postgraduate Diploma levels. 
*subject to validation 













@ +44 (0) 23 9284 4061 


© jil!.mutian@port.ac.uk @ www.port.ac.uk 

















Masters in Finance 


London Business School's Masters in Finance is a 
specialist. programme designed for people pursuing a 
successful career in finance. It can be completed in 21 
months of part-time (mainly evening) attendance or ten 
months of full-time. study at the School. 
The Masters in Finance is rigorous, practical and career- 
oriented, and is taught by the School's internationally 
renowned finance faculty. It provides participants with an 
in-depth knowledge of finance and enhances their 
managerial effectiveness in this field. To find out more, 
contact the Information Officer, Finance Programmes 
Office, at the address below or come to an information 
session at the School on: 

Monday 24 July, 6.15pm 

Monday 14 August, 6.15pm 

Monday 11 September, 6.15pm 

Nearest tube station is Baker Street. 


















information about our MBA and Sloan Masters will also be available at 
all sessions. 


Sussex Place 

Regent's Park 

London NW1 45A 

Tel: +44 (0320 7706 6849 
Fax: +44 (0)20 7723 1788 


London 
Business 
School 


Return to: The Finance Programmes information Office, London Business School, 

Sussex Place, Regent's Park, London NWI 4SA 

Please tick which you require information on: 

Masters in Finance: part-time (evening) (“full-time 

Evening Programmes in (<lCorporate Finance Clinvestment Management [Economics 


email: mifinfo@london.edu 


www. londen.edu 








Mr/Ms. First-Namie aa  encc la eis a 





Family Name. 
Job Titte 


Company.. p Es se 
Address: Work C] Home LI 

















Postcode 
Tel. 





email _ EC23/06/00 
London Business School exists to advance kimi and research in business and management 
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Cranfield 
UNIVERSITY 
Susoe 


Crantield University at Silsoe’s highly successful modular 
courses are designed to meet world-wide market demands. > 


97% of our students are fully employed after graduation 





MSc Information Technology 






A hands-on, conversion course for graduates who wa 
a career move into IT, or want to develop their exi 
prospects. Our syllabus includes the latest in e-business 
technology. : 


MSc Marketing Managerment o 


for the food, drink and related industries 










A fast track course, with two streams, suitable for candidates 
with marketing and non-marketing backgrounds. 
All of our students benefit from: 
o Cranfield University’s truly international reputation 
ə An opportunity to carry out a research project in industry 
è Theory taught by practising professionals 
e Established market-led programmes 
European Marketing and IT Centre 
For further details please contact Kathy Graves, (Ref: E01), 
Student Enquiries, Cranfield University, Silsoe, Bedford 
MK45 4DT. Tel: 01525 863319. Fax: 01525 863399. 


Email: StudentEnquiries silsoe@cranfield.ac.uk 
Web: www.silsoe.cranfield.ac.uk/emit: 



















the Management Centre 







Today's Managers. 
Tomorrow's Entrepreneurs. | 












You need the 
Leicester MBA! © 






> Contact 


Management 


























Cent OEN 
University of @ MSc in Finance- 

Leicester 5 ; 

New Building @ MSc in Marketing 

University Road i 

Leicester @ MSc in Management 

LE? 7RH, UK = aie 

Te: 44a (0) 116 | @ Certificate in Management 

252 $520 ; i 

Fax: +44 (0) 116 @ Diploma in Management 

ae es @ Distance learning or campus based 
Pa 






LUMC@le.ac.uk Create your own future 


os University of 
v Leicester 


Delivering excellence in University 
teaching and research 


Management 
Centre 
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“NO COST ee i 
6490 UPTOWN BLVD NE + SUNE: MW 
Dept. 36+ ALBUQ, NM 87110: USA 
B4@centurvuniversity.edu 
r 3-800-240-6757 


NW 86 “Johnston, Iowa 
59131 USA. 

ione (515) 727 17 33 
Fax (212) 658 98 71. 
peurouniversity.es.org 
: euuniversity@wol.es 


















University or NORTHERN WASHINGTON 


Become Tomorrow's eStrategist 


Re-create yourself by earning your graduate degree online. Get your MS 
in Information Technology, MS in Information Management, or MBA-- 
without ‘going back to school’. That means no time out from your career. 
Log on and you're there. Network as you learn. Interact with respected 
technology leaders and fellow professionals from around the glabe. 


Join us at www.isim.edu, the award-winning, accredited online 
university. Applications are naw being accepted for the Summer, Fall 
and Winter terms., Apply online or call our admissions mentor Robin, 
at: 303.333.4224, ext. 177, or Toll-free at 1.800.441,4746, ext. 177. 


www.isim.edu 


Denver, Colorado is i mun ivers ity 


Accredited Member DETC l eCreate Yourself 


MSc in Financial INGS 


Mathematics LONDON 
Founded 1829 
Two year part-time course 


starting September 2000 


Applications are invited for the part-time MSc in Financial 
Mathematics at King’s College London which begins in 
September 2000, 


This new programme covers a full range of copics in mathematical 
finance and its applications, including derivatives pricing and 
hedging, asset price dynamics, risk analysis and extreme events, 
interest rate and foreign exchange processes, credit and inflation- 
linked products, real options, energy derivatives, investment 
decision making, and stochastic optimisation. The programme is 
compatible wich the needs of those already employed in the 
financial sector. 

Application forms can be obtained from: The Postgraduate 
Secretary, Department of Mathematics, King’s College London, 
The Strand, London WC2R 2LS, UK. Tel: +44 (0)20 7848-2107, 
Email: samantha.glass@kcl.ac.uk 


For further information consult: http:/Avww.mth.kel.ac.ak 
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Technically-trained? 


Live up to your 
Leadership Potential! 








Inquire about the program 
“Mastering Technology Enterprise”. 


info@ctm.ethz.ch 
www.ctm.ethz.ch. 





















PhD Studentship We 
Centre of European Law Beag | 










The Centre is offering a PhD research studentship ia the area of ||. 
European Law covering tuition fees and maintenance for a period 





of up to three years. Qualified candidates will undertake legal i 






research leading to the award of a PhD degree. 










Candidates must have, or expect to achieve æ first class or very of. 
good upper second class degree in law. 







Further details of the award together wich a postgraduate: 
prospectus and appication form are available from the Centre 6f 






European Law, Sckool of Law, King’s College, Strand, London- 
WC2R ZLS, telephone: 020 7848 2387/1768, facsimitie: 020 7848 
2443, email: cel@kel.ac.uk 






Closing date for applications-is 4 August 2000. 







Equality of opportusity is College policy 


The University of Tsukuba 
invites applications to its 
Program in Policy Management 


and to World Bank scholarships _ 
(April 2001-March 2003) i 








The objective of the Program in Policy Management i is tosprovide, within 
the time frame of two years, training and the necessa 
conception, design, and execution of developmen 
emphasis of the program is on International Devel ; 
application of an International Political Economy approach to the- 
economic and social problems of developing countries and transition 
economies. A Master of Arts in International Political Economy will be: 
awarded upon completion. 4 
Applications for admission to the Program and to World Bank 
scholarships should be received by August 31, 2000. J 
The program brochure & application form can be dewnloaded from f- 
hitp://gsipe.kokusai.tsukuba.ac.jp/wbgsp/index.htral 

For acditional information, please contact; 






















Program in Policy Management, Graduate Scktool of -f 
Internationa, Political Economy, University of Tsukuba f 
1-1-1. Tennodai, Tsukuba Ibaraki 305-8573 JAPAN» 
Tel.81-298-53-6785 Fax.8 1-298-53-6797 
Email: wbgsp @ gsipe.kokusai.tsukuba.ac.ip 















At Dresdner Kleinwort Benson we are continuing to develop 


We have successfully built excellent technical teams who 
have worked hard to earn respect and esteem from their 
peers and client base. 

To ensure we continue to have a competitive edge, we are 
looking for a number of recent MBAs to lead the business 
side of technology, help the team to win new business 
and then to develop and deploy systems to our clients. 

We are leaders in E-Business and now need people who 
understand markets and clients and are not afraid to 
innovate using technology. lf you have an excellent academic 
background and an understanding of how to run a business 
we want to talk to you. 


state-of-the-art systems that are the envy of our competitors. 


MBAs required now — Competitive packages 


You will need to be focused, motivatec and have a natural 
ability and intense desire to market and sell ideas to a wide 
range of individuals both internally and externally. You will be 
driven to deliver faster and better than anyone on the market 
today. In addition, you will need the ability to challenge our 
technical teams to match your ambitions. You will thrive in an 
environment of constant change and be searching for the 


freedom to truly make a difference in a business environment. 

Does this sound like you? If so, send your cv quoting reference 
EC/J/22 to IT.Recruitment@dresdnerkb.com or by post to 
Kerry Moore, IT Recruitment, Dresdner Kleinwort Benson 
Limited., PO Box 560, 20 Fenchurch Street, London ECAP 
3DB. For details of other IT vacancies, please see our 
website: http://main.dresdnerkb.com/it 


O 


Dresdner Kleinwort Benson 
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WASHINGTON INTERNATIONAL UNIVERSITY 


Bachelor © Master * Ph.D. 


Business (GMBA Majors) - Engineering 
Liberal Arts - Computer 


* Academic credit Yor your work experience » Lise 
ABRARY «Your private A 
Ip you with your studies * Students from 112 countries 


Insteucior froni oar 





University fassulty wilt 


PO. Box 1138, Bryn Mawr, PA 19010-USA 
fax: 610.527.1008 © e-mail: admissions@washint.edu * www, washintedu 





Teaching French to adults for 29 years 


INSTITUT DE FRANCAIS 


Overlooking the Riviera’s most beautiful bay 
A UNIQUE TOTAL IMMERSION PROGRAM 
8 /: hrs a day with 2 meals. 8 levels : Beg. I to Adv, II 
ACCOMMODATION IN PRIVATE APARTMENTS 
next available 4-week course starts 4 Sept., 2 Oct. and all year 
06230 Villefranche/Mer EF24, France, Tel.: (33) 493 01 88 44 Fax: (33) 493 76 92 17 
www.institutdefrancals.com 


London Hotel School offers the 
opportunity to qualify to work in the 
world’s biggest & fastest growing 
businesses. Choose from 5 UK & USA 
accredited hospitality Diploma * 
courses of 12 theory units (start any 
month) or Foundation English 


London Hotel School 





Hospitality General 
Management 

Human Resources 
Hospitality Finance 
Sales & Marketing 
Hospitality & Tourism 


followed by a one year paid 
internship in a London hotel. 
L.H.S., a fast track to management. 


Contact us for a brochure 
Tel: 44 020 7665 0000 
Online: www.londenhotelschool.com 


London Hotel School 
Springvale Terrace 
London W14 GAE 


124 














































Temple Law Japan, DIRECTOR 
Temple University Japan, the Tokyo branch campus of Temple 
University, seeks a director for a unique law program for J.D. 
and LL.M. degree candidates. Qualified candidates will have 
strong academic credentials and a degree in law from an ABA 
accredited law school; be bilingual in Japanese/English; and 
have significant teaching and/or international practice 
experience. The director will receive an academic appointment 
to Temple University’s Law Faculty (non-tenure track) and is 
responsible for all aspects of this full-year program including: 
teaching; hiring and supervising adjunct faculty; curriculum 
development; overseeing recruitment of Japan-based students 
and assisting with the stateside promotion of the program; and 
overseeing internship program for J.D. students. Appointment 
as Associate Dean of TUJ is also possible for those with 
relevant experience for a senior administrative post at a 1,700- 
student branch campus offering a four year undergraduate 
degree; an Executive MBA; an Ed.D. in TESOL (M.Ed. 
offered at three sites in Japan); and a continuing education 
program. 

Applicants should submit a current resume, a letter of 
application describing suitability for the position and 
references. Applications will also be accepted for a one-year 
acting position to begin immediately. 


GTi 


Resumes reviewed starting July 15. 

ROBERT J. REINSTEIN, DEAN 

Temple University, Beasley School of Law 

1719 North Broad Street, Philadelphia, PA 19122 USA 
Fax: 215 - 205- 2282, Telephone: 215-204-7863 
rreinst@vm.temple.edu 
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Schroder 


European 
Property Fund NV 


ECONOMIC/MARKET RESEARCHER- ECONOMIST 


| We are a leading quoted European property company investing in shopping centres 

„Italy, France and Scandinavia. We are looking for a recent graduate to assist in t 
economic and market research involved in the strategic management and acquisition 
_| shopping centres. This person will join our European team of 10 people and will b 
-supervised by the team’s economist. Requirements for the job: 










e Economics/Business degree with a 
econometric packages desirable. 
Fluent Italian or French 








graduates will be considered. 






Strong analytical and research skills. 







Gardens, London SWLY 5AB, England. 








ECONOMIC ANALYSTS (Senior Managers) 
Atlanta, Paris, Singapore 













SETA EQUANT SC is a joint venture company that manages and operates 
the world’s largest global telecommunications network addressing the needs of 
multinational customers in all industry. sectors. The company is seeking Senior 
Managers in each of the three major time zones who will be specialists in the 
impact of regulations on cost reductions in telecommunications. 

























Your prime responsibilities will be: 


* Identify telecommunications cost reduction opportunities linked to 
regulatory status 
.* Measure the economic benefits of licences, operator rights, and alternative 
access methods, and identify and champion. the cost savings 
-* Manage licence application projects leading to cost reductions 


. You will have extensive senior-level experience, with at least ten years’ wark 
‘Jf experience and at least five years in the telecommunications industry, as well as: 


{fi> In-depth knowledge of telecommunications cost structures 
dp." Good knowledge of regulatory environments in the region concerned 
Joo" MBA/CPA/Economics degree with emphasis on financial skills. as well as 
' significant qualifications or work experience in a legal or regulatory 
related area 
* — Excellent written and spoken English 
«Other languages will be a strong advantage 


© SITA EQUANT SC offers a competitive remuneration package and an attractive 
working environment. If you are interested in working for a world leader in 
telecommunications in a unique international environment, then send your CV 
(stating your current salary and the location you are interested in) to: 
Tom Geary, Director, 
Operating Rights & Industry Policy 
SITA EQUANT SC, 
20-22, rue Jean-Jaurés, 92807 PUTEAUX, France 
Tel: +33 1 4641 1846 Fax: +33 1 4641 4545 
E-mail: thomas.geary@sita.int 
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strong statistical component. Knowledge of 





e One or two years experience in economic/market research, although suitable new 
e Strong computer skills, especially spreadsheets, Database experience desirable. 


e An interest in retail. Property experience not necessary. 


Please send full CV to: Dott. Michele Schiavi, Schroder European Property, 4 Carlton’ 





BUSINESS | 


= strategies 


We are a leading independent economic consultancy 
with a strong presence in property market research, 
consumer markets, macroeconomics, skills aid labour. 
market research and especially regional economies. We 
are looking for new graduates and those with up to two 
years experience to join our London based research.” 
team. You will-need strong academic qualifications and 
the ability to work well with other people. Those who 
succeed can expect to progress to the management of 
clients, projects and teams. 
























We intend to make some appointments quickly and the. 
deadline for those is 12 July 2000. It is possible that 
other appointments may be made later and we may be 
able to consider applications throughout the year. 







Please apply in writing enclosing a CV to: 
Nicola Welchman, 

192 Vauxhall Bridge Road, 

London SW1V 1DX 


or nicolaw@business-strategies.co.uk 


















Only short listed candidates will be contacted. 





Bso 



































PEMBROKE COLLEGE 
AND QUEENS’ COLLEGE 
CAMBRIDGE 


Lectureship in Economics 


Pembroke College and Queens’ College, Cambridge invite 
applications for a College Lectureship in Economics. The 
appointment will run from 1 October 2000 or 1 January 2001. The 
post is tenable for three years, in the first instance with the possibility 
of renewal for a further two years. The carries with it an 
Official Fellowship at Pembroke College funded by the Pyewacket 
Foundation. Gandidates should have.a PhD at the time of taking up 
the post and will be expected to teach undergraduate applied 
microeconomics and econometrics. The teaching requirement is for 
12 hours. per week, split equally between the two Colleges. The 
Colleges: would: particularly welcome applications from candidates 

; interested in finance (especially in the financial behaviour of 
innovative firs), The pensionable stipend will be set in the light of 
research record and experience, 


| Applications should be made on forms obtainable upon 
request, together with further particulars of the position, 
from. the Senior Tutor’s Secretary, Pembroke College, 
Cambridge CB2 1RF (pat.whitby@pem.cam.ac.uk). 
Applicants should ask two referees to write directly to the 
Senior Tutor, Pembroke College, by the closing date. The 
closing date for application is 21 July 2000. 


Pembroke College and Queens’ College are equal 
opportunity employers. 


Based in Somerset House just off the Strand, 
land Revenue Analytical Services 


we at the in 


JOB HL 


TING INTERNAT : 
Executive $75K-S00K+. Career searching into, within or out of | 
Asia / Europe / M.East / U.S.? Contact for Free Info & Critique 


www.careerpath.co.uk 


Fax: Email; 
USA/Canada +1 202 4781698 cpamerica@careerpath.co.uk 
Europe +44 20 75048280 | cpeurope@careerpath.co.uk 
Asia! M. East / Aus +66 2 2674688 cpasia@bkk. loxinfo.co.th 


Latin America 


BUSINESS WRITERS/ EDITORS 


Full-Time and Freelance 


Business Monitor International, leading publisher of specialist business 
information on global emerging markets, is recruiting full-time and freelance 
busimess writers/editors to produce forward-looking editorial on Latin 
American markets, both in print and online. If you have a background in 
political, economic or financial analysis, and strong writing skills, this is 
an excellent career opportunity in a dynamic, fast-growing editorial team. 
Competitive salary and conditions apply in riverside offices in Blackfriars. 





Send CV, covering letter and recent writing samples to: 
Jonathan Feroze : 
Business MONITOR INTERNATIONAL LTD. 
179 Queen Victoria Street, London EC4V 4DU 


international www.businessmonitor.com 


Senior Research Officer - c. 27k 


You will use your good economics degree and 
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ECONOMICS 


AND RESEARCH 


THAT MAKE A 
DIFFERENCE 


Central London 


Revenue 





Division are advising and evaluating tax 
policy that affects all kinds of people and 
businesses throughout the country. Whether 
you join us as an Ecoromic Adviser or a 
Research Officer, you'll be able to use your 
experience to make a contribution. 


Economic Advisers - c. £37k 


There are two posts. One will involve 
providing economic advice on strategic 
planning, compliance and investment 
appraisal: the other providing advice on 
taxation on North Sea oil. These are both 
important policy areas in the Government 
Economic Service, and you will work 
closely with statisticians and policy teams 
as well as the Treasury and other 
Whitehall departments. 


You should have at least a 2.1 in economics 
(or post-graduate equivalent), along with at 
least four years’ economic analysis experience. 
A good team player, you must be able to 
present complex material clearly and 
comprehensively, both in. person and on paper. 


over three years’ research experience to 
support the Economic Adviser in developing 
work on tax and general equilibrium 
modelling. You will also research the modelling 
of tax incentives and undertake econometric 
analysis of the response to them, Familiarity 
with applied general equilibrium modelling. 
would be useful, but is not-essential. 


Research Officer- c £21k. 


With some relevant experience alongside your 
good degree in social research or a social 
science, you will assist in the development and 
management of the evaluation programme 
for Working Families Tax Credit / Disabled 
Person's Tax Credit. You will also undertake 
research on social aspects of personal tax. 


Appointments, are on a permanent. basis, 
but we will consider people available for two 
or three years, For an application pack, 
please write to Charles Gifford, ASD (OR), 
Inland Revenue, 2nd Floor, Bush House, 
South West Wing, London WC2B 40N, or 
call 020 7438 7477. Fax: G20 7438 7702. 


The Inland Revenue is an Equal Opportunities Employer committed to equal opportunities policies. 
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Science and innovation in saline agriculture 


The Biosaline Agriculture Center (BAC) is a new and exciting international 
applied research and development institute working to develop and promote sus- 
tainable agricultural systems based on irrigation with saline water. 

The Center is located in Dubai, UAE, and offers impressive laboratory and 
field facilities, including 35 hectares of land that can be irrigated with water of 
varying salinity. It provides an excellent opportunity to work in a science-based, 
development-orientated research organization. 

We are now seeking experienced and motivated people to fill the following 
positions: 


Communications Specialist 
The Communications Specialist is responsible for raising awareness of the activ- 
ities of the Biosaline Agriculture Center among key audiences, including scien- 
tists working in the field of saline irrigated agriculture, donors, government 
decision-makers, development agencies, environmental groups, and the general 
public. Part of this role involves acquiring and managing information on saline 
irrigated agriculture from sources around the world and disseminating this infor- 
mation to BAC’s clients and partners in the Islamic World and elsewhere. 
Mechanisms include the Center's newsletter, Biosalinity News, other publica- 
tions, an electronic information dissemination and sharing network among 
people involved in saline irrigated agriculture, the Center’s Web site, and trad- 
itional networking. Tasks include writing press releases, preparing exhibition 
and presentation materials, writing, editing, and producing newsletters, annual 
reports, research reports, proceedings of seminars and workshops, fact sheets, 
: posters, training materials, and slide shows and presentations, and managing the 
Center’s knowledge base through an integrated information management 
system, 

Candidates should have a degree in the biological sciences as well as a 
degree in communications or related. discipline or equivalent experience. They 
should bave at least five years experience in editing and writing scientific pub- 
Hieations, preferably in an international research or academic environment. 
Experience in developing countries would be a major advantage. The successful 
candidate will also have outstanding communication and interpersonal skills and 
excellent written and spoken English. Knowledge of Arabic would be a major 
advantage. 


Donor Relations Specialist 

The Donor Relations Specialist will employ his or her knowledge of funding 
opportunities for international agricultural research and. development to develop 
and implement a dynamic and innovative resource mobilization strategy to sup- 
port BAC’s work, In particular, he or she will strengthen and diversify BAC’s 
sources of financing by expanding the Center's relationships with philanthropic 
organizations and overseas development assistance agencies, consolidating cur- 
rent relationships, and developing innovative resourcing arrangements with the 
public and private sectors, 

The successful candidate will have proven. experience in developing and exe- 
cuting resource-mobilization strategies for non-profit institutions; expertise in 
social marketing or philanthropy; and a demonstrated ability to sell ideas effec- 
tively. Other important qualifications include the ability to interpret scientific 
information for a lay audience; excellent communications skills in English; and 
business insight. Desirable qualifications include marketing experience; fluency 
in languages other than English; the ability to work with skill and sensitivity in 
multicultural teams; and graduate qualifications in an appropriate area. 


_ General information 
The remuneration package and conditions of employment are equivalent to 
those offered by other international research centers. 

Further information on each of the positions is available by facsimile or by 
e-mail. Applications outlining qualifications and experience, together with com- 
prehensive curriculum vitae and names and contact details of three referees, 
should be addressed to: 


Deputy Director General 
Biosaline Agriculture Center 
P.O. Box 14660 

Dubai, UAE 


Facsimile: +971 4 3361155 
E-mail: a.hariri@ biosaline.org.ae 


Closing date: 31 August 2000 
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UNIVERSITY OF 


eD BATH 


SCHOOL OF MANAGEMENT 














Lectureships/ 
Senior Lectureships 
in Marketing, Business Economics, Strategy, — 


Management Science, Financial Control/Syste 
and Accountability 










The Schoo! of Management is one of only sever UK busine : 
schools which held top Funding Council (HEFCE) ratings. for. 
both teaching (‘Excellent’) and research (RAE Grade 5). To build | 
on this success, the School invites applications for posts in the Ji 
above areas. 








The University of Bath is.a research-led institutien with close 
links with industry and commerce. Its rating in the RAE placed 
it just behind Oxford, Cambridge and parts of London. | 
University. The beautiful and convenient location. of the World’ 
Heritage City of Bath offers superb facilities and quality of life. 
















Internet address for full. information about the School: f 
http://www.bath.ac.uk/Departments/Management/ 









Application form and further particulars are available from Peter c] 
J Hill, Director €f Personnel,’ University of Bath, Claverton 
Down, Bath BA2 TAY, tel. (01225) 826873; fax. (01225)'826559" 
p.j hill@battiac.uk-or ‘phone the 24-hour answer-phone service 
on (01225) 826924 quoting reference 00/216. 













Closing date for applications: 14 July 2000. 






An Equal Opportunities Employer 





f you re looking for the finest international phone rates and service, 
look no further than New World Telecommunications.;Because we 
save you up to 85% on all international calls. 


To the U.S. and | 

From F provides state-of-the-art voice communica- 
‘tions and the lowest possiblerates for all 
international calls originating outside the 
United States through callback. 


Now you can.call anywhere in the world 
at amazingly low rates. Perfect for home, 
“office, hotel, fax, or cellular phones. Call 
today and be calling globaily at 85% less 
the day after tomorrow! 





















Call Today! 1-201-287-8408 
1402 Teaneck Road, Suite 114 
New pene, eal 
ewlWorid economist @newworldtele com 
wwwnewworldtele.com 


© 2000 New Work! Tlecommanications. New World is a trademark of New World Teleoommunications..all rights reserved, 
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Department for 
International 
Development 


ent of Rwanda’s (GORJ econom 
Gaelcantont effort through budgetary and proféch support. There 
_will be a possibility of developing an Education Sector Support 
“Programme and support for civil service reform. 





GOVERNANCE FIELD MANAGER 


RWANDA 


QUALIFICATIONS AND EXPERIENCE 


You will have a professional accountancy qualification together 
with experience of budgetary management with the public sector. 
A working knowledge of civil service/local government reform 
within a developing country, ideally Africa, is desired, as is fluency 


in French. Excellent communication, influencing and reporting skills 

are essential. 

TERMS OF APPOINTMENT 

The post will be for a fixed term period of 2 years. All posts within 

pie are subject to a probationary period, and the salary offered will 
hein the range £39,000 - £54,000 p.a. UK taxable and includes an 

elementin lieu of superannuation. Substantial, non taxable, cost of 

living allowances may also be available, (currently in excess of 

£15,000) along with free accommodation and passages. 

Candidates should either be nationals of Member States of the 

European Economic Area (EEA), or Commonwealth citizens who 

opria parties is essential. have an established right of abode and the right to work im the 

g terns of reference for consultancies/TCOs, will also form United Kingdom. 

your remit. š Closing date: 21st July 2000. 


Application forms can he , stained, oot reference AH304/2/CMcG/E clearly on your envelope, from Department for 
International Development, Abercrombie House, Room AH304, Eaglesham Road, East Kilbride G75 BEA or telephone 
(01355) 843597 es or opal: c-meginty@dfid.govuk — http://www.dfid.gov.uk 












Based in the DFID office in Kigali and working with a DFID team, 

| you will ensure DFID projects and programmes involving 

Governance issues are managed and implemented effectively and 

provide necessary feedback to the London team. 

“Reporting to the Governance Adviser in London, you ‘will act as the 

first point of contact for consultants/TCOs employed on 

overnance and institutional development programmes and 

| provide advice on reports, reviews and possible action to be taken. 
y aware of all GoR economic reform, 

: public sector reform issues. and disseminate the information to 


S reduce world poverty 



















Asia and sub-S 

work in mide 

Central and Eastern Europe. 

DFID is committed to a policy of Equal 
Opportunities and encourag 

from members of the ethnic mine 


The Department for International 
Development (DFID) is the UK's 
government department responsible for 
promoting development and the reduction 
overty. DFID is committed to the 
rnationally agreed target of halving the 
proportion of people living in extreme 
poverty by 2015. 


DFID works in partnership with 
governments, international and national 
non-governmental erganisations, the 
private sector and institutions such as the 
World Bank, UN agencies and the European 
Commission. Most of our assistance is 
concentrated on the poorest countries in 


Fulfilling Britain’s commitment. a 


Innovative and cost-effective solutions to protect your assets and minimise your tax. The Savereign Group isa professionaka lobal practice of 
leading tax specialists, operating in 17 jurisdictions worldwide for over 10 years. For complimentary copies of our guides to international tax planning 
and trustee services, please contact your most convenient Sovereign office. Alternatively call for expert practical advice free of obligatian or charge. 
GIBRALTAR: Diane Dentith HONG KONG; Stuart Stobie T.C.h: Paul Winder U.K: Simon Denton USA: BIR Andrews 
+350 76173 + 21177 sk +1 BAG BA Tel 444 (0}207° 478 7070 Tet, «1 800 813 6461 
o Fax: +44 (0)207 439 4436 Fg 800 819 6382 
uk@sovereigngraup com sovereign r oup. com 

































Kien Comentesing = kicence Aa: FSE COLT, ECONAPROY 


www.sovereigngroup.com 





ICSL eldii] COMPANIES TRUSTS FOUNDATIONS | 


Since 1977 The ICSL organisation has specialized in the establishment and administration of Offshore Companies, Trusts, 

Foundations and other structures with emphasis on Tax Mitigation, Asset Protection and Privacy. We also arrange no 

tax /low tax residency and alternative citizenship and passport. For informaticn or an initial consultation without obligation 

please contact your most convenient ICSL office. Our corporate aim: to provide Quality Service at Reasonable Cost. 
ISLE OF MAN - PETER HARRISON IBERIA - ROD RAMSDEN LLB LLM IRELAND - EILISH MURPHY 


International Company Services Limited ICSL Iberia Limited International Company Services (Ireland) Lid 
Tel: +44 1624801801 Fax: +44 1624 801800 Tel: +351 213142030 Pax: +351 213142031 Tel: +353 1 661 8490 Fax: +353 1 661 8493 
Email: iom@ICSL.com Email: por@ICSL.com Email: ire@ICSt.com 


UK - PEYMAN ZIA USA - JERRY BAKERJIAN BBA URUGUAY - DR. CARLOS QUERALTO 
international Company Services (UK) Ltd international Company Services (USA) Inc International Company Services S.A. 


“Tel: +44 207493 4244 Fax: +44 20 7491 0605 Tel: +1 954 943 1498 Fax: +1 954943 1499 Tek: +598 2902 1165 Fax: +598 2 902 1191 
Email: uk@ICSL.com Email: usa@lCSlcom Email: wy@ICSL.com 
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Sales & Marketing 
Director Location: Lausanne or Amsterdam 


Our client is a European telecommu- Your Profile: Please apply online at 

nication startup founded in the # Preferable a university degree in www.futurestep.com using cede 

Nineties. The mission is to enable business administration and/or no. -G3920 or send your application 

the wireless industry to deliver engineering & Fluent in English directly to Futurestep Deutschland 

higher quality services at lower (spoken and written) % 3 to 5 years GmbH, Zollhof 17, D-40227 

costs. Aiming for market leadership. experience in sales and marketing in . Düsseldorf, e-mail address: 

by solving problems of propagation the telecommunication market elke.brandtner@futurestep.de — 

simulation and network optimization — (operators, network planning) & Very © by mentioning the code no. For first 

through cutting-edge technology. high negotiation and sales skills & -information please contact Elke 

The next step is to seek for a Fiexible and mobile @ Brandtner, who guarantees: confi- 

Marketing Director working along on Entrepreneurial and startup spirit. - dentiality: 

our strategy of rapid growth. www.futu restep.com 
Our Offer: 

Your Tasks: # Challenging position in the senior 


& Developing a marketing strategy management of a fast growing 
Æ Building up a strong sales force &. startup &@ Very high degree of 





Establishing strategic alliances # responsibility and impact # 
Being involved in corporate develop- Unconventional but very 
ment and product planning. professional working environment. 














BUSINESS & PERSONAL 















Readers are recommended 
to make appropriate enquiries and take 
appropriate advice before sending money, 
incurring any expense or entering into a 
binding commitment in relation to an 
| advertisement, The Economist Newspaper ALL SUBJECTS CONSIDERED manager. Suit 1-2 persons, 


Limited shall not be liable to any person for WRITE OR SEND YOUR MANUSCRIPT TO Knightebrid | 

i irt samage incurred lane as a result MINERVA PRE $ 8 45 eingniabridas Serv ce Apa Sma i co is s for sale. Contact: 
of his / her accepting or offering to accept an à 4123, ‘7584-9058, °4 : 
“invitation contained in any advertisement 315 ~ 917 REGENT ST LONDON WIR 7YB UK info@ksflats. demon.co,uk 

published in the Economist. www.minerva-press.co.uk www.ksflats.demon.co.uk 


i i CUT THE COST OF YOUR 
| NEW AUTHORS | STAYINLONDON ` 
Comfortable self-contained sarweed ‘studio flats. 
ippeg 


in Knightsbridge near. Harrods: tolly 
PUBLISH YOUR WORK kitchen-dinette; bathroom, phone, 


central heating, elevator, maid 




























e OWNED BY LAWYERS AND ACCOUNTANTS © CONFIDENTIALITY GUARANTEED o BANK INTRODUCTIONS 


The SCF Group, est. in 1989 provides full ranges of offshore services at what we believe are the 
most comprehensive rates currently available by a licensed professional firm. 


S e | a Malet OFFSHORE COMPANIES @ the best prices contact u s today 


GROUP er 
PSE S88 3. pn j LONDON: "For immediate, friendly advice, please ‘contact: 
. LICENSED CO. 2 AEGEE brochure, FREE ‘elas 4 90-10 Sydney Chee, TANDON: Janson Lotery BSc (Hos) DUBLIN: Peter phy BComm (Hons) 
| & TRUST MANAGEMENT ff . < Tek+44 (Ø) 20 7352 2274- Tel: +352 (8) 1 662 1388 
ee e www.scfgroup.com | 27-29 Lower Pambroke St, _Fax-+44 (@) 2077950016 >. Fae +35 (0) 1 662 1954 


Dublin 2, Ireland. E-mail: Janson@scfgrdup.com. <:. E-raaih:. pmerpny@setintliobie 
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SCHOOL OF DEVELOPMENT STUDIES 







ECONOMICS 


teaching in Economics. 


























(both scales under review). 





& 
TAX - FREE 
Companies world - wide 
Formation and administration of 


companie: ening of bank accounts 
tel.fax/mail forwarding service 


"3 
OFFSHORE 





UNITED KINGDOM 
+ Head Office - 


LAVECO Ltd 
Clos de Saignie, Sark, 
United Kingdom, GY9 OSF 
Raymond Terry Gibson 
Tol: 44-148 1-842-542, 

i +44 148 1-832-116 
E-mail: sark@laveco.com 
HUNGARY 
Tel: $36-1-217-96-81 
Fax: +36-1-21 7-44-14 
E-mail: hungary@laveco.com 











ROMANIA 
Tek +40-92-326-329 
Fax: +40-92-154-605 
E-mail: romania@laveco.com 





CYPRUS 
Tek #357-4-636-919 
Fax: +357-4-636-920 
E-mail: eypras@lavece.com 





Website: www.laveco.com 
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LECTURERSHIP IN 


The School of Development Studies at the University of East 
Anglia is a leading international centre of interdisciplinary 
research and teaching in Development Studies. The School is 
making a new appointment to strengthen its research and 


Applications are invited from well qualified candidates with a 
record of research publications. Applicants should have, or 
expect to complete in the very near future, o Ph.D. 


The School of Development Studies obtained a 4A in the 1996 
RAE and aims to improve its performance in the forthcoming 
RAE. Research is organised around four main themes: 


* Natural Resource Development and Environmental Change 
* Livelihoods and Well-being 

* Gender and Social Development 

* Globalization and Transition 


Applications: ore welcome from candidates in any area of 
economics with relevance to developing countries. The 
successful candidate will be expected to contribute to economics 
teaching at undergraduate and masters level, have an interest 
in teaching in an interdisciplinary context and be actively 
involved in research student recruitment and supervision. 


The post will be full-time and indefinite, and is available from 

1 September 2000 or as soon as possible after that date. 
Salary will be commensurate with experience and will fall within 
the following ranges: Lecturer A scale, £17,238 to £22,579 per 
annum or Lecturer B scale, £23,521 to £30,065 per annum 


Further particulars and an application form should be 
obtained from the Personnel Office, University of 

East Anglia, Norwich NR4 7T3 (answerphone: 

01603 593493, e-mail: Personnel@vea.ac.uk), to be 
returned by 18 July 2000. Please quote reference 
number AC324, It is anticipated that interviews will 
take place on 24 August 2000. 


UEA is committed to excellence in education and research. 


BUSINESS & PERSONAL 


ren 






2ND PASSPORTS, DRIVER'S 
LICENCES, DEGREES, BANK 
A/Cs, CAMOUPLAGE PASSPORTS. 


GMC 
Fax +3 120-524 1407 
Email: 100413.3245@conipuserve.com 


hetp:www,global-money.com 


U.S. CORPORATIONS AND 
LIMITED LIABILITY COMPANIES 
(LLCs) SET UP INSTANTLY IN 
DELAWAR R OTHER STATE, BY 
PHONE, FAX or INTERNET 


Your headquarters may be anywhere in the 
USA or other country, No minimum capital 
requirements. No lawyers necessary. Most 
major corporations are incorporated in 
Delaware. FREE Delaware Incorporation 
Handbook (8th Edition). Registered agent, 
shelf corporations, legal address in 
Delaware and mail forwarding. US. bank 
account opening service. VISA/MC/AMEX 
CALL ANYTIME Tel: 1.800.423.2993 
(toll free) or +302,996.5B19 
Fax: 1.800.423.04523 (USA/Canada only) 
address in or Bax: +302.996.5818 
E-mail: inc_info@delbusinc.com 
Internet: http://www delbusine.com 
Delaware Business Incorporators,inc. 
3422 Old Capitol Trail, Dept. TE 
Wilmington, DE 19868-6192 
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A vacancy has arisen in the UK forecasting team, which works under Professor Tim Congdon, 
App 
mare economic forecasting. Responsibilities wl include: 


. 


° 


‘The successful candidate will probably have a degree in economics, and be able co demonstrate 
excelent writing skills, a good understanding of statistics and high computer literacy. The 
yacancy is at a senior level, but applications are welcomed from recent graduates with strong 
acadwenic credentials. 

Appleations, with CV, to: Professor Tim Congdon, Lombard Street, Research, Cannon 
Bridge, 25 Dowgate Hill, London ECAR 2GN; or e-mail to tim.congdon@lombard-st.co.uk, 


BUSINESS OPPORTUNITIES 


Lombard Street Research Ltd. 


Monetary Economist 


Lombard Street Research is a highly-regarded: research consultancy based in the 
City of London. It specialises on the linkages between financial Hows and macro- 
economic forecasting, The work is intellectually: challenging and rewarding. 


l 





ications are sought from economists with a strong interest in manctary analysis and 


Contributing to regular publications 
Writing daily notes for the website (wwwdombard-st.co.uk) 
Helping to prepare presentations to clients 












The world-renowned Consultants Institute is now 
opening extensions throughout the world and in all 50 United States. Exclusive 
Directorships are being offered to qualified entrepreneurial sales/ marketing 
professionals on a commission basis. Gur success orientated distance-learning 


course is incomparable. 


TCI, Dept. 1, 30466 Prince William St., Princess Anne, MD 21853 
U.S.A., or FAX (410) 651-4865 or e-mail: thetci@shore.intercom.net 


Write to: 

































Interested in importing 
Toners Cm Ink cartridges, Original @ recycled for all printers & 
faxes + sets of all tomers > ink cartridges 
for recycling. 
Contact: Fax: 972-3-5748662, Israel 
shlomyh @netvision.netal- 


scieeeieeioea 
































BID FOR TWO 
GEOTHERMAL FIELD CONCESSIONS IN 
EL SALVADOR 


El Salvador, the smallest of the Central American countries has 
achieved, after the armed conflict, a growing, stable, and. reliable 
economy, with ranges of credit Baa3 according to the Moody's 
Investors Services and BB+ according to Standard and Poor's. 


Carrently, the country has attractive factors for the foreign investors, 
which include favourable juridical conditions for private investment, 
The new General Law of Electricity and its Regulation, promote the 
development of a competitive market in generation, transmission, 
distribution, and trading of electrical energy. The exploitation of 
hydraulic and geothermal resources for the purpose of electric power 
production, requires the grant of a CONCESSION through a bid 
process. The grant is permanent and transferable and given to the 
praviously qualified entity that offered the best price. The produced 
energy can be sold in contacts and/or the spot market. 


Therefore, the government of El Salvador, through SIGET (General 
Superintendence of Electricity and Telecommunications), will start, on 
june 30, 2000, the qualification process for interested firms with 
capacity to participate in the international bids for two electrical power 
production concessions through complementary. exploration, 
development, and exploitation of the San Vicente and Chinameca 
geothermal fields, Both have a minimum, probable, “and maximum 
estimated potentials of 30, 54, and 108 MW, respectively, 


Scientific information for both projects. will be provided to interested 
parties, providing a basis for the: technical Viability of the projects, and 
the favourable results of the financial behaviour. observed in the i 
evaluation and financial reappraisals of the projects. ; 


For more detailed information visit web site: www. 
e-mail us at siget@siget.gob.svy, 
or call number (503)-288-0066 or fax (503)-288-0069 


set.gob.sv, 
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APPOINTMENTS | 


CALL FOR CANDIDATES 


HENRY A. WALKER, JR., 
DISTINGUISHED PROFESSOR 
OF BUSINESS ENTERPRISE 


The University of Hawaii College of Business Administration seeks a 


dynamic leader, researcher, scholar and teacher to occupy the Chair of 


the Henry A. Walker, Jr., Distinguished Professor of Business 
Enterprise. 


The Chairholder will serve as a leader and catalyst for research, 
instruction and practical application of the latest developments and 
trends in the area of the interaction among private and public sector 
organizations, with special emphasis on the role of entrepreneurship 
in the articulation of the College’s two academic strategic thrusts, 
international business and information technology, in an Asia Pacific 
context. 


Responsibility to the community is inherent in this position. The 
Chairholder will serve as a resource, liaison and ambassador to the 
community and as a resource for the College’s Doctoral, Executive 
MBA and executive development programs. 


Minimum requirements are: 

@ Doctorate in business or a related field from a college or 
university of recognized standing. 

Evidence of excellence in teaching. 

Four years or more of full-time college or university teaching at 
the rank of at least Associate Professor or equivalent with 
evidence of increasing professional maturity, 

Senior-level academic or equivalent professional management 
experience which has resulted in significant recognition by the 
national or international community of scholars or practitioners in 
the same field. 


+ 
+ 


Desirable qualifications are: 

+ Stature and reputation as a researcher and a teacher, in a discipline 
related to entrepreneurship in the context of one or both of the 
College’s two academic strategic thrusts, international business 
and information technology, in an Asia Pacific setting. 

@ Distinguished service in international business, private enterprise 
or the public sector, 

® Proven ability to work with and provide professional expertise to 
the community. 


Salary: Commensurate with qualifications and experience. 

Start Date: Academic Year 2000-2001, 

Closing Date: Continuous recruitment until position is filled; first 
screening date is September 1, 2000. 

Position Number: 85100 Full-Time 

| How to Apply: Send letter of application, resume and supporting 
materials including a list of references to David McClain, Dean and 
| First Hawaiian Bank Distinguished Professor of Leadership and 
Management, College of Business Administration, University of 
Hawai'i at Manoa, 2404 Maile Way, Honolulu, HI 96822. 


COLLEGE OF Business ADMINISTRATION 
UNIVE ERSITY OF Hawarl AT MANOA 


Established in 1949, AACSB accredited, 
An Equal Opportunity/Affirmative Action Employer: 
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Combine job 
and education: 


‘The new MBA | 


meeting the 
future 
challenges of 
shipping | 


15.09.00 
04.01.01 


Application date 
Startup date: 
Contact secretary: 
| Vicky Henriksen 
_ Copenhagen Business School 


time MBA for mari- 
time related sectors, 
with focus on 

+ globalisation 

* information technology 


* environmental challe, 


Phone: +45 38452444. 
Fax: +45 38152500 
E-mail: veh.int@cbs.dk. 


a" LONDON! ' 


as peepee sereced apartments offering best wal 
pa 


IMMIGRATION TO CANADA 
Experienced Canadia nmi ran n Fully serviced, priv 
Lawyer will prepare : 
for Skilled Worke: Centrally locatackin Kensington area. 
Investors, Very reasonable: fe E Tourist Board Approved 
Leonard Simcoe, Ref „aira Ashburn Garden Apartments 
a 3 Ashbum Gardens 


ati 
En nada RP AT], www.ashburngardens.ce.uk 
A 5 t ae . Mi info@ashburngardens.co.uk: 
E-mail: lsimeoe @sime acom Tel: ++44.207 370 2663: 
Web: hitp://www.simeoevisa.cont A Fars +444 207 370 6743 


Pci as LHe) 
Economist 


TO ADVERTISE WITHIN THE CLASSIFIED 
SECTION, CONTACT: 


Stephen Welch, 

New York 

Tel: (1-212) 541 5730 Fax: (1-212) 247 1325 
email: stephenwelch@economist.com 
or: TRICIA DOOLEY, 

New York 

Tel: (1-212) 541 5730 Fax: (1-212) 247 1325 
email: triciadooley@economist.com 


V, telephone, cariiral 


È South Kensington, London SW7 406, UK s 
E 








Privatization Funds 
The Privatization Council of the 
Republic of Montenegro 


The Privatization Council of the Republic of Montenegro, chaired by the Prime Minister, announces the initiation of a mass privatization program and invites investment 
firms, fund groups and banks to submit applications to form and manage privatization funds in conjunction with its Mass Voucher Privatization (MVP) program. 


These funds will provide a vehicle for Montenegrin citizens to invest the privatization vouchers they will be receiving from the government in a portfolio of professionally 
managed Montenegrin securities. Approximately 419,800 citizens will receive these vouchers with each voucher worth 5,000 points. 








Privatization funds will be permitted to acquire these vouchers by advertising and by soliciting Montenegrins who will exchange them for units of the fund. With these 
units the funds will bid for shares of 222 medium sized and 19 of thé Republic's largest companies which will be auctioned off by the government. These shares have a 
nominal book value of 2.3. billion DM. 


After one year privatization funds will be authorized to convert themselves into investment funds, pay dividends to shareholders, and list their shares on stock exchanges, 


The Privatization Council intends to set the highest standards for licensing privatization fund managers and to generate trust and confidence: by stricly regulating and 
enforcing the privatization program. Applicants should be prepared to demonstrate a record of prior fund management, present a three year business planto the Council, 
prepare a prospectus and enter into agreements with the Republic's Central Depository/Registry and an international auditor. Successful applicants are required to invest 
minimum founding capital of 250,000 deutchemarks in this enterprise, 


Foreign investment firms which are weighing the desirability of founding a fund should consider the following factors: 


The enabling legislation and regulations are in place. 

Under Montenegrin Jaw foreigners and domestic investors are treated equally. 

Foreign investors may convert local into foreign currency. 

Foreign investors may repatriate profits and capital to their country of origin. 

Foreign investors may own up to 100 per cent of privatization fund management companies and are entitled to generous management fees, 


Interested parties wishing more information should request a Summary of Information from the Privatization Council at the following address: 


Privatization Council 

Republic of Montenegro 

Attn: Professer Veselin Kuvotic/F. Hodges 
Ulica Jovana Tomasevica 37 

$1000 Podjorica, Montenegro 

Tek 381 81 243 554 

FAX: 381 81 241 504 

E-mail: savjet@egoru 











SEMINARS 
SILICON ALLEY'S UNIVERSE 


IS EXPANDING. The Washington Campus 


Strategic Management Seminars-on thé ~ 
Public Policy Process for Corporate Decision-Makers 


Business & the 
Public Policy Process: 
How Washington Wor 


Discover New York City's hot new high-tech districts and take 
advantage of great values on Internet-ready office space. Call one 





of the following Digital NYC™ partners today to learn more about 
the next frontier in high-tech space. 


BROOKLYN: MANHATTAN: STATEN ISLAND: 
Broadband Brooklyn HI Way 125 SI HUB 
: 748-875-1000 212-410-0030 x125 718-477-1400 
“4 brookiynchamber@worldnet.att.net = info@hiway125.com — siedc@admin.con2.com 


THE BRONX and QUEENS: Coming Soon 


For the latest information: www.newyorkbiz.com/digitalnyc 


City of New York 


Rudolph W. Giuliani, Mayor John S. Chatsty, Chairman 
Robert M. Harding, Deputy Mayor Michael G. Carey, President 
for Economic Development and Finance 


September 25-28, 2000 
Washington, DC 


Essential knowledge for busines 


Presented by well-known repr 
government, business, atid 


Attended by mid to senior executives 


www.washcampus.edu/open.html 
(202) 234-4446 


Customized corporate programming also available 


Because government decisions 
affect your company’s bottom Line. 
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: SPECIFIC PROCUREMENT NOTICE 
Invitation for Prequalification 


©- REPUBLIC OF GHANA 
MINISTRY OF WORKS AND HOUSING 


‘Enhanced Lease Contract for the Management, Operation, 
Maintenance, and Improvement of Urban Water Supply 

Systems in Greater Accra (ATMA), Volta, Northern, Upper East, 
: = Upper West regions (Business Unit A). 





The Government of Ghana (GOG) with the support of the World Bank, DFID and 
other donors is restructuring the urban water sector to make it efficient and 
‘yesponsive to the needs of the people by involving the private sector in the 
provision of water supply services. 

The Ministry of Works and Housing (the “Client”) intends to prequalify firms for 
the following project: 

Enhanced Lease Contract for the Management, Operation, Maintenance, and 
Improvement of Urban Water Supply Systems in Greater Accra (ATMA), Volta, 
Northern, Upper East, & Upper West Regions. 

Atotal of about 28 selected water supply systems will be contracted out under an 
enhanced lease contract for a period of 25 years, The contract will involve the 
management, operation, maintenance, rehabilitation, renewal and improvement 
of the water supply systems in Greater Accra (ATMA), Volta, Northern, Upper 
‘Bast, and Upper West Regions of Ghana from source to the end-user. 


In addition the firm will be required to undertake capital expenditure for 
capacity expansion in ATMA with provision to own, operate and transfer 
(BOOT) to GWCL at the end of the Lease, The capacity expansion required for 

ATMA over the contract period will be defined in terms of connection or demand 

“targets to be met by the operator. 


The water supply systems under this contract currently service an area with a 
population of about 3.5 million through 133,000 connections. Total water supply 
production is 113 million m3/ year. 


Itis expected that invitations to bid will be made in October 2000. 


Prequalification will be conducted through prequalification procedures specified 
inthe World Bank's Guidelines: Procurement under IBRD Loans and IDA Credits, 
Jenuary 1995 {revised January and August 1996 and September 1997), and is.open 
to all bidders from eligible source countries, as defined in the guidelines. 


“Interested eligible bidders may obtain further information from and inspect the 
‘Prequalification documents at the Ministry of Works & Housing’s Water Sector 
‘Restructuring Secretariat (address below) from 0900 to 1700 hours. 


Water Sector Restructuring Secretariat 
(Ministry of Works and Housing) 

E 4 Leshie Crescent, 

Labone Estates 

Accra, Ghana. 


Acomplete set of prequalification documents in English may be purchased by 
interested bidders on the submission of a written application to the address 
below and upon payment of a non-refundable fee of US$100. The method of 
payment will be cashier’s check. The document will be sent by courier, 


The Coordinator 
Stearn Water Sector Restructuring Secretariat 
os Ministry of Works and Housing 
P O. Box M.43 
Accra, Ghana 
Tel: 233-21-763648 
Fax.: 233-21-763649 
E-mail: wsrs@Ghana.com 






















Applications for prequalification should be submitted in sealed envelopes, 
delivered to Coordinator of the Water Sector Restructuring Secretariat at the 
address indicated above by September 1, 2000 and be clearly marked 
“Application to Prequalify for the Enhanced Lease Contracts for the 
Management, Operation, Maintenance, and Improvement of the Urban Water 

ly Systems in the Greater Accra (ATMA), Volta, Northern, Upper West and 
East Regions in the Republic of Ghana (Business Unit A)”. 


mld be noted that this prequalification supersedes an earlier prequalification 
ise carried out by the Ministry in September 1998 for Contract 1 and that all 
isly prequalified to reapply. 
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République du Niger 
Ministére de la privatisation et de la 
restructuration des entreprises 
Cellule de Coordination du Programme de Privatisation 








Dans le cadre de la polit.que de libéralisation du secteur des téié-communicati 

au Niger, le Gouvernement a décidé de procéder au lancement d'un appe! 
d'offres international relatif à Pattribution de deux licences pour Pétablissement 
et l'exploitation d'un réseau de téléphonie cellulaire de norme GSM, 










Un dossier d'appel d'offres est mis a la disposition des investisseurs intéressé: 
à compter du 19 juin 2000, contre paiement d'un montant forfaitaire et) 
non-remboursable de 1.500.000 Francs CFA, auprès du Secrétariat des day 
Coordonnatrice, situé bureau 5-16 de la Cellule de Coordination du Programme 
de Privatisation, Immeuble ex-BDRN, BP 862, Niamey, République du Niger. 













La date limite pour la remise des offres est fixée au 29 août 2000 à 15 
heure GMT, a la même adresse. 


heures. 








Pour tout renseignement sadresser a: 


APPOINTMENTS 









eae 
Commodities Analyst 
Established commodities research company, based in London requires qualified and experienced 
analyst to join grow ing team, The ideal candidate js an independent thinker with a degree in 
economics or mining engingering/geology or related field. and preferably with at least 2 years“ 
experience in commodities research, Specific requirements inchade flueney in English, a high 
level of computer literacy, ability to handle large volumes of data and exuellent analytical and 
presentation skills. Some experience in ‘modelling and a second language strong 
recommendations, The position involves frequent international travel. Attractive package, 
negotiable for the right candidate, 
Please send CV before 14th July 2000 to: 

PO Box 10.4108, 25 St James’s St, London SWIA IHG 


FELLOWSHIPS 



































Bundeskanzler 
Scholarships for 
Germany, 2001-02 










UNITED STATES INSTITUTE OF PEACE 
JENNINGS RANDOLPH PROGRAM 
POR INTERNATIONAL PEACE 
Tee U.S. Institute of Peace invites 
for‘Senior Westie! 
of up to ten apogee as 
Jennings Randolgh osaa fo for 
International Peace: Fellowships are 
awarded annually wo scholars ad 
practitioners to comduct research at 
the Institute on prajects concerning 


international peacesand conflict reso- 
lution. Open to citizens of all nations. 


Application deadline ii September 15,2000, 
visit usat wwwugnong, or contact 








Prospective U.S. leaders in- 






academia, government, 
public service or the private 







sector spend one year in 






Germany for study, research, 


or professional activity. 







B.A. required. Must be U.S. 


citizen under 35 years of 





age at start of award. 





Applications due 
) np ol a JENNINGS RANDOLPH PROGRAM POR 
October 31, 2000. i eao 
United States Institute of Peace 
eee 
4 DU2-A29-3886 : 
202-429-6063 


www.humboldt-foundation.de 
L avh@bellatlantic.net 



































Realize the true potential of FIRST PAN-AFRICAN 


Banking & citince 


wireless technology... 


24-26 July 2000 SUMMIT 


Johannesburg, South Africa 
+ BANKING 


WHAT SETS THIS Business Africa 
CONFERENCE APART BUSINESS IN AFRICA CONFERENCES 


@ Focus on the challenges of African banking and 
finance in a new era 

Focus on electronic commerce business strategies 
Practical case studies from industry leaders 

Top speakers from Africa and other continents 
Business to business meetings @ Exhibition 


Top representation by leading African banking and 
financial institutions 


@ Networking and business building opportunities 






















Professional Wireless 
Developer Conference 





FOR BOOKING FORM CONTACT: 


Business in Africa Conferences (South Africa) Tel: +27 11 807 0948. 
Fax: +27 11 807 0919. Email: conference@businessinafrica.co.za 


Business in Africa Conferences (UK) Tel: +44 20 7495 7969 
Fax: +44 20 7495 7966. Email: businessin africa@compuserve.com 


NIST 


Aliseda 


10t 


RAI 





www.wroxconferences.com 





The Wrox Professional Wireless Developer Conference is aimed at fulfilling 
the needs of programmers working across tħe spectrum of mobile comput 


ing. 


With over 40 technical sessions featuring concepts, code and case stud 
ies, leading experts in wireless 
computing will be giving presentations on the following: 













LCIR 


UNIVERSITY OF KENT 
AT CANTERBURY S888 





¢ Learning about programming using WML and WMLScript 
e WAP-enabling web sites using ASP, XML and Java 
* Building applications for access over WAP 


THE LONDON CENTRE OF 
INTERNATIONAL RELATIONS 


Offers the following postgraduate 
studies September and January 
Admission - Full-time and Part 
time study 


© The limitations of mobile devices, and working within them 
e WAP security now and in the future 

e Extending enterprise data to wireless devices 

¢ Transactions and synchronization on mobile platforms 

¢ Programming for EPOC, PalmOS and Windows CE 

© Adapting data for publication on multiple devices 


* MA in International Conflict 
Analysis ESRC Scholarship 
available 

* MA in International Relations 
and European Studies 

* MA in International 
Relations 

* MPhil and PhD 


management specialisms 


Surrey European Management School 
* Open source solutions for mobile application development University of Surrey 


Guildford, Surrey GU2 5XH 
Freephone 0800 0523972 (UK only) 
Telephone: +44 (0) 1483 259347 
Email: sems@surrey.ac.uk 

Website: www.sems.surrey.ac.uk 





if i 


Join the MCommerce Register NOW and save £200! 
Revolution 












For further details 


contact 


please 


Visit our web site at: 
www.wroxconferences.com, 
From newcomers to DORENS “i PROFITABLE, GROWING, TRAVEL BUSINESS 
Z or for further details, email: 
professional developers, this with new e-commerce systems and 
wroxconferences@wrox.com 
unique, leading-edge event will 
provide you with the practical INVESTOR SOUGHT/FOR SALE 
information you need to stay one ° lished 10 yeurs pl 


step ahead in the wireless world 









LCIR 


(University of Kent) 
11 Kingsway Londor 
WC2B 6YE, UK 





innovative web-brands 







Telephone: 
+44 (0)20 7565 6836 







Fax: 


+44 (0)20 7565 6827 






E-mail 
LCIR @ukc.ac.uk 







Excellence in Higher 


Education at Britair 


awrox 


European Universit 
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BUSINESS & PERSONAL 
















first class at savings 
%. You will arrive 


d ~ ready to do business dnd. 









i fravel our Prepaid Exe 
Travel Program 


Log in at wun, BeAl 

select FLIGHT SCH} 
PRICING for an ondine quoi 
Log in today and see internationa 


f 
| 
| 


travel ina whole new way. | | 






New York - Singapore 








s$ 


— et cera ee 


(AE E E SE SE SE BE 


FOR OUR 110 PAGE COLOUR BROCHURE CONT 
CW Forster (Director) : 


D WIDE 
Grosvenor Court, Tow 
isle of Man, Great Brit 


TEL: +44 1624815544 
FAX: 444 1624 817080 


ALL MAJOR 
CREDIT CARDS 
ACCEPTED 





B: 


26 Offices Worldwide 





E-mail: economist@ocra.co: 


— WWW.oCcra.com - 


1309002 94 Certificated « A member of the Estate and General Group established in 1935 


| 


_ 


paare 


| 


BUSINESSES FOR 
= 7 


Lowest Annua! Fees 
Roady Mage Companies 
Bank Introductions 
Nomines Services 
Oftsnore Credit Cards 


United Kingdom 
Tek: +44 (0) 207 


COMPANIES 
FROM 


U.S. Bank Account 
Opening Service 
CALL ANYTIME Yel: 1,800,423,2993 
(toll free) or+302,996.5819 


or Fax: +202.996,5818 
E-mail: inc, info@delbusinc.com 
internet: Sttp://www.delbusinc.com 
Delaware Business Incorporators, Inc. 


SALE 


Fax: 1.800.423.0423 (USA/Canada only) 









ar Bundesanstalt 
4 für vereinigungsbedingte Sonderaufgaben 


Multi Utility for Sale 


The Bundesanstalt für vereinigungsbedingte Sonderaufgaben (BvS) 
is inviting to tender for the ChemiePark Bitterfeld Wolfen GmbH (CPG), 
achemical site management company. The privatization of this state- 
owned company is led by Managementberatung Garmer & Uhlmann 
(MGU). 

The Bitterfeid-Woifen chemical site is located in the »chamical triangles 
in the new Laender in East Germany in the region of Halle-Leipzig. 
There are about 350 companies at the site. CPG owns a vacant area 
of about 3.35 mio. sqm to be sold to new investors. 

Businesses 

Site Development: drumming up new investors, looking after 
existing investors 

Water Infrastructure: operation of site infrastructure {water and 
sewage system, water treatment plant, streets, etc 4 

Real Estate: selling, renting and management of the extensive real 
estate 

Services at the site: site coordination, environmental & safety 
planning, site supervision 

Invest/Demolition: CPG will spend about e 225 mic. for an invest- 
ment and demolitior program until 2003. This program is 100% finan- 
ced by approved subsidy programs and the Germar: Government. 
Bitterfeld-Wolfen Sewage Plant: In addition, interested investors 
have the option to 448% stake of the sewage plant. is one of the 
most modern sewage plants in Europe and was completed in 1994. 
its capacity is equivalent to 422.000 population units, The sewage 
plant has public and industrial customers. 





Procedure: interested parties can receive the complete sales 
memorandum after signing a confidentiality agreement against 
payment of e 2.500 as protective fee after June 30, 2000, 

Offers based on the sales memorandum have to be-made until 
August 25, 2000. The investors with the most promising offers 

will be invited to carry out a due diligence at ChemiePark 
Bitterfeld Wolfen GmbH. 

For more Information please contact Mr. Mike Gartnenor Mr. Karsten 
Uhimann under: 

Projektteam CPG-Privatisierung FuB Z3 

Postfach 080438, D-10004 Berlin 

Fon: +49-30-20643-1261 - Fax: +49-30-20643-1396 

email: cpg-privatisierung@mgu-online.de 


EEE MGU MANAGEMENTBERATUNG 
AL GARTNER & UHLMANN 
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OUTPUT, DEMAND AND JOBS In the year to the first quarter, Gor grew by 3.0% in Italy, by 
4.2% in Spain and by 3.0% in Sweden. American industrial production rose in May for the 17th 
consecutive month, by 0.4%; it was 5.8% higher than a year earlier. Unemployment in the Neth- 
erlands edged up to 2.9% in May. British retail sales rose by 3.6% in the 12 months to May. 


% change at annual rate The Economist poll Industrial Retai sales Unemployment 
GD production (volume) erate 
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PRICES AND WAGES In the12 months to May,consumer prices in Canada increased by 2.4%. 
| In the same period, Swiss producer prices rose by 3.0%; euro-area consumer-price inflation re- 
| mained at19%. In the year to the first quarter, Spanish workers received a pay rise of 1.7%, a real 

fall of 1.2%; Belgian workers received a pay rise of 3.3%, a real increase of 1.0%. 
| The Economist pol! 








% change at annual rate 

































| COMMODITY PRICE INDEX 

m Sugar prices have soared by 
more than 80% since the end of February, to 
reach nearly nine cents a pound, the highest 
level for 18 months. In 1999, world sugar 
stocks hit a record 18m tormes, and prices 
sank to 13-year lows. But the surplus in 
world production is shrinking and the mar- 
ket now faces a shortfall—the first in six 
years—next season. Drought has reduced | 
Brazil’s harvest and its exports are likely to _ 
fall by half. China’s crop, too, will be a fifth 
smaller. With saccharin production also 
falling, the Chinese may need to import 
sugar later this year. By contrast, India has 
8m tonnes of sugar in stock and is expecting 
a record crop. The government is therefore 
thinking of starting an export programme. 
But Russia, the world’s biggest importer of 
sugar, has introduced a six-month tariff on 
raw sugar ata rate of 40%. 


1995=100 % change on 
Jun 13th «Jun 20th* one one 
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Euro index 

All items 100.5 104 < 75 +10.6 
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Yen index 

All items 83.4 
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Industrias 12A 
Gold 

Speroz 29015 286850 + 45 +108 
Crude oil North Sea Brent 

$ per bar el 31,55 28.82 + 47 +762 


* Provisional. | Norfood’agriculturals 

















m EMPLOYMENT Part-time work in OECD 
member countries is dominated by 
women. The proportion of part-time work- 
ers who are female ranges from 65% in Fin- 
land to 92% in Luxembourg. These figures 
do not reflect the overall incidence of part- 
time working. In both Spain and the Neth- 
erlands, women comprise three-quarters of 
the part-time labour force. But part-time 
work accounts for 7.9% of employment in 
Spain and 30.4% in the Netherlands. Part- 
time work has increased most markedly in 
Belgium, from 16.3% of jobs in 1998 to 19.9% 
in 1999. In the Eu, the prevalence of part- 
time work has risen from 13.3% in 1990 to 
16.4% in. 1999. In the same period, the Ameri- 
can rate has fallen from 13.8% to 13.3%. In the 
orcpas a whole, the share of part-time em- 















































ployment has increased from 14.3% to 15.8%. 
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“MONEY AND INTEREST RATES American 30-year Treasury-bond prices fell on worries 


| aboutinflation and despite news that the Treasury is to make a further repurchase of long-term 
| bonds. in the year to May, America’s broad-money growth slowed to8.3%. 
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em Ri RC EANES UL A NN 
@ FARM SUBSIDIES Government support: 
for agriculture in orco countries rose’in’ 
1999. The value of farm subsidies increased _ 
by nearly 3% to $361 billion—about 1.4%. of 
OECD. countries’ GDP. Support ranged from 
8.3% of Gor in Turkey to 0.4% in New Zea- 
land. Farmers’ dependence on subsidies | 
has grown over the past three years, as 
world prices have fallen. As a share of gross | 
farm receipts, subsidies rose from 31% in 
499 497 s506 43 565 | 1997 to 40% in 1999. Consumers finance 































































is 10 13 May 322 345 116 500 369 na 277 473 | two-thirds of total support for agricultu 
l ta 03 +83 My 650 950 646 60) 5.99 755 through artificial price supports, with tax- 
Euro-114 +A +65 Ap 5.148 4695 26 4355 493 504 440 6.068 payers footing the rest of the bill. On aver- 








* France 5.25, Germany 5.08, Italy 5.53. Benchmarks: Japan No.220 1.72, US 30-year 596. $Germany for prime and bonds. §Jun 14th. 


*hartow, M1 except Britain MO, t 
| Handelsbanken, Warburg Ditor 








age across the oecn, farmers earned about 
ad: M2 or M3 except Britain M4. Sources: Commerzbank, Den Danske, J.P. Mi tgan, Royal Bank of Canada, Svenska em ot 1 999 A 
d WEFA Group, Westpac Primark Datas! a Rates cannot be orea as banks! citer ü two: thirds more in 1 than they would 
| emee | have done had they sold their produce at 
| STOCKMARKETS The Nasdaq Composite index closed above 4,000 for the first time since | world market prices. Currentwro talks on 


freeing farm trade are likely tobe fractious. ` 








































‘Australia (All Ordinaries) 


pea ag cane _ PEEN AE EE EL Perkit! SE o eiea | 
1256 3,2741 2,92 16 + 4G - 45 
E ete ice = 349 

28991 3,340.4 














































4,102.7 73 
26.2 8,065.0 























fealy (BCI) 13838 21823 
Japan (Nikkei 225) 20A 20,8332 
{Topix} 1584.0 




































{Nasdaq Comp} 


Europe (FTSE Eurotop 300)’ 


Euro-11 (FTSE Ebloc 100)* 





5 1,668.0 
76.6 1,508.7 






























Subsidy, | 
BN 300 8 eS IBA 438 na 999t, Sbr 


tity 















GUNO terns, Morgan Stanley Capital international index inclu vide rkets listed above plus eight others, in dollar terms 
*Satomon Smith Barney World Government Bond index, total return, in dollar terms. §Pravisional. sn i en cae ens 
TT NLS TEN eea ge 
TRADE, EXCHANGE RATES AND BUDGETS America’s visible-trade deficit narrowed to $36.9 billion in April, but the 12-month deficit wid- 
ened yet again to $389.4 billion; its current-account deficit increased to $367.2 billion over the year to the first quarter. In trade-wesghted terms, 
the yen rose by 1.5% and the euro fell by 1.1%. 

























„Trade balance*, $bn_ „CUNEN account 7 „Exchange rate : Currency units 
latest latest 12 Sbn The Economist poll trade-weighted? per per ` per 
month months latest 12 mths % of GDP, forecast Jun 21st year ago 5 £ DM 
2000 we Jun 21st year ago 
86.1 1.66 1,92 







































+ 0.70 Mar : E i TORA 6 4 2047 1878 30e 9 

412.90 Apt i . ee 554. aa o n eg ET 

+ 1.01 Mat 
= 3.30 Mar 

+ 1.29 Apr 

- 0.13 Apre 3 $ . . 
United States + 36.91 Apr : 389. i ‘ ad LO 2. HOA me ey : 


Euro-11 + 2.40 Mars 
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i 
| M SHARE TRADING Turnover of shares on 
| world stockmarkets reached a record $31 
| trilion in 1999. On emerging-economy 














| ofmarketeapitalisation. This means thaton 
average each share changed hands more 
than three.times during the year. With a 
turnover of 286% of market capitalisation, 
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ECONOMY Growth slowed in: he year to the first quarter in Thailand andin Poland, butto 
still-rapid rates of 5.2% and 6.0%:respectively. In Israel, South Africa and Poland, the 12-month 
rate of consumer-price inflation rose slightly in May. In the first quarter Singapore’s 12-month 
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stockmarkets, the value of trading was just | current-account surplus widened to $21.5 billion; South Africa’s deficit rose to $800m. 
| over $2.8 trillion. Although this was a peak 
| for thet 9908 it still amounted to only 9% of ___% change on year earlier _Latest 12 months, $bn Foreign reserves*, $bn 
: i GDP industrial Consumer Trade Current Latest Year ago 
| global turnover. production prices balance account 
| i 7 Oe | 5 tay __0.1 May i +32.4 May a +15.7 1999 159, B Mar 150.5 
| _ AA Ap ~ 7.6 Apr Mas 6.3 1999 
| wt 35 Agr ~ 9.1 Apr - 38 Q 
idor 1.2 May +28.3 Apr + 5.6 Q4 
Malaysia 1.3 Apr +18.4 Apr “+ 9.4 1999 
Philippines Ad May + 4.9 Apr + 6.8 Feb 
at J 1 Apr + 3.0 Apt +215 a1 
+169 aor + pA Maw F172 May +18.3 Apr 3 
| Taiwan O +790 oo + 6. © ao o t 1.6 May + 7.4 May L A3 oi 11 3.0 May a 95.7 
| Thailand rean FA + + 8.6 ap +11.6 Apr 314 Ap 29.5 
ioArgentina z EONO o in Bal AAt dee Cis Uo 
| Brazil ai ~ 0.1 May  ~23.8 May 36.9 fw 33.6 7 
C + 1.4 May nil gs 140 ao 154 
i “+ + 2.0 Mar = 1.5 93 
| South Korea was the emerging market a = ic: Den Ae 
| with the heaviest turnover in 1999, at 347% | Venezuela oe 
| Egypt + ATAR 
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~17.B Mar 
Taiwan ranked second. Trading was lowest = 2.2 May 
| in Colombia. 24 aw = sd a 
P00 wey -15.4 ap -127 ap 247 ta 25T 
+42.4 Api +25.6 Q4 134 Aor 71 
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| FINANCIAL MARKETS After recent falls, Seoul rose by nearly 4% on June 20th on news that 
|| the South Korean government is to inject cash into the financial’system. Athens lost 2.6% on 
| | fears of tough times ahead after its planned entry into the euro. Johannesburg lost 1.1% after the 
| finance minister stopped Nedcer’s takeover of Standard Bank Investment Corporation. 






































































































































Currency units interest rates Stockmarkets ___% change on . 
n peré short-term Jun 24st ies s z ‘Dec 31st 1999 A 
Jun 24st yearago Jun 21st % p.a. one in local ins i 
week currency terms | 
China < 8.28 5.40 2,032.3 -10 + 400 + 400 | 
Hong Kong 7.79 6.65 16,238.1 + 24 - 4B - 45 l 
india OO AI O O 8.91 4,731.6 $23 =~ 55 - 79 | 
Indonesia 8,670 11.97 494.5 +39 = 269 - 406 | 
Malaysia —— 380 320 835.2 3i 2B 4 28 ] 
Philippines 42.8 9.75 1,555.6 +20 - 274 -3206 | 
Singapore 1.73 2.56 2,029.3 = 03  - 182 ~ 213 | 
South Korea 1,119 718 7819 ~ 46 - 239. - 230 
Taiwan BEI 5.20 8,637.6 33. + 22 + 42 
Thailand "39.2 275 338.1 ~2) - 298 ~ 327 
Argentina 1.00 1.09 1.50 7.33 484.8 ~ 35 = r - 16 
Brazil I8 1772 17.50 17,254.3 454 + 10 ~ 02 
Chie 533 500. 799 5.54" 4,874.5 siR ~ 57 = 62 
Colombia 2,137 1,697 3,202 11.70 765.9 “+ 2.0 232. ~- 32.6 
Mexico — 987 947 148 16.96 6,687.0 +03 ~ 62 ~ 99 
Venezuela 1,019 13.47 7,063.2 -53 + 304 + 244 
9.09 9,322.8 | -69 = 311 ~ 321 
8.40 4,254.8 -26 - 231 = 288 
719 538.7 -21 + 108 + 122 
1040 7,653.3 ~ ft - 104 - 204 
"36.00 14,659.3 -35 = 36 ~ 155 
5.33 520.7 -42 + 63 + 06- 
| ~ noe 8,808.5 -32 ~ OF =- 7.6 
| | 18.73 19,561.4 ~ O08 + 82 +18. 
33.00 179.3" -62. + 34 09 
*inflation-adiusted. Tin dollar terms. 
Sources: National statistics offices, centr anid stock exchanges: Prmark Datastream; EU; Reuters, Warburg Dillon Read, 1.P Morgan :Hong Kong 
Monetary Authority: Centre for Montage conomy; HEL EFG-Hermes; Bank LeumiLe-trael: Standard Bank Group; Garanti Bank; Deutsche Bank; 








| Russian Feonomic Trends. 
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Get worldwide access 
to a worldwide bank! 


U 


Selected as Korea's BestBankby Global Finance (April, October,1999). Selected as Korea's Best Bank by Asiamoney (1998, 1999) 
US $500 million investment py iGoldman-Sachis (1999). One of the highest customer group and bank branches in Korea 
Kookmin Bank iS@Wondusass name you can trust as a World-Class investment partner in Korea. 


Head office Tel:(82-2)3779-8290 Faxt@e-2) 3779-8605 z Stronger & Better Bank 
eNew York eLondome Tokyos Hong Kong ®@buxembourg è Auckland eBuer es ngha K = 
@kmin Bank 


http://www.kookminbank.com 








We love this kind of stuff. 
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solved. 
eds.com 


Living.with this thing called “e.” It can seem like utter chaos at times. That's why we're with you every step of the way. From 
budding ideas to managing complex systems; from Web hosting to applications rental. We get our kicks out of solving the 
unsolvable, while giving you the speed and agility to win in today’s frenetic digital marketplace. Call 800 566 9337 or visit our Web site 
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